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THE RESULTS OF MANIPULATING THE COMPANY'S FINANCIAL STATEMENTS

In this article, the results of manipulation of financial reporting indicators have been considered, and serious
consequences for businesses and investors have been revealed when financial indicators become the object of
manipulation that contradicts legislation and accounting standards. The motivations and justifications cited for
manipulation by companies have been identified as a separate aspect of business management. The causes,
mechanisms, and consequences of the manipulation of financial reporting indicators have been analyzed, and the
importance of preventing such practices through auditing and other accounting methods has been shown. The
methodology of the study has been determined as based on the theoretical foundations of the conceptual apparatus
on the falsification of financial statements, a literature review, and the collection of data from official sources of audit
firms. The relevance of the article has been shown through the opportunity it provides for investors and managers to
timely assess the literacy of employees involved in financial statement preparation and to apply expanded methods
for detecting manipulations. The results of the study emphasize the critical importance of transparency and reliability
in financial reporting.
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Introduction. Companies are required to prepare financial statements and disclose information to
inform the public about their profitability and growth potential. However, some unscrupulous businesses
may falsify their financial statements to hide losses or other violations. Corporate fraud can sometimes be
preceded by greed and short-sightedness.

Accelerating expenses before a merger, deferring expenses, increasing income, and using off-balance
sheet assets are some examples of accounting manipulation [1].

Preventing manipulation of financial statements is key to ensuring the integrity and reliability of
information provided to investors and stakeholders in the form of financial statements. This contributes to
the stability of financial markets and business confidence, which is especially important in the context of
the efficient functioning of the economy. The purpose of the study is to reveal the relevance of high-quality
preparation of financial statements of the company, by identifying presuppositions and negative
consequences from the deliberate manipulation of financial reporting indicators. Considering this, the
study's goal is to identify the strategies that may be used to stop financial report fraud and to emphasize the
importance of auditing through the analysis of feedback from organizations and investors. To date, the
prospects of companies' work as an economic entity depend on the literacy of financial statements. The
results of manipulating financial indicators can have profound and far-reaching consequences for various
parties associated with the company and the market.

This problem is relevant for several reasons:

1. Trust of investors and stakeholders: Manipulation creates a false perception about the financial
health of the company, undermining the trust of investors, shareholders, and other stakeholders. This can
lead to a loss of capitalization, deterioration of creditworthiness and a negative impact on reputation.
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2. Inefficiency of the market due to incorrect decisions: Distorted data may lead to a wrong decision
on the part of investors. In turn, inefficient solutions can lead to inefficiency of the economic market and
even financial crises.

3. Problems with the reliability of risk assessment: Manipulating reporting indicators may not
accurately reflect the true assessment of financial risks. This makes it difficult to effectively manage a
business and make informed strategic decisions.

4. Consequences of violations of regulations: Detection of manipulation can lead to fines imposed on
the company by regulatory authorities, legal consequences and even the closure of the company.

5. Systemic risk: Manipulation of financial statements leads to suspicion of systemic risks affecting
overall financial stability. The latter, in turn, affects market confidence and causes concern among the firm's
investors [2].

Thus, the importance of manipulating financial indicators lies in the potentially significant impact on
the financial stability of companies in the general market.

Investors should also be aware that there's a good chance the independent auditors who provided the
audited financial data have a major conflict of interest that is skewing the company's genuine financial
picture [3].

Auditors play an important role in checking financial statements. For instance, the risk of the auditor
providing an incorrect opinion on the financial statements due to data manipulation is addressed in ISA 240
"Auditor's Responsibilities Relating to Fraud in an Audit of Financial Statements”. Both the individuals
accountable for corporate governance and the management of the audited entity are primarily responsible
for preventing and identifying fraudulent activities. The probability that the auditor failing to uncover a
significant misstatement resulting from management's unjust actions is greater compared to that of an
employee's unjust actions. This is because in numerous instances, management possesses the capability to
manipulate accounting data, present false financial information, or bypass control procedures intended to
deter similar unfair actions by other employees, either directly or indirectly [4].

To conduct this study, a review of the literature was conducted, which concerns the relevance of the
reliability of the report data and the problems associated with the deliberate manipulation of financial
statements of companies operating in the market.

The applied methods allow to create a comprehensive overview of the problem of manipulating
financial indicators and suggest more effective strategies for solving it.

Literature review. In the context of a literary review concerning the article on the outcomes of
manipulating financial reporting indicators, we reference several academic papers and practical materials
that were instrumental in shaping our research.

Recent research has significantly expanded the understanding of financial statement manipulation in
the modern business environment. Eilifsen, Knechel, and Wallage examined the evolving role of auditors
in fraud detection, emphasizing the challenges and necessary innovations in audit practices. Christensen,
Hail, and Leuz (2021) reviewed the impact of mandatory IFRS adoption on improving accounting quality
across countries, finding mixed results depending on enforcement mechanisms. Amiram, Bozanic, and Cox
provided a multidisciplinary perspective on financial reporting fraud, linking it to broader misconduct
trends in corporate governance. Furthermore, Aobdia demonstrated that higher audit quality significantly
increases the likelihood of early fraud detection. Incorporating these contemporary studies enhances the
article’s academic depth and aligns it with the current research landscape in the fields of accounting,
auditing, and corporate governance.

All the above-mentioned sources of literature consider the issues of manipulation of financial reporting
indicators from different sides. The most important thing was highlighted, which environment is necessary
for honest work, which subjects are interested in a high-quality report and what influences the formation of
financial statements. Also, only a small part of the tools and ways to minimize adverse manipulation of
financial statements were mentioned above. The literature review incorporates publications from both
international and local authors to offer a thorough examination of the issue of manipulation in financial
statements. The collected scientific materials form the foundation of our research, enhancing
comprehension of the phenomenon and supplying a framework for further analysis of manipulation results.

Despite the wealth of information presented in the works of these authors, certain aspects of the study
may necessitate further consideration:

1. Regional variation: While many studies focus on the North American or
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European markets, incorporating data from Kazakhstan and other countries could offer a more
comprehensive global perspective on the issue of manipulation. Even within the comprehensive work of a
local author featured in our table, the application of the experiences of Russian companies is examined.

2. Kazakhstan market specifics: A thorough analysis of the peculiarities of the Kazakh market and
their impact on manipulation possibilities could yield valuable practical recommendations for companies
and regulatory authorities.

3. The impact of technological innovations: The examination of modern technologies and their
influence on the potential for manipulating financial statements, such as through the utilization of
blockchain or artificial intelligence, presents additional opportunities for analysis.

4. Cross-country comparative analysis of reporting standards: Assessing reporting standards across
different countries and evaluating their impact on the potential for manipulation will make a valuable
contribution within the global market context [5].

5. Exploring ethical considerations: We mentioned corporate culture, but it is worth taking a deeper
look at the ethical side of business. Delving into the ethical dimensions of financial statement manipulation
can enhance the understanding of the reasons why companies may choose to engage in such practices [6].

6. Company reputation restoration analysis: Analysis of strategies for companies to rebuild their
reputation and regain investor confidence following the discovery of manipulation is a crucial element of a
comprehensive approach.

Including these considerations can enhance the comprehension of financial statement manipulation
issues and broaden the relevance of the findings to different contexts, including the Kazakhstan market.

The main part. As an illustration of the urgency of addressing fraudulent practices, we present a
graph comparing Global and Kazakhstani indicators, demonstrating the adverse effects of economic crimes
in 2020 (Figure 1).
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Figure — 1. Negative consequences of economic crimes
*compiled by the authors based on the source [7]

According to the graph above, it is important to consider indirect factors of damage from fraudulent
actions, such as a significant decrease in employee morale (exceeding 50%), business relationship
termination (mid-range), and deterioration of relations with regulatory authorities (46%). Any form of
economic misconduct can have a detrimental impact on a company by presenting false information and
engaging in deceptive actions. Such behavior can also have serious repercussions when inaccurate data is
included in financial statements.

In the continuation of the first schedule, we will reveal in more detail the problems that global
companies faced in 2020 according to the results of a survey by the PwC audit company. According to the
report, 47% of respondents stated that they had encountered fraud. The main forms of fraud faced by
companies are shown in Graph 2 [7].
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Figure — 2. Negative consequences of economic crimes
*compiled by the authors based on the source [7]

The results of the graph above show that one of the most frequent forms of fraud is the distortion of
financial statements. This fact was confirmed by the cases of the company in the amount of 28%. The
presence of false information in the accounting statements entails various types of damages for all groups
of stakeholders of the company, namely for investors, creditors, shareholders, counterparties, senior
management, personnel, and the state. An example of the first problem was the case of the British
confectionery company Cadbury. Prior to 2009, the company reported an IFRS-based profit of US$ 690
million. According to GAAP, these profits amounted to only $594 million, which is almost 14% lower.
Similarly, Cadbury's GAAP return on equity was 9% - five percentage points lower than in accordance with
IFRS (14%). Such differences are large enough to change the acquisition decision. Let's look at an example
of the third problem on the example of Twitter. In 2014, the company reported GAAP losses per share in
the amount of $0.96, according to an alternative indicator, the amount was $0.34 per share. The latest
example, according to a survey of 400 executives by the Journal of Accounting and Economics, reveals
that 80% of respondents said that if they do not meet profit targets, they will reduce fixed costs (for example,
R&D, advertising, maintenance, hiring and training of employees). More than 55% said they would delay
the start of a new project, even if it would entail a small loss in cost.

In 2015, there was a financial scandal in Kazakhstan around BTA Bank. This bank was one of the
largest in the country and faced financial difficulties. During the analysis of the financial statements, it was
found that the bank systematically overstated its assets and income, hiding real financial problems.

Manipulation of financial reporting indicators, in general, often entails serious negative consequences:

a. Investor and market confidence: Manipulations can undermine the confidence of investors and the
market as a whole. When misstatements in the financial statements are revealed, investors lose confidence
in the reliability of the information provided.

b. Legal risks and penalties: many jurisdictions provide for legal consequences for companies
resorting to manipulation. Fines, lawsuits and other legal consequences can seriously affect the financial
position and reputation of the company.

c. Loss of reputation: The reputation of the company may be significantly affected due to the detection
of manipulation. This can lead to the loss of customers, business partners and employees.

d. Short-term gains, but negative consequences: Although manipulation can create a short-term
impression of prosperity, in the long run it often poses a threat to the stability and sustainability of the
company.

e. Harm to the long-term plan: Concentration on manipulation can divert attention from the
development and implementation of a long-term business strategy of the firm. This fact can lead to a loss
of chances for expansion and improvement.

f. Loss of value for investors: When manipulations in the indicators of reports are detected, the value
of the company's shares often drops sharply, which reduces the value for investors.
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g. Criminal liability: This is also relevant, since criminal charges may be brought against the subjects
of the company resorting to illegal manipulation of business.

The drawbacks of financial statement manipulation often highlight how crucial morality and openness
in business practices are to the long-term viability and prosperity of the enterprise.

Graph 3 shows the frequency of fraud risk assessment on financial statements in the global and
Kazakhstan context.
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Figure — 3. Frequency of assessment of the risk of misstatement of financial statements
*compiled by the authors based on the source [7]

According to the graph above, Kazakhstan has a sign for the lack of risk assessment verification that
is 14% greater than findings from other countries. Foreign enterprises have superior performance in terms
of annual inspection frequency, in contrast to Kazakhstan, where this opportunity has been reduced by 18%.
This implies that businesses should conduct more inspections and set stricter requirements for them.

The following techniques for detecting fraud are employed by the same international and Kazakhstani
businesses as of 2020, according to PwC. In graph 4, the statistics are displayed.
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Figure — 4. Methods of risk detection in accounting
*compiled by the authors based on the source [7]

The majority of economic crimes in Kazakhstan were detected by receiving information from
employees (21%), as well as by the specialists of the internal audit service (17%). In the world, 11% and
11% of respondents' responses correspond to these methods of detecting criminal acts, respectively. Among
the participants of the international survey, the most popular method of detecting economic crimes is to
inform about suspicious transactions (14%), which corresponds to the share of respondents in Kazakhstan
(13%).
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Conclusion. The study of the problems of distortions of financial statements indicators requires a
systematic methodology and approach to identify potential manipulations and analyze financial data. In the
article we tried to touch upon the consequence, causes and consequences because of manipulation of
financial statements indicators. In conclusion, we can emphasize the importance of studying the
manipulation of financial indicators in the context of the modern business environment. The results of our
research represent a major contribution to the field of corporate transparency and risk management. This
analysis revealed not only potential threats associated with manipulation, but also possible strategies to
prevent them. Our work shows that Kazakhstan, by many indicators, is lagging the world market in terms
of the possibilities of identifying inaccuracies in the work of enterprises, leading to false ideas about the
reputation of the company and even serious fraud in the future. Companies try to disguise accounting figures
that will seem profitable in the short term to preserve prestige or personal gain. However, the risks of
manipulating the report can be critical for reporting users and the company. The study's findings highlight
that, despite the challenges in identifying manipulation, businesses, regulators, and auditors working
together and applying best practices may provide a more transparent and stable investment environment.
Future study on technology advancements and enhanced analytical techniques will contribute to the
development of more potent defenses against manipulation.
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Kunnpmaranterosa A.U., Koryt O.10., Ceipasioaesa H.III., Baiiradéynosa K.K.
KOMITAHUSAHBIH KAPXbBIJIBIK ECENNTIUIITTH MAHUITYJIAONUAJIAY HOTUKEJIEPI
AHjaTna

By makamaga 6i3 Kap KBUTBIK €CENTUTIK KOPCETKIMTEpiH MaHAYJIIIILUIAY HOTHKETIepl KapacThIpaMBbI3 KOHE
Kap KbUIBIK KOPCETKILITEp 3aHHaMa MEH OyXTaJITepJlik ecell CTaHIapTTapblHa KapaMma - KalIlIbl KeJICTiH ailia-aprsl
xKacay OOBEKTICIHe alfHanFaH Ke3je OM3HEC MEeH HMHBECTOpJIap YINIH ayblp 3apAanTap KepCeTKiTepi HaKThI
aHbpIKTaIbl. KoMIaHusap AbIH MaHUITYJISILMSICHI YILTH KENTIPUITeH yaXIep MeH HerizaeMenep Ou3HecTi 0acKapyablH
KEKE acleKTICl peTiHIe aHBIKTauAbl. Kap>KbUIBIK €CEeNTiIK KOpCETKIIUTEepiH MaHHUMYJSAIMsIay bl cebenTepi,
TETIKTEepi, Cajiapbl TaJJaHBIIN, ayJUT *KoHe 0acka Ja ecelke ajy SAiCTepl apKblIbl MYHAAH TOKIpHOEHIH ajIblH
QITy IbIH MaHBI3BUTEI €KEeHi KOPCEeTI.

3epTTey omicTeMeciHAE HAKTHI Kap)KBUIBIK €CENTUTIKTI OypManay, omeOHueTTepre Moy jKacay, ayIUTOpPIIBIK
GbupManapaslH pecMH KO3AEPIHEH KepeKTi KYKTITap MEH MOJIMETTep JKHHAY OOMBIHIIA TY>KBIPBIMIAMAIIBIK
ammapaTThIH TCOPHSUIBIK HETi3epiHe CyiieHe OTBIPHIN aHBIKTANIBL. ben MaKalaHBIH ©3eKTiTriHe KeleTiH OoJcak,
MHBECTOPJIAD MEH Karap MeHemKepiepre Kap)KbUIBIK ECENTUTKTI NalblHIayFa KaThICATBIH KbI3METKepiepliH
cayaTTBUIBIFBIH HAKTHl YaKpITTa Oarajayra COHBIMEH KaTap, MaHHIYJISLMsUIAPABI aHBIKTAayIbIH KEHEUTIIreH Oep
Hellle MaHbI3/Ibl JMICTEPIH KOJIIaHyFa MYMKIHIIK Oepe anaThlH ic-lapajap apKachlHAa KepceTiuiai. MakanaHbIH
3epTTCY HOTHIKEICPIHE KeNeTiH 00JicaK KOPBITHIHIABI OOTIMIHIC KOPCETUIreHACH OJ, Kap)KbUIBIK eCCNTUIIKTErl
HAKTBUIBIK, allIBIKTBIK ITCH CEHIMIUTIKTIH MaHbI3/IbI OOJAThIHBIH HBIK KOPCETE .

Kupnpmaranterosa A.HU., Koryt O.10., Ceipasidoaesa H.I11., Baiiradéy.iosa K.K.

PE3VJIbTATHI MAHUITYJIUPOBAHUS ®PUHAHCOBOM
OTYETHOCTBIO KOMITAHHUHA

Annotation

B nanHO#1 cTaTthe aBTOpaMH OBUTM PaCCMOTPEHBI PE3yJIbTaThl MAaHHITYJIMPOBAHMS TOKa3aTeIIMH (PUHAHCOBON
OTYETHOCTH M BBISBJICHBI CEPbE3HbIC IOCIEICTBUS Ul OM3HECa M MHBECTOPOB, KOTAa (DMHAHCOBBIE IOKa3aTeIH
CTaHOBATCS OOBEKTOM MaHUITYJIMPOBAaHUS, NMPOTHBOPEUAINEro 3aKOHOAATEIBCTBY M CTaHIApTaM OyXTralTepcKoro
ydeta. MOTHBBI ¥ 000CHOBaHUS, TPUBOAUMBIE KOMIAHUAMU JJIs1 MAHUITYJIUPOBAHUS, OBIJIM BBIEIICHBI B OT/ICIbHBIN
aCIIEeKT YIIpaBJIeHUS OM3HECOM. BB MpoaHaIM3MPOBAHBI IPUYHHBI, MEXaHU3MBI M TIOCIIEICTBHS MaHUITY TUPOBAHUS
NoKazaTeJsiIMA (PMHAHCOBOI OTYETHOCTH, & TaK)Ke MOKa3aHa BA)KHOCTb NPEIOTBPAIICHHS MOJAOOHOW NPaKTUKU C
TIOMOIIBIO ayANTa M JPYTHX METOMOB OyXralTepcKoro ydera. MeTomoJIorusl UCClleIoBaHus Oblila ONpesesieHa Kak
OCHOBaHHAsl Ha TEOPETHYECKMX OCHOBaX MOHATHUIHOTO ammapaTta no ¢anbcupukanuy (prHAHCOBOW OTYETHOCTH,
0030pe uTepaTyphl 1 cOOpe TaHHBIX 13 OUINAIBHBIX HCTOYHUKOB ay IMTOPCKUX (PUPM. AKTYalbHOCTh CTaThy OblIa
MIPOJICMOHCTPUPOBaHa OJarofapst BO3MOXKHOCTH, KOTOPYIO OHA TIPEIOCTAaBIIET WHBECTOPaM M MEHeKepam
CBOEBPEMEHHO OIIEHHBATh I'PAaMOTHOCTH COTPYJIHHKOB, YYacCTBYIOIIUX B ITOJI'OTOBKE (MHAHCOBOIH OTYETHOCTH, U
NIPUMEHATh PACIIMPEHHBIE METOJBl BBIABICHUS MaHHITYJSIIWi. Pe3ynpraTbl HCCIIEOBaHUS IOJYEPKHUBAIOT
KPUTUUYECKYIO BAXXHOCTh IPO3PAYHOCTH U HA/IC)KHOCTH (PUHAHCOBOW OTYETHOCTH.
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