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AUDIT IN UKRAINE. PRAGMATICS.
   Ukrainian Audit at the end of 2013 reached 20 years old. From a historical point of view this term is not big. It seems to be early to summarize. However, the development of professional audit in Ukraine pushes to considering. There are a number of questions to this profession, in particular:
1. Has the Ukrainian audit become really useful for management?
 2. Is the professional audit appreciated in the business sphere by management and owners?
 The National Centre of Accounting and Auditing (hereinafter - the Centre) was established by decision of the Verkhovna Rada of Ukraine and the Cabinet of Ministers of the country in 1993. That means that the Centre is the age mate of Ukrainian audit. Therefore, a study conducted by the Centre audit environment has been and remains the target-oriented on definition of the problems and trends in Ukrainian audit. In view of available possibilities Centre approximately every 5 years makes surveys among the auditors as well as the users of their services.
 Thus, in 2013 Centre polled senior managers and owners of various companies of the private sector in order to assess the understanding of the benefits of the internal and external audit.
   The respondents are characterized as follows: 40% are owners and chief executive officers of enterprises simultaneously; more than 60% under the age of 45, about 40% - after 45 years. More than 71 % of managers have experience of work with Ukrainian auditors, including 38% - with the auditors of international companies. Therefore, in our opinion, the group of respondents represented a proper degree section of Ukrainian small and medium business.
   The first surprise is the fact that 28 % of managers within the last 5 years of their management activity has not dealt with audit at all. And this is on the 20th year of the audit existence in the country.
 The survey was positioned in such a way that through the understanding of business risks and management risks to get the assessment of practical benefits of obligatory audit of financial statements, on one hand, and on the other hand - to ascertain the attitude of management to the internal audit forming in Ukraine and internal control system.
  The assessing of business risks by management and owners is quite remarkable (Table 1). Risks were evaluated under a 10-point system. At the same time, the proportion of responses as a percentage of the proposed risks fluctuates mostly around 80, but the assessment of risk types almost never falls below 5 (out of 10 possible) .











Table 1.
[bookmark: _GoBack]The managers’ and owners’ assessment of risks for their business
	The characteristics of the business risks
	Percentage of those who recognized risks
	Assessment in points
from 1 to 10

	1
	2
	3

	Systematic facts of corruption within state executive authorities and their local representatives 
	100%
	6.4

	Any state inspectors (supervisors)
	93.3%
	6.7

	Criminals and their local representatives 
	73.3%
	2.7

	Domestic competitors
	86,6%
	10.0

	Foreign competitors 
	80%
	9.5

	Complicated and contradictory laws
	93.3%.
	6.5

	Unskilled and lazy staff
	73.3%
	5.1

	Lack of motivation among employees
	80%
	6.8

	Insecurity in future
	73.3%
	6.1

	Possibility of business raider capture
	80%
	5.5

	Inability to refund VAT from the budget 
	86.6%
	4.8

	Inability to receive proper credit
	86.6%
	5.3

	Inability to find qualified professionals 
	80%
	6.2

	Dishonesty of partners
	86.6%
	5.7

	Monopolization of business spheres
	73.3%
	5.8

	Fraudulence of staff 
	86.8%
	4.9

	Difficulties in relationships with owners 
	25.2%
	3.9



   The first conclusion is that the whole list of risks takes place in the Ukrainian practice of management. The majority of the chief executive officers (mind that 40% of them are also the owners of the companies) is mostly concerned about corruption on the part of the state regulatory bodies and local authorities, the relationship with the state budget regarding the VAT refund, current legislation governing the business activity in the country, domestic and foreign competitors and dishonesty of the business partners. 
Dividing conditionally a scoring assessment of the risks of business and management into three groups: from 1 to 4 – low risk, from 4 to 7 – medium risk and from 7 to 10 – high risk, we get the following results.
The surveyed chief executive officers and owners have assessed the presence of criminals and problems of relations with business owners as low risk.
Highly estimated risk is competition in the market. All other risks are assessed as medium. 
Whereas the managers explained that the risk is low if it is necessary to know about it, but its removal does not require any urgent actions and solutions. Medium risk impedes effective management and development of business and therefore it shall be systematically eliminated. High risk requires constant attention and appropriate management decisions.
The absence of such business risks as the condition of information systems, e-commerce and hacking, can be explained by the absence of the banking business representatives and large network electronic traders among the respondents.
    Business risks survey is primarily need for internal audit as an object (subject) of its professional attention. The overall mission of the internal audit actively declared in the Ukrainian business environment as the struggle against business risks, of course, needs to be clearly specified. We will return to this issue later, and now we turn to the estimates of the external audit and its pragmatic utility. 
We have purposely not drawn attention of the respondents to the factual usefulness of the audit, particularly the obligatory audit of the financial statements. The Table 2 contains answers regarding the pragmatic value of external audit.
Table 2.
Pragmatic value of external audit from the point of view of senior managers (owners)
	Opinion 
	YES
	NO
	Do not know

	External audit of financial statements is useful, especially before examination of tax inspection 
	93.3%
	6.7%
	

	External audit is useless, because tax authorities will demand a fine and bribe in any case 
	40%
	40%
	20%

	Audit of financial statements is useless, because it is impossible to take economic decisions on the basis of audit results
	6.6%
	73.4%
	20%

	Audit of financial statements is useful, because it gives confidence to users of statements 
	100%
	
	



The relative contradiction of responses evidences firstly about diversity of estimates of benefits from external audit. Almost all of the respondents recognize the benefits of audit, especially before examination of tax inspection (93.3 %). But this understanding is adjacent to the view of inevitable penalties regardless of the audit results (40% - "YES"). At the same time, despite the possibility of penalties, some managers remain confident about the usefulness of audit (40% - "NO"). By all appearances, 20% of doubters come into the total number of 28% of those who have never dealt with audit in their management practice.
The above mentioned results are clarified by the answers characterizing expectations of chief executive officers and business owners from the results of work of independent external auditors (Table 3). Overall expectations are connected with the removal of the level of uncertainty of the managers making management decisions, with obtaining of confidence through independent confirmation of their plans, professional assessment of the state of activities and the level of liability under the law.
Table 3.
Expectations of senior managers and owners from the results of work of independent external auditors
	Desired (expected) result
	%

	Confidence in reliability of the company’s book-keeping system 
	73.3%

	Confidence in reliability of the company’s system of tax accounting  
	84.6%

	Confidence in the absence of theft or fraudulence on the part of staff of the company
	60%

	Confidence in the effectiveness of the hired management of the company
	60%

	To assess the business risks
	86.6%

	To assess the risks of accounting and control 
	66.6%

	To assess the qualification of management 
	66.6%

	To assess the degree of business efficiency 
	73.5%

	To confirm the reality and effectiveness of plans and programs (projects) 
	34.1%

	To inform about personal safety as an official 
	53.3%

	To inform about personal safety as the owner of capital 
	45.6%

	To assess the opportunities of business extension
	34.2%



These answers can be interpreted in different ways. However, within the survey we have failed to determine the degree of satisfaction of requirements of management and owners by the results of independent audit of financial statements. It must be mentioned that many of the expected positions do not belong to the duties of the auditor according to the International Standards on Auditing of Financial Statements. These positions include foremost all issues relating to the estimation of the customer's staff. Such estimation can be obtained by ordering special audit related services. In such a case Ukrainian audit clients get into the layout of comprehensive audit familiar for them, which gave the answers to the aforesaid expectations. At the same time, the respondents have expressed the uncertainty in the tax and accounting controls and in their own assessment of business risks and business efficiency. In our opinion, the fact of doubt in the personal safety (i.e. absence of possible criminal or administrative responsibility for decisions) of more than half of the respondents may have a twofold evaluation: either people commit the unlawful actions (taking relative decisions), or they fear that their decisions (actions) could be interpreted as illegal by the state regulatory bodies. Perhaps the aforesaid explains why about 30 % of the surveyed managers doubt in the actuality of the plans (projects) adopted by them and want to protect themselves by external positive evaluation (or negative evaluation, if the plan is adopted under pressure of the owner) of such plans (projects).
  What conclusion can the external auditor make out of the data of our survey?
  Firstly, in addition to the standard auditor's conclusion "on compliance of financial statements in all material aspects with its adopted conceptual framework" the auditor has to create an additional document containing the answers meeting the user's expectations. The International Standards recommend implicitly to compose "a letter to the management" or a similar document. In our opinion, this document should be strictly structured and formatted specifically. For instance, this document may be constituted as a "Risks Report". 
 Secondly, this report should have the target users, who include first of all the owners (all of them without exception), senior management of the company and the internal auditors. Accordingly the level of confidentiality should be the highest.
  Thirdly, the format of the Risks Report may have the following structure:
1. Clear assessment of the reliability and effectiveness of the internal control (audit).
2. Assessment of compliance of accounting practices with legal requirements.
3. Assessment of the probability of fiscal risks (including the risk of liability of officials and the probability of economic sanctions). 
4. Confirmation (non confirmation) of the relevancy of plans, programs, actions or projects for the future period.
5. Confirmation (denial of confirmation) of continuity of functioning of the audited object in the near future.
6. Indication of the presence (absence) of signs of possible fraudulence on the part of staff.
   It appears that this "Risks Report" will greatly enhance the pragmatics of external audit in sight of chief executive officers and owners.
   And one more important detail: the respondents expressed an opinion on their readiness to pay the audit of statements for the calendar year (Table 4).
  It is interesting to compare these data with the data of the Audit Chamber of Ukraine regarding the size of the average fee of the audit firms (Table 5).
Table 4.
Customer’s willingness to pay for the services of audit of financial statements for 1 year
	Not more than UAH 5000 
	UAH 5-10 
thousand
	UAH 10-20 thousand
	UAH 20-50 thousand
	Up to UAH 70 000 
	Up to UAH 100 000 
	More than UAH 100 000
	Do not know the answer

	1
	2
	3
	4
	5
	6
	7
	8

	0
	23.3%
	6.6%
	46.5%
	6.6%
	0
	6.6%
	10.6%



Table 5.
The average fee for one order of audit services
	Criterion
	Year 2010 
	Year 2011 
	Year 2012

	1
	2
	3
	4

	Fee for one order
	UAH 21.5 
thousand
	UAH 23.4
 thousand
	UAH 25.3
thousand



As you see, if you take an average, the users are willing to pay for the services of auditors within the limits of existing rates. In this case, taking into account the actual amounts of fees of the audit firms, the number of payers for the audit services makes up to 46%. In Table 5 it should be taken into account that the average fee comprises all range of services, not just the obligatory audit of financial statements.
Before making conclusion on the usefulness of external audit, the Ukrainian management faced an oncoming internal audit.
  Today in Ukraine the internal audit is implemented in two ways: in the public sector of economy as a slightly transformed system of internal control of the industry sector, and in the private sector – as a system focused on detection fraudulence on the part of staff or as a "transformer" of statements according to the international standards. 
  Positioning of internal audit as a system warning business risks remains at the level of declarations. The absence of motivation for managers and owners to implement the internal audit into the management system can be straightly ascertained. However the situation with management and business risks is rather critical.
  In our opinion, for the purpose of effective promotion of internal audit in the practice of Ukrainian management the attention should be firstly focused on the two main directions of its work: a) the internal risks associated with staff (discipline of performance, upgrading of qualifications, motivation for executants, legal knowledge), b) risks of external economic and legal environment of the company (monitoring of competitors, monitoring of legislation, fiscal risks).
At that, the following factors concerning the understanding of the necessity of internal audit should be noted (Table 6).
Table 6
The necessity of the internal audit
	Opinion of managers (owners)
	YES
	NO
	Do not know

	It is necessary to build a system of internal audit in our company 
	66.6%
	13.3%
	20.1%

	There is a need for internal audit specialist 
	40.0%
	20.6%
	39.4%

	We can build a system of internal control and internal audit by ourselves 
	46.6%
	33.4%
	20.0%

	We have lived before and will continue without the internal control and internal audit
	0
	33.5%
	66.5%



However 47 % of senior managers and owners of enterprise, who consider possible to build their own system of internal control and internal audit in their company, observe some obstacles to such construction (Table 7).




Table 7
The problems of independent implementation of internal control and internal audit systems into the management system.

	Opinion of managers (owners)
	YES
	NO
	Do not know

	I do not know how to start
	33.7 %
	13.3%
	53.0%

	There is no literature where you can get knowledge about internal audit
	13.3 %
	6.6%
	80.1%

	We are ready to order the construction of the system of internal control and audit, but we do not know whom and how much it will cost 
	40.0%
	
	60.0%

	We are willing to pay professionals for the construction of the system of internal control and audit about UAH 10-30 thousand or more.
	66.8%
	6.2%
	27%



    Consequently, 53% of respondents admit that they are not familiar at all with the problem of arrangement of internal control and audit in the management system, a third part of respondents knows that the problem should be solved, but they do not know how to do it. It is interesting that the managers and owners who know where to start (13.3 %) can not find literature sources with relevant information (the same 13.3 %). To some extent the willingness of 40% of the surveyed executives to order the development of the internal control and audit systems is encouraging, but they do not know whom to ask and what it would cost financially. However the number of managers and owners, who have failed to answer these questions, is alarming. This situation creates difficulties for the implementation of internal audit into environment of the Ukrainian management. It can be concluded that in opinion of management the internal audit pragmatics is lower than external audit pragmatics.
   In all probability, looking at the international experience, implementing and improving of quality of all types of auditing in the business environment in Ukraine are the matters of time and efforts of non‑governmental professional organizations.
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