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The article considers the necessity and importance of the existence of the
market of professional services, outlines the nature and purpose of the audit
in accordance with the current legislation of Ukraine, the functions and role
of the Audit Chamber of Ukraine. The peculiarities of the regulatory and
institutional framework for the provision of services by audit firms in the
context of international and domestic legislation are highlighted.

The analysis of the presence of the world's largest auditing companies in
Ukraine has revealed the representation of each of the ten financial giants in
the domestic market. The historical and institutional background for the
formation of an unfair competitive environment in this area is highlighted,
where the largest share belongs to BIG FOUR companies. The reasons of
monopolization of the market of providing of audit services are investigated
and the factors hindering the establishment and functioning of small audit
firms are outlined. An analytical review of audit activity in the state is
carried out in terms of regions and types of services rendered.

Based on the research, it was discovered that the market for auditing services
is diversified unevenly throughout the territory of Ukraine, in particular, the
largest share of all audit companies belongs to the Kyiv region, where almost
half of all participants of the market of professional services of the state are
concentrated. On the basis of data evaluation over the last three years, a
number of problems faced by the professional services market in Ukraine
have been identified. On the basis of the analysis, the author developed
S.W.O.T. analysis of the Ukrainian market of professional services.

The analysis clearly outlines all four aspects, namely: strengths of the
Ukrainian professional services market, weaknesses in the provision of audit
services, potential opportunities for functioning of this market both within
Ukraine and the international market, as well as threats in recent years. It is
proved that the unfavorable socioeconomic situation in Ukraine requires
quality provision of audit services, as well as the development of the
institutional and legal environment and conditions that will promote an
equitable and equitable distribution of financial services.

Keywords: audit, financial (audit) services, market of professional services,
audit companies, S.W.O.T. analysis.

Nowadays financial and economic spheres of Ukraine face a lot of problems and
challenges. It seems that our country is passing some type of “exams” and must to prove
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that is definitely ready to be the strong part of European Union and be ready in creating the
best conditions for life for Ukrainian people. Nevertheless that we have some progress in
this examination we must be honest with ourselves — the problems are so deep and
complicated, and the way upstairs is going to be heavy.

Ukraine’s economy has contracted deeply and remains very fragile. Ongoing
disruptions of the country’s productive and export capacities and significant capital
outflows have put increasing pressure on the currency and reserves, severely undermining
monetary stability. The overall soundness of fiscal policy has deteriorated substantially, and
public deficits and debt have increased sharply. The rule of law remains fragile and is
further undercut by judicial ineffectiveness. A strong commitment to structural reforms to
reduce corruption and open the economy further to Western investment and financial
institutions will be crucial in helping to stabilize the economy. The government has
launched a comprehensive set of reforms to restore growth, but progress is not yet
evident... [16].

So this article presents regulatory, institutional and analytical information on how a
market of professional services functions in Ukraine. In this, based on evaluation of data
over the past three years, there have been identified and assessed a number of problems that
a market of professional services in Ukraine faces. The article also includes a S.W.O.T.
analysis of the Ukrainian market of the professional services.

The reliability and objectivity of valuation of the property of economic entities is the
main reason for the emergence of the market of audit services in the world. Ukraine has not
become an exception to these world trends. The mass privatization processes that took
place in the early 1990’s and the creation of private enterprises have been the impetus for
the formation of the market of audit services and the adoption of the Law of Ukraine
“About Audit Activity” issued on April 24, 1993. It’s well known that with the adoption of
this law began the formation of the audit services market, where the main services at that
time had only two directions — professional consultations on the issues of proper accounting
and financial reporting.

Accordingly to the article third of this law: “Audit activity — entrepreneurial activity,
which includes the organizational and methodological provision of audit, the practical
implementation of audits (audit) and provision other audit services”. In order rise the
development, improvement and unification of audit activity in 1993, was created an
independent Institution — the Auditing Chamber of Ukraine, that [18]:

1) issues the certification of persons who intend to engage audit activity;

2) approve the audit standards;

3) approves the program of preparation of auditors and with the consent with the
National Bank of Ukraine, a training program for auditors, which carry out an audit of
banks;

4) maintains the Register;

5) supervises the compliance of audit firms and auditors of the requirements of this
Law, standards of audit, norms of professional ethics of auditors;

6) carries out measures to ensure the independence of auditors at carrying out audits
and overseeing them the quality of audit services;

7) regulates the relationship between auditors (auditors firms) in the process of
carrying out audit activity and in this case necessity to apply to them a penalty;

8) carries out other powers stipulated by this Law and Statute of the Audit Chamber of
Ukraine.
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Currently, the corporate financial reporting framework in Ukraine is governed by
requirements outlined in the following legislations [12, 21]:

- Company Law (2004) — describes financial reporting requirements for Limited
Liability Companies (LLCs) and Joint Stock Companies (JSCs).

- Law on Audit Activities (2003 with subsequent amendments) — stipulates entities
subject to statutory audits, authorizes national regulator of the audit profession, the
Auditing Chamber of Ukraine (ACU), to set auditing standards, and requires application of
ISA. According to the Law, statutory audits are mandatory for JSCs, issuers of securities,
bond issuers, professional securities market participants, financial institutions, insurance
companies, and companies with foreign investment.

- Law on Accounting and Financial Reporting of 2000 stipulates that the overall
development and implementation of accounting and financial reporting methodology is
regulated by the Ministry of Finance of Ukraine (MoF). MoF is authorized to approve the
National Accounting Standards (NASs) and other regulatory acts with respect to general
accounting and financial reporting. Under this Law, Accounting Methodological Council
(AMC), an advisory body under the Ministry of Finance was established to set NASs based
on IASs/IFRS. The Law authorizes the National Securities and Capital Markets
Commission) and the National Bank of Ukraine to set specific reporting requirements for
their regulated entities.

- Law on Banks and Banking (2000 with subsequent amendments) — outlines
accounting and auditing requirements for banks, defines the structure of the banking
system, economic, organizational and legal fundamentals for establishment, regulation and
operation of banks.

- Law on State Regulation of Securities Markets in Ukraine-establishes accounting
and auditing requirements for the securities markets participants.

- Law on Financial Services and State Regulation of Financial Services Markets-
states the financial reporting requirements for non-banking financial institutions.

- Various Regulations issued by the ACU — to fulfill its mandate to regulate the
profession.

Except of Audit Chamber of Ukraine, there are a few professional Accountancy
Organizations in Ukraine:

1. The Ukrainian Federation of Professional Accountants and Auditors (UFPAA);

2. The Ukrainian Association of Certified Accountants and Auditors (UACAA);

3. The Union of Auditors of Ukraine (UAU);

4. The Federation of Auditors, Accountants and Financiers of the Agricultural and
Industrial Complex of Ukraine (FAAF AICU);

5. The Council of Independent Accountants and Auditors (CIAA).

Since 2007, auditors were given the opportunity to legally evaluate, keep an
accountancy for third parties, represent the interests of third parties in court, advise the
customer on many issues, and evaluate various aspects of its activities, conduct professional
training, etc. As a result currently we have near one thousand Accountancy Firms in
Ukraine.

As can be seen from the figure 1 in Ukraine there is an uneven diversification and
quasi-competition of the financial services market. Significantly, more audit companies are
located in Kyiv region, and as a result, the share of financial services there is also the
largest, near 83 percent of total volume.
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The basement for this is that large companies, which are mainly located in Kyiv, are in
high demand for their services from the side of big business. This was especially evident in

the early 1990’s in the context of mass privatization of state-owned enterprises.
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Fig. 1. Number of Accountancy Firms in Ukraine (28.12.2018)
Source : Created by author based [12].
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Fig.2. The share of professional services provided in Ukraine, 01.01.2018
Source : Created by author based on [12].
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Table 1
Top 10 of Global Accountancy Firms in 2019

Rank Firm Re; t];nnue, AV?;Larl:il:g mn City of representatives
1 Deloitte 38,8 v Kiev
2 PwC 37,7 v Kiev, Dnipro, Lviv
3 EY 31,4 v Kiev
4 KPMG 25,4 v Kiev, Lviv
Kiev, Dnipro, Lviv, Odessa,
5 BDO 8,1 v Kharkiv
6 Grant Thornton 5 v Kiev
7 RSM 5,1 v Kiev
8 |Crowe Horwath International 3,8 v Kiev
9 Nexia 3,6 v Kiev, Lviv, Vinnytsia, Zakarpattya
10 Baker Tilly International 3,4 v Kiev, Odessa

Source : compiled by author based [1-11].

There are couple essential reasons for the importance of providing high-level and
quality professional services in Ukraine [15-17]:

- Country has high levels of economic and political risk and a very high level of
financial system;

- High level of the corruption — (Corruption Perception Index - rank 131 out of 176
countries). Regarding the evolution of corruption over time, Ukraine has witnessed no
improvement over the last 10 years;

- Low rating in Global Competitiveness Rankings (140 research countries) :
Institutions — 134 rank, including : Public institutions — 130, Private — 110;

- Macroeconomic environment — 134 rank, including : Government budget balance
% GDP — 104, Gross national savings — 124, Inflation — 134, Government debt — 110;

- Financial market development — 121 rank, including : Efficiency — 113,
Trustworthiness and confidence — 120;

- Rankings on Doing Business — 52 rank out of 176 countries in the case of Starting
a Business.

Main trends of Market of Financial Services in Ukraine we can investigate from
figures below.
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Fig. 3. The main trends in the market of professional services in Ukraine in 2016-2018

Source : created by author based [12].
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Research point to a trend regarding constant decrease of the number of subjects of
entrepreneurial activity and steady increase of their income, which can be explained also by
the inflationary processes which occur in the economy of the country. Nonetheless, the
number of audit companies has been closed in recent years, their income has increased.

Auditors (audit firms) can also provide other audit services related to their professional
activities, in particular, on maintaining and restoring accounting, in the form of
consultations on accounting and financial reporting, expertise and assessing the state of
financial and economic activity and other types of economic and legal provision of
economic activities of economic entities.

Table 2

The number of professional services provided in Ukraine (at the beginning of each year)

Thousand UAH %
2016 2017 2018 2016 | 2017 | 2018

Indicator

Total services provided

. . 1291 811,8 1761 202,6 19731023 100 100 100
in Ukraine

Audit and other
assurance
(initiative and
obligatory audit, review
of a historical financial
information)

602 812,1 771 840,1 847 171,1 46,7 43,8 42,9

Related services
(implementation of
agreed procedures, 128 4452 125 215,1 125 031,9 9,9 7,1 6.4

preparing a financial
information)

Other professional
services (accounting,
consulting services,
representation of the
customer’s interests in
accounting, auditing,
taxation in public
authorities,
organizations or in
court)

559 701,9 861 244,7 998 564,4 43,3 48,9 50,6

Organizational and
methodological
provision of audit
(conducting of
professional trainings
and development of
methodical materials,
implementation of
quality control of audit
services)

852,6 2902,7 2334,9 0,1 0,2 0,1

Source : compiled and calculated by author based [12].

Audit and other assurance (initiative and obligatory audit, review of a historical
financial information) and other professional services (accounting, consulting services,
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representation of the customer’s interests in accounting, auditing, taxation in public
authorities, organizations or in court) are mostly provided in Ukraine (totally near 90-93 %
during last three years) by accountancy firms than related services, and organizational and
methodological provision of audit.

After deep research of a number of sources for assessing the Ukrainian economy [15-
21], we have developed an analysis that reflects both the strengths and weaknesses of the
market for audit services.

Strengths Weaknesses
« The afforcement of the requirements for the audit « The geographical disparity in the national market
by regulators (the introduction of quality control of audit services. Most of professional services are
system); provided by auditors, which are located in Kiev

and the Kiev region;

Close cooperation of the ACU with state
authorities, in particular with the National

The huge monopoly of the market. More than

Commission on Securities and Stock Market, the 60% of the professional services are provided by
National Commission that carries out state the largest audit companies;
regulation in the field of financial services markets, * The incompleteness and imperfection of the legal
the National Bank of Ukraine, etc.; and regulatory framework of the market. The

* The reducing of the number of audit firms and discriminatory nature of these documents and
improving the quality of their services. conditions is manifested in the artificial limitation

of the access of the medium and small auditing
companies to inspections of financial institutions.

Opportunities Threats

« In order to develop the Institute for Independent Weak constitutional framework;
Audit, the ACU cooperates with a number of

foreign and Ukrainian organizations;

Poor economic policy track record;

.

Continued high exchange rate risk and low FX
Enactment of the new Law on Auditing, which will reserves;

be enable to expand the list of subjects of
economic activity and operations subject to
mandatory audit;

High public debt;
Weakly developed financial market of Ukraine
and the consequences of the crisis.

Adaptation of the Ukrainian legislation on auditing
to the legislation of the European Union (the
introduction of IFRS).

Fig.4. S.W.O.T. analysis on the market of professional services in Ukraine

Considering the peculiarities of the organization of audit activities and the construction
of the market of audit services of the countries of the European Union as a whole, today it
is necessary for Ukraine [19, 20]:

- to prepare the domestic market of audit services for its entry and cooperation with the
market of the European Union;

- orientation of the state policy on increase of competitiveness, organizational and
financial independence of Ukrainian auditors, prevention of monopolization of the market
of audit services by foreign companies;

- the use of special innovative technologies by auditors and audit firms, information
storage systems, the active use of electronic technologies aimed at automation and
simplification of the interaction between auditors and the subject of verification,
accelerating the introduction of an electronic exchange system between government and
non-governmental institutional agents.

Taking into account the above, one can conclude that the market of audit services in
Ukraine is characterized by high monopolization and quasi-competition.

The largest share of the market of audit services is presented in Kiev region. While in
some regions this part is scanty. Unfortunately, large companies took a dominant position
at the beginning of the development of Ukraine's independence, and held up to their
position till nowadays. In such circumstances, comprehensive measures should be taken to
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regulate the market by the Antimonopoly Committee of Ukraine and the Audit Chamber.
Consequently, improving the quality of leasing to new accreditation companies will lead to
a higher degree of trust in them from the Ukrainians.

Ukraine on the way to Europe faces challenges of building a full-fledged, transparent
and reliable financial market. A financial market should meet world standards, as audit
services for decades are one of the most important parts of the financial market worldwide.
Making changes in the legislation on regulating professional services, carrying out a
complex independent, external evaluation of the legal basis for the functioning of audit
companies, and organizing institutional changes in the direction of increasing market
diversification - this is the basis for building a strong market for professional services in
Ukraine.
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Po3risiHyTO HEOOXINHICTh Ta BaXKJIMBICTh ICHYBaHHS PUHKY HpO(eciiiHUX MOCIyT,
OKPECJICHO CyTh Ta MPU3HAUCHHS ayAUTY BiAIIOBIHO JI0 YUHHOTO 3aKOHOJAaBCTBa Y KpaiHH,
¢yHKUIT Ta poJib ayJUTOPCHKOT nanaTi. BUCBITIIEHO 0COOIMBOCTI HOPMATHBHO-TIPABOBOI Ta
IHCTHTYHIHHOT OCHOBHU HaJlaHHS MMOCIYT ayJAUTOPCHKUMHE (pipMaMu B pO3pi3i MiXKHAPOIHOTO
Ta BITYM3HSHOTO 3aKOHOAABCTBA. [IpoaHani3oBaHO HasBHICT, B YKpaiHi HalOLIBIIMX
CBITOBHX ayAWTOPCHKMX KOMIIAHIH, BHSBJICHO TIPEJCTaBHUITBO KOXHOI 13 jgecsTu
(hiHaHCOBMX TIraHTIB Ha BITYM3HSHOMY PUHKY. OKpecieHO icTOpHYHE Ta IHCTHTYLiiiHe
MATPYHTS st GOpMyBaHHS HECIIPAaBEIMBOTO KOHKYPEHTHOTO CEPeOBHUIIE B IIill ramysi,
Jle HaWOlIpIla YacTKa TpHITafa€ caMe Ha BEIHMKI ayAHTOPChKI Kommadii. JlocmimkeHo
NPUYMHE MOHOIIONI3ALl PUHKY HAJAQHHS ayAUTOPCHKUX IOCIYT Ta OKPECICHO YMHHUKH,
AKI IePEeNIKO/LKAIOTE CTAHOBJICHHIO Ta (DYHKI[IOHYBAHHIO MAJIMX ayAUTOPCHKUX KOMIIaHii.
[IpoBeneHo aHaNITHYHUI OTJISII AyAUTOPCHKOT JIsUTBHOCTI B IepiKaBi B po3pi3i obiacTeil Ta
BUJIB HaJaHHA IOcIyr. Ha OCcHOBI aHani3y BHSBIICHO, IO PHHOK HAJaHHS ayAUTOPCHKUX
nocIiyr nuBepcu(ikoBaHUI HEPIBHOMIPHO Ha BCiil TepuTopii YKpainu, 30kpeMa HaiOiibiia
YacTKa BCIX ay/JIMTOPChKMX KOMMaHii mpunanae Ha KuiBcbky 001acTh, Jie 30CepeInKeHO
MaiiXKe MOJOBHHA YCIX YYaCHHUKIB PHHKY MpoQeciiHuX mociyr nepxaBu. Ha ocHOBI oliHKH
JJAHUX TIPOTATOM OCTaHHIX TPHOX POKIB, BHSBJIEHO HU3KY NPOOJEM, 3 SKUMH CTHKA€THCS
puHOK TnpodeciiHux mocayr B Ykpaini. Ha ocHOBI mpoBeneHoro asamizy, aBTOPOM
po3pobiiero S.W.O.T. aHami3 yKpaiHCEKOTO pHHKY MpodeciifHnX mociyr. B mpoBenerHoMy
aHaJIi3y YiTKO OKPECIIEHO BCI YOTHPH JIAHKH, & CaMe : CHIIbHI CTOPOHH PUHKY PO eciitHnX
nmocyr YKpaiau, cabki CTOpOHH HaJaHHS ayTUTOPCHKHUX ITOCIYT, MOTEHITIHI MOXKIMBOCTI
JUis (QYHKITIOHYBAaHHS TaHOTO PHHKY SIK B MEXaX YKpaiHU Tak i MDKHApOIHOMY PHHKY, a
TaKOXX MEPELIKOIH 3 SIKUMH IIPOTAIOM OCTaHHIX POKIB 1 HA CHOTOJHI PHHKY ayIHTOPCHKHX
HOCIYT JOBOIOWUThCS ImepedyBaTu. JloBeaeHO, IO HECHPHATIMBA COLIaIbHO-EKOHOMIYHA
CUTYyaIlisl, [0 CKJIajach B YKpaiHi BUMAara€ sKiCHOrO HaJaHHS ayJIUTOPCHKUX MOCIYT, a
TAaKOXX pO3POOJICHHS IHCTUTYIIHHO-IPABOBOTO CEPEIOBHIA Ta YMOB SKE CIPHITAME
PIBHOMY Ta CIIpaBeIMBOMY PO3NOALTY HafaHHs (DiHAHCOBUX HOCIYT y JepiKaBi.

Knrwouosi cnosa: aynnt, QiHaHCOBI (ayIUTOPCHKi) IOCIYTH, PUHOK NpodeciiHuX
HOCITYT, ayAUuTOpchKi kommawii, S.W.O.T. anaiis.





