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The article gives a comprehensive overview of the features of accounting reform in Ukraine in the
corporate and public sector in the context of monitoring the implementation, compliance and
enforcement of international standards of accounting, reporting and auditing. The authors analyzes
the main directions of reforming the preparation of accounting information by public sector
entities: introduction of the national accounting provisions (standards) to the public sector, training
of financial statement compilers, monitoring the efficiency of implementation of innovations, the
main risks associated with the presentation of reliable information and reforming the preparation
and presentation of reports. The basic prerequisites for the development of financial reporting in
the context of globalization are analyzed. The importance of the development of corporate sector in
Ukraine and features of its development are highlighted. The role of international organizations in
implementing reforms in accounting and reporting is defined. The author undertakes a chronological
review of certain aspects of cooperation between Ukraine and the United Nations (The Conference
on Trade and Development), in particular, the creation and improvement of guidance in the
field of monitoring of compliance and enforcement for high-quality corporate reporting (MC&E).
The importance of capacity assessment for high-quality corporate reporting in Ukraine by the
UNCTAD-ISAR methodology, the Accounting Development Tool (ADT), is emphasized. The basic
stages of the assessment process (ADT): from the establishment of the Working Group of Experts to
peers’ review of reports and questionnaires by UNCTAD-ISAR experts and involved experts from
EU member states are described by the authors. The necessity of monitoring the implementation
and compliance with international accounting standards in the public sector, the development
and consolidation of its basic principles at the international level and appropriate methodological
support for its implementation are substantiated. Recommendations regarding the scope of the
MCE&E are presented.
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T. I. Epumenko, A. I. AoBiHCbKa

PE®OPMYBAHH:A BYXTAATEPCBKOTO OBAIKY B YKPATHI
B KOHTEKCTI CIIBPOBITHUIITBA 13 OPTAHI3ALIIEIO
OB’€EAHAHIX HALIII

Y cmammi poseasHymo ocobiuBocmi pepopmyBarHsI Oyxearmepcbko2o 00AIKY B8 Ykpaini 8
KOPHOpamUBHOMY Md OEPHABHOMY CEKIMOPAx Y po3pi3i MOHIMOPUH2Yy 3aNnpoBaomeHHs, 00mpu-
MAHHA | 3a0e3neHeHHs BUKOHAHHA BUMO2 MINHAPOOHUX CMAHOApMIB 0yxeamepcbko2o 00Ai-
Ky, 3Bimnocmi ma ayoumy. IIpoanari3oBaHo 0CHOBHI HANPIMU pedhopMyBAHHS Ni020MOBKU
06AiK0BOI iH(hopMayii ¢y6 eKmamu OepiaBHo20 CeKmMopy: 3anposadmerns HayionarbHux no-
AomeHD (cmandapmis) Oyxearmepcbko2o 00Ky B 0ep#aBHOMY CEKMOPI, NiOBUULEHHS KBAALI-
Kayii yKkAaOa4iB (iHaHcoBoi 3BiMHOCMI, 30iliCHEHHS HAZAA0Y 3a Pe3yAbIMAMUBHICIO 3aNpo-
BAOWEHHS HOBOBBEOEHD, OCHOBHI PU3UKU, NOBA3AHI 3 HAOAHHAM 00CHOBIPHOL iH(popmayii ma
pedpopmMyBaAHHAM Npoyecy nid20moBKY 1 NOOAHHA 3BIMHOCMI. PO32ASHY MO 0CHOBHI NepedyMOBU
PO3BUMKY cihepu PiHAHCOBOL 3BIMHOCMI B KOHmMeKcmi 2A0barizayiinux npoyecis. Hazoroweno
HA BAMAUBOCHIE MA 0COOAUBOCIIAX PO3BUMKY KOPHOPAMUBHO20 CeKmopy B YkpaiHi. Busna-
YeHO POAb MINMHAPOOHUX OPeaHi3ayili y npoBedeHHi pedhopm y cihepi byxearmepcbkozo 00Ky
ma 38imHocmi. 30ilicHeHO XPOHOAOLIYHULL 02AS0 OKpeMux dcnekmis cnisnpayi Yxpainu i3 Op-
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eanizayiecto O6’ednanux Hayiti (Konpepenyiero 3 mopeisAi ma po3sumky), 30Kkpema, CHBOopeH-
Hsl ma BOOCKOHAAEHHS KePiBHUUMBA Y cihepi 30iliCHEHHSI MOHIMOpUHeY OOMPUMAHHS MA 34-
be3neveHHs BUCOKOAKICHOL kopnopamusHoi 3simuocmi (MC&E). 3pobaeHo akyeHm Ha npose-
O€HHi OYIHKU NOMEHUIANY HAULol KpaiHu y 2aAy3i ni020MmoBKYU BUCOKOAKICHOI 3BimMHOCHI 34
memoouxorw UNCTAD-ISAR, Accounting Development Tool (ADT). ITpoanarizoBaHo 0CHOBHI
emanu npoyecy oyinku (ADT): 8id crmBopents Pobouoi epynu excnepmis 00 peyeH3yBaHHs 3Bi-
my 1i ankemu ekcnepmamu ISAR-UNCTAD ma 3aryueHumu paxisysmu 3 kpain — yieHis €8-
pocorw3y. O6rpyHmMoBaHo0 HeoOXIOHICHb MOHIMOPUHEY 3ANPOBAONEHHS Ma 00MPUMAHHS Mij-
HAPOOHUX CHMAHOAPMIB 0yXx2dAmepcbko2o 00Ky B 0epiaBHOMY CeKMmopi, po3poOIeHHS ma
3AKpinAeHHs OCHOBHUX 11020 NPUHUUNIB HA MINHAPOOHOMY PIBHI, a MAaKoy BiONoBiOH020 Me-
moouuHo20 3abe3neueHHs OAs 1io2o nposedenHs. Haoano pexomenoayii uj00o0 cihepu 3acmocy-
BanHsa cucmemu MC&E.

Karouogi caosa: OOH, KondepeHiiist 3 TopriBai Ta po3BUTKY, pedopMyBaHHs chepu Oyxraa-
TepChKOro 00AiKy B YkpaiHi, MKHapOAHi CTaHAAPTU OYXraATepChKOro 00AIKY B Aep)KaBHOMY
cekropi (IPSAS), MixxHapoaHi craHpapTy ¢inancoBoi 3itHocTi (IFRS), MOHITOPUHT AOTpPU-
MaHH; Ta 3a0e3MeueHHs] BUCOKOSIKICHOI KOPIIOPaTUBHOI 3BITHOCTI.

Puc. 1. Ta6a. 1. Ait. 14.

T. V1. Epumenko, A. I. AoBunckast

PE®OPMUPOBAHUE BYXTAATEPCKOTO YYETA B YKPAUHE
B KOHTEKCTE COTPYAHUYECTBA C OPTAHU3ALIMEN
OB BbEAVIHEHHBIX HALIUI

B cmambe paccmompenpt 0cobeHHOCmY pedhopMupoBaHus Oyxearmepckozo yuema 8 YkpauHe 8
KOPHOPAMUBHOM U 20CYOAPCIMBEHHOM CEKIMOPAX B pa3pe3e MOHUMOPUH2d BHEOpeHUs, cobA0de-
HUS U 0becneseHUs BbiNOAHEHUS MpPeOOBAHULL MeWOYHAPOOHBLX CHIAHOAPMOB 6YX2AAMEPCKO20
yuema, omyemHocmy u ayouma. ITpoaHaru3upoBanb OCHOBHbLE HANPABAEHUS pedopMUpoBa-
HUS N0020MOBKU Y4eMHOL UHPOPMAYUL CYOBeKmMamu 20CY0apCmMBEeHHO20 CEKIMOpa: BHeOpeHUe
HayuonarvHvix noroweruii (cmaH0apmos) 0yxeaimepckoz0 yuema 8 20Cy0apCcHBeHHOM CeK-
mope, noBbiUuleH e KBAAUPUKAYUYL COCMABUMENEl (PUHAHCOBOL OMYEMHOCHUY, 0CYUsecmBie-
Hue HA030pad 3d Pe3yAbMamuBHOCMbI0 BHEOPEHUS HOBOBBEOEHUI, 0CHOBHbLE PUCKU, CBA3AHHDLE
¢ npedocmasieHueM 00CHIOBEPHOL UHPOPMALUY U PedhOpMUPOBAHUEM NPOUECCA NOO20MOBKU
U npeocmaBieHus OmHemHoCmy. Paccmompenb: 0CHOBHbLe NPEONOCIAKY PA3BUMUS ChepbL
PUHAHCOBOL OMHeMHOCHY B KOHIMEKCme 2A00aAU3ayUuoHHbLX npoyeccos. OmmeveHvi Bay-
HOCb U 0COOEHHOCMU pa3BUMUS KOPHOPAMUBHO20 cekmopa 8 Ykpaune. OnpedereHa poib
MeWOYHAPOOHBLX OP2AHU3AUULL B MPOBEOEHUU pedhopM B cepe Oyxearmepckozo ysema U
omuemHnocmu. OCyuLecmsieHO paccMompeHie B XPOHOAOLUHECKOM NOPsiOKe OMOeAbHbIX dc-
nexkmos compyonuyecmsa Yxkpaunvt ¢ Opeanusayueri Obweounennvix Hayuii (Kongepenyueri
1O MOp20BAE U PA3BUMUIY), B YACHIHOCHIY, CO30AHUE U YCOBEPULEHCINBOBAHIUE PYKOBOOCHBA B
cghepe ocyuLecmBieHUs MOHUMOPUH2A COOMO0eHUS U 00ecneteHUsI BbICOKOKAYeCBEHHOU Kop-
nopamusHoui omyemuocmu (MC&E). CleraH aKkyeHm Ha BAWHOCIIU OCYULECBAEHUS OYEHKU
NOMEHYUALA HAULell CPaHbL B chepe Ni020mOBKY BbICOKOKAHECINBEHHO OMHEMHOCIU 1O Me-
mooduxe UNCTAD-ISAR, Accounting Development Tool (ADT). IlpoaHaru3upoBaHbi 0CHOBHbLE
amanvt npoyecca oyenku (ADT): om coszdanus Paboueri epynnvi sKcnepmos 00 peyeH3upoBa-
Husg omuema u ankemot skcnepmamiy ISAR-UNCTAD u npusieueHHbIMU CNEYUAAUCIIAMY U3
cmpan — yaeHos Esponeiickozo Cor3za. O60cHOBaHa He00Xx00UMOCHb MOHUMOPUHeAd BHeope-
HUA U COOAI00EHUA MEWOYHAPOOHDIX CHAHOAPMOB OYX2ANMepCKo20 y4ema B8 20CY0apCBeH-
HOM ceKkmope, pa3pabomKiy U 3aKpenieHUus OCHOBHbIX €20 NPUHUUNOB HA MEeWOYHAPOOHOM
YPOBHE, d MAK#e COOMBENMCIBYOWLE20 MEMOOU4ecko20 obecneueHus OAsS e20 NpOBeOeHUs.
Tlpedcmasaenvt pekomeHOAUUY OMHOCUMEALHO chepbi npumeHeHus cucmemvr MC&E.

Karouesbie caoBa: OOH, KondepeHius o Toprosae u pa3Butuio, peopmupoBanye chepsl
OyxraaTepckoro ydyera B YKpauHe, MeXAyHapOAHbBIE CTaHAQPTBI OYXIAATEPCKOIO ydeTa B
rocypapctBeHHOM cekTope (IPSAS), MexayHapoaHble CTaHAAPThI (PMHAHCOBOV OTYETHOC-
i (IFRS), MOHUTOPMHT COOAIOAEHMS 1 0DecIiedeH sl BBICOKOKaYeCTBEHHO KOPIIOPATUBHOM
OTYETHOCTM.
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Since 1945 Ukraine has been one of the founding members of the United
Nations. This obliges us to actively support the actions for implementation of the
tasks set up by the UN Sustainable Development Goals (2015) and other solutions [1].

The President of Ukraine, the Verkhovna Rada and government of our
country make necessary efforts for obtaining the associate member status of the
European Union for Ukraine. An important part of converging with the European
community is the signing of the Deep and Comprehensive Free Trade Agreement
with the EU.

The Comprehensive Free Trade Zone is one of the most ambitious bilateral
agreements that have been ever signed by the EU. It will provide opportunities
for Ukraine to modernize its trade relations and foster economic development.
The tools for this are: opening markets by gradual elimination of customs duties,
providing duty-free access within quotas and extensive harmonization of Ukrainian
laws, provisions and standards with current EU legislative acts in various sectors.
This will create conditions for harmonization of Ukrainian and EU standards in key
areas, including the scope of financial reporting.

These epoch-making shifts determine a civilizational choice of the Ukrainian
people, their desire to overcome existing challenges to provide further progress and
sustainable development in cooperation and friendly collaboration with European
nations. Further reforms in Ukraine will contribute to these high goals.

Cooperation with intergovernmental and international professional
organizations in the field of developing the strategy and tactics of reforms is crucial.

The Intergovernmental Working Group of Experts on International Standards
of Accounting and Reporting of the United Nations Conference on Trade and
Development (ISAR-UNCTAD) (Geneva, Switzerland) is one of the most
authoritative international organizations.

ISAR-UNCTAD was established in 1982 within the United Nations to study
the problems of accounting transparency and corporate reporting. Participation
in ISAR is open to all states - members of the United Nations [2]. Given the
importance of reforming the national accounting and reporting systems based on
international standards to attract investments and provide the development of the
national economy, Ukraine participates in the activities of ISAR-UNCTAD UN.

However, cooperation with ISAR-UNCTAD started much earlier. Significant
changes in the field of financial reporting in Ukraine were the result of the execution
of the Cabinet of Ministers Resolution “On Approval of the Strategy of application
of International Financial Reporting Standards in Ukraine” (Strategy) [3]. The
strategy was the result of Ukrainian cooperation with UNCTAD. In 2007 it was
presented and approved at the 24th session of ISAR-UNCTAD.

In Ukraine the transition to the direct application of international financial
reporting standards (IFRS) was held according to the Strategy on 1 January 2012.

As of today The Strategy is almost accomplished.
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The next step of cooperation with ISAR-UNCTAD was the capacity assessment
for high-quality corporate reporting in Ukraine (from April to October, 2013) in
accordance with UNCTAD-ISAR methodology, Accounting Development Tool (ADT).
The assessment was carried out by the Ministry of Finance of Ukraine (the MOF).

The assessment process included the following steps: establishing the Working
Group of Experts; conducting surveys; processing the surveys'results; summarizing
the comments and suggestions of experts; discussing the results, providing reviews
of the reports and surveys by the experts from ISAR-UNCTAD and involved
experts from EU member states.

26 leading experts and 1 observer were involved in the assessment process.

This Working Group included the representatives of: state institutions —
8 (33,7%); professional accountants organizations (PAO) — 4 (15,4%); preparers
of financial reporting — 6 (23,1%); auditors and other stakeholders (also with the
representatives of “big four”) — 6 (23,1%); doctors of economics — 2 (7,7%).

In our opinion, the presence of experts from various sectors in the working
group allowed to obtain objective and impartial results. Overall 4 sessions of the
Working group of experts were conducted. Twenty-four questionnaires were
received and processed for further consolidation and discussion.

The number of participants in each pillar is characterized by the following
data: Pillar A (Legal and regulatory framework) — 22 experts, Pillar B (Institutional
framework) — 23, Pillar C (Human capacity) — 8 specialists, Pillar D (Capacity-
building process) — 5, Addendum (Public sector) — 7 experts in this field.

The obtained results of capacity assessment helped to determine actions for
further development strategy. The significant number of professionals from the
Working Groups and councils of the MOF, from the Methodological Council
of Accounting, the Methodological Council for IFRS, the Working Group for
examination of the accounting system in Ukraine, the Working Group for the
development of the order of financial statements presentation prepared in
accordance with the international standards in the electronic form, the Working
group on adapting of the legislation on audit regulation to European legislation and
independent experts were involved in this process.

In general, the following three strategic directions have been defined. The first
is the development of the accounting system, the second is the development of
independent audit and audit services market, and the third is training accountants,
auditors, heads of departments of state authorities and other experts.

The accounting reform in the corporate sector includes the following components:

— designing the strategy for the development of accounting and auditing in the
medium term perspectives;

— working out the order of financial statements presentation, prepared under
IFRS in electronic format (XBRL) in accordance with the principle of “single
window” and strengthening its processing capacity;
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— updating the program “Accounting and Auditing Reports on the Observance
of Standards and Codes” (A&A ROSC) (the previous 2002 and 2008);

— publishing a printed and online version of the journal “The International
standards of financial reporting and auditing’, acquisition of rights and publishing
modern textbooks (3-5 units) on IFRS and audit;

— implementating the national certification of professional accountants;

— adaptating the legal framework to the international standards for accounting
of small businesses by approving respective national accounting standards;

— harmonizing national standards of accounting transactions that are not
reflected in the IFRS;

— working out methodological support for application of national accounting
standards (brought closer to IFRS).

Designing the Strategy for accounting and auditing development in the
medium-term perspectives is an actual issue. This is a perspective for 5-7 years.

The MOF together with the National Commission on Securities and Stock
Market works at the development of the order of financial statements presentation
prepared under IFRS in electronic format (XBRL) in accordance with the principle
of “single window” and strengthening its processing capacity.

The transition to IFRS revealed one of the main problems - the lack of awareness
of information on international standards and practical application by preparers of
financial reporting and other stakeholders. In order to saturate informational space
in this area we consider the following steps to be taken: publication of a printed and
online version of the journal “The International standards of financial reporting
and auditing’; the acquisition of rights and publishing modern textbooks (3-5 units)
on IFRS and audit, involvement of stakeholders in existing distance learning at the
virtual university of the MOF, etc.

In Ukraine we can see a great interest of specialists, especially the young
ones, in continuing professional development. From year to year, the number of
accountants who received recognition of their professional skills and were certified
by the wide-known systems such as ACCA, CIPA and others has been constantly
increasing. But the market needs more specialists. Therefore, the phenomenon
may become more widespread and the introduction of the national certification of
professional accountants can facilitate the process.

For the further economic growth, the development support and promotion
of small and medium-sized businesses is of great importance. We believe that
gained experience and adaptation to international standards of the legal framework
for accounting of small businesses by approving respective national accounting
standards will help solve these problems.

The adoption of national standards of accounting transactions that are
not reflected in the IFRS and the development of methodological support for
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application of national accounting standards (brought closer to IFRS) is also an
important task.

In the context of accounting reforming in the public sector, it should be
noted that great preparatory work is under way, providing major changes in the
Governmental Financial Management. The integrated informational system of the
Governmental Financial Management is being developed. Against this background,
since 1* January 2015, public sector entities have been in transition to national
provisions (standards) of accounting in the public sector (NP(S)APS), based on
international accounting standards in the public sector (IPSAS).

Currently, 19 NP(S)APS and a new chart of accounts in the public sector were
approved and designed in accordance with the requirements of IPSAS. However,
the ideology of accrual basis of accounting (put into the new chart of accounts)
is new to our system. Thus, the transition to it is accompanied by a number of
methodological and technical complexities. To overcome them it is necessary to
take some measures, in particular:

1) to design the methodological framework for the application of national
standards:

— methodology for the application of NP(S)APS;

— order on how to fill in forms of financial reporting in the public sector;

— improvement of the methods of preparating and consolidating financial
reporting;

— harmonization of chart of accounts with budget classification;

2) to develop new software. It should be introduced firstly in the treasury
system, and then in budget entities system. Currently, the experts are working on
the realization of this task;

3) to provide staff training:

— organizing of training for specialists of the MOF, the Treasury, highand low
level administrators of budgeted funds (or spending units);

— holding seminars, conferences, consultations for employees of financial
and accounting services of budget entities and funds of obligatory state social and
pension insurance;

— training workforce for public sector entities that provide public services
(especially for experts in the field of finance and accounting of budget entities);

— providing recommendations for improving the system of training, retraining
and upgrading of experts in the field of finance and accounting.

The expected results of the reform:

— adaptation of Ukrainian legislation in the field of accounting and reporting
to international standards (IPSAS);

— improvement of public financial management system;

— transparency of financial reporting data in the public sector and its
comparability with the similar data of other countries;
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— modernization of information and communication technologies;

— improvement in training and retraining of personnel in the field of accounting
in the public sector.

Thus, in the field of accounting there are active reform processes. The
considerable results have been achieved. However, there will be a lot of further
work and it is necessary to provide constant monitoring of these processes in order
to find out weaknesses.

At the same time, accounting reforming in the public sector can be considered
as a “shock therapy” In order to smooth this transition it is necessary to provide
serious consultative support and explanatory work.

Any reforming and administration will not give the desired effect without control
and monitoring of the process. Therefore it is necessary to strengthen the control of
the State Treasury Service in compliance with the common rules of accounting and
preparation of reporting by spending units and other public sector entities.

The direction “Development of independent audit” includes the following tasks:

— comliance with the European Union legislation on auditing;

— restructuring in the field of audit in accordance with the best practices of
European countries (strengthening the role of professional organizations in the
establishment and implementation of the state policy in the field of independent
audit, their institutional capacity, creation of the system of public oversight of the
audit profession, etc.);

— expansion of the scope of statutory audit, development of the market;

— provision of measures for improvement of the ability of auditors on statutory
audit in accordance with international auditing standards;

— funding the development of methodological support of the improvement of
professional skills of auditors and audit activities in Ukraine.

The independent audit was introduced into Ukrainian legislation 20 years
ago. During this period, it passed a long way of establishment and achievements.
Country’s economy has radically changed. The implementation of new approaches
to the development of the entire system of the independent audit is required. First
of all, it is necessary to bring the legislation on auditing in compliance with the
European Union requirements.

The institutional structure of audit requires restructuring in accordance with
the best practices of European countries (strengthening the role of professional
organizations in the establishment and implementation of the state policy in the
field of the independent audit, institutional capacity, creation of the system of
public auditor oversight, quality control systems, etc.).

Also, the scope of the statutory audit requires the expansion and development of
audit services market. The governmental support of improving the ability of auditors
to conduct the statutory audit of the financial reporting prepared under IFRS in
accordance with international auditing standards through training, development
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and introduction of modern methods and audit software is necessary. We consider
that competitiveness of the national audit activity will strengthen on this basis.

In terms of permanent reforming of the accounting area, the existence of the
direction “Professional development” is crucial. The following measures can be offered:

— strengthening the capacity of financial regulators and tax authorities to use
financial statements data while exercising their powers;

— focusing special attention on preparers of reporting under IFRS provisions
in the banking and insurance sectors;

— holding scientific conferences and seminars for officials of regulatory bodies
and practicing auditors on IFRS implementation and audit regulation;

— organizing study visits of officials of regulatory authorities in countries that
have conducted successful reforms in the field of accounting;

— upgrading experts in the field of accounting in the public sector.

The mentioned above demonstrates the importance of cooperation between
Ukraine and ISAR-UNCTAD and the impact of ADT results on reforming
information environment of management in Ukraine.

At the same time we made some suggestions for further improvement of ADT
questionnaires and the report layout as an evaluation tool.

Overall scoring elements should be restructured with the inclusion of the
Public Sector as a separate Pillar, not only as an addendum.

To get results that can be compared with the results obtained by different
countries, it is appropriate, in our view, for the questions of Pillar A (Legal and
regulatory framework) to specify in certain types of enterprises the ones of public
interest (issuers of securities, financial institutions, enterprises with a great amount
of liabilities, etc.).

In addition, a separate question in this Pillar can be devoted to the quantitative
criteria for companies of public interest (revenues, the capital, the number of
employees, etc.).

Pillar A (Legal and regulatory framework) can be more specific in terms of use
of financial reporting data in corporate governance.

The questionnaire should include more questions devoted to the auditors’
appointment procedure, to the review of the audit report, to the approval of
financial reporting, to the elements of corporate reporting and others.

The explanation for filling in the questionnaire should be more detailed on how to
answer the question if the category of the question is not legally defined in the country.

It should be noted that experts participating in the questionnaire admitted a
high level of ADT methodics. The use of this methodics at the stage of tentative
conclusions allowed to obtain significant positive results.

After reviewing the summary report and questionnaire, the summary report was
updated in accordance with the changes that occurred in legislation on accounting,
reporting and auditing, and new trends of reforming (on 1 January, 2016).
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The adaptation of Ukrainian legislation in the field of accounting and auditing
to EU provisions is one of the main objectives of reforming of this sector. The main
EU document regulating accounting is the Directive 2013/34/EU of 26 June 2013.

A comparative analysis of the accounting and reporting regulatory and
legislative framework in Ukraine and the Directive 2013/34/EU revealed the
following differences:

e Thelegislation of Ukraine does not contain the definition of the “public-interest

entity” concept, due to this, the scope of IFRS application is not clear enough.

e There are various differentiation criteria for large, medium-sized and small
undertakings in the EU and Ukraine, which prevents the development of
similar approaches to defining the scope of application of IFRS, National
Accounting Provisions (standards) and international standard for small and
medium-sized entities (hereinafter — IFRS for SMEs).

e The practice of consolidation of financial statements has not gained an
adequate extension in Ukraine. One reason for this is lack of legislative
regulation on definition of the group of undertakings and selection criteria
for small, medium-sized and large groups.

e Currently, Ukraine has already done some work to resolve the issues of
corporate governance. Thus, the National Securities and Stock Market
Commission approved the corporate governance principles by its decision of
22 July, 2014 Ne 955 [4]. However, this document contains no reference to the
content, mandatory preparation and procedure of reporting on the position
and effectiveness of undertaking’s management.

In Ukraine, in contrast to the EU, annual reporting, which discloses material
payments made to governments in the countries in which they operate, in particular
royalties, dividends, signature, discovery and production bonuses, licence fees,
rental fees, entry fees and other considerations for licences and/or concessions, and
payments for infrastructure improvements is not prepared by large undertakings
and public-interest entities active in the extractive industry or in the logging
of primary forests. The purpose of such reporting is to promote transparency of
undertakings’ payments to governments and to improve efficiency of natural resources
management.

Thus, the strategic directions of the development in the field of accounting
based on the Association Agreement with the EU and the results of the assessment
of the capacity for high-quality corporate reporting in Ukraine (ADT) (reported at
31 session of UNCTAD-ISAR) are as follows:

— consistency of Ukrainian legislation concerning the content and presentation
of the annual financial statements and management reports for various types of
undertakings with the EU legislation;

— introduction of a system of accounting and financial reporting regulation
in compliance with subsidiarity and proportionality ensuring compliance of
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administrative procedures with created preferences (i.e. interaction of various
regulators and participation of professional community in accounting regulation);

— optimization of interests of financial statements’ users and optimization of
undertakings desire to avoid burdening by requirements to reporting;

— simplification of accounting and financial reporting for SMEs in order
to create favorable conditions for entrepreneurship, to reduce administrative
procedures and promote the internationalization of SMEs;

— exemption for micro-undertakings (except for investment and financial
holding undertakings) from certain obligations, applicable for small undertakings,
on accounting and reporting, which would be an excessive administrative burden for
them, with mandatory record keeping and displaying all business transactions in it;

— implementation of requirements of the Directive to National Accounting
Provisions (standards) of accounting and reporting;

— implementation of the accounting system based on fair value for both
annual and consolidated financial statements for all undertakings or groups, except
for micro-undertakings;

— introduction of the management report which displays the results of
analysis of strategic, social, environmental and production aspects of the business
necessary for information disclosure on undertaking’s development, performance
and position;

— introduction of reporting on payments to governments for large
undertakings and public-interest entities active in the extractive industry and in the
logging of primary forests in order to ensure transparency of efficient use of natural
resources, etc.

Further progress in this area requires considerable efforts of state authirities,
civil society institutions, experts. It is also very important for us to support and
cooperate with relevant international organizations.

The challenges faced by mankind encourage the search for new tools to
overcome them. The world and Europe should be open to capitals, financial and
commodity flows, flows of information, knowledge and ideas, experts and people.
In this case Ukraine always provides the support and active participation.

A new stage of cooperation between Ukraine and UNCTAD-ISAR started with
the participation of Ukrainian experts in the development of the draft Guidance
“Monitoring of compliance and enforcement for high-quality corporate reporting:
guidance on good practices” (MC&E).

IFRS summarizes the world’s best accounting practices. At the same time, as
rightly mentioned in the Introduction to Guidance developed by UNCTAD, the
benefits of their application cannot be realized unless the standards are properly
implemented in a specific national environment. Therefore, monitoring of
compliance with standards and their enforcement in corporate reporting are crucial
for the achievement of economic and social effects from their implementation.
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The MCE system is especially important for emerging market economies
entering the global economy as new, independent countries. Ukraine is one of them.

Reviewing the draft Guidance showed that it contains information on key
elements of monitoring and control. The objective of the document is to provide
relevant policy makers and other stakeholders in the area of accounting and
reporting of a specific country with a reliable guidance on creating an effective
national system of monitoring of compliance and enforcement and on identifying
major changes to be addressed in establishing such a system.

As stated in the Draft Guidance, to build an efficient MCE system, it is important
to define its scope and objective, design a set of MCE-related benchmarks, activities
and methodologies for both the prevention of bad practices and correction of errors,
if necessary. In defining the scope of an MCE system, a decision should be made as to
whom MCE-related actions will apply and what kind of information will be assessed.

Good practices of Monitoring compliance & enforcement in the Guidance are
shown in the example of countries, which can be classified according to the UN into
three groups:

— countries with developed economies (16 countries);

— countries with economies in transition (1 country);

— countries with developing economies (7 countries) [5].

Among mentioned 24 countries, most examples demonstrate practices of
countries with developed economies. This is reasonable because the Guidance
provides the best practices of monitoring of compliance & enforcement system
(table 1).

However, sometimes it is impossible to apply best practices of developed
countries in countries with economies in transition or developing countries due to
lack of appropriate institutional and legal settings for such implementation.

This is stated in the Guidance, but recommendations are not specified according
to the stage of development of the country.

The Guidance indicates that effects of recommended procedures of Monitoring
of compliance & enforcement can vary depending on the type of the country
and such effects can be different for countries with economies in transition and
countries with developing economies.

For example, it is noted that “...developing countries (where the credibility of
new laws may need to be demonstrated through enforcement) show measurable
improvements in market outcomes after enforcement cases, while this effectisharder
to observe in developed countries that already have a credible regime’; different
stages of development (countries with economies in transition and countries with
developing economies). Since there is no conditions for the implementation of
Monitoring of compliance & enforcement system elements in such countries, which
is necessary according to the Guidance, direct implementation of good practices of
developed countries can bring the opposite effect or be ineffective.

“®inaHcy Ykpainn', 112016 2 1



VYpaBaiHHs Aep>KaBHUMU PiHaHCAMU

Table 1. Countries with developed economies mentioned in the Guidance

Europe Other Major developed
European Union | New EU member States|  Other Europe countries economies (G7)
Austria Bulgaria Iceland Australia Canada
Belgium Croatia Norway Canada Japan
Denmark Cyprus Switzerland Japan France
Finland Czech Republic New Zealand Germany
France Estonia United States Italy
Germany Hungary United Kingdom
Greece Latvia United States
Ireland Lithuania
Italy Malta
Luxembourg Poland
Netherlands Romania
Portugal Slovakia
Spain Slovenia
Sweden
United Kingdom

Complied by: [5].

It is appropriate to supplement the Guidance regarding countries with
economies in transition and countries with developing economies, in particular:

— specification of recommendations contained in the Guidelines by examples
of different options for countries with economies in transition and countries with
developing economies;

— best practices and examples of Monitoring of compliance & enforcement
system elements in countries with economies in transition and countries with
developing economies.

A separate issue is the scope of MCE application, i.e. which elements within a
reporting chain should fall under the scope of an MCE system. We share the point
of view, reflected in the Guidance, that the following attributes of institutional
functions are essential for promoting a higher quality of financial reporting: rule of
law; regulatory quality; control of corruption; government effectiveness; political
stability; voice and accountability.

The experience of post-Soviet countries suggests that these factors can
be assessed and included in the scope of the MCE system. Political instability,
violation of law, corruption and governmental non-transparent activities could
be an obstacle for the development of national economies. The implementation
of IFRS and International Standards on Auditing will significantly disrupt these
negative factors. That is especially applicable to the public sector of the economy.
In managing this sector, special consideration should be given to the strengthening
of accountability, transparency and performance risk assessment. Therefore, we
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propose to include the public sector into the scope of the MCE system: the central
and local government budgets (treasury system), high and low level of budgeted
funds administrators(or spending units).

The following arguments can be given in favor of this proposal.

First, the public sector has a significant share in the institutional structure of
economy in general and Ukraine in particular. This is demonstrated by figures that
describe the share of the Gross National Disposable Income (GNDI) of the state
governance sector in Gross Domestic Product [6, 7].

Second, the shadow economy is one of the manifestations of corruption in the
country. Corruption and the shadow economy are two interconnected phenomena
that take place in almost all countries. The “shadow” economy, meaning economic
activities notincluded in statistics and not reported in accounting, exists everywhere.
In developed countries, the size of the shadow economy ranges from 8 to 28% of the
official GDP, in economies in transition — from 10 to 45%, in developing countries —
from 60 to 75% [8, 9].

Obviously, the problem of the shadow economy is very pressing for Ukraine
in the transition period. Without its resolution, it is impossible to achieve the
economic growth, realize a broad external and internal investment potential, and
stabilize the financial and economic system. Therefore, monitoring of compliance
and enforcement of accounting and audit standards and requirements in the public
sector is a protective device against corruption and the shadow economy.

The third argument in favor of including the public sector in the MCE scope
is the existence of high risks for the development of national economies in the area
of public sector governance. This is especially relevant to economies in transition.

The public sector governance in these countries increasingly faces uncertainty
as a result of transition to market relations and their further development.
The crisis situation of the last decade exacerbates the general instability of the
economy, the widening of gaps between the growth of financial deficit, and
public expectations concerning the public sector performance. The government’s
room for maneuver is becoming increasingly limited amid accelerated growth of
government expenditures compared to increased GDP indicators. Under these
conditions, it is even more difficult to forecast and understand what actions
should be taken into consideration in making management decisions in the public
finance management system. When making reasonable management decisions,
it is necessary to consider the complication of cause-and-effect, or functional
relations between the elements of a modern market mechanism. This factor
causes difficulties in estimates and projections, in the understanding of relations
between actions and their result, and in ensuring the reliability of accounting
records and financial statements.

The public finance management sector has a number of risk factors, such
as inefficient, irrational use of budgeted funds as a result of abuse of office or
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commitment of any other violations or corruption actions. Therefore, the risk to
be considered in exercising control and verifying the reliability and fairness of
reporting information is a risk contingent upon the probability of making inefficient
management decisions and irrational use of budgeted funds. This risk causes an
increase in the state budget deficit and a failure of the public sector to perform its
core functions, such as a social function. For society, the social function of the State
is essential, since it aims to ensure social security of citizens, create an environment
conducive for the full exercise of their constitutional rights and freedoms, and
maintain adequate living standards.

External risks are generally uncontrolled forces outside the public sector
that have a significant impact on the informational support of the public finance
management system (in particular, through state regulation and requirements
for the accountability system; organizational and institutional circumstances
and conditions of the preparation of financial statements). These risks include
fiscal risks related to ensuring inflows to the state and local budgets and servicing
them.

Internal risks arise within the framework of budget-funded entities and
institutions of the treasury system. These risks are mainly associated with an
imperfect management system and weak internal control system. These risks
constitute a significant part of the informational risk — one of the most serious and
pressing issues of current management in the Public Finance System.

A number of risks have a significant impact on the informational support to
the state governance sector. That is why it is necessary to modify key elements and
MCE benchmarks of the Guidance document to create efficient national MCE
mechanisms for public sector entities and professional accountants and auditors
who work in this sector, and, by their actions, contribute to the development and
enforcement of requirements for financial reporting.

To implement such an initiative, we have offered a number of additions to the
text of the Draft Guidance in almost all of its sections.

Additional factors that improve the quality of financial reporting and create
a favorable investment and business climate, as stated in the Guidance, include:
audit quality, corporate governance level, institutional supervision systems, public
disclosure, and participation of the public in MCE.

Going forward, the work related to changes proposed by us to the Draft
Guidance should cover the following issues:

1) coordination of the work on issues of strengthening corporate and public
transparency and accounting. The Framework for building the MCE system should
describe the issues of ensuring:

— quality of accounting records and financial statements in the public sector in
defining the scope of the MCE system;

— monitoring of compliance of public sector entities with reporting standards;
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2) coordination of the work on monitoring of compliance and enforcement of
requirements for corporate reporting. Expand the Scope and Objectives Section
of MCE to cover public sector entities: general government, government-owned
corporations, and budget-funded entities;

3) coordination of the work on monitoring of compliance and enforcement of
requirements for audit and quality assurance:

— expand the Scope and Objectives Section by specifying the Oversight Bodies
that supervise and control compliance with accounting standards by public sector
entities;

— to disclose institutional mechanisms of internal monitoring, it is necessary to
considertheappointmentofinternalauditorsinthe publicsector, their organizational
and financial independence, official subordination and accountability, professional
and social protection, etc.;

— in the context of improving procedures and methodology;, it is advisable to
disclose the criteria applied by national regulators to reforms of national accounting
and audit systems, in particular, the best global and EU standards;

— in order to add new institutional mechanisms, it is necessary to state the
need for post-audit support services — auditors should present their auditor’s
report at the meetings of audit committees, supervisory boards and similar
corporate governing bodies and provide relevant recommendations as well as
initiate the inclusion of a separate item on the increasing the responsibility of the
management of a government-owned corporation for the use of the auditor’s report
and implementation of recommendations made by the auditor;

4) coordination of work on monitoring of compliance and enforcement of
requirements for professional accountants. A potential area of human resources
supervision is the training of workforce for public sector entities that provide
public services. The issues related to such training should be added to the MCE
Guidance. These issues include: replacing/training the personnel, tender-based
selection of a professional accountant/state auditor on a new basis (requirements
for the competence and qualification of candidates), mandatory professional
certification of those responsible for financial statements/auditor’s report. The
scope of the impact assessment should be changed to include requirements
for public disclosure in the area of disciplinary proceedings and implementing
differentiated (violation-based) sanctions against auditors, audit companies and
professional accountants.

The revised text of the draft Guidance MC&E was considered at the 33rd
session of UNCTAD-ISAR. This document is relevant for economies at different
stages of development; however. It is necessary to emphasize that in transition
economies, such as Ukraine, the implementation of provisions of this document
is especially important. First, to pursue European integration, we are committed
to achieving the UN Sustainable Development Goals adapted to the national
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environment. The reform processes require the implementation of the state-of-art
governance technologies, including monitoring. It is also important in the context
of the tasks announced by the G20 leaders at the Hangzhou Summit in September
2016 (China). In particular, building the stable and resilient international financial
architecture under the conditions of global economic recovery and the emergence
of new sources for growth that carry downside risks [10].

Second, considering the high vulnerability of transition economies to external
risks inherent to the global economic environment, it is necessary to perform the
continuous monitoring to check the advisability of goals set and, where appropriate,
correct the tactics of reform. It is important to focus on the result, which requires
the Government to monitor the implementation of tasks, to assess the current
status of reform, in order to identify problems and aspects that need improvement.

Despite an unprecedented burden on the Ukrainian budget because of foreign
aggression, our economy shows the signs of stabilization and economic recovery. In
particular, there is growth in investment activity — in the first half of this year, gross
fixed capital accumulation increased by 11.7% compared to the same period of last
year and the growth of foreign investment in Ukraine reached 154%. The rate of real
GDP in the 2nd quarter of 2016 compared to the relevant quarter of the previous
year was 1.4% (in the first half - an increase of 0.8%) [11].

This economic growth is primarily associated with the factors of recovery in
domestic investment and consumer demand. Under these conditions it is critical to
perform continuous monitoring.

Joint efforts of our country, international organizations and the European
Union to improve transparency, together with other factors, contribute to the
gradual improvement of the investment and business climate. Thus, in Ukraine,
with support from the UN and USAID, the assessment of capacity in corporate
reporting (ADT) has been conducted since 2013.

One of the main tasks in this area is to achieve the maximum transparency of
information. Disclosures, on the one hand, must meet the needs of users, on the
other hand, should not be too burdensome for the preparers of corporate reporting.

Recent trends show that demand for corporate information grows, because the
range of consumers of such information is expanding.

It is important to understand that corporate reporting provides information
which is the basis for decision making not only for investors, but also for
the government, society and international organizations. Thus, the range of
information that should be covered in the reports is expanding to include financial
and nonfinancial information, such as a sustainability report, governance report,
social, environmental information, remuneration report, etc.

The proposed issue “The role of accounting for Sustainable Development:
recent trends and challenges” for deliberation at the 33rd session of ISAR is a
subject for debate among the global professional community.
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Thus, as noted at the event dedicated to the future of corporate reporting that
was held in London this year with support from international organizations the
main issues for discussion in this context are:

— growing audience for corporate reporting;

— content of corporate reporting (integrated, non-financial, governance
reporting etc.);

— policy making and innovation in corporate reporting [12].

Monitoring of compliance and enforcement for high-quality corporate
reporting is one of the tools to overcome challenges and reduce risks that
transition economies face (such as financial risks, risks of rapid integration into the
international financial markets and interest rate risk) [13].

The most significant aspects of MCE related to the criteria that you can see
in picture 1, are addressed by the relevant international organizations mentioned in
the Guidance, this is essential for transition economies.

For such countries as Ukraine, it is vital to implement the international best
practices presented in the Guidance, but the implementation of these practices
should be adapted to the actual economic conditions.

International organizations ,involved in issues relating to monitoring, play an
important role in this process, and cooperation of transition economies with such
organizations makes reforms more efficient.

CRITERIA FOR MCE

CRITERIA INTERNATIONAL ORGANIZATIONS
=
Full disclosure 4 OECD, 105CO, ESMA
g
Compliance with accounting rules | < IFAC, IASB, IPSASB, UNCTAD-ISAR,
EFAA, FEE
g
Compliance with auditing standards |<——— IFIAR, IAASB, COSO,IIA, EFAA
-
. Complla.mce Wlth non-financial <E—— GRI GSSB, CDSB, IIRC
information disclosure standards
-
Compliance YVIth professional < IAESB, IESBA
requirements

Complied by authors.

Picture 1. The criteria of quality of corporate reporting as a subject
of activities of the international professional organizations
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The issues inherent to corporate reporting in Ukraine are especially pressing
in transition economies and developing countries, because they usually have few
elements of monitoring of compliance and enforcement for high-quality corporate
reporting system. These elements are primarily focused on the regulation of
financial reporting and audit, while the presentation of non-financial information
is optional or not regulated.

Just as important is the problem of a lack of coordination and interrelation
between those components of the MCE system that exist in the country.

For example, in many of these countries the powers of MCE are divided among
different bodies (Audit Chamber, Council for Accounting, Central Bank, etc.).
These bodies oversee some areas of those that should be covered by monitoring,
such as accounting, audit, the preparation and disclosure of financial information,
non-financial information, professional requirements (Albania, Bosnia and
Herzegovina, Macedonia, Montenegro, Serbia, Belarus, and others).

In such countries, the scope of MCE is primarily limited to the quality of audit
services. The institutional system of such supervision is represented by the Audit
Chamber or the Institute of Certified Auditors (which is overseeing auditing) and
public oversight body (that verifies the competence of decisions made by the Audit
Chamber or the Institute).

A good practice of establishing the MCE body is Georgia, where, in 2016 (two
thousand sixteen), under the new law “On accounting, financial reporting and
auditing” [14], the supervisory and control authority was set up. This authority is
the Council on Accounting, Financial Reporting and Audit Services Quality.

However, the main problem is the need for appropriate sources for development
of the oversight system for quality corporate reporting. An equally important
aspect in this context is the need to provide highly qualified human resources for
the implementation of the MCE, which also requires significant financial resources.
It is especially important amid the fight against corruption in such countries.

A lack of consistency between the requirements for high-quality corporate
reporting and coordination between agencies that have MCE powers gives rise to
the need for a complex approach to reforming the current system of regulation of
the preparation of financial statements and the establishment of requirements and
institutional mechanisms for the supervision of the non-financial disclosures.

This is a challenge for us, experts in corporate reporting from different
countries united under the auspices of UNCTAD-ISAR. It prompts us to work
on the creation and improvement of the conceptual framework for building and
operation of effective monitoring of compliance and enforcement for high-quality
corporate reporting.

The results of this process were summarized and set forth in the draft document
“Monitoring of compliance and enforcement for high-quality corporate reporting:
guidance on good practices”.
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However, this work should be continued in the future, because the situation
in the world, as the UNCTAD report 2016 [13] shows, is unstable and requires
constant adaptation of mechanisms and tools of regulation to changing conditions.

In the course of finalizing the Guidance, both the content and the structure
of the document were amended and updated. An important achievement was
the detailing of the MCE principles, including the expansion of transparency,
confidentiality and independence principles and the addition of new ones such as
accountability, proportionality and public interest focus.

We support the initiative of the EU Member States to implement in the national
laws the provisions of the Accounting Directive 2013/34/EU with respect to the
obligation to prepare the reports about payments to governments. It hasbecome
especially important in the context of the interconnection between the MCE system
and the Sustainable Development Goals 2030 [1] developed with the support of the
United Nations.

In our opinion, this practice of reporting on payments to governments should
be adopted by transition economies and developing countries, especially those that
apply for the EU membership.

The examples of the establishment of an MCE body in the EU are very important
for such countries. Updating this information was also an important aspect of the
document’s revision. In particular, the information about different elements and
mechanisms of the MCE system in Germany and United Kingdom was updated.

A prerequisite for any reform is the gathering of relevant and complete
information about t best current practices, for instance, it is necessary to form a
clear view of all the MCE elements and their interaction in order to establish the
MCE system. These facts led to changes in the structure of the MCE Guidance. The
approaches to introduction of the information about the three basic elements of the
MCE system (corporate reporting, audit, requirements for professional accountants)
were unified and brought into line with the structure of the MCE conceptual
framework (definitions, objective and scope, institutional arrangements, activities
and methodologies, monitoring arrangements and impact assessment mechanisms).

Also, it should be noted that the changes in the terminology used in the
MCE Guidance, in particular, the transition from the “oversight” of auditing to
“monitoring”

In September, we made a number of proposals to further improve the perception
of the Guidance and classification of information.

In light of the above, it was proposed to expand information about the
regulation and presentation of reports on payments to governments and the MCE
best practices for such reports.

The information indicated above proves the advisability of the proposal on
presenting the data about the best practices not only by the MCE element, but also
by the country. It will be useful to present the information about the best practices
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in the developed countries in annexes to the Guidance. This will allow countries
that are embarking on the task of implementing such models to choose the most
suitable MCE model for the size and structure of their economies.

There is a clear need to unify the requirements for classification of different
groups of undertakings in order to enforce the transparency, market efficiency, and
comparability of financial and non-financial information. It is critical because the
requirements for classification may vary at both national and regional levels.

In implementing MCE, the methodology for assessing the initial conditions
and capacity of the country in the field of accounting and audit is the Accounting
Development Tool designed by UNCTAD-ISAR.

A survey by this method allows for the detection of gaps in corporate reporting
and aspects of oversight that need improvement.

The assessments of various elements of accounting, corporate reporting and
auditing can be tracked in dynamics, which is important for determining the
success of reform.

Therefore, we proposed to carry out such assessments of accounting and
auditing, as well as the effectiveness of the MCE system in countries that pursue
corporate reporting reform by using ADT on an annual basis.

The results of this annual monitoring will contribute to the development of
the MCE system in countries conducting such assessments. Regular meetings for
the discussion of these results will be the foundation for improving the theoretical
and methodological pillars of the MCE system and the relevant amendments to the
Guidance.

The proposed recommendations will help promote the best practices of
monitoring of compliance and enforcement for high-quality corporate reporting,
especially for the transition economies that face the abovementioned risks and
problems.

In Ukraine, with the full support and assistance of the IMF (International
Monetary Fund), we are trying to overcome the crisis and carry out reforms
designed to ensure financial stability in the country.

Corporate reporting reform also takes place in our country as in other countries
and our participation in the UNCTAD-ISAR Intergovernmental Working Group is
of great importance in this process.
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