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Abstract. The purpose of the article is to provide an in-depth review of the state of accounting
systems and internal audits in the financial reporting management system of institutions. The
article identifies key issues and opportunities for their improvement. Additionally, strategies
aimed at optimizing financial management and ensuring compliance with regulatory
requirements have been developed.

The research methodology includes the use of general scientific methods such as comparison,
grouping, synthesis, and analysis. The analysis of current challenges and market needs
highlights the necessity of introducing modern approaches and innovations in accounting
processes to improve the transparency, accuracy, and reliability of financial statements.
Special attention is given to improving the skills of accounting personnel to ensure effective
utilization of the latest technologies and methods.

The main results of the research emphasize the importance of a strategic approach to
accounting and internal audit, considering not only current but also future business needs
in the context of globalization, rapid technological development, and integration into the
European society. Specifically, the conclusions of the article focus on the importance of
independence and regular risk assessment in internal audit, as well as risks related to
financial reporting management and professional development of staff.

Important aspects also include the implementation of integrated and automated accounting
systems, active use of modern technologies such as artificial intelligence and blockchain
for automating and securing accounting information. The research findings contribute to
enhancing the quality and reliability of financial management amidst constant changes in
legislation and the economic environment.

Keywords: financial reporting, accounting, internal audit, management system, institution.

Statement of the problem. In the context of modern requirements for the management
of financial resources of institutions, the organization of accounting and internal audit becomes
extremely important. However, in practice, several problems impede the achievement of optimal
results. Among them, insufficient automation and standardization of accounting processes can
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lead to errors in financial statements and complicate internal audits. Complicating matters,
accounting and auditing requirements are constantly evolving due to rapid technological
and legislative changes, making it difficult to comply with standards and requiring constant
updating of approaches. Due to the diversity of ownership forms and financial reporting
rules, institutions need to find a balance between generally accepted standards and specific
internal accounting needs.

To address these problems, it is necessary to conduct a detailed analysis of the stateof
accounting and internal audit in institutions, identify the main challenges, and implement
improvement strategies that will ensure the quality and reliability of financialreporting and
effective financial management of the institution.

Analysis of the latest research and publications. In light of the growing complexity
of business processes and constant changes in the financial environment, the analysis of
recent research and publications is becoming an important aspect of developing accounting
and internal audit strategies in the financial reporting management system of institutions.

Accounting and internal audit in the financial reporting management system of institutions
are covered in the works of prominent economists, among which it is worth noting the
works of L. Sas, [1] who emphasizes the importance of implementing international financial
reporting standards (IFRS) in Ukraine to ensure transparency and comparability of financial
information of Ukrainian enterprises. The main focus is on theneed to adapt the accounting
system to IFRS to increase the confidence of international investors and partners, as well
as for effective integration into the global economic space. However, O. Lubenchenko and
M. Vasyliuk [2] focus on the organizational aspects of the audit of financial statements in
Ukraine, including key processes for internal audit, requirements for independence and
competence of auditors, as well as approaches to documenting and identifying inconsistencies.
The authors emphasize the importance of improving auditing to increase confidence in
financial statements. E. Vasil and S. Denutz-Octavian [3] focus on internal audit, which
assesses the reliability of data and financial information, as well as the efficiency of operations
andtransactions. It plays a key role in maintaining the regularity and legality of financial and
business transactions, preventing and detecting fraud and errors, and ensuring the reliability
of financial statements.

The influence of accounting information systems, internal audit, and corporate culture on
the falsification of financial statements and sustainable development activitiesof companies
was studied by S. Mulaney [4].

A study conducted by Musaib Ashraf [5] from the University of Michigan analysesthe
impact of automation on financial reporting, especially on the internal control environment
of companies. The results indicate that the use of automation technologies can improve the
quality of financial reporting by reducing the number of material weaknesses in internal
control.

At the same time, T. Poleva and A. Druzhina [6] consider financial statements asa key
element of the accounting and management system of an enterprise. This information plays
a central role in management decision-making, allowing for prospective analysis of activities to
optimise the financial condition of the company.
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These scholars have made a significant contribution to the development of this topic, but
due to rapid changes in the economic environment and changes in regulatory documents, the
issue of accounting and internal audit in the financial reporting management system remains
important today.

However, it should be noted that most scientific works mainly cover the issues of internal
audit, excluding the organization of accounting in the institution, which gives impetus to
further research on this issue.

Objective. The purpose of the study is to analyze the current state of the accountingand
internal audit system in institutions to identify problematic aspects and opportunities for
improvement.

Summary of the main research material. The effectiveness of management
decision-making in institutions is largely determined by the level of quality, reliability,
comprehensiveness, and impartiality of available information about the internal situation in
the institution and changes in the external environment. Reliable financial reporting plays
an important role in this.

The information presented in the company’s financial statements plays a key role in
developing strategies and actions aimed at ensuring business sustainability in a competitive
environment, avoiding bankruptcy and financial failure, achieving superiority over competitors,
increasing the company’s economic potential, optimizing profits and reducing losses, and
ensuring profitability [6].

Errors and inaccuracies in the financial statements may lead to incorrect management
decisions, which may result in a decrease in the entity’s efficiency and profitability.

An analysis of the scientific literature shows that researchers consider financial reporting
to be an important social tool that facilitates the adoption of high-quality management
decisions, which in turn affects the state economy. There are proposals to integrate financial
reporting into the general system of economic information or to develop a specialised theory
of business reporting that would ensure transparency of the information space useful for
management decision-making by various stakeholders.

The informational role of financial statements plays a key role in the functioning of
a market economy. According to the Ukrainian legislation, in particular, the Law “On
Accounting and Financial Reporting in Ukraine”, which defines the essence and main purpose
of the concept of financial statements as: “...it is a statement prepared based on accounting
data to meet the needs of certain users” [7]. This position is reflected bothin NPAS 1 [8] and
in scientific research in this area.

Financial reporting, as an important element of the system for ensuring the management
and decision-making process by users, is harmoniously combined with the main classical
management functions: planning, control, financing, organisation, and motivation. In the
planning process, financial reporting data is used to substantiate the goals and directions
of work, creating basic and modeling planned indicators of the institution’s financial and
economic activities. At the stage of organising its work, it influences the process of collecting
primary data on facts about financial and economic activities, methods, and procedures for
processing them in the accounting system. It defines the tasks, processes, and requirements



4 Olha HRYHORIV, Volodymyr TROKHANOVSKY], Yurii HAVADZYN
ISSN 2078-6115. BicHuk JIbBiBCbKOro yHiBepcuteTy. Cepis ekoHomivHa. 2024. Bunyck 66

for information of the accounting process.Financial reporting is also a means of stimulating
and ensuring financial management policy. It is used to monitor, evaluate the results achieved
and take appropriate correctiveactions, control, analyse, etc.

The primary objective of users of financial statements is to obtain reliable information
about the state of affairs of an entity and, on that basis, to make informed andeffective decisions
about the entity’s activities. Those decisions will ultimately affect theoperation of any entity,
reflecting the link between the process of preparing and presenting financial statements for
users’ decisions.

In the context of a market economy, financial statements are prepared to make informed
decisions, the purpose of which is to provide users with comprehensive, reliableand objective
information about the financial position of the institution, the results of its operations and
changes in cash flows. Management accounting is the result of the accounting process, the
data of which are collected and used in the institution for makingmanagement decisions.
The division of accounting into financial and management accounting is necessary in market
conditions due to the fundamental differences in the purpose of accounting in command and
market economies.

Accounting in an institution’s financial reporting management system is the processof
collecting, classifying, analysing, and interpreting financial information to prepare financial
statements. This system includes various procedures and methods aimed at ensuring the
accuracy, reliability, and timeliness of financial statements. Accounting includes maintaining
journals, registers, and calculations, as well as conducting internal auditsof financial information
to verify its compliance with standards and regulations. The mainpurpose of accounting in the
financial reporting management system is to provideinformation that will help management
manage the institution’s financial resources effectively and make informed decisions.

The problem of accounting in the financial reporting management system of institutions is
that existing methods and approaches often do not meet the modern requirements of effective
management. One of the main problems is the lack of integratedsystems that would ensure
automated and holistic accounting of financial information. This leads to data discrepancies,
errors in information processing, and wasted time on manual processes.

An additional problem is the insufficient use of modern technologies, such as cloud
services, artificial intelligence (hereinafter referred to as Al), or blockchain, which can greatly
facilitate and improve the accuracy of financial information accounting.

There are several ways to address these issues. First, is the introduction of integrated
and automated accounting systems that will ensure fast and accurate financial reporting.
Secondly, it is necessary to actively use modern technologies, such as artificialintelligence
or blockchain, to automate and protect accounting information. In addition, itis important
to ensure ongoing training and development of staff so that they can effectively use new
technologies and methods in accounting (Table 1).
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Table 1
An integrated approach to improving the financial reporting management system of
institutions using modern technologies

Aspect Problem. Impact on the | Technologies Specific Expected
institution to solve solution steps result
Data Implementation Single
Systems Lack of integrated & . Cloud of cloud-based | database,
. . . iscrepancies, . :
integration | accounting systems CITOrS services accounting reduced
systems errors
Insufficient . Development Increase the
. - Time spent and
Automation of | automation of . . speedand
. . . onmanual Al implementation
accounting information FAL accuracy of
rocessing processes ot accounting
p algorithms
Vulnerability Risk of Apphcatlor} Account
. . . . of blockchain .

Data security ofaccounting unauthorized | Blockchain : securityand
: : technologies for| ™ .
information access p integrity

data protection
Insufficient Lagging in Cloud Training staff Improving
Use of : overall
use of modern management | services, Al, touse new
technology . : . - management

technologies efficiency blockchain | technologies :
efficiency
Low level of staff . Online Organising Improving

. Inefficient use regular training staff
Staff training awareness of courses, - .

of systems . sessions for skills and

technology webinars .
staff efficiency

Source: developed by the authors

In general, solving accounting problems in the financial reporting management system of
institutions requires a comprehensive approach that focuses on the use of modern technologies,
process optimization and staff training.

Artificial intelligence and automation are only just beginning to enter the field of accounting
and finance. However, these technologies are becoming increasingly sophisticated, and the tools
and systems that support accounting are evolving at a rapid pace. Accountants who refuse to adapt
to these changes will find it difficult to compete with colleagues who take advantage of the speed
and cost savings, as well as the insights provided by Al. Although Al cannot completely replace
humans, it has already made their lives easier by improving work, leisure, and daily life [9].

Musaib Ashraf notes that while automation generally improves the quality of financial
reporting, there is a potential negative side effect in the form of reduced control over the
financial report, which can lead to more serious internal control issues when theyarise [5].
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Reporting is only one of the key components of effective management of an institution’s
financial and economic activities. However, to ensure its reliability and compliance with
standards, it is necessary to implement an internal audit system. Internalaudit is aimed at
reviewing and evaluating internal control procedures and risk management systems to ensure
compliance with legislation and internal standards, as wellas to promote the efficient use of
the institution’s resources.

The audit of financial statements is mandatory for business entities by the Law of Ukraine “On
Accounting and Financial Reporting in Ukraine” [7]. According to this law, the following types
of companies are required to disclose their financial statements in full, together with the auditor’s
report: «companies of general public interest (except for large companies that are not issuers of
securities); public joint stock companies; natural monopolies in the national market and companies
engaged in the extraction of minerals of national importance; large companies that are not issuers
of securities; medium-sized companies; other financial institutions that are micro-enterprises.»

The expansion of the list of entities subject to the statutory audit of financial statements
and the deepening understanding of the ability of any entity to engage in an internal audit
demonstrates the interest of users in obtaining high-quality and objective information about
the financial position, results of operations, cash flows, and capital. Such circumstances impose
a significant responsibility on audit entities. The Law of Ukraine “On the Audit of Financial
Statements and Auditing Activities” [10] requires newmeasures to organize the audit of
financial statements.

In today’s environment, where competition and the needs of information users are
constantly growing, internal audit is of particular importance. It not only helps to ensure
the reliability and objectivity of financial statements but also contributes to the timely
identification and elimination of possible internal shortcomings and errors. This approach
increases stakeholder confidence and helps to strengthen the institution’s market position.

The internal audit department at the enterprise, by the assigned functional tasks for the
preparation of financial statements, assists in managing the most complex or voluminous
aspects of accounting; provides supervision over the execution offinancial transactions,
protection of financial and material assets of the company; participates in the inventory
process [11], which in turn ensures the reliability of information in the preparation of financial
statements.

To perform an internal audit of financial statements, it is necessary to have high-quality
human resources that understand the specifics of the institution’s activities and can effectively
apply audit methods and techniques. In addition, it is important to haveclearly defined internal
control procedures and policies that allow for the effective identification, assessment, and
mitigation of risks.

The problem with internal audit in the financial reporting management system of
institutions is that existing approaches often do not meet the requirements of the modern
business and economic environment. One of the main problems is the lack of independence
of internal auditors, which can lead to conflicts of interest and limit the effectiveness of their
work. In addition, there is not always sufficient risk assessment andprioritization of the audit,
which can lead to the overlooking of potential problems.
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An additional challenge is limited access to the resources and technology required
to conduct a quality internal audit. Many institutions face insufficient funding or a lack of
qualified staff in the internal audit department.

One possible solution is to improve the independence of internal auditors by establishing
an independent internal audit department that has direct access to management and is free
from conflicts of interest. In addition, it is important to regularlyassess risks and priorities
audits to make the most efficient use of resources. Training anddevelopment of the internal
audit staff is also an important element of addressing this issue, as qualified staff ensures that
the audit is conducted in a quality manner and that potential risks are identified.

An additional strategy to address the internal audit challenge may be the introduction of
modern technologies and analytical tools. The use of automated data analytics systems
and audit software can greatly facilitate the process of identifying deficiencies and anomalies
in financial statements. For example, the use of machine learning algorithms to analyses large
amounts of data can help identify relationships and anomalies.

In addition, ensuring transparency and openness in internal audit can improve its
effectiveness. Audit results must be made available to all stakeholders, which helps to
identify and resolve problems at an early stage. It is also important to regularly review and
update internal audit procedures to reflect changes in legislation, standards and technological
innovations. This will help keep internal audit at a high levelof efficiency and in line with
best practices.

Thus, internal audit of financial statements is not only a tool for ensuring compliance with
standards and legislation, but also a key element of strategic management aimed at increasing
stakeholder confidence and ensuring the sustainable and promising development of the
institution.

Conclusions and Prospects for Further Research. It should be emphasized that to
improve the quality and reliability of financial reporting, it is necessary to improve the
accounting and internal audit systems of institutions. Particular attention should be paid to the
need to adapt to rapid changes in the technological and legislative environment. It is important
to create balanced systems that combine classical accountingprinciples and innovative solutions
to ensure the reliability and efficiency of financial reporting management. The introduction
of modern technologies, such as cloud accounting systems, Al, and blockchain, will give
impetus to improving the accuracy andtransparency of accounting. It is important to note
the importance of independence and regular risk assessment in internal audit, as well as staff
development. Prospects for further research may include analysing the impact of integrating
financial reporting into the overall economic information system and developing a theory of
business reporting that promotes transparency of the information space for making quality
management decisions.
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AHoTanisi. MeToio CTaTTi € MomMOIeHUi OMIA/] CTaHy OyXranTepchKOro OONiKy Ta BHYTPILIHBOTO

aylUTy y CHCTeMi ynpaBiiHHs (iHAHCOBOIO 3BITHICTIO YCTAHOB. Y CTaTTi BU3HAYEHO KIIIOUOBI MPOOIEMH Ta
MOYJIUBOCTI I TXHBOTO BAOCKOHAJICHHS.
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MeTtoznomorist JOCIIPKEHHS BKJIFOYa€ BUKOPUCTAHHS 3arajJJbHOHayKOBHX METOJIB, TAKUX SIK TOPiBHSHHS,
TpyIyBaHHS, CHHTE3 Ta aHalli3. AHaJi3 CyJyaCHUX BHKJIHKIB i MOTpe0 PUHKY IiJKPECIIIOE HEOOXiTHICTD
BIPOBAPKEHHSI CyJaCHUX ITIIXO/IB Ta IHHOBALIH y Iponecax oKy IS MiABUIIEHHS IPO30POCTi, TOYHOCTI
Ta HaAiiHOCTI (hiHaHCOBHX 3BiTiB. OcoOMMBa yBara MpUAUIAETHCS TiIBUIICHHIO KBai(ikamii 001iKoBOTO
MepcoHaITy IS €(peKTHUBHOTO BUKOPUCTAHHS HOBITHIX TEXHOJIOTIH Ta METOIIB.

OCHOBHI pe3yapTaTd AOCTIIKEHHS HiAKPECIIOITh 3HAYCHHS CTPATEriqHOTO MiAX0AY A0 OOMIKY
1 BHYTPIIIHBOTO ayaUTy, BPaXOBYIOUH HE TUIBKH MOTOYHI, aje i MalOyTHI moTpebu Oi3HECY B yMOBax
robairizanii, LBHIKOTO PO3BUTKY TEXHOJIOTIH Ta iHTerpallii B eBporneiicbke cycrinbeTBO. BUCHOBKH cTaTTi
30CepeKeHI Ha BayKJIMBOCTI HE3aJISKHOCTI Ta PEryJIsipHOT OLIIHKH PU3UKIB Y BHYTPILIHHOMY ay/IUTi, & TAKOXK
PH3HKIB, OB’ SI3aHHUX 3 YIPaBIiHHIM (iHAHCOBOIO 3BITHICTIO Ta IiIBUILCHHIM KBajJidikauii mepcoHaiy.

BaxTMBUMU acIeKTaMH € TaKOXK BIIPOBAKEHHS IHTErPOBaHHUX Ta aBTOMATH30BaHUX CHCTEM OOJIKY,
AKTUBHE BUKOPUCTAHHS CyJYacHHUX TEXHOJOT1H, TAKHUX K IITYYHHH IHTEIEKT Ta OJIOKYEHH, JUTsl aBTOMaTH3allii
Ta 3axKCTy 00MiKOBOT iHpopMartii. Pe3ynbraTu 1oCTiIKEHHS CIPHUSIFOTH MiABUIICHHIO SKOCTI Ta HAJIHHOCTI
(hiHAHCOBOTO YNPABIIIHHS B yMOBaX MOCTIHHIX 3MiH 3aKOHOJABCTBA Ta €KOHOMIYHOTO CEPEIOBHINA.

KuiouoBi cioBa: ¢inaHcoBa 3BiTHICTb, 00K, BHYTPIIIHIN ayIUT, CHCTEMa YIIPABIiHHS, yCTAHOBA.
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