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THE ROLE OF INSPECTION IN EUROPEAN MODEL
OF STATE FINANCIAL CONTROL

The entry of Ukraine into the European Community requires also the development of public
financial management system, in particular public internal financial control and external inde-
pendent financial control as its major elements. The analysis of the problems hindering the sus-
tainable systems functioning has been provided. The role of inspection in the European model of
state financial control and the key directions of its modernization have been determined.
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IOunis I1. KpaByeHko . .
MICHE IHCIIEKTYBAHHSA B €BPOIIEMCBKIN MOJIEJII

JEP2KABHOTI'O ®IHAHCOBOI'O KOHTPOJIIO

Y cmammi doeedeno, wo 6xodxcenns Yxpainu 6 €époneiicoke Cnigmosapucmeo eumMazace 6
mMoMy uucai po3eUMKY CUCHEMU YNPAGAIHHA 0epycasHumu (Pinancamu, cKkiadoeumu sKoi €
depocasnuti eHympiwniti (hinancoéuli KOHMpoab ma He3alelcHull 308HIWHIN ¢hinancosuli
xoumpoav. Ilpoanaaizoeano npobaemu Ha wasxy 0o no6yooeu HaOiliHUX cucmem MAaKux
cKaadosux. Busnaveno micue incnexmyeanns 6 €époneiticokiii mooeai 0epicagnoz2o inarncoeozo
KOHMPOAI0 Ma 0CHOGHI HANPAMKU 1020 MOOePHI3auii.

Karwwuosi caosa: depiicasnuii eHympiwnii ginancosuit Konmpoaw;, epyucasna @inancosa
incnekuin Yxpainu; incnekmyeanHs,; He3anedcHuil 306HIuHIN (hinancosuil konmpons, Paxynkosa
nanrama Ykpainu,; pusuxoopieHmosanuil nioxio.
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FOmmus I1. KpaBuenko

MECTO MHCIIEKTUPOBAHUA B EBPOIIEMUCKOU MOJIEJN
TOCYJAPCTBEHHOI'O ®UHAHCOBOI'O KOHTPOJIA

B cmamve o6ocnosano, umo exoxcoenue Yxpaunvt 6 esponerickoe coobuiecmeo mpebyem 6
moMm Hucae pazgumusi CUCHeMbl YRPAGACHUS 20CYOaPCMEEHHBIMU YUHAHCAMU, COCINAGASIOUUMU
KOMOpOlUi A6AAIOMCA 20CYOApPCHIGEHHbII HYMPEHHUI (DUHAHCOBBII KOHMPOAb U HE3AGUCUMDLI
6éHewnull punancosvlii. Konmpoav. Ilpoanasuzupoéanvt npoG.aemvl NOCMPOCHUS HAOEHCHBIX
cucmem makux cocmasgasrowux. Onpedeneno mecmo uHCNEKMUPOBAHUs 8 eeponelickoil modeau
20Cy0apcmeenno20 YUHAHCO6020 KOHMPOAS U OCHOBHbIE HANPABACHUS €20 MOOePHU3AUUU.
Karouesvie caosa: cocyoapcmeennviii éHymperHuil GuHancossiii konmpoas, locyoapcmeennas
¢unancosas uucnekuyus YKpauHol; UHCNEKMUPOBAHUE; HE3ABUCUMbLI GHEUHUL (DUHAHCOBYLI
Koumpons, Cuemnas narama YKpauHvl, pucKkoopueHmuposanblii nooxoo.

Problem statement. Ukraine's signing an Association Agreement with the EU
caused the necessity to accelerate the process of reforming the components of public
financial management system. These components include public internal financial
control and independent (external) financial control. In order to implement the pro-
visions of this Agreement as a whole and determine a specific action plan to build reli-
able systems of internal control and external audit in particular, the Cabinet of
Ministers of Ukraine as of 17.09.2014 #847-r approved the Action Plan for the imple-
mentation of the Association Agreement between Ukraine, on the one hand, and the
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European Union, the European Atomic Energy Community and their Member
States, on the other hand, in 2014—2017 (hereinafter — Action Plan).

By taking in consideration the provisions of Association Agreement with the EU
and Action Plan, the question arises: what is the place of inspection in the system of
public financial control?

The review of the recent problem-related publications. In recent years, the
research on the development of public internal and external financial control in
Ukraine has involved such Ukrainian scientists as P. Andreev (2013), E. Chechulina
(2011), S. Chornutskyi (2012), I. Chumakova (2013), 1. Stefanyuk (2012). However,
problems of inspection analysis are still not fully considered. Therefore, an important
practical task is to determine the role of inspection and the vectors of inspection
development in the framework of European integration.

Research objectives in this article is defining the role of inspection and prospects
of its modernization in the process of building the European model of state financial
control.

Key research findings. Chapter 3 "Management of public finances: budgeting,
internal control and external audit" of the Association Agreement between Ukraine
and the EU (Article 347) specifies that the urgent need is the implementation of the
standards and procedures of the International Organization of Supreme Audit
Institutions (INTOSAI), and the exchange of best practices in the field of the EU
external control and audit of public finances, with the special emphasis on the inde-
pendence of the relevant authorities and further development of the system of public
internal financial control through the harmonization with internationally recognized
standards and methodologies as well as with the best EU practice on internal control
and internal audit in public bodies (The Association Agreement between Ukraine...,
2014). As for inspection, there are no guidelines concerning its further development.
Therefore, the question arises: what should we do with this kind of control?

According to the EU officials' opinion (the members of the project SIGMA) the
answer is simple: inspection as a form of control, must be reformed. SIGMA is the
program supporting efforts to improve governance and management which is a joint
initiative of the Organization for Economic Cooperation and Development (OECD)
and the EU.

The background information of the SIGMA project which concerns the sections
of the Action Plan for the realization of the Strategy of development public financial
management system (May 2014) (Strategy of the development..., 2013) states that in
the context of the development of internal audit it is necessary to modernize the
approaches to financial inspection by the creation of a new Agency on financial
investigations. However, in the current difficult economic and political situation in
Ukraine the presence of both functions is crucial.

According to the experience of the USA, UK, Italy, France, Sweden, Austria,
Belarus, Georgia, Kyrgyzstan, Kazakhstan, the formation of the Agency for financial
investigations is possible in case of the availability of reliable systems of internal and
external financial controls. However, in some CIS countries, such as Moldova,
Uzbekistan and Russia there are such bodies as the State Financial Inspection. In
Ukraine it still exists, which can be explained by the implementation of reforms in
external and internal public financial control systems.
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Since in Ukraine, similarly to on Moldova, Uzbekistan and Russia the reform-
ing of these systems is in process, so the question of formation of the Agency for
financial investigations loses its relevance. After all, the system of internal financial
control as well as independent (external) audit has many problems and does not func-
tion properly. Such problems can be defined as follows:

1) in the field of public internal financial control:

- the imperfection of methodology for internal control and internal audit in the
public sector;

- the functioning of the Central Harmonization Unit against the best practices
of the EU member states, in the structure of the State financial inspection of Ukraine;

- the lack of interaction between the heads of ministries and other central
bodies of executive power with internal audit units which operate in the institutions
headed by them;

- insufficient staffing of internal audit units due to the lack of qualified specia-
lists.

2) in the field of independent (external) audit:

- the narrow range of powers of the Accounting Chamber, in particular, the lack
of power to control the revenue side of the state budget;

- the imperfect standards of the Accounting Chamber to audit the public
finances;

- the imperfect mechanism for the analysis of the implementation results of the
Accounting Chamber's audit.

In addition to the abovementioned areas in the development of public financial
control in Ukraine, in the Association Agreement of Ukraine and the EU (Article
347) it is also stipulated that the improvement of the methods is aimed at eliminating
fraud. Under the imperfect systems of internal and independent (external) financial
control inspection plays an important role in reducing the disturbances in the budget
sector. After all, the main objective of inspection is to ensure the detection of law vio-
lations and identifying officers and materially responsible persons guilty of such vio-
lations.

Unlike the internal financial control, financial inspection activities are not
regulated by international standards and are not included into the model of public
internal financial control of the EU. However, one of the main advantages of finan-
cial inspection is the accountability of budgetary institutions on the use of available
budgetary funds.

Therefore, in order to strengthen the accountability in the public sector until the
time when the reliable system of internal financial control in budgetary institutions
starts to function the modified function of inspection should exist there.

Under the conditions of cut spending on the maintenance of the central execu-
tive power bodies activity of and the critical state of the state budget, a modified ver-
sion of this function should focus on the use of minimum labor and material
resources.

That is why planning of control and revision work of the State Financial
Inspection of Ukraine should be carried out by using the risk-oriented approach. The
first steps in this direction have been done in 2012 by the adoption by the protocol
meeting of the Methodological Council of State financial inspection of Ukraine as of
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23 April 2012 #7 concerning the Concept of the risk-based selection of control
objects to the Plan Control and Auditing work of the State financial inspection of
Ukraine and its territorial bodies. In addition, as a part of the World Bank project
there was drafted a plan and methodology for storage and use of information for risk
assessment and planning of work of the State Financial Inspection bodies in Ukraine.

An electronic database was later formed which collects information on the
activity of control objects obtained from various sources. However, in practice the use
of this database is facing obstacles such as the collection of necessary information to
assess the risks of budgetary institutions — in fact, the collection of information is car-
ried out manually! As a result, a significant amount of time and human resources is
lost.

Therefore, the urgent need is to improve the process of information collection by
connecting to the existing database all major spending units and modernization of the
procedures on risk assessment of financial irregularities by the controlled institutions.

Nevertheless, modification of inspection function requires the revision of its
methodology. This is due to the need to reduce spending of human resources, to con-
duct the inspections and reduce the time conducting of such inspections.

One of the areas in the methodology improvement is the need to do inspection
based on risk assessment. As the basis for developing a formula for determining the
risk inspection can be taken the formula for determining the audit risk as proposed by
the American Institute of Certified Public Accountants (AICPA) in its Statements on
Auditing Standards — SAS 47 "Audit Risk and Materiality in Conducting an Audit"
(Statements on Auditing Standards...).

Conclusions. The process of building reliable systems of internal and external
control, based on international standards and complying with the fundamental prin-
ciples of accountability, transparency, economy, efficiency and effectiveness, requires
further implementation of inspection function by the State financial inspection of
Ukraine, but in a modified form. The latter implies the use of an approach based on
risk assessment for selection of controlled objects and directly during the inspection
in order to determine the most risky areas of activity of controlled object and con-
ducting a more detailed inspection of these areas. Only after ensuring the effective-
ness of the public internal financial control system, transfering a part of functions to
the Accounting Chamber of Ukraine and also transfering the Central Harmonization
Unit to the Ministry of Finance of Ukraine, it will be possible to consider the estab-
lishment of the Agency of financial investigations.
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