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OF FORMATION AND DIRECTIONS OF IMPROVEMENT IN AUDIT FIRMS

The article focuses on the research of the peculiarities of formation of the internal quality control system of audit
services. The approaches to the interpretation of the term "quality of audit services" are reviewed. The legal framework
that regulates the quality control of audit services is systematized. The requirements of international standards are
described and the key stages of formation of the system of internal quality control of audit services are outlined. The
necessity of defining the internal policies and procedures, formation of internal standards for ensuring the quality of
audit services is substantiated. The directions of improvement of the system of internal quality control in the audit firms of
Ukraine are determined.
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Target setting. The issue of quality assurance plays a key role in building trust in the
performance of audit firms and maintaining their reputation in the audit market. The quality
of audit services depends on an effectively built system of internal control at the level of audit
firms, as well as the performance of audit tasks by all employees of the audit firm within the
approved quality policy of the audit firm. The research of the features of the internal quality
control system of audit services will identify “bottlenecks” and allow to define areas for
improvement of such systems.

Actual scientific research and issues analysis. The investigation of the quality control
policy in the audit sphere is the core issue in the scientific works of such national scientists as:
B. Burkynskyi, L. Rybalko-Rak, I. Markina, Yu.Makohon, V.Momot, O. Cherneha,
O. Horlenko, O. Koshonko, I. Mazur, T. Sokolska, as well as foreign scientists: E. Deminh,
D. Dzhuran, K. Isikavy, M. Koul, T. Konti, F. Krosbi, A. Feyhenbaum, Yu. Adler, V. Versan,
O. Hlychev, O. Hludkin, S. Pankova, V. Lapidus. Improvements in the quality management
mechanism of audit services and quality control were carried out in the research works of
such scientists, as: O.Redko, N. Proskurina, I. Pylypenko, F. Butynets, N. Dorosh,
O. Lubenchenko, M. Azarskaya, A. Hlushchenko, D. Yeremenko and many others.

Uninvestigated parts of general matters defining. Despite the essential scientific
achievements in the field of quality management of audit services, internal quality control
systems of Ukrainian audit firms need to be improved. It cases the relevance and timeliness of
this research.

The purpose of the article is to research the peculiarities of the formation of the system of
internal quality control of audit services and identify directions for improvement of this system.

The tasks of the research, that were set and solved, are:

- to review the approaches to the definition of the category “quality of audit services”;

- to systematize the normative documents that regulate the issues of audit quality control;
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- to analyze the conceptual approaches to the formation of a system of internal quality
control of audit services;

- to define the directions of improvement of the quality control system at Ukrainian
audit firms.

The statement of basic materials. According to the International Standard on Quality
Control 1 “Quality Control for Firms that Perform Audits and Reviews of Financial
Statements, and Other Assurance and Related Services Engagements” (ISQC 1) [1; 2] the
purpose of quality assurance of audit services is “to establish and maintain a quality control
system that would provide it with sufficient confidence that: the firm and its personnel operate
in accordance with professional standards, legal and regulatory requirements; and the reports
provided by the firm or the engagement partners are appropriate” [1; 2].

Approaches to the interpretation of the term “quality of audit services” by national
scientists are presented in table 1.

Table 1
Approaches to the interpretation of the term “quality of audit services”
Ne Authors Interpretation of the term* / Source
“The quality of audit services is the systematic observance of real professional
1. 0. Redko independence, the requirements of current legislation and requirements of auditing

standards, compliance with the code of professional ethics” [3]

“Quality in audit practice should be understood as the maximum satisfaction of
F. Butynets, information needs of users by the results of work performed by the auditor, services
2. N. Malyuha, |and related audits in accordance with the interests of the owner, society and specific
N. Petrenko | customer within the requirements of current legislation of Ukraine, audit standards and
Code of Professional Ethics of Auditors” [4]

O. Sukha and | “The quality of services guarantees public confidence in the work of auditors, who, in
0. Marchuk | turn, must demonstrate to the supervisory authorities the adequacy of their duties” [5]
“Qualitative audit is an audit that is fully compliant with the requirements of auditing
standards, because only through quality can ensure" accounting and other rules
(internal regulations) of business entities in accordance with the requirements of users

to the actual level of their reliability” [6]

“The main criterion for the quality of audits is compliance with auditing standards, but
the presence of one criterion does not allow a full assessment of its quality. The quality
of the audit must be considered in terms of, firstly, whether the audit services provided
are "audited" and, secondly, whether the customer's needs to establish the objectivity
of the financial information are met” [7]

“Fundamental quality of audit - independence is manifested through the fact that audit
6. V.V. Ryadska |services can reduce the information risks of users of financial statements by providing
the latter with a certain level of confidence (sufficient or limited)” [8]

* it is translated by the authors.

Source: it is systematized by the authors based on [3-8].

4. D. Yeremenko

N.M. Proskurina,
V.P. Kovalenko

Analyzing the interpretations of the term, we can conclude that the quality of audit services
is a system of measures and procedures, which ensure that the needs of the audit client are met
by the auditor's compliance with applicable law, auditing standards and professional ethics. The
quality of the conducted audit procedures builds trust in the auditor and the audit firm.

According to ISA 220 “Quality Control for an Audit of Financial Statements” [9], the
quality of audit services is formed from ethical, organizational, and methodological
components. Audit firms should implement quality control policies and procedures to ensure
that users are confident in their professional standards for the provision of audit services. The
nature, scope of policies and procedures for quality control of the firm depend on factors such
as the size and peculiarities of its practice, geographical branching, organizational structure,
and considerations of the cost of services [10]. ISA 220 [9] recommends that audit entities
apply those control procedures that are appropriate for each particular entity that is the
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customer of the audit services. The very concept of “quality control” is a system of control of
external and internal management in order to prevent auditors and audit firms from violating
current legislation and audit ethics [11; 12]. ISQCI defines the firm’s responsibility for its
quality control system for financial audits and reviews. The quality control system consists of
policies designed to achieve the following objectives of establishing and maintaining a quality
control system that provides it with sufficient confidence that: 1) the firm itself and its staff
act in accordance with professional standards, legal and regulatory requirements; 2) the
reports provided by the firm or task partners are appropriate to the circumstances [2].
Quality control of audit services includes two components: control of the organization of
the audit company and control of the order. The first component assumes the presence of a
certain structure that meets the established requirements. The quality control policy in the
audit firm provides for certain areas of organization of the process of providing services and
quality control [13]. Therefore, lets generalize the regulation of quality control system of
audit services in Ukraine (Table 2). First of all, the internal quality control system of audit
services is regulated in accordance with International Standards on Auditing [14].
Table 2
Legal requirements for quality control of audit services in Ukraine
Standards and legal documents Basic regulations for quality assurance
International Standard on Quality Control|The Standard defines the firm's responsibility for its quality
(ISOC) 1, “Quality Control for Firms that|control system for audits and reviews of financial statements,
Perform Audits and Reviews of Financial|as well as other assurance and related services [2]

Statements, and Other Assurance and Related
Services Engagements”

The Standard describes the overall responsibility of the
independent auditor when auditing the financial statements.
International Standard on Auditing (ISA) 220, | Describes the common objectives of the independent auditor,
“Quality Control for an Audit of Financial|as well as the nature and scope of the audit, contains
Statements” requirements that establish the general responsibilities of the
independent auditor in relation to all audits, including the
obligation to follow the ISA [9]

Handbook of the International Code of Ethics | The Code establishes five fundamental principles to be
for  Professional  Accountants  (including|complied with by all professional accountants, the high-
International Independence Standards) quality ethics standards are defined [15]

Law of Ukraine "On Audit of Financial The Law Qeﬁnes .the legal basis for the a}ldit of fmancial
Statements and Audit Activities” .stat.ements n Ukralne and regulates the relations arising from
its implementation [16]

Regulations on national practice of quality| The Regulations establish requirements for the organization
control of audit services 1 "Organization of|of quality control systems for audit services and provide
audit quality control systems by audit firms and | recommendations for effective implementation of such
auditors” quality control systems in audit practice [17]

The document defines the key area of audit control in Ukraine
and measures to ensure the quality of audit services [18]

Conceptual basis of audit control in Ukraine

Sources: [2; 9; 15-18].

The purpose of ISA 220 is to establish standards for quality control procedures at the
level of tasks that provide reasonable assurance, the auditor's responsibility for quality control
procedures for auditing financial statements [9]. The purpose of ISQC 1 is to set standards
and provide guidance on a firm's responsibility for its quality control system for audits and
reviews of financial statements, as well as other assurance engagements and related services
[2]. That is, the fundamental difference between ISA 220 and ISQC 1 is that the former
governs the responsibilities of staff and determines the application of quality control
procedures for assurance engagements, and the latter regulates the responsibilities of the audit
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firm and determines the application of not only audit quality control procedures. but also, the
provision of related services. In both standards, the object of management is internal quality
control, which should provide a division of functions, responsibilities, and areas of activity of
audit staff, which would achieve the highest quality in the provision of services [1; 14].

It is to be noted, that quality control of audit services is implemented at two levels: external
and internal. In accordance with the Law of Ukraine “On Audit of Financial Statements and
Audit Activities”, external quality control of audit services is carried out by auditing the quality
of audit services of audit entities regarding their compliance with international auditing
standards, the principle of independence, efficiency of internal audit quality control system,
requirements of this Law [16]. Internal quality control involves the formation of a quality
assurance system at the level of the audit firm, responsible for its organization.

According to Regulations on national practice of quality control of audit services 1
“Organization of audit quality control systems by audit firms and auditors” [17], when
appointing persons who will conduct a review of quality control of the task, the audit firm
should consider [17]: their professional qualifications required to perform such an
examination, including the necessary experience and authority; to what level such a person
can be involved in consultations on the task without violating its objectivity.

In order to ensure the relevant quality level of audit services, the audit firms also form
internal standards. These include the policies and procedures for ensuring the independence
and internal quality control of services provided by the audit firm. This document defines a
quality control system that ensures that the firm and its personnel act in accordance with
professional standards, regulatory and legal requirements, and that the reports provided by the
firm or partner on assignment to existing customers are appropriate [19].

An internal standard of an audit firm is a document that specifies the algorithm for
conducting an audit and registration of audit results. Such standards should be established to
ensure the effectiveness of the firm's provision of audit services. “Internal standards are a set
of internal instructions of considerable volume, which are constantly adjusted in order to
improve and change the environment of their application” [20]. The formation of internal
standards should take into account such features as [20]: 1) standards may not contradict
international auditing standards and legislative and regulatory documents of Ukraine; 2) the
requirements of internal standards may not be lower than the requirements of international
auditing standards and legislative and regulatory documents of Ukraine. Internal standards
should complement, specify, and clarify the provisions of International Standards on Auditing.
Internal audit standards are the part of the organizational and administrative documentation
and internal control system of the audit firm [21].

One of the most important principles of auditing is the principle of independence [15],
strict adherence to which speaks of the professionalism of the auditor and his high
competitiveness in the market of audit services. Therefore, the firm should obtain written
confirmation from all members of the audit team of compliance with the principle of
independence from potential clients, namely “Assessment of independence of the firm from
potential clients”, which contains a list of threats to independence, the possibility of their
presence and precautions to eliminate threats independence from potential customers to
perform the task of providing confidence. To ensure the independence of the auditor, we
propose to form and implement a "Questionnaire for compliance with policies and procedures
regarding the independence of audit staff” (Figure 1). Such a questionnaire will allow to
verify the auditor's compliance with the staff's independence policies and procedures.
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QUESTIONNAIRE

Adherence to fundamental ethical principles, policies, and procedures regarding the independence
of audit firm employees

1. Name and surname.

2. Position

3. Do you have a direct family relationship with members of the governing bodies of
business entities - clients of the firm? (If so, specify which ones) have /don’t have

4. Do you have personal property interests of the company's business entities? (If so,
specify which ones) have /don 't have

5. Are you a member of the governing bodies, founder, or owner of business entities - cli-
ents of the firm? (If so, specify which ones) yes/no

6. Do you work part-time for business entities - clients of the firm? (If so, specify which
ones) yes/no

7. Do you have other grounds (specify which) that do not allow you to perform audit tasks
in accordance with the ethical requirements of the Code of Ethics for Professional Ac-
countants? have / don’t have

1 certify that during the audit task I will follow the ethical
principles regulated by the Code of Ethics for Professional Accountants [15]

Date Signature

Fig. 1. Questionnaire on the analysis of ensuring compliance

with ethical principles and the principle of independence of the staff of the audit firm
Source: it is formed by the authors.

One of the main criteria for audit quality is the auditor's compliance with regulatory
requirements. In European countries a quality audit is recognized that meets the standards
and principles of auditing. It should be noted, that “audit quality criteria should be
determined depending on the terms of the contract for audit in accordance with the
requirements of the audit client” [22].

The results of research of the requirements for the quality of audit services allows to
identify areas for improving quality management in Ukrainian audit firms. Directions for
improving the system of internal quality control in audit firms are summarized in Table 3.

Table 3
Directions for improving the system of internal quality control in Ukrainian audit firms
Directions Complex of actions Results
1 2 3

Rational distribution of responsibilities to | Rational use of time and improving the
the members of the task group and time to | quality of certain audit procedures
complete the task

Customer order planning Quality improvement of task performance

Consideration of complaints and Error diagnostics and identifying areas for

suggestions from their customers service quality growth

Professional training of persons High level of professionalism of the staff,
Improving the responsible for internal control and avoidance of abuse and improving the

internal control in | periodic redistribution of responsibilities | efficiency of the internal control system
general between them

Regulation of functioning of internal Division of responsibilities, definition of
control system on the basis of special methods, control procedures and rules that
schemes of sequence of operations determine the order of the internal control
Diagnosis and forecasting of threats of Timely elimination or reduction of the risk of
ethical principles threats, ensuring the provision of audit

services in compliance with fundamental
ethical principles
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The end of table 3

1

2

3

Formation and
improvement of
internal policies and
regulations

Formation and use of a “Questionnaire
for compliance with policies and
procedures regarding employee
independence” (Figure 1)

Ensuring the absence of threats to ethical
principles in the performance of the audit
engagement and assurance of the
independence of auditors

Formation and implementation of
“Auditor's (Assistant Auditor's)
Memorandum on Fundamental Ethical
Principles” (Figure 2)

Formation of the culture of quality in the
audit firm, ensuring the independence of
auditors

Formation of a general working
document on the acceptance and
continuation of the relationship with the
client

Defining the clear regulation of the
relationship with the client, avoiding
misunderstandings in further audit
cooperation

Improving personnel
management

Leasing of personnel or provision of
personnel for temporary lease

Cost savings; concentration of personnel
service efforts; obtaining special knowledge

Definition of a clear procedure for hiring
staff, testing knowledge, and assessing
skills, adherence to this procedure when
hiring in the firm

Hiring the highly qualified staff with
excellent skills and knowledge, who are
focused on the quality of services and protect
the company's reputation in the audit market

Implementation of sanctions aimed at
those auditors who perform audit tasks

Increasing the responsibility of individuals
during the task, achieving the effectiveness of

in violation of quality requirements the audit procedures, ensuring the quality of

audit services

Source: it is formed by the authors.

Adherence to ethical principles should be a priority for the audit firm, so work with a
particular client or its continuation should be analyzed for violations of ethical principles. In
order to disseminate ethical principles among the employees of the audit firm, it is also
advisable to form a “Memorandum to the auditor (assistant auditor) on fundamental ethical
principles” (Figure 2). The implementation of this document in the audit firm will remind
each member of the team of the obligation to adhere to the principles of ethics and
independence during the audit tasks.

In order to ensure the quality of audit services it is necessary to form a culture of
quality by conducting training seminars for employees of the audit firm, discussion of
situations that pose a threat to the quality and which auditors encounter in practice. Great
attention should be paid to the selection procedure of the staff, defining a system of criteria
for assessing their knowledge and skills, as well as emphasizing the importance of self-
control during the audit services [23].

It is to be noted, that the International Auditing and Assurance Standards Board has set
the new requirements for quality management of audit services. The current standards
(International Standard on Quality Control 1 and International Standard on Auditing 220)
will be replaced by new standards from December 15, 2022 [24]. These new quality
management standards include: 1) International Standard on Quality Management 1,
Quality Management for Firms that Perform Audits or Reviews of Financial Statements, or
Other Assurance or Related Services Engagements; 2) International Standard on Quality
Management 2, Engagement Quality Reviews; 3) International Standard on Auditing 220
(Revised), Quality Management for an Audit of Financial Statements; 4) Conforming
Amendments to ISAs and Related Materials Arising from the Quality Management Projects
[24]. It causes the necessity and relevance of the future investigations in the sphere of
quality management of audit services.
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The auditor (auditor's assistant), the staff of the audit firm must be honest and frank, objective, com-
petent, adhere to the requirements of confidentiality, of the principles of independence and profes-
sional conduct, to improve their knowledge and skills, to provide audit services in compliance with
ISA, legal regulations, internal standards, and policies of the firm, to perform audit tasks in compli-
ance with the principles of professional skepticism.

A professional accountant must adhere to the following fundamental ethical principles [15]

Ethical principles The essence of the principles
Integrity Be straightforward and honest in all professional and business relationships.
Objectivity Do not compromise in professional or business judgments due to bias, con-

flict of interest or excessive influence from others.
Professional Com- | Achieve and maintain professional knowledge and skills at the level neces-
petence and Due | sary to ensure that the client or organization receives competent professional
Care services based on knowledge of modern technical and professional standards,
current legislation. Act diligently and in accordance with current technical
and professional standards.

Confidentiality Respect the confidentiality of information obtained as a result of professional
and business relationships.
Professional Be- Comply with applicable laws and regulations and avoid any conduct that, as
havior a professional accountant knows or should know, could discredit the profes-
sion.
1 get acquainted with all guidelines and regulations of Handbook of the Interna-
tional Code of Ethics for Professional Accountants (including International Independence Standards).
Date Signature

Fig. 2. Auditor's (Assistant Auditor's) Memorandum on Fundamental Ethical Principles
Source: it is formed by the authors based on [15].

Conclusions and recommendations. The research of the peculiarities of the organization
of internal quality control of audit services allows to form the following conclusions:

1. The quality of audit services is a system of procedures to meet the needs of the
customer of such services with appropriate compliance with the auditor of legal regulations.
The quality control of audit services is performed in accordance with such international
standards, as ISQC 1 and ISA 220. The ISQC 1 is designed to review the firm's responsibility
for its quality control system for audits and review of financial statements, as well as other
assurance engagements and related services. The ISA 220 defines the auditor's special
responsibility for quality control procedures for auditing financial statements during the audit
task. The Law of Ukraine "On Audit of Financial Statements and Audit Activities" describes
the features of ensuring the quality control of audit services in Ukraine.

2. In addition to the audit firm's compliance with international standards and Ukrainian
legislation, it is important to document the independence and internal control over the quality
of services, as well as staff selection, to ensure the auditor's independence, resolve differences
of opinion during the task, to monitor the compliance of quality control policies and
procedures. The formation of such internal standards ensures the effectiveness of the firm's
provision of audit services.

3. Adherence to ethical principles by the auditor in the performance of core duties is a
priority. The auditor must be disinterested in forming opinion during audit services. In order
to exclude the fact of interest, it is necessary to check the auditor and the audit client before
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starting work to eliminate the threat to independence. It is important that such control
procedures should be regular and should be conducted not only immediately before working
with the client. Such regularity can not only identify violations, but also prevent them,
identify, and eliminate the causes and find opportunities to improve the work of auditors,
methods and procedures, increase the quality of audit services and ensure the confidence of
external and internal users in audit opinion.
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CUCTEMA BHYTPIIIIHBOI'O KOHTPOJIIO AKOCTI
AYJIUTOPCBKHUX IMTOCJIAYT: OCOBJIUBOCTI ®OPMYBAHHSA
TA HAITPAMU BAOCKOHAJIEHHS B AY/IUTOPCBKUX ®IPMAX

Cmamms npuceauena 0ocniodiceHH0 0cobaugocmeti QopmMyeants cucmemu HympiuHb020 KOHMPONIO AKOCMI ayou-
mopcekux nociye. 30iticheHo 02150 nioxodie 00 MpaKmy8anHs NOHAMMA «AKICMb ayOumopcvKux nociyey. Busnaueno, wo
AKICMb ayOUmopCoKux nociyz2 00CAAEMbCsl Yepe3 cucmemy 3axodie i npoyedyp, ki 3ab6e3neuyioms 3a00801eH s nompeo
KAIEHMA ayoumopcobkoi Qipmu wasxom OOMpUMAHHA ayOumopamu YunHo2o 3akonoodascmea, Midcnapoonux cmanoapmis
ayoumy, npunyunie npoghecitinoi emuxu ma gpopmyroms 008ipy 00 pe3ynomamis ayoumopcuvkoi nepesipku. Cucmemamu3zo-
8GHO HOPMAMUBHO-NPABOBY 6A3y, AKA Pe2YyNOE€ NUMAHHA KOHMPONIo AKOCMI ayoumopcvkux nociye. Posanamymo eumocu
MIDICHAPOOHUX CMAHOAPMIB MA OKPeCcieHo K008I emanu OpMyS8ants cucmemu HympiuiHb020 KOHMPONIO AKOCMi ayou-
MOPCoKUX nocaye 8ionogiono 0o ix eumoe. O6IPYHMOBAHO HeODXIOHICMb 8U3HAYEHHS GHYMPIWHIX NOLIMUK MA npoyeoyp,
Gopmyeanns enympiwHix cmanoapmie 01 3abe3neuenHs AKocmi ayoumopcvkux nociye. Jlogedeno neobXionicms 0ompu-
MaHHs ayOUumopom emudHux NPUHYUNIe ma NPUHYUNY He3anedCHOCmI nid 4ac 8UKOHAHHA OCHOBHUX 0006'a3Ki8. Ileped noua-
mKoM pobomu HeobXiOHO SUKTIOUUMU Pakm 3ayikasneHoCmi ayoumopa y pe3ynomamax nepesipku ma yCymymu 3a2po3u
He3anedxiCHoCi, Npu YbOMy MaKi KOHMPONbHI npoyedypu maroms oymu peeyiapHumu. s 3abe3neueHHs He3anelcHocmi
ayoumopa po3pobneno «Auxkemy 011 OOMPUMAHHS NOATMUKYU MA NPOYedyp w000 He3aNedICHOCHI ayOumopcbkoeo nepcoHa-
Yy, KA 003801UMb Nepesipumu OOMpUMaHHs ayOumopom NPUHYUNY He3a1eAICHOCMI Ni0 Yac HAOAHHs ayOUmMopCbKux noc-
aye. Busnaueno xomnnexc 3axodie ons 3abesnevents AKOCMI ROCIY2 GIMUUSHAHUX AYOUMOPCLKUX (DipM, AKI CHpUAIMUMYMb
PpayionanbHomMy SUKOPUCIIANHIO YaACY MA NIOBUUEHHS AKOCII OKPeMUX ayOumopcuKux npoyeoyp, 3p0CmanHio pieHs npoge-
CIOHANI3MY NEPCOHANY, YHUKHEHHIO 37108ICUBAHL MA NIOBUWEHHIO eeKmUBHOCII cucmeMy HYMPIUHb020 KOHMPOTIO, 3a-
be3neuenHio giocymHocmi 3a2po3 NOPYWeH s emudHUX NPUHYUNIe npu UKOHAHHI ayOUmopcbKo20 3a60aAHH MAd OOMPUMAH-
HIO ayoumopamu npunyuny HezanedcHocmi. Pospobneno  «llam’samky ayoumopy (nomiumuxy —ayoumopa) npo
@ynoamenmanvHi emuuni NPUHYUNUY 3 MEMOI0 NOWUPEHHS emUYHUX NPUHYUNIE ceped NpayieHUKIe ayoumopcovkoi gipmu,
OCKIiNbKU OOMPUMAHHS eMUYHUX NPUHYUNIE Mae 6ymu npiopumemom 0151 CRigpoGIMHUKIE ayoumopcukoi Qipmu.

Kniouosi cnosa: ayoum,; saxicms ayoumopcoKux nociye;, KOHMponb AKOCMI; cucmema HYmpiuiHb020 KOHMPOIo AKOC-
mi; ayoumopceka gipma.
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