MODERN MANAGEMENT REVIEW 2019

MMR, vol. XXIV, 26 (2/2019), p. 29-36 April-June

Agnieszka LEW!

THE IMPACT OF FINANCIAL AUDIT ON THE
BALANCE OF AN ENTERPRISE — RESULTS
OF EMPIRICAL RESEARCH

The article discusses issues related to the ingddictancial audit in building a reliable image
of the economic unit after the audit of the finahatatements. The aim of the article is to
illustrate the analysis of audit documentatiorhi@ area of assets and liabilities conducted for
the financial years 2012—-2014, during which theiimfation contained in the first version of
the financial statements was compared with infoionafrom the final version, based on
which the auditor could issue an opinion togethéh the report. As a result of research,
among others such conclusion was made that finlarision still had a significant impact
on improving the reliability of financial statemergnd is necessary to secure the functioning
of business entities on the market. The researt¢hade used in the article are: comparative
analysis of audit documentation, and desk research.

Keywords: audit of financial statements, balance sheettsdsshilities.

1. INTRODUCTION

The financial report is for the receivers — espiécithe outward ones — the essential
source of information about the functioning of aegi economic unit and what results is
gets in a given period of time of the report. Noas] when the globalisation of working
and result-pressure can be observed, there magéeger of “beautifying” of the financial
reports by the people responsible for it. It cooédassumed that the most sensitive part is
the financial result and composing it revenues e@ogts, but this is not case, as the field
affected alongside is the balance sheet and assdtiabilities. The balance sheet is the
pert of the report being analysed by the stakehs]dehen willing to make a rational deci-
sion about investing or managing a given economit u

That is why the financial report which was madehynbiased and independent expert
auditor builds much more confidence and trust. Thiscerns not only the outward receiv-
ers but also the inward stakeholders giving thefiormation that the data included do not
contain errors or abnormalities which make the ienafthe economic unit unreliable. An
expert auditor while carrying out financial revisigerifies, among others, assets and lia-
bilities by employing accurate procedures of thaneixation, which enable him to collect
sufficient evidence of the examination, on the dadiwhich he may issue a final product

1 Agnieszka Lew, PhDhe Faculty of ManagemerRzeszéw University of Technologyl, Powsta-
cow Warszawy 12, 35-959 Rzeszow; e-mail: a-lew@gdrzg ORCID: 0000-0003-0135-4890.



30 A. Lew

of financial revisioA— which is the report of the examination — acangdd his knowledge,
competence and professional scepticism and judgémed thus extend the reliability and
accuracy of financial review. The main aim of fica revision “is to ensure the reliability
of financial data presented by the market usecsder to restrict the economic and invest-
ing risk” (Lew, 2016).

When making the analysis of the opinibissued by expert auditors after conducting
studies on financial reports, it can be observed tile majority of them are impeccable.
This kind of information may cause, especially aople not knowing the procedures of
revision, a wrong idea that financial reports, lgeém integral part of those opinions, were
obtained on the basis of error-free data. This kifithinking is not appropriate as expert
auditors give such opinions on the basis of chandad to recommendations, financial
reports (Compare: Andrzejewski, 2012; Lew, 2015).

The aim of this article is to present the analgsithe revision documentation on balance
sheet made available by the audit group, concemé@ags 2012—2014 in over 150 economic
units with various organisation structures andssiménich had obligatory financial revision.

These studies were to show the analysis of therrdton contained in the first part of
the financial report, which an expert auditor viedfwith the information contained in the
final version of the financial report, on the basfisvhich he or she issued and opinion with
the report. These studies were to enable colletti@@ppropriate evidence on confirmation
of the influence of financial revision on separnaégts of the balance sheet, which enabled
the increase of its reliability, accuracy and ayalor the stakeholders. To complete the
empirical research desk research analysis was used.

2 In the article interchangeably is used the notibithe study of financial reports” and “financial
revision. It is the reflection of literary researaarried out by the author, and which cannot be
presented fully due to the length of the artidiat torove that more and more authors of the subject
literature claim that both notions carry the sameegdure of the study and its final result- theorép
as well as the actions taking place after the actwaly, which is the correction of the financial
report advised by the expert auditor (Compare: Kdg2012; Nowak, 2013).

The professional scepticism of an expert audgdhe critical approach of his mind and a critical

assessment of the results of the study. The egpéitor is obliged to present professional assess-

ment and scepticism while planning and proceediegstudying of the financial report. The pro-
fessional judgement implies practical applyinghaf ticquired skills, knowledge and experience in
context described by accounting standards, finhneiésion and ethics, in order to make rational
decisions about appropriate ways of acting in tacidtumstances. On the basiskifdeks etyki
zawodowych kegowych Mgdzynarodowej Federacji Kgjowych (IFAC) — Code of ethics for
professional accountantprecleared in Polish language in w 2011 by Irstdomal Federation of

Accountants (IFAC).

4 The study carried out by PIBR took place when thffié laws were employed, according to which
an expert auditor issued the opinion with the reporthe examined financial report. Nowadays —
by law — instead of notions “opinion” and “repotttie term “the report on the study” is used, which
contains the opinion of the independent experttaudin the studied financial report [Comp.
Resolution no. 1554/33a/2017 Krajowej Rady Biegtych identéw from 8 December 2017 on the
standards of financial studies (700 (Z), 701, 7B% {06 (Z), 720 (Z), 260 (Z), 570 (Z)); and
Resolution from 11 May 2017 about exert auditorslitacompanies and public control (Dz.U.
z 2017, poz. 1089].
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2. THE STUDY OF THE BALANCE SHEET BY AN EXPERT AUDI TOR

The definition contained in KSRF 200 claims thifite” general aims of an independent
expert auditor and carrying out the study accofgliig International Standards of Re-
search” informs that “the aim of the research imtwease the level of trust of the intended
users to financial reports.

It can be accomplished by issuing the opinionHgyeéxpert auditor if the financial re-
ports we in all crucial aspects prepared accorglitggthe general assumptions of financial
reporting” (National Standard of Financial Revisi@00 in International Standard of
Research 200, 2015). Thus, it appears to be crt@iekamine by the expert auditor the
credibility, reliability, validity and accuracy gfresenting the assets and liabilities in the
financial report.

The definition of assets contained in the Resofuthtn Accounting claims that it is
a unit emerged in the result of past operatiorsvents economically useful, controlled by
a given economic unit, physical and non-physicapprty components with reliable worth,
which predictably may be economically profitablestilva o rachunkowoi, 2019, art. 3,
ust. 1, pkt 12; Fedak, 2018; Lew, Nowak [red.], @01n the case of liabilities in the Res-
olution on Accounting, there is no full definitiaf the liabilities category, but rather the
very specific components of liabilities. The calsitare, among others, the nonreturnable
input of assets put to the unit by the owner,iar@hse of obligations it is a duty of a person
to make appropriate provisions which will decreage or her present of future assets
(Ustawa o rachunkowoi, 2019, art. 3, ust. 1, pkt. 20; Fedak, 2018).

That is why the expert auditor while examiningsiecategories of financial report
should make sure if they were appropriately preskit a given group, if they really exist
— by checking e.g. documents on stocktaking, iff thiee complete and correctly assessed,
and collecting proves of the study, which will h&dpissue a report containing the opinion
about the financial report. (Krzywda, Szafranieed] Krzywda], 2012).

3. METHODOLOGY OF CONDUCTED EMPIRICAL RESEARCH

The aim of conducted empirical research was tanin@ if the financial revision, by
applying appropriate procedures, enables verifitieginformation contained in the part of
financial report where there is the balance shagifat influences the changes in particular
groups of assets and liabilities. The analysis masle of the revision documentation of
economic units for 3 subsequent years in whichnfiel revision took place. The research
was possible thanks to the revisory documents dhhyethe subject entitled to carry
out financial revision. The data which enabled tdation of a given economic unit
were encoded. Analysed revision documents comprissdarches conducted in years
2012-2014 and concerned:

e Inyear 2012, 168 subjects examined,

e Inyear 2013, 173 subjects examined,

e Inyear 2014, 189 subjects examined.

Having collected and analysed the general datdahenexamined financial reports,
a division was made — according to its meaningfedibility of the financial report — into
information more detailed and connected to therzaasheet. The categories were as fol-
lows:

« Assets in general,

» Capital assets, with non-physical values and lagdlphysical fixed assets,
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« Current assets, with creditors of delivery, sersiaad money on bank accounts,

» The sum of liabilities,

« Equity capital, the profits (and losses) from rdggrars and profits (and losses) post-

tax from the current year,

« Long-term liabilities and reserves on legal besefit

< Current liabilities, credits and loans, financiibilities of deliveries and services,

taxes, duties, welfare, and settlement of accounts.

In order to present the differences in valuesasfipular elements of the balance sheet
appearing between the first version of financipbm which was given to the expert auditor
and the final version, the value ranges of the ghanvere used, which were given in Polish
Zloty.

As to present the consequences of actions ofgbereauditor to detect the abnormali-
ties that he noticed while studying the financegdarts, they were organised into 5 ranges
presenting those changes. The corrections madeelguditor aim to increase the credibil-
ity of the financial reports, that should also ease the credibility of thde whole economic
unit on the market. The ranges used to presentitheges made by the expert auditor are
as below:

1) To 100 thousand PLN,

2) From 100 thousand PLN to 500 thousand PLN,

3) From 500 thousand PLN to 1 M PLN,

4) From 1 M PLN to 10 M PLN,

5) Above 10 M PLN.

On verifying the documents while the conducteaaesh it turned out that to present
the changes, made on the suggestion of the expéitoes, they can be comprised in the
first four ranges of money and there was not oreve@ld0 million PLN in the financial
reports made by economic units.

3.1. The influence of financial revision on the quatity and structure of assets
and liabilities presented in the balance ské

In the researched group of economic units in paldr years it can be observed that the
actions taken in the financial revision by the expeditor caused changes in the balance
sum in half of the cases, which enables to draenalasion that the primary financial report
contained some abnormalities or did not contaicietunformation and as a result did not
present a reliable financial state of economicauiihe number of financial reports of eco-
nomic units where the expert auditor made changéisel balance sheet with the division
into particular report periods is presented inyrietl below.

From the data presented in picture 1 it can be Hes in 2012 in 86 economic units
there was a change in the balance sum, which §iV&s of all researched units. In 2013
there 44% and in 2014 48% of such cases.

To describe the elements of the balance, whicle e reason for the change in the
balance sum, a detailed analysis was made of tle gnaups composing the assets and
liabilities of the balance sheet, that is capitaeds, current assets and equity, and long-term
liabilities and current liabilities.

When it comes to the correction of capital asgstschanges were made in 33, 75 and
35 economic units in the subsequent years of tianféial revision, which gives 20%, 43%
and 19% of changes in the researched financiatt®po
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Picture 1. The structure of changes of a balancerssommended as a result of act in finan-
cial revision in years 2012-2014

Source: Self-study.

Similar studies connected with the verificatiorr@fision documentation and the influ-
ence of financial report was carried out it Katoavientre for the current year ending in
2005. For comparison, in this study J. Pfaff reddhigher results in the examined units, as
in his group of modification in the structure obats, 43% of units made changes in this
category (97 of 223 the examined financial repsutsmitted to the financial revisi&in

Increasing the credibility of the balance sheahmparticular periods (43% of changes
made in 2005, in comparison with 19-20% in 2012 20d4) is undoubtedly a result of
constantly developing skills of the accountantpanticular economic units. However, an-
other motive for the decrease of recommended clsabgethe expert auditor may be
a longer period of actions connected with finanogadision in the researched units, which
strengthens the pedagogic effect of these actiBasple responsible for preparing the
financial reports fulfil their duties in a more cpatent way.

The analysis of the influence of the actions péficial revision on the financial report
in the sphere of a balance sheet enables to dream@usion that there is its impact on
building a credible image of a economic unit. Oa Hasis of this documentation it was
possible to distinguish fields where there was @essity to introduce changes advised by
the expert auditor, between the first reports &edt final version. Consolidatégrofile or

5 The research made by J. Pfaff concerned thewikeare there was the change in law after joining
the EU. Economic units had to find their way in tteav, not always easy to understand, reality of
being on the market in the EU which has differagulations than the ones known up till then.
However, he does not exclude other reasons of mstlits collected by J. Pfaff (Pfaff, 2008).

6 Because of the restrictions on the length of ttiela a detailed analysis was not made of the par-
ticular categories of assets and liabilities conmpphe balance sheet.
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sheet with corrections made in the researched andsn the particular time in the balance
sheet are presented in picture 2, and the peraigaipown in table 1.

80 75

69
63

61 g0
60

71
70
57
54
N 48
50 47 45
m2012r.
40 35
33 32 2013 r.
30 m2014r.
20
10
0

Fixed assets Current assets Equity Long-term Short-term
liabilities liabilities

Number of economic units

Picture 2. The structure of changes in the balanpesitions, being an effect of financial
revision in years 2012-2014

Source: Self-study.

Table 1. The percent structure of changes in posif balance sheet after actions taken in findncia
revision in years 2012-2014

The Capital | Current Equit Long-term | Current The
changes assets assets quity liabilities | liabilities changes

2012 20% 28% 27% 19% 36% 2012
2013 43% 33% 33% 28% 35% 2013
2014 19% 37% 33% 29% 38% 2014

The The
average of 27% 330 31% 2504 36% average of
a three-year a three-year

time time

Source: Self-study.

In every part of the balance sheet there weregdmmade after conducting the actions
of financial revision. Referring the number of @mtion made because of the expert audi-
tors’ initiative to the initial financial reportt can be concluded that over 30% (which is
a considerable number) of the financial reportthefresearched economic units presented
their financial situation in an improper way. Thigy result from the fact that, part of the
data presented in the report was unreliable.
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The scale of changes make in the balance shpetdent is presented in table 1. It can
be observed that these changes were made in mamsedrched subjects. The percent
range of the corrections is the set between 19%hahges made in the capital assets in
2014 (35 researched units) and 43% of correcticadenin the same category in 2013 (75
units). The rest of the changes made in partigrawps or cat4egories of the balance sheet
are in the range of money in the subsequent penbdsne of research. The number of
corrections made by the expert auditors in thenfirel reports of the researched units can
be declared as considerable.

Summarising the results presented in table 1 itiqudar periods of report in a three-
year time, it can be claimed that actions takefimencial revision carried out by the expert
auditor had a significant impact on the changesariadhe final version of the balance
sheet when compared to its initial version in ®@¥% of researched economic units, which
affected the increase in th4e4 credibility of tHaiancial report.

The reasons for the changes which affected thenbalsheet were:

e The inappropriate presentation of lease (the leasepresented accordingly to the

contract which usually concerns the operating lgase¢ should be presented as
a financial lease by law).

» The misuse of the depreciating stake of non-physind legal values and capital

assets (accordingly to tax rates).

» The lack of signatures updating the overdue paysn@mil obligations.

* Inappropriate qualification of loans (long and gkerm).

« Inappropriate values of assets and reserves froahdaoff taxes.

The changes that took place after verifying thehaé sum concern mainly the set be-
tween 19 and 43% of researched units in given geraf time, the changes which were
made while the examination of financial reportenfare up to thousands of Polish zloty
(however, th3re were also correction for over liamlzloty).

The actions taken by expert auditors in connectith the financial revision in the
sphere of assets and liabilities enabled to elitaitlae mistakes and abnormalities in de-
picting particular parts of the balance sheet, Whiad a considerable impact on the increase
of reliability and accuracy of the whole financialiisions of given economic units.

4. CONCLUSIONS

Globalisation in the activity of economic unitgdathe dynamically changing surround-
ings, as well as evolutions caused by the chaniging may cast some doubts if, in the
process of fulfilling one’s duties when preparinfijrencial report, there hasn’t been omit-
ted or misinterpreted anything that could have iamgact on its final form and the assess-
ment of the economic unit and its situation. Cottishgcthe procedures of financial revision
while examining the financial report increasesdharantee that the data presented in the
report are reliable, clear, credible and reliablee continuous work of the auditors gives
the receivers, not only the outward ones, the sehseedibility that the financial situation
of a given economic unit is exactly as presentetiénfinancial report.

To sum up the result of the researches depictddsrarticle, which are connected with
the analysis of the executed changes indicatetidgxpert auditors after the procedures of
financial revision, it can be observed that thelgtof financial reports in every part of the
balance sheet constantly exerts impact on theaserof credibility of financial reports and
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is an inextricable element guaranteeing the prépastioning of the economic subjects on
the market in Poland.
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