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ACCOUNTING AND AUDIT

Oleg Skorba,
Ph.1. The Chair of Accounting and Audit
« Ukvamian Academy of Beanking»

QUESTIONS OF ADAPTATION OF NATIONAL AUDIT
ACTIVITY LEGISLATION TO EU REQUIREMENTS

Abstract The article is devoted o consideration ol problems ol national legisla-
tion on auditing Lo the requirements ol the European Union.

Keywords audil, organization ol audit activily, control over audil aclivity.

1. Introduction In connection with the development ol the economy and clection
ol a course lor associale membership ol our country in the European Union arises the
need Lo oblain the recognition ol dilTerent business and bringing themn in hne o iU
legislation. Audit activity 15 nol an exceplion. Basie requirements Lor the organvzation
of andit activity in the Curopean Union have been set out in Directive 2006/43/ EC of
the Furopean Parliament. A Member Stale that requires o statutory audil may sel
stricter requirements il the Direelive does not contain the other provisions.

The auditors should Tollow the Inghest etheal standards. This means that they
hiave o apply the requireinents ol professional ethics goverming, at least, their [unchions
concerning public interests, their integrity and objectivity, and their professional com-
petence and duc cireumspect.

The [unction ol Auditors concerning the public interest means that the qualily ol
the auditor assigned broader variety of people and mstitutions. High quality audits en-
sure orderhiness functiomng ol markets, mitegrity and elliciency ol inancial stateinents.

2. Formulation of the problem The purpose of the article — to explore problem-
atic issues related to adaptation of national legislation on auditing to CU requirements.

3. Results In 2008, it was concluded by the World Bank experts thal the national
audil svslem doces nol meel the requirements ol the Direelive. As a resull, the Furopean
Commussion expressed the Ukraine and othier countiies of the requiremnents lor harmo-
nization of national legislation with the Directive, in particular, it refers to the intro-
duction of public oversight of the audit profession.

In modemn conditions the world experience shows thal management auditing ac-
livilics great role is plaved prolessional audit organizations. In most countrics, the Eu-
ropedn Union 1s crealed a one professional orgamization that the exeretses control over
the audit activity and membership in an organization is required.
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In Ukraine, one of the most of numerous professional organizations is a national
professional public organization ¢Union ol auditors of Ukraines. Flowever, control
over audil activity in Ukraine entrusted e Audit Chamber of Ukraine. [n accordance
with the 11U Direetive on control in audil activities are three approaches, namely:

- the ereation ol a single body of pubhic supervision. Al present such an idea 1s
proposed by the Ministry of Finance of Ukraine;

- professienal organizations perfomm all the functions and are accountable to the
public oversight;

- acombination ol both approaches.

The vision of reform n auditing manifested itsell in the Mimstry of Finance.
So far, however, they developed a draft law «On Auditing», it is not registered in Par-
liament, but only discussed at Methodological Council of Accounting at the Ministry
ol Finance. However, in light ol the current alignment of the vertical power it has al-
ready gained a great interest. [t has first indicated requirement ol irreproachable repu-
tation of auditors as a prerequisite for admission o the profession. Methodologieal
council intends to delegate certain functions of professional organizations (the pro-
posed criteria correspond to only | of the 17 existing professional organizations) should
cnsure that public eversight. But still greater rele assigned o government regulation in
the sphere ol audit,

As one of the public oversight organs of proposed to leave ACU ol 20 people,
but the membership criteria altered:

-3/5 ACU (12 people, 8 of them public officials and 4 members of the financial
markel) appoint [inance minister persenally ).

-1/5 ACU members (4 persons) congress delegates auditors;

- 175 ACU members (4 persons) delegated by professional organtzations,

The terms of oflice (5 vears) 13 delined only for delegates auditors and profes-
sional organizations. For ACU members appeinted by the Minister the term of office
is indefinite. Certilication Authority o designate the Commission on auditer eertilica-
tion, which is the functional unit off APU. 1L will be formed ol 5 members appointed by
the Ministry of Finanee (2 ol them — representatives of science) and 5 people — repre-
sentatives ol prolessional organizations. Powers o ACU are planned o be significantly
reduced, leaving only approving of the conduct of training programs for auditors, main-
taining the Register of auditors and consideration of complaints.

Quality contrel is supposced o be put on Qualily Control Commillee, which will
be an mdependent nonprolit organization. Statute and rules ol the committee will be
approved by the Fmance Mmistry, and 1t 1s planned 1o [inance at the expense ol man-
datory contributions auditors. The Manage controlling Committee will be compesed of
5 people. Three will be appeinted by the Finance Ministry, one — ACU and one more
— congress ol auditors. The actual testing will implement controllers hired auditors.

In our view, the drall of the Methodological Counetl 1gnores the basic require-
ments of the U Directive: it can be traced misunderstanding Nunctionality ol publhic
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oversight authority and not resolved the question of independence financing of quality
control and supervision of the profession of praclicing auditors.

The bill number 3375 «On Amendments to the Law of Ukraine» On Audiling «,
registered in the Verkhovna Rada ol Ukraine 22.12.2009. Determined thal the body
that performs the [unctions of management 15 the Audil Chamber of Ukrame, and pub-
lic oversight body established by the Cabinet of Ministers of Ukraine. Comnussion for
public oversight of auditors conducting publie prolessional oversight ol the Audit
Chamber, concerning auditors and audit lirms that have the authority o conduet stalu-
tory audils or actually brought him without the eredentials, The Commission Lot public
oversight of audilors are not eligible o be members of the Audit Chamber of the past
five vears prior to the appointment. In particular, they have to work or have worked in
areas such as financial reporting, the economy, science and legal proceedings. The
Cabinetl of Ministers of Ukraine appoints the members ol the public oversight of audi-
Lors for Tour years, 1 there 13 necessity, the Cabmet of Mmisters ol Ukraine may with-
draw prematurely member ol the Board of public oversight for auditors. The Commns-
sion for public oversight of auditors shall elect the President of the Commussion and
his deputy. The Commission for public oversight of auditors independent of the Audit
Chamber and do not receive instructions rom her.

Commission [or public oversight of auditors supervises whether properly perform
their duties Audit Chamber. To this end, the Commission on public oversight ol audi-
tors may participate in meetings of the Audit Chamber, as well as take part in quality
contrel audit. Before his meetings committee of public supervision over auditors may
involve representatives ol Audil Chamber auditors and third partics.

Commission [or public oversight of auditors has the right 1o make recommenda-
tions Lo the Audit Chamber o be considered also develops and approves regulations of
its activities and publishes an annual work program and activity report. But most prac-
titicners tend to model the coexistence of public authority and professional organiza-
lion, stressing that the ereation state organs additional state increases the stale's inllu-
enee and jeopardizing the independence of the profession.

Al the present stage of the audit in Ukraine, olTering o create a public oversight
body on the basis of the Audit Chamber of Ukraine shall:

- keeping the register of auditors and audit firms;

- monitoring of audit quality:

- contrel training auditors;

- organtzation ol invesligations and sanctions,

In his tumn professional organizations are invited 1o submit credentials:

- methodical and methodological support auditing activities;

- carrving out certification procedures auditors;

- organization and control of the implementation of an elfective qualily control
system members of such organizations;

- the protection of its members in the process ol investigation and sanction Audit
Chamber of Ukraine.
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Thus, Ukraine has to go cne of three ways of anditing activities to ensure CU
requirements. It therefore should be brought into line with EU requirements and the
education system auditors. According te the Intemational Education Standards TFAC
number 8 «competence requirements lor audit professionalsy « Competence — the abil-
ity to perform work according Lo a cerlam standard, under real conditions.» That 1s, the
auditor competence defined — the level of knowledge and professional skills.

It should be noted that the International accounting standards number p.22 2 «Con-
tent vocational education accountants» emphasizes that the above list of items is the min-
imum necessary, and explore the depth and extent of coverage depends on the malenal
needs ol TFAC member organizations and the existing legislation. Furthermore, Article 6,
7 and 8 of the TU Directive providing for mandatory a theoretical knowledge in full (at
the level of university education) or sufficient for certain subjects, to the extent of the
audit. As can be seen, a comparative analvsis of requirements IFAC and the EU shows
that the general requirements lor a whole range of diseiplines comeide with some execep-
tions. However, according 1o Art. 9 of the EU [Directive ageney that regulates audit i the
country, given the right recognition procedure exemption from the deposit of certain ex-
aminations in the presence of higher education diplomas. At the same time, under Article
11 of EU Directives recognized auditor may be a person that has higher education, but has
sulticient expericnee (15 years in some eases 7 vears) practical expenience i finance, ac-
counting or law provided assembly appropnate examinations.

Thus, internaticnal requirements for the auditor’s professional competence in gen-
eral based on the following principles:

1. Existence of a person aspiring te theoretical knowledge recognized by the au-
thority that governs audit in the country.

2. The level of knowledge ol certain subjects must meet the level of higher edu-
cation.

3. The level of knowledge of other compulsory subjects should be determined by
the goveming body of the audit in the country.

4. The governing audit in the counfry, is entitled te exemption from the rental of
cerlain theorelical exams.

5. The person claiming the right Lo engage audit may not have basie higher edu-
cation, but have sufficient experience and pass exams.

In light of the international requirements above the adaptation and adjustment
process of preparation of auditers in Ukraine becomes an urgent issue. The aim of this
process should be Lo raise the level of professional competence of auditors 18 not lower
than in the EU. Implementation of this same goal can be achieved only 1if the organiza-
tien in Ukraine educational process and assess the level of knowledge in the accordance
with the procedures, requirements and standards that are accepted in the international
and especially Eurepean practice.

Let us consider the requirements pul forward legislation to Ukraine auditors. Thus,
according to Arl. 10 Law of Ukraine About auditor activity « The mght to obtain a certil-
icate with individuals who have higher economic or legal education, the document on
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which competition is recognized as Ukraine, the necessary knowledge on audit, linance,
ceonomies and business law experience al least three years contract for auditor positions,
accountant, lawver, financier, cconomist, Assistant (assistant) auditor.

That is, the law provides only for the auditor higher education and does not allow
in this case no of reservations regarding seniority. This provision is not contrary to
European requirements, since Article 11 of the EU Directive entitles the regulatory
audil body on 1ts own deeision regarding the permission o conduct audit entities that
do nol have higher education. The law legalizes the need lor knowledge on audit, [3-
nance, econoniics and business law, and the corresponding provisions of International
Cducatien Standards [TAC and U Directives. That is, if the main formal features re-
garding list of disciplines and skill level of develepment of the cwrrent Ukrainian leg-
islation is generally consistent with international standards, the next step is to study the
process of preparation of cconomists and lawyers in higher schools and Turther quali-
fication exam in Audit Chamber of Ukraine to adapt their knowledge to the interna-
tional requirements in the context of the audit profession. As the existing training and
knowledge assessment auditors in Ukraine, in our view, it does not fully meet the above
international requirements, is why is the subject of constant criticism from the interna-
tional [inancial mstilutions, working in our country and, most imporiantly, does not
provide sufficient qualitv auditing services, making national audit not competitive with
internaticnal andit firms on the market. The current practice of assessment of profes-
sional knowledge auditors in Ukraine provides delivery of a single comprehensive
exam, which consists of two stages. It sheuld be noted that although the exam subjects
formed on the basis of accounting, auditing, law, ele.. and contains relevant questions,
tests and problems, but the fact there is onlv one professional exam and fairly short
period of preparation for its delivery even on formal grounds cannct be considered to
comply with the necessary requirements.

Based on the foregoing can conclude that the auditor training in Ukraine at the
level of international standards Audit Chamber of Ukraine:

1. To beis defined curmeulum indicating the list ol legal subjects und number of
hours of training each of them (not less than university level).

2. Among this list should contain the list of subjects that are not exempt from
exams. It may be, for example, «Financial Accounting [ and II», «Tax Law», «Man-
agement Accounting», «Audily, «International Financial Reporting Stundards», «In-
ternational auditing standardsy», « Commercial [Law» «Professional ethics auditor.»

3. To be defined list of subjects, which may be exemptions from examinations
based on the number of hours the final form of knowledge control in obtaining univer-
sitv graduate economic or legal education. Should be noted such a machinery and ex-
emption from certain exams is common British professional organization ACCA.
Moreover, this practice applies not only o graduates of British universities, but also
toreign, including Ukrainian.
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4. The conclusions Development of audit activity at present stopped at the di-
lemma on subsequent reform of governance structure and audit activities bringing inte
compliance with requirements of the European Union.

The 1ssue on 1l audit activity will be regulated by the state (the Ministry ol Fi-
nance or the Cabinet of Mimisters) or professional organizations (Audit Chamber of
Ukraine, public oversight body, professional organization performing other regulatory
functions).

(riven the fact that Ukraine did not get an extended transition period te bring the
structure in lne with the EU Direclive 1t 13 necessary 1o

- creale a public oversight body;

- to provide external quality control for all statutery audits;

- develop the svstem of investigations and sanctions;

- develop a specific action plan for adapting natienal legislation to the EU;

-lo declare publicly the Huropean Commission and Ukraine's readiness Lo [ullfill
the requirements of the KU,

- request the Curopean Commission to extend the transition peried for Ukraine;

- begin the enforcement of the plans of action.

Also EU requirements will affect the education syvstem and complicate the proce-
dure of the examination for obtaining the certificate of the auditor ef Ukraine.

REFERENCES
1. Zakonoproekt Ne 5375 «Pro vnesenya zmin do Zakenu Ukraini « Pro auditorsku
divalnist»  vid  22.12.2009r.  [Elektronniy resurs]. — Rezgim  dostupu:

hitp:/fwl.cl.rada gov.ua/plsizweb n/webprocd 171d=&pl3511=36587.

2. Dircktiva 2006/43/€'C Evropeyskogo Parlamentu La radi pro obovyaszkoviy audit
richnovi zvitnostt, she voosit zmini do Direktivi Radi 78/660/CTC ta 83/349/CEC 1 pri-
pinvae divu Direktivi Radi 84/233/CEC Byt 17.05.2006 Ne 2006/43/€C [Elektroniy
Resurs]. — Rezgim dostupu: http:/zakon2.rada. gov.nalaws/show/994 844, —24.01.2012.

3. Mizgnarodm standarti osviti MEB.— [Elektromy Resurs]. — Revgim dostupu:
hitp:/fwww . capeipa. biz/ifacdocs_ukr htm.

4. Kozakov, V. Taym-aut [Elektroniy Resirs] — Rezgim dostupu: hetp:/Avashigro-
shi cony/mvest/comiments-of-analy sts/3489-201 1-08-09-08-30-03 .- 23.01.2012.

3. Makeeva, O. Svitovi modeli institute auditu [Elektroniy Resurs]. — Rezgim dostupu:
hip:/mba.com.ua/index.php?option=com_conteni&task=blogsection&id=l&lterm =5, —
23.01.2012

7. Pilipke, 8. Ahlvaxi vdoskonalenva sertifikacii auditoriv v Ukraini [Tekst] /5.
Pilipko// auditor Ukraini. — 2011, —Ne 12, — 8. 20-24.

68





