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ACCOUNTING AND AUDITING ACCORDING TO INTERNATIONAL STANDARDS
AS A MANAGMENT FUNCTION

Abstract. The introduction of International Financial Reporting Standards (IFRS) has led to
a fundamental change in financial reporting requirements. They aim to present the company’s
opportunities and risks in such a way that the objectives of management can be assessed by third
parties and other parties. This article discusses the basic requirements that management must meet
in the context of accounting in accordance with IFRS.

To obtain truthful information about the state of affairs in the company, management must
receive and analyze management reports to make the right strategic decisions. IFRS 8 Operating
Segments (IFRS 8) assists them in this. The main purpose of this standard is to disclose information
by the company to users to assess the nature and financial impact of the activities implemented, as
well as the types of economic conditions in which it operates. The article describes the
implementation of IFRS 8 as a management function, as well as the impact on various other
management functions. In accordance with IFRS 8, the application of the management approach
should also be explained in the notes to the financial statements. However, this only applies to listed
companies. At the same time, this approach also serves to implement a management approach for
unlisted companies for the company’s own purposes.

One of the enhanced management tools is also the audit of segment reporting. The audit
helps to confirm the veracity of the data of such reporting. As part of the audit of the annual
financial statements, it is necessary to check whether the acquired knowledge corresponds to the
results of audit procedures for other categories of reports. The result of the audit of segment
reporting should be recorded by auditors in working papers (audit documentation). Any
inaccuracies in segment reporting should be reported in the audit report. This article describes in
detail the audit procedures in accordance with International Standards on Auditing (ISA). Also, the
requirements for the preparation of audit documentation for the audit of segment reporting in
accordance with ISA and the standards of the Institut der Wirtschaftspriifer, Germany (IDW
Priifungsstandards (IDW PS)).

Keywords: 1FRS, ISA, audit, managment, audit documentation, financial report,
international standards.
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BYXTAJITEPCBKHIM OBJIIK TA AYJIAT BIIITOBITHO 1O MIDKHAPOJHUX
CTAHJIAPTIB SAIK IHCTPYMEHT MEHEJUKMEHTY

AHoTanif. YmnpoBaJkeHHs MibKHapoAHUX cTaHAapTiB (¢iHaHcoBoi 3BITHOCTI (MC®3)
MpU3BEJIO [0 TPHUHIUIIOBOI 3MiHM BUMOT 10 (piHAHCOBOI 3BiTHOCTI. BOHM MaioTh Ha MeTi
NPEJCTaBUTH MOXKIIMBOCTI Ta PU3UKU KOMIIAHII TaKMM YHHOM, IO IUT JISUTBHOCTI KEPiBHHUIITBA
MOXYTh OYTH OIIHEHI TPETIMH Ta IHIIMMH CTOPOHIMH OocoOaMu. PO3IISSHYTO OCHOBHI BHMOTH,
SKMM M€ BiJINIOBIJaTH KEPIBHUIITBO B KOHTEKCTI OyXTanTepchKoro o0iiky Bianosiano 1o MCO3.

Jlisa oTpumaHHs mpaBauBoi iH(OpMAaIIil PO CTaH clpaB y KOMIMAaHII MEHE)KMEHT OBHHEH
OTPUMYBATH I aHaJi3yBaTH YIPABIIHCHKY 3BITHICTH JJISi yXBaJCHHS MPAaBHJIBHUX CTPATEriuHUX
pimens. MC®3 8 «Omnepartiiiai cermeHT» (MC®3 8) nomomarae iM y mpoMy. I'0JJOBHOIO METOIO
[[LOTO CTaHAAPTY € PO3KPUTTS iHQOpMAIlii KOMIIAHIE€I0 KOPUCTYBadaM IS OI[IHKK XapakTepy i
(b1HAHCOBOTO BIUIMBY, 3yMOBIIEHOTO BIPOBA>)KEHUMHU BHJAMHU AiSUIBHOCTI, @ TaKOXK PI3HOBUIAMU
€KOHOMIYHHX YMOB, Y SKMX BOHa (yHKHioHye. Omnucano BnpoBamxeHHds MC®3 8 gk QyHKIi0
YIpaBJIiHHSA, @ TAKOXK BIUIMB Ha Pi3HI 1HII GyHKII yrnpaiaiHHsa. 3riqHo 3 MC®3 §, 3acTocyBaHHS
YIPaBIIHCHKOTO MiIX0y TaKOK Mae OyTH MOSICHEHO Yy pUMIiTKax 10 (piHaHcoBoOi 3BiTHOCTI. OHAK
1€ CTOCYETHCS JIUIIE KOMIaHIH, 110 KOTUPYIOThCSA Ha Oipiki. BogHoUac mei miaxia Takoxk CIy>KHUTh
JUI BIIPOBA/DKEHHS MIiAXOMY YNPABIiHHA JUIsI KOMIIAHiHM, sIKi HE KOTHUPYIOThCS Ha Oipki, uis
BJIACHUX LIIJIEH KOMIIaHii.

OnHUM 13 MOCKIIEHUX 1HCTPYMEHTIB YIPABIiHHS TaKOXK € ayJUT CETMEHTHOI 3BITHOCTI. AyaIUT
JIOTIOMOTA€ IMATBEPAUTH MPABIUBITH JTaHUX TAKOi 3BITHOCTI. Y paMKax ayauTy pidHoi (piHaHCOBOT
3BITHOCTI CJiJl TEpEeBIpUTH, UM BIANOBINAIOTH OTPUMAaHI 3HAHHSA pE3yJbTaTaM ayAuTOPCHKUX
MIPOLIEAYP AJIS IHITMX KaTeropid 3BiTiB. Pe3ynbrar ayauTy 3BITHOCTI 3a CETMEHTaMHU MOBHUHEH OyTH
3aikcoBaHU ayUTOpaMH B pOOOUYNX JOKyMEHTaX. by Ib-siKi HETOYHOCTI y 3BITHOCTI 32 CErMEHTaMHU
MOBUHHI OyTH TpEICTaBJIICHI y 3BiTI Mpo ayauT. JIeTaqbHO OINMUCAHO ayAUTOPCHKI TPOIEAYPH
BiAMOBiMHO 110 MixHapoguux cranaaptiB ayauty (MCA). A TakoX BH3HAYEHO BUMOTHU [0
ohOpMIICHHSI Ay TMTOPCHKOI TOKYMEHTAIIIl TIPU ayJUTI CErMEHTHOI 3BITHOCTI BianoBigHo 10 MCA Ta
cranaaptiB [acturyty ayauropiB Himeuunnu (IDW Priifungsstandards — IDW PS).

Knrwowuosi cnoea: MC®D3, MCA, aynur, MEHEIKMEHT, poOoYl JTOKYMEHTH ayauTopa,
¢iHaHCOBA 3BITHICTB.

®opmya: 0; puc.: 2; Tabmn.: 0; 6i16:1.: 11.
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Introduction. In many countries, ISA, IFRS and the Audit Directive and were transformed
into national law (including Ukraine from 2012 year) [2]. In addition, the EU Accounting Directive
was also incorporated into the law. The EU Accounting Directive provides for various options. The
Ukrainian legislator has essentially oriented itself to the IFRS for SMEs. By adopting the
international accounting standards, Ukraine has moved closer to the international financial market.
Under Ukrainian tax law, IFRS are also the basis for determining taxable profit. The law provides
for various additions and deductions. Thus, IFRS fulfil the following functions in Ukraine (Fig. /):

Basis
Information Q of assessment
A function U Tax base for distributions
The financial At the same time, The financial
statements prepared the annual financial statements
in accordance with statements of companies
IFRS are an according to IFRS in Ukraine shall be
essential are also used prepared
information tool to determine in accordance with
for shareholders taxable income IFRS. Thus, they
and investors are also the basis

for the distributions
of the shareholders.

Fig. 1. IFRS functions in Ukraine
Source: Compiled by the authors [3].

Problem analysis and problem statement. In our time, the globalization of economic
processes through an investment instrument is popular. The investor is interested in the profit of the
company in which he invested, as well as information on profitability. In addition to the main
financial statements (statement of financial position, profit and loss report, cash flow statement,
statement of equity and notes), there is also segment reporting, which is compiled in accordance
with IFRS 8. Investors can consider this accountability as information that helps make managerial
decisions. The conceptual basis of this standard is the application of the «management view»
approach. In the context of IFRS 8, this means that in preparing financial statements, it is necessary
to rely on the information that management uses to manage the business in order to assess the
analyzed segments of the company’s activities from a risk management perspective. This means
that IFRS 8 is the standard for managers and investors.

Unfortunately, Ukraine has not yet paid due attention to this standard, although it can be
used not only as a requirement for mandatory application by companies, but also as a management
tool that will certainly serve as an assistant for managers and business owners of companies. Also,
one should not forget about the audit of segment reporting, which will help to confirm the data
displayed in it. This article discloses IFRS 8 and the audit of the application of this standard as a
management tool.

Research results. The main function of the management is the long-term maximisation of
profits as the primary objective. The management is obliged to set up a target function and also to
formulate the corresponding secondary conditions in this target system. An essential secondary
condition is to ensure the liquidity of the company and another essential secondary condition is the
implementation of the legal requirements, for which the introduction of IFRS in accounting is an
essential task. It should be noted here that the introduction of IFRS not only generates costs, but
also makes a considerable contribution to management functions [4].

The IFRS not only have an information function, but also provide data for determining the
success of management, which is usually also the basis for remuneration. In this respect, the IFRS
are an essential management function. Modern management theory assumes a cooperative
management style. This means that goals and their implementation are discussed with key
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employees. The achievement of objectives is usually rewarded with a bonus or rewards. The data
basis for this is provided by the accounting system, which is based on the IFRS regulations [4].

At the same time, the accounting system provides essential documents for planning in
compliance with IFRS. Planning is the mental anticipation of future actions by weighing up
different alternatives for action and deciding on the most favourable path. Planning thus means
making decisions that are directed towards the future and by which the operational process is
determined by the course of events as a whole and in all its parts. The accounting system
represented by the IFRS thus provides essential information as a basis for planning. As a rule,
accounting is based on past values which are depicted in accordance with the IFRS regulations. At
the same time, they provide information for planning in the future. In this respect, a sophisticated
accounting system provides an excellent data basis for the optimal planning of the company.

Planning usually consists of four sub-complexes, namely corporate mission statement
planning, strategic planning, operational planning and success and liquidity planning.

The corporate mission statement represents the general corporate principles, i.e. the
quantitative and qualitative basic statements of the top management on the corporate policy
objectives and fundamental decisions are formulated. Care must be taken to formulate them
precisely so that the planning can also be translated into concrete corporate policy.

Strategic planning is concerned with the long-term planning of strategies for product market
combinations (business areas). Strategic planning thus includes the analysis of the existing success
potential (strengths and weaknesses) of the company and makes forecasts about the attractiveness of
certain sub-markets. Synergy and substitution effects must also be determined.

Starting from strategic planning, plans for short- and medium-term production programs are
determined within the framework of operational planning, and catalogues of measures for
implementing the plans are made available to employees for the individual functional areas.

As part of profit and liquidity planning, company-related budgeted income statements,
budgeted balance sheets and financial plans must be prepared regularly and to the day in order to
achieve the strategic goals and at the same time ensure the optimization of profits and liquidity at all
times.

In this respect, accounting on the basis of IFRS represents the basis of every company’s
planning and is therefore an essential management task. Thus, after the planning period has expired,
it is possible to determine whether the planning is in line with the achievement of the planned
values or whether changes need to be made [4].

The goals of the company are achieved by producing products or offering services. This
requires a certain order, whereby the process of developing this order is summarized under the term
organization. Organization means structuring of all operational activities and on the other hand the
result of this creative process, i.e. the totality of all regulations. The management of the enterprise
must decide how the products or services are produced and marketed. Depending on the size of the
company, the demands on the organisation also increase. In order to facilitate planning and the
achievement of objectives, appropriate organizational units must be formed in the enterprise.
Mapping the management style also requires the organization to be adapted accordingly. The most
modern form of organization is the matrix organization. This means that the products or services are
produced or offered by an organizational unit. The resources for this are made available by a
uniform company unit. This forces the department heads to find optimal solutions for the
production or provision of services. In addition, legal framework conditions must also be taken into
account. This can lead to the situation that certain products or services have to be outsourced to own
subsidiaries. This is unavoidable if products or services are also offered abroad. Due to international
tax law, it is advisable to set up your own independent subsidiaries. All units receive the data basis
for their organisation and planning through the accounting system, which is determined by IFRS
[4].

Another key management tool is monitoring. The management is obliged to monitor the
company in order to ensure that goals are achieved and to prevent criminal acts. The instruments of
control and audit serve this purpose.
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As part of the audit, the monitoring measures are carried out by independent qualified
persons who are not directly or indirectly dependent on the area of responsibility of the process to
be monitored. This task is usually performed by external auditors or by the internal audit
department.

Within the framework of the control, supervision is carried out by persons charged with the
execution of the task. The object of supervision is thus an absolute management task [4].

Within the framework of internal control, all operations are to be carried out according to
defined rules in a predetermined organisational system. The inevitability of the work processes is
achieved by integrating control procedures and equipment into the processes. Here, attention must
be paid to the separation of functions, so that the persons working on the project control each other
in a four-eye principle. In addition, control devices and equipment must be installed to prevent the
controls from being circumvented. This is mainly done by appropriate programming in IT
technology. The audit department has four main areas of responsibility.

It must assess all instructions, procedures and methods of critical analysis. This means that,
in essence, the internal control system must be constantly reviewed and assessed and, if necessary,
suggestions for improvement must be implemented. The internal audit department has to report its
work by means of continuous reports to the management. This is intended to prevent asset losses of
any kind listed companies are required by IFRS 8 «Operating segments» to include segment
reporting in the notes. In order to optimise the management instruments as described, it is
recommended that non-listed companies also obtain appropriate documents from the controlling
department so that the management of the company can be significantly optimised.

Business segments are components of a company that generate revenues and incur expenses
from these business activities. The operating results must be important information for the chief
operating decision maker in allocating resources to this segment and assessing its profitability.
Separate financial information must also be available for this purpose (IFRS 8.5). Accordingly,
IFRS 8 is to be structured in accordance with the management approach, i.e. in accordance with the
internal organisation / control. Segments that are comparable in terms of their economic
characteristics and the criteria listed in IFRS 8.12 may be combined accordingly. Only significant
operating segments are reportable, i.e. they must contribute 10 % of total revenue, but 75% of
revenue must be allocated to reportable segments (IFRS 8.13 etc.). Operating segments can be
broken down into product or service lines, regions, legal entities (subsidiaries), customer groups
(e.g. business — private customers), individual production facilities or individual assets such as a
shopping center [8].

The individual segments must be regularly monitored by the chief operating decision makers
(CODMs), which are defined in IFRS 8.7. In this respect, it is clear that the segments will be
presented accordingly in their design and structure [9].

IFRS 8.5B specifies the separate financial information accordingly. In the context of the
segment information to be presented, the figures to be disclosed must be presented, i.e. in particular
the measure of profit and loss for measuring the segment and allocating resources. IFRS 8.8
presents the nature of the business activities and the existence of responsible segment managers. In
practice, a segment manager must be responsible for the business areas, who is also responsible for
the business area and also receives performance-related variable remuneration.

According to IFRS 8.22, information must be presented to identify the reporting segments.
In particular, it must be shown whether the company is managed by product/service types, by
region, by legal entity or by a combination of such factors. Furthermore, the segments must contain
information on earnings and assets.

According to IFRS 8.23, only the segment result must be disclosed; all other figures such as
sales, assets, depreciation and amortisation etc. must only be presented if the CODMs are actually
informed of them in the reporting system.

In addition, the determination of these parameters, i.e. the accounting and valuation methods
used for internal management in reporting (IFRS 8.25 F), must be presented. If regulations other
than IFRS are applied, corresponding reconciliation statements must be included in the reporting.
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The core of segment reporting is segment-related information on the measurement of profit
or loss, assets and liabilities (IFRS 8.23). However, this information is only to be disclosed if it is
also regularly reported to the responsible corporate bodies. In addition, the following amounts must
also be disclosed if they have been taken into account in the measurement of the profit or loss of a
segment and this has been reported to the chief operating decision maker (Fig. 2).

» Revenue with external third parties (externally generated revenue)
* Income from transactions with other segments

* Interest income and expense scheduled amortisation
* Other significant non-cash item

» Key income and expense items

* The share of profit or loss of associates and joint ventures accounted
for using the equity method

* Income tax expense and income

Fig. 2. Amounts to be disclosed when estimating segment profit or loss
Source: Compiled by the authors [10].

According to IFRS 8.31, further disclosure requirements must be presented at company
level; in particular, sales revenues from external customers and non-current assets are broken down
by geographical area and a breakdown by major countries. If the company generates more than 10%
of total sales revenues with a single external customer, this must also be disclosed [10].

Due to the management approach, comparability between the information in the notes to the
financial statements of listed companies suffers considerably. The segments also provide the basis
for the allocation of acquired goodwill. Goodwill is only to be amortized in the context of the
impairment test. Consequently, many companies endeavor to structure their segments in such a way
that there is no need for depreciation. In this respect, the information function of segment reporting
suffers considerably. As IFRS 8 was only recently reformed, there is probably no need for changes
here. Although the amortization of goodwill within the scope of the impairment test is also currently
under discussion, the IASB intends to stick to the current procedure.

The segment reporting is to be audited as part of the audit of the annual financial statements.
The segment reporting contains information on the balance sheet (segment assets / segment
liabilities) and the income statement (segment income / segment expenses). Particular attention
must be paid to the delimitation in accordance with IFRS 8.5. The chief operating decision makers
are required to disclose their operating results for the allocation of resources and financial
information. Segmentation must be based on this basis. In order to avoid a flood of information,
there is only a reporting requirement for significant segments, i.e. operating segment profit or loss
and segment assets must amount to more than 10 % of the respective total company size. Smaller
segments may only be presented if the segments are qualitatively significant. According to 8.15, the
aggregation of smaller segments may only amount to 25 % of total sales.

The primary objective of the audit is the complete disclosure of the reportable segments. In
addition, the reported amounts must be checked for accuracy. A further focus of the audit is the
appropriate presentation, reporting and comprehensible wording. In this context, suitable and
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appropriate audit procedures (ISA 315.25) regarding the materiality of segment information and the
appropriate delineation of the individual operating segments must be determined and performed
[11].

In ISA 501.13 in conjunction with ISA 501.A 26 — A 27 or IdW PS 300.47, general notes
on the audit evidence are formulated. The materiality of the segment information is derived from
the financial statements as a whole, from which the quantitative aspects can be excellently assessed.
Qualitative aspects can play a role in segment information if they are of particular importance to the
company regardless of the size of the segment or if they have a significant impact on other elements
of segment reporting.

In addition, the accounting standards systems applied by clients must be reviewed as part of
the annual financial statements. The following procedure is to be followed in the course of the
audit:

As part of the audit of the annual financial statements, the inherent risk and control risk must
be determined in the first audit step. The auditor must first obtain an overview of the company and
its organizational structure, product structure and range of services as well as the accounting
system. In accordance with IFRS 8, operating segments are defined using the management
approach. The client’s internal organisation and reporting structure are suitable as audit documents
here, which must be understood and analysed. The documents are to be assessed within the
framework of the system audit.

First of all, the organizational structure, organizational charts, procedural instructions for
reporting and reports to the Executive Board and Supervisory Board on various business areas must
be reconstructed in the course of the post-development audit.

The next step is to determine whether the organisational instructions and procedural
instructions for reporting are also implemented by the company as described. The effectiveness can
thus be tracked in the course of this functional test. Subsequently, conclusions can be drawn about
the control risk if the internal control system is functioning. The control risk is reduced if errors are
detected and corrected by the company itself as part of the internal control system.

In the specific audit procedures, the correct delimitation of the operating segments must be
understood. In accordance with IFRS 8.8, management must make the segmentation according to
the reporting and control system set up. If the company has a number of adjacent segments within
the company, the decision of the decision-makers to define the operating segments must be
understood in the context of the audit. In accordance with IFRS 8.1, the distinction should be made
in such a way that users can understand the business activities and the business environment. In
doing so, the auditor can build on the documentation of the structure and process organisation of the
client’s business segments. According to IFRS 8.12, similar operating segments can be combined if
they have comparable long-term assets, financial position and earnings.

In the third audit step, it is the task of the audit of the annual financial statements to
understand the economic characteristics presented in IFRS 8.12 and, if homogeneity is present, to
object to an excessively extensive aggregation of operating segments with reference to the
objectives of IFRS 8. Excessive aggregation of the annual financial statements significantly impairs
the information function and the additional benefit of segment reporting.

Compliance with the size characteristics of the operating segments must be checked in the
fourth audit step. According to IFRS &, only operating segments with segment revenues, earnings or
assets are to be disclosed if they exceed 10 % of the respective and total company size (IFRS 8.13).
According to IFRS 8.15, 75 % of total revenue must be represented by the segments to be disclosed.

The completeness, accuracy and valuation as well as the allocation of accounts and
comprehensibility are to be verified in the fifth audit step within the framework of the audit of the
annual financial statements. With regard to the completeness of the segment information, IFRS 8
requires that only those figures be reported that are reported to management as part of internal
reporting and internal organisation.

The qualitative information to be presented to explain certain items in the segment report
must be structured in such a way that the information does not distort the overall impression of the
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overall segment report. Information relevant to decision-making must be presented in detail if it is
relevant to investment and divestment decisions.

When checking the accuracy and valuation, the deviations and anomalies are to be analysed
as part of the audit procedures and compared with the minutes to the board of directors or company
management, thus determining whether the segment reports are consistent with the internal
information.

The reconciliation statement, in which the relevant information from the balance sheet and
income statement is included in the segment reporting, can be traced by means of individual checks.
The main task is to check whether the transfer of sales revenues to the operating segments has been
carried out correctly — the sample should be determined by deliberate selection. The selection
criteria are the absolute or relative importance of the audit elements, the consideration of typical
business transactions and previous personal experience and knowledge of the auditor with regard to
risk assessment. The next step is to understand the distribution of assets and liabilities among the
operating segments. IFRS 8 leaves companies a great deal of leeway in this respect. According to
IFRS 8.25, only internal reporting is relevant.

Within the framework of the audit of the annual financial statements, it is to be checked
whether the knowledge gained is consistent with the results of audit procedures for the other
categories of statements.

The result of the audit of the segment reporting must be recorded by the auditors in the
working papers. Any inaccuracies in segment reporting must be presented in the audit report in
accordance with IdW PS 450.45 ff. Special features in the disclosure and any significant changes
compared with the previous year must also be presented separately in the audit report in accordance
with IdW PS 450.44. In addition, the accounting standards on which the segment report is based
must be presented in the audit report and the absence of mandatory disclosures or segment reporting
must be pointed out. According to IdW PS 450.135, the audit report must document the
determination of the correctness of the segment reporting as an element of the consolidated
financial statements. Significant uncorrected inaccuracies or violations that lead to incorrect
information in the segment reports or significant audit impediments within the scope of the audit of
the segment reporting in accordance with [dW PS 450-56 may lead to a qualified audit opinion.
This could be the case, for example, if material mandatory disclosures are omitted [11].

Conclusions. The basic idea of the management approach is the assumption that
management, in cooperation with controlling, installs information and reporting systems that
provide information for corporate management. This paper presents the basic concept of segment
reporting in accordance with IFRS 8 and describes in detail the objective and content of the audit of
segment reporting in the context of the audit of the annual financial statements as well as the
documentation of the audit procedures.

IFRS 8 helps to assess and make the right management decisions, to understand the
company’s development trend. Analyzing such reporting, investors and managers can decide which
segment of the company is profitable, which loss, which requires additional investment, and which
needs to be closed.

It can be concluded that IFRS and ISA are not a measure of «punishment» for companies,
they are funcrtion for effective management of their company, investment management and risk
optimization.
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