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Abstract

Basic financial indicators are based on accounting information. These indicators help to manage

and plan every business and are quite important in the performance assessment of accounting
units. The road to success for every business is to increase its competitiveness, which is not
possible without access to the proper information. This article briefly describes the effect of
accounting errors, mainly in the area of taxable expenses and revenues, on economic indica-
tors. The aim of the article is to present research results focused on reasons for the occurrence
of inaccurate accounting information and its impact on economic indicators. The first part of
the paper analyses the error rate in individual areas of accounting. The difficulty of valuation,
adjustments, depreciation, tax impacts and the accruals were proven to be the riskiest areas and
the subsequent research focused on them. The second part of the research focused on the use of
economic indicators in companies and the influence of errors on firms’ ability to provide infor-
mation. The data were processed using descriptive statistics and statistical analysis methods. In
the following discussion, special attention was devoted to the distortion of economic indicators

due to bad accounting information, the occurrence of which was statistically confirmed.
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1. INTRODUCTION

High-quality accounting information is the basis for the financial management of companies
with respect to their competitiveness. Data from the financial statements can provide informa-
tion on the financial position, the petrformance of the company and the ability to capitalize on
funds. Without understanding the basic principles of accounting, it is not possible to discuss the
quality of financial management, on which the success of any company is dependent. Ensuring
good accounting information, which encompasses many factors, is becoming increasingly com-
plex. Continuous legislative changes put pressure on company management and accountants,
whether from the owners, creditors, control bodies, or in terms of the knowledge and skills of

the accountants themselves. Quality data is important for financial analysis. In the narrower
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sense, financial analysis examines accounting data to obtain an overview of the company’s assets
and financial situation, which can lead management to make decisions about further develop-

ment of the company.

This article focuses on the quality of accounting data and the resulting impact on economic indi-

cators of financial analysis. The article presents research results from years 2016 and 2017.

2. THEORETICAL BACKGROUND

The issue of accounting and taxes in the literature is so extensive and complex that attempting
to avoid accounting errors using this plethora of information is an extremely difficult task. The
accounting data are examined from a variety of perspectives and in many different contexts and
levels: as part of company management, performance management, finance and cash manage-

ment, risk management and marketing and business policies (Kubickova & Soucek, 2013).

With the increasing importance of accounting information as the primary source for the deci-
sion-making processes of their internal and external users, emphasis is also placed on quality.
Bai (2012) confirms that the quality of data contained in accounting information systems has
a significant impact on both internal and external compliance. Zoto (2014) states that the data
quality is crucial in today’s business conditions, as it is firmly linked to a set of data suitable for
use by people who use, interpret and use relevant data in their work. Basta (20006) also adds that
a more faithful, honest and truthful image of a company can be achieved by objectively process-
ing obtained data into the financial statements rather than by analysing financial statements
themselves. A number of researches directly or indirectly concerning the quality of account-
ing information has been undertaken in the Czech Republic as well as around the world. For
example, according to Porter & Norton (2015), as well as Puican et al. (2011), this information
should be comprehensible, relevant, faithful to reality, comparable and consistent. Nusa (2015)
found in her research that the quality of accounting information can be significantly influenced
by the human factor or corporate culture of the company. Chaney, Faccio, & Parsley (2011) have
proved that mistakes in accounting can occur both inadvertently and deliberately, with both
types of errors reducing the quality of accounting information. Many scientists have researched
and published on the topic of accounting information quality and creative accounting in a wider
context, e.g. Cernusca et al. (20106), Jones (2011), Turkmen (2016), Deacon et al. (2016), Kristofik
et al. (2010).

Explaining and understanding the function, fundamentals, and accounting rules will enable
managers to use the accounting information for business management and decision making bet-
ter. Management of all economic processes, including asset management in corporate decision-
making, must be based on managerial and financial accounting (Otrusinova & Steker, 2013).
Financial statements represent the main source of primary information for financial analysis
(Knapkova et al., 2012). Financial analysis is an investigation that must be carried out in a logical
order. It comprises parts that are interlinked and should not therefore be carried out in isolation.
Financial analysis is constantly striving to introduce a logical succession of criteria, as well as
searching for any distracting factor that can be a prelude to future problems. In Fridson (2011),

the primary goal in financial reporting is the dissemination of financial statements that accu-

42 Journal of Competitiveness |

joc2019-1-v2.indd 42 24.3.2019 14:49:13



rately measure the profitability and financial condition of a company.

An error is a certain deviation from the standards or required situation that may result from a
violation of the rules. Errors in accounting occur in companies mainly due to two reasons. The
first cause is human factor failure, the second the failure of the information technology. Human
factor failure can be further broken down into intentional errors, lack of information in the
company, inattention, and insufficient knowledge of the company (Dusek, 2011). Additionally,
we can distinguish between significant and insignificant errors. Depending on the size, implica-
tions and consequences of these errors, they can be divided into significant and insignificant.
Significant mistakes include a violation of basic accounting principles, misplaced or calculated
amounts, calculating using incorrect rates or using incorrect accounts for accounting transac-
tions. One example of an insignificant error is the use of an incorrect archiving process (Dusek,
2011). A tax error can arise when the profit or loss is adjusted to calculate the tax base by a mis-

statement of tax liabilities and deductions.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA

Our study was conducted in 2017 and 2018 and was based on a questionnaire survey. The ques-
tionnaire content included inquiries about the reasons why false financial information is gener-
ated. The questionnaires were directed not only to the creators of accounting information, pri-
marily to accountants, but also to its users and other stakeholders in the process. They dealt with
both the quality of accounting information and the use of economic indicators for corporate
governance. The aim was to determine whether the quality of accounting information affects the
reporting capacity of economic indicators, as well as to present the results of the research from

the field of the reasons for the occurrence of erroneous accounting information.

The first section of the research analyzed the error rate in various areas of accounting. The riski-
est areas were selected and a further survey focusing on the difficulty of valuation, adjustments,
depreciation, tax impacts and the accruals was conducted. The second part focused on the use of
economic indicators in companies and the influence of errors on their ability to provide infor-
mation. From the research on the use of economic indicators, those indicators most often used
by the companies were selected. From economic indicators, EVA Economic Value Added, OEE
Overall Equipment Effectiveness, EBITDA Earnings Before Interest, Taxes, Depreciation and
Amortization, BSC Balanced Scorecard, Z-score, Liquidity indicators, Profitability indicators,

Debt indicators and Activity indicators were tested.

A total of 201 firms ranging from micro to large companies participated in the first survey. The

structure of respondents is shown in Figure 1.

Companies Medium

T T T T T T T T T T 1

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Fig. 1 — The structure of surveyed companies in the first survey. Source: authors’ own
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A total of 282 companies from micro to large companies participated in the second survey. The

structure of respondents is shown in Figure 2.

Companies Medium

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Fig. 2 — The structure of surveyed companies in the second survey. Source: anthors’ own

Research methods

The research method was a questionnaire survey. Most of the questionnaires consisted of state-
ments pertaining to perceived risk of error and the use of economic indicators or the tax base
impacts. The responses were analysed, and the results statistically processed. Several statistical
procedures were used. To compare several sets of data, basic characteristics such as arithmetic
mean, spread and standard deviation were used. In addition, the most commonly used hypoth-
esis testing of the difference between two populations means was used to compare two sets of

data. On this basis, judgments were made about these sets of data.

Research questions:

Can accounting errors affect the economic indicator?
Based on the research questions, the following hypotheses were formulated:
Formulations of hypothesis were as follows, specifically for the area of taxable expenses:

H, - Insignificant errors in the area of taxable expenses influence economic indicators in the

same way as do minor errors.

H, - Insignificant errors in the area of taxable expenses do not influence economic indicators

in the same way as do minor errors.
Formulations of hypothesis were as follows, specifically for the area of revenues:

H, - Insignificant errors in the revenue area influence economic indicators in the same way

as do minor errors.

H, - Insignificant errors in the revenue area do not influence economic indicators in the

same way as do minor errors.

4. RESULTS AND DISCUSSION

Two surveys were conducted. In 2017, research was carried out that dealt with errors through-
out the entire range of accounting areas, e.g. errors of fixed assets, financial assets, inventories,
accruals, expenses, receivables, equity and revenues in the areas of valuation, adjustments, tax

impacts and accruals. 201 firms from the Czech Republic were asked whether they considered a
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given accounting area to be problematic in terms of reporting errors, and they were then asked
to state the cause of issue. The results indicate the percentage of companies that consider the area

to be problematic.

Tab. 1 — The percentage of companies which consider accounting items as problematic. Source:

authors’ own

Valuation | Adjustments | Depreciation | Tax impacts | Accruals
Fixed assets 44 % 34 % 17 % 58 % 0%
Financial assets 44 % 0% 0% 48 % 0%
Liabilities 14 % 0% 0% 54 % 0%
Inventories 54 % 48 % 0% 21 % 0%
Accruals 24 % 0% 0% 75 % 3%
Expenses 24 % 0% 0% 85 % 3%
Receivables 10 % 58 % 0% 51 % 0%
Equity 31% 0% 0% 20 % 0%
Revenue 7% 0% 0% 68% 0%

The table shows that from the point of error occurrence, companies consider the tax area to be
the most problematic. Based on these results, the next table shows the percentage of errors in the

individual areas that affect the tax base.

Tab. 2 — Tax impacts of errors. Source: authors’ own

Area of error Tax impacts
Fixed assets 20.56%
Financial assets 17.02%
Liabilities 19.15%
Inventories 7.45%
Accruals 26.59%
Expenses 30.14%
Receivables 18.09%
Equity 7.09%
Revenue 24.11%

The table shows that errors that have a tax impact are most likely to appear in the expenses, ac-

cruals and revenues area.
In our research we also addressed the following question:

Do your accounting errors affect your accounting statements?
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0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

B Definitely yes M Probably yes Probably no Definitely no

Fig. 3 — Answers to the question “Do your accounting errors affect your acconnting statements?”. Source: authors’

own

The chart shows that 5.97 % of respondents are convinced that errors will affect financial state-

ments.

In 2018, further research was carried out which examined the quality of accounting informa-
tion and included questions about economic indicators. Altogether 282 companies replied to
the questionnaire. One of the key questions in the questionnaire was whether the surveyed
companies were calculating financial indicators for the purposes of making strategic decisions.
The results were as follows: 58.2 % of companies calculate economic indicators for strategic de-
cisions, and 62 % of companies process economic indicators for the assessment of their financial

performance.

In addition, the research dealt with the most frequently utilized economic indicators used for

monitoring of company performance and management, which are dealt with in Table 3.

Tab. 3 — Utilized economic indicators. Source: authors’ own

Yes Sometimes We do not use We do not know

EVA 17.39 % 20.29 % 39.13 % 23.19 %
OERE 26.09 % 15.94 % 36.23 % 2174 %
EBITDA 47.83 % 17.39 % 18.84 % 15.94 %
7-score 435 % 13.05 % 50.72 % 31.88 %
Liquidity indi-

Iy I 50 43 04 30.43 % 26.09 % 13.04 %
cators
Profitability
FroMEbIity 5 g8 0 33.33 % 24.64 % 1015 %
indicators
Debt indicators | 31.88 % 27.54 % 30.43 % 10.15 %
Activity indica-
: oIty Indica- | 54 28 0, 21.74 % 31.89 % 11.59 %
ofrs

The most commonly used indicators are profitability-oriented. From an accounting point of

view, these indicators mostly affect taxable expenses and revenues.

The following research was focused on the influence of particular selected accounting areas on

economic indicators.
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Tab. 4 — Economic indicator dependability on accounting items. Source: authors’ own

Liquid- | Profit- .
. g - Activity
ity ability Debt | . .
EVA | OEE | EBITDA | Z-scote | .~ . o o indica-
indica- | indica- | indic.
tors
tors tors
Fixed assets v v v
Financial assets v v
Liabilities v v
Inventories v v v v
Accruals
Expenses v v v v v
Receivables v v
Equity v v v
Revenue v v v v

The table shows that economic indicators most greatly influence accounting taxable expenses,
revenues and inventories. Therefore, indicators for the most affected expenditures and revenues

were selected for the following surveys.

To be able to compare the influence of economic indicators, we identified errors in taxable
expenses and revenues that occur only after financial statements, and divided these into in-
significant, minor and significant categories. The results showed that errors in financial state-
ments were identified only subsequently in 13.1 % of cases. Insignificant errors in the interval
(0.01; 0.09) represented 78.4 % of errors in the survey; minor errors in the interval (0.1 %; 0.9
%) comprised 21.6 % of errors, and significant errors of more than 1 % were not present in the

researched results.

Two intervals for insignificant and minor errors that affect economic indicators were used, and
the percentage of influence was calculated. The results for insignificant errors can be seen in the

following table.

Tab. 5 — The impact of insignificant errors on economic indicators. Source: authors’ own

Impact of errors on Insignificant errors in the area Insignificant errors in the area
cconomic indicators of expenses of revenues
0,01 % — 0,09% of error rate 0,01 % — 0,09 % of error rate

EVA 0.00296 % 0.00236 %

EBITDA 0.00591 % 0.00473 %

Z-score 0.00296 % 0.00236 %

ROS 0.00390 % 0.00633 %

ROC 0.00792 % 0.00312 %
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Arithmetic mean 0.00473 % 0.00378 %
Spread 0.00000370 % 0.00000237 %
Standard deviation 0.00192 % 0.00154 %

For more clear understanding impacts of errors in areas of expenses and revenues were pre-

sented in form of boxplots divided according to relative size of errors from statistical software
SPSS in figure 4 and 5 below.

0015

0.010

Error (%]

0.005

Insignificant Minor

Category of erfors in area of expenses -]

Fig. 4 — Impacts of errors in the area of expenses

0.015

0.010

Error [%]

0.005

Insignificant Minor

Category of errors in area of expenses []

Fig. 5 - Impacts of errors in the area of revenues

Although the percentage error rate for minor errors is only 21.6 %, compared with 78.4 % for

insignificant errors, the average for minor errors in expenses is 36.3 % higher than for insignifi-
cant errors.
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In comparison, a two-population t-test of independency was used to compare the two sets of
data for expenses. On the basis of this comparison, a judgment was made regarding the two basic

sample sets. Based on this test, we sought to verify one of these hypotheses:

H, - Insignificant errors in the expenses area influence economic indicators in the same way as

do minor errors.
Alternative hypothesis

H, - Insignificant errors in the expenses area do not influence economic indicators in the same

way as do minor errors.

We performed the test at a 5% level of significance. Results of the test were as that t(4)=-2.9385
with p-value=0.03204. As p-value is below value of 0.05 we have sufficient evidence to decline
zero hypothesis in favour of alternative hypothesis. From this we can assume that impacts of

errors on expenses are different between minor and insignificant errors.

The results for minor errors are listed in Table 6.

Tab. 6 — The impact of minor errors on economic indicators. Source: authors’ own

Impactiof errors onlecos Minor errors in the area of Minor errors in the area of
nomic indicators expenses revenues
0.1 % — 0.9 % of etror rate 0.1 % — 0.9 % of etror rate
EVA 0.00814 % 0.00651 %
EBITDA 0.01627 % 0.01319 %
Z-score 0.00814 % 0.00651 %
ROS 0.01074 % 0.01745 %
ROC 0.02181 % 0.00859 %
Arithmetic mean 0.01302 % 0.01045 %
Spread 0.0000281 % 0.0000182 %
Standard deviation 0.00530 % 0.00427 %

In comparison, a two-population t-test of independency was used to compare the two sets of
data for expenses. On the basis of this comparison, a judgment was made regarding the two basic

sample sets. Based on this test, we sought to verify one of these hypotheses:

H, - Insignificant errors in the revenue area influence economic indicators in the same way as

do minor errors.
Alternative hypothesis

H, - Insignificant errors in the revenue area do not influence economic indicators in the same

way as do minor errors.

We performed the test at a 5% level of significance. Results of the test were as that t(4)=-2.9408

with p-value=0.03203. As p-value is below value of 0.05 we have sufficient evidence to decline
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zero hypothesis in favour of alternative hypothesis. From this we can assume that impacts of

errors on expenses are different between minor and insignificant errors.

5. CONCLUSION

The aim of this article was to present the results of research in the field of accounting errors
affecting selected economic indicators. The effects of expense and revenue errors on economic
indicators were subjected to statistical evaluation. Our hypotheses were subjected to hypothesis
testing of the difference between two population means for the testing of revenue, with ex-
penses errors impacts defined. The economic indicators were based on formulas according to
which the economic indicators were calculated. The test has shown that a large percentage of
insignificant errors will not affect economic indicators as much as a small percentage of minor
errors in both the expenses and revenues areas. This research shows that accounting errors can
influence the EVA indicator, and thus value for shareholders nor for owners may not be created.

EBITDA and profitability indicators are also heavily impacted.

Therefore, in order for errors not to occur and not to affect the reporting ability of financial
statements, there is an obligation to have the financial statements audited by an auditor, which
is an obligation is based in Czech law on Section 20 of Act No. 563/1991 Coll. However, not all
entities are required to be audited, as they do not meet the minimum value of assets, turnover
and / or number of employees to be the subject of the statutory audit. It is likely that large ac-
counting entities that meet the audit obligations will make less mistakes, and in micro and small

entities the mistakes may be overlooked.
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