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AUDIT OVERSIGHT SYSTEM IN UKRAINE
Since 2018 the auditing and its 
regulation are performed under 
the Law of Ukraine “On Audit 
of Financial Statements and 
Auditing” (hereinafter referred 
to as Law), which implemented 
the European model of audit 
public oversight in accordance 
with the Directive 2006/43/EC of 
the European Parliament and 
of the Council of 17 May 2006 
on statutory audits of annual 
accounts and consolidated 
accounts and Regulation (EU) 
No 537/2014 of the European 
Parliament and of the Council 
of 16 April 2014 on specific 
requirements regarding statutory 
audit of public-interest entities.

The Audit Public Oversight Body 
(hereinafter referred to as “APOB”) 
performs the leading role in this 
system.

The APOB’s mission is to 
ensure that owners, investors 
and other users obtain a high 
level of confidence that the in 
the information disclosed in the 
financial statements provides 
a reliable basis for effective 
decision-making.

The APOB performs audit oversight 
and is responsible for overseeing:

• registration of auditors and 
audit entities (hereinafter 
referred to as “AE”);

• implementation of 
International Standards on 
Auditing;

• control over the attestation 
of auditors and continuous 
training of auditors that 
perform statutory audits of 
financial statements;

• quality control of AE’s audit 
services that perform statutory 

audit of financial statements;
• disciplinary proceedings 

against auditors and AEs that 
perform statutory audits of 
financial statements;

• application of penalties.

At the same time APOB, in the 
manner prescribed by the Law, su-
pervises the implementation by the 
Audit Chamber of Ukraine (here-
inafter referred to as “ACU”) of the 
following delegated authorities:

• registration of auditors and 
AEs;

• control over the continuous 
professional development 
of auditors that perform the 
statutory audit of financial 
statements, except for the 
audit of financial statements of 
public interest entities;

• quality control of audit services 
of AEs that perform the 
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statutory audit of financial 
statements, except for the 
audit of financial statements of 
public interest entities;

• disciplinary proceedings against 
AEs that perform the statutory 
audit of financial statements, 
except for the AEs that perform 
audit of financial statements of 
public interest entities.

APOB is a non-profit legal entity 
governed by the public law and 
consists of the Audit Oversight 
Board (hereinafter referred to as 
the “Oversight Board”) and the 
Quality Assurance Inspectorate 
(hereinafter referred to as the 
“Inspectorate”).

The Oversight Board performs the 
following role in the public audit 
oversight system:

• establishment of the legal 
basis for the audit regulation 
and operation of APOB;

• overseeing the activities of the 
ACU in the implementation 
of its delegated authorities, 
including decisions on the 
inspection of the performance 
of the delegated authorities by 
ACU; approval and provision 
of the recommendations to 
the ACU to eliminate identified 
violations in the ACU’s activi-
ties in performing its delegated 
authorities; review of the ACU’s 
decisions in the framework 
of performing the delegated 
authorities, amending and, 
if justified, cancelling them; 
approval of the budget of the 
ACU in terms of financing the 
implementation of its delegat-
ed authorities;

• supervision over the activities 
of the Inspectorate, approval of 
the APOB’s budget, approval of 
the annual reports on the out-
comes of the APOB’s activities; 
organizing a competition and 
appointment of the Executive 

Director of the Inspectorate 
based on its results;

• overseeing the attestation of 
auditors, in particular review-
ing the decisions of the Attes-
tation Commission;

• disciplinary proceedings 
against AEs that are entitled to 
perform the statutory audit of 
financial statements of public 
interest entities and auditors, 
in cases specified by the Law, 
in particular, making the de-
cisions to initiate disciplinary 
proceedings and decisions on 
the application of penalties.

The Inspectorate performs the 
following role in the audit public 
oversight system:

• performing audit quality con-
trol inspections of AEs that 
are entitled to perform the 
statutory audit of the financial 
statements of public interest 
entities;
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• preparing the draft public 
report on the outcomes of the 
public oversight and inspec-
tions of audit quality control;

• reviewing, preparing and pro-
viding to the Oversight Board 
the draft recommendations for 
improving the implementation 

of the ACU’s delegated authori-
ties;

• performing inspections of 
information containing signs of 
professional misconduct by the 
AE that is entitled to perform 
the statutory audit of the 
financial statements of public 

interest entities and auditors, 
in cases specified by the Law, 
as well as the application of 
penalties on behalf of the 
Oversight Board;

• methodological support of 
professional qualification.

ACTIVITIES OF THE OVERSIGHT BOARD
11 meetings of the Oversight 
Board were organized in 2020.

 In the framework of the poli-
cy-making activity, the Oversight 
Board studied and approved the fol-
lowing legal documents proposed 
by the Inspectorate, in particular:

• draft resolutions of the Cabinet 
of Ministers of Ukraine on 
reducing the fee paid by audit 
entities in favor of the Audit 
Public Oversight Body;

• draft legal acts on the 

attestation of auditors;
• draft amendments to the 

Procedure for performing audit 
quality control inspections on 
introducing the off-site audit 
quality control inspections;

• Concept of the information and 
analytical system of the Audit 
Public Oversight Body;

• Procedure and template 
for filing information on the 
provision of services by AE to 
public interest entities;

• Program to support talented 
youth in the attestation of 

auditors for 2021;
• Procedure for using funds to 

finance activities under the Pro-
gram to support talented youth 
in the attestation of auditors;

• amendments to the Recom-
mendations on performing au-
dit quality control inspections;

• Policy on corruption prevention 
in the activities of the Audit 
Public Oversight Body;

• Concept of the audit market 
monitoring system;

• Approaches to the effective com-
munication between the Audit 
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Public Oversight Body and the 
State Tax Service of Ukraine on 
the implementation of the provi-
sions of the Tax Code of Ukraine;

• draft Budget of the State Insti-
tution “Audit Public Oversight 
Body” for 2021;

• Regulation on attestation 
of employees of the Quality 
Assurance Inspectorate of the 
Audit Public Oversight Body;

• Procedure for assessing 
the effectiveness of the 
performance of official duties 
by employees of the Quality 
Assurance Inspectorate of the 
Audit Public Oversight Body;

• ACU Budget for 2020 in terms 
of delegated authorities,

• Report on the activities of the 
Audit Public Oversight Body for 
2019;

• Report on the overall results of 
the quality assurance system 
for 2019;

• Program of activities of the 
Audit Public Oversight Body for 
2021;

• Plan-schedule of ACU quality 
control inspections for 2021;

• Amendments to the plan-
schedule of ACU quality control 
inspections for 2020.

Figure 1. Issues discussed at the Oversight Board meetings

Draft documents adopted

Draft documents approved
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Moreover, the Members of the Oversight Board regularly participated in the meetings of the ACU Board (10 offline 
meetings), as well as participated in the online meetings of the ACU Board in discussing the specific issues.
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The world Coronavirus Pandemic 
(COVID-19) and the introduction by 
the Cabinet of Ministers of Ukraine 
of quarantine and restrictive mea-
sures aimed at counteracting its 
further spread in Ukraine have sig-
nificantly affected both the activities 
of the AE and the operation of APOB.

The Oversight Board decided to 
approve the draft resolution of the 
Cabinet of Ministers of Ukraine “On 
Amendments to the Resolution of 
the Cabinet of Ministers of Ukraine 
“On the fees paid by audit entities 
in favor of the Audit Public Over-
sight Body”, which provided for a 
reduction in 2020 of the fee paid by 
the AE in favor of APOB from 1% to 
0.5%, and the possibility of crediting 
overpaid amounts of fees to future 
payments.

The Oversight Board also 
suggested that the ACU, when 

revising the budget for 2020 and 
approving the budget for 2021, 
should consider the possibility 
of using the proceeds from 
performance of the delegated 
authorities to finance the current 
activities of the ACU in case of 
exemption of the audit firms from 
paying membership fees to the ACU 
and reducing membership fees 
from auditors.

On behalf of the Oversight Board, 
the Inspectorate decided not to 
perform the onsite audit inspections 
until August 1, 2020 and review the 
Schedule of audit quality control 
inspections to optimize the number 
of AE subject to audit quality control 
inspections in 2020.

The Oversight Board adopted the 
amendments to the Regulation 
on the Audit Oversight Board and 
proposed the relevant amendments 

to the Regulation on the Attestation 
Commission to enable meetings 
of the Oversight Board and the 
Attestation Commission by 
videoconference using information 
and communication technologies, 
including the possibility of 
consideration by the Oversight 
Board of disciplinary proceedings 
against AE entitled to perform the 
statutory audit of public interest 
entities.

In connection with the continuation 
of the restrictive measures 
approved by the resolution of the 
Cabinet of Ministers of Ukraine of 
July 22, 2020 № 641 “On quarantine 
and implementation of enhanced 
anti-epidemic measures in areas 
with a significant spread of acute 
respiratory disease COVID-19 
caused by coronavirus SARS-
CoV-2 “(as amended), and in 
order to support the AE in 2021 

COVID-19
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the Oversight Board approved a 
draft resolution of the Cabinet 
of Ministers of Ukraine” On 

Amendments to the Resolution of 
the Cabinet of Ministers of Ukraine 
of April 10, 2019 № 313” leaving the 

amount of the fee in 2021 paid by 
AE in favor of APOB at the level of 
2020.

The Inspectorate carries out the 
control of the quality of auditing 
services provided by audit entities 
eligible for performing statutory 
audits of financial statements of 
public interest entities; the quality 
control calls for testing internal 
procedures, checking working 
documents, audit reports, other re-
ports, contracts for the provision of 
auditing services, internal orders of 
the audit entity that specify policies 
and procedures to be applied while 
providing auditing services.

The Law of Ukraine “On Account-
ing and Financial Statements in 
Ukraine” defines public interest 

entities as enterprises being issu-
ers of securities, whose securities 
are listed at stock exchanges or are 
subject to a public offering, banks, 
insurers, non-state pension funds, 
other financial institutions (other 
than other financial institutions and 
non-state pension funds catego-
rized as micro and small enterpris-
es), and large enterprises.

The audit service quality control 
inspections are carried out by the 
Inspectorate’s control unit in line 
with the time schedule of inspec-
tions in accordance with the Law, 
the Procedure for the Performance 
of Audit Quality Control Inspections 

approved by Order of the Ministry 
of Finance of Ukraine No. 362 of 
August 29, 2019 (“Procedure”), and 
Recommendations for the Per-
formance of Audit Service Quality 
Control Inspections approved by 
Decision of the Oversight Board 
No. 5/7/13 of August 30, 2019 (as 
amended) (“Recommendations”).

The 2020 Quality Control Inspec-
tion Plan-Schedule approved by 
Order of the State Institution “Audit 
Public Oversight Body” No. 21-kya 
of December 06, 2019 (as amend-
ed), provided for inspecting 29 AE 
eligible for performing statutory 
audits of financial statements of 

QUALITY CONTROL OF AUDIT SERVICES  
GENERAL INFORMATION ABOUT AUDITS AND THEIR RESULTS
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public interest entities. The Inspec-
torate inspected 24 audit entities 
in pursuance of the Time Schedule 
mentioned above; as a result, 19 
AE were found to have passed the 
quality control inspection, including 
17 AE with recommendations that 
must be implemented, while 1 AE 

lost its eligibility for performing 
statutory audits of public inter-
est entities until the agreement 
is reached on the draft inspection 
report; 3 audit entities lost their 
eligibility for performing statutory 
audits of public interest entities 
until the commencement of the 

inspection in their respective offic-
es; inspections of 3 more AE were 
started in 2020 and continued in 
2021; the inspection of 3 AE on site 
was postponed to the year 2021. 
Table 1 presents results of the 
implementation of the 2020 Quality 
Control Inspection Plan.

QUALITY CONTROL INSPECTION RESULTS 
2020 2019

NUMBER OF AE % NUMBER OF AE %

The inspection was passed successfully 2 7 % 1 6 %

The inspection was passed with recommendations to be 
implemented 17 59 % 8 50 %

The inspection was not completed due to the loss of the eligibility 
for the performance of statutory audits of public interest entities 
(PIEs) by the audit entity

4 14 % 5 31 %

The inspection was started in the current year and continued the 
next year 3 10 % 2 13 %

The on-site inspection moved to the next year 3 10 % - -

Total 29 100 % 16 100 %

Table 1. Results of the Implementation of the 2020 Quality Control Inspection Plan
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Figure 2 presents results of the implementation of the 2020 Quality Control Inspection Plan versus the 
results of the previous year 2019.

In comparison with the year 2019, 
the average duration of an on-
site quality control inspection 
of an audit entity grew from 4 to 
5 business days. However, the 

number of audit engagements 
sampled for the inspection was 
left unchanged at 4 engagements 
on the average. This decision 
gave inspectors an opportunity to 

pay more attention to inspecting 
elevated risk areas of the audit 
entities’ internal control systems.

The completed inspections 

Figure 2. Results of the Implementetion of the Quality Control Inspection Plan
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covered 71 financial statement 
audit engagements, with audit 
reports signed as a result with 62 
key partners. In some cases, only 
specific aspects of the performed 
engagements involving the audit, 

review, other assurance, or related 
services were selected for the 
inspection. 

The Inspectorate applied risk-
based approach to sample 

engagements for the inspection. 
Figure 3 presents the distribution 
of financial statement audit 
engagements broken down by the 
organizational and legal form of 
business entities.

Table 2 and Figure 4 provide details of inspections of audit entities and their consolidated results.

Figure 3. Organisational and Legal Form of Business Entities, Whose Financial
Statement Audit Was the Target of Inspection in 2019-2020

Joint stock companies
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Table 2. Details of Inspections of Audit Entities, with Decisions Made on Inspection Results

QUALITY CONTROL INSPECTION RESULTS

2020 2019

NO. OF AUDIT 
ENTITIES % NO. OF AUDIT 

ENTITIES %

Number of audit entities, in whose respect a decision was made 
on inspection results 19 66% 9 56%

Number of key audit partners of such audit entities during the 
period under inspection 104 - 41 -

Number of key audit partners in the inspected engagements 62 60% 28 68%

Number of inspected financial statement audit engagements, 
including: 71 - 35 -

by the conceptual framework of financial reporting:

     •  IFRS 57 80% 23 66%

     •  UAS 14 20% 12 34%

by business entity status

     •  PIEs 51 72% 22 63%

     •  other 20 28% 12 37%

 by issues raised:

      •  at least one material weakness 64 90% 31 89%

      •  no material weaknesses 7 10% 4 11%
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The Inspectorate started its first 
quality control inspections of audit 
services in October 2019 upon 
the approval of the Procedure 
and the Recommendations. This, 
some findings with regard to 
weaknesses in the activities of 
audit entities detected in Q4 2019 
and 2020 (taking into account 

the suspension of inspections in 
April to July 2020) cannot be fully 
comparable against one another 
and against subsequent years, 
for instance, due to the different 
number of the inspected audit 
entities, audit engagements, and 
different durations of on-site 
inspections. For this reason, the 

analysis of weaknesses in the 
activities of audit entities in Q4 2019 
and the year 2020 are presented 
in this report together to provide 
a more acceptable basis for the 
comparison of quantitative and 
qualitative measures of the quality 
of audit services in Ukraine during 
the coming years.

Figure 4: Distribution of Audit Entities by Areas of the Detected Material Weaknesses

Quality control system

Specific requirements
of the Law

Audit engagements

0% 20% 30% 50% 70%10% 40% 60%
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80% 90% 100%

4 24
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Only 8 audit entities out of 28 made use of specialized software to organize, supervise, and document financial 
service audits. At that, only 4 audit entities applied computerized methods of data analysis, for instance, for 
analyzing the accounting data.

Figure 5 presents the distribution 
of material weaknesses broken 
down into specific elements of the 
quality control system with the 
indication of their relative weights. 
The weaknesses associated with 
the monitoring of the internal 
quality control system and the 
performance of engagements 
accounted for the largest 
percentage of weaknesses. 

The most widespread weaknesses 
of internal quality control systems 
of audit entities are mainly 
associated with:

• the inefficient monitoring of 
the quality control, the failure 
to meet requirements for its 

frequency, timeliness, and 
completeness;

• the insufficient attention of 
audit entities to rectifying weak-
nesses detected by means of 
the quality control monitoring;

• the insufficient level of securing 
the impartiality of individuals 
in charge of quality control 
reviews before the presentation 
of the audit report and the 
additional report to the audit 
committee and/or the actual 
performance of the monitoring;

• the failure to meet require-
ments for the quality control 
validation of an engagement 
of a statutory audit of financial 
statements of public interest 
entities;

• the deficiencies of the 
applicable methodology of the 
audit of financial statements, 
including approaches toward 
evaluating risks of the material 
misstatement, and the 
specification of the action to be 
taken by the auditor in response 
to risks so evaluated;

• the lack of the clear matching 
of auditing procedures in audit 
programs with statements 
on classes of transactions, 
account balances, and relevant 
disclosures;

• the failure to meet requirements 
for the completion of the gen-
eration of final files to cover the 
completed engagements, the in-
sufficient assurance of the safe 

WEAKNESSES OF THE QUALITY CONTROL SYSTEM
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storage, integrity, and restorabil-
ity of auditing documents;

• the insufficient quality of track-
ing the workload of engagement 
partners and responding to 
their workload in order to avert 
the reduction of the quality of 
audit services;

• the imperfect systems of the 
evaluation and remuneration of 
the personnel of audit entities, 
including the evaluation and 
remuneration of engagement 
partners that would encourage 
the quality focus of all catego-

ries of employees first of all;
• the lack of the sufficient mon-

itoring measures in the field of 
the continuing professional de-
velopment, the non-compliance 
with some personnel training 
and qualification development 
policies;

• the insufficient control over 
the process of the annual 
confirmation of independence 
policies and procedures by 
the personnel, the notification 
of employees of audit entities 
of quality control policies and 

procedures, and changes 
therein;

• the failure to meet 
independence requirements 
while providing services of 
the statutory audit of financial 
statements of the public 
interest entities; and

• the insufficiency of measures 
taken by audit entities to identify 
and evaluate the conflict of 
interest with the provision of 
non-auditing services, includ-
ing the services provided to the 
client’s related parties.

Figure 5. Structure of Weaknesses in Elements of Quality Control System

0% 20% 30% 50% 70%10% 40% 60% 80% 90% 100%

35% 32% 17% 12% 4%

Monitoring Performance 
of engagements

Human resources Ethics Acceptance of clients and engagements
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The most widespread weaknesses and recommendations on how to rectify them are reviewed below.

INEFFICIENT MONITORING OF THE 
QUALITY CONTROL, THE FAILURE 
TO MEET REQUIREMENTS FOR ITS 
FREQUENCY, TIMELINESS, AND 
COMPLETENESS

Taking account of the number of 
detected weaknesses of some 
audit entities in the performance 
of engagements, the Inspectorate 
came to a conclusion that moni-
toring and/or quality control pro-
cesses of such audit entities before 
the submission of the audit report 
cannot be considered effective. In 
the course of the monitoring, the 
audit entities were focused more 
on the availability of quality control 
policies and procedures at the audit 
entity level without considering 
their relevance in the light of the 
size of the practice of the audit 
entity and quantitative and qualita-
tive characteristics of its auditing 
clients, as well as without checking 

if the quality control policies and 
procedures are applied in practice 
and, if so, how effective they are.

There were cases of the failure 
of some audit entities to perform 
the audit; some of them failed 
to ensure the proper monitoring 
frequency or restricted it solely 
to checking the performed 
engagements or the quality control 
system at the audit entity level.

Recommendations:

An audit entity must establish a 
monitoring process that would 
give it adequate assurance that its 
quality control system’s policies 
and procedures are relevant, ade-
quate, and effective. This process 
must include the ongoing review 
and evaluation of the audit entity’s 
quality control system, including 
the regular inspection of at least 

one completed engagement per 
engagement partner. At least 
once a year, an audit entity must 
communicate its quality control 
system monitoring results to the 
engagement partners and other 
relevant employees of the audit en-
tity, including the CEO (or another 
top executive), or, if appropriate, 
the board of managing partners. 
International Standard on Quality 
Control (ISQC) 1 also defines other 
specific requirements for the mon-
itoring process.

LACK OF ADEQUATE ATTENTION 
TO MAKING GOOD WEAKNESSES 
DETERMINED AS A RESULT 
OF THE QUALITY CONTROL 
MONITORING

Some audit entities failed to pay 
adequate attention to rectifying 
weaknesses detected as a result of 
the monitoring of the audit services 
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quality control system, including 
recurrent weaknesses.

Recommendations:

An audit entity must be focused 
on the consistent improvement 
of the audit quality by applying 
the analysis of root causes of the 
weaknesses and taking appropriate 
measures to prevent these causes 
from reoccurring in the future.

Audit entities must evaluate the 
impact of weaknesses detected as 
a result of the monitoring process 
and determine, whether they are:

• events that are not necessarily 
indicative of the inability of the 
audit entity’s quality control 
system to give it adequate 
assurance of the compliance 
with professional standards 
and applicable requirements 
of legislative and regulatory 
instruments, the reports 

issued by the audit entities 
or engagement partners 
are in accordance with the 
circumstances; or 

• systemic, recurrent, or other 
material weaknesses that 
require immediate action to be 
taken to rectify them.

Recommendations as a result of 
monitoring with regard of actions 
aimed at making good the detect-
ed weaknesses must include the 
following: 

• the implementation of the 
relevant measures to make 
good weaknesses in respect of 
a particular engagement or a 
particular employee;

• the communication of the 
detected weaknesses to 
persons in charge of the 
training and qualification 
development of the personnel; 

• the amendment of quality control 
policies and procedures; and 

• disciplinary proceedings against 
persons who have failed to 
comply with the firm’s policies 
and procedures, especially 
repeat offenders.

Such recommendations determined 
as a result of monitoring must be 
applicable in practice by the audit 
entities.

RISK OF THE LOSS OF 
IMPARTIALITY BY PERSONS IN 
CHARGE OF INSPECTING QUALITY 
CONTROL AND/OR MONITORING 

In some cases, the Inspectorate 
found out circumstances that had 
given rise to the risk of bias and 
the loss of impartiality by persons 
in charge of verifying the quality 
control of an engagement before 
the issue of the audit report or the 
inspection of the quality control of 
the completed engagement within 
the scope of monitoring because 
such persons:



                  17

• were functional subordinates 
of the engagement partner or 
had family relations with the 
engagement partner;

• were appointed for performing 
the inspection by the relevant 
engagement partner. 

Recommendations:

An audit entity must establish 
policies and procedures that would 
ensure the impartiality of persons in 
charge of the review of the engage-
ment quality control. Such policies 
and procedures must make sure that 
the person in charge of the review of 
the engagement quality control: 

• is not chosen by the engage-
ment partner, if possible; 

• does not take part in the 
engagement otherwise during 
the review period; 

• does not make decisions 
instead of the engagement 
group; 

• make it impossible for other 
considerations that would 
impair their impartiality to exist.

Policies and procedures of an audit 
entity must call for the replacement 
of the person in charge of the review 
of the engagement quality control if 
their ability to perform an impartial 
review can be questioned. An audit 
entity with limited personnel may 
prefer engaging a qualified exter-
nal person or another audit entity 
to check the performance of the 
engagement and other monitoring 
procedures. As an alternative, an 
audit entity may agree on sharing 
resources with other organizations 
to support monitoring activities.

FAILURE TO VERIFY THE QUALITY 
CONTROL OF A PUBLIC INTEREST 
ENTITY FINANCIAL STATEMENT 
STATUTORY AUDIT ENGAGEMENT

In some engagements involving 
the statutory audit of financial 

statements of public interest 
entities, some audit entities were 
unable to identify the need for the 
obligatory review of the quality 
control of the engagement before 
the issue of the audit report.

Recommendations:

An audit entity must establish policies 
and procedures that require a review 
of the quality control for some en-
gagements that calls for an objective 
assessment of material judgments 
made by the engagement team and 
the opinions arrived at when formu-
lating the report. Such policies and 
procedures must: (a) require an en-
gagement quality control review for all 
audits of financial statements of listed 
entities; (b) set out criteria against 
which all other audits and reviews of 
historical financial information and 
other assurance and related services 
engagements shall be evaluated to 
determine whether an engagement 
quality control review should be 
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performed; and (c) require an en-
gagement quality control review for 
all engagements, if any, meeting the 
criteria established in compliance with 
subparagraph 35(b) of ISQC 1. Accord-
ing to requirements of the Law, an 
audit entity must undertake internal 
control of the quality of the performed 
engagement of the statutory audit of 
financial statements of public interest 
entities before presenting the audit 
report and the additional report for the 
audit committee of the entity. The in-
ternal quality control of the completed 
financial statement audit engagement 
must be carried out by a reviewer 
who is not one of auditors involved in 
performing the engagement on the 
statutory audit of financial services to 
be reviewed.

WEAKNESSES OF THE APPLICA-
BLE AUDIT METHODOLOGY

As before, many audit entities per-
ceive a substantial lack of skills and 
expertise in developing and applying 

in practice a relevant audit method-
ology and, accordingly, do not have a 
detailed audit manual or corporate 
standards for performing audits of 
financial statements. In most cases, 
sections of such manuals or internal 
standards of the audit entities briefly 
repeat the requirements of the rel-
evant international auditing stan-
dards without specifying how the 
audit entity must implement them in 
practice. These methodology gaps 
are usually related to:

• internal control reviews and 
tests;

• assessments of the material 
misstatement risk at the level 
of financial statements and at 
the level of assertions;

• the determination and appli-
cation of the materiality at the 
level of financial statements 
in general and the materiality 
for the purposes of the perfor-
mance of auditing procedures; 

• the linkage of the assessment 

of the material misstatement 
risk with audit procedures;

• the application of the auditing 
sample;

• the application of analytical 
procedures in substance;

• the audit of a group.

This gives rise to a high risk of 
inconsistency in the application 
of some ISAs by the personnel of 
audit entities and a risk of the audit 
entity’s not obtaining acceptable 
auditing evidence to the extent 
sufficient for the confirmation of 
findings that have been made and 
the audit report to be submitted as 
a result of the incorrect or incom-
pletely applicable methodology. 

Recommendations:

An audit entity must support an 
invariably high quality of the perfor-
mance of engagements via their poli-
cies and procedures. This is achieved 
by using ISA application manuals, 
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appropriate specialized auditing 
software, or other forms of standard-
ized auditing documents, as well as 
application manuals on sectoral and 
other subject-matter-related issues. 
When developing and implementing 
such program and questionnaire 
application manuals, it is appropriate 
to use available information about 
the best ISA application practices 
and make sure that the audit entity’s 
methodology is compatible with the 
professional standards and covers all 
the important areas of auditing finan-
cial statements. For instance, audit 
entities can use the following for 
developing a corporate audit manual:

• the existing recognized 
solutions and software for 
auditing;

• publications of the International 
Federation of Accountants;

• publications on the practical 
use of audits by the recognized 
professional organizations 
of accountants and auditors, 

scientific research.

For instance, a corporate audit 
manual of a small or medium-sized 
auditing practice can include the 
following sections:

• pre-engagement activities:
• establishing prerequisites 

for performing an audit;
• accepting (extending) an 

audit engagement;
• agreeing on terms of the 

engagement with the man-
agement;

• appointing the engagement 
team;

• risk assessment and planning:
• approaches toward deter-

mining general strategy and 
developing an audit plan;

• materiality;
• understanding the business 

entity and its environment;
• understanding internal 

control;
• identifying and evaluating 

risks of material misstate-
ment at the level of financial 
statements;

• identifying and evaluating 
risks of material misstate-
ment at the level of assertions;

• response to risks:
• determining the nature, 

duration, and extent of 
auditing procedures;

• audit sample;
• response to risks at the 

level of financial statements;
• response to risks at the 

level of assertions;
• analytical procedures on 

substance;
• control tests;

• evaluation of evidence and 
findings:
• evaluation of misstatements;
• evaluation of the overall 

presentation of financial 
statements;

• reporting:
• key issues of the audit;
• expressing an opinion.
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The audit of groups can either be 
covered in a dedicated section or in 
specific subsections in the oth-
er sections of the audit manual. 
Furthermore, it is a best practice of 
the audit manual development to 
provide practical examples of the 
application of specific methodologi-
cal requirements in various circum-
stances. Such examples improve 
understanding of the manual by all 
employees of the audit entity and 
contribute to the consistent applica-
tion of its methodology in practice.

LACK OF CLEAR MATCHING OF 
AUDITING PROCEDURES IN AUDIT 
PROGRAMS WITH STATEMENTS 
ON CLASSES OF TRANSACTIONS, 
ACCOUNT BALANCES, AND 
RELEVANT DISCLOSURES

Audit programs that have been de-
veloped and used by some audit en-
tities do not provide for coordinating 
auditing procedures with assertions 
about classes of transactions, ac-

count balances and relevant dis-
closures. Also, some of those audit 
programs do not contain specific 
auditing procedures or include too 
general procedures. This situation 
gives rise to a high risk of the de-
velopment of such audit programs 
without due regard to the need for 
performing auditing procedures in 
respect of some assertions, classes 
of transactions, account balances, 
and relevant disclosures.

Recommendations:

Audit entities must establish 
policies and apply procedures that 
would give them enough assurance 
that the engagements are per-
formed in accordance with profes-
sional standards and applicable 
legislative and regulatory require-
ments, while the audit entity or the 
engagement partner will issue a 
report consistent with circumstanc-
es. This is achieved, for instance, by 
using internal application manu-

als, appropriate software, or other 
forms of standardized documents.

Audit entities have to review regu-
larly the existing standardized audit 
programs covering all items of 
financial statements, including the 
auditing procedures used in such 
programs, the level of their detail, 
the specific formulations of what 
exactly an auditor is expected to do 
for obtaining audit evidence, and 
match auditing procedures in the 
programs with the relevant asser-
tions to make sure that auditing 
procedures cover all the assertions.

FAILURE TO COMPLY WITH RE-
QUIREMENTS FOR THE COMPLE-
TION OF THE GENERATION AND 
FILING OF AUDITING DOCUMENTS

Some audit entities have not 
completed the production of final 
files on financial statement audit 
engagements and their filing 
within 60 days of signing the audit 
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report. In some cases, audit entities 
were unable to demonstrate the 
timeliness of the final generation 
of auditing documents, failed 
to pay enough attention to the 
storage security, completeness, 
integrity, and restorability of 
auditing documents, and the 
control over its amendment. Some 
audit entities compiled and later 
filed key auditing documents 
in the electronic form with the 
indication of details of persons, 
who prepared and checked such 
documents, and the relevant 
sign-off dates in a manner that 
does not make it possible to make 
sure whether these persons 
listed in the electronic documents 
actually carried out the work or 
checked on its performance, and 
whether they did so on time. Also, 
the Inspectorate encountered 
instances of inconsistency of audit 
entities’ policies and procedures 
on the period of keeping auditing 
documents as a result of the audit 

of financial statements of public 
interest entities.

Recommendations:

An audit entity must compile 
auditing documents on time. 
Working documents of an auditor 
must be completed and filed within 
60 days of the signing date of the 
audit report. 

The audit entity must implement 
policies and procedures and 
measures to ensure compliance 
with them with regard to the 
compilation of the final auditing file 
that would cover:

• eliminating or removing 
replaced documents;

• sorting or arranging working 
documents, and making cross 
links;

• approving checklists with 
questions on the completion 
applicable to the process of 

generating the auditing file; 
• documenting audit evidence 

that has been obtained, 
discussed, and agreed upon by 
the audit entity with the relevant 
members of the engagement 
team before the date of the 
auditor’s report.

Audit entities must keep working 
documents and reports on statutory 
audits of financial statements of 
public interest entities for at least 
seven years after the completion of 
such audit engagements. An audit 
entity must implement efficient con-
trols to make sure that any changes 
entered into auditing documents in 
the course of the generation of the 
final file after the auditor’s report 
date are of purely administrative 
nature and not associated with per-
forming new auditing procedures or 
formulating new findings.

An audit entity must implement 
policies and procedures to ensure 
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confidentiality, safe storage, integ-
rity, accessibility, and restorability 
of the engagement documents. 
Regardless of the carriers of the 
engagement documents (paper or 
electronic documents, etc.), the 
integrity, accessibility, or restorabil-
ity of data in such documents can 
be questioned if the documents can 
be modified, added or if the infor-
mation contained in the documents 
can be destroyed without the audit 
entity’s being aware, or if the doc-
uments themselves can be lost or 
destroyed. Thus, the control mea-
sures to be developed and imple-
mented by the audit entity to pre-
vent unauthorized changes in the 
engagement documents or the loss 
thereof must include measures, 
which, in addition to the measures 
already applied, would: 

• make it possible to find out, 
when engagement documents 
were created, modified, or 
checked, and by whom; 

• protect the information integrity 
at all stages of the engagement 
performance and during the 
entire filing period; 

• rule out the introduction of 
unauthorized changes into the 
engagement documents; and 

• rule out access of unauthorized 
persons to the documents. 

INSUFFICIENT TRACKING OF THE 
WORKLOAD OF ENGAGEMENT 
PARTNERS

The timely involvement and 
thorough oversight of an 
engagement partner are important 
conditions for ensuring proper 
quality of the audit. If partners 
are unable to spend enough time 
on managing, overseeing, and 
performing an audit engagement 
due to the excessive workload, 
there is a higher risk that the audit 
entity would not obtain acceptable 
audit evidence to the sufficient 
extent and that the audit report 

would not be consistent with the 
circumstances.

However, the Inspectorate detected 
numerous instances of involving the 
same auditor in playing the role of 
an engagement partner (key audit 
partner) in several dozens of finan-
cial statement audit engagements, 
as well as other engagements 
during the peak months for audit 
entities. In this case, a lot of audit 
reports were compiled and signed 
on behalf of the audit entity by an 
engagement partner during the 
last week before the deadline for 
the publication or presentation of 
the audited financial statements. In 
other cases, the information about 
the time spent by the audit entity on 
the performance of engagements 
provided indicative signs of the con-
siderable exceedence of the regular 
number of working hours. 

This situation gives rise to risks 
of the insufficient involvement of 
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partners into the performance 
of engagements to ensure their 
proper quality and the insufficient 
level of the manpower available 
at the main place of work for the 
performance of engagements 
involving statutory audits of 
financial statements.

Recommendations:

An audit entity must establish 
policies and procedures that 
would ensure the active personal 
participation of the key audit 
partner in the performance of the 
audit engagement, with giving 
it enough time. Such policies 
and procedures can include 
engagement partner workload and 
availability monitoring systems 
enabling them to have enough time 
for the adequate performance of 
their duties. In order to provide 
services of the statutory audit of 
financial statements, an audit 
entity must ensure the sufficient 

availability of the manpower at 
the main place of work for the 
performance of engagements of 
the statutory audit of financial 
statements. In addition, the 
equalized workload of partners 
and other personnel of audit 
entities would help prevent their 
professional burn-out and, as a 
result, the loss of motivation and 
due diligence in the performance of 
engagements.

IMPERFECT PERSONNEL 
ASSESSMENT AND BONUS 
SYSTEM, INCLUDING 
ASSESSMENT OF ENGAGEMENT 
PARTNERS

As at the time of the inspection, 
some audit entities either did 
not have in place a system of 
personnel assessment and bonus 
payments or were in the process 
of developing and implementing 
relevant policies and procedures. 
In some cases, the policies and 

procedures implemented by 
audit entities either did not cover 
the assessment of engagement 
partners or failed to pay proper 
attention to the quality in the 
assessment.

Recommendations:

An audit entity must develop and 
implement procedures for the 
assessment of the performance, 
compensation, and promotion for 
audit entity employees of all levels 
involved into the provision of audit 
services, including the engagement 
partners. These procedures of 
regular assessment and bonus 
payments must give substantial 
weight to the focus of employees on 
quality. 

The performance assessment, 
compensation, and promotion pro-
cedures give proper recognition and 
encouragement for the development 
and maintenance of the competence 
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and commitment to principles of 
ethics. Steps that an audit entity can 
make to develop and maintain com-
petence and commitment to ethics 
may include, for instance: 

• informing the personnel about 
the audit entity’s expectations 
with regard to the performance 
and principles of ethics; 

• informing the personnel 
about the assessment of their 
performance, progress, and 
career development, together 
with giving appropriate advice, 
and; 

• helping the personnel to 
understand that the promotion 
to the jobs with a higher level 
of responsibility depends, inter 
alia, on the quality of work 
and the commitment to the 
principles of ethics, while the 
failure to comply with policies 
and procedures implemented 
by the audit entity can result in 
disciplinary proceeding.

Audit entities must pay attention 
to enhancing and strengthening a 
clear and transparent link between 
the quality, the overall assessment 
of the performance of a partner, 
and their remuneration.

LACK OF SUFFICIENT 
MONITORING MEASURES IN 
THE FIELD OF THE CONTINUING 
PROFESSIONAL DEVELOPMENT, 
NON-COMPLIANCE WITH SOME 
PERSONNEL TRAINING AND 
QUALIFICATION DEVELOPMENT 
POLICIES

A lot of the inspected audit entities 
failed to document sufficient 
evidence of their exercise of the 
monitoring of measures in the 
field of the continuing training and 
professional development, and the 
verification of the compliance of all 
the audit entity’s personnel with the 
continuing training, professional 
development, and qualification 
requirements.

Recommendations:

Audit entities must implement 
policies and procedures that would 
give them sufficient assurance 
that they have enough personnel 
with the appropriate competence, 
capability, and ethical commitment 
for performing engagements in 
accordance with requirements 
of professional standards 
and applicable legislative and 
regulatory requirements, and the 
issue of reports consistent with the 
circumstances by the firm or the 
engagement partners.

The monitoring of measures 
by the audit entities in the field 
of the continuing training and 
professional development, and 
the verification of the compliance 
of all the audit entity’s personnel 
with the continuing professional 
development requirements must 
be supported with evidence. The 
assessment of the compliance 
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of employees with requirements 
of the continued professional 
development programs may also 
be made a part of the annual 
personnel assessment.

INSUFFICIENT CONTROL OVER 
THE ANNUAL CONFIRMATION 
OF INDEPENDENCE POLICIES 
AND PROCEDURES, THE 
FAMILIARIZATION OF THE 
PERSONNEL WITH QUALITY 
CONTROL POLICIES AND 
PROCEDURES

In some audit entities, the control 
over the process of the annual 
confirmation of the compliance 
of employees with independence 
policies and procedures turned 
out to be ineffective. In addition, 
some audit entities were unable to 
demonstrate the compliance with 
requirements of ISQC 1 for the 
familiarization of their employees 
with quality control policies and 
procedures.

Recommendations:

At least once a year, an audit entity 
must obtain a written confirmation 
of the compliance with its inde-
pendence policies and procedures 
from all employees that must be 
independent in accordance with 
the relevant ethical requirements. 
To this end, the audit entity must 
implement efficient control over the 
complete and timely obtainment of 
such confirmations from the entire 
personnel.

AN audit entity must document 
its policies and procedures, and 
notify their personnel about them. 
Informing the personnel of audit 
entities about quality control 
policies and procedures must 
include a description of quality 
control policies and procedures 
and goals to be attained, together 
with the notice that each employee 
is personally responsible for the 
quality and that each employee 

is expected to comply with these 
policies and procedures.

FAILURE TO COMPLY WITH 
INDEPENDENCE REQUIREMENTS

An audit entity has not been able to 
identify threats to the independence 
during the provision of services 
of the statutory audit of financial 
statements to some public interest 
entities on a systemic basis; the 
threats came to existence because 
some engagement partners or other 
personnel of the audit entity were 
members of supervisory boards of 
the relevant entities or were re-
sponsible for keeping accounts and 
compiling financial statements as 
employees of these entities.

Recommendations:

An audit entity must implement 
policies and procedures that would 
give it enough assurance that the 
audit entity, its personnel and, if 
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applicable, other persons subject to 
the independence requirements (in-
cluding the personnel of the audit 
entity’s network) are indeed inde-
pendent, when so required by the 
appropriate ethical requirements. 
These policies and procedures 
must enable an audit entity: 

a)  to familiarize their personnel 
and, if necessary, other 
persons with the independence 
requirements; 

b)  detect and evaluate circum-
stances and relationships that 
give rise to threats to the inde-
pendence, and take appropri-
ate measures to eliminate the 
threats or mitigate them to an 
acceptable level by taking pre-
cautions or, if deemed appropri-
ate, rejecting an engagement, if 
the rejection is permitted by the 
applicable legislation.

Audit entities must take appropriate 
measures to secure independence 

in the course of the provision of 
audit services in the cases specified 
by the ISAs, including, for instance, 
the prevention of an actual or 
potential conflict of interest, the 
impact of contractual or other rela-
tions among the audit entities, their 
owners (founders, participants), 
officers and employees, other per-
sons involved into the provision of 
audit services, and related parties 
of the audit entities.

The Law prohibits audit entities 
from providing audit services if the 
auditor, the audit entity, its key audit 
partners, its owners (founders, par-
ticipants), officers and employees, 
and other persons involved into the 
provision of such services, as well 
as close relatives and family mem-
bers of the above persons:

• own financial instruments 
issued by the legal entity, whose 
financial statements are to 
be audited, or the legal entity 

connected to the former legal 
entity by the shared ownership, 
control, or management, other 
than the entities owned by the 
former legal entity indirectly, via 
joint investment institutes;

• take part in transactions with 
financial instruments issued, 
guaranteed, or otherwise sup-
ported by the legal entity, whose 
financial statements are to be 
audited, other than transactions 
within joint investment institutes;

• have had employment, 
contractual, or other relations 
that can result in the conflict of 
interest during the period with 
the legal entity, whose financial 
statements are to be audited.

LACK OR INSUFFICIENCY OF 
MEASURES TAKEN BY AUDIT EN-
TITIES TO IDENTIFY AND EVALU-
ATE THE CONFLICT OF INTEREST

The Inspectorate established in the 
course of inspections that some au-
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dit entities provided audit services 
to entities, to which they or other 
parties related to the audit entity 
provided non-auditing services at 
the same time. However, the audit 
entities did not take measures to 
identify and evaluate the conflict of 
interest and, accordingly, to deter-
mine the appropriate precautions to 
eliminate or mitigate the threats to 
an acceptable level.

Recommendations:

An audit entity must implement 
policies and procedures for the 
acceptance of engagements, the 
continuation of relations with 
clients and specific engagements 
that would give the audit entity 
enough assurance that it will only 
accept or extend an engagement 
and a relationship if it is capable 

of meeting the appropriate ethical 
requirements. 

Such policies and procedures must 
require the audit entity to determine, 
whether it is acceptable to accept an 
engagement from a new or existing 
client if a potential conflict of 
interest is detected and to document 
the solution of this issue, if it was 
detected and the audit entity decided 
to accept a specific engagement, 
a new client, or to extend the 
relationship with an existing client.

An audit entity must identify and 
evaluate the threats that arise 
from providing non-auditing 
services to an entity, to which 
the audit entity also provides 
assurance services, either by 
the audit entity in question or a 
party related to the audit entity. 

The audit entity must comply with 
the appropriate independence 
standards of the Code of Ethics for 
Professional Accountants.

In addition, Article 23 of the Law 
requires an audit entity to ensure 
the implementation of organizational 
and administrative mechanisms 
for the prevention, identification, 
elimination, or management and 
disclosure of any risks and threats to 
its independence in order to provide 
services of the statutory audit of 
financial statements.

Also, an audit entity must comply 
with requirements of Article 
6(4) of the Law that restricts the 
simultaneous provision of financial 
statement statutory audit services 
and some non-auditing services to 
the public interest entities.



28                  

INCOMPLIANCE WITH CERTAIN REQUIREMENTS OF THE LAW
Figure 6 presents the distribution of 
significant deficiencies in compli-
ance with certain requirements of 
the Law and their specific weight. 
The most common deficiencies are 
mainly related to:

• non-compliance with the re-
quirements of the Law on the 
preparation, submission and 
content of additional reports 
for audit committees, as well 
as their consistency with audit 
reports;

• violation of the Law require-
ments on participation in 
competition for selection of AE, 
which may be assigned for pro-
viding services of statutory audit 
to the public interest entities;

• violation of the Law require-
ments on information disclo-
sure in the auditor’s report in 
addition to the requirements set 
out in the ISA;

• absence of keeping personal 
files for each legal entity whose 
financial statements are audit-
ed;  

• AE’s failure to identify particular 
instances of statutory audit of 
the financial statements of a 
public interest entity, in particu-
lar due to the acquisition of such 
status by an entity as a result of 
a change in its size category;

• failure to comply with the Law 
requirements on informing the 
bodies, which supervise public 
interest entities;

• introduced remuneration poli-
cies for the involved in statutory 
engagement personnel do not 
contain incentives to ensure the 
quality of work;

• AE’s failure to submit or late 
submission of amendments to 
the information, or submission 
of unreliable information to be 
disclosed in the Register;

• violation by the AEs of 
the principles of ethical 
professional conduct.

In addition, the Inspectorate iden-
tified some cases of improper 
control of the AE over the prepa-
ration of the report on provided 
services (form № 1-audit (annual)), 
timeliness of payment of contribu-
tions under contracts on statutory 
audit of financial statements in 
favor of ACU and APOB, as well as 
certain deficiencies in prepared and 
published transparency reports for 
2018 and 2019.

THE MOST COMMON INDIVIDUAL 
DEFICIENCIES, AS WELL AS THE 
RELEVANT RECOMMENDATIONS 
FOR AE ARE DESCRIBED IN MORE 
DETAIL BELOW.

Inadequate supervision by AE over 
the preparation of an additional 
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Figure 6. Structure of deficiencies by areas of violation of certain requirements of the Law

0 5% 10% 15% 20% 25%

Additional report for audit committee 20%

Participation in competition for PIEs’ audit 20%

Others 16%

Additional requirements to the audit report 12%

Personal files 8%

Identification of instances of statutory audit 8%

Informing  supervisory bodies 8%

Remuneration policy 4%

Information in the Register 4%

report for the audit committee 
or body (unit) entrusted with the 
relevant functions

Certain AEs did not provide to 
the audit committee of such 
an enterprise or the body (unit) 

entrusted with the relevant 
functions with an additional report 
for the audit committee when 
performing certain statutory 
engagements of financial 
statements of public interest 
entities.

There were also identified cases 
of submitting an additional 
report for the audit committee 
to an unauthorized body of the 
enterprise, such as the tender 
committee or other executive body.
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Cases of inconsistency of the 
additional report for the audit 
committee with the audit 
report were identified in some 
engagements.

In addition, the additional report 
for the audit committee did not 
disclose all the information 
required by Article 35 of the 
Law, such as the last name, first 
name and patronymic of the 
auditors involved, explanation of 
any significant deviations in the 
methodology of audit of financial 
statements in comparison with 
the previous year, description of 
the valuation techniques used for 
different groups of assets and 
liabilities.

Recommendations:

In case of providing services of 
statutory audit of financial state-
ments to the public interest entity 
an AE shall submit the additional 

report to the audit committee or 
the body (unit) entrusted with the 
relevant functions no later than 
the date of submission of the audit 
report. The additional report for the 
audit committee shall disclose the 
results of the performance of the 
statutory engagement and shall 
contain at least disclosures speci-
fied in paragraph two of Article 35 
of the Law.

The audit committee of the public 
interest entity the or the body 
(unit) entrusted with the relevant 
functions is the body (unit) which 
shall ensure:

• informing the general meeting 
of shareholders (participants) 
or other supreme governing 
body in accordance with the 
law, the governing body or 
the supervisory body of the 
enterprise on the results of 
the statutory audit of financial 
statements;

• monitoring of the process of 
preparing financial statements 
and providing recommendations 
and proposals for ensuring the 
reliability of information;

• assessment of the effectiveness 
of internal control systems (in-
ternal audit in accordance with 
International Standards for the 
Professional Practice of Internal 
Auditing) and risk management 
of the enterprise;

• monitoring of performance 
of statutory engagements of 
financial statements; 

• assessment of the indepen-
dence of AEs that provide 
services of statutory audit;

• conducting transparent com-
petition for the selection of AE 
and justification of recommen-
dations based on its results.

The AE shall ensure that the 
audit report is reconciled with 
the additional report to the audit 
committee. 
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FAILURE TO COMPLY WITH THE 
REQUIREMENTS OF THE LAW 
ON THE RIGHT TO PARTICIPATE 
IN THE COMPETITION FOR 
SELECTION OF AUDIT ENTITIES 
WHICH MAY BE ASSIGNED 
TO PROVIDE SERVICES OF 
STATUTORY AUDIT OF PUBLIC 
INTEREST ENTERPRISES.

The Inspectorate found that some 
AEs did not comply with the Law re-
quirements on restrictions on par-
ticipation in competitions (tenders) 
for selection of an AEs and provided 
services of audit of financial state-
ments to public interest entities, 
while according to the results of 
previous reporting periods, the AE’s 
fees  received from provision of 
services to the public interest entity, 
exceeded 15 percent of the total in-
come of the AE from audit services 
provision. According to the Article 
29 of the Law, in such cases the AEs 
were not entitled to participate in 
competitions for selection of audit 

entities that may be designated to 
provide services of the statutory au-
dit of financial statements of public 
interest entities.

Recommendations:

The AE have the right to participate 
in the competition for selection of 
audit entities which may be desig-
nated to provide services of statu-
tory audit of financial statements of 
public interest entity, if for the pre-
vious annual reporting period the 
amount of fees from each of the 
public interest entities, to which 
the services of statutory audit of 
financial statements were provided 
during this period, did not exceed 
15 percent of the total income from 
the provision of audit services. 

With this aim, the AEs shall ensure 
constant monitoring of the ratio 
between the fees received from the 
provision of services to each public 
interest entity (to which also stat-

utory audit services are provided) 
and the expected and actual total 
income of AE from audit services 
provision for the relevant year.

NON-COMPLIANCE WITH THE RE-
QUIREMENTS OF THE LAW WHEN 
PREPARING AUDIT REPORTS

Some audit reports prepared by 
some AEs based on the results of 
the statutory audit of the financial 
statements of public interest enti-
ties did not disclose the informa-
tion required in addition to ISA.

Recommendations:

In the auditors’ report on the results 
of the audit of financial statements 
of public interest entity the AE shall 
provide the following information:

• name of the body which 
assigned the AE to 
performance of statutory 
audit;
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• date of assignment of the AE 
and the total duration of the 
audit engagement without 
interruption, taking into 
account the extension of the 
authorities that have taken 
place and re- engagements;

• confirmation that the audit 
report is consistent with the 
additional report for the audit 
committee;

• allegations of non-provision 
of services prohibited by law 
and of the independence of the 
key audit partner and the AE 
from the legal entity during the 
audit;

• information about other 
services provided by the 
auditor or AE to the legal 
entity or its controlled 
entities, except for statutory 
audit services, which are not 
disclosed in the management 
report or in the financial 
statements.

LACK OF PERSONAL FILE 
MANAGEMENT FOR EACH LEGAL 
ENTITY WHOSE FINANCIAL 
STATEMENTS ARE AUDITED.

Several AE did not keep personal 
files for each legal entity whose 
financial statements are audited, or 
such personal files did not contain 
all the information required by law. 

Recommendations:

The AE shall keep personal files for 
each legal entity whose financial 
statements are audited, which 
shall include at least:
• name and location of such legal 

entity;
• for AE - last name, first name, 

patronymic of the assigned key 
audit partner;

• the amount of remuneration 
received for statutory audit 
services and remuneration 
received for other services in 
each financial year.

NON-COMPLIANCE WITH THE 
REQUIREMENTS OF INFORMING 
THE BODIES WHICH SUPERVISE 
PUBLIC INTEREST ENTITIES.

Some AE have not complied with 
the requirements of the Law to 
inform the body, which according 
to the legislation supervise such 
an entity, of a significant threat to 
the entity's ability to continue its 
activity on a continuous basis and / 
or to provide a modified opinion.

Recommendations:

The AE, which provides statutory au-
dit services to public interest entity, 
is obliged to inform the body, which 
according to the legislation supervise 
such an entity, of the following:

• violation of the legislation on 
issues within the competence 
of the supervisory body;

• significant threat or doubt 
regarding the entity's ability 
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to continue its activity on a 
continuous basis;

• disclaimer of opinion or 
provision of a negative or 
modified opinion.

LACK OF REMUNERATION 
POLICIES FOR STAFF INVOLVED 
IN STATUTORY ENGAGEMENT, 
WHICH WOULD PROVIDE FOR 
INCENTIVES TO ENSURE THE 
QUALITY OF WORK.

Not all AEs have remuneration 
policies in place for staff involved 
in statutory engagement, which 
would provide incentives to ensure 
the quality of work.

Analysis of the financial statements 
of some AEs, selective verification 
of reports on unified social tax, tax 
calculations of income accrued 
(paid) in favor of individuals, and 
the amount of tax withheld from 
them indicate that the salaries of 
staff of such AEs are within the 

statutory minimum wages, or less 
than this amount due to the reduc-
ing the length of the working week 
for employees for which the entity 
is a place of primary employment.

In addition to the high risk of losing 
motivation of staff to effectively 
perform duties due to low salaries, 
this also creates a high risk for AE 
to fail to hire and keep qualified staff 
for timely performance of duties in 
a quality manner as an auditor to 
clients and society in general.

Recommendations:

AEs should ensure the implemen-
tation of a remuneration policy for 
staff involved in statutory engage-
ment, which would provide incen-
tives to ensure the quality of work. 
In order to this, AEs should estab-
lish a clear and transparent link be-
tween the assessment of the quality 
and the amount of remuneration of 
employees, including partners.

Evaluation procedures for per-
formance, compensation and 
promotion of AEs should provide 
appropriate recognition and en-
couragement for the development, 
maintenance of competence and 
commitment to ethical principles.

Among the steps that AEs can 
take to develop and maintain 
competence and commitment to 
ethical principles may include:

• informing staff about the firm's 
expectations regarding the 
results of work and ethical 
principles;

• setting the amount of salaries 
at market level for the relevant 
category of employees;

• informing staff about the as-
sessment of their performance, 
progress, career opportunities 
with relevant advice; and

• assisting staff in understanding 
that promotions with a higher 
level of responsibility depend, 
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The vast majority of inspected AEs 
continue to have difficulty in obtain-
ing sufficient and acceptable audit 

evidences, preparing proper audit 
documentation, verifying accounts, 
adequately assessing audit risks, and 

exercising due professional caution, 
diligence, and skepticism, which are 
critical for ensuring quality of audit.

Figure 7 shows the areas of the identified sufficient deficiencies in performing statutory engagements of 
financial statements of public interest entities depending on the frequency of their identification in the 
inspected engagements of financial statements.

DEFICIENCIES IN ENGAGEMENT PERFORMANCE

inter alia, on the quality of work 
and adherence to ethical princi-
ples, and non-compliance with 
policies and procedures imple-
mented by the firm may result 
in disciplinary proceedings.

VIOLATION OF PRINCIPLES 
OF ETHICAL PROFESSIONAL 
CONDUCT BY THE AE.

During the inspections, some cases 
were identified regarding submission 
of unreliable information by some 

AEs as part of tender proposals for 
statutory audit of financial state-
ments of public interest entities.

Recommendations:

By providing audit services, AEs 
shall ensure ethical professional 
conduct with respect for the public 
interest, general moral principles, 
principles of independence and 
objectivity, honesty, professional 
competence, confidentiality and 
professional secrecy.

The management of the AE 
should refrain from any actions 
or omissions that could compro-
mise its adherence to the fun-
damental principles enshrined 
in the Code of Ethics for Profes-
sional Accountants. In particular, 
the AE should not provide inac-
curate information about itself, 
employees working in the entity 
as a place of primary employ-
ment, their professional qual-
ifications as part of the tender 
offer.
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Figure 7. Areas of identified sufficient deficiencies in performing engagements

0 2% 4% 6% 8% 12%10%

Assessing of risks of material misstatement 11%
Procedures for consideration of fraud 10%

Adequacy of information in statements 9%
Consideration of other information 6%

Understanding of internal control 6%
Audit report 6%

Test of details 5%
Analytical procedures by planning 4%

Related patry transactions 4%
Test of internal controls 4%

Accounting estimates, including fair value 4%
Revenue recognition 3%

External confirmations 3%
Events after the reporting period 3%

Audit sample 3%
Consideration of court cases and claims 2%
Balances at the beginning of the period 2%

Inventory procedures 2%
Quality of audit evidence 2%

Materiality 2%
Acceptance and continuance client relationships 1%

Audit plan and strategy 1%
Substantive analytical procedures 1%

Audit of group 1%
Written assurances 1%

Identification and evaluation of distortions 1%
Going concern 1%

Other 1%

The most common deficiencies, as well as recommendations for their elimination are described below.
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ASSESSING THE RISKS OF 
MATERIAL MISSTATEMENT 
THROUGH UNDERSTANDING THE 
ENTITY, ITS ENVIRONMENT AND 
INTERNAL CONTROL. 

In some audit engagements the 
audit documentation did not provide 
evidence of the AE’s understanding 
of the entity and its environment, as 
well as the internal control com-
ponents identified in ISA 315: the 
control environment, the entity's risk 
assessment process, the information 
system, including the business pro-
cesses related to financial reporting, 
control measures and monitoring of 
controls. In most cases, such docu-
mentation was limited to indicating 
“Yes” or “No” in the programs or 
checklists or to general respons-
es from business entities without 
specifying which, how frequently and 
by whom the control measures were 
carried out, and without appropriate 
procedures in addition to inquiry of 
the entity’s personnel to determine 

whether appropriate controls were 
implemented.

In most cases AEs did not perform 
or failed to demonstrate the 
following:

• documenting the identification 
and assessment of the material 
misstatement risks both at 
the financial statement level 
and at the assertion level for 
classes of transactions, account 
balances and disclosures;

• linking the identified risks to 
what may be incorrect at the 
assertion level, considering the 
likelihood of distortions, and 
whether any of the identified 
risks are significant;

• understanding the controls 
appropriate to the significant 
risks;

• documenting management 
override of controls as a 
significant risk;

• documenting the identification 

of the risk of material 
misstatement due to fraud 
related to revenue recognition.

Only few AEs in the audit of 
financial statements sufficiently 
considered the risks arising from IT 
and the relevant general IT control 
measures and application software 
control measures.

As a result, a majority of AEs were 
unable to properly plan the audit 
and at the same time prove their 
compliance with ISA 315.

Recommendations:

The AE shall include in the audit 
documentation in sufficient 
information to demonstrate that 
it has an understanding of each 
aspect of the entity's operations 
and its environment that are 
specified in paragraph 11 of 
ISA 315 and each component of 
internal control that are specified 
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in paragraphs 14-24 of ISA 
315; sources of information for 
understanding and risk assessment 
procedures performed.

When obtaining an understanding 
of controls that are relevant to 
the audit, the AE shall evaluate 
the design of those controls and 
determine whether they have 
been implemented, by performing 
procedures in addition to inquiry of 
the entity’s personnel.

An understanding of the entity, its 
environment, including the internal 
control, shall be used by the AE in 
identifying types of potential mis-
statements and factors that affect 
the risks of material misstatement, 
and in designing the nature, timing 
and extent of further audit proce-
dures.

The AE shall identify and assess the 
risks of material misstatements 
at the level of financial statements 

and at the assertion level for 
classes of transactions, account 
balances and disclosures to 
establish the basis for the 
development and implementation 
of further audit procedures.

For this purpose, the AE shall:

a) identify risks throughout the 
process of obtaining an under-
standing of the entity and its 
environment, including relevant 
controls that relate to the risks, 
and by considering the classes 
of transactions, account bal-
ances, and disclosures in the 
financial statements; 

b)  assess the identified risks, 
and evaluate whether they 
relate more pervasively to the 
financial statements as a whole 
and potentially affect many 
assertions; 

c)  relate the identified risks to 
what can go wrong at the 
assertion level, taking account 

of relevant controls that the 
auditor intends to test; and 

d)  consider the likelihood of mis-
statement, including the possi-
bility of multiple misstatements, 
and whether the potential 
misstatement could result in a 
material misstatement.

As part of the risk assessment the 
AE shall determine whether any of 
the risks identified are significant 
and obtain an understanding of 
whether the identified risk will 
impact on the entity’s controls, 
including control activities.

Irrespective of the assessed risks 
of material misstatement, the 
AE shall identify as a significant 
risk the management override of 
controls, since the management is 
in a unique position to perpetrate 
fraud because of management’s 
ability to manipulate accounting 
records and prepare fraudulent 
financial statements by overriding 
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controls that otherwise appear to 
be operating effectively.

When identifying and assessing the 
risks of material misstatement due 
to fraud, the AE shall, based on a 
presumption that there are risks 
of fraud in revenue recognition, 
evaluate which types of revenue, 
revenue transactions or assertions 
give rise to such risks. The AE 
shall treat those assessed risks of 
material misstatement due to fraud 
as significant risks and accordingly, 
it shall obtain an understanding 
of the entity’s related controls, 
including control activities, relevant 
to such risks, if it was not done 
yet. If the AE has concluded that 
the presumption that there is a 
risk of material misstatement 
due to fraud related to revenue 
recognition is not applicable in the 
circumstances of the engagement, 
the auditor shall include in the 
audit documentation the reasons 
for that conclusion.

DEFICIENCIES IN THE PROCE-
DURES FOR CONSIDERATION OF 
FRAUD RISKS.

The audit documents of some AEs 
did not cover:

• evidence of procedures for 
obtaining information used in 
identifying the risks of material 
misstatement due to fraud;

• management's assessment 
of fraud risk, management's 
process for identifying and 
taking action in response to 
fraud risks, management's 
communication of information, 
if any, to those charged 
with governance regarding 
the processes for the fraud 
identification and response to 
the fraud risks; 

• communication by management 
of information, if any, to 
employees regarding their 
views on business practices and 
ethical conduct;

• element of unpredictability in 
the choice of the nature, time 
and extent of audit procedures;

• evidence of a retrospective 
review of management's judg-
ments and assumptions related 
to the significant accounting 
estimates reflected in the 
financial statements of the prior 
year;

• evidence of discussions with 
personnel and documenting 
the vulnerability of the entity’s 
financial statements to the ma-
terial misstatement, including 
material misstatement due to 
fraud and the manner in which 
fraud was committed prior to 
subsequent audit procedures.

In many cases, discussions related 
to actual or suspected fraud were 
limited to inquiries to the manage-
ment or the chief accountant. At 
the same time, no inquiries were 
made to other persons within the 
entity who may be aware of such 
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information, such as employees of 
the internal audit department, the 
internal security service, mem-
bers of the audit committee, legal 
department, members of the audit 
committee and the oversight board.

In the absence of technical tools in 
most inspected AEs auditors were 
unable to adequately demonstrate 
that they had carried out testing 
on the compliance of the entries 
reflected in the General Ledger 
and other adjustments made in the 
financial statements, there were 
only brief reference to performing 
such testing in the audit program. 
In addition, some AEs having such 
technical capabilities did not, in all 
cases, check the completeness of 
journal entries and the integrity of 
the data provided.

Recommendations:

The AE shall make inquiries of 
management regarding:

a)  management’s assessment 
of the risk that the financial 
statements may be materially 
misstated due to fraud, 
including the nature, extent and 
frequency of such assessments;

б)  management’s process for 
identifying and responding to 
the risks of fraud in the entity, 
including any specific risks of 
fraud that management has 
identified or that have been 
brought to its attention, or 
classes of transactions, account 
balances, or disclosures for 
which a risk of fraud is likely to 
exist;

в)  management’s communication, 
if any, to those charged with 
governance regarding its 
processes for identifying and 
responding to the risks of fraud 
in the entity;

г)  management’s communication, 
if any, to employees regarding 
its views on business practices 
and ethical behavior.

The AE shall make inquiries of other 
employees (except management) 
within the entity as appropriate (in-
cluding the internal auditors if there 
is an internal audit division), to deter-
mine whether they have knowledge 
of any actual or suspected fraud, or 
fraud cases under investigation (or 
investigated) affecting the entity.

The responses to inquiries received 
from employees of the entity, 
the results of discussions with 
management, those charged with 
governance, should be documented 
and attached to the audit 
engagement file

The AE shall review accounting 
estimates for biases and evaluate 
whether the circumstances produc-
ing the bias, if any, represent a risk of 
material misstatement due to fraud. 
In performing this review, the auditor 
shall, but not limited to, perform a 
retrospective review of management 
judgments and assumptions related 
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to significant accounting estimates 
reflected in the financial statements 
of the prior year.

For significant transactions that 
are outside the normal course 
of business for the entity, or that 
otherwise appear to be unusual 
given the AE’s understanding of 
the entity and its environment 
and other information obtained 
during the audit, the AE shall 
evaluate whether the business 
rationale (or the lack thereof) of 
the transactions suggests that 
they may have been entered 
into to engage in fraudulent 
financial reporting or to conceal 
misappropriation of assets.

Incorporating an element of 
unpredictability in the selection of 
the nature, timing and extent of 
audit procedures to be performed 
is important as individuals within 
the entity who are familiar with 
the audit procedures normally 

performed on engagements may 
be more able to conceal fraudulent 
financial reporting. The AE can 
achieve this by:

• performing substantive 
procedures on selected account 
balances and assertions not 
otherwise tested due to their 
materiality or risk;

• adjusting the timing of audit 
procedures from that otherwise 
expected;

• using different sampling 
methods;

• performing audit procedures at 
different locations or at loca-
tions on an unannounced basis.

Irrespective of the auditor’s 
assessment of the risks of 
management override of controls, 
the AE shall test the appropriateness 
of journal entries in the general 
ledger and other adjustments made 
in the preparation of the financial 
statements 

In designing and performing audit 
procedures for such tests, the AE 
shall

• make inquiries of individuals in-
volved in the financial reporting 
process about inappropriate or 
unusual activity relating to the 
processing of journal entries 
and other adjustments

• select journal entries and other 
adjustments made at the end of 
a reporting period;

• consider the need to test jour-
nal entries and other adjust-
ments throughout the period.

The AE shall use professional judg-
ment in determining the nature, 
timing and extent of testing of jour-
nal entries and other adjustments. 
However, because fraudulent 
journal entries and other adjust-
ments are often made at the end of 
a reporting period, paragraph 32(a)
(ii) of ISA 240 requires the AE to 
select the journal entries and other 



                  41

adjustments made at that time. 
Further, because material mis-
statements in financial statements 
due to fraud can occur through-
out all the period and may involve 
extensive efforts to conceal how the 
fraud is accomplished, paragraph 
32(a)(iii) of ISA 240 requires the AE 
to consider whether there is also 
a need to test journal entries and 
other adjustments throughout the 
period.

To increase the effectiveness of 
testing journal journals, the AE 
shall consider using computer-
assisted audit techniques to 
perform tests that cannot be 
performed manually.

Prior to such testing, the AE shall 
verify the completeness of the 
journal entries and the integrity of 
the data obtained from the entity’s 
accounting system, for example, 
by reconciling the balances on 
the balance sheet accounts (or its 

analogue) during the audit period 
with the journal entries.

The engagement partner and other 
key engagement team members 
shall discuss the susceptibility of 
the entity’s financial statements 
to material misstatement, and 
the application of the applicable 
financial reporting framework 
to the entity’s facts and 
circumstances.

ADEQUACY OF PRESENTATION 
AND DISCLOSURE OF INFORMA-
TION IN FINANCIAL STATEMENTS.

Deficiencies in the presentation 
and disclosure of information in 
the financial statements in accor-
dance with IFRS and NAS were and 
will remain to be the focus of both 
APOB and other regulators. Howev-
er, some AEs did not pay sufficient 
attention to the performance of audit 
procedures on the compliance of the 
presentation in the financial state-

ments and the completeness of the 
disclosure in accordance with the 
applicable conceptual framework. 
As a result, the Inspectorate has 
identified many cases regarding:

• lack of significant disclosures 
in the financial statements 
required by IFRS or NAS or 
improper disclosure of such 
information;

• inconsistencies in some 
indicators of financial 
statements;

• internal inconsistencies in 
certain accounting policies set 
out in the notes to the financial 
statements;

• non-compliance of certain 
accounting policies with the 
requirements of the conceptual 
framework.

Most AEs that had identified 
deficiencies in this area did not 
use the appropriate tools to help 
them identify significant gaps 
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in disclosures in the financial 
statements in a timely manner.

The examples of the most common 
significant omissions and other 
deficiencies in financial reporting 
relate to the: 

• information on the related 
parties, including the name of 
the actual controlling party;

• procedure for presenting and 
disclosing corrections of errors 
of prior periods;

• failure to apply the new financial 
reporting standards effective 
from 1 January 2018 and 2019, 
such as IFRS 9, IFRS 15 and IFRS 
16, lack of significant disclosures 
in the financial statements re-
quired by these standards, incon-
sistencies in certain accounting 
policies and other disclosures on 
financial instruments;

• management of risks arising 
from financial instruments;

• fair value estimates; 

• failure to submit the statement 
of changes in equity for the 
prior year.

Recommendations:

The AE shall perform audit pro-
cedures to evaluate whether the 
overall presentation of the financial 
statements is in accordance with the 
applicable financial reporting frame-
work. In making this evaluation, it 
shall consider whether the financial 
statements are presented in a man-
ner that reflects the appropriate:

• classification and description 
of financial information and the 
underlying transactions, events 
and conditions; and 

• presentation, structure 
and content of the financial 
statements.

Evaluating the appropriate presenta-
tion, arrangement and content of the 
financial statements shall include, 

for example, consideration of the 
terminology used as required by the 
applicable financial reporting frame-
work, the level of detail provided, the 
aggregation and disaggregation of 
amounts and the bases of amounts 
set forth. For this purpose, the AE 
shall consider the use of an up-to-
date detailed disclosure checklist in 
accordance with IFRS and NAS.

The AE shall modify the opinion in 
the auditor’s report when the AE 
concludes that, based on the audit 
evidence obtained, the financial 
statements as a whole are not 
free from material misstatement, 
including material misstatement of 
financial statements that relate to 
the qualitative disclosure.

CONSIDERATION OF OTHER 
INFORMATION BY THE AUDITOR.

Some AEs did not pay due attention 
to the auditor's responsibility for 
other information, including:
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• proper identification of all 
relevant other information, 
such as annual information 
of the issuer of securities, 
management report, etc.;

• preparation of audit 
documentation to demonstrate 
the awareness of the AE of 
other information in terms 
of presence of significant 
discrepancies between such 
information and financial 
statements;

• obtaining a written assurance 
from management that the final 
version of other information 
was provided to the AE prior to 
its disclosure if such other in-
formation will be prepared after 
the date of the auditor’s report;

• including the final version 
of other information in the 
auditor’s report;

• consideration of the impact 
on other information of the 
grounds for modifying the 
opinion of the AE on the 

financial statements;
• compliance of the content of 

the section "Other information" 
with the requirements of ISA, in 
particular:
• statement of the 

responsibility of 
management for other 
information;

• indication of other infor-
mation and whether such 
information was received 
prior to the date of the au-
ditor's report or is expected 
after the date of the auditor’s 
report.

The text of the “Other Information” 
section of some auditor’s reports 
contained an internal logical con-
tradiction, as it was simultaneously 
noted that AE was not confident in 
other information, and later the text 
of the section provided AE's opinion 
on the corporate governance report 
as a part of other information.

Recommendations:

The AE shall:

а)  determine, through discussion 
with management, which doc-
ument(s) comprises the annual 
report, and the entity’s planned 
manner and timing of the issu-
ance of such document(s);

б)  make appropriate arrange-
ments with management to 
obtain in a timely manner and, 
if possible, prior to the date of 
the auditor’s report, the final 
version of the document(s) 
comprising the annual report;

в)  when some or all of the 
document(s) determined in (a) 
will not be available until after 
the date of the auditor’s report, 
request management to provide 
a written assurance that the 
final version of the document(s) 
will be provided to the AE 
when available, and prior to 
its issuance by the entity, such 
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that the AE can complete the 
procedures required by ISA 720.

The AE shall review other informa-
tion and consider whether there is 
a significant inconsistency between 
other information and financial state-
ments, as well as other information 
and knowledge of the AE obtained 
during the audit, in the context of 
the audit evidence obtained and 
the conclusions reached during the 
audit. Such evidence may include, for 
example: evidence comparing select-
ed amounts or other items in other 
information with the same indicators 
or other provisions of the financial 
statements, consistency of indicators 
or provisions of other information 
with the audit evidence and conclu-
sions obtained during the audit (for 
example, production volumes, state 
of corporate governance, geographi-
cal presence, etc.).

When the AE expresses a qualified 
or adverse opinion, it shall consider 

and document the impact of the is-
sue that results in the modification 
of the opinion on other information. 
If such issues affect (or may affect) 
other information, the “Other Infor-
mation” section of the auditor’s re-
port shall indicate the effect of the 
grounds for modifying the opinion 
on other information.

The AE shall include in the audit 
documentation:

• documentation of procedures 
performed in accordance with 
ISA 720; and

• the final version of other 
information for which the 
SAD has performed the work 
required by ISA 720.

The AE shall comply with the 
requirements of ISA 720 regarding 
the structure and content of this 
section, as well as the sequence 
and consistency of the information 
specified in this section.

DEFICIENCIES IN AUDITORS’ 
REPORTS.

The most common deficiencies of 
auditors’ reports include:

• inadequate description of the 
modifications to the audit 
opinion;

• modification to the opinion due 
to scope limitations without the 
AE’s possibility to demonstrate 
the inability to perform 
alternative procedures;

• absence of a modification to 
the opinion on the financial 
statements of the current 
year in the case of a modified 
opinion for the prior year, and 
the matter that gave rise to the 
modification to such an opinion 
was unresolved;

• inconsistency of opinion with 
the conclusions provided in the 
audit documentation of the AE; 

• including in the section an 
explanatory paragraph issues 
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that indicate a misstatement 
of the financial statements or 
the inability of the AE to obtain 
sufficient audit evidence;

• failure to include in the 
auditor’s report confirmation 
that the financial statements 
meet the requirements of the 
legislation;

• failure to provide information 
in the auditor’s report that the 
financial statements for the 
prior period were not audited;

• inadequate identification and 
description of key audit issues 
in the auditor’s report, providing 
information on how the key 
audit issue was considered 
during the engagement, which 
was not confirmed by the audit 
documentation prepared by AE;

• absence in the auditor’s 
report of key audit issues 
without including in the audit 
documentation an explanation 
of the reasons of such absence

• dating the auditor’s report prior 

to the approval of the financial 
statements.

Recommendations:

The AE shall modify the opinion in 
the auditor’s report when it:

• concludes that, based on the 
audit evidence obtained, the 
financial statements as a whole 
are not free from material 
misstatement, including 
material misstatements in 
financial statements, which 
relate to the qualitative 
disclosure

• is unable to obtain sufficient 
appropriate audit evidence 
to conclude that the financial 
statements as a whole are free 
from material misstatement.

An inability to perform a specific 
procedure does not constitute a 
limitation on the scope of the audit 
if the auditor is able to obtain suffi-

cient appropriate audit evidence by 
performing alternative procedures.

If there is a material misstatement 
of the financial statements that 
relates to specific amounts in the 
financial statements (including 
quantitative disclosures), the AE 
shall include in the Basis for Opinion 
section a description and quantifi-
cation of the financial effects of the 
misstatement, unless impracticable. 
If it is not practicable to quantify 
the financial effects, the AE shall 
so state in this section. If there is 
a material misstatement of the 
financial statements that relates to 
qualitative disclosures, the auditor 
shall include in the Basis for Opinion 
section an explanation of how the 
disclosures are misstated.

If there is a material misstatement 
of the financial statements that 
relates to the non-disclosure 
of information required to be 
disclosed, the AE shall:
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• discuss the non-disclosure with 
those charged with governance;

• describe in the Basis for 
Opinion section the nature of 
the omitted information; and

• unless prohibited by law or 
regulation, include the omitted 
disclosures, provided it is 
practicable to do so and the 
AE has obtained sufficient 
appropriate audit evidence 
about the omitted information

If the modification results from an 
inability to obtain sufficient appro-
priate audit evidence, the auditor 
shall include in the Basis for Opinion 
section the reasons for that inability.

If the auditor’s report on the prior 
period, as previously issued, includ-
ed a qualified opinion, a disclaimer 
of opinion, or an adverse opinion 
and the matter which gave rise to 
the modification is unresolved, the 
AE shall modify the auditor’s opin-
ion on the current period’s financial 

statements. In the Basis for Modi-
fication paragraph in the auditor’s 
report, the auditor shall either refer 
to both the current period’s figures 
and the corresponding figures in the 
description of the matter giving rise 
to the modification when the effects 
or possible effects of the matter on 
the current period’s figures are ma-
terial; or in other cases, explain that 
the audit opinion has been modified 
because of the effects or possible 
effects of the unresolved matter on 
the comparability of the current pe-
riod’s figures and the corresponding 
figures.

In the auditor’s report based on the 
results of the statutory audit, inter 
alia, the AE shall provide a clear 
opinion of the auditor on whether 
the financial statements disclose 
in all material aspects reliable 
and objective financial information 
in accordance with international 
financial reporting standards or 
national accounting regulations 

(standards) and meets the require-
ments of the legislation.

If the prior period financial state-
ments were not audited, the AE 
shall state in the Other Matter 
paragraph in the auditor’s report 
that the corresponding figures are 
unaudited.

The description of each key audit 
matter in the Key Audit Matters 
section of the auditor’s report shall 
include a reference to the related 
disclosure(s), if any, in the financial 
statements and shall address:

• why the matter was considered 
to be one of most significance 
in the audit and therefore 
determined to be a key audit 
matter; and 

• how the matter was addressed 
in the audit.

If the AE determines, depending on 
the facts and circumstances of the 
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entity and the audit, that there are no 
key audit matters to communicate 
or that the only key audit matters 
communicated are those matters 
giving rise to a modified opinion, the 
AE shall include a statement to this 
effect in a separate section of the 
auditor’s report under the heading 
“Key Audit Matters”.

The AE shall include in the audit 
documentation:

• the matters that required 
significant auditor attention as 
determined in accordance with 
paragraph 9, and the rationale 
for the auditor’s determination 
as to whether or not each of 
these matters is a key audit 
matter in accordance with para-
graph 10 of ISA 701;

• where applicable, the rationale 
for the auditor’s determination 
that there are no key audit 
matters to communicate in the 
auditor’s report.

The AE’s report shall be dated no 
earlier than the date on which the 
auditor has obtained sufficient 
appropriate audit evidence on 
which to base the auditor’s opinion 
on the financial statements, 
including evidence that:

• all the statements and 
disclosures that comprise the 
financial statements have been 
prepared; and 

• those with the recognized 
authority have asserted that 
they have taken responsibility 
for those financial statements.

AUDIT DOCUMENTATION 
(WORKING PAPERS) 

One of the most common deficien-
cies identified during inspections 
was the lack or absence of docu-
mentation on specific stages of the 
audit, which confirm compliance 
with the requirements of certain 
auditing standards. As a result, in 

many cases, inspection of the AE’s 
compliance with the applicable 
international standards on auditing 
is limited by the partial lack of audit 
documentation and the inability 
to verify the actions of AE or any 
member of the engagement team.

Recommendations:

The AE shall prepare audit 
documentation that is sufficient 
to enable an experienced auditor, 
having no previous connection with 
the audit, to understand:

• the nature, timing and extent of 
the audit procedures performed 
to comply with the ISAs and 
applicable legal and regulatory 
requirements;

• the results of the audit 
procedures performed, and the 
audit evidence obtained;

• significant matters arising 
during the audit, the 
conclusions reached thereon, 
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and significant professional 
judgments made in reaching 
those conclusions. 

In documenting the nature, timing 
and extent of audit procedures per-
formed, the auditor shall record:

• the identifying characteristics 
of the specific items or matters 
tested;

• who performed the audit work 
and the date such work was 
completed;

• who reviewed the audit work 
performed and the date and 
extent of such review.

PROCEDURES PERFORMED IN RE-
SPONSE TO THE ASSESSED RISKS.

Due to the lack of sufficient audit 
documentation in some engage-
ments, the AE failed to demonstrate 
evidence of the performing substan-
tive procedures, the results of their 
performance and the audit evidence 

obtained about certain significant 
classes of transactions or account 
balances, including, where applica-
ble, assertions. At the same time, 
the lack of implementation of sub-
stantive procedures on the material 
items of revenue and expenses was 
the most frequent case

The audit documentation for 
individual engagements stated 
that the accounting records are 
consistent with the financial 
statements. However, there was 
no clear evidence of agreeing 
the financial statements to the 
underlying accounting records.

There were also cases of:

• failure by the AE to perform the 
planned tests in response to the 
assessed risks;

• improper planning of audit 
tests, which led to the fact that 
such tests did not meet the 
identified risks;

• using audit evidence that was 
not relevant and did not meet 
the purpose of the test.

In many cases, the audit 
documentation did not include 
evidence of inspection of the cash 
flow statement.

Recommendations:

Irrespective of the assessed risk 
of material misstatement, the 
AE shall design and perform 
substantive procedures for each 
material class of transactions, 
account balance, and disclosure.

The auditor’s documentation shall 
demonstrate that information in 
the financial statements agrees 
or reconciles with the underly-
ing accounting records, including 
agreeing or reconciling disclosures, 
whether such information is ob-
tained from within or outside of the 
general and subsidiary ledgers or 
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other sources. Such reconciliation 
may be demonstrated in the au-
dit documentation by reconciling 
the relevant item of the financial 
statements audited by the AE with 
the relevant information on specific 
accounts, turnover balance sheets, 
other accounting records, account 
balances or classes of transactions. 
Such a comparison shall be includ-
ed in the audit documentation.

The AE shall develop and perform 
audit procedures that, in certain 
circumstances, meet the objective 
of obtaining appropriate sufficient 
audit evidence.

When designing and performing 
audit procedures, the AE shall 
consider the relevance and 
reliability of the information to be 
used as audit evidence.

The AE shall perform and docu-
ment the substantive procedures 
related to the process of completing 

the financial statements, includ-
ing the preparation of a cash flow 
statement, which shall include 
agreeing or reconciling information 
in the financial statements to the 
main accounting records.

ANALYTICAL PROCEDURES.

In some inspected engagements, 
the audit documentation did not in-
clude evidence that analytical proce-
dures had been sufficiently applied 
in the planning process to determine 
the risks of material misstatement 
of the AE, including determining 
whether unusual or unexpected re-
lationships indicate significant risks 
of material misstatement due to 
fraud. In many cases, the analytical 
procedures were performed formally 
and were limited to the calculation 
of individual financial indicators 
without considering the impact of 
their values on the risks of material 
misstatement of the financial state-
ments. In addition, there were cases 

of not performing analytical proce-
dures near the end of the audit.

Most of the inspected AE did not use 
substantive analytical procedures. 
In cases of using the substantive 
analytical procedures to obtain 
acceptable audit evidence, the most 
common deficiencies were:

• logical or arithmetic errors in 
the AE’s preliminary calcu-
lations (expectations) of the 
amounts and ratios reflected in 
the financial statements;

• lack of proper assessment of 
the reliability of the data on 
which the AE relied during the 
preliminary calculation of the 
reflected amounts or ratios; 

• failure to determine the amount 
of any discrepancy between the 
reported amounts and expected 
values that is acceptable and 
does not require further con-
sideration or establishment of 
such amount of discrepancies 
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at an unacceptably high level 
compared to the level of con-
fidence that AE received as a 
result of performing such sub-
stantive analytical procedures;

• excessive level of data aggrega-
tion or disaggregation when per-
forming analytical procedures;

• study of deviations that exceed 
the established acceptable dif-
ferences between expectations 
and actual indicators in the 
financial statements for some 
items or individual indicators of 
financial statements;

• relying on overly generalized 
or cyclical explanations of 
management regarding the 
differences between AE’s 
expectations and actual 
performance.

Recommendations:

The risk assessment procedures 
shall include analytical proce-
dures. The analytical procedures 

performed as risk assessment 
procedures may identify aspects 
of the entity of which the AE was 
unaware and may assist in assess-
ing the risks of material misstate-
ment in order to provide a basis 
for designing and implementing 
responses to the assessed risks. 
In particular, the analytical proce-
dures help identify the existence of 
unusual transactions or events, and 
amounts, ratios, and trends that 
might indicate matters that have 
audit implications and influence 
the nature, time and scope of audit 
procedures.

The approach to performing pre-
liminary analytical procedures at 
the audit planning stage, in addition 
to comparing current and prior pe-
riod indicators, may include setting 
the auditor's expectations about 
the financial statements, explain-
ing significant deviations between 
expected and actual indicators and 
confirming these explanations.

The AE shall design and perform 
analytical procedures near the end 
of the audit that assist the auditor 
when forming an overall conclusion 
as to whether the financial state-
ments are consistent with the audi-
tor’s understanding of the entity.

When designing and performing 
substantive analytical procedures 
the AE shall:

• determine the suitability of 
particular substantive analytical 
procedures for given assertions, 
taking account of the assessed 
risks of material misstatement 
and tests of details, if any, for 
these assertions;

• evaluate the reliability of data 
from which the auditor’s ex-
pectation of recorded amounts 
or ratios is developed, taking 
account of source, compara-
bility, and nature and relevance 
of information available, and 
controls over preparation;
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• develop an expectation of 
recorded amounts or ratios 
and evaluate whether the 
expectation is sufficiently 
precise to identify a 
misstatement that, individually 
or when aggregated with other 
misstatements, may cause 
the financial statements to be 
materially misstated;

• determine the amount of any 
difference of recorded amounts 
from expected values that is 
acceptable without further 
investigation.

If analytical procedures performed 
in accordance with this ISA 520 
identify fluctuations or relationships 
that are inconsistent with other rel-
evant information or that differ from 
expected values by a significant 
amount, the auditor shall investi-
gate such differences by:

• inquiring of management 
and obtaining appropriate 

audit evidence relevant to 
management’s responses;

• performing other audit 
procedures as necessary in the 
circumstances.

TESTS OF CONTROLS.

Some AEs assessed the risk of in-
ternal control on certain business 
cycles, items of financial state-
ments or statements at a level 
other than high (for example, low 
or medium level) without testing 
the relevant controls in either the 
current or previous periods. In 
other cases, testing of controls 
was limited to queries with "yes" 
or "no" answers to control ques-
tions on the general features of 
document flow, the availability and 
consistency of data of "analytical" 
and "synthetic" accounting for 
individual areas of accounting and 
in some cases the structure of 
controls. The most common defi-
ciencies also included:

• AEs used only tests of controls 
without performing substantive 
procedures;

• relying on controls that did not 
cover all assertions, including 
using the results of their 
testing on all assertions as a 
whole;

• testing controls during the 
interim period without further 
consideration by the AE of the 
period following the interim 
period;

• ignoring established 
fluctuations from controls 
and assessing misstatements 
identified through substantive 
procedures in assessing the 
effectiveness of controls. 

Recommendations:

The AE shall design and perform 
tests of controls to obtain sufficient 
appropriate audit evidence as to the 
operating effectiveness of relevant 
controls if:
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• the AE’s assessment of risks 
of material misstatement at 
the assertion level includes an 
expectation that the controls 
are operating effectively (that 
is, the AE intends to rely on 
the operating effectiveness of 
controls in determining the 
nature, timing and extent of 
substantive procedures); or 

• substantive procedures alone 
cannot provide sufficient 
appropriate audit evidence at 
the assertion level. 

In designing and performing tests 
of controls, the auditor shall obtain 
more persuasive audit evidence the 
greater the reliance the auditor plac-
es on the effectiveness of a control.

Inquiry alone is not sufficient to 
test the operating effectiveness of 
controls. In designing and perform-
ing tests of controls, the AE shall: 

• perform other audit procedures 

in combination with inquiry to 
obtain audit evidence about the 
operating effectiveness of the 
controls, including:
• how the controls were ap-

plied at relevant times during 
the period under audit;

• the consistency with which 
they were applied;

• by whom or by what means 
they were applied;

• determine whether the controls 
to be tested depend upon other 
controls (indirect controls), and, 
if so, whether it is necessary to 
obtain audit evidence support-
ing the effective operation of 
those indirect controls.

As well as the degree of reliance 
on controls, matters the auditor 
may consider in determining the 
extent of tests of controls include 
the following: 

• the frequency of the 
performance of the control by 

the entity during the period; 
• the length of time during the 

audit period that the auditor 
is relying on the operating 
effectiveness of the control; 

• the expected rate of deviation 
from a control;

• the relevance and reliability 
of the audit evidence to 
be obtained regarding the 
operating effectiveness of the 
control at the assertion level; 

• the extent to which audit evi-
dence is obtained from tests 
of other controls related to the 
assertion.

If the AE obtains audit evidence 
about the operating effectiveness of 
controls during an interim period, 
the it shall obtain audit evidence 
about significant changes to those 
controls subsequent to the interim 
period, as well as determine the 
additional audit evidence to be ob-
tained for the remaining period.
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When evaluating the operating 
effectiveness of relevant controls, 
the AE shall evaluate whether 
misstatements that have been 
detected by substantive procedures 
indicate that controls are not op-
erating effectively. The absence of 
misstatements detected by sub-
stantive procedures, however, does 
not provide audit evidence that con-
trols related to the assertion being 
tested are effective.

If deviations from controls upon 
which the AE intends to rely are 
detected, the auditor shall make 
specific inquiries to understand 
these matters and their potential 
consequences, and shall determine 
whether the tests of controls that 
have been performed provide an 
appropriate basis for reliance on 
the controls, whether additional 
tests of controls are necessary, and 
whether the potential risks of mis-
statement need to be addressed 
using substantive procedures.

Irrespective of the assessed risks 
of material misstatement, the 
auditor shall design and perform 
substantive procedures for each 
material class of transactions, 
account balance, and disclosure.

EXTERNAL CONFIRMATIONS.

In the area of external 
confirmations, the most frequent 
deficiencies included:

• failure to include external 
confirmations in the audit 
documentation;

• failure to demonstrate the imple-
mentation of alternative proce-
dures for each case of non-re-
sponse to external confirmation 
of receivables and payables;

• lack of reconciliation of 
accounting data with external 
confirmations;

• lack of documenting the 
implementation of additional 
audit procedures in the case of 

receiving external confirmation 
at an interim date;

• lack of study of inconsistencies 
between external confirmations 
and accounting data;

• lack of proper attention to the 
use of external confirmations 
of relationships with banking 
institutions or failure to cover 
such external evidence of the 
off-balance sheet liabilities.

Recommendations:

To perform the ISA requirements, 
the AE is recommended to:

• attach the received audit 
evidence in the form of external 
confirmations to the audit 
documentation;

• investigate inconsistencies to 
determine whether or not they 
indicate misstatements;

• in each case of failure to 
respond to an external 
confirmation request, perform 
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alternative audit procedures to 
obtain appropriate and reliable 
audit evidence;

• in case of external confirmation 
at an interim date to perform 
further audit procedures 
to confirm the status of 
settlements at the date of 
financial statements;

• since the balances on bank 
accounts have a high inherent 
risk of material misstatement, 
to receive direct external 
confirmations from banks;

• include in the request for 
external bank confirmation the 
bank's indication of information 
on the possible off-balance 
sheet liabilities. 

OTHER DEFICIENCIES

Other deficiencies included:

• lack or formal approach to pre-
paring an audit plan and strategy;

• lack of assessment of the com-

petence, capabilities and objec-
tivity of the management expert, 
understanding of the work of 
this expert, assessment of 
the adequacy of the use of the 
expert's work as audit evidence 
for the relevant statement;

• failure to engage an audit expert 
when lacking sufficient knowl-
edge and skills to obtain audit ev-
idence about fair value measure-
ments, actuarial calculations, 
complex legal or tax matters;

• lack or adequacy of documen-
tation of audit procedures and 
audit evidence of opening bal-
ances;

• lack of assessment by the AE 
of the impact of matters that 
gave rise to the modification of 
the opinion of the predecessor 
auditor in assessing the risks 
of material misstatement in 
the financial statements for the 
current period;

• non-compliance or deficiencies 
in the audit procedures for par-

ticipation in inventory counting 
and inspection of the physical 
availability of property, plant and 
equipment;

• deficiencies in performing audit 
procedures and documenting 
their results regarding the 
validity of accounting estimates 
and the appropriateness of 
applicable accounting policies;

• completeness and timeliness 
of communications with those 
charged with governance;

• lack of proper documenta-
tion of the audit sample and 
methodological deficiencies in 
approaches to its organization, 
including determination of the 
sample size, excessive use of the 
method of random sampling;

• completeness of the audit 
procedures performed, the 
quality of the audit evidence and 
its documentation, including 
excessive reliance on written 
assurances from management 
regarding:
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• legal claims or litigations;
• subsequent events;
• related parties;
• going concern;

• non-compliance with the 
requirements for agreeing the 
terms of the assurance en-
gagement that is not an audit 

or review of historical financial 
information, lack of audit doc-
umentation on such engage-
ments.

The implementation of the statutory 
recommendations provided to the 
audit entities based on the outcomes 
of the audit quality control inspec-
tions and results of their implemen-
tation is monitored within the period 

established by the Inspectorate, but 
not more than 12 months from the 
date of completion of the audit. 

During 2020, the Inspectorate 
monitored the implementation of 

the statutory recommendations 
for 4 AEs, provided basing on 
the outcomes of the audit quality 
control inspections, which were 
recognized as entities that fulfilled 
statutory recommendations.

RESULTS OF MONITORING EARLIER PROVIDED RECOMMENDATIONS

In 2020, the Oversight Board initiated 
six disciplinary proceedings against 
AEs, as a result of which AEs was 
brought to professional responsibil-
ity for violating the requirements of 
the Law and ISA and the following 
disciplinary sanctions were applied:

• against one AE - in the form 
of suspension of the right to 
provide services of statutory 
audit of financial statements 
of public interest entities for a 
period of six months;

• against two AEs - in the form 

of suspension of the right to 
provide services of statutory 
audit of financial statements 
of public interest entities for a 
period of one month;

• against three AEs - in the form 
of warning.

PENALTIES IMPOSED
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Figure 8. Violation of the requirements of the Law in percentage terms
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Information on bringing to pro-
fessional responsibility and appli-
cation of penalties to the AEs is 
published on the official website of 
APOB in accordance with the Law.

During the consideration of 
disciplinary cases against SAD, 
the following main violations of 
the requirements of the Law were 
discovered (Fig. 8):

• article 14 of the Law regarding 
non-compliance with the 

requirements of the Law 
regarding disclosure of 
additional information in the 
audit report based on the 
results of statutory audit of 
public interest entity;

• article 15 of the Law regarding 
non-payment of a fixed contri-
bution in favor of APOB under 
the contract on the provision of 
statutory audit services;

• article 22 of the Law regarding 
the late submission of changes 
in the information published in 

the Register of Auditors and the 
AE to ACU;

• article 35 of the Law regarding 
the failure to submit to the 
Audit Committee or body (unit) 
entrusted with the relevant 
functions, an additional report 
on the results of the statutory 
audit of financial statements of 
public interest entity;

• article 38 of the Law regarding 
late submission of information 
on provision of services to pub-
lic interest entities to APOB;
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• article 45 of the Law regarding 
late submission of information 
at the request of the 
Inspectorate.

Also, during the consideration of 
disciplinary cases against AEs, the 
following main violations of ISA re-
quirements were identified (Fig. 9):

• lack of identification of the 
applicable conceptual basis 
of financial reporting in the 
contract (ISA 210);

• failure to obtain proper and 
sufficient audit evidence 
regarding compliance with 
laws and regulations, resulting 
in an improper modification of 
the audit opinion (ISA 250);

• lack of documentation of the 
basis for professional judg-
ment in assessing misstate-
ments identified during the 
audit (ISA 450);

• inappropriate level of docu-
mentation of audit procedures 

and obtained audit evidence 
regarding determining the 
provision for expected credit 
losses (ISA 500, ISA 540);

• lack of proper documentation 
of audit procedures for identi-
fying related party transactions 
(ISA 550);

• inappropriate level of documen-
tation of audit evidence regard-
ing the assessment of the going 
concern assumption (ISA 570);

• inappropriate level of commu-
nication with those charged 
with governance (ISA 260, 705); 

• inappropriate description (in 
the independent auditor's 
report) of the reasons for not 
being able to obtain proper 
and sufficient audit evidence 
resulted in modification to the 
opinion (ISA 705);

• lack of modification to the 
opinion on the financial 
statements due to significant 
distortions related to the lack 
of disclosure and improper 

modification to the opinion on 
the financial statements in the 
audit report (ISA 330, 705);

• non-compliance of the 
structure and content of 
the audit report with ISA 
requirements, inappropriate 
description of key audit 
issues in the audit report 
and non-compliance with 
the requirements of the 
audit report section “Other 
information” (ISA 700, ISA 701, 
ISA 706, ISA 710, ISA 720);

• non-compliance in full with 
all material terms of the 
engagement to perform 
agreed-upon procedures, 
lack of proper documentation 
of performance of agreed-
upon procedures and audit 
evidence obtained, and 
inconsistency of title, structure 
and content of the report 
on engagement to perform 
agreed-upon procedures with 
the requirements of ISRS 4400.
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In addition, the Oversight Board refused to initiate disciplinary proceedings against 1 AE.

During 2020, on behalf of the Oversight Board, the Inspectorate conducted 5 inspections of information with signs 
of professional misconduct in the actions of the AE.
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Figure 9. Violation of the requirements of the ISA in percentage terms
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MAIN INDICATORS OF THE BUDGET
The APOB’s budget for 2020 was 
approved by the Resolution of the 
Cabinet of Ministers of Ukraine of 
January 24, 2019 № 48- r. 

Revenues to APOB in 2020 mainly 
consisted of fixed fees from 
each auditor’s report prepared 
by AEs based on the results of 
the provision of the statutory 
audit services to PIEs, fees as 

a percentage of the amount of 
remuneration (excluding value 
added tax) under the contract for 
providing statutory audit services 
to PIEs, interest on balances in 
bank accounts. The expenses 
consisted of labor costs for em-
ployees of the Inspectorate, rent 
and maintenance of the office, 
development of computer program 
"Information and analytical 

system of APOB "Subsystem" 
Candidate for Auditors ", business 
trips of employees related to 
the performance of their duties. 
Tables 3 and 4 provides summary 
information on the consolidated 
budget performance indicators for 
2020.

The planned revenue indicator 
was calculated based on the 

Table 3. Summary information on the consolidated indicators of the budget, thousand UAH.

CONSOLIDATED INFORMATION ACTUAL PLANNED DIFFERENCE % 
PERFORMANCE

revenues 31 695,7 32 654,6 –958,9 97 %

expenses 14 181,7 32 654,6 –18 472,9 43 %

Difference between revenues and expenses 17 514 0 17 514
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Table 4. Budget performance in terms of revenues, thousand UAH.

REVENUES ACTUAL PLANNED DIFFERENCE % PERFORMANCE

Fixed fee 16 920,5 17 994,6 –1 074,1 94 %

Fee as a percentage 3 589,8 4 500 -910 80 %

Revenues for cost recovery associated with 
providing the audit certification process 0 120 -120

Others 745,4 640 105,4 116 %

Balance at the beginning of the year 10 440 9 400 1 040 111%

Total revenues 31 695,7 32 654,6 –958,9 97%

expectation of revenues from 
fixed fees from 1,270 audit 
reports based on the results 
of the audit of the financial 
statements of the PIEs. However, 
the actual indicator in 2020 was 
1194 audit reports. At the same 

time, the non-receipt of fees as 
a percentage of the amount of 
remuneration (excluding value 
added tax) under the contract for 
providing statutory audit services 
to PIEs arose from decrease 
deduction from 1 percent to 0.5 

percent during the financial year. 
Other income represented by 
interest on cash balances in banks 
amounted to more than expected 
because of the effective use of the 
excess liquidity.
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Figure 10 provides for information on actually received fees

Such dynamics of revenues was not typical and PIEs arose from changes in the legislation on the postponement 
of the date of publication of financial statements together with the audit report, due to the introduction of 
quarantine restrictions.
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Cost savings were achieved during 
2020 due to the inability to carry 
out all planned activities because 
of restrictions imposed due the 
COVID-19 pandemic and the need 
to accumulate financial resources 
to ensure that APOB continues to 
meet its objectives.

Failure of budget execution in terms 
of expenses arose mainly from the 
beginning of the COVID-19 pandem-
ic and related quarantine restric-
tions, which resulted in understaff-
ing, limited office work, reduced 
costs for events and busines trips, 
equipment, furniture, office equip-
ment, network computer equipment 
and licensed software, as well as 
utilities, office expenses, etc.

Most of the budget was spent on 
creating a computer program: "In-

formation and analytical system of 
the APOB" Subsystem "Candidate 
for Auditors".

IFIAR’s membership fee for 2021 
was paid by APOB in December 
2020.

In addition, during 2019, APOB 
pursued a policy aimed at cost sav-
ings, which in general did not affect 
the effectiveness and efficiency of 
APOB’s operation. 

When comparing the main ac-
tual indicators of the budget for 
2019 - 2020, it should be noted 
that revenues (excluding the 
balance at the beginning of 2020 
in the amount of 10 440 thou-
sand UAH) increased by 5 519.7 
thousand UAH, which is 35.1% 
as a percentage of revenues in 

2019, at the same time expenses 
increased by 8,832.6 thousand 
UAH, which is 165.5% as a per-
centage of expenses in 2019. This 
is due to the expansion of the In-
spectorate's activities, including 
increasing the number of staff, as 
well as incur cost to pay the In-
ternational Forum of Independent 
Audit Regulators (IFIAR) mem-
bership fee, to audit the annual 
financial statements of APOB, to 
develop the Information and ana-
lytical system of APOB, etc. 

However, every year the revenues 
exceeded the cost of providing the 
APOB’s activities, which allowed 
to form a resource for further 
development of the institution, in 
particular, the digitalization of key 
business processes.
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EXPENSES ACTUAL PLANNED DIFFERENCE % PERFORMANCE

Labor costs 10 471,7 16 626,7 –6 155 63 %

Utilities, office expenses and other expenses 1060,8 2 252,3 –1191,5 47 %

Expenses for the purchase of equipment and 
furniture, office equipment, network computer 
equipment and licensed software

353 728,1 –375,1 48 %

Expenses for modernizing web-site – 250 –250 0 %

Expenses for translation ISA and methodological 
support 50 370 –320 14 %

Travel expenses 84, 3 700 –615,7 12 %

Expenses for events – 240 –240 0 %

Expenses for the International Forum of Independent 
Audit Regulators (IFIAR) membership fee 278,7 300 –21,3 93 %

Expenses for the audit of the annual financial 
statements of APOB 81,6 100 –18,4 82 %

Expenses for development of Information and 
analytical system of APOB 1790,6 5000 –3209,4 36 %

Costs associated with ensuring the process of 
certification of auditors – 120 –120 0 %

Total expenses 14 170,6 26 687,1 –12 516,5 53%

Table 5. Key indicators for performing budget in terms of expenses, thousand UAH. 
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REVENUES 2019 2020 DIFFERENCE 
(thousand UAH)

DIFFERENCE 
(%)

Fixed fee 11 219 16 920,5 5 701,5 50,8 %

Fee as a percentage 3 677 3 589,8 -87,2 2,4 %

Revenues for cost recovery associated with providing 
the audit certification process – 0 0 0 %

Others 840 745,4 -94,6 11,3 %

Total revenues 15 736 21255,7 5519,7 35,1 %

Table 6. Comparison of the key actual indicators for performing  
budget in terms of revenues and expenses for 2019-2020. 

Based on the results of the compe-
tition for the audit of the financial 
statements of APOB for 2019, an 
independent AE LIMITED LIABILITY 
COMPANY "AUDIT FIRM" CROWE 

UKRAINE" was assigned. Based 
on the results of the competi-
tion for the audit of the financial 
statements of APOB for 2020, an 
independent AE LIMITED LIABILITY 

COMPANY "EMERDZHEKS AUT-
SORSINH" was assigned. APOB’s 
2019 and 2020 financial statements, 
along with audit reports, are avail-
able on APOB’s official website.
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EXPENSES 2019 2020 DIFFERENCE 
(thousand UAH)

DIFFERENCE 
(%)

Labor costs 4 095 10 471,7 6 376,7 155,8 %

Utilities, office expenses and other expenses 556 1060,8 504,8 90,8 %

Expenses for the purchase of equipment and furniture, 
office equipment, network computer equipment and 
licensed software

456 353 -103,00 -22,6 %

Expenses for translation ISA and methodological 
support 0 50 50 100 %

Travel expenses 101 84,3 -16,7 16,5 %

Expenses for events 30 0 -30,0 100 %

Expenses for the International Forum of Independent 
Audit Regulators (IFIAR) membership fee – 278,7 278,7 100 %

Expenses for logistical and methodological support of 
the Attestation Commission 0 – – –

Expenses for the audit of the annual financial 
statements of APOB – 81,6 81,6 100 %

Expenses for development of Information and analytical 
system of APOB – 1 790,6 1 790,6 100 %

Costs associated with ensuring the process of certification 
of auditors – 0 0 0 %

Return of repayable financial assistance 100 – -100,00 100 %

Total expenses 5 338 14 170,6 8 832,6 165,5 %
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In 2020 the Quality Control Department consisting of 4 inspectors performed the audit quality control inspections, 
provided support of the process of disciplinary proceedings, as well as performed thematic studies of the audit 
services market. The external experts were not involved in the inspections.

To ensure ongoing exchange 
of experience and introduce 
best practices in the national 
area of audit, APOB regularly 
takes part in events organized 
by the International Forum of 
Independent Audit Regulators 
(hereinafter - IFIAR).

APOB also raised the issue 
of measures to assess the 
equivalence of public oversight 
systems, quality assurance, 
investigations and sanctions in 
Ukraine to the requirements 

of Articles 29, 30 and 32 of the 
Directive 2006/43/EC of the 
European Parliament and of 
the Council of 17 May 2006 on 
statutory audits of annual accounts 
and consolidated accounts.

The EU recognition of the equiva-
lence of public oversight systems, 
quality assurance, investigations 
and sanctions in Ukraine will cre-
ate the legal basis for performing 
statutory audit of annual or con-
solidated financial statements of 
companies registered in Ukraine, 

whose securities are admitted to 
trading on a regulated EU mar-
ket, by Ukrainian AEs, it will also 
positively affect the image of the 
profession.

APOB provides for cooperation 
with an EU-funded project 
"Implementation of EU Practices 
for Accounting, Financial 
Reporting and Audit in Ukraine" 
(EU-FAAR) and the international 
conference " Actual Issues of 
Audit Development: Future of the 
Profession".

RESOURCES ALLOCATED TO PERFORM FUNCTIONS

INTERNATIONAL COOPERATION
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SUPERVISION OVER THE DELEGATED AUTHORITIES

COMMUNICATION AND VISIBILITY

The Oversight Board approved 
the budget of the ACU for 2020 in 
terms of delegated authorities, as 
well as agreed the annual sched-
ule of quality control inspections 
for 2020.

The decisions taken by the ACU 

are constantly monitored within 
the framework of performing its 
delegated authorities.

The Oversight Board also provided 
the relevant recommendations to 
the ACU to eliminate the identified 
violations in the activities of the 

ACU in performing its delegated 
authorities.

The Oversight Board members 
participate in the work of the ACU 
within the supervision of the per-
forming the delegated authorities.

To enhance the image APOB orga-
nized and co-organized profession-
al events, including such as: 

• round table on continuous 
professional development of 
auditors;

• international conference 
"Actual Issues of Audit 
Development: The Future of 
the Profession";

• round table on the results 

of inspections on the quality 
control of audit services.

APOB carried out also explanatory 
work by posting information on the 
official APOB’s web-site in order 
to avoid deficiencies in the AEs’ 
activities:

• information on current 
issues of the application of 
the International Standard 

on Related Services 4400 
“Engagements to Perform. 
Agreed-Upon Procedures 
Regarding Financial 
Information” by the audit 
entities;

• information on changes 
in legislation related to 
the disclosure of financial 
statements;

• Information on factors related 
to the COVID 19 pandemic 
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and the application of related 
restrictive measures in 
performing an audit of financial 
statements;

• information on current issues 
related to completing the Form 
for submission information 
on the auditor's provision of 

services to public interest 
entities;

• information on amendments to 
the Guidelines for inspections 
on the quality control of audit 
services;

• information on separate issues 
of acquiring the status of public 

interest entities by business 
entities;

• information on the necessity 
to ensure the completeness 
and accuracy of information to 
be published in the Registry of 
auditors and audit entities and 
timeliness of its submission.

Figure 11. Incoming correspondence

Letters of ministries and local authorities

0 300 500100 200 400 600

42

Applications (complaints) 10

Request for public information 3

Total 572

515

Letters of international organizations

Requests of anstitutions and organizations

2
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CONSIDERATION OF APPEALS OF MEMBERS OF UKRAINE’S PARLIAMENT, CITIZENS, 
INSTITUTIONS AND ORGANIZATIONS ON ISSUES RELATED TO APOB’S ACTIVITIES

During 2020, APOB received: 3 requests for public information, 10 applications (complaints), 42 letters of 
ministries and local executive authorities, 2 letters of international organizations (additionally systematic 
communication by electronic correspondence is carried out), 515 requests of institutions and organizations (of 
which 96 requests are of the ACU (Figure 11). 

The requests were considered and 
processed by the Inspectorate. 
Some issues were considered 
and agreed at the meetings of 
the Oversight Board and the 
Attestation Commission.

The requests raised issues 
related to compliance with the 
requirements and procedure of 
application of certain provisions 
of the Law and compliance with 
the ISA requirements. There 
were also a significant number of 

requests on inspection regarding 
violations and signs of professional 
misconduct by the AE.

The digitalization of the document 
flow was implemented through 
the use of the electronic 
document management system 
"ASKOD", the information system 
"ASKOD Online" and electronic 
correspondence.

In 2020, the document flow for 
the organization of audit quality 

control inspections took place 
mainly with using the ASKOD On-
line information system, namely: 
planning and organization of the 
inspection, sending the inspection 
program, agreeing conclusions 
and recommendations with the 
AE, drawing up the report on the 
inspection results and signing the 
minutes, as well as monitoring of 
implementation of provided to the 
AE mandatory recommendations 
based on the results of inspection 
of audit quality control.
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According to the Law, the 
attestation of auditors is carried 
out by the Attestation Commission, 
which consists of nine persons and 
is formed by delegating to it:

1)  one person from higher 
education institutions 
upon the proposal of the 
central executive body that 
ensures the formation and 
implementation of the state 
policy in the field of higher 
education;

2)  two persons – representatives 
of professional organizations 
of auditors and accountants, 
which are the members of the 
International Federation of 
Accountants;

3)  one person from ACU;

4)  one person from the National 
Commission on Securities 
and Stock Market, one person 
from the central executive 
body which ensures the 
formation and implementation 
of the state policy in the 
field of accounting and 
auditing, one person from the 
central executive body which 
ensures the formation and 
implementation of the state 
policy in the field of economic 
development and two persons 
from the National Bank of 
Ukraine. 

The first composition of the 
Attestation Commission was 
approved by the Order of the 
Ministry of Finance of Ukraine 

dated December 21, 2018 No. 
1081. The Regulation on the 
Attestation Commission was 
approved by Order of the Ministry 
of Finance of Ukraine dated 
January 22, 2020 No. 20.

During 2020 four meetings of the 
Attestation Commission were 
held, at which the issues related 
to the Commission's authority 
were discussed, in particular 
the formation of regulatory 
support of the auditor attestation 
process, organizational support 
of taking exams by candidate 
auditors and implementation 
of measures for organization 
of process of continuous 
professional development of 
auditors.

ACTIVITIES TO ENSURE ATTESTATION OF AUDITORS
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The Attestation Commission 
worked on finalizing the draft 
procedures for continuous 
professional development of 
auditors, taking exams during the 
attestation of auditors, traineeship, 
and crediting of theoretical 
knowledge. 

FORMATION OF  
REGULATORY  
SUPPORT  
OF THE AUDITOR  
ATTESTATION  
PROCESS 

Taking into account the proposals 
of the Attestation Commission, 
the Ministry of Finance of Ukraine 
approved in the manner prescribed 
by law regulations on attestation 

and continuous professional 
development of auditors: 

• The Procedure for crediting 
theoretical knowledge, 
approved by the Order of the 
Ministry of Finance of Ukraine 
dated June 1, 2020 No. 256;

• The Procedure for passing the 
internship, approved by the 
Order of the Ministry of Finance 
of Ukraine dated July 6, 2020 
No. 398;

• The Procedure for passing the 
examinations for attestation of 
auditors, approved by the order 
of the Ministry of Finance of 
Ukraine dated July 6, 2020 No. 
399;

• The Procedure for continuous 
professional development 

of auditors, approved by 
the order of the Ministry of 
Finance of Ukraine dated July 
6, 2020 No. 400.

IMPLEMENTATION OF 
MEASURES TO ORGANIZE  
THE PROCESS OF  
CONTINUOUS  
PROFESSIONAL  
DEVELOPMENT OF  
AUDITORS 

In 2020, the Attestation 
Commission worked on the 
recognition of entities that can 
perform educational activities.

According to the results 
of the consideration of the 
submitted documents in 2020, 
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the Attestation Commission 
recognized 14 legal entities and 
3 professional organizations of 
auditors and / or accountants 
as eligible for performing 
educational activities and 
included them in the List of 
persons who can perform 
educational activities in 
accordance with the Procedure 
for continuous professional 
development of auditors, 
approved by the order of the 
Ministry of Finance of Ukraine 
dated July 6, 2020 No. 400.

The List of persons who can 
perform educational activities is 

published in the current state on 
the official website of APOB.

INITIATION OF THE PROCESS  
OF FORMATION OF 
ORGANIZATIONAL SUPPORT  
FOR EXAMINATIONS BY 
CANDIDATES FOR AUDITORS 

At the end of 2020, a competition 
was announced for the 
accreditation of centers for 
examinations preparation.

In addition, in 2020 the Attestation 
Commission performed 
informational and explanatory 
work on the issues of continuous 

professional development of 
auditors: 

• on November 19, 2020, a 
round table on continuous 
professional development of 
auditors was held;

• questions received from the 
public were discussed during 
the round table on continuous 
professional development of 
auditors, answers on which are 
published on the APOB’s official 
website;  

• preparation of responses to 
appeals addressed to the 
Attestation Commission is 
provided.


