QiHaHcK Ta 6aHKiBCbKa cnpaBa u

uDC 351.72
JEL Classification: G28; H83; M42; M48

TRENDS IN THE DEVELOPMENT OF AUDIT OF PUBLIC FINANCES IN THE CONTEXT
OF REFORMING THE SYSTEM OF PUBLIC FINANCIAL CONTROL

©2018 KRIVTSOVA T. 0., LIADOVA YU. 0.
ubC 351.72
JEL Classification: G28; H83; M42; M48
Krivtsova T. O., Liadova Yu. O.

Trends in the Development of Audit of Public Finances in the Context of Reforming the System of Public Financial Control

The aim of the article is the theorizing of trends in the development of audit of public finances in the context of reforming the system of public financial control
in Ukraine and providing practical recommendations to improve the efficiency of the system of public financial control, taking into account the trends in the de-
velopment of audit of public finances in Ukraine. In the article there used such research methods as induction and deduction, analysis and synthesis, methods of
establishing causation, statistical analysis method. The analysis and research of regulatory legal acts, as well as the results of the activity of the State Audit Service
of Ukraine, made it possible to determine the methodology and staffing related directions of reforming the system of public financial control in Ukraine. Measures
on the introduction and development of audit of public finances in the activity of public sector bodies and the State Audit Service are planned and the achievements
systematized. Based on the analysis of scientific works on the problem and the relevant domestic and international legislation, the classification of audit of public
finances as a form of public financial control in the context of reforming the system of public financial control is generalized. There substantiated the directions
for increasing the efficiency of the functioning of the system of public financial control, with regard to the trends in the development of audit of public finances in
Ukraine. Practical realization of the trends in the development of audit of public finances, determined by the authors of the article, will make it possible to increase
the effectiveness of reforming the system of public financial control, which in turn is the determining factor in the reform of the public financial management sys-
tem, and hence the financial security of the state. In this regard, it is appropriate to focus the further work on studying the best practices of developed countries
and world trends in the field of audit of public finances by supreme audit institutions.
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Kpisyoea T. 0., /ladoea 0. O. TeHdeHyii po3sumky ayoumy 0epiagHux
thiHaHcig y KoOHMeKcmi pehopmyBaHHA cucmemu OepxaeHo20
thiHaHco8020 KOHMpoOAI0

Memoto uiei cmammi € meopemuyHe 06rpyHMy8aHHA meHOeHuil po3eu-
MKy ayoumy OepiagHUX (iHaHcie y KOHMeKcMi peghopmyeaHHa cucmemu
0epHasHo20 (iHaHC0B020 KOHMPOAIO 8 YKpaiHi ma HAOAHHA MPAKMUYHUX
pexkomeHOayili wo0o MidBUWEHHA egheKMUBHOCMI (hyHKUIOHYBAHHA cucme-
MU 0epHasHO20 (hiHaHCOB020 KOHMPOAIO 3 YPaXyBAHHAM meHOeHyili po3-
8umky ayoumy OepxaeHux cpiHarcie 8 YkpaiHi. B cmammi gukopucmaro
maki memodu 0ocnioxeHHA: IHOYKyii ma dedykyii, aHanizy ma cuHmesy,
MPUYUHHO-HACAIOKOBO20 368’A3KY, CMAMUCMUYHO20 GHANI3Y. AHaNI3 i doci-
0%#eHHs HOPMAMUBHO-NPABOBUX KMIB, a MAKOM pe3yabmamis disneHocmi
JlepxagHoi aydumopcbKoi cayxbu YkpaiHu 0o3gonue susHa4umu memo-
donoeiyHUl ma kadposuli HAMPAMU PegopmMyBaHHs cUCMeMU OepHagH020
(hiHaHCc08020 KOHMPOAIO 8 YKpaiHi. Cucmemamu308aHo 3006ymKu Ma Ha-
Mi4eHo 3aX00U CMOCOBHO 8MpPoBad#eHHs ma po3sumky ayoumy depxas-
HUX ¢hiHaHci8 y disnbHOCMI OpeaHie depxcasHoe0 cekmopa ma JepiasHoi
ayoumopceKoi cayxbu. B pesynbmami aHanisy HayKoeux npayp, 8iMYU3Ha-
H020 Ma MiXHAPOOHO020 3KOHOOABCMBA Y3a2a1bHEHO Knacudikayito ayou-
my OepxasHuUX hiHaHCiB AK hopmu OepHasHO20 GiHAHCOB020 KOHMPOAHO
8 KOHMeKcmi pehopMyB8aHHs cucmemu 0epagHo20 iHaHC08020 KOHMPO-
A0, 06rpyHMOBAHO HANPAMU NIOBUWEHHA egheKMUBHOCMI hyHKUiOHYBAHHA
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Kpueyosa T. A., /ladoeas I0. A. TeHdeHyuu passumus ayouma
20cydapcmeeHHbIX (hUHAHCOB 8 KOHMEKCMe PedhopMUPOBAHUSA CUCMEeMb]
20cy0apcmeeHH020 hUHAHC08020 KOHMPONA

Lenbto daHHoli cmameu Aenfemca meopemuyeckoe 000CHOBGHUE MeH-
OeHyuli passumus ayouma 20cy0apcmeeHHbIX (hUHAHCOB 8 KOHMeKcme
peghopMuposaHus cucmemsl 20Cy0aPCMBEHHO20 (PUHAHCOB020 KOHMpOAA
8 YkpauHe u npedocmassneHue npakmuy4eckux pekomeHoayuli no nossiwe-
HUIO 3hheKmUBHOCMU (hyHKUUOHUPOBAHUA CUCMEMbI 20CYyOapCMBeHH020
(PUHAHC08020 KOHMPOASA C y4emom meHOeHyull passumus ayouma 2ocydap-
CMBeHHbIX (PUHAHCO8 8 YkpauHe. B cmambe ucnonb308aHb! caedyroujue me-
model uccnedo8aHuA: UHOYKYUU U 0e0YKYUU, aHAAU3A U CUHME3Q, MPUYUHHO-
cnedcmeeHHol C8A3U, CMaMUCMUYECK020 GHAAU3A. AHAAU3 U UCC1e008aHUA
HOPMAMUBHO-MPABOBLIX AKMOB, G MAKHE pe3ynbmamos OesmensHocmu
TocydapcmeeHHoli aydumopckoli cryxcbbl YKpauHsl no3gonusnu onpedeaums
Memodosnoaudeckoe U KaOposoe HaMpaseHus PehopmuposaHus cucmemsl
20Cy0apCMBEHHO20 (PUHAHCOB020 KOHMPOAA 8 YKpauHe. Cucmemamu3supo-
8aHbI OCMUMEHUS U HaMe4eHbl Mepbl Mo 8HEOPeHUKD U passumuro ayouma
20Cy0apCMBEHHbIX (hUHAHCO8 8 0eAMenbHOCMU 0p2aHo8 20CyOapPCMBEHHO20
cekmopa u focydapcmeeHHoli ayoumopckoli cnysbbl. B pesynsmame aHanu-
30 HayYHbIX Mpy00s, 0Me4ecmBeHH020 U MeXOYHAPOOH020 3aKOHOOamesb-
cmea Bblaa 0606WeHa Knaccugukayus ayouma 20cy0apcmeeHHbIX uHaH-
€08 KaK (hopMbl 20Cy0aPCMBEHHO20 (PUHAHCOB020 KOHMPOSIA 8 KOHMeEKCMe
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cucmemu 0epHasHO20 GiHaHC0B020 KOHMPOAIO 3 YPAXYBAHHAM MeHOeHYli
P0O38UMKY ayoumy OepxasHux (iHaHcie 8 YkpaiHi. [pakmuyHa peanizauis
8U3HAYeHUX meHOeHyill po3sumky ayoumy OepxagHuUx (iHaHcie 00380-
UMb MidBUWUMU egheKmuBHiCMb PehopMyBaHHs CUCMeMU 0epIHasHO20
(hiHaHC0B020 KOHMPOIO, WO € OOHIEND 3 BU3HAYANLHUX CKAAO0BUX pedop-
MU CUCMEMU ynpasniHHA 0epXasHUMU (iHaHCamu, a omxe, i iHaHco8oi
besnexu Oepxasu. Y 38’a3Ky 3 yum nodansli po3pobKu Mae ceHc 30cepeo-
Umu Ha 8ugYeHHi NposioHo20 00C8idy PO38UHYMUX KpaiH c8imy ma csimo-
8ux meHoeHuili y cipepi 30ilicHeHHs ayoumy OepHasHUX (iHaHCI8 BULUMU
opzaHamu ayoumy.
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Oep#asHUX (hiHaHCiB, ayoum OepXasHo20 CeKMopa, pPeghopMyBaHHs Cuc-
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cnywba YKpainu.
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Under modern conditions, the socio-economic develop-
ment of Ukraine occurs against the background of overcoming
the financial and political crisis and is accompanied by a large
number of threats and challenges due to the accelerated global-
ization of the world economy, changes in the forms of control
of both finances in general and public finances in particular.
Thus, today one of the priority directions of the national finan-
cial policy is the reform of public financial control (hereinafter
referred to as “PFC”) in order to form an efficient and effective
system of PFC [1-5]. To achieve this goal, there taking place
an active implementation and development in the activities of
all bodies in the public sector and those exercising control of
public finances of such an innovative form of public financial
control as audit of public finances (hereinafter referred to as
APF) [6-22]. As the experience of developed countries shows,
this makes it possible to increase the efficiency of using, first
of all, public financial resources and property, provide society
with high-quality social services, achieve openness of govern-
ment authorities and public sector bodies [23-31].

In Ukraine, despite the imperfection of the system of PFC
and the ongoing reforms in the field under investigation, there
are also all signs that the reform of the PFC system is effective
and carried out in the development direction set by the govern-
ment of the country. This is proved by significant achievements
in the sphere of, above all, APF as a progressive form in the sys-
tem of PFC (which also complies with all norms and standards

in the context of the vector of development of the country as
a whole and the system of PFC in particular directed towards
the European integration) due to the active actions of the Ac-
counting Chamber of Ukraine (as the supreme institution that
conducts audit of public finances, which so far, unfortunate-
ly, is not enshrined in the Constitution) and the State Audit
Service of Ukraine [6; 7; 10; 12-14]. As of today, the results
of the activities of the State Audit Service, which is entrusted
by the legislators the main functions of implementing APF at
all levels of activities of public sector bodies and assessing its
development in the system of public internal financial control
(hereinafter referred to as PIFC), are impressive. PIFC is con-
trol concentrated in hands of government authorities (mainly
executive ones), ministries, organizations, and institutions that
are subordinate to them. Thus, based on the results of 2017, it
can be asserted that in Ukraine the state of PFC in general and
such its key component as PIFC in particular is satisfactory —
there were developed and adopted a number of normative legal
acts and other documents ensuring the further development
and effective functioning of the system of PFC in Ukraine due
to the introduction of APF at the lower levels of activity of gov-
ernment authorities (thanks to the decentralization of public
administration) and the development of APF at the highest
levels of activity of public authorities and in activities of PFC
bodies [32]. The core document is the approved Government’s
Medium-Term Priority Action Plan to 2020, in which the issues
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of improving the system of PFC through active implementation
and development of APF as a progressive form of PFC are con-
sidered in a separate section (Order of the Cabinet of Ministers
of April 3,2017 No. 275) [33].

Research on issues related to control of public finances
is highlighted in works of such domestic and foreign authors as
V. Basantsov, A. Visser, L. Dikan, G. Dmytrenko, S. Zubilevych,
L. Ivashova, L. Klets, R. de Koning, A. Lyubenko, O. Mylost-
nykh, N. Mykhailova, Ye. Mnykh, ]. Moser, T. Pozhar, R. Rud-
nytska, O. Skorba, Yu. Slobodianyk, I. Stefaniuk, B. Siurkalo,
L. Trofimova, A. Khmelkov, I. Chumakova, O. Shevchuk, and
others [28-31; 34—54]. In works of the scientists, the issues of
forming the theoretical bases for APF, problems of and pros-
pects for reforming the system of PFC in Ukraine are mainly
considered. However, the issue of determining trends in the
development of APF in the context of reforming the system of
PFC has not been sufficiently studied yet.

All of the above determines the relevance and timeliness
of the chosen research area, its aim and task.

The aim of the study is the theorizing of trends in the
development of audit of public finances in the context of re-
forming the system of public financial control in Ukraine and
providing practical recommendations to improve the efficiency
of the PFC system, taking into account trends in the develop-
ment of audit of public finances in Ukraine. According to the
aim, the following tasks are set: to determine the directions for
reforming the system of public financial control in Ukraine; an-
alyze the current state of reforming the PFC system in Ukraine,
the state of implementing and developing APF in activities
of bodies in the public sector and those exercising control of
public finances; reveal trends in the development of PFC; gen-
eralize the classification of APF as a form of PFC in the con-
text of reforming the system of PFC, taking into account the
domestic practice of organizing APF and the requirements of
international law; substantiate the directions for increasing the
efficiency of the functioning of the PFC system, taking into ac-
count the trends in the development of audit of public finances
in Ukraine.

Thus, first of all, it should be noted that the development
of public finance management in Ukraine is accompanied by
a comprehensive reform of the PFC system in two directions:
methodology related and staff related ones.

The methodology related direction in the reforming of the
PFC system involves improving the mechanisms for conducting
control procedures, in particular:

* strengthening the role of APF (expanding its types
and forms, taking into account international experi-
ence) in order to improve the effectiveness of man-
aging public financial resources as well as preventing
misconduct in the financial and budgetary sphere;

* cardinal reforming of the inspection function, in-
creasing its effectiveness as a tool to identify and
document offences involving fraud and establish in-
teraction with OLAF (the European Commission’s
mission on combating fraud, which is to protect the
EU’s financial interests);
improving control in the field of public procurement,
mainly through modernization of the mechanism for
monitoring public procurement.

The staff related direction in the reforming of the PFC
system is characterized by the introduction and constant mod-
ernization of the system for professional development of em-
ployees of the State Audit Service of Ukraine at the central, re-
gional and local levels. It should be mentioned that an effective
model for developing and preparing highly qualified staff in the
sphere of PFC has already been created, which is marked by the
use of innovative forms and methods of training (conducting
workshops, distance training, attracting international technical
assistance, etc.).

It is worth noting that the above mentioned measures
are being mainstreamed into activities of PFC bodies, and con-
stantly improved and modernized taking into account domes-
tic achievements and international best practices.

The PFC system has a rather powerful structure, and the
leading role in it belongs to PFC bodies in Ukraine, in particu-
lar the State Audit Service. The carried out analysis of activities
of the State Audit Service [59; 60] made it possible to conclude
that there is an annual increase in the number and extent of
the violations revealed, the most common of which are illegal
expenditures of budgetary funds due to paying an inflated cost
for works performed or services rendered; inappropriate use
of money loans, international loans; underestimation of the
amount of income in the general or special budgetary fund; il-
legal payments of wages to individuals (benefits and subsidies,
compensations, pensions, stipends) overstating the actual cost
of goods, works, or services; shortage of funds and material
values.

These violations are detected primarily in the course of
conducting control of budgetary institutions. The analysis of
the State Audit Service’s performance over the past five years
shows that budgetary institutions present a significant share in
the total number of enterprises, institutions, and organizations
of the public sector in which financial violations were identified
by the State Audit Service of Ukraine.

Therefore, activities of budget institutions in Ukraine are
first to require a reliable preliminary and current PFC, since
preliminary and current PFC will allow not only to reveal viola-
tions, the number of which increases year by year, but to ensure
a timely prevention of their commission as well. Thus, reform-
ing the PFC system towards introducing the current control in
the form of APF demonstrates a positive trend.

It should be added that the analysis of the current state of
PFC in Ukraine enabled identifying certain trends in its imple-
mentation, first of all, in the public and municipal sectors of the
economy. In particular, the legislative support for reforming
the PFC system as well as the results of the work of supervisory
authorities indicate that the priority direction in the PFC devel-
opment is the introduction of preliminary and current control,
which manifests itself through public internal financial control.
Undoubtedly, the fact that PFC today is most often fiscal in na-
ture, i.e., provides for punishing perpetrators for violations and
charging them with fines, is rather negative.

This thesis is confirmed by the fact that in the structure of
control activities of the State Audit Service the number of audits
conducted (in 2017 — 1800 audits and inspections of financial
and material resources for the amount of UAH428.6 billion) sig-
nificantly predominates, while the number of conducted APE,
which are not aimed at detecting of and punishing for commit-
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ting violations but at developing recommendations and taking
measures on their prevention, is very small (in 2017 — 287 pub-
lic financial audits were conducted, the examination covered
almost UAH63.9 billion of financial resources) [32; 59; 60].

The mentioned shortcomings in the functioning of the
PFC system in Ukraine can be eliminated by reforming the ex-
isting system of PFC, namely by consolidating the positions of
such a progressive form as APF and accelerating the develop-
ment and alignment with the European requirements of such
a key element of the PFC system as public internal financial
control.

Moreover, the existence of sufficiently well-founded
scientific developments in the construction and operation of
the domestic PFC system is worth noting. Since the basis for
the concept of the modern PFC system is results of research
of achievements of modern practice as well as domestic and
foreign experience obtained with the use of the systems ap-
proach

Fig. 1 presents the groups of factors affecting the cur-
rent national PFC systems in foreign countries, as well as con-
sequences of the influence of the factors on the organization of
a PFC system for their possible further use in Ukraine.

The phenomena shown in Fig. 1 are inherent in the do-
mestic practice of developing the PFC system in general and
APF in particular.

Though, it should be noted that there is a certain incon-
sistency of the terminology used by scientists and practitioners
in Ukraine with that defined by basic documents of the EU in
the field under investigation [38]. The main areas of the incon-
sistency of the terminology in the sphere of APF are shown in
Fig. 2.

The described situation is explained by the development
history of the concept of “audit of public finances” in the legis-
lation that regulates issues related to auditing in the public sec-
tor in Ukraine. For example, in Ukraine, the concept of “audit”

as a form of control of public financial resources was for the
first time enshrined in the Budget Code in 2001.

Following the development history of the concept of
“APF” within the domestic legal framework, the year of 2005
should be noted, when the Verkhovna Rada adopted the draft
Law of Ukraine “On Management of State Property” [36]. How-
ever, in this legislative act, the progressive form of PFC under
study was defined as “public audit” The adopted document de-
fined it as a form of control of public finances that could be
exercised only by bodies of the public control and audit service.
In addition, this legislative act enshrined that public audit is
aimed at ensuring legality and effectiveness of the use of bud-
getary funds, state property by subjects of the public sector
of the economy. The next stage in the development history of
the concept of “audit of public finances” in the Ukrainian leg-
islation that is worth mentioning is the Law of Ukraine “On
Amendments to Certain Legislative Acts of Ukraine on the
Prevention of Financial Violations, Ensuring Effective Use of
Budgetary Funds, State and Communal Property” adopted in
2005 [55]. This Law was legally enshrined and defined the con-
cept of “public financial audit” was defined. This allowed differ-
entiating between various types of audit as a form of financial
control carried out in the public and non-public sector of the
economy. Therefore, it was also determined that these two dif-
ferent types of audit would be regulated by different legislation.
Thus, according to the considered Law, it became possible to
distinguish two types of audit depending on the subject that
conducted it, namely, non- public and public audit. But the lat-
ter type of audit got a narrower name — “public financial audit”.
Non-public audit is a type of audit that involves income-gen-
erating activity of an enterprise. Public audit is a type of audit
that does not involve commercial activity and is carried out by
PFC bodies, which are recognized as such by the current legis-
lation and the main tasks of which are to maintain financial and
budgetary discipline in the public sector, ensure a lawful and

Phenomena in the organization of the PFC system

The growth of
economic interde-
pendence of
countries of the
world, increase in
the number and
types of transna-
tional operations

individual functions

society

1. Standardization of the system and mechanisms of PFC :
2. Independence of control bodies |
|

3. Integrity of the control system, eliminating duplication of

5. Introduction of the methodological principles of
independent auditing in the activities of subjects of PFC

1
|
|
I
|
|
:—> 4. Transparency of control measures
| |
: 6. Accountability and responsibility of the PFC bodies to |
| |

I The need to combat

| international
| terrorism

: The strengthening of the processes of globali- |
| zation, which determines the alignment of :
: national accounting, reporting, and audit I
| Systemsinaccordance with international |
| standards |

|
: The strengthening of the role of civil society :
| and increasing of its involvement in the I
I mechanisms for monitoring activities of :
: government structures |
L

Fig. 1. Factors influencing the organization of the system of PFC in foreign countries

Source: generalized by the authors based on [23-31; 58]
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Problems in the conceptual apparatus of APF

l

Lack of unambiguous views
as to the interpretation of APF

A significant number of specialists in the field of
accounting consider auditing as a type of entrepre-
neurial activity carried out by order of a business
entity on a fee basis and, therefore, cannot be
carried out by government authorities

!

The interpretation of auditing
as a type of entrepreneurial activity

To date, in the domestic theory and practice there is
no clear approach to defining APF as a manifesta-
tion of PFC -i its kind, form, type, method. APF and
PFC are certainly related to each other, but this
relationship, as well as the content of the term
“audit of public finances”, is still undisclosed

Fig. 2. The main areas of inconsistency of the terminology in the field of APF

Source: generalized by the authors based on [5-31; 38; 57]

effective law formation and use of public financial resources
and property. Approaches to defining the main principles and
features of these two types of audit in each state are very dif-
ferent and depend mainly on the structure of the state, histori-
cal features of its development, specifics of the organization of
economic and legal relations, etc. [50].

As for economic science, it should be noted that today
there are a lot of developments regarding the interpretation of
the concept of “public finance audit” [35; 36; 38; 39; 46-48; 50].
Thus, according to the authors, the opinion of B. Siurkalo is of
interest. He defines APF as a form of PFC aimed at prevent-
ing financial irregularities; ensuring effective use of budgetary
funds, state and communal property; providing accounting
correctness; forming reliable financial reporting by such enti-
ties as budgetary institutions, state enterprises, as well as busi-
ness entities that receive public funds [50].

Based on the conducted study, the authors propose to in-
terpret the concept of “audit of public finances” as follows: “APF
is a form of PFC carried out by APF bodies (fixed at the legisla-
tive level in the state) by inspecting activities (mainly financial
and economic ones) of bodies in the public sector, aimed at
expressing independent professional judgment by public audi-
tors on activities of public sector bodies, effectiveness of their
internal control, reliability of the budgetary and financial re-
porting as well as providing recommendations on improving
the efficiency of the use of public financial resources”

The proposed definition differs from the existing ones in
underlining the purpose of APF implementation with regard to
the latest trends in the development of APF; determining the
subordination of APF to the general PFC system.

In the modern practice of bodies exercising control of
public finances that have been quite frequently using such form
of PFC as APF in the context of reforming the PFC system, the
priority direction of development is the introduction in activi-
ties of central and local government authorities as well as in
activities of other public sector bodies of PFC or internal audit
of the public sector (this is the way this type of the studied form
of PFC is defined in the International Standards of Supreme
Audit Institutions issued by INTOSAI) [19-22; 24].

Inspection (in the form of audit) also remains in the
domestic practice of implementing PFC, but the purpose of
this form of control (despite the fact that the latter continues

to detect violations in the budget process) is to identify fraud.
So, for example, during 2017, under conditions of shifting the
priorities in the activities of PFC bodies to preventing viola-
tions in the financial sphere, there ensured an increase in the
share of audits in the total number of events concerning PFC
from 10.3 % to 13.2 % [32]. Taking into account the current
legislation and the existing theoretical background in the field
of APF, depending on the goal, tasks, subject area of PFC, we
can single out internal audit in the public sector and public
financial audit.

Thus, as evidenced by the statistics obtained from the
reports of the State Audit Service of Ukraine [15-18; 59; 60],
in 2017 the internal audit in the public sector was presented by
financial audit, compliance audit, and performance audit, while
public financial audit — by public financial audit of the execu-
tion of local budgets, public financial audit of the execution of
budgetary programs, public financial audit of business entities
in the public sector of the economy, and public financial audit
of individual economic operations. Fig. 3 shows the number of
public financial audits of the State Audit Service conducted in
different areas during 2017.

Therefore, PFC bodies when reporting on APE, include
the following areas: regarding internal audits — financial, com-
pliance, and performance audit; regarding public financial au-
dits: public financial audit of the execution of local budgets,
public financial audit of the execution of budgetary programs,
public financial audit of business entities in the public sector of
the economy and public financial audit of separate economic
operations. But the mentioned areas of APF are general and
take into account such features as frequency of auditing, the
subject area and objects of its conducting, etc. Such conclu-
sions are also based on studies of the previous authors [56],
where an attempt was made to classify APF.

With regard to the abovementioned, the authors at-
tempted to present a generalized classification of APF as a form
of PEC in the context of reforming the PFC system (taking into
account the domestic practice of APF organization and the re-
quirements of international law) (Fig. 4).

As can be seen from Figure 4, the proposed classification
takes into account all the main directions for auditing public
finances by the State Audit Service of Ukraine and govern-
ment authorities (see Fig. 3 — internal APF). Speaking about
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The number of public financial audits of the execution of local budgets
E The number of public financial audits of the execution of budgetary programs

The number of public financial audits of the activities of business entities
in the public sector of the economy

E| The number of public financial audits of individual business transactions

Fig. 3. The number of public financial audits carried out by the State Audit Service of Ukraine by different areas, 2017

Source: based on [59]

Audit of Public Finances
(public sector auditing according to INTOSAI)

Subject l

!

Internal APF - departmental (on the part of the State
Audit Service and government authorities)

External APF - carried out by supreme control
institutions (on the part of the Accounting
Chamber of Ukraine)

Object l

Financial audit

Performance audit

Financial statement audit Compliance audit

Audit of the use
of financial resources

Audit of the activities
of controlling bodies

Subject area

Public financial audit of the execution
—| of local budgets (only on the part of the State
Audit Service)

Public financial audit of the activity of
business entities in the public sector of the
economy (only on the part of the State Audit
Service)

v

Public financial audit of individual business transac-
—| tions (only on the part of the State Audit Service)

Public financial audit of the execution of
—| budgetary programs (only on the part of the
State Audit Service)

Fig. 4. Classification of APF as a form of PFC in the context of reforming the system of PFC in Ukraine

Source: suggested by the authors taking into account the domestic practice of APF organization and the requirements of international law

the Accounting Chamber of Ukraine and considering it as the
supreme institution of APF in the country (see Fig. 3 — exter-
nal audit of public finances), it should be noted that the Law of
Ukraine “On the Accounting Chamber” (2016) determines that
the Accounting Chamber of Ukraine carries out two types of
APF - financial audit and performance audit [10]. In addition,
in Figure 3 authors attempted to determine subtypes in the main
types of APF as a form of financial control, depending on the
entity under audit. Regarding financial audit, it covers financial
statement and compliance audit. As for performance audit (as
a more progressive type of audit in developed countries of the

world), it is audit of activities of controlling bodies and expendi-
ture of financial resources. Furthermore, it should be noted that
the competence of the Accounting Chamber of Ukraine extends
to auditing the funds of the State Budget of Ukraine, so the con-
tent of each of the subtypes of the external APF in the context of
any of the proposed groups can be changed.

It is also important to mention one more trend in the de-
velopment of APF against the background of the globalization of
financial relations: unification of the rules and principles of APF
operation worldwide due to the development of the Internation-
al Standards of Supreme Audit Institutions (INTOSAI) [24].
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The aim of audit of public finances is expressing independent professional judgment on the part of bodies conducting audit
of public finances on the state of financial and economic activity of public sector bodies, the effectiveness of the internal
control of the latter, reliability of budgetary and financial reporting as well as providing recommendations to improve the
efficiency of using public financial resources and effectiveness of activity of controlling bodies in the public sector

:

Tasks of audit of public finances

carrying out inspections aimed determining the efficiency organizing effective internal
at determining the legality and and expediency of the ] control in the public sector
timeliness of the movement of ] disbursing of public funds
o pudseeyadertebucgey | || endpowety || Casemiing e oo oo
financial resources that are allocated management of public financial
to relevant public sector bodies analyzing the detected resources, property as well as the
N deviations from the ways to improve the performance
planned values Ly| of controlling bodies in the public

assessing the formation and level
of execution of the budget

sector in order to increase the
efficiency of making financial
decisions by public sector
managers

Preventive function

Diagnostic function

Mobilizing function

Fig. 5. The goals, tasks and functions of APF as a form of PFC in the context of reforming the PFC system

Source: suggested by the authors taking into account the domestic practice of APF organization and the requirements of international law

In this context, it makes sense to clarify the purpose of
APF, which, in the opinion of the authors, is in expressing inde-
pendent professional judgment on the part of bodies conduct-
ing APF on financial and economic activities of or economic
support for public sector bodies, effectiveness of the internal
control of the latter and financial reports as well as in provid-
ing recommendations to improve the efficiency of using public
financial resources and the effectiveness of activities of control-
ling bodies in the public sector [38] (Fig. 5).

Thus, the proposed by the authors specified goal of APF,
with consideration for the requirements of international law,
allows to determine the tasks that should be solved in the pro-
cess of introducing and developing APF as a form of PFC under
current conditions of reforming the system of PFC in Ukraine.
Depending on the goal, APF performs a number of tasks that
are grouped by their features and form the functions of APF, as
shown in Figure 5.

As regards the subject area of APE, which also broad-
ens the understanding of the APF development trends, then,
according to the authors, it should include the following: ac-
tivities of government and public agencies, enterprises and or-
ganizations that receive public financial resources and, hence,
activities of public sector bodies.

In addition, it should be taken into account that func-
tional activities or activities to ensure the execution of budget-
ary programs of the mentioned bodies in the public sector of
the economy are carried out through using public finances,
state property, other assets, and liabilities owned by the state.
Economic efficiency, productivity and effectiveness are the
main criteria for APF.

Conclusion. Finally, it is advisable to point out the im-
portance of the introduction and development of APF as a

component of the PFC system in Ukraine, which is confirmed
by the significant achievements of developed countries, as well
as by large experience in the domestic theory and practice of
PFC. Since, the unified framework of the single APF system,
according to the authors, ensures the legitimacy of actions of
government authorities through transparency, openness, and
accountability of these bodies to the society. Moreover, the
development of APF contributes to the stable functioning of
government authorities, as well as stabilizes the socio-political
situation in the country, which is based on the public interest
considerations in the monitoring of activities of government
authorities and relevant officials. Thus, the positive trends in
the development of APF as a form of PFC in the context of re-
forming the PFC system in Ukraine are a prerequisite for the
transition to an innovative type of socio-economic relations in
Ukraine.
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