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DopMH BUCJIOBJICHHSA HE3AJIEKHOI JYMKH ayIUTOPA
3a pe3yJbTaTaMu 000B’ A3KOBOI0 TA iHIIATUBHOI0
ayauTy B YKpaiHi

ITiocomoska ayoumopcoko2o 36imy € HA036UHAUHO BANCIUGUM eMAanom ayoumy, aoxce 6iH € OOKYMEeHMALIbHUM
NIOMBEPONCEHHIAM BUCIIOBNICHOI HE3ANeHCHOI OYMKU ayoumopa wooo OOCMOGIPHOCE ma 6iON0GIOHOCMI OaHUx
byxeanmepcbkoeo 00Ky | NOKA3HUKIE (DIHAHCOB0I 36IMHOCMI CYO'€KMA 20CNO0APIOBAHHS YUHHOMY 3AKOHOOABCMEY.
Mema cmammi — Oocnioumu ayOumopcoKi 36imu 3a HACTIOKAMU NPOBEOCH020 0008’13K06020 ma IHIYIAmMuUEHO20
ayoumy ma OYiHumu MONCIUGICMb 6naugy eudy ayouny (00606’ 13xK06utl uu iHiYiamueHUil) Ha MOOUDIKAYII0 He3ANEHCHOT
oymku ayoumopa. Poskpumo yini ayoumopa 8ionogiono 0o Mixcnapoonux cmanoapmie ayoumy, OOHIEI 3 SKUX €
BUCNIOGIEHHST OYMKU ayoumopa 6 nucemogomy seimi. Jlocniodceno icmopiio Miocnapoonux cmandapmie ayoumy 6
YacCmuHi HaA38uU, opMU Mma CMpPyKmypu niocymKo8o2o 0okymenma ayoumopa. Ilpoananizoéano Hopmu Mixchapoonux
cmanoapmis ayoumy, siKi pesynoioms Nopso0oK CKAAOAHHS aAyOUMOPCLKO20 36Iimy Ma GUCLOGIeHH aYOUmMOpPCbKOi
Oymku. Pozkpumo nonsimms Hemooupixosanoi ma Moougikosanoi ayoumopcvkoi OymMKu ma 06cmasutu, 3a SKux maxa
oymka mae Oymu eucioeiena. OYiHeHO 6NIUE BUCIOBNICHHS MOOUPIKOBAHOT ayOUMOPCbKOi OYMKU HA CMPYKIYPY
ayoumopcoko2o 36imy. BusHaueno niocmaeu 3a SIKUX ayOumop 6KIoYac 00 ayOumopcbko2o 36imy NOSCHIOGANbHI
napazpagu ma 3’5C06aHO, WO GKIIOYEHHS MAKUX Napazpagie 00 niOCYMKO8020 OOKYMeHma ayoumopa He €
Mmoougirayiero ayoumopcvroi oymxu. Ha ocnosi ananizy 3simie Ayoumopcekoi naramu YKpainu cmocosHo 8uoosol
CMpYKmypu  ayoumopcoKux 36imie 3a pesyiomamamu 0006’53K08020 ma I[HIYIAmMUueHo20 ayoumy 3°sCO6aH0, o
Haubinbwa yacmka Mooupixayii ayoumopcokoi OyMKU CNOCMepieanacs 3a pe3yibmamami 0006’ 13K068020 ayoumy.
Tonosnorw npuuunoo maxozo cmawy € OLbWA NPUCKINAUGICMb AYOUMOPCLKUX DIPM Ni0 Yac nepesipku, OCKLIbKU
0008’ 3K060MY ayoumy nioisearoms niONPUEMCmMed, Ki CMAHOSIAMb NIOGUWEHUN CYCRINbHULL IHmepec 3 OOKY K
KOpucmyeauie (piHancoeoi 36imnHocmi, mak i camoi 0epicasu, 8IOMax 30L1buyemucs 8iON0BIOAILHICb AyOUmopd.

KarouoBi cioBa: ayoumopcekuii 36im, Hemooughikoeana ayoumopcvka OyMKa, MOOUDIKOSAHA ayOUumopcvKa
oymka, Mixicnapooni cmanoapmu ayoumy, 0008’ A13Kk068ul ayoum, tHiyiamueHui ayoum.
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Forms to Express an Independent Auditor’s Opinion
according to the Results of Compulsory and Initiative
Audit in Ukraine

The preparation of the audit report is an extremely important stage of the audit. The audit report is a documentary
evidence of the independent auditor's opinion on the reliability and compliance of accounting data and financial
reporting indicators of an economic entity according to the current legislation. The purpose of the article is to
investigate the audit reports based on the results of the compulsory and initiative audit and to assess the possibility of
the type of audit influence (compulsory and initiative) on the modification of the independent auditor's opinion. The
objectives of the auditor were disclosed in accordance with the International Standards on Auditing, one of which is the
expression of the auditor's opinion in a written report. The history of the International Standards on Auditing in the
part of the name, form and structure of the auditor's final document was studied. The norms of the International
Standards on Auditing that regulate the procedure for drafting an audit report and expressing of an auditor's opinion
were analyzed. The concept of unmodified and modified auditor's opinion and the circumstances under which such an
opinion should be expressed were disclosed. The influence of the modified auditor's opinion on the structure of the audit
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report was evaluated. The grounds under which the auditor includes explanatory paragraphs in the audit report were
defined. It was clarified that the inclusion of explanatory paragraphs in the audit final document is not a modification
of the auditor's opinion. Based on the analysis of the reports of the Audit Chamber of Ukraine on the specific structure
of audit reports on the results of compulsory and initiative audit, it was established that the largest share of
modification of the auditor's opinion was observed based on the results of the compulsory audit. The main reason for
this condition is the high level of demands of audit firms in the audit. Since enterprises, which are subject to compulsory

audit, are objects of increased public interest.

Keywords: audit report, unmodified auditor’s opinion, modified auditor’s opinion, International Standards on

Auditing, compulsory audit, initiative audit.

Introduction. Preparation of an audit report is an
extremely important step of audit so far as such a
document is the form of expression an independent
opinion of the auditor on the reliability and accordance of
accounting data and financial reporting of the subject to
active legislation. This is the very peculiarity and
necessity of profession of auditor as an independent
appraiser, able to undertake responsibility for the
trustworthiness of financial information before society as
financial reporting of the enterprise confirmed by the
auditor opinion is the basis for obtaining sureness and
taking ground decisions by users: proprietors, existent
and potential investors, bank institutions, state structures,
buyer and customers.

The ability to express an independent opinion of the
auditor, which is the central in an audit report, and its
kind depends on quantitative and qualitative
characteristics of the audit evidences obtained, the result
of their appraisement an auditor comes to the conclusion
of reliability (unreliability) of the financial reporting of
the enterprise. All kinds of the auditor’s thoughts
excepting conditionally  positive  (unmodified) in
accordance with International Standards of Audit are
called modified.

Modification of an audit opinion indicates
shortcomings, distortion of information, limitation of the
audit, which can be both significant and comprehensive
according to audited financial statement, so it is very
important and cannot but affect the following perception
of the financial statements by its users and decision-
making on management, collaboration, investment of
funds. So it is important to study circumstances in which
the auditor is required to modify his opinion. An
important issue we contemplate is the research of the
relationship between the type of audit (obligatory,
initiative) and the modification of the opinion.

Brief Literature Review. It should be noted that
works of many local scholars as V.P.Bondar [1],
V.P. Bralatan [2], M.M. Vasyliuk [3], O.O. Hryhoriv [3],
N.I. Dorosh [5], N.H. Zdyrko [9], L.H. Myhalchyshyna
[2], O.A.Petryk [16], N.M.Proskurina  [20],
O.Yu. Redko [21] are dedicated to the problems of audit
in Ukraine and the question of its methodology.
However, it is given not enough attention, to the study of
forms, structure and problematic aspects of the formation
of the auditor’s outcome in such works and some of them
are not highlighted at all. Some researchers have focused
considerable attention on the study of audit activity in
Ukraine with the introduction of international auditing
standards [2]. In another study investigation aimed to the
development of internal audit, the main problem of which

is, according to the scientist that Ukraine has not
developed a methodology for its implementation [9].

An important contribution to the research and
development of methodological and organizational
aspects of the preparation of audit report is made by such
scholars as M.l. Hordienko [14], D.V. Dolbnieva [4],
O. Zhohova [6], D.S. Sushko [24], O.V. Pasko [14, 15],
I.M. Pozharytska [17, 18], O.V.Kharlamova [25],
N.S. Shalimova [26].

In particular, O. Pasko, studying future changes in
international standards of audit according to the auditor's
report notes that the document is planned to be turned
from standardized report type pass/fail having volume a
page into a report of volume about four pages [15]. In
another study, considering the modifications of the
auditor's opinion and the explanatory paragraphs in audit
reports of public companies in Ukraine, whose shares are
quoted on the Warsaw Stock Exchange came to the
conclusion that often the basis for the auditor to express
conditionally positive opinion was the inability to obtain
audit evidence. [14]

Rather substantial research of the content, structure of
the audit report and practical aspects of selecting the type
of audit opinion was made by I.M. Pozharytska. Thus, the
scientist believes that the relationship between the
requirements of the opinion and judgment of the
comprehensiveness of the impact on financial statements
has conceptual value [17, 18].

Significant and deep research of the problems of an
audit report formation and selection of the type of an
independent auditor opinion were also made by foreign
scientists. Afify (2009) [27], exploring the causes that
affect the lag of audit report (the time between the end of
the year and the date of submission of an audit report) in
Egyptian companies singled out the most essential:
independence, existence of the audit committee, the size
of the company, industry and profitability. Instead,
according to the scientist, the concentration of ownership
has no significant impact on audit report lag. Interesting
investigation, especially from practical point of view
carried out by B. Bahman (2012), M. Mehdi (2012), Z
Mehdi (2012) [28] concerning the impact of audit report
delay and the change of the auditor in firms shares of
which quote on the Teheran stock exchange. C. Mong
(2005) and P. Roebuck (2005) [29], studying the impact
of the modified audit opinion on the level of legal actions,
proved that an explanatory paragraph of conditionally
positive audit report reduces the number of legal actions
to the auditors according to the results of audit financial
statements.
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Doing justice to considerable studies of scientists in
relation to the problem aspects of audit report forming,
we consider it necessary to carry out research of the
influence of type of audit on the form of the expression of
the independent opinion of an auditor.

The purpose of the article is to investigate species
structure of audit reports prepared by auditors (audit
firms) included in the Register of auditors (audit firms)
Ukraine by results of the compulsory and initiative audit
in order to determine how the type of audit (compulsory
or initiative) influences on the modification of auditor
independent opinion.

The main results of the research. According to
ISA 700 “Formulation of the opinion and reporting of
financial statements”, the auditor’s objectives are:

a) to formulate opinion about the financial statements
based on the findings assessment based on the audit
evidence;

b) to express this opinion clearly in a written report
that also describes the basis for the opinion.

ISA 700 presents following demands to the final
auditor document

— The auditor's report is given in written form (p. 20
ISA 700);

— Written report is a report published on paper and
electronic media (D13 ISA 700) [10].

Thus, the audit report is a public document published
on paper and electronic media, which is the result of the
audit and provides independent auditor's opinion on
reliability and compliance with current legislation of the
financial statements audited.

International guidelines (standards) of auditing have
more than 30-year history. At the end of 1970 of the
International Federation of Accountants established the
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International Committee for the auditing practice
(International Auditing Practices Committee (IAPC) -
further IAPC. During 1980-1991 years IAPC issued 33
international guidance on auditing (International Auditing
Guidelines (IAG) and supplements to them. Since 1991,
IAPC and then (from 2002) and its successor Council of
international auditing and assurance (CIAA) issue
International Standards on Audit [15].

International Standards on Audit are constantly
changing over the years; such changes cannot but affect
the names and forms of the auditor’s outcome document,
indicating the development of international law of the
Audit and aspirations of the international standards of
auditing and assurance as well as possible to take into
account requirements of the audit report users.

The national audit standards approved by the ACU
number 73 from 18.12.98 contained two regulations
governing the preparation of the audit report. The NSA
26 “Audit report” and 27 NSA “Other information in the
documents concerning the audited financial statements of
the enterprise” [13]. International standards of audit and
regulations of the international practice of audit, edition
2003 [23], International standards of audit, assurance and
ethics edition 2007 [11] contain four standards of the
audit report regulation.

International Standards on Audit edition 2010, 2014
contain a division “700-799 Audit Reports and
Statements” present five standards that set requirements
for the auditor's responsibility according formulation of
the opinion, forms and content of the audit report, the
circumstances in which the auditor provides a modified
report, inclusion of the explanatory paragraphs into the
audit report (Table 1).

Table 1

Auditor's Reports and Reporting (ISA 700-799)

Number and name ISA

Scope ISA

ISA 700 “Forming of the opinion and
reporting of financial statements”

- the auditor's responsibility for formulation of the opinion concerning financial
statements

- The form and content of the audit report provided according to the results of
financial statements audit

ISA 705 “Modifications of the
opinion in the independent auditor's
report”

-The auditor's responsibility for providing an appropriate report in circumstances
when formulating opinion in accordance with ISA 700, the auditor concludes that
there is need to modify the audit opinion of the financial statements

ISA 706 “Explanatory paragraphs and
paragraphs of other issues in the
Independent Auditor's Report”

- Inclusion of additional information to the audit report if the auditor considers it
necessary:

a) to attract users to issue or issues presented or disclosed in the financial
statements that, in the auditor's judgment, are so important that are fundamental
for understanding of financial statements by users;

b) to attract users to any questions or issues that were not presented or disclosed in
the financial statements, however, according to the auditor's judgment, are relevant
for understanding of the audit by users, auditor’s responsibility and audit report

ISA 710 “Comparative information -
corresponding indices and
comparative financial statements”

- the auditor's responsibility related to the comparative information in the audit of
the financial statements

ISA 720 “The auditor's responsibility
concerning other information in
documents containing audited
financial statements”

- the auditor's responsibility concerning other information in documents containing
audited financial statements and the auditor's report

Source: compiled by the author based on [10].
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This proves that the audit practice is constantly
evolving and normative (theoretical) support in respect of
audit opinion (opinion report) is also deepening and
modifying [18].
The analysis of changes in standards concerning
formation of the audit resulting document proves its

improvement and volume increase in order to provide
interested users with information.

The audit report, which is the final goal of the audit of
the company in accordance with International Standards
on Audit may contain auditor opinion of two types —
unmodified and modified (Fig. 1).

AUDIT REPORT (ISA 700-720)

unmodified opinion (ISA 700)

modified opinion (ISA 705)

unmodified opinion — the opinion
expressed by the auditor if he
came to conclusion that financial

reporting was drawn in all
essential aspects according to
usable conceptual base of

financial reporting

- conditionally positive opinion;

- negative opinion;

- denial to express the opinion;

Is expressed by the auditor if he:

- comes to the conclusion that based on auditor’s
evidences financial reporting on the whole contain
essential perversions or

- Can not get sufficient and appropriate audit evidence
in order to conclude that the financial reporting on the
whole do not contain essential perversions

Figure 1. Forms to express the opinion of the independent auditor
in accordance with International Standards on Audit

Source: compiled by the author based on [10].

Therefore, ISA 705 “Modifications of the opinion in
the independent auditor's report” defines three types of
modified opinions: conditionally positive, negative,
denial to express the opinion.

The concept of modification is interpreted by the
Academic explanatory dictionary of Ukrainian language
as: a 1) modification of an object or phenomenon that is
characterized by appearance of his new features,
properties while maintaining the essence; 2) an objects,
phenomenon, that underwent such modification and form
a variety of something [22].

That is, relative to the audit report, the term
“modification” means a change of form of auditor
opinion, which is the basis of this document, into any
other excepting conditionally positive opinion or
modified. International standard of Audit 705
“Modification of opinion in the independent auditor's
report” describes the circumstances, the analysis of which
gives the auditor the ability to determine the type of
modification of auditor’s opinion (Table 2).

Table 2

Determining the type of auditor opinion modification

Type of auditor opinion
modification

Circumstances

conditionally positive opinion

The auditor expresses a conditionally positive opinion in case if:

a) having obtained sufficient and appropriate audit evidence, concludes that, taken
individually or in the aggregate distortions are significant but not comprehensive for
financial reporting; or

b) does not have the opportunity to get sufficient and acceptable auditor evidences for
the ground of opinion, however comes to the conclusion, that possible influence on the
financial reporting of the uneduced perversions, if such exist, can be substantial,
however all-embracing

negative opinion

An auditor expresses negative opinion, if he, getting sufficient and acceptable auditor’s
evidences, comes to the conclusion, that the perversions taken separately or in totality
are simultaneously substantial, and all-embracing for the financial reporting

denial to express the opinion

An auditor refuses to express the opinion if he has no opportunity to get sufficient and
appropriate auditor evidences for the ground of the opinion and concludes that the
possible impact on the financial reporting of the uneduced perversions, if such exist, can
be simultaneously substantial and all-embracing

Source: compiled by the author based on the [10].
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Analysis of table 2 allows distinguishing the concepts
of importance and comprehensiveness of perversions
which are able to influence the decisions of users. In
accordance with ISA 705, auditor's judgment regarding
comprehensiveness of the influence or possible
(significant) impact of perversions on the financial
reporting determines the choice of the type of
modification by the auditor.

In cases when the auditor modifies the opinion
according financial reporting, he must include a
paragraph of description of the issue, which led to
modification in addition to all the elements of the audit
report established by ISA 700. This paragraph is before
the paragraph of the audit report, which contains the
expressed opinion, and uses a title depending on
circumstances:

— “Grounds for conditionally positive opinion”;

— “Grounds for negative opinion”;

— “Grounds for denial to express the opinion” [10].

If the auditor modifies the auditor opinion, he uses the
title  “Conditionally Positive Opinion”, “Negative
Opinion”, or “Denial to Express the Opinion” depending
on circumstances for a paragraph “Opinion” in the
auditor's report.

ISA 706 indicate that if the auditor considers
necessary to draw users' attention to a matter presented or
disclosed in the financial reporting, which, in his
judgment, is so important that it is fundamental for
understanding financial statements by users, the auditor
includes an explanatory paragraph to the audit report on
condition that he got sufficient and acceptable auditor’s
evidences that the matter was not substantially distorted
in the financial reporting [10].

Such paragraph an auditor calls “the explanatory
paragraph” and places it in the audit report after the
paragraph of “Statement of the opinion”.

If a public accountant considers necessary to report
about a question that was not given or exposed in the
financial reporting, however, in his judgment, is
important for users, and also it is not prohibited by a
legislation, he exposes it in the paragraph of the audit
report under the heading of “Other questions” and gives
after a paragraph “Statement of the opinion”.

Including of explanatory paragraphs to the audit
report does not influence on the auditor opinion and the
quality of the audit, as it is not a modification of the
auditor’s opinion.

Domestic  scientists exploring the problem of
modification of the auditor’s opinion, concluded that in
publications in the West, the existence of the explanatory
paragraph is often equated to the modification of the
opinion, but according to ISA, an explanatory paragraph
is not a modification. Scientists do not equate the
existence of the explanatory paragraph to modification of
thought, and believe that the audit report with explanatory
paragraph is “unclean” [14].

According to the Law of Ukraine “About Audit
Activity” Audit Chamber of Ukraine (hereinafter — ACU)
receives annually from audit firms and auditors, included
in the Register of audit firms and auditors reports on their
work, provides their analysis and submits to the Cabinet
of Ministers of Ukraine summarized information on the
status of audit activities in Ukraine.

Audit firms and auditors that are registered as
physical persons-entrepreneurs, since 2000, annually
submit report on services rendered according to form No.
1-audit (annual) “Report of the audit company (auditor)
about services rendered” to the ACU.

According to the results of the compulsory and
initiative audit of the financial reporting by the subjects
of auditor activity of Ukraine, 9135 auditor reports were
given in 2015 and 8221 auditor reports in 2016 (Fig. 2).

7196

T

"]

2015

Obligatory audit of
financial reporting

@ Initiative audit of
financial reporting

Figure 2. The number of audit reports submitted by Ukrainian subjects of audit activity on results of compulsory
and initiative audit of financial reporting 2015-2016

Source: [7, 8].

In 2015 and 2016, compulsory audit of financial
reporting occupies a greater proportion (79 % in 2015 and
77 % in 2016).

Analysis of the reports of the Audit Chamber of
Ukraine for 2015-2016 years allowed to investigate the

structure of the audit reports provided by the audit entities
on the results of the compulsory (Fig. 3, 5) and initiative
audit of financial reporting of enterprises (Fig. 4, 6).
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Figure 3. Species structure of the audit reports provided by the results of the compulsory audit
of the financial reporting in 2015
Source: [7].

As it is shown in Figures 3, 5 in general totality of | (undoubtedly-positive) reports is 21,6 and 20,8%
auditor reports on results the obligatory audit of the | respectively. Shares of other modified reports (negative
financial reporting 2015 and 2016 tendency to the vast | and denial to express the opinion) are low and vary
majority of conditionally-positive reports keeps steady: | between one per cent each in dynamics during the
77,0 % in 2015 and 77,2 % in 2016. Part of unmodified analyzed period.

47,3%

= Unconditionally positive

conclusions o
2 Denial to express the opinion

19% 08%
O Conditionally positive

I
% conclusions

50,0% ® Negative conclusions

Figure 4. Species structure of audit reports provided by the results of initiative audit
of the financial reporting for 2015
Source: [7].

1,6% 0,4%
[

B Unconditionally positive

conclusions o
Denial to express the opinion

O Conditionally positive

conclusions
77,2% B Negative conclusions

Figure 5. Species structure of audit reports provided by the results of the compulsory audit
of the financial reporting for 2016
Source: [8].

The analysis of the information submitted in Figures | financial reporting of 2015 and 2016 occupy
4, 6, suggests that the largest share in the total aggregate | conditionally positive auditor’s reports: 50,0 % in 2015
of audit reports on the results of initiative auditing | and 51,1 % in 2016. A significant share in the structure of
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audit reports take unmodified (undoubtedly positive)
reports — 47,3 % in 2015 and 46,3% in 2016. Other kinds
of modified records occupy a small part of the overall
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structure of audit reports: negative — 1,6 % in 2015 and
1,4 % in 2016; denial to express the opinion — 0,8 % in
2015 and 1,2 % in 2016.

149 1.2%

8 Unconditionally positive

conclusions .
Denial to express the opinion

46,3%

0O Conditionally positive

conclusions
B Negative conclusions

Figure 6. Species structure of audit reports provided by the results of initiative audit
of the financial reporting for 2016

Source: [8].

Of course, it is impossible to state exactly what
caused such effectiveness of audit, we consider however,
that the high percent of modification of audit reports on
the results of the obligatory audit of enterprises is related
to a greater nicety of audit firms during the inspection of
such facilities and the high audit risk for the possible
discrepancy between the opinion expressed. According to
the Law of Ukraine “About Audit activity” [19]
enterprises which statements are subject to official
publication are subjects of an obligatory audit, so the
circle of users of the financial reporting and information
given by a public accountant (proprietors, shareholders,
depositors, investors, workers) broadens here.

Conclusions. According to the results of the research
conducted we can draw the following conclusions:

1. Species structure of audit reports provided
according to the results of the obligatory and initiative
audit of financial reporting conducted by the subjects of
auditor’s activity of Ukraine remains almost constant in
the dynamics during the study period (2015-2016)

2. As a result of the initiative and compulsory audit,
in the specific structure of audit reports prevailed
conditionally positive audit reports, the next largest share
was occupied by unmodified (unconditionally positive)
audit reports, the share of other modified (negative and
denial to express the auditor’s opinion) reports is small
and varies from 1 to 2 % each in the total.

3. According to the results of the obligatory audit of
financial reporting the proportion of modified audit
reports (conditionally positive, negative, and refusal to
provide) was 78,4 % in 2015 and 79,2 % in 2016, that is
about only a quarter of inspected objects of legislative
(mandatory) audit, received audit reports without
observations (unconditionally positive). As a result of
initiative auditing modified audit reports share was
52,7 % in 2015 and 53,7 % in 2016, nearly half of the
tested companies that initiated the audit, provided
unconditionally positive audit reports.

We believe that the main reasons for the high
percentage of modified audit reports on the results of the

obligatory audit is fault-finding of audit firms during the
inspection of subjects to be audited in accordance with
legal regulations, that it is related to an increase
responsibility of an auditor for the results of audit, as the
state requires for the auditing of enterprises, representing
the increased public interest from the side of both the
state and users of the financial reporting.

The results of further studies we consider are
appropriate to conduct in the direction of study the
concept of the auditor's judgment, since it is the main and
the most significant factor in the justification of the future
opinion of an auditor.
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