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Abstract
The purpose of the study is to disclose the interdependence of the processes of forming and publication of 

the financial reporting and audit quality as interdependent elements of ensuring the information transparence of the 
activity of economic entities of Ukraine. Such shortcomings of Ukrainian system of information disclosure that is pub-
lication of annual financial statements in scope which is not satisfy the requirements of laws and regular acts, uncon-
formity between the scope of published financial statements and auditors` obligation, discrepancy between managerial 
staff obligations and auditors` obligation have been analyzed, the ways of its solutions have been proposed. The results 
of investigation show that the increasing of audit quality will be promoted by the improvement of organization of en-
terprise’s accounting, internal control and management what have to be provided by the elaboration of the obligatory 
regulations concerning assessing the observance going-concern principle, observance of laws and regulation which are 
influenced the enterprise’s activity, organization of internal control and fraud’s preventing system. The components of 
guarantying information transparency of enterprise’s tax relations in the system of financial reporting have been inves-
tigated. The format of disclosure the information about qualitative status of taxation in the annotations to the financial 
reporting taking into account the demands of Ukrainian Tax Code as regards to the process of tax administration has 
been proposed. 
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anotacia

statiis mizans warmoadgens ukrainis ekonomikuri subieqtebis saqmianobis 
finansuri angariSgebis formirebisa da gasajarovebis, aseve auditis xarisxis, rogorc 
urTierTdakavSirebuli procesebis,    urTierTkavSirebis gamovlena. gaanalizebulia 
ukrainaSi informaciis gaxsnilobis sistemis iseTi uaryofiTi mxareebi, rogorebicaa wliuri 
finansuri angariSgebis gasajaroveba im moculobiT, romelic ar Seesabameba normatiuli da 
sakanonmdeblo dokumentebis moTxovnebs, gasajarovebuli finansuri angariSgebis Sinaarsisa  
da  auditoris valdebulebebis SeuTanxmebloba, marTvis personalis da auditoris 
movaleobebis Seusabamoba. SemoTavazebuli aRniSnuli problemebis gadaWris gzebi. 

kvlevis Sedegebi gviCveneben, rom   auditis xarisxis amaRlebas xels uwyobsaRricxvis 
organizaciis, Sida kontrolisa da sawarmoSi menejmentis gaumjobeseba, rac Tavis mxriv 
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SeiZleba uzrunvelyofili iqnas Sida maregulirebeli dokumentaciis SemuSavebiT, romelic 
Seexeba sawarmos sawmianobis uwyvetobis principis dacvas, normatiuli da sakanonmdeblo 
dokumentebis dacvas, romlebic Tavis mxriv moqmedeben sawarmos saqmianobaze, Sida kontrolis 
sistemis organizaciaze da TaRliTobis aRmofxvraze.

SemoTavazebulia informaciis gaxsnilobis formatebi xarisxiani dabegvris 
mdgomareobaze finansur angariSgebaSi, ukrainis sagadasaxado kodeqsis Sesabamisad 
sagadasaxado administrirebis procesis nawilSi.

sakvanZo sityvebi: finansuri angaRiSgeba, sainformacio gamWvirvaloba, sagadasaxado 
urTierTobebi, auditi, auditoruli angariSi.

In the conditions of the development of market 
relations, many decisions of the legislative and execu-
tive authorities and businesses are inaccurate and false 
due to the lack of reliable and complete information. 
For the same reason many macro- and microeconomic 
models which are recommended by the experts for the 
Ukrainian economy in general and for specific economic 
entities in particular, do not work. Information transpar-
ency involves many aspects but the main two aspects 
are effective operating information infrastructure of the 
market and a tried and tested mechanism of information 
disclosure by the participants in this market.  

According to Directive 2006/43/EU [1] audit is 
a key element in ensuring the reliability in the chain of fi-
nancial reporting which is of considerable public interest. 
At the same time financial reporting is an integral part 
of the audit concept, since it accumulates the interests 
of various entities: users of financial reporting who need 
reliable and complete information on the activities of an 
economic entity; management that should provide the 
preparation of reports based on the principles and proce-
dures required by legislative and regulatory documents in 
accounting; auditors who will express their opinion about 
the reliability of reporting which is designed for users of 
financial information. 

Theory of auditing is based on some assump-
tions (or postulates) elaborated by such academics as 
Mautz and Sharaf (1961), Lee (1986; 1993), Flint (1988) 
[2-5]. One of assumptions (postulates) states: “Standards 
of accountability, for example of conduct, performance, 
achievement and quality of information, can be set for 
those who are accountable; actual conduct, performance, 
achievement, quality and so on can be measured and 
compared with these standards by reference to known 
criteria; and the process of measurement and comparison 
requires skill and the exercise of judgment”. This postu-
late emphasizes the significant importance of legislation 
concerning financial reporting in theory and practice of 
audit, as for an auditor to judge the fairness of financial 
reporting (as “true and fair” or “presented fairly”), he/she 
must have certain standard or sample for work. In this 
case R. Adams noted that the more accurately the legal 
requirements to provide financial reporting are stated, the 
easier for an auditor to perform a review. If the formu-
lation of the requirements is vague then there will be a 

greater likelihood of conflict between a client and an au-
ditor [6, p. 231]. The consequence of this situation can be 
not only the conflict between the auditor and the client, 
but also a significant decrease of the informational value 
of the financial reporting as well as auditing report as a 
result of the auditing. 

The problems of compiling financial reporting 
and methodological approaches to its preparation are 
constantly in the spotlight of the national and foreign sci-
entists but there is a lack of an integrated approach in the 
research of the quality of financial reporting and audit as 
the interrelated elements of information transparency and 
information security in society. 

Some studies in this area are carried out by rat-
ing agencies. For example, in 2009 the rating agency 
Standard & Poor’s together with the analytical company 
“Financial Initiatives Agency” with the support of US-
AID project “Capital Markets Development” carried out 
the analysis of information transparency of the Ukrai-
nian banks [7]. Now such researches are carried out by 
Ukrainian Credit Rating Agency. The analysis was based 
on the principle of complete and timely disclosure of all 
essential information for investors and other stakehold-
ers (analysts, clients, etc.). The research methodology 
included the analysis of publicly available information 
contained in the three main sources: annual reports of 
banks, official web-sites of the banks and the reporting 
provided to the regulatory authorities. The study showed 
that the annual reports of the banks were primarily a part 
of their image than a real tool of communication with 
stakeholders, and the degree of information assurance 
of this source was 17.5%, which is the worst indicator 
among the three main sources of information. The rea-
son of this result was the absence of the tradition of us-
ing annual reports in communicating with investors. But 
the study of the indicator of accessibility and informa-
tive value of the audit reports according to the results 
of verification of annual financial statements (which is 
obligatory for all banks) was not carried out, although it 
is generally accepted that the audit should increase the 
value of information, provide it with greater credibility 
and, accordingly, reduce informational risk [8, p. 26-31; 
9, p.17-18]. Similar studies for other entities which are 
subjects to mandatory audit are virtually absent, but ac-
cording to the authors the results would have been even 
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worse. 
Analyzing the quality of financial reporting of 

public joint stock companies, information and avail-
ability of the results of audits we may single out several 
problems: (1) there were no requirements for mandatory 
disclosure of the audit report for a long time; (2) finan-
cial reporting is published incompletely and that mainly 
concerns a limited amount of notes that does not comply 
with regulatory requirements; (3) there is a discrepancy 
between the amount of the released financial reporting 
and objectives which are put forward to the auditors; be-
tween responsibilities of management personnel in the 
regulations of Ukraine and the objectives of the auditors 
in accordance with international auditing standards. 

Article 9 of “The responsibilities of economic 
entities under audit” of the Law of Ukraine “On Audit-
ing” [10] notes that “the financial reporting of an eco-
nomic entity under the law is the subject to mandatory 
audit and should be released in accordance with the laws 
of Ukraine”, but there is not a word on the publication 
of the report itself. There were no such requirements in 
the Law of Ukraine “On Accounting and Financial Re-
porting in Ukraine” [11]. Only in May 2011 the amend-
ments were made which provided mandatory disclosure 
by individual entities their financial reporting “with the 
auditor’s report” (item 4, article 14 of “Submission and 
disclosure of financial reporting”). 

One of the problematic issues in this respect is 
the notes to the financial reporting. The necessity of the 
notes is the result of one of the fundamental principles 
underlying the western and national accounting that is 
the principle of complete disclosure, according to which 
the financial reporting must contain all information about 
actual and potential consequences of business transac-
tions and events that may affect the decisions made based 
on it. The information to be disclosed, is provided di-
rectly in the financial reporting or notes thereto, therefore 
notes to the reports are equal and valuable components of 
financial reporting and not a secondary document.

Annual financial reports of public corporations 
mostly only fragmentally (some would say accidentally) 
include issues as required for coverage in the notes under 
specific regulations (standards) of accounting and certain 
provisions of the order of accounting policy. The rest of 
their content is repetition of the provisions of accounting 
standards that are mandatory and which have no varia-
tion (alternatives). Almost all companies voluntarily do 
not disclose optional information. In general, the way in 
which these additional notes are presented by businesses 
do not have the necessary informational content and may 
not be accessible to users for more information about the 
company.

Let us consider the issue of disclosure of infor-
mation about the company as the subject of tax relations, 
as indisputable is the fact that an important aspect of as-
sessing the financial situation of the company should be 

the assessment of its tax potential and the state of budget 
payments.

The Ukrainian government approved standard 
form №5 “Notes to the annual financial reporting” [12], 
but there is no separate section on the disclosure of the 
additional information about the relationship of a com-
pany on the performance of its duties as a taxpayer. The 
regulations (standards) of accounting 10 “Receivables” 
[13] and 11 “Liabilities” [14] also contain no additional 
requirements for information disclosure which certainly 
limits the information content and completeness of the 
financial reporting. 

It is reasonable to include a separate section 
“Characteristics of performance of the duties as a tax-
payer and following the rights,” in the notes to the an-
nual financial reporting in which there can be highlighted 
three tables: Table 1 “Qualitative characteristics of taxa-
tion at a company”; Table 2 “Characteristics of accrued 
and paid taxes (fees and charges), financial sanctions in 
the financial year”; Table 3 “The results of verification of 
the state of payments with the budget with the authority 
of the State Tax Service.” 

A reference list of generalized groups of indica-
tors which can be used to fill the first table should be 
formed with the requirements of the Tax Code of Ukraine 
[15]. Accordingly, they should provide the following in-
formation: characteristics of a company as a taxpayer; 
the content and structure of commitments of payments 
to the budget and state trust funds for taxes, fees and 
charges; the content and structure of receivables for pay-
ments to the budget; tax advising; checks of the regulato-
ry authorities; tax notices – the decisions; administrative 
appeal procedures and judicial processes regarding tax 
matters; tax requirements; tax pledge; the administrative 
seizure of property; installment and deferred cash com-
mitments or tax debt; hopeless tax debt. For example, 
in relation to such specific situation, as an administra-
tive seizure of property, it is important to provide the 
following disclosures: the fact of receipt of decision of 
the seizure of property and inventory of the property; the 
property which has the imposed administrative detention 
including that which is imposed on full or conditional 
administrative detention; the fact of appeal by a compa-
ny the decision of the head of state fiscal authorities to 
seize property in administrative or judicial proceedings; 
the fact and the grounds for termination of administrative 
seizure of the property of a taxpayer. 

Analyzing the regulations of International Stan-
dards on Auditing (ISA) [16] we can identify many is-
sues that the auditor should check and as the basic ap-
proach we propose review (assessment, testing) of the 
process used by management for assessment. In the in-
ternational auditing standards published in 2010 the fo-
cus was moved to the variability of the conceptual basis 
of financial reporting in various countries that affects the 
decisions and actions of the auditor (for example, when 
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considering laws and regulations, when assessing com-
pliance with the principle of continuity of activity, when 
checking accounting estimates and transactions with 
related parties etc.). Most standards provide mandatory 
review of management’s actions but it is underlined that 
the lack of mandatory implementation of certain proce-
dures does not relieve the auditor of the need to study 
specific issues. The standards do not offer clear methods 
of study of such issues and present only generalized ar-
guments. 

According to ISA 550 “Related parties” when 
the applied conceptual basis of financial reporting estab-
lishes minimal requirements for related parties or does 
not establish them at all, the auditor has to understand 
the relationships and transactions between an economic 
entity and the related parties to conclude whether the fi-
nancial reporting, with the influence of the relationships 
and transactions, is such that ensures a fair presentation 
or the one that is not misleading (Item 4). 

These issues were considered by the National 
Commission for Regulation of Financial Services of 
Ukraine at the beginning of 2010. The information letter 
[17] states that the majority of submitted financial state-
ments of market participants of non-banking financial 
services in 2008 were submitted incompletely and main-
ly it concerns the structure of the notes. But the reports of 
independent auditors have no warning notices concern-
ing the completeness of information disclosure in the 
financial reporting. It is also underlined that during the 
statutory audit of the financial reporting in accordance 
with ISA 540 “Auditing accounting estimates”, an audi-
tor must also pay attention of the user to the excessively 
risky and inappropriate accounting policy of the man-
agement of the audited entity; for example, there is too 
“optimistic” estimate of the assets. The remarks made 
by the commission were sensible; however, the situation 
during 2010-2015 was not significantly changed. 

Much attention is paid to queries of manage-
ment personnel while obtaining the audit evidence in 
order to get certain information and explanation from 
him/her. In this case, auditors face the problem of lack of 
specific mechanism of studying the issue at enterprises, 
and in the worst case it is misunderstanding of what au-
ditors want to get from them. Analyzing the list of que-
ries which an auditor should make during the audit of 
financial reporting, we can divide them into two groups: 
the first group is for further audit procedures and the sec-
ond group is to identify questionable information or the 
information for a more detailed study.  

The list of queries of the first group includes the 
need to provide the following information:

1) management’s evaluation of risks that the 
financial reporting may contain considerable misstate-
ments due to fraud including the nature, amount and fre-
quency of such assessments and processes used by man-
agement to identify and respond to risks of fraud; the 

format of informing senior management on the processes 
identification and responses to the risks of fraud; inform-
ing workers about their views on business practices and 
ethical behaviour;

2) other legal and regulation acts that could have 
a significant impact on the activities of the economic 
entity, the policy and procedures regarding the entity’s 
compliance with laws and regulations including the ac-
cepted assessment and registration of lawsuits for iden-
tification; 

3) identification of the related parties of the en-
tity, the relationship between the entity and the related 
parties, transactions made by the entity with the related 
parties during a certain period and the type and purpose 
of the transactions; 

4) management establishes policies and proce-
dures in order to understand internal controls (if any) for 
identification, recording and disclosure of the relation-
ships and transactions with related parties in accordance 
with the applied financial reporting framework, autho-
rization and approval of significant transactions and ar-
rangements with the related parties, including those that 
go beyond the normal activities; 

5) management’s assessment of the entity’s ca-
pability to carry on operations on a continuous basis or 
the basis which presupposes the assumption of a continu-
ous activity. 

The given information that the auditor should 
receive; only a list of legislative and regulatory frame-
work that affects the activities of the entity, and the list 
of the related parties and transactions with them are in-
dorsed into the requirements of accounting and control 
that were accepted by most businesses. All other poli-
cies, procedures and assessments are not mandatory for 
development and application. Consequently, there is a 
mismatch between ISA and the requirements of norma-
tive regulations concerning management’s responsibili-
ties.  

Moreover, taking into account the requirements 
of other International Standards on Auditing concerning 
an auditor’s actions we may conclude that they take for 
granted the existence of relevant procedures in compa-
nies approved by management that go beyond the nor-
mative requirements for the regulations of the order of 
accounting policy that exists in Ukraine. In particular, it 
is applied, for example, in the procedures for assessing 
compliance with the principle of continuous activity. In 
most cases an auditor is recommended not to perform an 
independent assessment but to evaluate actions and pro-
cedures of management, which undoubtedly highlights 
the importance of a broad interpretation of the essence 
and content of the accounting policy, the importance of 
other organizational documents, particularly in creating 
an effective system of internal control.  

Therefore, the international auditing standards 
consider management’s responsibility widely and accept 
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presence of many regulatory documents that regulate 
certain issues of organization and methods of account-
ing at the company. Solving these problems requires 
improvement of the organization of accounting, internal 
control and management in the company and assumes 
mandatory development of rules, including: assessment 
of compliance with the principle of continuous activity; 
compliance with other laws and regulations that affect 
the activity of an economic entity; organization of in-
ternal control and prevention of fraud. Depending on 
the complexity of the entity’s structure and the scope of 
its activities there can be chosen one of two options for 
the formation of such provisions: to include them in the 
general documents concerning organization of account-
ing in the company (orders or regulations on accounting 
and accounting policy) or to develop separate orders or 
regulations. The second option for the entities of public 
interest is more appropriate. 

In conclusion, it should be emphasized that the 
national system of information disclosure makes it im-
possible to fully meet the needs of members of market 
relations due to many reasons. One of them is the prob-
lem associated with the preparation and publication of 
financial reporting of such entities and conducting the 
audit. One of the main reasons for insufficient use of the 
audit potential in Ukraine is the absence of real need in 
the financial reporting which is caused by scarce experi-
ence, lack of culture of its use and misunderstanding of 
its necessity. 

The objective of financial reporting is to provide 
information transparency of an economic entity, and the 
purpose of audit is to express an opinion on the finan-
cial statement which became public. Thus, these two 
elements are interconnected, but the priority in this sys-
tem belongs to financial reporting, not to the audit which 
should only confirm the degree of reliability of the “in-
formation transparency” of the entity. 

Unfortunately, the national system of informa-
tion disclosure does not allow meeting the needs of the 
members of market relations due to many reasons. One 
of them is the problem associated with the preparation 
and publication of financial statements of the entities and 
conduct of the audit. Financial reporting has not yet be-
come the exact element as it is worldwide. The problems 
are closely linked with such an institution as audit.  

The reasons for this are vary. Firstly, businesses 
are not aware or do not recognize even if it is “deep in 
their mind” to understand that information disclosure in 
principle should do better for their business. Secondly, 
the situation is a fault of the public administration au-
thorities including the National Commission on Secu-
rities and Stock Market and the National Commission 
for Regulation of Financial Services that do not require 
from their “reporting” entities the information which is 
fully consistent with the Law of Ukraine “On account-
ing and financial reporting” and provisions (standards) 

of accounting. But in this case it is necessary to raise the 
issue of the adequacy of the audit results of the finan-
cial statements as financial statements prepared in that 
form do not deserve a positive conclusion. In this case if 
there is a positive conclusion then it should have an ex-
planatory paragraph, which should underline that some 
mandatory information is not disclosed in the financial 
reporting completely. 

In addition, there is a lack of coordination be-
tween International Standards on Auditing and the na-
tional requirements of normative regulations concerning 
management’s responsibilities. Taking into account the 
requirements of other international standards on audit-
ing concerning an auditor’s actions we can conclude that 
they take for granted the existence of appropriate pro-
cedures in companies approved by management that go 
beyond the requirements of regulations on the provisions 
of the order of accounting policy that exists in Ukraine. 
In particular, this applies procedures for assessing com-
pliance with the principle of continuous activity. In most 
cases the auditor is recommended not to perform an in-
dependent assessment but to evaluate the activity and 
procedures of the management. That certainly highlights 
the importance of a broad interpretation of the essence 
and content of the accounting policy. Thus, international 
standards on auditing consider management responsibil-
ity widely and suggest the existence of many regulatory 
documents that regulate various issues of methodology 
and accounting at the company that requires improve-
ment of the organization of accounting. It is necessary 
to fix the expression of management’s points if view in 
the annual financial statement concerning the principle 
of continuous activity, so that the auditors have the so-
called “starting point”. 

The content of financial reporting in regards of 
information disclosure about the place of a business in a 
complex system of tax relations does not fully meet the 
information needs of its users, its qualitative characteris-
tics and principles of preparation. The model of a norma-
tive regulation of accounting, used in Ukraine, clearly 
establishes the formats of all components of the financial 
reporting and the list of items. That is why basic infor-
mation about the quality characteristics of tax relations 
of a company should appear in the notes to financial re-
porting as additional one and take into account the re-
quirements of materiality. The above-mentioned propos-
als will increase the level of information completeness 
of financial reporting and will help its users to make a 
validated assessment of the financial condition and fiscal 
capability of a particular company. 

To solving the problems that were considered 
in the study we need to improve the organization of ac-
counting, internal control and management of the com-
pany, which outlines the prospects for further research: 
development of provisions concerning the assessment 
of compliance with the principle of continuous activity; 
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compliance with other laws and regulations that affect 
the activity of the entity; the organization of internal con-
trol and the prevention of fraud and so on.  

 The issues that were considered in the 
present study prove the complexity and diversity of the 
problem of information transparency of the entities of 
public interest. But it is necessary to improve the quality 

of financial reporting as well as the auditor’s report so 
that such measures are not seen as “simple ceremony” in 
the apt expression of the famous scientist in the sphere of 
auditing R. Adams [65, p.94]. 
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