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The article deals with selected issues o f  the application o f  international standards of 
audit in domestic practice. The source o f  the main problem, which hinders the development 
o f  a unified methodological approach to the application o f  international standards, is 
determined, and proposals fo r  its solution are provided. Particular attention is paid to the 
methodological recommendations fo r  reflecting the requirements o f  international standards 
in the auditor’s working papers.

The investment activity offoreign partners in Ukraine is conditional on the financial 
statement clarity fo r  domestic business entities and their trust in them. While the former can 
achieved by the application o f  International Financial Reporting Standards, the latter is 
dependent on the application o f  International Standards o f  Auditing (ISA).

The purpose o f  the article is to develop a methodological approach to the application 
o f  ISA, based on clarification o f  their essence and nature.

The study o f  audit practice and opinions o f  users o f  audit reports shows that one o f the 
key issues is compliance with the going concern basis ofaccounting by management personnel 
in preparing financial statements.

It can be concluded from  the study that ISA do not conform to the definition o f 
“standards ”, being more similar with some kind o f  “niles ”. It means that ISA constitute the 
rules fo r  performing audit by focusing the auditor attention on a specific set o f  issues and 
objects. This approach allows fo r  a certain extent o f  control over the completeness the audit 
process and fo r  assuring selected aspects o f  quality.

Keywords: audit, International Standards o f  Auditing, the going concern basis of 
accounting, financial statement, working documents.

Introduction. International Standards of Auditing have been introduced in audit practice 
in Ukraine as national ones, in particular the standards adopted by the International Federation 
of Accountants and Auditors in 2005. This approach is fully justified because of the need to 
stimulate integration of the Ukrainian economy in the global financial and economic com
munity, first and foremost by attracting more investment. The scopes o f foreign partners’ 
investment in Ukraine are conditional on how well the financial statements are understood and 
trusted by domestic business entities. While the former can be achieved by using International 
Standards of Financial Reporting, the latter is dependent on the International Standards of 
Auditing (ISA).

The analysis of current practices shows that the largest number of methodical problems 
is associated with the application of ISA, and they occur mostly due to misunderstanding of 
ISA nature and essence. Their solutions will lay the ground for elaborating the methodology 
for the application o f ISA in the national practice of audit, which raises the importance of 
this study.

Review of studies and publications. Studies devoted to rethinking and adaptation of 
theoretical approaches highlighted in works of national and foreign researchers [1-5; 7-10] 
to the methods and methodologies involved in the application o f ISA in the domestic practice 
of audit are thematically relevant to this study.

The objective of this article is to develop a methodology for the application of ISA by 
specifying their essence and characteristics, in the context o f the application of the going 
concern basis of accounting by company management personnel.
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Results. The previous studies of audit practices and opinions of users of auditor reports 
show that a central issue is the observance o f the going concern basis of accounting by 
management personnel in making up financial statements. First, “the going concern” is a 
central principle underlying most part o f the financial reporting frameworks. Second, the 
question “Will a business entity continue and for what period?” is a main issue of concern 
for users of financial statements.

The responsibilities and actions involved in checking the correctness of assessment of 
the application of the going concern basis of accounting are regulated by ISA 570 “Going 
Concern”.

ISA 570 establishes:
-  the scopes of application;
-  the going concern basis of accounting;
-  the responsibility for the assessment of the business entity’s ability to continue;
-  the data of enforcement;
-  the objectives;
-  the procedures for risk assessment and relevant actions;
-  the evaluation of the assessment performed by management personnel;
-  the period after the assessment performed by management personnel;
-  additional auditor procedures when events or conditions are identified;
-  auditor’s conclusions and reports;
-  the use of the going concern basis of accounting;
-  acceptable, but the significant uncertainty exists;
-  the use of the going concern basis of accounting is inacceptable;
-  the disinclination o f management personnel to perform or extend the assessment;
-  communicating the information to the persons assigned with supreme authorities;
-  a considerable delay with approval of financial statements [6, p. 578].
The textual analysis of ISA 570 shows that no specific methodological recommendations 

are given. A review of interpretations of “standard” and “rule” is proposed below, to define 
the real purpose of ISA 570 in a correct manner.

“Standard” in a broader sense means a sample, a gauge or a model taken as original one, 
in order to compare other similar objects with them [11, p. 364].

“Rule” refers to the requirement to have certain conditions (norms of behavior) met by 
everybody engaged in an action (a play, orthography, a legal process, an organization or an 
institution), involving stimuli once it is met and penalties ones it fails to be met [11, c. 267].

It can, therefore, be seen that ISA 570 do not have features of “sample” for the pro
cess of auditing financial statements, i. e. they do not have a clear algorithm for actions with 
specifying the actions’ meaning and the techniques for performing them; they rather have 
features of “rule”, i. e. they contain a set of requirements for perfonning an action.

Below we are going to show selected requirements ISA 570 and their descriptions 
in working documents.

ISA 570 specifies the responsibility of an auditor that financial statements should be made 
by management personnel on the going concern basis of accounting. Because this provision 
of ISA 570 is informational, there is no reason to have it reflected in working documents.

While general purpose financial statements are made on the going concern basis of ac
counting, other statements do not necessary involve this basis as the central one. An auditor, 
therefore, needs to specify the reporting framework.

Assets and liabilities are recorded on the basis that the entity will be able to realize its 
assets and discharge its liabilities in the normal course o f business. The way o f recording 
assets and liabilities needs, therefore, to be specified and reflected in working documents.

The going concern basis o f accounting can also be used in the public sector. A risk can 
occur when financial aid to a non-profit organization is reduced or abrogated, or when it is 
subject to privatization. When long-term financing or political decisions with impact on the 
entity’s operation are lacking, the share of public capital in the equity of an entity needs to 
be either determined or indicated as non-existent.

Some of the conceptual frameworks for financial reporting, standards and regulations 
contain the requirement on performing obligatory assessment of the risk of tennination of 
operation (for example, International Accounting Standards 1). It, therefore, needs to be
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determined if a conceptual framework for the audited statements contain the obligatory 
requirement on assessment of risk of termination of operations.

Some of the conceptual frameworks may not contain the requirement on perfonning 
obligatory assessment of the risk of termination of operations, but because the going concern 
basis of accounting is the fundamental one, assessment of the risk of termination of operations 
must be obligatory for everybody. It means that according to ISA 570 assessment of the risk 
of termination of operations needs to be performed all the time.

The judgment on the assessment of the risk of termination of operations is conditional 
on factors such as remoteness o f an event in the future, size and complexity of a business 
entity, information support. An auditor is responsible for producing sufficient and relevant 
arguments regarding the acceptability of the management personnel’s assessment of the risk 
of termination of operation, if even these requirements are not involved by the conceptual 
framework.

Absence of information about the existence of the risks o f termination o f operations in 
the auditor’s report does not guarantee that these risks cannot occur.

The auditor’s objective is to find evidence for the feasibility of use o f the going concern 
basis of accounting, to determine the degree of uncertainty and show this information in the 
report.

An auditor must check if  m anagement personnel have perform ed assessment of 
continuity. If they have, an auditor need to consider whether events or conditions exist that 
may cast significant doubt on the entity’s ability to continue as a going concern. If otherwise, 
an auditor must discuss the framework for using the going concern basis of accounting with 
management and specify the occurrence of factors that may affect it.

The fact of performing the continuity assessment, the identified facts that may cast doubt 
on the continuity, and the facts that may affect the framework for use of the going concern 
basis of accounting need to be reflected in the working documents.

The consequences of failure to repay debts in timely manner can be compensated by 
management plans for alternative ways of monetary incomes: disposal of assets, restructuring 
of debts or raising of additional capital, alternative buyers or suppliers. Therefore, the fact of 
the consequences of failure to repay debts in timely manner and the fact of the existence of 
sources for their compensation (without a detailed list) need to be reflected in the working 
document.

On the one hand, small enterprises can quickly react and utilize their opportunities, but, 
on the other hand, they do not have the reserves for continuing operation: banks may not 
want to lend them; they may lose the key supplier or buyer, or the key worker, or the license 
etc. Therefore, when auditing a small enterprise, the fact of existence or absence of reserves 
for the continuing operation needs to be determined.

During the entire period o f audit, an auditor must be mindful o f the evidences of 
discontinuity; if  these evidences are identified after the continuity assessment has been 
performed he must revise the risk assessment once again. An auditor must regularly perform 
evaluation of the management personnel’s assessment, because it is crucial to the assessment 
of the feasibility of the going concern basis of accounting.

If management personnel have not performed the continuity assessment, an auditor can 
be satisfied by his own assessment (but he is not responsible for correcting the situation in 
other cases). In other circumstances, the auditor’s evaluation o f the assessment performed 
by management personnel is based on the mechanism for evaluation of management plans. 
The fact of the continuity assessment by management personnel needs to be reflected in case 
of small enterprise.

As small enterprises depend on the financial capacity of their proprietors-directors, an 
auditor needs to have evidence of the proprietor-director’s capacity for business financing, 
and to determine if the proprietor-director can really invest in the small enterprise.

Upon receiving the continuity assessment from management personnel, an auditor needs 
to make sure that it correlates with the assessment made by him. An auditor, therefore, should 
reflect the fact that the assessment performed by management personnel is similar with his 
own one.

An auditor must make a request to management personnel on whether or not they are 
aware of events or conditions occurring after the assessment, which may threaten to the
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entity’s ability to continue as a going concern. Also, an auditor has the responsibility for 
performing the procedures for identification of such events or conditions for twelve months 
after the statement date.

Apart from requests to management personnel, an auditor is responsible for perfonning 
the procedures required for identification of the abovementioned events and conditions.

The fact of the auditor’s request to management personnel needs to be reflected in the 
working documents.

When an auditor identifies events or conditions that may cast doubt on the continuity 
assessment, he must receive acceptable audit evidences of the assessment correctness, 
including extenuating circumstances. Presence or absence of events or conditions casting 
doubt on the continuity assessment performed by management personnel need to be reflected. 
On the basis of the evidence received, an auditor must find out what events or conditions may 
cast doubts on the entity’s ability to continue as a going concern.

It needs to be signified in the working documents if  the going concern basis of 
accounting is used adequately and if a significant uncertainty exists. It needs to be specified 
if the information drawing the user’s attention to the fact of probable failure to continue 
is disclosed in a proper way. If  the financial reporting discloses such information in a 
proper way, an auditor must express the non-modified judgment, with including it in the 
explanatory paragraph where the existence of a significant uncertainty and the reasons for 
its occurrence are highlighted.

An auditor can avoid expressing the judgment and supplementing the explanatory 
paragraph when large numbers of significant uncertainties are identified.

An auditor must indicate whether or not the information is disclosed in the financial 
statement in a proper manner and whether or not the fact of the existence of large numbers 
of distortions or reporting on an alternative basis exists.

The fact of engaging all the persons with supreme authorities in management activities, 
the fact of management personnel’s delays with statements or assessment and their effects 
for risks of termination of operation should be reflected.

A sample of the working document is illustrated in Table.
Table

The working document of an auditor on the assessment of the risk of termination of 
company’s operation, performed by management personnel (ISA 570)

No Action Yes No
1. The report is made under a common framework
2. Assets and liabilities are recorded on the basis that the entity will be able to 

realize its assets and discharge its liabilities in the normal course of business.

3. The existence of public capital in the equity.
4. The obligatory requirement on assessment of the risk of termination of 

operation fixed in the conceptual framework.
Source: developed by the author on the basis o f  ISA 570 “Continuity o f Operation" [6, p. 578-605]

It can be seen that while some o f ISA 570 provisions are merely informative, other 
contain instructions on what needs to be cared. But is should be noted that neither of ISA 
570 provisions contains an algorithm o f actions or a method on how “the requirements” of 
this standard should be met.

Conclusions. A theoretical and methodological framework for the application of 
ISA in audit practices does not really exist because of the absence of a single methodological 
approach. Due to this, ISA tend to be in a way neglected by practical auditors.

It can be concluded from the study that ISA do not conform to the definition of 
“standards”, being more similar with some kind of “rules”. It means that ISA constitute the 
rules for performing audit by focusing an auditor on a predefined set of issues and objects. 
This approach allows for a certain extent of control over the completeness of the audit process 
and for the assurance of selected quality components.
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C. B. CFJIIIHEB, 
mududam eKouoMinuux uayK, 

dotfeHm Hai\ionajibHozo ifeumpy odniKy ma aydumy, 
HaijiohcuibHa aKadeMin cmamucmuKu, o6niKy ma aydumy,

OicpeM i n irraiiH Ji BUKopHCTaiiiiH MbKiiapoAHHX CTaHAapTiB ayAHTy 
n p n  o n iiiu i 3acTocyBaHHH npH H um iy  6e3tiepepBHOCTi ynpaBJiiHCbKHM 

nepcoH ajioM  nianpiieM CTBa

B paMKax docnidDtceHHH numaub euKopucmaHwi MiDtcuapoduux cmaudapmie aydu
my npu otfiniji ■lacmocyeanuR npuuifuny Oeinepepeiiocmi ynpanjiiuchKUM nepconanoM 
nidnpucMcmea mrma'teno dotcepeno ochosho'i npoCneMU, ufo nepeuiKodwcae po3po6jieHwo 
cduuozo MemodojioziMuozo nidxody do euKopucmaunR juijKuapodnux cmaudapmie aydu
my y  eimmoHHuiu npaKmui^i, ma uadauo npono3ui\ii u\odo Ti eupiuieuHR. OKpejuy yeaey 
npudijieuo MemodmuuM peKOJueudaifiwu 3 eidodpaoKeuuH bumoz cmaudapmie y  po6onux 
doKyMeumax aydumopa.

K/uo'iotii cjioaa: aydum, Mbiatapoditi cmaudapmu aydumy, npunyufeHiix npo 6e3ne- 
pepeuicmb, (piuaucoea 3eimuicmb, podoni doKyMenmu.

C. B. CEJIHUJEB, 
Kaududam jKouoMwiecKux uayK, 

doifeHm HaifuoHcuibuozo ijeumpa ynema u ayduma, 
Haiiuonanbuax aKadeMim cmamucmuKu, yvema u ayduma

O T f le j ib H b ie  B o n p o c b i  n c n 0 J ib 3 0 B a im n  M e iK a y H a p o A H b ix  C T a H f la p T O B  

a y a H T a  n p n  o u e H K e  n p n  v ie n e iiH J i n p i i m u m a  H e n p e p b iB H O C T H  

y n p a B J ie H H e c K H M  n e p c o H a j io M  n p e f ln p u H T H H

B  paMKax MCCJie/iOBaHHM oTAejibHbix BonpocoB HCiiojihaoBanHH ay^Mxa npn oueHKe ripn- 
MeHeHMH npuH unna  HenpepbiBHOCTH ynpaBJieHHecKHM nepcoHajioM onpeAeneH h c t o >4h h k  
o c h o b h o h  npo6jieMbi, iipeiisrrcTByiomeM pa3pa6oTKe eflMHoro m ero.aojio i h h eck o i o no/ixofla 

k  Hcnojib'soBaiimo craH/iapioB ay^HTa b  cne'iecTBemioi-i npaKTHKe, n aaHbi npeAno>KeHna no
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ee peiuemuo. Oco6oe BHHMamie yaejieHO MeTOAHnecKHM peKOMeHflauHHM no oTpa>KeHmo 
Tpe6oBaHHH CTaHflapxoB b paGo'tux AOKyMeHTax ay;inropa.

Knioueebie cuoea: aydum, Me^Kdyuapodnbie cmaudapmbi ayduma, npednojiootceuue o 
Henpepbienocmu, tpuuancoeaM onwemHocmb, padovue doKyMeumbi.
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