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Analysis of the information content
of the notes on the accounts through
the examples of enterprises carrying

out different activities

Every business entity must provide a realistic image of its wealth, financial and income
status within the annual accounts. The Accounting Act provides the background for
this unified information provision system. In the case of 15 companies, the authors of
present article examined and analysed the parts of the Accounting Act — amended as
of January 1%, 2016 — regarding the information content of the notes on the accounts.
The enterprises — providing simplified and normal annual accounts — involved in the
analysis were selected by means of expert sampling, from the food retail, service and
processing industries.

INTRODUCTION

The primary objective of the establishment and operation of business organisations is
to maximize the wealth of owners, which can be achieved by increasing performance,
creating value, increasing revenues and reducing costs and expenditures, the main re-
quirement of which is knowledge. Accounting approached from one side is an internal
information system, while observing it from another perspective its main task is to pro-
vide information towards external environment in accordance with the legal require-
ments. The Accounting Act defines bookkeeping and reporting obligations of entities
to which it applies, the principles to be obligatory enforced during bookkeeping and
the assembly of annual accounts, the rules that are built upon these principles, and
obligations regarding publication, disclosure and auditing. These ensure that market
participants are provided with reliable information that reflects a realistic image about
the wealth situation, assets and liabilities and their changes, financial and profitability
situation, and plans of the company. (Bocskei, 2014; Musinszki, 2016)

The main purpose of this study was to examine whether a crucial part of the pub-
lished annual accounts, namely the notes on the accounts properly includes the data
and information stipulated by the Accounting Act and which are required by the rel-
evant external or internal actors, stakeholders.
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ACCOUNTING SYSTEM

Accounting can be defined in numerous ways; however, the most widespread definition
is the following: “Accounting is an objective information system that monitors, measures, and
systematically records economic transactions” (Kozma, 2001). The primary task of aCC(;unt-
ing is to continuously keep track of the changes in the financial and income situation
of busin.esses during the given financial year and to monitor, measure and record the
economic processes taking place at the business entities by means of a specific toolset.
(T6thné, 2012). Additionally, accounting can be interpreted as an information system
based on a specific methodology, which is also a tool of information and an activity
requiring special knowledge (Sztand, 2013).

CHANGES IN THE ACCOUNTING ACT

Besides the numerical data of balance sheet and profit and loss account which are
published as part of the annual accounts, the data required for the evaluation and com-
parison of enterprises based on annual reports as well as for investments are provided
by the notes on the accounts which include textual information as well. The Account-
ing Act defines the compulsory data content of the notes on the accounts; however,
this cannot be uniformly indicated therefore many companies do not provide properl}:
detailed information to market participants. The reason for the actuality of the topic
is that due to the amendment of the Accounting Act on January 1%, 2016, sections re-
garding the obligatory content of the notes on the accounts have also been modified.

The following major changes occurred as of the 1* January 2016:

* Limiting value concerning the provision of the simplified annual accounts and the
consolidated annual accounts

* Decision concerning dividends and payment of dividends

* Accounting management of goodwill

* Changes in the form of balance sheet and profit and loss account, extraordinary
profit or loss, termination of balance sheet earnings, definition of non-independ-
ent parties

* Changes to the notes on the accounts

* Modification of the auditor’s report (Homor, 2016)

PuRrPoSE aND STRUCTURE OF THE NOTES ON THE ACCOUNTS

ifze;/r?r(l)il;hz[cljalance slheet and the profit and loss acmur'lt, the notes on the accounts
o0 gtherz’i, Hslu?;f)i ecllnentzuyi e%planatnry and evaluatlye component of the annual
e mmr;ination Op} 1the annula altcounts and the consolidated annual accounts. For
irr—— e annua acL.m.mts, :vell;assemb.lcd notes on the accounts are es-
ill(“spema])]g t(?;l ;"‘quu.ls (B.t‘)n.sket et al 2015a). Thus, the rlt)tf:s on the accounts is an
R mnt,:' ‘Ul. u)m‘pllm.g a reliable zmc.l true overall picture of an enterprise,

ains numerous textual explanations in addition to numerical data. Part
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of the information contained in the notes on the accounts is based on legal regulations,
while the other part depends on the specific nature of the enterprise. It is important
that it includes relevant information for owners, investors and creditors to provide g
reliable and realistic image of the wealth, financial and profitability situation of the
company (Roth et al. , 2008).

The detail of the information contained in the notes on the accounts of different
annual accounts is not the same (Fenyves et al., 2015). While the notes on the an-
nual accounts is detailed, as its compulsory content is stipulated by the Accounting
Act and it also includes the cash-flow report, notes on the simplified annual ac-
counts is less detailed, more vague and its source of information is limited (Kardos,
2009).

The change of the Accounting Act in 2016 also increased the role of the notes on the
accounts; therefore, business entities are required to provide information that is more
detailed. General supplements to the notes on the accounts prepared for the financial
year of 2016 shall include the following:

— Amount and nature of revenue, costs and expenditures of exceptional size or oc-
currence as defined in the accounting policy.

— Average statistical number of staff, wage costs, other staff-related expenses and
wage contributions of staff employed only during the financial year in question,
broken down to groups.

— Data and explanations related to the balance sheet and profit and loss account in
the order in which the items appear within the balance sheet and profit and loss
account.

— Items related to capital operations, transformation, mergers, and divisions, re-
gardless of the ceiling. (Sallai, 2016)

General content elements are listed in the Accounting Act from Sections 88 to 90,
which are among others — the following items:

— In addition to the textual explanations necessary for the presentation of a reliable
and realistic picture, information required for specific activities, as required by
other legislation.

— Assessment of the wealth, financial and profitability situation of the company.

— Key elements of accounting policy, their changes and the impact of these changes
on financial results.

— The system of rules applied to compile the annual accounts.

- Applied appraisal procedures and information related to the accounting process
of depreciation.

— The impact of significant errors detected during the audit in an annual break-
down.

— Indication to statutory audit, auditing fee, other fees.

— Details of the person responsible for managing the bookkeeping service.

— Company scat and internet address of the entrepreneur.

Value of subordinated assets broken down by legal title.
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— In the case of a profit and loss account classified of expenses by function, thg
details of the value of capitalised own performance, expenses broken down by na
ture, with sufficient detail and value data recorded in the closed system of double
entry bookkeeping.

— Off-balance-sheet items detailed by the amount of contingencies and commit
ments, as well as the details of futures, options and swap transactions, which are
presented in Table 3. (Jogtar, 2017)

New requirements related to the specific part of the notes on the accounts related tg
the profit and loss account are the following:

— Recommendation for the use of after-tax profits, regardless of what is approved by
the shareholders at a general/member meeting that accepts the annual accounts}

— Amounts that are modifying items for the calculation of corporate income tax dug
to valuation and if it is temporary, its future effect.

— The significant, quantified effect of significant amount of other income and ex
penses as well as income and expense of financial transactions on corporate in
come tax.

— Significant items of the costs of purchased services by title. (Orban, 2016)

— Amounts accounted against affiliated entities, parent company and subsidiarie
from the items of net sales revenue, other income and deferred income includeq
by other income and income of financial transactions. (Sallai, 2016)

MATERIAL AND METHOD

In the scope of the research, 15 enterprises have been selected, which carried out
information technology services, food retail and food processing activities (5-5-5
Residences of the selected companies are located in the North Great Plain Region
Amongst the examined companies, 7 prepare annual accounts while 8 of them pre
pare simplified annual accounts. Their annual accounts for 2016 were accessed via thy
Electronic Accounts Portal. We attempted to find answers to the questions set as an ain
of present study by means of the processing and analysis of these accounts. Namely
whether the notes on the accounts properly fulfils its task due to which it is being
published, whether it includes every information which reflects a reliable and realisti
image of the company, and whether the information requirements of external partie
are adequately met.

RESULTS

As already mentioned previously, enterprises have been we divided into two larg
groups. One of them includes the companies publishing simplified annual accounts
while the other includes enterprises, which prepare annual accounts. Table I contain
the main figures of the eight economic entities preparing simplified annual accounts
including the data of net sales revenue, after-tax profit and balance sheet total
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Table 1: Main data of enterprises preparing simplified annual accounts

Company name Net sales revenue After-tax profit Balance st
(thousand HUF) (thousand HUF) (thoisaflzieglﬁ"?l
TUX Ltd. 296,267 3,687 144,666
OZEKI Ltd. 132,497 51,754 127’823
WEB-SERVER Ltd. 83,967 7,632 8 ’
M‘iuk Led. 58,614 ,274 ?’069
GLOBAL SOFTWARE Ltd. 31,925 T
(GLOBAL . 6,621 36,917
LANSOIT Ltd. 7,200 19,179 77,4
_Szatmadr Suts” Led. 1,417 595 acs
LUS-TEAM Lid. 120 48 12;;0
579

Source: Own editing based on the annual accounts

B f(.)r [T scope O.f activity, four of these companies carry out information technolo
services, while retail and processing industry activities are carried out by 2-2 Compf?;}j

nies.
Table 2: Main data of enterprises preparing annual accounts
Company name Net sales revenue After-tax profit | Balance sh
(thousand HUF) (thousand HUF) (thomf:afldeglfl(;“[)al
IT Services Hungary Ltd. 55,088,647
f ,088, 2,163,588 21,764,07

MASTER GOOD Termel§ és Kisk- e
ereskedelmi Ltd. 45,968,038 1,057,538 25,077,185
Hajda Coop cPlc. 5,108 e

] ,108,067 129

AGRI-CORN Malomipari és . . 203,760
Gabonaforgalmazé Ltd. 2,485,473 70,731 6,429,736
ZlBsika Coop cPle. 820,313 1313 284,933
: .’a maz Coop cPlc. : 626,287 -1,490 307,208
ABO MIX takarmanyipari cPlc. 166,002 20,826 1 010,561

Sowrce: Oum editing based on the annual accounts

Tuble 2 shows i i
e atlil_e ng)st important items of companies preparing annual accounts. One
| the panies dealing with information technology service produces annual ac-

caunts, while in the i
i case of companies with ing i i iviti
o - p h processing industry and retail activities 3-3

~ Inthe cour '

e s[ipu];s.ete(z]f tEixre analy51§ of the notes on the accounts, we collected all the items

T n(interprlses by th'e Accounting Act in order for them to present a

o age. Our intention was to compare the lines of the notes on the
mpanies to legal requirements. The main emphasis was placed on

wesentation of i
il b l
ol tems not included by the notes on the accounts and deficiencies

g ems have arisen in t
SHASImplified annual ac

accounts,

he i
o ucafe of both. groups (companies preparing annual accounts
nts) regarding the inadequate detail of their notes on the
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DEFICIENCIES RELATED TO THE PUBLICATION OF GENERAL INFORMATION

The first major part of the notes on the accounts are general information and char-
acteristics about the given company. The following items can be highlighted for the
analysed 15 companies, where significant deficiencies have been detected:

1. The total amount of remuneration payable for the financial year to the executive
officers, members of the board of directors and the supervisory board, the amount
of advances and loans disbursed, the guarantees given on their behalf, and the
total pension liability for the former members accumulated by groups.

2. The key elements of accounting policy, their significant changes and their impact
on profits. Form of the annual accounts, balance sheet, profit and loss account,
and reporting period. Different employee evaluation procedures, depreciation,
impairment, value adjustments.

3. The name and address of authorised representative of the company.

4. Name and main details of the accountant / auditor.

Table 3: Deficiencies related to general information

Name Notes on the simplified annual accounts Notes on the annual accounts
Item 1 7 4
Item 2 3 0
Item 3 6 1
Item 4 4 1

Sowrce: Own editing

Tuble 3 shows the deficiencies of the items mentioned above in the scope of the ana-
lysed companies. It can be seen that the notes on the accounts, which was analysed as
part of the simplified annual accounts does not present much more elements in the
general section. The biggest problems in both groups are related to the first item; they
were completely out of compliance with the Accounting Act, while in the case of the
second item, the most important problems occurred in relation with the indication and
presentation of value adjustment of smaller companies.

DEFICIENCIES RELATED TO THE PUBLICATION OF OTHER DATA OF INFORMATIVE NATURE

Problems occurred in relation with other information and evaluations in the case of
the following items:

1. Analysis of the real wealth, financial and income situation.

2. Derivation of after-tax profit, presentation of modifying items.

3. Recommendation for the utilisation of after-tax profit.

4. Tangible assets related to environmental protection, hazardous waste, liabilities;

provisions.
5. Average statistical number of staff employed, wage costs and contributions per

group.




Dr. Mértha Bernadett Béresné - David S iité

INFORMATION

reneral information and char-
‘s can be highlighted for the
ave been detected:

financial year to the executive
m.lpervism*y board, the amount
given on their behall, and the
amulated by groups.
scant changes and their impact
sheet, profit and loss account,
ition procetlures. Llepreciation,

ve of the company.

.

I information

Notes on the iill[lli‘dl accournts

.d above in the scope of the ana
e accounts, which was analysed
sent much more elements in the
s are related to the first item; thej
iting Act, while in the case of the

in relation with the indication and

aes.

R DATA OF INFORMATIVE NATURE

jon and evaluations in the case d

ne situation.
nodifying items.

X pmﬁt.

-ection, hazardous waste, liabilitié

, wage COsts and ¢

ontributions [

Analysis of the informatio
Analysis of { on content of the notes on the accounts through the examples of enterpri
= £ ises carrying out...

1t is very import
Core o ;"Zss d};neatt)lt to analyse the wealth, financial and income situation, which
ich wa
e b T signiﬁzai‘ierlz company. However, the underlying content o’f the inZlvqs
5 changes in balance sheet and ex
and their reasons ol = profit and loss account i
B Tanon 57 (S)};(t)lif be hlﬁhllghted here with special emphasis Smallern(:toltemS
is at all, while companie i _— e
only partly. As p: o panies preparing annual account i
theyprj‘:)ﬁtyand l](?:_L UF T,Iu’-: ‘m}endm'?“[ of 2016, after-tax profit became the ["m? lc}f) e
e aid and- r-‘aea(..LnLén:i.- Fgerelore, there is no line for approved dividenil ’!“f-' o
) ceived dividends must be acc ; 1, share.
. accounted in tf 3 ‘oo
which are deducte ‘ n the year of the decision;
B o the meitfrc;rcrll' tbe after_—tax profit. As a result, we can only provide ilrfg ision;
W i fo}; e o 1V1den(.is in the notes on the accounts. In the analysed .
o gdg16 o Cmnr1v1r?g and using after-tax profit show a large number og deﬁS?mP.le,
‘ »mpanies preparing simplified : clencigh
. . § ed annual accounts a )
nd 4 e
prises with annual accounts do not comply with this obligation (7abl ';)) o of the enter-
e 4).

T . .
able 4: Deficiencies of other data of informative nature

Name Notes on the simpli
— Ph?f:led annual accounts Notes on the annual accounts
Item 2 5 1
Item 3 8
Item 4 i 3
[Item 5 4 L
3

Source: Own editing

In the case of the last item, a i
15¢ , approximately 50-50% of
e ; y o of both grou i
e f}:)r:l(:g:lic;n: :Iellatzd to the employed staff. It is important t%) noIt): f}?;? [;lll}é funi,l ‘glth
- andatory component of the notes on the annual a nd it has
n prepared by 2 of the 7 analysed companies ceounts and it has

Deric
ICIENCIES RELATED TO THE PUBLICATION OF THE BALANCE SHEET

According to the sti i i
. Si S a;‘ dSttlEleﬂatrl;)f?ts of dthe Accounting Act, the various items relating to the
A “}’)hiCh tin loss. account must be presented in notes on the ac-
W oeseaneatly wo f ey are included in the balance sheet and profit and loss
ol A p.‘“_ti}:;ula rst ?valua.ted.the publication requirements related to the

L r 1?;;155&15 sidle has' been introduced first.

o i hangl e assets, tan_glble assets, investment chart

N the planned depreciation of intangible assets and tangible as-

3. Asset ;
. s analysis of the e
s, accelerated depreciation of intangible assets and tangible

4 Asset e
£ S Ell]%lly%i‘? of val i Y
. ! 3l value adjustment by ti

5 Evaluatmn of stocks, ! -

6.1
- Developme i
pment of signifi
significant amount prepay
ment and accrued in
come as well as

dccruals 1
1als and deferred income.




o y

o

Ddra Kerezsi — Dr. Martha Bernadett Béresné — Dévid Suf‘r

Table 5: Deficiencies related to the assets side of the balance sheet

Name Notes on the simplified annual accounts Notes on the annual accounts
Item 1 6 0

Item 2 6 1

Item 3 4 3

Item 4 6 2

Item 5 4 4

Item 6 4 2

Sowrce: Own editing

Companies are obliged to publish numerous information related to intangible assets
and tangible assets, which are included by fixed assets. Such information are the intro-
duction of their assets analyses, planned depreciation and accelerated depreciation ag
well as value adjustment. Table 5 perfectly illustrates that similarly to general informa-
tion and informative data, in this case mostly companies preparing simplified annual}
accounts are the ones that do not meet the requirements of the Accounting Act. Exam-
ining current assets, we considered the stocks the most important to be highlighted,
Observing the balance sheet, stocks were included in 4-4 businesses for the 2016 finan-
cial year, but no relevant information about them were included in their notes on the
accounts. In addition, the last item in the table is accruals. Regarding them, it can be}
said that there were 4 enterprises in the case of smaller companies, and 2 amongst the
larger ones that had accruals in the given financial year but did not publish anything}
related to them.

Following the examination of the assets side, the next is other side of the balance
sheet, requirements related to liabilities:
1. Changes in the elements of equity during the financial year and the causes of§
these changes
2. Presentation of committed reserves broken down by title.
3. Establishment of provisions and its utilisation by title.
4. Liabilities secured with right of pledge or similar right of more than five years.

Table 6: Deficiencies related to the liabilities side of the balance sheet

Naine Notes on the simplified annual accounts Notes on the annual accounts
Ttem 1 5 6
Item 2 4 2
Item 3 8 0
Item 4 8 1

Source: Own editing

Examining the liabilities side ol the balance sheet (Table 6), it can be established tha
the ratio of deficiencies between the two groups has not changed. The change in term
of equity components is to be highlighted from amongst the items, since the leas
amount of information is published here in the case of both annual accounts types:
This is a considerable problem, since the proper size of equity is essential for a stabl¢

28
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situation of an enterprise; therefore, it is indispensable to present this as well. Observ-
ing the rest of the items, we found that the notes on the annual accounts alrr.105t full
complies with the Accounting Act, while given items are not mentioned at all in thz
case of the notes on the simplified annual accounts.

DEFICIENCIES RELATED TO THE PUBLICATION OF THE PROFIT AND LOSS ACCOUNT

Finally, the' la‘st part of the annual accounts is the profit and loss account and the re-
lated publishing obligations, explanations that are typical of the companies and are
stipulated by the Accounting Act:

1. Net revenue of sales in main activity breakdown, if the activities are significantl

different from each other. !

9. Revenue of export sales broken down by product/service export.

3. C.ost_of rese.arch and experimental development in the current financial year.

4. Significant items of purchased services.

Table 7: Deficiencies related to the liabilities side of the profit and loss account

Naine Notes on the simplified annual accounts Notes on the annual accounts

Item 1 8 2

Item 2 7

Item 3 6
8

| [tem 4
Source: Own editing

N O |Gt

There is quite a large difference regarding the publishing deficiencies of the profit and
lossi account of simplified annual accounts and annual accounts during the analysed
pe.rlod, as more than three-quarters of the businesses have not presented them corl}"/ect-
!y in their notes on the accounts in terms of each analysed item. All of this is illustrated
in Tc.zble 7. It is important to highlight the presentation of the last item — purchased
services — as one third of the involved companies deal with information technolo

service, where the highest proportion of costs and expenditures are supposed to ‘EZ
purchased services used. 4 of the 5 analysed companies prepare simplified annual ac-
counts, therefore none of them presented these items in their notes on the accounts.

CONCLUSIONS, SUGGESTIONS

::) C:élagf :;S(t;l;h;?eld regarﬁing the 15 analysed enterprises, that they have been able
January Egieh Tei'lss lt.o the amendments of the Accounting Act that took effect as
% imcgra] n,.t.;. k .E 11'nes of the balanc_e sheet and the profit and loss account which
o n]u: n]!,eo- 1f :1 (;‘mllual_aazounts 1ncll‘lde [hese. changes all over them, however
o t: 0 ‘ e_ 1ic16nc1es n te_rms ol lh.e p'mwsinns related to the notes on the
N am“;al . 'ue o1 : )(?th types ol companies in terms of their practice of prepar-
T (;;_:Jlll‘tth. I'lnweve.l'. lhc:. hal?&n:u:e in the case of the analysed companies

the ones preparing simplified annual accounts. One of the key ob-
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Jectives of the amendment was to expand the mandatory elements of the notes on the
accounts in order to increase its information content. This objective has so far not I)ue,w
fully achieved.

We have four suggestions regarding the analysed issues:

1) There is no unified template for the notes on the accounts; therefore, each enter.
prise prepares it with the help of the software that is generally utilised by them,
Consequently, every notes on the accounts is different in terms of content and
structure. This raises difficulties in terms of their comparability and transparency,
We suggest setting up a single, unified software for the preparation of the notes
on the accounts. It should specify the items requiring the disclosure of negative
information.

2) The companies should be urged by means of more frequent, comprehensive ay-
dits, to meet the criteria of the Accounting Act in terms of the preparation of their
notes on their accounts. Such inspections could even be carried out randomly by
the Hungarian Competition Authority. Larger companies are usually obliged tq
have audits; they work with an integrated corporate governance system, operate
a controlling unit or carry out controlling activities, which allows more possibility
for supervision, and a simpler and faster way of providing information towards
the internal stakeholders. This does not exist in the case of small businesses,
However, the notes on the accounts is intended to provide specific information,
which is not included in the balance sheet and profit and loss account towards the
external stakeholders. Currently there are only a few legal provisions for the de-
tailed elaboration of this and practice shows the same. As long as there is no legal
consequence for a particular company, which provides its notes on the accounts
improperly, we cannot expect it to improve, unless it has specific interest in it.

3) For this reason, it is important for us to promote a change of attitude among en-
terprises, namely that the detailed and realistic presentation of the notes of the
accounts is not just an additional burden to them, but its company-specific, suf-
ficiently detailed preparation is as essential tool for the fulfilment of the require-
ments of external stakeholders and investors. Therefore, although indirectly, if
also has an impact on the competitiveness of the given company.
Finally, we suggest that the term “significant amount” receives a more accurate.
legal definition and it would be of the utmost importance for servicing companies’
to specify the items of the costs of purchased services by title, irrespective of the
type of the annual accounts.

&
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