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ABSTRACT:

The development of non-financial reporting and the
active introduction of non-financial indicators into
public accounting are driven by the needs of the users
of accounting information. To improve the audit quality
of this information, it is necessary to create a universal
methodology for verifying the financial statements of
enterprises that have a negative impact on the
environment. The goal of this article is to present an
original methodology for auditing financial statements
that assess the reliability of reporting information on
future events caused by environmental factors. The
methodological basis of the research is the dialectical
theory of scientific knowledge. This approach considers
financial reporting with a focus on the interconnection
and interdependence of all economic and financial
processes in the audited organization. This article
substantiates the audit approach considering
environmental matters in a general manner in relation
to the financial statements, rather than from an
environmental audit outlook. The presented audit
method focuses on environmental and economic
interactions with financial activities, which makes it
possible to assess the reliability of reporting
information about future events caused by
environmental factors. The study findings can be used
by auditors when inspecting enterprises that pollute
the environment, as well as by accountants and
management when developing effective accounting to
reflect environmental impacts.

Keywords: audit, environmental risks, financial
statements, integrated reporting, environmental
management, business activities

RESUMEN:

El desarrollo de la informacién no financiera y la
introduccién activa de indicadores no financieros en la
contabilidad publica estan impulsadas por las
necesidades de los usuarios de la informacién
contable. Para mejorar la calidad de la auditoria de
esta informacion, es necesario crear una metodologia
universal para verificar los estados financieros de las
empresas que tienen un impacto negativo en el medio
ambiente. El objetivo de este articulo es presentar una
metodologia original para auditar estados financieros
que evalle la confiabilidad de informar informacion
sobre eventos futuros causados por factores
ambientales. La base metodoldgica de la investigacidn
es la teoria dialéctica del conocimiento cientifico. Este
enfoque considera la informacién financiera con un
enfoque en la interconexion e interdependencia de
todos los procesos econdmicos y financieros en la
organizacion auditada. Este articulo corrobora el
enfoque de auditoria considerando los asuntos
ambientales de manera general en relacién con los
estados financieros, en lugar de desde una perspectiva
de auditoria ambiental. El método de auditoria
presentado se centra en las interacciones ambientales
y econdmicas con las actividades financieras, lo que
permite evaluar la confiabilidad de la informacién de
informes sobre eventos futuros causados por factores
ambientales. Los resultados del estudio pueden ser
utilizados por los auditores al inspeccionar las
empresas que contaminan el medio ambiente, asi
como por los contadores y la gerencia al desarrollar
una contabilidad efectiva para reflejar los impactos
ambientales.
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estados financieros, informes integrados, gestién
ambiental, actividades comerciales.

1. Introduction

Currently, users of accounting information want reports to include non-financial information and
information about the future of enterprises. This determines the popularity of integrated reporting,
non-financial reporting, as well as the inclusion of environmental information in financial
statements (Osadchy et al., 2018; Ivlev et al., 2016; Sugiantiningsih et al., 2019).

According to Ernst & Young'’s research, non-financial information is an important factor in making
investment decisions: 68%o0f investors believe that non-financial results play a key role in making
investment decisions. In 2017, 58 leading stock exchanges, representing more than 70% of the
securities market, announced their intention to promote the principles of sustainable development
in the target markets (EY, Clean Technology and Sustainable Development Services. Newsletter,
2017). The research papers considered in this article confirm the impact of environmental
information on the behavior of investors and other interested users of accounting information
(Darnall, 2009; Iatridis, 2013; Killian, 2016; Li, 2018; Qiu, 2016; Rezaee, 2017).

The global scientific community has paid great attention to environmental and social issues in
relation to financial reporting. Working on this study, we considered various opinions on the
development of accounting, reporting, and auditing from the perspective of sustainable
development and the transition to integrated reporting (Xiao, 2006; Ashcroft, 2012; Bebbington,
2014; Bernardi, 2018; Contrafatto, 2014; Maroun, 2017; Chang, 2008; Yerdavletova, 2016;
Baldarelli, 2017; Balynskaya et al., 2017; Yanchuk et al., 2013; Ghani et al., 2019).

We agree with the modern view on the significance of future integrated indicators in reporting. For
instance, Villiers (2017) claims that integrated reporting cannot substitute financial reporting or
sustainable development reporting, but is an integral part of both types of reporting. Based on the
experience of international companies, Pavlopoulos (2017) has shown that the quality of
information disclosure in integrated reporting is positively associated with corporate governance.
Moreover, the role of materiality has changed for stakeholders: a more versatile, social
understanding of materiality has emerged that is oriented toward the future rather than history
(Edgley, 2015). Many environmental challenges can have far-reaching strategic implications for
companies (Figge, 2003; Malysheva, 2013). In addition, national culture influences the specifics of
accounting and management organization within certain aspects of sustainable development (Lee,
2018).

Although non-financial information is definitely useful and essential in reporting, its reliability can
be questioned, and the audit community plays a great role in addressing this risk (Tarasova et al.,
2018; Balynskaya & Koptyakova, 2015). All aspects of economic activity, including environmental,
are to be analyzed by an auditor if they are capable of significantly affecting the current and future
activities of the company.

Some researchers attribute environmental accounting to management accounting (Qian, 2008;
Jasch, 2008; Kumarasiri, 2012; Truhachev, 2017). At the same time, accounting of environmental
components, their impact on a company’s performance, as well as the audit of accounting and
reporting, are considered from the perspective of environmental management and environmental
auditing (Costantino, 2018; Patriarca, 2017; Earnhart, 2016; Wang J, 2011; Wang X, 2019;
Houldin, 1999, Bartels, 1997, Mazhaysky, 2004). We believe that an environmental audit,
according to its legal definition and its development over time, does not perform the function of
assessing the reliability of financial statements. An audit of environmental components that impact
a company’s activities are not only a part of environmental management, but also play an
important role in the organization of accounting, the preparation of financial statements, and the
audit of general financial information (Nadhir & Wardhani, 2019; Fedorenko et al., 2016). We
consider financial statements to be an object of a general financial audit based on their
interconnection and interdependence with all business and financial processes within an
organization.

In this research, we focused on papers that studied the impact of environmental aspects of a
company’s activities related to general audit procedures (Blinov, 2004; Borodin, 2004; Cohen,
2008; Du, 2018). However, researchers have not explored all the consequences of environmental
matters, and there is no systematic organization or methodology for auditing companies that
pollute the environment. The relevance of this research is determined by the need to provide a



reasonable audit opinion on the dependability of information related to the environmental
components of a company’s activity.

The aim of this study is to develop a set of systematic procedures for auditing financial statements
that would provide a verification methodology that focuses on environmental and economic
relationships in business activities and allows information about future events caused by
environmental factors to be reliably assessed.

The main research objectives are to:

* Analyze the impacts of environmental specifics of companies’ operations on their financial and
economic indicators presented in public financial statements, which will be used to determine objects
of the environmental audit;

+ Develop methods for planning financial statement audits with environmental aspects being taken into
consideration;

« Develop methods for substantive audit procedures of environmental objects;

¢ Summarize the possible effects of the environmental components on the auditor’s conclusions about
the reliability of financial statements and business continuity.

According to the hypothesis of this study, a financial statement audit methodology that focuses on

environmental and economic relationships in business activities will ensure a comprehensive

review of the reporting of information about future environmental events in financial statements,
which would allow for reliable evaluations of the financial statements and business continuity of
the audited organization.

The novelty of this approach is associated with the assessment of the environmental component of
the activities of the inspected object during the general audit of financial statements, and not the
environmental audit. The original approach allows considering the characteristics of enterprises
polluting the environment at each stage of the general audit, rationally distributing the work of the
audit team and reducing the risk of undetected threats of termination of the client’s activities due
to environmental factors.

The article includes the following sections:

« Introduction with the relevance, goal and objectives of the research;

* Materials and methods describing the research methods used to achieve the goal;

¢ Results disclosing the author’s methodology for auditing future environmental events in financial
statements. The methodology is a set of special techniques used to assess the impact of the
environmental component of the enterprise work on the indicators of its financial and economic
activities reflected in public reporting and on business continuity in the future.

+ Discussion, where the author identifies the limitations of the study and the promising areas for future
research;

¢ Conclusion with the summary of the study findings;

* Acknowledgments with the gratitude for the financial support of the study;

+ References with a list of works used in this paper.

The basis of the study is the practices of audit firms in Russia. The work used international
auditing standards, international financial reporting standards, and an international standard for
integrated reporting. Therefore, the methodology presented in the article can be adopted by other
countries whose national legislation allows using these international standards. The method
considered in this study was tested at enterprises of the Republic of Khakassia (Russia).

2. Materials and method

The methodological basis of this study was the dialectical theory of scientific knowledge. This
theory was applied to consider financial statements as an audit object in its interconnection and
interdependence with all economic and financial processes in the organization.

To determine the impact of the environmental component on financial statements, we used the
method of object-oriented modeling, where the object was a ledger or a group of ledgers with the
same identifying features. The objective approach to audit segments entails each business
transaction being reviewed by collecting evidence about the reliability of the information presented
in individual ledgers, without establishing the relationship between them at the stage of evidence
collection (Blinov, 2004). We identified the elements of accounting and control systems that are
specific to organizations that pollute the environment. Next, we established the environmental
audit objects of financial reporting that describe the specifics of accounting and control systems of
organizations that pollute the environment. Following this, we proposed the concept of “contingent
environmental facts of business activities” (CEFBA), which provides the qualitative characteristics



of significant information on the consequences of the disruption of ecological balance and
compliance with the principle of business continuity. The ecological objects of audit are the
indicators that characterize the environmental component of the activities of the audited company,
which are reflected in its financial statements, and they include the following:

* Environmental capital assets (fixed assets, intangible assets, and capital investments) are those
assets used to implement environmental protection measures;

* Environmental costs are expenditures aimed at reducing all types of negative environmental impacts
during regular production and eliminating their effects;

« Environmental payments are the payments made as a penalty for environmental pollution, namely for
emissions of pollutants into the air, for discharges of pollutants into water bodies, and for waste
disposal.

CEFBA is an economic event that is occurring as of the reporting date due to present negative

environmental factors, whose consequences and the probability of occurrence in the future are

uncertain; that is, the occurrence of consequences depends on whether or not one or more
uncertain events will take place in the future. CEFBA is caused by accidents and violations of
environmental standards and regulations, leading to a negative impact on the environment,
above-limit emissions, discharges, and waste.

Using structural and functional modeling, we developed an audit method that focuses on
environmental and economic relationships in business activities. The process of auditing the
enterprises that pollute the environment was used as a model. The audit process was divided into
sections that an auditor can go through in chronological order. Each section performs a specific
function aimed at achieving the ultimate goal of the audit: to assess the reliability of the reporting.
The sections are interconnected by using and analyzing the information received by the auditor
when working through the sections.

We used special audit methods to develop the methodology. Its elements are audit planning, audit
risks, materiality in the audit, audit sample, audit evidence, audit documentation, control tests,
and audit procedures (Defliese et al., 1997; Gusev, 2005). Traditional audit techniques are
inventory, measurement, inspection, recalculation, overhaul, observation, surveys, inquiries,
tracking, verification of documents and accounting records, comparison of documents, and
analytical procedures (Alborov, 2000; Gusev, 2005; Barmuta et al., 2019).

In this research, we applied the following general and special cognition methods: comparison,
combination of analysis and synthesis, generalization, grouping, observation, description, and
measurement.

The information base of the study included legal acts regulating audit, accounting and reporting in
the Russian Federation, international standards on auditing, and practical materials on the
activities of commercial organizations and audit firms in the cities of the Republic of Khakassia
(Russia). The methodology was developed in line with the Audit Guidance Statement (AGS) 1010:
The Consideration of Environmental Matters in the Audit of Financial Reports.

3. Results

The result of the study is a methodology for auditing future environmental events in financial
statements (Table 1) based on the method of structural and functional modeling. The main
advantage of the methodology is the fact that one can use it to assess future events,
environmental and related financial risks, as well as risks of misstatements in the reporting.

Table 1
Structural and functional model of the audit methodology for future
environmental events in financial statements (developed by the author)

Methodology sections The main question to which
9y ! n questl whi The content of the section

(structure) the section answers
Environmental audit What is inspected? 1. Environmental capital assets;
objects 2. Environmental costs;

3. Environmental payments;

4. Contingent environmental facts of business
activity.



Work sequence during the | In what sequence is the audit 1. Preliminary planning;

audit carried out? 2. Planning;

3. Substantive procedure;

4. The final stage.

Audit planning procedures | What are the misstatement risks ' 1. Acquaintance with the business;

of the audited entity? 2. Study and assessment of the system of

internal environmental control;

3. Study and assessment of the accounting
system;

3. Assessment of the level of materiality.

Audit substantive What methods and techniques 1. Determining the assertions for the preparation
procedures should be used? of financial statements for each object of
environmental audit;

2. Building the audit sample;

3. Selecting techniques for obtaining reliable
audit evidence for each assertion;

3. Documenting the audit procedures.

Analysis of the impact of What is the auditor’s opinion on 1. Analyzing the identified errors and choosing
identified misstatements the reliability of the statements? | the type of the auditor’s opinion;

on the financial
statements

2. Analyzing the impact of the environmental
component on the operational continuity of the
organization.

3.1. Environmental audit objects

Violation of environmental law may indicate non-compliance with the operational continuity.
Therefore, in the disclosed methodology, an inspection of each environmental audit object includes
collection and analysis of evidence regarding compliance with regulatory legal acts in the field of
environmental protection. Table 2 summarizes threats to compliance with business continuity
identified during the inspection of each environmental audit objects. The threats were determined
on the basis of Russia’s environmental legislation, the practical experience of the auditor, as well
as using the expert assessment method. When forming an expert group, the main criteria were
education and work experience in the field of environmental management and environmental
protection.

Table 2
Threats to compliance with business continuity identified during the
inspection of each environmental audit objects (developed by the author)

Environmental audit object | A threat to compliance with business continuity

Environmental capital assets Significant disposal of environmental capital assets due to obsolescence and
physical deterioration, breakdown, and disposal. The lack of capital assets
whose mandatory presence is established by the environmental protection plan
and the lack of intention to acquire them.

Environmental costs A significant reduction in mandatory preventive costs, the emergence of
significant subsequent costs.

(Preventive environmental costs are the expenses aimed at environmental
protection measures that prevent the emergence of negative environmental
matters and are aimed at reducing the harmful effects on the environment.

Subsequent environmental costs are the expenses aimed at eliminating the
consequences of negative environmental impacts, compensation for damage,



and paying fines in cases where the limits of the permissible negative impact on
the environment have been exceeded. These groups of expenses can be both
voluntary and mandatory).

Environmental payments Significant payments for above-limit negative impact on the environment.

Contingent environmental facts = The presence of contingent environmental facts of business activity requires a
of business activity compulsory assessment of compliance with the principle of business continuity.

3.2. The sequence of audit procedures

This methodology section was formed on the basis of structural and functional modeling method.
Audit procedures were structured in interconnected stages placed in chronological order. For each
stage, we considered functions and tasks determining its purpose.

Figure 1
The Procedures Sequence during the Audit of Future
Environmental Events in Financial Statements

Preliminary planning

Determining whether environmental factors can significantly affect the reliability of financial

statements and future performance of the company.

Planning

|dentifying areas critical for accounting and controlling that they are included in the audit sample.

Formation of qualitative criteria for materiality.

|

Substantive procedure

Obtaining sufficient audit evidence to form an opinion on the reliability of the recording of future

environmental events in the financial statements.

The final stage

Analyzing the identified errors and misstatements and their impact on the financial statements.
Analyzing the identified cases of non-compliance with the legislation of the country and their impact
on the compliance with the principle of business continuity.

Drawing up an auditor’s report.

Source: Developed by the author



3.3. Audit planning procedures

This methodology section was based on the structural-functional modeling method. The process of
audit planning consists of two major steps: preliminary planning and planning. In turn, each stage
includes a set of characteristics of the audited company’s activities and its internal control system.
We determined the factors essential for the auditor’s work, the actions necessary for this stage,
and the functions of the stage. In addition to this, we established the final results of the process
for each section.

Figure 2
The Procedures for Planning the Audit of Future
Environmental Events in Financial Statements

Preliminary Planning

! i

Performance characteristics which the auditor Methods of obtaining knowledge about the activities of

must take into consideration the economic entity

?_ - Industry; _s ; ;
d - Employes surveys:

- Types and volume of negative impact on the

- Observation of activities, inspection of premises and

environm ent;
' territories, and acquaintance with production technology;

- The mainsources of pollution;
! = Confirmation from the media, statistics, and

= Availability of pollution permits. _ o
_j environmental authorities;

.

= Review of the company's documents;

= Testing internal control tools.

o . J

Result: The auditor determines whether the effects of the environmental factors onthe audited entity can

significantly affect the reliability of the current financial statements and the future value of the company.

N7

Planning

/_ The control ervironment and control procedures are studied by the following
factors:
- Management style;
- Emvironmental management system:
- Organizational structure and responsibility;
= Personnel policy and competence;
- Documentation and internal reporting.

Assessment of the internal

control system

The accounting system is studied in the following accounting sections:
- General organization of the accounting;
- Accounting of environmental capital assets;
- Accounting of environmental costs;
- Accounting of environmental payments;
- Accounting of contingent environmental facts of business activity.

s

o J




/_ Analyzing present risks or the possibility of such facts as: \
-Wiolations of legislation in the field of ervironmental protection:

- Withdrawal or suspension of pollution permits;

O‘ual ification of - Reduction inthe activity due to a higher negative impact on the nature;

material it"p" - Dismissal of workers due to hazardous working conditions;
- Disagreements among owners, managers, staff regarding the environmental

policy of the enterprise

\- /

Result: Identification of areas critical for accounting and control that they are mandatory

included in the audit sample. Formation of qualitative criteria for materiality.

Source: Developed by the author

3.4. Audit substantive procedures
The audit of environmental capital assets:
- Audit of the enterprise’s provision with environmental capital assets;

- Analysis of the compliance of environmental capital assets with the amount of harmful effects on
the environment;

- Assessment of the technical condition of environmental capital assets and hazardous objects.
Audit of environmental costs:
- Audit of the reasonableness of preventive environmental costs;

- Audit of the reasonableness of costs for obligatory payments directly established by regulatory
legal acts:

Audit of the reasonableness of costs caused by the technological specifics of the audited entity in
the field of environmental pollution;

Audit of the reasonableness of voluntary environmental costs;

- Audit of the validity of subsequent costs accounting;

- Audit of the creation of reserves for environmental measures;

- Audit of the recording of environmental costs in ledgers and reporting items.

Audit of environmental payments:

- Audit of the validity of environmental payments calculations:

Audit of the accuracy of estimating the object of taxation and polluting ingredients;

Audit of the accuracy of estimating the actual volume of harmful effects on the environment;
Audit of the validity of the applied environmental payment tariffs:

- Audit of the accuracy of the reporting on environmental payments and timeliness of its
submission;

- Audit of the completeness and timeliness of environmental payments.

Verification of contingent environmental facts of business activity:

- Audit of the validity of CEFBA identification;

- Audit of the validity of CEFBA recognition;

- Audit of the validity of CEFBA assessment;

- Audit of the reserve for estimated environmental obligations in ledgers and reporting items.

To obtain audit evidence about the provision of the enterprise with objects of capital
environmental assets, the following methods are used:

- Inventory;



- Inspection of documentary evidence of ownership of objects;
- Tracing the recording of objects in ledgers and reporting items.

Audit evidence examining whether environmental costs are reasonable or not is obtained by
inspecting the records of incurred costs. The assertion “presentation and disclosure” is verified by
inspecting the fairness of environmental cost attribution on ledgers and reporting items.

Verification of environmental payments is based on the laws of the country where the enterprise
operates. The auditor should ensure that analytical records are kept for each type of pollutant or
for each class of hazardous waste. The method of recalculation is applied to check the valuation

assertion (the proper value of the environmental payment obligation).

Inspection of the contingent environmental effects of business activity is found in a summarizing
section of the audit, and, in many respects, is based on the results of the inspection in the
previous sections. The verification of CEFBA is the key to assessing the record of future
environmental impacts in financial statements, since the very concept of CEFBA implies a forecast
of future events. Contingent effects of business activity in recorded statements analyze future
probabilistic events and determine the present threats to reduction or termination of the
enterprise. CEFBA primarily determines the significant qualitative consequences of environmental
violations.

The specifics of our approach is that the very presence of negative environmental aspects
(emissions into the atmosphere, discharges to water, and waste disposal) is distinguished as a
significant qualitative fact and is used as the key criterion to assessing compliance and risks to
business continuity. Future environmental commitments can arise out of CEFBA. Future
environmental events that are qualitatively significant for accounting and reporting, first of all,
should be assessed in regards to the categories of essential or non-essential. To do this, we
applied the method of expert assessments. In this case, the auditor should be guided by the
International Auditing Standard 620: Using the Work of an Auditor’s Expert, which establishes the
duties of the auditor regarding the relevant knowledge and experience in a field that helps the
auditor obtain sufficient and appropriate audit evidence.

The methods used to obtain audit evidence when confirming the validity of CEFBA recognition
include inspection of documents as well as inquiries and their written or oral responses to the
organization’s lawyer, the inspection bodies that issued decisions on the environmental offense,
the fiscal authorities, and the environmental authorities.

3.5. Analysis of the impact of identified misstatements in financial
reporting

Table 5 was created by combining analysis and synthesis methods. All possible violations identified
with the previously mentioned audit procedures are analyzed, their general properties and
differences are estimated based on the auditor’s opinion. Violations are grouped by type of impact
on the auditor’s report. The types of the modification of the auditor’s report are determined in
accordance with International Standard on Auditing 700: Forming an Opinion and Drawing an
Opinion on Financial Statements and International Standard on Auditing 705: Modifications to the
Opinion in the Independent Auditor’s Report.

Table 3
Types of modification of the auditor’s report in connection with
violations related to environmental factors (developed by the author)

Violations associated with environmental factors

Significant violations of environmental legislation by
the audited entity (while current information on
environmental audit objects is accurately recorded in
the statements).

Limiting the scope of the auditor’s work regarding the
information on environment pollution by the audited

Modification of the auditor’s report

The auditor’s opinion on the reliability of the
statements is unconditionally positive. However, the
audit report is necessarily modified by including a
section that draws attention to the situation in the field
of environmental protection formed by the audited
entity and disclosed in the notes to the financial
statements.

Modification of the auditor’s report consists in
expressing an opinion that is not unconditionally



entity positive. The auditor makes a decision either to give a
qualified auditor’s report or refuses to express an
opinion.

Disagreements with the management of the audited Modification of the auditor’s report consists in

entity regarding the accurate disclosure of information expressing an opinion that is not unconditionally

on environmental audit objects in financial statements. | positive. The auditor makes a decision either to give a
qualified auditor’s report or refuses to express an
opinion or expresses a negative opinion.

4. Discussion

Answering the pressing question about whether financial auditors can contribute to the field of
environmental audits, whether they can assess the environmental consequences for a business
(Dixon, 2004), we believe that the proposed methodology makes it possible to determine the
accuracy of the reported information on future events caused by non-compliance with
environmental laws, which helps solve some environmental problems.

The methodological aspects concerning particular environmental audit objects have been
considered by researchers in the field of environmental audit and environmental management.
However, the theory and practice of general audit did not have a comprehensive methodology for
verifying the impact of environmental aspects on the indicators of financial reporting. The lack of
methodological support for the audit that would analyze the environmental aspects leads to higher
labor costs of auditors when inspecting organizations polluting the environment, increases the risk
of undetected threats of termination due to environmental risks, and reduces the quality of
inspections. Existing studies suggest that audit procedures should vary depending on the business
risks characteristic to the entity, in particular when this risk is associated with environmental
factors (Paino, 2014). For instance, this article provides an answer to the question about the
modification of audit procedures in this case. The methodological approach to the audit of financial
statements disclosed in the article focuses on environmental and economic interconnections of
economic life, unlike the existing ones, and it can be used as part of a general audit, not an
environmental audit. The proposed method is aimed at identifying the risks of misstatements
arising due to environmental aspects of the entity’s operations.

It should be noted that the accounting tools used in the study are of methodological and practical
importance for creating integrated reporting that focuses on recording the future value of the
company.

The research results have the following limitations:

* Environmental risks assessed by the auditor are determined by the legislation of the country of the
audited enterprise; therefore, the universality of the methodology at the international level is subject
to discussion;

* The practical application of the methodology helped reveal its specific features for various fields of
activity that require a more detailed study;

+« The methodology enables to identify such future environmental events as estimated and contingent
liabilities, risks of suspension or termination of activity, whereas positive future events, contingent
assets, and the potential of the company are not emphasized.

Speaking about the reporting audit, one should consider the quality of the reporting process itself.

There has been no sufficient theoretical research on the problems of including non-financial

information in general, and information on environmental aspects in particular in public reporting,

while the practical implementation of these issues is even more complicated. Since it is important
to reflect information on environmental protection measures both from the position of society and
the development strategy of the enterprise and rely on the concept of integrated thinking, one
should develop a procedure that would include the identified indicators reflecting the
environmental component of activities into public reporting. This poses several problems: to
identify a fact, to evaluate a fact, and to determine its place in the reporting.

At present, reporting is developing towards representation of the activities of the enterprise in
perspective. For accurate and reliable forecasts, one should identify general possible categories for
the accounting of future events. There is a need for further study of the conceptual framework and
a classification of possible future events (not just environmental ones). The types of such events
can vary greatly across industries. Evaluation of future events is a serious scientific and practical
problem in accounting, especially when it comes to non-financial information or contingent events.



5. Conclusion

Due to the impact of environmental aspects on financial reporting indicators, there is a need for
the audit of information on the environmental component of the company’s activities. To solve this
problem, we substantiated the approach to reviewing financial statements with consideration of
environmental aspects in the framework of the general audit. The article presents a methodology
for auditing financial statements with a focus on environmental and economic relationships in
business activity, which makes it possible to assess the reliability of reporting information on
future events caused by non-compliance with environmental laws. The methodology is disclosed in
the following sections: Environmental Audit Objects, the Sequence of Audit Procedures, Audit
Planning Procedures, Audit Substantive Procedures, and the Analysis of the Impact of Identified
Misstatements in Financial Reporting.

According to the hypothesis of the study, the methodology for auditing financial statements with a
focus on environmental and economic relationships in business activity was to provide a
comprehensive review of the reporting of information about future environmental events in
financial statements, which enabled to assess the reliability of financial statements and the
business continuity of the audited organization.

The arguments in support of the hypothesis were as follows.

1. The methodology proposed in the article includes verification methods adapted for auditing
organizations that pollute the environment (acquaintance with the business of the audited entity
regarding the characteristics of its negative impact on the environment, studying and evaluating
the system of internal environmental control, determining qualitative characteristics of materiality,
and procedures for inspecting environmental audit objects). These techniques were systemized
and included into the traditional procedure of financial statements audit, which makes it simple
and easy to use by auditors performing a general audit of financial statements.

2. The concepts of environmental audit objects introduced in this study are reflected in standard
reporting decisions in accordance with International Financial Reporting Standards; therefore, the
developed audit procedures contribute to assessing the reliability of financial statements produced
in accordance with generally accepted forms. Environmental audit objects are components of
larger audit objects: environmental capital assets are part of all capital assets of the audited
entity, environmental costs are part of all expenses, environmental payments are part of all
budget settlements, and contingent environmental facts of business activity are part of contingent
facts of business activity. The methodology defines specific assessment procedures that are
carried out in addition to the general audit procedures conducted at an enterprise polluting the
environment.

3. The introduced concept of CEFBA and its audit procedures enable one to identify and assess
future valuation obligations, business continuity risks, company risks associated with
environmental factors, and future environmental events. The consequences of activities related to
environmental pollution have a strong uncertainty factor as it is difficult to determine the
perpetrators and the extent of future harm, and due to the instability of legislation. The
information obtained on the basis of the proposed CEFBA audit procedures is audit evidence that is
necessary for observing the principle of business continuity, as well as for assessing the reliability
of the volume of reserves for environmental obligations.
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