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Abstract

The goal of this research is to look at how a company's consolidated financial statements are prepared and
analyzed, as well as the current state of the accounting and auditing organization and how it might be optimized
or improved. An in-depth examination of the definition of consolidated financial statements and their significance
in reflecting a company's overall financial position and operating results reveals the various interests involved in
the consolidation process, as well as the impact of these relationships on audit quality. The current empirical in-
vestigation into the structure of accounting audit institutions examines the existing workflow of audit institutions
and its limitations, as well as key factors influencing audit quality, such as personnel quality, technical means, and
internal control management. As a result, recommendations are given to systematically optimize the accounting
and auditing organization, including rational structural adjustments to improve audit independence, openness, and
efficiency. A range of particular measures to increase auditing quality are advocated, including the use of data
analytics (DA) technology and artificial intelligence (Al) in the auditing process. According to the report, in a
changing market context, it is critical to continuously adapt and optimize audit organizational structures to meet
the complex and diversified problems provided by corporate consolidation while also promoting the audit profes-
sion’s continued growth.
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Introduction

(i) Background and significance of the study

Mergers and acquisitions (M&A) are a popular
business strategy in today's quickly evolving market
economyl. With the acceleration of globalization and
increased industry competition, many businesses em-
ploy Consolidated Financial Statements Analysis
(CFSA) to optimize resource allocation, improve mar-
ket competitiveness, and realize economies of scale2.
Auditing plays a vital part in this process, not only be-
cause it provides financial transparency, but also be-
cause it has a far-reaching impact on the corporate gov-
ernance structure following the merger. As a result, the
study of consolidated financial statement analysis and
its impact on accounting and auditing organizations' ef-
ficiency is both theoretically and practically relevant.

(ii) Purpose and content of the study

Corporate mergers are becoming increasingly
widespread in today's international economy, high-
lighting the relationship between consolidated financial
statement analysis and audit organization. As a result,
the purpose of this study is to investigate the impact of
consolidated financial statements on the accounting and
auditing organization and how it can be improved, as
well as to develop an analytical framework based on the
SMART (Specific, Measurable, Achievable, Relevant,
Time-bound) goal-setting framework3.

This study first clarifies the specific research ob-
jectives, i.e., to reveal the challenges and opportunities
faced by consolidated financial statements in the audit-
ing process through exhaustive data analysis, and to

provide theoretical and practical guidance for account-
ing and auditing organizations in the consolidated busi-
ness environment. Quantitatively, we will ensure the
measurability of the research results and strengthen the
interpretation of the results through data collection and
statistical analysis methods, such as Quantitative Anal-
ysis (QA) and Regression Analysis (RA)4.

Concept and significance of consolidated financial
statements

(i) Definition of consolidated financial state-
ments

Consolidated Financial Statements (CFS) are uni-
formly formatted statements that disclose the financial
situation and operating results of a holding company
(Parent Company) and its subsidiaries (Subsidiaries)
over a specific period5. The primary purpose of this
statement is to present a complete and integrated finan-
cial viewpoint that reflects the total economic status of
the enterprise group rather than just the financial posi-
tion of a single firm. The key distinction between con-
solidated financial statements and ordinary financial
statements (Standalone Financial Statements) is that the
latter only reflect the financial information of a single
enterprise and provide no insight into the interactions
of the businesses within the group or their contribution
to overall performance6.

The value of consolidated financial statements
should not be underestimated. Its importance in ac-
counting theory can be attributed to the Accrual Basis
Principle?. This principle demands businesses to record
revenues and expenses as they occur for the consoli-
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dated financial statements to accurately reflect the com-
pany's financial condition and results of operations.
Consolidated financial statements allow stakeholders,
including investors, creditors, and regulators, to meet
their information requirements while making invest-
ment decisions. These people are keen to learn the truth
about the company's operations and potential prosper-
ity. As a result, consolidated financial statements allow
decision-makers to examine the overall financial status
of the organization and so impact investment decisions.

(if) Functions and roles of the consolidated fi-
nancial statements

Consolidated financial statements are the overall
financial statements prepared by the parent firm and its
subsidiaries over a specific period. Its primary goal is
to give external stakeholders with an overview of the
enterprise group's financial status and operating out-
comes, allowing investors, creditors, and other stake-
holders to conduct in-depth research and decisions. The
primary function of consolidated financial statements is
shown in the following features.

1. Giving comprehensive information: integrating
the financial data of the main firm and all of its subsid-
iaries to provide users with a more comprehensive and
accurate picture of the enterprise group's financial sta-
tus. After consolidating their statements, stakeholders
will be able to assess the group's assets, liabilities, and
owners' equity.

2. Supporting decision-making analysis: Consoli-
dated financial statements offer management a compre-
hensive view of operations, allowing them to better as-
sess various subsidiaries and their impact on the parent
firm when making choices.

3. Enhanced transparency: By consolidating finan-
cial accounts, firms can increase data transparency and
boost public and investor trust in the company.

4. Resource allocation optimization: Consolidated
financial statements can reflect the status of enterprise
resource allocation, allowing businesses to manage re-
sources more effectively and increase overall effi-
ciency.

One of the most common mathematical formulas
used in analyzing consolidated annual financial state-
ments is the consolidated capital turnover ratio, which
can be calculated using consolidated sales revenues and
consolidated total assets and reflects the efficiency of a
company's capital use over time. The formula is ex-
pressed as follows.

Consolidated sales revenue

capital turnover ratio= -
P Consolidated total assets

This formula calculation enables businesses to
delve deeper into the function of the consolidated finan-
cial statements as well as their resource use.

Analysis of the current status of the accounting
and auditing organization

(i) Composition of the organizational structure

In today's complicated financial world, the
makeup of the accounting and auditing organization is
not only a critical factor influencing audit quality, but
it also has implications for business performance opti-
mization. The organizational structure's hierarchy is
good, ensuring that diverse functions are successfully
coordinated and resources are sensibly distributed,
hence increasing audit efficiency.

The primary components of an accounting and au-
diting organization typically include three levels: top
management, middle management, and executive level.
Top management is responsible for developing audit
strategy and policy, as well as providing advice and di-
rection to the audit process via the Audit Standards and
Risk Assessment frameworks8. Middle management is
responsible for implementing the audit plan, mobilizing
and deploying audit staff resources, and ensuring that
the audit activity achieves its objectives. This level is in
charge of conducting preliminary analyses of audit re-
sults to assist senior decision-making. The executive
level is the team that oversees the audit process and
completes it using specialized methods such as field-
work, data collection, and analysis.

(ii) Workflow of existing audit bodies

Table 1
Analysis of the current status of the organization for the audit of the consolidated financial statements

Organizational Audit process Audit quality Factor
structure
Vertical clear-cut _hlera_rchy Professional qualities and Identify financial risks

Clear delineation of X
management P experience Judgement

responsibilities

Fast feedback Adaptable
Flat management Audit flexibility Innovativeness gi(ironooklogy Application

Risk assessment

Data collection

Data integration

Real-time data acquisition
Enhancing audit
comprehensiveness

Financial Technology Applications

Big data analytics

In today's changing business climate, the value of
consolidated financial statements (CFS), which show
an organization's entire economic status and financial
health, has grown9. However, the real reflection of con-
solidated financial statements is determined not only by
the quality of the statements themselves but also by the

efficacy of the Audit Organizational Structure
(AOS)10. In this article, we will examine the current
condition of AOS and its impact on the overall audit
quality of consolidated financial statements.

In the field of accounting and auditing in China, it
is frequently seen that there are vertical management
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and flat management of auditing organizations. The
former is easy to build a clear hierarchical audit pro-
cess, which is conducive to a clear division of respon-
sibilities, but also allows the effective allocation of au-
dit resources. The latter, like the "Big Four," can en-
hance the speed of information feedback, and promote
the flexibility of audit work, and adaptation.

Audit organizations' existing processes are com-
plex, with tasks such as risk assessment, information
collecting, and on-site auditing. Effective practices can
increase efficiency and dependability. When dealing
with consolidated financial accounts, it is vital to obtain
a thorough grasp of the subsidiaries' operational condi-
tions as well as analyze the credibility of internal con-
trols and financial data. However, the absence of inte-
gration of information systems in some audit firms
makes it difficult for auditors to access data in real-
time, compromising the comprehensiveness and accu-
racy of audits.

When assessing the aspects that influence audit
quality, the audit team's professionalism and experi-
ence should not be overlooked. Experienced auditors in
the business can better recognize potential financial
hazards and misrepresentations and then make proper
decisions. Flexibility and innovation in audit thinking
are also essential for enhancing audit performance. The
use of big data analytics and cloud computing technol-
ogy in auditing has become increasingly frequent in re-
cent years, as FinTech has grown in popularity. As a
result, auditing organizations must continue to use cut-

operating income (1)

operating income (2)

Fluctuations in consolidated Fluctuations in consolidated Fluctuations in consolidated

operating income (3)

Regulatory policy implications

Auditor

ting-edge technology to ensure more efficient and reli-
able data processing. One example is the use of tech-
nology such as data mining to perform more accurate
trend analysis and risk prediction on historical financial
data.

In this paper, we will conduct a thorough study
and discussion of the current condition of the organiza-
tion of consolidated financial statement audits. It is crit-
ical to clarify the relationship between organizational
structure and workflow, as well as to focus on improv-
ing team quality and foresight in technology applica-
tion, as these are critical to improving the efficiency
and quality of the auditing institution's work. Simulta-
neously, for current challenges and bottlenecks, make
specific proposals for improvement to assist the ongo-
ing development of China's audit sector by providing
theoretical support and practical guidance.

(iii) Factors affecting audit quality

When studying audit quality, it is vital to delve
deeply into the fundamental aspects influencing its
quality across a variety of dimensions. These elements
include not only regulatory policies, auditors' profes-
sional ability, and the degree of standardization of the
audit process, but also the interconnections between the
process of creating company consolidated financial
statements and the general business environment. In the
following sections, we will thoroughly examine the el-
ements influencing audit quality and their interrelation-
ships, drawing on data from our own research and busi-
ness scenarios.

Audit process standards

Figure 1.Correlation analysis between regulatory policy and audit quality
Note:Take the listed companies of Shanghai and Shenzhen A shares from 2018 to 2023 as samples

First,the impact of regulatory rules on audit qual-
ity is significant. The legislative framework and stand-
ards set by regulators have a direct impact on the trans-
parency and authenticity of a company's consolidated

financial statements. By analyzing the data, we discov-
ered that the various fluctuations in the recent year-on-
year growth rate of consolidated operating income,
such as the difference between 37.44% and 6.3%, more
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or less reflect the different coping strategies of compa-
nies in the process of consolidated auditing in response
to market changes and regulatory policy adjustments.
Such variances may reflect disparities in the auditing

organization's ability to adjust in the face of changing
rules, as well as potential regulatory compliance issues
during audit execution.

nn,o
ety factey,
s

Figure 2.Impact of auditors' professional competence on audit quality
Note:Take the listed companies of Shanghai and Shenzhen A shares from 2018 to 2023as samples

Second, the professional competence of auditors is
an important aspect of establishing audit quality. Audi-
tors must have strong accounting expertise, a compre-
hension of laws and regulations, and great business in-
sight to succeed in today's ever-changing corporate en-
vironment. In our survey data, considerable swings in
the year-on-year growth rate of consolidated operating

income, such as outliers of -0.17% and 2.21%, may in-
dicate weaknesses in auditors' risk identification and
assessment processes. An audit team that can success-
fully predict and assess the causes of these changes, and
then make sensible decisions, would undoubtedly im-
prove the overall credibility and efficacy of the audit.

Relationship between the degree of standardization of the audit
process and audit results

100 5
80
60 60
40 37,44
20 2,4
6,3
0 0,17
Enterprise A Enterprise B Enterprise C Enterprise D Enterprise E

== Consolidated operating income increase rate over the previous year(%)

= |_evel of standardization of the audit process(%o)

Figure 3. Relationship between the degree of standardization of the audit process and audit results
Note:Take the listed companies of Shanghai and Shenzhen A shares from 2018 to 2023 as samples

Third, the degree of uniformity of the audit pro-
cess is a key component in determining audit quality.
Standard Operating Procedures (SOPs) for auditing
consolidated financial statements can reduce human er-
rors while improving data processing uniformity and
reliabilityll. Combined with our data, organizations
with a 41% CAGR in consolidated operating revenues

are more likely to standardize and automate their inter-
nal audit processes to assure data quality and con-
sistency. Other year-on-year consolidated operational
income growth rates, such as 6.6% or 22.4%, may rep-
resent the degree and efficacy of standardization used
in different firms' audit processes, hence affecting the
trustworthiness of audit reports.
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An enterprise's internal and external environments
can both have a substantial impact on audit quality. For
example, increased market rivalry and economic
swings may cause adjustments to an enterprise's finan-
cial strategy, which may be shown in the consolidated
financial statements as irregular variations in revenue
growth. By analyzing in-depth audit data from various
companies, we can discover that some enterprises have
experienced negative growth (e.g., -0.17%) in their
consolidated revenue growth during economic down-
turns or market volatility, and these changes are fre-
quently linked to external market shocks and the time-
liness and accuracy of internal decision-making.

The elements influencing audit quality are not re-
stricted to the traditional scope of auditing but must be
thoroughly examined in the context of the complex
business environment confronting firms' consolidated
financial statements. Through extensive data interpre-
tation, we discovered that regulatory policies, auditor
professional competency, audit process standardiza-
tion, and the company's general business environment
all interact to influence audit quality. This complete
perspective serves as a solid foundation for proposing
future improvement approaches and pointing the way
forward for optimizing the audit process and improving
audit quality.

IV. Improvements to optimize the organization
of the accounting and auditing organization

(i) Proposed organizational restructuring Numer-
ous reasons in today's accounting and auditing

companies contribute to low audit efficiency and
quality, which have a substantial impact on the credi-
bility of the company's consolidated financial state-
ments and decision support. As a result, it is critical to
make the necessary changes and improvements to the
current structure. In this case, the organizational change
model, particularly Cottle's eight-step method of
change, must be employed as a theoretical foundation
for transformation.

Recognizing the flaws in the current organiza-
tional structure is the first step toward optimization.
Many audit companies today have unclear duties, poor
information communication, and unreasonable re-
source allocation, making the audit process difficult to
perform efficiently and accurately. For example, when
confronted with complex cross-border merger audits,
certain small audit teams are unable to rely on full com-
petence, limiting the audit's scope and depth. To
achieve the best allocation and usage of audit resources,
it is recommended to implement a professional team
system in the organizational structure, such as separat-
ing the audit team into user sector, financial analysis,
and compliance audit teams12.

(ii) Specific measures to improve audit quality

In today's complex economic environment, the
quality of financial audits is a critical component of sus-
tainable development. In this regard, the optimization
of the accounting and auditing organization is critical,
and particular techniques to increase audit quality are
the key to achieving this objective. Implementing the
PDCA cycle (Plan-Do-Check-Act) management ap-
proach has the potential to significantly increase audit
quality.

In the "planning” phase, the business must create
a clear audit policy and methodology. This procedure
entails reviewing all aspects of audit standards and
business requirements. Based on this, businesses can
use the Risk-Based Audit Approach (RBA) to identify
essential business areas and potential risks13. This
strategy not only focuses on high-risk areas but also
guarantees that resources are distributed effectively,
improving the audit's professionalism and efficiency.

(iii) Improvement strategies incorporating techno-
logical tools

In today's business context, financial audits face
increasingly complex issues, prompting companies to
examine ways to optimize their accounting and audit-
ing teams through the use of developing technological
approaches. The rise of data analytics tools, artificial
intelligence (Al), and blockchain technology has aided
in the enhancement of audit effectiveness, making the
audit process more efficient and accurate.

Data Analytics Tools (DATS) can automate the
analysis of large volumes of financial data using pow-
erful algorithms and statistical models14. This tech-
nique helps identify potential financial concerns and
enables traditional audits to transition from sample au-
dits to comprehensive audits. Auditors, for example,
can use big data analytics to monitor financial activities
in real-time. Fraud can be discovered quickly by iden-
tifying patterns and abnormalities. The application of
such technologies increases audit efficiency, reliability,
and scientific decision-making.

Artificial intelligence (Al) is rapidly being applied
in the auditing profession14. Al technology may use
machine learning to examine previous audit data, gen-
erate audit reports automatically, and provide useful in-
sights. For example, Al using Natural Language Pro-
cessing (NLP) can examine complex contract wording
and transaction records to discover potential compli-
ance risks and legal difficulties. This new technique not
only significantly saves the time spent on human audits,
but it also improves the ability to discover hidden haz-
ards during audits and ensures overall audit quality.

V. Conclusion

In today's rapidly changing market economy, ana-
lyzing consolidated financial statements during the
company merger and acquisition process is crucial for
optimizing resource allocation and increasing competi-
tiveness. Auditing, as a critical component, ensures fi-
nancial transparency and influences corporate govern-
ance structure. Auditors must adapt to the changing au-
diting environment to improve quality and efficiency.
PEST analysis demonstrates how political, economic,
social, and technological elements interact to determine
consolidated statement analysis and auditing methods.
Consolidated statements are critical for satisfying the
information needs of stakeholders, and standards such
as IFRS must be followed to ensure data veracity. Audit
quality is influenced by auditors' professional compe-
tence, regulatory policy rigor, and audit process uni-
formity, making it vital to maximize audit structures
and team skills. Based on Cottle's eight-step change
process, this study recommends programs to increase
efficiency by identifying flaws, facilitating information
flow, and creating incentives. Modern technologies like
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data analytics, artificial intelligence, and blockchain
can improve audit efficiency and accuracy, data pro-
cessing, risk identification and monitoring, and reliabil-
ity. Improvement frameworks and targeted recommen-
dations are intended to continuously improve audit
quality. Consolidated statement analysis and audit ar-
chitecture enhancements assist businesses in succeed-
ing in complicated financial contexts, maintaining fi-
nancial openness and management discipline, and in-
fluencing company reputation, investor trust, and
stakeholder decision-making. This work addresses a
vacuum in the literature, offers theoretical support and
methodological direction for academic research and in-
dustry practice, and fosters long-term business devel-
opment.
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