
Compose, but verify   

Nowadays Ukrainian companies often have to deal with the problem of subjectivity during 
verification of their accounts under IFRS standards.  
 
The scope of international trade implicates multiple parties involvement. Apart from basic 
participants involved – importers and exporters – there are other important players such as 
international financial organizations, foreign export credit corporations and other intermediaries. It 
is obvious there is a necessity for communication by means of accessible and understandable 
language of finance. Under such circumstances International Financial Reporting Standards (IFRS) 
serve to be a universal language. 
 
No exception for general rules is made for Ukrainian companies as well. A report prepared for 
Ukrainian trading companies in accordance with IFRS is a guarantee of successful outcome for 
obtaining financial aid from foreign investors (including securities placement on international stock 
exchanges), gaining substantial orders from foreign companies, organizing imports of raw 
materials and equipment under favorable terms and conditions. 
 
However, a report prepared in accordance with IFRS is only a partial component of a complicated 
financial proceeding. In order to establish successful international cooperation financial statements 
require being verified by independent experts and auditors. Such demand is dictated by majority of 
international companies and organizations, who operate and work with financial statements of the 
partner-companies. Stock markets also require holding an audit inspection before issuer securities 
(stocks) placement, banking institutions insist on such audit in the process of substantial loans 
provision, credit export corporations – while insuring risks of bankruptcy or default in long term 
financing. Foreign suppliers insist on the necessity of audit in order to confirm financial stability of 
Ukrainian partners.  
 
It is not a secret that Ukrainian market has developed a certain monopolistic tendencies in audit 
services and preparation of the financial statements under IFRS. The major part of orders belongs 
to the Big Four audit firms: KPMG, Ernst and Young, Deloitte & Touche and 
PricewaterhouseCoopers. The reason for this can be explained by uniqueness of the IFRS 
financial statements and their complexity. In addition, there is a common opinion being shared by 
many Ukrainian companies that qualified services performance cannot be guaranteed outside 
these audit firms. The result of such situation is obvious – the financial statements preparation 
according to IFRS runs into money.   
 
Subjective Objectivity 
 
So, obviously there arises a question of whether such statement prepared and audited by the 
same company is correct from the view point of audit. The auditors themselves answer this 
question as follows: “We (the auditors) conducted our audit in accordance with International 
Standards on Auditing. Those standards require that we comply with relevant ethical requirements 
and plan and perform the audit to obtain reasonable assurance whether the financial statements 
are free of material misstatement”.  
 
The terms of ethical requirements are described in the Code of Ethics and Conduct (hereinafter 
“Code”) adopted by the International Federation of Accountants (IFAC). The Code requires 
auditors to follow such principles:  
 
• Integrity in all professional, business and personal financial relationships; 
• Objectivity in all professional and business judgments; 
• Competence in all services accepted for execution; 
• Professional work should be carried out with due skill, care, diligence and expedition; 
• Courtesy and consideration towards all with whom they come into contact while performing work. 

 
After having considered major principles the Code displays situations that constitute a threat to 
follow them and recommendations for their elimination. Among major threats there are the 
following: 



 
• self-interest; 
• self-review; 
• advocacy; 
• familiarity; and 
• intimidation. 
 

As it’s seen these threats include the subsequent verification of compliance with its own work, 

which means, basically, to audit the financial statements (including IFRS), composed by the same 

audit firm. 

From history we know that general objectivity and ethics are very important. For example, a 

scandal that erupted in 2002 around the company Enron’s fake reporting, which was conducted by 

the Arthur Andersen, once the fifth largest auditing firm in the world, has forced many players to 

reconsider ways of dealing with their clients’ statements as well as companies to review their 

approach to its preparation.  

During the initial stage of development of the market of preparation of the financial statements 
under IFRS this issue could be ignored at first because such work could not be done by anyone 
else except for global audit firms, which had access to international experience in the field of IFRS. 
 
In order to make the auditor's report truly objective and eliminate the self-review threat, audit and 
financial reporting under IFRS need to be separated. Therefore, Ukrainian companies can receive:  
 

 reports under IFRS of better quality by means of exclusion of the one-sided approach from 
the auditor’s side concerning issues, that require significant judgments, estimates and 
assumptions (often affecting the company's financial results); 

 more objective audit opinion for themselves and their partners by the means of the 
exclusion the verification by the auditors their own reports.  

 
 

To enter the international market of goods and capital Ukrainian companies should strive to be 
more transparent and open to their potential partners and investors. The implementation of IFRS 
will provide a good signal to foreign counterparts that for doing business the companies in our 
country are guided by the international principles. 
 

 

 

 


