Financial Strategies of Innovative Economic Development. Ne 3 (51), 2021 ISSN Print 2414-0287

ISSN Online 2707-8426

NATIONAL ECONOMY’S MARKET MECHANISMS
OF ACCOUNTING, ANALYSIS AND AUDIT

UDC 657.1/.4:658.155

DOI https://doi.org/10.26661/2414-0287-2021-3-51-09

SUBJECTIVITY AS A PROBLEM ASPECT OF REFLECTION
IN ACCOUNTING FINANCIAL RESULTS OF ENTERPRISE ACTIVITY

Skornyakova Y.B.
Zaporizhzhia National University

Ukraine, 69600, Zaporizhzhia, Zhukovsk str., 66

Key words:

unemployment, growth, migration,
emigration, immigration,
frictional unemployment, seasonal
unemployment, structural
unemployment

uliask@ukr.net

The article examines the accounting essence of financial results of enterprises,
including by identifying certain aspects of such accounting identification, namely
the technical aspect of calculating financial results, the essential aspect of perception
of financial results and the monetary aspect of financial results identification. It is
proved that the main reason for the subjectivity of the definition in accounting for
financial results is the need to calculate the results for individual reporting periods
in terms of continuing business activities, because it is the presence and subjective
assessment of balances of assets and liabilities leads to subjectivity in assessment
financial result for a reporting period. It is determined that the subjectivity
of the recognition moment of income and expenses leads to the emergence of
alternative accounting methods for these categories — the cash method and the
accrual method. It is established that the application of the cash method in modern
conditions is almost impossible, because calculated in this way the financial result
will be very questionable. Adoption of the accrual method solves the problem
of cash gap for income and expenses in the presence of balances of assets and
liabilities, which improves the quality of determination in accounting for financial
results, but does not solve the problem of subjectivity, only moving it to the plane
of accounting policy. The influence of some elements of accounting policy on
the process of determining financial results is analyzed. The classification of
elements of accounting policy developed by the author depending on presence
and predictability of influence on the size of financial results of separate periods
is presented. Classification involves the separation of elements of accounting
policies that have a clearly predictable effect on the size of financial results,
elements whose impact on the size of financial results is predictable, but depends
on other factors, elements that affect the size of financial results, but the direction
of influence depends on many factors and is unpredictable, as well as elements
that do not affect the size of financial results. The influence of the subjectivity of
the accounting definition of financial results on the process of corporate income
taxation in accordance with current tax legislation is briefly considered.
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3a OKpeMi 3BiTHI IIEPioIl B YMOBAX MPOIOBKCHHS I ATPUEMCTBOM TOCTIOAPCHKOL
TUSUTBHOCTI, a/Ke caMe HasBHICTH Ta Cy0’€KTHBHA OLIHKA 3aJIMIIKIB aKTHBIB Ta
3000B’s13aHb MIPU3BOIUTH 10 Cy0’ €KTUBHOCTI B OIiHIII (hiHAHCOBOTO PE3YIABTATy 3a
TOW M 1HIIUH 3BiTHIH mepioa. BusnaueHo, 1o cy0’ €KTHBHICTE MOMEHTY BU3HAHHS
JIOXOMIB Ta BUTPAT TPHU3BOAWTH 1O TIOSBH aJIBTEPHATUBHUX METOJIB OOIIKY
3a3HAYEHUX KaTeropiii — KaCOBOro METO/y Ta METOly HapaxyBaHHs1. BcTaHoBIeHO,
1110 32CTOCYBaHHSI KACOBOTO METO/TY B Cy4aCHUX YMOBAX € MPAKTHYHO HEMOKITBHM,
aJKe pO3paxoBaHUil TAaKMM YMHOM TIOKa3HHUK (hIHAHCOBOTO pe3ysbTary Oy/e ayKe
CyMHIBHUM. [IpMHHSATTS MeTomy HapaxyBaHHSI BHpILIye NpOOJIEeMy KacoBOIO
PO3pHUBY OO TOXO/IB Ta BUTPAT 33 HASBHOCTI 3aJIMINKIB aKTHBIB 1 3000B’s13aHb,
L0 CHpHSE MiABHIIEHHIO SKICHOIO pPIBHS BU3HAYEHHS B OOJIKY (iHAaHCOBHX
pe3yibTaTiB, ale He BUPINIYE MPOoOIeMy CyO’ €KTHBHOCTI, JIUIIEC MEPEMIIIyIOun
ii B TuromuHy GopmyBaHHS 00iKOBOT moiTHKH. [IpoaHaizoBaHO BIUIHB ESKUX
€JIEMEHTIB OOJIIKOBOI TIONITHKH Ha MPOIleC BU3HAYCHHS (DiHAHCOBUX PE3YNBTATIB.
[Ipe3enToBana po3pobIeHa aBTOPOM KiTacH(iKallis eTeMEHTIB 00TIKOBOI MO THKH
B 3aJIS)KHOCTI BiJl HASBHOCTI Ta MPOTHO30BAHOCTI BIUIMBY HA PO3Mip (hiHAHCOBUX
pe3yabTaTIB OKpPEeMHX TMEepiofmiB, ska mepeadadyac BUOKPEMJICHHS €JIEMEHTIB
OOJIIKOBOI TMOJITHKH, SIKI 3IIHCHIOIOTH OJHO3HAYHO IMPOTHO30BAHUH BIUIMB Ha
po3Mip (hiHAHCOBUX PE3yJIbTATIB, CICMCHTIB, BILUTHB SKAX Ha po3Mip (hiHAHCOBUX
PE3yIIbTATIB € IPOTHO30BAHUM, aJI¢ 3aJICKUTh BiJl il iHIIKMX (HaKTOPiB, CIIEMEHTIB,
SIK1 31FICHIOIOTH BIUIMB Ha po3Mip (hiHAHCOBUX PE3YJIbTATIB, ajie HAIPSIMOK BILIUBY
3aJISKHUTH Bij Oararbox (hakTopiB Ta € MAIONPOTHO30BAHUM, & TAKOXK EJIEMCHTIB,
SIKI HEe BIUIMBAIOTH Ha pO3Mip (iHAaHCOBHX pe3yibTariB. KopoTko posmisHyTo
BIUIMB CyO’€KTUBHOCTI OOJIIKOBOTO BH3HAYCHHS (DIHAHCOBHX pE3yJbTaTiB Ha
IpoLeC ONOAATKyBaHHs MPUOYTKY MiJNPUEMCTB BiIMOBIAHO JO HOPM YHHHOTO

[IOAATKOBOI'O 3aKOHO/IaBCTBA.

Formulation of the problem

The activity of any enterprise as a business entity is aimed
at a stable profit and thus increase equity and, accordingly,
net assets — economic resources that can bring economic
benefits to owners. It is for the sake of achieving this goal that
owners invest money, form the authorized capital, and spend
time and entrepreneurial skills on strategic management of
the enterprise. Determining the financial results of activities
should be recognized as one of the central tasks to be solved
by accounting. Historically, the emergence and development
of accounting as a process of systematization of information
in compliance with the principle of double entry, including
justified by the need to adequately determine the financial
performance of business structures. This task is still
extremely important today. In accordance with Art. 3 of the
Law of Ukraine «On Accounting and Financial Reporting in
Ukraine» «the purpose of accounting and financial reporting
is to provide users for decision-making complete, truthful
and unbiased information about the financial condition and
results of the enterprise» [1].

The financial result — profit or loss — of business
activities, in our opinion, should be recognized as an
objective value, the value that is formed under the
influence of external factors for the accounting system,
and accordingly should not depend on any accounting
estimates and procedures, as well how the appearance of
things does not depend on the quality of the mirror. But
there is a fundamental remark to this thesis — it should be
agreed only if we consider the period from the emergence of
the enterprise to its liquidation — the financial result for the
entire period of business. At the same time, the accounting
system must regularly solve another task, namely to

assess the financial performance for individual reporting
periods in terms of continued business activities. In turn,
the continuation of active economic activity leads to the
formation of assets and liabilities balances, the presence
and, accordingly, subjective assessment of which actually
leads to subjectivity in assessing the financial performance
of the enterprise for a given reporting period.

Analysis and understanding of the nature of specific
reasons for the evaluation of financial results subjectivity
of certain periods of time will, in our opinion, increase
the quality of accounting information on profit or loss
as a result of the enterprise, which justifies the relevance
of researching the subjectivity of accounting both for
economics and for accounting practice.

Analysis of recent studies and publications

The issue of reflection in the accounting of financial
results of the enterprise is the subject of many modern
scientific studies. At the same time, the issue of accounting
subjectivity for financial results is usually not emphasized
by scientists, although some aspects of it are considered
quite actively.

Yu.O. Ivakhiv, researching accounting methods for
recognizing the results of the enterprise, analyzes the cash
method and the method of accrual to reflect in the accounting
of income, expenses and financial results. In particular, the
scientist notes that it is «the method of accrual allows to
establish causal links between business transactions and
reflect their impact on the financial performance of the
enterprise in the reporting period» [2, p. 80], but at the same
time draws attention to the fact that «it is necessary to form
an accounting system so as to be able to adequately reflect
in the reporting such an indicator as the cash flow of the
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current period to perform certain tasks and the potential for
change in the future properly present the financial results
of the enterprise» [2, p. 83].

Another common direction in the scientific literature is
the study of the process of reflection in the accounting of
financial results. It should be considered the analysis of the
impact on this process of accounting policy and its individual
elements. Thus, in a scientific article by L.A. Kushnir,
O.N. Korkushko, V.O. Kushnir noted that «through the
application of accounting policies adequate to the needs of
the business entity, you can significantly influence the results
of activities, property and financial condition» [3, p. 251].
L.V. Koval singles out the elements of accounting policy, the
choice of which «affects the decrease» and «increases the
financial result of the enterprise» and accordingly concludes
that «taking into account the impact of accounting policy on
the performance of the enterprise can achieve both increase
and decrease financial resultsy [4]. In the development of
these ideas, O.P. Ratushna argues that «when forming the
accounting policy of the company responsible persons must
take into account the consequences of choosing one or another
element of the method of accounting policy for financial
results, because some of them allow to manipulate the
amount of profit, and this will lead to inaccuracy» [5, p. 208].

The scientific literature also examines the relationship
between accounting for financial results and the process
of taxation. Thus, V. Sopko notes that «one of the areas
of rational organization of accounting is to improve
the accounting of financial results and their reflection
in financial and tax reporting» [6, p. 138—139], and the
study indicates that «special attention should be paid to
the elements of accounting policy, the formation of which
should be based on the analysis of the impact of alternative
accounting methods on enterprise profits and taking into
account the assessment of tax consequences» [0, p. 145].
The conclusions of the scientific research of V.V. Kirsanova
and D.O. Pelipadchenko, who argue that «it is important in
the activities of managers and accountants of the enterprise
is the formation of such an accounting policy that will not
only provide... complete and objective information about
financial results, but also choose the optimal scheme of
corporate income tax and avoid unreasonable overstatement
or underestimation of profit indicators, which is especially
relevant in connection with the prospects of using the
profit determined by the accounting rules as a basis for
calculating income tax» [7, p. 324].

Thus, despite the available research on the impact of
certain accounting procedures and accounting policies
on the process of recognizing the financial results of
the enterprise, the issue of reflection subjectivity in the
accounting of financial results is not finally resolved,
which justifies the relevance of further research.

Formulation of the goals of the article

The study purpose is to critically analyze the reasons
for the subjectivity of the enterprise financial results,
including the impact of certain accounting procedures and
estimates on the formation of financial results, in order to
create conditions for improving the quality of accounting
information on the results of the enterprise.
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The main material of the research

Carrying out a critical analysis of subjectivity as
a problematic aspect of reflecting in the accounting of
financial results of the enterprise, it is necessary to first
examine the accounting essence of the category «financial
results», and it will be about accounting perception of
financial results, because it should be borne in mind that
economic and accounting essence categories of «profit» and
«loss» in a sense differ. Thus, according to the traditional
approach in the interpretation of C.R. McConnell and
S.L. Brue «accounting profit is the total revenue of the
firm minus external costsy, and «economic profit is
revenue minus all costs (external and internal, i. e. costs
associated with lost opportunities, including the normal
profit of the entrepreneur)» [8, p. 46]. The difference is that
in determining the accounting profit only the actual costs
are taken into account, and in determining the economic
profit also the costs associated with lost profits, because
equity, aimed at forming the assets of the enterprise, can
alternatively be used to obtain other benefits, for example,
placed in a deposit account or invested in securities.

The normative basis for accounting identification of the
category «financial results» in the domestic legal field is the
National Regulation (Standard) of Accounting 1 «General
requirements for financial reporting». According to the
norms of this normative document «profit — the amount by
which revenues exceed the associated costs» [9], «loss — the
excess of the amount of costs over the amount of income for
which these costs were incurred» [9]. Thus, the normative
identification of financial results (profit or loss) provides
primarily a technical approach to comparing income and
expenses, which in turn raises the issue of accounting
identification of the latter. Accordingly, income is
recognized as «an increase in economic benefits in the form
of an increase in assets or a decrease in liabilities, which
leads to an increase in equity (excluding capital growth due
to owners’ contributions)» [1], and costs — «a decrease in
economic benefits in the form of reduced assets or an increase
in liabilities that results in a decrease in equity (other than
a decrease in equity due to its withdrawal or distribution
by owners)» [1]. If you combine these definitions and
accept the technical identification of financial results as the
difference between income and expenses, the profit should
be recognized as an increase in net assets of the enterprise,
which leads to an increase in equity (excluding capital
growth due to owners’ contributions), and loss and decrease
in net assets enterprise, which leads to a decrease in equity
(except for the reduction of capital through its withdrawal
or distribution by owners).

Accounting in compliance with the principle of double
entry allows you to logically combine the technical
approach to calculating financial results and their
substantive perception. Thus, if the company’s income for
a certain period exceeds its expenses for the same period,
the difference — financial result — profit — is capitalized by
forming additional assets without any increase in liabilities,
i. e. there is an increase in net assets or equity without
additional contributions from owners. Such additional net
assets are the essential purpose of entrepreneurial activity,
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because it is about the emergence of additional economic
resources that can meet the needs of the entrepreneur or
business owners. If, on the other hand, the company’s
expenses for a certain period exceed its income for the
same period, the difference between the financial result —
losses — leads to loss of assets, i. e. a reduction in net assets
or equity (without withdrawal of funds by owners).

Thus, financial results as a goal and integrated
result of business activity is a change in the value of net
assets and, accordingly, the amount of equity (without
additional contributions or deductions by owners), which
is technically the difference between income and expenses
incurred over time.

Retained earnings in double-entry accounting according
to the analyzed logic is perceived as a liability — a source
of additional assets of the enterprise for the amount
available before the distribution of profits between owners
by accruing dividends. Losses as actually lost economic
resources are formally recognized as specific, «contingent»
assets, which accordingly leads to a decrease in equity.

Examining the accounting nature of financial results
should also consider the plane of cash flow, because quite
often entrepreneurs and business owners perceive profit as
an increase in cash, as the most liquid assets, the value of
which, unlike other assets, is not perceived as a subjective
accounting estimate. Of course, an increase in cash is often
not a reflection of a positive financial result — an increase
in cash may be the result of a decrease in other assets or
an increase in liabilities. But for the perception of the
accounting nature of financial results is fundamental to the
fact that profit in the absence of changes in the value of other
assets, as well as the amount of other components of equity
and liabilities leads to an increase in cash and losses on the
same terms lead to a decrease in cash. Thus, if we consider
the entire life cycle of the enterprise — from investing some
capital in cash to its distribution in cash among the owners
during the liquidation, the profit for the owners will be
embodied in the additional amount of money they did not
invest, but distribute among themselves and the losses will
be the corresponding loss of cash of the owners.

Fig. 1 comprehensively presents the three aspects of
accounting identification of the category «financial results,
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on which should be built reflections in accounting and
reporting presentation of financial results of the enterprise.

The organization of determination in the accounting of
financial results is based primarily on the technical aspect
of identification of this accounting category, according to
the process of determining financial results is preceded by
a system of recognition and reflection in the accounting of
income and expenses of the enterprise.

It is in the plane of income and expenses recognition
is the first fundamental reason for the subjectivity of
determining financial results, because the choice of the
moment of recognition of income and expenses is not
unambiguous.

Theoretically, the recognition of income and expenses
can be organized in cash, i. e. by cash flow, and on an accrual
basis. If for the calculation period the full economic cycle of
the enterprise is accepted, then under certain assumptions
the financial result, as an objective value, will be the same
if the cash method is used, and if the method of accrual of
income and expenses. But in determining the financial result
of a particular reporting period (quarter or year), which does
not correspond to the full business cycle, in the presence of
balances and receivables and payables, the financial result
determined by the cash method will differ significantly from
the same indicator determined by accrual.

At first glance, the cash method of income and expense
recognition is simple, transparent and even «fair», which is
why itisstill oftenused almostintuitively by small businesses.
Its application avoids a situation in which the recognized
profit is embodied in receivables from customers or other
low-liquid assets. But the implementation of this method
of recognition and accounting of income and expenses in
a modern enterprise is a task almost meaningless, because
the financial result obtained in such a calculation will be
a very questionable indicator. The reason is to ignore the
cash gap and the corresponding formation of inventories
and current receivables and payables. Thus, if the received
prepayment or payment for shipped products (goods) by
cash method is considered income of the current period,
then to adequately determine the financial results, all costs
associated with such goods or products must be paid in the
same period as soon as everything is unlikely. It is almost

The main aspects of accounting identification of the category «financial results»

A 4

THE TECHNICAL ASPECT of calculating financial results as the difference between income and
expenses of the relevant period of time — the positive difference is recognized as profit, the negative — loss.

A 4

THE ESSENTIAL ASPECT of the perception of financial results as a change in the value of net assets
involved in the business and, accordingly, the amount of equity (without additional contributions or
deductions to owners) — increase is recognized as a result of profit, decrease — as a result of losses.

Y

profit, reduction — a consequence of losses.

THE MONETARY ASPECT (or the aspect of cash flows as absolutely liquid assets with fair value)
identification of financial results, according to which the financial result is embodied in the change in cash
balance with unchanged other assets, equity and liabilities — the increase is recognized as a consequence

Fig. 1 — The main aspects of accounting identification of the category «financial results»
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impossible to combine the logic of depreciation, as a gradual
transfer of the value of fixed assets to costs, with the logic
of reflection in the cost accounting, because the payment of
fixed assets is almost not associated in time with the gradual
loss of consumer properties. That is why even theoretically
in modern conditions in the accounting of the enterprise it is
almost impossible to apply the cash method of accounting
for income and expenses. The only viable option, which,
unlike the accrual method, will contain elements of the
cash method, may be a hybrid method of recognition and
accounting for income and expenses, in which income from
the sale of assets will be recognized only after receiving
cash from the buyer, for which as assets are introduced such
as «shipped but unpaid assets».

The solution of the problem aspect of the cash gap in
income and expenses in the presence of inventory balances
and receivables and payables in modern accounting practice
is carried out by applying an alternative to the cash method
of determining income, expenses and financial results —
the accrual method. This method is the most common in
modern world practice of accounting, and is also mandatory
for use by enterprises in Ukraine, because in accordance
with the Law of Ukraine «On Accounting and Financial
Reporting in Ukraine» among the principles of accounting
and reporting provides the principle accrual, according to
which «income and expenses are reflected in the accounting
and financial statements at the time of their occurrence,
regardless of the date of receipt or payment of funds» [1].

The application of the accrual method in the recognition
of income and expenses fundamentally actualizes another
important principle of accounting and financial reporting —
«prudence, according to which the valuation methods used
in accounting should prevent underestimation of liabilities
and costs and overestimation of assets and income of
the enterprise» [9]. In this regard, it should be noted that
despite other significant shortcomings, the cash method
of recognition of income and expenses is deprived of
the dependence of income and expenses on subjective
accounting estimates of assets and liabilities, because
it takes into account cash flows, the size of which is
objective, in contrast to the movement, for example, stocks,
the assessment of which is already subjective. Similarly,
an accounting estimate by amortizing the gradual loss
of property, plant and equipment or forming collateral is
undoubtedly subjective.

Thus, itis worth paying special attention to the fact that the
adoption of the principle of accrual of income and expenses
does not fully address the issue of objectivity of financial
results, but moves the problem of subjectivity in the plane of
individual accounting procedures and estimates, in the plane
of so-called accounting policy — «principles, methods and
procedures used by the company for accounting, preparation
and submission of financial statements» [9].

The scientific literature actively investigates the impact
of certain elements of accounting policy on the size of the
defined andreflected in the financial result of the enterprise for
aparticular reporting period. F.F. Butynets and N.M. Maliuha
note that «the main elements of accounting policy that most
affect the financial performance of the enterprise include:
the choice of implementation, determining the method of
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estimating the disposal of inventories, determining the
method of depreciation» [10, p. 20]. V. Sopko among the
most important basic elements of accounting policy that
affect the formation and size of financial results, calls
such as «methods of estimating inventories at disposal,
the method of depreciation of fixed assets, recognition and
recognition of expenses and income, creating provisions
for future expenses, assessing the degree completion of
operations for the provision of services and performance of
works, the method of calculating the provision for doubtful
debts» [6, p. 141]. In the above-mentioned study L.V. Koval
elements of accounting policy are divided into those whose
choice «affects the reduction» and «affects the increase
in the financial result of the enterprise» [4]. Extremely
interesting on this issue is the opinion of S.F. Holov, who
studying the so-called «creative accountingy, no longer pays
attention to the impact of accounting policies on the size of
financial results, but on the manipulation of profit, noting
that in his opinion, «among accounting estimates most
often overestimate the reserve doubtful debts» [11, p. 363].

It is indisputable that the decision to select many
elements of accounting policies ultimately affects the
amount of recognized financial results of individual
reporting periods. At the same time, it should be noted
that such an impact is subjective and temporary, because
it is not about the full business cycle of the enterprise,
but about the assessment of financial results of individual
reporting periods. Accordingly, the existing overstatement
of financial results of some reporting periods over time
is offset by understatement of financial results of other
reporting periods or vice versa.

A more thorough study of certain elements of
accounting policy suggests that the level and predictability
of such effects differ significantly.

Thus, the choice of individual elements of accounting
policies unambiguously predicted leads to an increase in the
profitability of some reporting periods and a corresponding
decrease in the profitability of other reporting periods.
For example, the result of choosing between accelerated
depreciation methods (residual value reduction method,
accelerated residual value reduction method and cumulative
method) and the straight-line method of depreciation of
fixed assets is quite predictable — the use of accelerated
depreciation methods will reduce the profitability of first
and higher periods in time periods, and the straight-line
method — according to the opposite result.

The result of the influence of other elements of
accounting policy is available, but it is not unambiguous,
because it depends on the influence of other factors. For
example, the effect on the size of the financial results of
the choice of inventory valuation method when writing off
depends on the dynamics of inventory prices, because only
in conditions of constant price increases in the presence of
inventory balances using the FIFO method compared to the
weighted average cost method to reduce the profitability of
more distant periods in time. Keep in mind that if inventory
prices continue to fall, the opposite will be true.

There are some elements of accounting policy, the choice
of which affects the size of financial results, but given that
the direction of such influence depends on several, sometimes
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ambiguous orunpredictable factors, clearly predict such impact
is almost unrealistic (or really only carefully researching
a particular company). Examples of such elements, in our
opinion, are the choice of the base of distribution of overhead
costs or the choice of the method of depreciation of fixed
assets, when it comes to choosing between the production
method and other methods, the mathematics of which
depends primarily on useful life. It is also worth noting that
the choice of individual elements of accounting policies is
unlikely to affect the size of the financial results, in particular,
the establishment of the size of the materiality limit.

The classification of elements of accounting policy
depending on the presence and predictability of the impact
on the size of financial results of individual periods, as
a result of the study, is presented in table 1.

In addition, it should be noted that given the importance
of the impact of accounting policies on the size of defined
and reflected in the financial results of the enterprise, the
accounting nature of individual elements of accounting
policy deserves a separate careful analysis, especially
interesting, in our opinion, are elements depends on the
action of other factors and conditions.

The issue of the impact of accounting policy elements,
including those analyzed above, on the amount of pre-
tax profit and, accordingly, corporate income tax, also
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deserves special attention. In this area, the issue is resolved
ambiguously. First, the presence or absence of such an
effect will in principle depend on whether the income
taxpayer adjusts the pre-tax financial result determined
in the financial statements for differences that arise in
accordance with the provisions of the Tax Code of Ukraine.
If not, the pre-tax financial result will have the same effect
as the financial results determined in the accounting. If an
adjustment is made, the effect of the individual elements of
the accounting policy will be offset by the adjustment, the
effect of the individual elements will be maintained, and
the effect of the individual elements will be limited in some
way. The relevant issue deserves a separate analysis and
can be selected as a promising area for further research.

Conclusions

Financial results are an extremely important accounting
category and object of accounting of enterprises, because
it is an integral indicator of performance, which reflects
the achievement of the goal of entrepreneurial activity.
Construction of a quality system for determining financial
results in accounting and their presentation in the reporting
should be based on the accounting essence of this
category. In our opinion, such identification can be made
as follows: the financial results of the enterprise (profit

Table 1 — Classification of elements of accounting policies depending on the presence
and predictability of the impact on the size of financial results of individual periods

Type of accounting
policy elements

Examples of relevant accounting policy elements

Normative document that regulates
the domestic accounting practice
of applying the relevant element

of accounting policy

Elements of accounting policy,

the choice of which clearly affects
the size of the financial results
of individual reporting periods

Choice of depreciation method for fixed assets Regulation (standard)
(except for the choice of production method) of accounting 7 «Fixed assets»
Choice of method of accrual of amortization £ Regulatlon (standalr d)

of intangible assets (except for the choice ofaccounting 8 «Intangible assets».
Regulation (standard)

of production method)

of accounting 7 «Fixed assets»

The choice of method of accounting for financial
costs — attribution to the costs of the current period
or capitalization of costs associated with the creation
of a qualifying asset

Regulation (standard)
of accounting 31 «Financial
expenses»

Elements of accounting policies,
the choice of which affects
the size of the financial results
of individual reporting periods,
but the direction of such influence
depends on additional factors,
although it is quite predictable

Choice of inventory valuation method when writing off

Regulation (standard)
of accounting 9 «Inventoriesy

Choice of method for assessing the degree
of completion of operations for the provision
of services (performance of works)

Regulation (standard)
of accounting 15 «Income»

Determination of normal capacity and the amount
of fixed overhead costs at normal capacity

Regulation (standard)
of accounting 16 «Costs»

Elements of accounting policies,
the choice of which affects the size
of the financial results of individual
reporting periods, but the direction
of such influence depends on many

factors and is unpredictable

Selection of the base of distribution
of overhead costs

Regulation (standard)
of accounting 16 «Costs»

Choice of method of accounting and distribution
of transport and procurement costs — individual
distribution or application of the average percentage
of transport and procurement costs

Regulation (standard)
of accounting 9 «Inventories»

The choice of depreciation method for fixed assets,
provided the choice between the production method
and methods based on certain useful lives of the object

Regulation (standard)
of'accounting 7 «Fixed assets»

Elements of accounting policy,
the choice of which has little effect
on the amount of financial results
of individual reporting periods

Establishing the materiality limit

Letter from the MFU dated
July 29, 2003. Ne 04230-04108

The choice of the method of reflecting exchange
differences on the date of the transaction —
in its volume or for the entire article

Regulation (standard)
of accounting 21 «Impact
of changes in exchange rates»
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or loss) is technically the difference between income and
expenses incurred by the enterprise for a certain period
of time, which leads to changes in net assets and equity
(excluding equity) additional contributions or withdrawals
by owners), as well as to change the amount of cash as
absolutely liquid assets with fair value, subject to constant
other assets, equity and liabilities.

The main reason for the subjectivity of the definition
in the accounting of financial results should be recognized
the need to calculate the results for individual reporting
periods in the continuation of the enterprise, respectively,
the presence and subjective assessment of balances of
assets and liabilities leads to subjectivity in assessing the
financial result one or another reporting period.

The question of the subjectivity of the determination
of financial results is logically related to the determination
of the moment of recognition of income and expenses,
because theoretically it can be done either in cash, by cash
flow, or on an accrual basis. In modern accounting practice,
the method of accrual dominates, because it is believed
that the thus determined indicator of financial results at
a significantly higher quality level reflects the results of
activities, partially solving the problem of subjectivity of
evaluation of such results.

At the same time, it should be noted that the adoption
of the method of accrual to reflect in the accounting

ISSN Print 2414-0287
ISSN Online 2707-8426

of income and expenses does not solve the problem of
subjectivity in determining the financial results of individual
reporting periods, but moves the problem to the plane of
accounting policy.

The formation of accounting policies in terms of the
choice of many elements ultimately affects the amount
recognized in the financial results of individual reporting
periods. Itis also worth noting that the level and predictability
of such impact individual elements of accounting policies
differs significantly. Accordingly, in the course of the
study, a classification of elements of accounting policy was
developed and presented depending on the availability and
predictability of the impact on the size of financial results
of individual periods. Classification involves the separation
of elements of accounting policies that have a clearly
predictable effect on the size of financial results, elements
whose impact on the size of financial results is predictable,
but depends on other factors, elements that affect the size of
financial results, but the direction of influence depends on
many factors and is unpredictable, as well as elements that
do not affect the size of financial results. This classification
is useful in the formation of the accounting policy of
enterprises, because it allows you to prospectively assess
the impact of selected elements of accounting policy on the
process of recognition in the accounting of financial results
and understand a certain subjectivity of such recognition.
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