EUROPEAN JOURNAL OF ECONOMICS AND MANAGEMENT e Volume 5 Issue 2 2019

ACCOUNTING AND AUDITING

Olha Pavelko, PhD in Economics
National University of Water and Environmental Engineering, Ukraine

TYPES OF THE PROFIT ACCORDING

TO THE LEGISLATION OF UKRAINE:
THEORETICAL AND METHODICAL APPROACHES
TO EXPLORATION AND CALCULATION

Maximization of the financial results is the main goal of all businesses. An analysis of the existing
approaches to the classification made it possible to clarify its main types, and also to justify the
classification marks. Different types of profit (loss) according to national accounting standard 17,
national accounting standard 22, national accounting standard 24 are singled out. An approach
to the determination of net profit is pointed out. The accounting aspect of the essence of the
financial result is highlighted. The methodics of calculating the income tax and, accordingly, the
net profit of enterprises in different years is investigated. The classification of financial results is
conducted. It was found that in different years, due to changes in legislation, the methodics of
calculating the income tax and, accordingly, the net profit of enterprises, differed.
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Introduction.

Increasing the size of financial results is the main task any economic activity as it enables
the expansion of volumes. It is the basis for further development, the measure of determining the solvency
of the enterprise, a source of investment, fulfillment of obligations to counteragents and the budget. The
size and dynamics of financial results make it possible to analyze the efficiency of the economic
interconnections that are formed in the process of reproduction, and also provide economic and social
development of business structures.

In order to properly reflect the construction companies’ reporting on the consequences of operations
relating to the formation and distribution of profit, it is advisable to investigate the problem of classification
of profit according to the legislation of Ukraine.

Analysis of recent research and publications.

The economic literature thoroughly analyzes the approaches of different scientific schools
to determine the classification of profit. The research of the classification of profit was made by such
scientists as L. Blank', M. Skrypnykz, V. Sopko, M. Benko’, A. Zagorodniy4, 0. Osadcha’, I. Polishchuk,
M. Kolesnikova® and others. Problematic aspects of classification of financial results of construction
enterprises are investigated in the monograph by Z.-M. Zadorozhny, manuals by A. Tugay, E. Shilova,
A. Goyko, N. Verkhorizovoy, D. L. Levchinsky, O. Gerasimova, O. Shcheglova, P. Rogozhina. However,

' Bnauk, U.A. (1998). Ynpaenenue npubvinvio. K. : Huka-Llentp, 544.

* Ckpumuuk M. (2003). AHasi3 MeToauki o6iKy (iHAHCOBHX pe3y/IbTaTiB B yMOBaX peopMyBaHHs 0OIIKY.
Yxpaincoka nayka: Munyne, cyuacue, matioymue, 6, 285-289.

? Conko B.B. (2007). CyTHicTb Ta knacuikaris piHAHCOBHX Pe3y/IbTaTiB AisMbHOCTI MiMPHEMCTB

B Oyxranrepcbkomy 00miKy. Exonomiunuil ananis, 1 (17), 315-317.

4 3aroponiit A.I'. (2007). ®inancoso-exonomiunuii crosuux. K.: 3anms, 1072.

> Ocamua 0.0. (2017). Vuidikawuis 06:1ikoBoro 3a6e3nedeHHs KOHTPOIO (popMyBaHHs (GiHAHCOBUX Pe3y/IbTaTiB
Cy0’€KTiB TOCTIOAAPIOBAHHSL: Qucepmayis Ha 3000ymmsi HAYK08O20 CIMYNEHs KAHOUOama eKoHoMiuHux Hayk. Kuis:
KHEY, 573.

8 Monimyx I.P. (2014). Knacudikaris npubyTKy Ha HAIPSAME HOro PO3MOLTY /s 1iiiei GyXraaTepchkoro 06iKy:
crpateriunuii acnekt. [Ipobremu meopii ma memoodonoeii 6yxeanmepcokoeo 001Ky, KoHmponto ma ananizy, 1(28),
238-252.
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the problematic issues of classification of the profit of construction enterprises require additional research,
taking into account the legislation of Ukraine

Target setting.

The purpose of the study is to conduct analytical research of profit calculation and determine the
possibility of the practical application of the profit classification, which exists according to the legislation
of Ukraine.

The statement of basic materials.

As Kimberly Amadeo' rightly says “profit is the revenue remaining after all costs are paid.
Companies use profit to calculate their tax obligation and the dividend they can pay to shareholders™.

We have analysed different identifications of the profit and came to the conclusion that the definition
of National accounting standard 1 «General requirements for financial statements» is most often found in
the works of domestic scientists, which is quite objective and logical. It should be noted that the profit of
individual scientists is interpreted solely from the point of view of political economy, in particular as an
additional value, part of the value of the additional product, its monetary expression, the derivative form of
the additional value is transformed (V. Andriychuk, K. Posalyaeva, V. Garbuzov, M. Danylyuk , I.
Ignatyuk, V. Shilo, M. Moldavanov, B. Havrylyshyn and others).

Supporting the need to determine the nature of profit in the relevant interpretations, we note that
since it is a reduction of the interests of distribution entities, this should necessarily be noted in the
identification of profit along with the conditions for its calculation. From our point of view, the profit is
definitely:

— the factor of development and the consequence of any production, the purpose of creation and
operation of the enterprise, the generator of the production process, a source of maintenance of internal
needs of the enterprise;

— the main indicator of effective activity of the enterprise;

— the financial result of the business entity, obtained in cooperation with contractors as a result of
the use of knowledge, skills and abilities of employees, if the received income exceeds the expenses
incurred.

Having received profit, every business entity seeks to use it most effectively, since the direction of
distribution of profit depends on the development of the enterprise in the future, its resistance to changes in
the external and internal environment, and so on.

We analyzed the financial statements of 64 construction enterprises of Ukraine in 2017, the main
activities of which are: construction of pipelines, construction of residential and non-residential buildings,
construction of roads and motorways, construction of buildings, other specialized construction works.
According to available data, 25 enterprises in 2017 worked at a loss, 37 — profitable, 2 — with a zero
indicator of activity. Their share in the population under study (64 units) is shown in Fig. 1.

Present provisions in terms of distinguishing the components of profit by different classification
marks complicate the provision of analytical accounting information for its effective distribution. In order
to properly reflect the effects of operations with distribution of profit for any enterprise, there is a need to
identify and categorize existing profit because depending on the type, the reporting is different. It is well
known that classification is a system of distribution of objects or concepts, groups, etc. by common
features, properties. In our opinion, the presence of different types of profit is related to the need to provide
information to different users. For example: the owner needs information about the total net profit to
determine the effectiveness of the operation and further expansion of the activity, the amount of profit from
individual activities; for tax authorities, the correctness of accrual is important and payment of the taxable
part of profit; for the shareholders themselves, the amount of net and distributed profit is important for
determining the amount of dividends to be paid.

From the point of National accounting standard 1 «General requirements for financial statements»
(fig. 2) there are such types of profit: gross: profit (loss); financial result from operating activities: profit,
loss; financial result before tax: profit, loss; profit (loss) from discontinued operations after tax; net
financial result: profit, loss; net profit (loss) per one ordinary share; adjusted net profit (loss) for one
ordinary share; accounting profit (loss); tax profit (loss).

! Amadeo, K. (2018) Profit, the catalyst for capitalism. The Balance <https://www.thebalance.com/what-is-profit-and-
how-does-it-work-3305878>. (2019, February, 04).
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& Unprofitable construction enterprises
Profitable construction companies
B With a zero financial result

Fig. 1. Share of unprofitable and profitable construction enterprises
(according to their financial statements, 2017, %)

Gross: profit (loss);

National accounting Financial result from operating activities: profit, loss;
standard 1 Financial result before tax: profit, loss;
«General requirements > Profit (loss) from discontinued operations after tax;

for financial Net financial result: profit, loss;
statements» Net profit (loss) per one ordinary share;

Adiusted net profit (loss) per one ordinarv share

National accounting
standard 17
«Income tax»

A 4

Accounting profit (loss); Tax profit (loss)

National accounting Profit (loss) from the influence of inflation
standard 22 > on monetary items;
«The Influence Adjusted net profit per one ordinary share
of Inflation»
National accounting Adjusted net profit (loss);
standard 24 «Earnings > Net profit (loss) per one ordinary share;
per share» Adjusted net profit per one ordinary share

Fig. 2. Types of profit (loss) according to national accounting standards

Instead, National accounting standard 17 «Income tax» operates with the notions of accounting
(calculated on the basis of accounting and reflected in the statement of financial results) and tax profit
(loss) (determined in accordance with the requirements of tax legislation). We consider such a distinction
to be inappropriate, since the profit tax is determined by the accounting rules, taking into account
tax differences.
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Therefore, in National accounting standard 17 «Income tax» it is necessary to make appropriate
changes, on which it is expedient to use exclusively the notion of accounting profit. The concept of tax
revenue during the period of 1991-2016 is shown in table 1.

with P (C) BO or M (C) FZ,
on the differences that arise.

Table 1
Calculation of the net profit in Ukraine
. Regulatory Tax object tax Tax Formul'a .
Period document on profit rate, for determining
% net profit
1991 — 1995 | Law of Ukraine | Gross income of the enterprise 35 | Financial result before tax -
"On Taxation (the amount of income from Gross income *0,35
of Income the sale of products (works,
of Enterprises services), other tangible assets
and and property, intangible assets
Organizations" | and income from non-operating
Ne 2146-XI1I, operations, reduced by
21.02.1992. the amount of costs
for these operations

1995 — Law of Ukraine | The correction of the amount 30 | Financial result before tax -

1997 "On Corporate | of balance profit, which Adjusted balance sheet

(1 semester) | Profit Tax" allowed avoiding double profit*0,3

Ne 334/94, taxation, was determined
28.12.1994

1997 Law of Ukraine | The reduction of the amount Financial result before tax -

(2 semester) — | "On Taxation of adjusted gross income (Gross income —gross

2003 of Profits for the reporting period losses — amortization) *0,3

2004 — 9f Enterprisps" to the amount of the taxpayer’s 25 | Financial result before tax -

2011 in the wording gross expenses and thq amount (Gross income —gross

(1 quarter) of 22.05.97p. of depreciation deductions losses — amortization)

Ne 283/97 £0.25

2011 Tax Code Profit with source of origin 23 | Financial result before tax -

(2 quarter) — | of Ukraine from Ukraine and abroad, (Income-Cost-other

2011 Ne 2755-VI, determined by reducing losses)*0,23

(4 quarter) 02.12.2010 the amount of income

2012 of the reporting period 21 | Financial result before tax -

to the cost of sold chefs,

. (Income-Cost-other losses)*
services rendered and 0.21
the amount of other expenses ’

2013 of the reporting period 19 | Financial result before tax -
(Income-Cost-other
losses)*0,19

2014 18 | Financial result before tax -
(Income-Cost-other
losses)*0,18

2017 Profit, determined by adjusting 18 | Financial result before tax -

(1 quarter) — the financial result before tax, (Financial result before

to this day determined in accordance tax — temporary

differences)*0,18
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In different years, due to changes in legislation, the method of calculating the profit tax and net profit
of enterprises, has been perfectly different.

At once, in three documents (National accounting standard 1 «General requirements for financial
statementsy, National accounting standard 22 «The Influence of inflation», National accounting standard 24
«Earnings per share») such type of profit as adjusted net profit for one ordinary share is singled out. This
concept is used exclusively in joint stock companies.

We have made a generalization of the classifications of financial results which are available in
studies of M. Skrypnykl, Z. Zadorozhnyz, L. Polischuk®, L. Leshchenko®, I.Blank’, L. Dyadechko6,
V. Sopko’, O. Osadcha®, I. Panchenko’ and we have pointed out that the classification features of the profit
must be following: sources of formation; type of accounting; degree of taxation; type of production; the
process of formation; assessment method; frequency of profit; activities; nature of expenses which are not
taken into account; composition of elements generating profit; character of profit taxation; the nature of the
inflationary "cleaning" of profit; period of profit generation; the nature of profit; the value of the final result
of the management.

Regarding the interpretation of the classification of financial results in management accounting,
in the studies of L. Napadovskaya'®, the concept of financial and managerial result is distinguished:
"... in financial accounting, the result as a whole on an enterprise is determined by comparing costs
(in terms of elements) with production output; in managerial — on products, and then on internal and
external segments". As O. Osadcha'' rightly states, the economic and accounting concepts of profit
definition differ: accounting focuses only on explicit costs (acquisition of raw materials, materials, etc.),
while implicit (alternative) costs are allocated in economic theory (implicit costs (fee for the use of those
resources owned by the company, for example, interest received on placement of funds on deposit, subject
to availability of a deposit agreement).

E. Hendrixen and M. Van Breda'? emphasize that "... it is difficult and inappropriate to calculate
the economic profit in accounting, but the task of accounting is to provide investors with information
to calculate this indicator". At present, the economic profit in the absence of a legally regulated mechanism
for calculating implicit costs is not calculated by economic entities, but the accounting profit is periodically
determined when preparing a statement of financial results (statement of comprehensive income).

The proposed classification separates those features that identify profit for accounting purposes
(in within the subsystems of financial, managerial accounting and tax calculations). Getting a certain
amount of profit it is very important for each company to have a definition of its main directions use, since

! Cxpunank, M. (2003). Ananis Metomuky 0671iKy GiHAHCOBHX Pe3yNbTATiB B yMOBAX ped)OpMyBaHHs OOIKY.
Yxpaincoka nayka: Munyne, cyuacne, matioymue, 6, 285-289.

* 3anoposkuuii, 3. B. (2006). Buympiwnvozocnodapcokuii obnix y 6yoienuymsi: monozpaghis. Tepromins: ExoHoMiuna
nyMmKa, 336.

? Momimyxk, 1. P. (2014). Knacudikaris npuGyTKy Ha HAPSMH HOTO PO3MOALTY AU LiTeil GyXraaTepchKoro o6IiKy:
crpareriynuii acnekt. [Ipobemu meopii ma memooonozii Gyxearmepcvko2o 001Ky, Konmponto ma ananizy, 1 (28),
238-252.

* Jlemesxo, JI. O. (2014). Anani3 NpUOYTKY MiANPUEMCTB, Horo BuaH Ta GYHKIII. Bichuk Xapriecbrkoeo
HAayloHaIbHO20 azpapHoz2o yHisepcumemy im. B. B. [loxyuaesa, 4, 236-240.

> brank, U. A. (1998). Ynpasnenue npubinvio. Kues: Huka-Llentp, 544.

¢ Maneuxo, JI. 1. (2007). Exonomika mypucmuunozo 6iznecy. Kuis: Llentp yu6oBoi miteparypu, 224.

7 Comko, B. B. (2007). CyrtHicTh Ta Kiacudikais (piHAHCOBUX Pe3yNbTATiB AisSIBHOCTI T ANPHEMCTB B
Oyxrantepcbkomy o0uniky. Exonomivnuil ananiz, 1 (17), 315-317.

¥ Ocaqua 0.0. (2017). YHidikaris 061ikoBOro 3a6e31eueHHs KOHTPOIIO (opMyBaHHs ()iHAHCOBHX pe3y/IbTaTiB
Cy0’€KTiB TOCTIOHAPIOBAHHS: Oucepmayis Ha 3000ymms HAYK08020 CMYNeHs KAHOuoama eKoHomiunux Hayxk. Kuis:
KHEY, 573.

? Manuenko, I.A. (2012). Knacubikartis npuGyTKy U1st 1ieit GyXranrepchkoro o0IiKy, aHaIi3y Ta KOHTPOIIO:
KPUTHUYHUIA aHai3 ICHYIOUNX TIIXOMIB. [Ipobnemu meopii ma memoodonocii b6yxearmepcopkozo 0biKy, KOHmMpouo ma
ananizy, 1 (22), 224-236.

' Hamanoseska, JI.B. (2000). Yapasnincokuii 06ik: monoepadis. Juinponerposesk: Hayka i ocsita.

" Ocanua, 0.0. (2017). Yuidikariis 06:1ikoBOro 3a6e3medeHHs KOHTPOIIIO GopMyBaHHs (GiHAHCOBHX pPe3y/IbTaTiB
Cy0’€KTiB TOCTIOAAPIOBAHHSL: Qucepmayis Ha 3000ymmsi HAYK08O20 CMYNEHs KAHOUOAma eKoHoMIiuHux Hayk. Kuis:
KHEY, 573.

"2 Xennpukcen, 3.C., Ban bpena, M.®. (1997). Teopus 6yxearmepckozo yuema. Mockpa: OMHAHCH ¥ CTATHCTHKA.
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it depends on these decisions, possibility to be sure of the ability economic entity to be resistant
to economic, political, social and other changes.

Conclusions. Lack of a unified approach to profit classification makes it impossible to precisely
define objects of accounting. An analysis of the existing approaches to the classification made it possible to
clarify its main types, and also to justify the classification marks such as: sources of formation; type
of accounting; degree of taxation; type of production; the process of formation; assessment method;
frequency of profit; activities; nature of expenses which are not taken into account; composition
of elements generating profit; character of profit taxation; the nature of the inflationary "cleaning" of profit;
period of profit generation; the nature of profit; the value of the final result of the management, what allows
to reflect in the accounting directions of distribution of profit, provided by the current legislation and
constituent documents.

Application of the proposed classification for the organization accounting and control of operations
for the formation of profit contributes to increasing the analyticality of accounting information about the
financial results of various activities. Types of profit (loss) according to national accounting standards are
selected. It was found that in different years, due to changes in legislation, the methodology for calculating
the income tax and, accordingly, calculating the net profit of enterprises, differed. The methodics
of calculating of accounting and economic profit is investigated.
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