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ABSTRACT

The reporting and organizational settings of accounting activities are
changing due to the advent of new Insurtech technologies in our daily
life and the business environment. In particular, new technologies
provide new opportunities for the development and improvement of
the accounting organizational “Insurance” and
“Reinsurance” enterprises. This paper shows the results of a research
study whose main objectives have been to understand the way and
the extent of dependence and consideration the directors of internal
audit departments and the partners in external audit firms have of
each other on using block-chain as assurance tool; and the research is
focused on companies that have adopted IFRS 17. The work done is
interested in the role of new technologies on audit quality and in
whether this relationship is moderated by switching to IFRS 17 or not.
Equivalently, the paper is interested in determining whether
companies that move to IFRS 17 have better audit quality and whether
this report is moderated by the use of blockchain and DeFi technology.
This report presents new opportunities related to artificial intelligence
technologies for managing accounting documents,
accounting services, and risk management of Decentralized Finance
(DeFi).

structure in

providing

Le strutture di reporting e organizzative delle attivita contabili stanno
cambiando a causa dell'avvento delle nuove tecnologie Insurtech nella
nostra vita quotidiana e nell'ambiente aziendale. In particolare, le
nuove tecnologie offrono nuove opportunita per lo sviluppo e il
miglioramento della struttura organizzativa contabile nelle imprese di
"Assicurazione" e "Riassicurazione". Questo lavoro mostra i risultati
di uno studio di ricerca i cui obiettivi principali sono stati quelli di
comprendere il modo e I'entita della dipendenza e della considera-
zione che i direttori dei dipartimenti di internal audit e i partner delle
societa di revisione esterna hanno 1'uno dell'altro sull'utilizzo della
block-chain come strumento di assurance; e la ricerca € focalizzata
sulle aziende che hanno adottato 1'IFRS 17. Il lavoro svolto e
interessato al ruolo delle nuove tecnologie sulla qualita dell'audit e
alla possibilita che questa relazione sia moderata dal passaggio
all'TFRS 17 o meno. Allo stesso modo, la ricerca e interessata a
determinare se le aziende che passano all'IFRS 17 hanno una migliore
qualita di audit e se questo rapporto € moderato dall'uso della
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blockchain e della tecnologia DeFi. Questo report presenta nuove opportunita legate alle tecnologie di
intelligenza artificiale per la gestione dei documenti contabili, la fornitura di servizi contabili e la gestione
del rischio della Finanza Decentralizzata (DeFi).

Keywords: Accounting Organization, Audit Quality, Blockchain, DeFi, IFRS 17 Transition.

1 - Introduction

The utilisation of technology to improve efficiency and savings in underwriting, risk pooling
and claims management from the current insurance model has come to be known as
“InsurTech”, deriving inspiration from the more well established concept of “FinTech”. The
Insurtech sector, which is a very sensitive part of the economy, has become the most exposed
sector, using discretion in preparing and reporting accounting information to external users,
despite all regulatory measures and auditing processes (Ege & Stuber 2021).

Questions regarding the relevance (earnings management) and reliability (audit quality) of
accounting information continue to persist. Accounting information is considered to be more
relevant when it creates a difference in the decisions made by users and to be more reliable when
it is materially accurate and faithfully represents the phenomena that it claims to represent. The
relevance of accounting information has been recently boosted by the widespread adoption of
International Financial Reporting Standards (IFRS) (Al-Mousawi & Al-Thuneibat, 2011). One of
the most common criteria regarding IFRS is that this set of accounting standards is market
oriented (Tarca, 2012) and fosters fair value principles. Therefore, the adoption of IFRS can cause
a significant impact on the value relevance of accounting information. This is especially
important for “Insurance” and “Reinsurance” companies in which most of their assets and
liabilities are close to their fair value (Nissim, 2010).

The corporate governance system is made up of four pillars that interact with each other for
the efficiency and effectiveness of the company's activities, including management, an external
auditor, an Audit Committee and Internal Audit (IA) (Gramling et al., 2004; Cohen et al. 2008).
In this context, blockchain creates an environment where there is no need for any middlemen
to establish trust between people and facilitate transactions. Blockchain technology also
introduces the idea of smart contracts, which are computer protocols intended to digitally
facilitate, verify, or enforce the negotiation or performance of a contract (Wachter, Rude Jensen,
Ross 2021).

Audit is a key contributor to financial stability and in other to re-establish trust and market
confidence (Dittmeier, 2015). The auditor is entrusted by law with the responsibility of
conducting statutory audits and fulfilling an important role in offering an opinion on whether
the financial statements are true and fairly stated. Many studies have been conducted on audit
quality and earnings management because earnings manipulating has long been of interest to
analysts, legislators, researchers, and other investment professionals such as Aliyu et al. (2015)
in Nigeria.

DeFi is the acronym of Decentralized Finance: it represents the set of financial services,
which aim to reduce or eliminate intermediaries in a whole series of operations with the use of
decentralized computer networks (Gudgeon, Werner, Perez, and Knottenbelt, 2020). We can
easily see that DeFi is therefore the expression of all those traditional financial services in an
"open" market accessible to all and independent of a central authority. Therefore, simplifying
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DeFij, it allows you to trade cryptocurrencies on decentralized exchanges, provide or request
loans, use derivative instruments and then create tokens based on the performance of assets
(exploiting the blockchain system as previously seen) and to make instant payments in Bitcoin
without commissions (Perez, Werner, Xu and Livshits, 2020). An important role attributed to
this new matter is the "tokenization" of real assets, such as the Insurtech services that a company
can offer, but with more automation and traceability of the same (Wachter, Rude Jensen, and
Ross, 2021).

With the introduction of IFRS, DeFi has developed as a general term used to indicate
financial services performed on public block-chains, mainly on the Ethereum block-chain (Chen
& Bellavitis, 2020). DeFi builds on the fundamental digital currency concept of Bitcoin and
expands it further, creating a digital alternative to traditional stock market products, but
without the costs associated with them (think office towers, stock exchange halls and salaries of
bankers).

In this context, blockchain creates an environment where there is no need for any
middlemen to establish trust between people and facilitate transactions. This new technology
has the potential to change the world of finance as we know it, making it more transparent and
efficient. Blockchain can be used to store and access records of transactions, which eliminates
the need for a third-party intermediary. The DeFi system (Figure 1) has the potential to create
more open, free and fair financial markets, accessible to anyone with an internet connection
(Harvey, Ramachandran & Santoro, 2020).

[
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Fig. 1 - Institutional Settings of DeFi Financial Services (Source: Our Elaborations)

Previous studies have produced mixed results with respect to the impact of the adoption of
IFRS on fair value relevance and reliability of accounting information in Insurtech big data era.
This may be due to the environment and structure of the industry, market, and economy, which
includes the type of the industry, legal environment, advancement of the business, education,
or the development of the economy (Afifa, Alsufy, & Abdallah, 2020). Blockchain technology
has the potential to revolutionize auditing and accounting by removing unnecessary
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middlemen from transactions and making information more accessible for all to see (Liu, Wu,
& Xu, 2019).
Research Questions in this paper are:

RQu: There’s an equilibrium between earnings management and audit quality in
Insurtech accounting organizations?

RQ:2: How does IFRS 17 first adoption legitimize block-chain and Decentralized
Finance (DeFi) in Insurtech?

Based on the above questions, the main objective of the study is to determine the effect of
audit quality on earnings management for Insurtech information.

The full paper is structured as follows: literature review, research methodology, results,
discussion of results and conclusions.

2 — Literature Review

Over the past few years, there has been a boom in the development of Insurtech technologies.
The term Insurtech has been defined in the EU as "technology-oriented financial innovations
that can lead to new business models, applications, processes or products related to them,
material impact on financial markets and institutions, and the provision of entrepreneurship
financial services" (Cai, 2018).

Due to new technologies, accounting is also changing, as well as a new organizational
structure, namely, cloud accounting. Risk management is very important for modern
“Insurance” and “Reinsurance” companies. The use of block-chain technology in the field of
risk management can reduce risk generation to some extent and even eliminate it in some cases.
The duties and responsibilities attributed to the external audit have gradually increased and
required IA support to ensure efficiency, effectiveness and timeliness of the audit of block-chain
(Grant Thornton, 2011). With these emerging technologies, financial markets will become more
efficient and secure (Ahluwalia, Mahto & Guerrero, 2020).

During recent years, an intense debate has arisen relative to FVA (Fair Value Accounting)
approach and the trade-off between earnings management and audit quality of financial
statement information reported adopting through FVA audit assertions and block-chain criteria
(predictability, persistence, volatility, value relevance and conservativism) (Almarayeh,
Abdullatif & Aibar-Guzman, 2020).

For IASB and FASB the primary users of financial reports are actual and potential investors,
and fair value represents the main criterion to allow them to take decisions on investment policy
and asset allocation strategy (Barth & Taylor, 2010). FVA requires the use of market values for
financial statements preparation (Landsman, Maydewa & Thornmock, 2012); in this approach,
income statement showing “potential and not fully realized” income due to unrealized gains
and losses recognized in order to align the value of assets and liabilities at their market value
even if they are not subject to purchase or sale (Gaio, 2010).

Moreover, fair value seems to be able to increase transparency and comparability of financial
statements, in both time and space, and in this way, it achieves one of the main goals of
international accounting standards even if many factors are able to modify the real ability of
FVA approach in providing a higher quality accounting information considering the full range
of stakeholders (Tutino, 2016). An example in “Insurance” and “Reinsurance” industry is the
transition from IFRS 4 to IFRS 17 (Figure 2).
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Fig. 2 — Risk Appetite of IFRS 17 Transition (Source: Our Elaboration)

In this paper are explained benefits to use block-chain technology both internal and external
auditors in “Insurance” and “Reinsurance” enterprises, any difference expected and learning
activities.

In literature Valkanov (2019) treats the interaction between financial institutions and
compliance orientated technological innovations outlining three possible perspectives for future
development in auditing. According to Valkanov (2019), the application of block-chain-based
technologies, artificial intelligence, and big data is gaining more and more popularity in
different segments of finance, including the “Insurance” and “Reinsurance” regulatory related
areas. The literature pertaining to the value relevance of accounting information is relatively
extensive and has been approached from different angles across the block-chain (DeFond,
Zhang, 2014).

Instead Yermak (2017) shows how block-chain technology can be used in financial market
analysis, providing transparency, liquidity, and real-time placement. It presents a variety of
opportunities for outsourcing the audit of transactions with shares through the use of block-
chain technology. If we assume that the block-chain technology accurately and correctly
identifies the holder of shares, then the issuing company will be able to identify unfavourable
positions.

This study contributes to the literature in the following ways: first, it expands the previous
research by focusing on the “Insurance” and “Reinsurance” industry, which is more vulnerable
to the accounting evaluation Insurtech model; secondly, it examinees the relationships
occurring between the quality of accounting and the implementation of new technologies with
respect to the effect of the transaction to IFRS 17.

So the hypotheses of this paper are as follow:
Hi: We expect to find an increase in audit quality in the transition from IFRS 4 to
IFRS 17. The paper refers to “early adopters” who could apply IFRS 17 before 2023,
provided that they also applied IFRS 9 (Becker, DeFond, Jiambalvo, Subramanyam,
1998).

H2: We expect DeFi to enhance audit quality in companies that adopted IFRS 17
(Bonyuet, 2020).
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3 — Methodology

The study relied as a first step on the exploratory approach, and this approach is useful in case
of planning to explain the nature of the problem or phenomenon and helps in how to deal with
it, especially in case of uncertainty (Alnodel, 2018). The second step was to rely on the
descriptive (analytical) approach to explain the researched phenomenon, relying on all facts and
data, classifying them, and then processing the data modelling and analysing it to extract its
significance and arrive at conclusions or generalizations about the phenomenon or problem
(DeNichilo, 2022b).

Sampling, which has been extracted from EIOPA site, consists of 120 European listed
companies, operating in two different sectors (“Insurance” and “Reinsurance”), observed
during the 2018-2020 period (Graph 1 and 2) for “early adoption” of IFRS 17.

Graph 1 - Distribution of sample in European Areas (Source: Extracted from EIOPA site)
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Graph 2 - Composition of sample (Source: Extracted from EIOPA site)
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This number of companies is representative of European Public Interest Entities (PIE) in the
“Insurance” and “Reinsurance” sector (Table 1) (Kousenidis, Ladas, & Negakis, 2010).

4 — Result

IA provides a monitoring function to assess the effectiveness of control, risk management, and
governance of block-chain (Carcello et al., 2005). Efficient utilization of the Internal Auditor’s
work in DeFi, as implementation of block-chain, can help external auditors in reducing their
effort (Krishnamoorthy, 2002) improving timeliness. Studies have shown that external auditors
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effort’s is negatively correlated with the overall quality of the IA function, when block-chain is
implementing (Desai et al., 2011).

Table 1 — Sample of European “Insurance” and “Reinsurance” listed companies (Source:
Extracted from EIOPA site)

European Areas Companies Insurance Reinsurance
UK and islands 37% 73% 27%
Northern Europe 32% 74% 26%
Eastern Europe 18% 67% 33%
South Europe 14% 65% 35%
Total 100% 71% 29%

Thus, when the external auditor can rely on the Internal Auditor’s work, economic savings
will be achieved (Gramling et al., 2004; Prawitt et al., 2011) and audit fees will decrease (Felix et
al., 2001; Abbott et al., 2012, Mat Zain et al., 2015). This relationship can lead to further
advantages such as to reduce replication and redundancy of work performed in providing an
assessment of management assertions with regard to internal controls and financial statement
disclosures. The appropriate reliance by external audit on Internal Audit can also achieve
significant benefits such as block-chain planning and ensuring timely audits (McPhee, 2005;
Lambert et al., 2010). From the organizational and operational point of view, Glover et al., (2008)
and Desai et al., (2011) show that external auditors reliance on IA function is significantly
affected by how Internal Audit activities are organized (Figure 3). The extent of reliance is
greater when the structure and the role of the Internal Audit function are more formal
(Gudgeon, Werner, Perez and Knottenbelt, 2020). Specifically, the extent of reliance is positively
related with the extent of the scope of the internal auditors work, the size of the Internal Audit
function, measured by the number of personnel and Internal Audit hours worked, and the
amount of expenditure on Internal Audit (Al-Twaijry et al., 2004).

Ensure the

Buy eligible Choose a platform platform has Make Coﬁi?dl;?rr;c;vrv',(et
assets like ETH, and network enough space your deposit changes, get funds
uUsDT for deposit and !

borrowing in your wallet

L P - & =

Choose a DeFi Connect wallet,
platform . ais deposit chosen
Get collateral (e.g., Aave) Check availability Seantic Borrow the funds
crypto you need

Fig. 3 — Insurance Audit Activities with DeFi: an Internal Audit Narrative (Source: Our
Elaborations)

Continuous Audits improves the accuracy, timeliness, relevance, breadth, and level of
information provided (Debreceny & Rahman, 2005; Hunton et al., 2007). The distinctive feature
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of the continuous audit is that audit related activities are performed on a more continuous basis,
which improves the relevance of the results.

From a financial point of view, continuous audit allows for the rapid and timely analysis of
critical transactions to prevent material misstatements from entering the accounting system
(Coderre, 2005). Consequently, external auditors increase reliance on internal auditors work and
reduce budgeted audit hours when internal auditors have incentives and opportunities to be
objective, when the auditors are high competence, when they have adequate work performance
and when they reduce subjectivity in their work (Table 2 and 3). Furthermore, when the external
audit relies on a high-quality Internal Audit Function, it contributes to maintain the
transparency and accountability of financial reporting (Abdolmohammadi et al., 2006).

Blockchain technology can reduce transaction costs, generate distributed trust, and
empower decentralized platforms, potentially becoming a new foundation for decentralized
business models (Ho6lbl, Kompara, KamiSali¢, Nemec Zlatolas, 2018). Through tokenization,
block-chain technology has also sparked a new wave of innovation, which started to
revolutionize entrepreneurship and innovation (Table 4, 5 and 6) (Sun, 2016). Importantly in
Insurtech, the opportunities provided by Decentralize Finance in terms of lower costs, almost-
immediate transactions and global reach play a crucial role for entrepreneurs in developing
their businesses (Formula 1) (Hughes, Park, Kietzmann, & Archer-Brown, 2019). This is because
DeFi has the potential to drastically change the financing and investment processes for
entrepreneurship and innovation (Kar & Navin, 2021).

Table 2 — Effect of IA activities on External Audit: Quality of Internal Controls (QIC) (Source:
Extracted and Elaborated from EIOPA site)

External Audit Activities Score Driver Sign IFRS 4 IFRS 17
- . Mean Number of
Efficiency of Audit Reports Annual Audit Reports - 11 9
L . Standard Deviation of
Timeliness of Audit Reports Annual Audit Reports - 2.33 1.34

, . Mean Number of
Block-Chain Planning Implemented Activities + 33.23 60.66

. . Mean Absolute of the
External Audit Issues: Reporting
Errors (Misstatements) Reported Error on - 3.23 2.99
Total Asset
Mean Absolute of the
E I Audit I 'R i
xternal Audit Issues: Reporting Reported Irregularity - 2.22 1.95

Irregularity (Reclassification) on Total Asset

. L Mean of External Audit
Internal Audit Issues: Replication oL ,
, Replications of Audit - 30.25 13.5
and Redundancy of Audit Reports
Data Base

Quality of Accounting In
formations (Accuracy, Timeliness Mean of Audit Hours - 66.33 55.71
and Relevance)

. . e . Mean % Increase in o .
Rapid and Timely Critical Analysis Audit Hourly Fees + 2.25% 6.23%
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Table 3 — Effect of External Audit activities on IA: Quality of External Auditing (QEA)
(Source: Extracted and Elaborated from EIOPA site)

IA Activities Score Driver Sign IFRS 4 IFRS 17
f A I Risk
Effectiveness of Controls Mean Nun'1ber O Annual s + 25.33 35.22
Advisory Projects
Capital Budgeting Mean of Audit Hours - 30.24 2222
Impl ion Block- % i i
mp erpentatlon oc Mean % Increase in Internal Audit + 2.96% 6.02%
Chain Technology Hourly Fee

Table 4 — Descriptive Statistics of dependent variable (Source: Extracted and Elaborated from

EIOPA site)
Variabile Proxy Mean | St. Dev. Min Max
Earnings Quality (EQ) | (1-— VafZZtB’VE’;’:‘;ﬁmate) 0.88 0.11 0.77 0.9
) . Audit Issues Reported
Audit Quality (AQ) Audit Tssues Approved 1.28 0.22 0.99 1.50

Table 5 — Descriptive Statistics and Signs of independent variable (Source: Extracted and
Elaborated from EIOPA site)

Variabile Proxy Mean | St.Dev. | Min Max Sign
DeFi Investment on De. Fi.Investment
0.18 0.31 0.09 0.39 -
Total Asset (DeFi) Total Asset
Quality of Internal Total External
154.19 2.05 0.02 80.55 +
Controls (QIC) Audit Score
Quality of External Total Internal
61.01 1.95 0.03 55.22 +
Auditing (QEA) Audit Score
0 Insurance
Sectors (S) . 0.66 0.22 0 1 +
1 Reinsurance
Coverage of transition o .
from IFRS 4 to [FRS 17 | Of Transactionto 0.89 0.55 0.55 1 +
IFRS 17
(IFRS)

Formula 1. Modelling of General Equilibrium between Earnings Management, Audit
Quality and DeFi Investment on Total Asset.

e4Q*EQ= i + BiIn(DeFI) + B2 (QIC) + B3 (QEA) + B1(S) + Bs (IFRS) + &i
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Table 6 — Univariate Analysis (Source: Our Elaborations)

Variable DeFi QIC QEA S IFRS
DeFi 1
QIC -0.01 1
QEA -0.02 0.01 1
S -0.09 0.03 0.01 1
IFRS -0.08 0.04 0.02 0.01 1

Table 7 — Multivariate Analysis (Source: Our Elaborations)

Independent Variable Coefficient T Test
Intercept -3.88 1.04%**
DeFi 1.98 -2.88%**
QIC 0.42 3.22
QEA -0.22 2.25
S 222 1.95**
IFRS 1.35 2.95%%
*, *% #%% p.value at 0.10, 0.05 and 0.01

The research model is significant (p value 0.01 level), R? is 0.88 and F test is 3.88.

5 — Discussion and interpretation of the results

The results show that in the transition to IFRS 17, “Insurance” and “Reinsurance” invest a lot of
money and resources in Insurtech services, with the largest expenditures related to accounting
services for audit quality and earnings management issues (Table 6 and 7).

5.1 — Audit Quality Issues

Introduction of De.Fi as system for exchanging value without centralized intermediaries
(Larios-Hernadndez, 2017); it relies heavily on peer-to-peer lending and borrowing,
decentralized exchanges and trust-less systems (Morkunas, Paschen, & Boon, 2019). DeFi is seen
as a disruptive technology that could replace traditional banking and insurance systems in the
future due to its advantages of being inclusive, non-discriminatory, resilient to risk management
failures (Figure 4), cost-effective for lenders and borrowers to access the system and more
efficient in terms of financial and insurance intermediation through automated trust-less
systems (Queiroz, Telles and Bonilla, 2020).

Users typically interact with De.Fi services through decentralized software called dapps
(from the English "decentralized apps"), which mostly use the Ethereum block-chain (Schar,
2021).
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Fig. 4 — DeFi Vulnerabilities (Source: Our Elaborations)

Unlike what happens when using the service of a traditional insurance, to use De.Fi services
it is not necessary to fill out an application or open an account (Table 8) (Frowis, Fuchs and
Bohme, 2019).

Table 8 — Advantages and Disadvantages of Insurtech with DeFi compliant (Source: Our
Elaboration)

Advantages

Disadvantages

Transparency

Each connected block in a common chain is publicly
accessible. Each user can check the entire transaction
path.

Irreversibility of transactions

The transfer of information is irreversible. It is
impossible to cancel a block-chain transaction, even
with an error when programming the operation.

DeFi

Each of the nodes which are participating in the
network has equal access and ability to transfer data
directly.

Scalability

If at least a small portion of Visa's transactions due
to the Bitcoin system, the amount of stored data can
reach hundreds of terabytes.

Reliability

The operation of the system implies high protection
against hacker attacks and data substitution by
using special encryption keys.

51% Attack

If the percentage of the computing power of the
network which is possessed by one user, exceeds
51%, the integrity of the Block-chain platform may
be compromised.

Efficiency

Trust in traditional finance is created by centralized
institutions. DeFi can replace this need for trust with
smart contracts, at least partially. Since the
transactions are settled atomically, it basically
removes the counter-party risk. Removing the
counter-party risk also makes transactions much
more efficient.

ESG

Another problem with DeFi regulation is that there
are no Know-Your-Customer (KYC) and Anti-
Money Laundering (AML) components. These two
are the backbone of traditional finance’s regulation
toolbox. AML is the processes of how institutions
can fight money laundering. KYC is one part of AML
processes, and it means that institutions can verify
the users’ identity.
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5.2 — Earnings Quality Issues

The main advantages that businesses expect from the introduction of IFRS 17 accounting are
based on Insurtech technology (Glover, Prawitt, & Wood, 2008):

a. Reduced time for administrative tasks and activities. One of the main advantages of
implementing new technology in accounting is that it makes routine and time-consuming
insurance accounting activities, such as posting and filling out payment documents and
invoices, more efficient. Also, new financial accounting technologies offer new accounting
applications that integrate and link individual data for the respective enterprise.

b. Reduce the number of inaccuracies and inconsistencies that occur due to human errors in
each enterprise. For example, you can lose accounting documents, make mistakes in actuarial
mathematical calculations or accounting data by referring to the wrong column in the
corresponding spreadsheet. Thus, the corresponding amounts of accounting documents are
compared, as well as existing errors and inconsistencies that need to be corrected are detected.
By importing data from insurance statements and documents to the accounting software
platform, accounting information is synchronized, and it takes only a few minutes to compile
reports. This process saves significant time for accountants and reduces errors.

c. Assistance in the procedure for calculating tax liabilities and completing and submitting
the necessary documents to state authorities.

d. Automatic preparation of insurance reports using data from accounting documents. By
using Insurtech technologies in accounting, businesses can prepare their annual financial
reports, as well as other reports that show limitations in their activities.

We can conclude that in transaction to IFRS 17, applications such as DeFi and block chain
are important, especially in auditing and accounting services, where Insurtech activities are
already implemented (Said Suwaidan & Qasim, 2010). These findings are particularly relevant
given the growing emphasis on the role of Internal Audit as an important corporate governance
mechanism and on the new challenges faced by external auditors in the form of greater audit
requirements (Raiborn, Butler, Martin & Pizzini, 2017). Moreover, the findings suggest that
mutual collaboration increases the reliability of controls and block-chain in Insurtech and that,
atleast in part, avoids duplication of work, although there is no full agreement on the usefulness
of the internal audit outcome for the external auditor entrepreneurship (Al-Shetwi, Ramadili,
Chowdury & Sori, 2011).

6 — Conclusion

This study contributes to an improved understanding of the role of the Internal Audit Function
in the external audit activity, by providing further insight into external auditors judgements and
decisions as their work interrelates with that of internal auditors (DeNichilo 2022a).

The study shows that there are substantial interactions between the internal and external
auditors, including accessing each other working papers and reports (ISA 610). In most
companies there is a considerable room for improving such interactions by the block-chain, DeFi
and Insurtech activities (Hunton, Wright & Wright, 2007).

In addition to financial services, block-chain will become the main technology for future risk
management in a Insurtech perspective (Holt & DeZoort, 2009). Insurance and accounting must
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do the following: build a block-chain project and make sure that the block-chain applications
are running as intended from a financial and accounting point of view (Belchior, Vasconcelos,
Guerreiro and Correia, 2021).

In the IFRS 17 Transition fair value finds its ideal context in the presence of efficient financial
markets, which can be synthetically translated into fully informed investors; efficient markets
means that they show a growing and stable trend even in the short period: the trade-off between
value maximization and fair value measurement has to be achieved without compromising the
principle of integrity of capital (Aziatul, Nur & Zuraidah, 2015).

However, there are still many limitations. In any case, the development of DeFi cannot be
separated from the development of projects of using the block-chain, since these are closely
related (Gudgeon, Perez, Harz, Livshits and Gervais, 2020). Despite that, in recent years many
authors criticized this fair value criterion for its poor reliability. Indeed, if in a theoretical
perspective fair value should satisfy the demand of investors for more representative
information on business trend, many concerns arise concerning its practical application
(Altamuro & Zhang, 2013). This evidence emerges particularly in contexts as illiquid or
inefficient markets. With regard to this aspect, IFRS 17 provide an indicator of reliability of
assessments reported in financial statements, thus investors could be able to deeply understand
the recorded values (Stoykova, Paskaleva & Stoykov, 2020).

Policy-makers should take in consideration this evidence in order to grant the faithful
representation of financial statements.
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