TIYHOTO MIiIXOAY JI0 OOJIKYy Ta aHali3y Ae0iTOpChKOl 3a00pPTOBaHOCTI,
SIK IHCTPYMEHTY MOKpaIIeHHs (iHAaHCOBOT'O CTaHY KOMITaHii.

OO6utik GOpriB MOCUTH CKIAAHUHN, TOMY IO BiH TOYHO BiJI0Opa)xae
CIpaBXHIO iHpopMaIlifo y (iHAHCOBHUX 3BITaxX Ta BH3HAYA€ pealbHUN
¢inancoBuit cran mignpueMctBa. CTBOproloYM e(eKTHUBHY Oyxral-
TEPChKY MOJIEJNb JIJIsI OyXTaJaTepCchKoro 00JiKy NediTopchKoi 3a00pro-
BAaHOCTI, pU3HKY OaHKPYTCTBAa MOXXHa YHUKHYTH, a CITiBBIIHOIICHHS
JIKBIJTHOCTI MOXe Oy TH 3MEHIIICHE 3aBJISIKH CBOCUACHIH Ta 00’ €KTUBHIN
iH(opmariii Ay yrpaBIiHCHKUX PIIICHb.
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FINANCIAL REPORTING IN HYPERINFLATIONARY
ECONOMIES

During inflation, the purchasing power of money decreases so
that the comparison of amounts from transactions and other events that
occurred in different periods of time, even in the same reporting period,
becomes invalid. Financial reporting in hyperinflationary economies
cannot authentically reflect the results of the company, so it should be
listed with regard to indicator of inflation. National and international
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standards have different features of the adjustment of financial statements
on the inflationary factor.

The law of Ukraine «On accounting and financial reporting
in Ukraine» [1] States that the purpose of accounting is to generate
users complete, accurate and unbiased information about the financial
position, results of operations and the movement funds of the enterprise
for decision-making. However, inflation affects the accuracy of the
data, which significantly distorts the real picture that had formed at the
enterprise. Indirect impact of inflation can be observed in the conduct
of accounting at the company. On accounting information distortion
affects uneven change of the purchasing power of the currency. This
is due to the fact that in conditions of hyperinflation the purchasing
power of the currency can change very quickly — monthly, weekly, or
even daily and reporting consists of quarterly or annually. Indicators
of financial statements under such conditions would be unreliable and
biased, income is high, and as a result the company suffers losses.

During inflation, the purchasing power of money decreases so
that the comparison of amounts from transactions and other events
that occurred in different periods of time, even in the same reporting
period, enters. Thus, in the face of hyperinflation, the financial
reporting needs [2].

Today Ukraine is in a very difficult position. Since 2014, the country
annually holds the last month is in the world in terms of inflation. The
rate of inflation for 2016 increased to 43.3%, which is the maximum
value over the last 20 years. On hyperinflation it is not yet, but some
experts do not think so. So, Professor Johns Hopkins University claims
that the real inflation rate in Ukraine today is 272%. «Hyperinflation
is always and everywhere a political phenomenon. It happens after
wars or revolutions, when governments are forced to print the needed
money, because it has nothing to impose — and this is what happened
in Ukraine», — says the Professor. Hyperinflation has led to the fact that
the real incomes of the population decreased three times, and every fifth
Ukrainian was below the poverty line [3].

In such circumstances, businesses have to think about what
to do with their financial reporting, because financial reporting in
hyperinflationary economies may not accurately reflect the results of
operations of the company, so it needs to be counted taking into account
inflation. The purpose of the implementation of inflation adjustments is
to provide external users with financial statements that displays accurate
information about the financial NY state of enterprise in the conditions
of hyperinflation.
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The adjustment to the financial statements for the inflationary
component in the system of National standards reglamentary by
POSITION ACCOUNTING STANDARD 22 «Influence of inflation»
[4], and in the system of International standards — IFRS 29 «Financial
reporting in hyperinflationary economies» [5]. For P(S)BU 22 annual
financial statements of the company are subject to the achievement
of the values of the cumulative increase in inflation of 90 percent or
more [4].

The system of International financial reporting standards, namely
IAS 29, notes that «...in a country with a hyperinflationary economy,
reporting of operating results and financial condition filed with the
national currency without conversion is useless. The purchasing power
of money is lost so quickly that the comparison of amounts received
from transactions and other events that took place in different periods
of time, even in the same accounting period, is misleading» [5].
According to International standards, a measure of hyperinflation are
the characteristics of the economic environment in the country that
include such features, but are not limited to: bulk of the population
gives preference to the preservation of their values in the form of
non-monetary assets or in relatively stable foreign currency, amounts
held in the national currency are immediately invested to maintain
purchasing power; general population regards monetary amounts not in
local currency and relatively stable foreign currency. Prices can also be
given in that currency; sale and purchase on terms of deferred payment
are made at prices that compensate for the expected loss of purchasing
power during the credit period even if this period is short; interest rates,
wages and prices are indexed to a price index; cumulative inflation rate
for period approaches 100% or exceeds this level.

The procedure of adjusting the annual financial statements for the
effect of inflation is quite a complex process. First, an enterprise must
prepare annual financial statements on the basis of the current accounting
(invoices, statements, journals, orders, general ledger). The data of the
current accounting can not be adjusted. And then the adjustments to the
annual financial statements is carried out for each report in this order:
balance sheet, income statement, statement of cash flows, statement of
changes in equity.

During adjustment of financial statements for inflation is necessary
to bring the financial statements in the mapped cash meter on the date
of adjustment, that is, assets, liabilities, shareholders ‘ equity shall be
adjusted for the correction factor. The adjustment process is that the
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first amount to financial «commony statements without taking into
account the inflation index, then each article in financial reporting list,
if necessary, to the correction factor and publish the financial statements
taking into account inflationary effects. For the calculation of the
correction factor requires the inflation index at the balance sheet date
(end of reporting year), that is, the inflation rate for december of the
reporting year divided by the inflation index as at the date of recognition
(revaluation) of the respective accounting items. Such inflationary
adjustment each items of the financial statements requires adjustment
separately for each fixed asset each stock, every article of non-monetary
debt, which at times complicates the work of accountants. During the
adjustment you need to consider a number of nuances. So, the adjusted
value of non — monetary assets is reduced to the amount recoverable
from future use of the relevant assets (the net realizable value of
inventories, the market value of the investment, etc), if it exceeds this
amount POSITION ACCOUNTING STANDARD 22, IAS 29). If
the company acquired the assets on deferred payment without paying
interest, with the result that the amount of interest cannot be determined,
the value of the asset is adjusted using the inflation index from the
date of the payment (POSITION ACCOUNTING STANDARD 22,
IAS 29). That is, in this case, when calculating the adjustment factor
the inflation index determined on the date of balance sheet should be
divided by the inflation index for the month in which payment has been
made for assets not capitalized such assets on the balance sheet. And
Ukrainian standards and international think adjusted for the inflation
component of financial statements is a separate full financial statements
and it is inappropriate to consider as an addition to conventional (new
active) financial statements. POSITION ACCOUNTING STANDARD
22 notes that in the notes to the annual financial statements brings
the perfect date information about the fact of updating of indicators
of financial statements. And IAS 29 clearly states: «Not permitted to
submit information in accordance with this standard, in the form of an
application for unlisted financial statements. Also, do not recommend
separate presentation of the financial statements to its listing» [4; 5].
Hyperinflation is one of the factors that directly affect the reliability
of the financial statements of the company. Under the influence of
hyperinflation happens the deformation of the real property. The lack
of inflation leads to a significant misrepresentation about the financial
situation of enterprises and financial results of the enterprise, which
makes impossible the comparison of data of different periods complicates

57



the analysis of investment attractiveness, distorts the capital structure,
deprives the company of funds for timely replacement of equipment,
which ultimately may lead to the inability to continue operations in the
foreseeable future.

The consequences of hyperinflation effects are very significant,
causing an urgent need for adjustments statements on the inflation
component. Given that the company prepare financial statements as
according to national and international standards discussed in the
article the peculiarities of each system of standards in the preparation
of financial statements activities in hyperinflationary economies,
delineated by signs of hyperinflation for each system, and provides
procedures to adjust the indicators of each form of financial reporting
will help companies make their financial statements for users.
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