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SUMMARY N\

Under the Constitution of Ukraine, the Accounting Chamber is the Supreme Audit
Institution that monitors the receipt and use of the State Budget funds on behalf of
the Verkhovna Rada of Ukraine.

This is our second study of the Accounting Chamber's operation, specifically focused
on the recommendations it makes following the audits. In 2020, we examined the
recommendations made by the AC in 2018. In this report, we present the findings of our
analysis of the recommendations made in the 2019-2023 audits.

We analysed 853 recommmendations (sample), which were provided by the Accounting
Chamber in 53 reports, for:

- meeting the criteria of being Specific, Measurable, Achievable, Relevant, and Time-
bound (SMART);

- trends in the auditees’ response to them;

- the level and potential challenges of implementation.

20% are unspecific
. N 29% are unmeasurable
Meeting the SMART criteria )
7% areirrelevant

84% are not time-bound

14% of the recommendations examined meet all four criteria

Response time to 22-37 days on average,
recommendations depending on the year

34% are unimplemented or lost
) . 29% are included in the plan
Level of implementation ]
20% are implemented

17% are partially implemented

12% of the recommendations examined are not linked to their audit
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In addition, we examined some interrelated problematic aspects of the AC's operation,
such as outdated laws and regulations, human capacity, lack of transparency, etc.

This report will be primarily of interest to the representatives of the Accounting Cham-
ber, legislators and international partners working in the field of public finance audit.

The first chapter presents a summary of the AC's operation and a brief overview of the
recent changes that the institution has undergone recently. The second chapter of the
report contains an extensive empirical base on the nature of the recommendations
and trends in their implementation, which may be of interest to representatives of
think tanks and research institutions as well as the media.
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INTRODUCTION N

Previously, we used to focus on the issue of monitoring the use of central budget funds,
but now this need has acquired a global dimension. Since full-scale invasion began, the
volume of financial assistance from international partners has increased dramatically,
and with it — Ukraine's responsibility for the targeted and rational use of these funds.
Ukraine has a fairly extensive network of monitoring authorities. At the same time, there
is only one organisation that is tasked with assessing the effectiveness of spending and
finding ways to improve it, i.e., the Accounting Chamber.

Almost every developed country has a Supreme Audit Institution. Their powers or
structure may differ to a degree, but the goals and principles of operation of such
authorities are similar and often common.

The Accounting Chamber in Ukraine is currently on the path of active reform. Perhaps,
for the first time since 2015, this body has received such close attention both domesti-
cally and from international partners. In 2023, the Parliament approved the early
dismissal of the Head of the Accounting Chamber and registered three draft laws
intended to modify or clarify certain specific features of the Accounting Chamber’s
operation. In 2022-2023, several competitive selections for the positions in the
Accounting Chamber were completed successfully, thus increasing the Chamber’s
membership by five persons. Despite this, the competitive selection for these positions
remains traditionally problematic. In fact, this provoked criticism from the G7
ambassadors following the appointment of four members in 2023, despite their advice
not to rush the competitive selection until the reform has been completed’. It should
also be borne in mind that in March 2024, the powers of seven other AC members
expired, resulting in their dismissal by the VRU.

International partners’' expectations that Ukraine would rapidly reform the AC were not
unfounded. The AC has a number of ITA projects in place intended to boost institutional
capacity; its internal policies and procedures are being updated, while the Parliament
registered a draft law (No. 10044) that proposed bringing the AC's operation closer to
international standards. At the same time, the draft law was developed in isolation,
resulting in the consolidation of controversial provisions or the disregard of those
aspects whose regulation is essential. The AC reform requires a more comprehensive
legislative framework; therefore, a new draft law is being developed under the guidance
of the Chairman of the Parliamentary Budget Committee. This time, a task group com-
prising all stakeholders has been put together to develop it, and it is expected that not
only the new law will be adopted, but also its implementation will begin this year.

1. Twitter account of the Italian Presidency of the G7.19.12.2023 twitter.com/G7AmbReformUA/status/1737116127799718099
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The operation of the Accounting Chamber and the issues of its institutional capacity
are so diverse that covering them all in a single paper would be difficult. We will thus
focus on a small but very important aspect, i.e.,, the results of the Chamber's operation,
namely, its recommendations.

In 2020, we conducted the first study that dealt with the analysis of the Chamber’s
recommendations. At that time, we found that recommmendations can often be vague
or unmeasurable and would almost invariably fail to set an implementation timefra-
me. We assumed that this was one of the main obstacles to the implementation of
recommendations and investigated these trends as well. Experts disagree on whether
the AC's recommendations should meet the SMART criteria in principle, especially that
of being specific, since it has been emphasised that the AC should not provide auditees
with instructions on how exactly any recommendation is to be implemented. Never -
theless, we are convinced that clear and measurable recommendations with a set dead-
line would never contradict international recommendations and would contribute to
better performance on the part of auditees.

We have thus selected and analysed 853 recommendations from 53 reports provided
by the AC in 2019-2023. The sample included at least 20% of the annual number of the
Accounting Chamber's reports based on the outcomes of the performance analysis or
audits and financial audits. Details of the sampling and research approach can be found
in the methodology.

We hope that the findings of this study will help to improve the approach to formulating
the AC's recommendations, raise the level of their implementation and thus strengthen
the credibility and trust in the AC on the part of auditees, the state and the public.

This report will be primarily of interest to the representatives of the Accounting
Chamber, legislators and international partners working in the field of public finance
audit.

The first chapter presents a summary of the AC's operation and a brief overview of the
changes that the institution has undergone recently. The second chapter of the report
contains an extensive empirical base on the nature of the recommendations and
trends in their implementation, which may be of interest to representatives of think
tanks and research institutions as well as the media.



CHAPTER 1. Accounting Chamber
as the Supreme Audit Institution N

1.1. Legal Framework for the Accounting Chamber’'s Operation

Under the Constitution of Ukraine, the Accounting Chamber (hereinafter, the ‘AC') is
the Supreme Audit Institution that monitors the receipt and use of the State Budget
funds on behalf of the VRU2 The Accounting Chamber is an independent and impar-
tial body with fairly extensive range of powers in the field of control over public finances.
The main form of the AC's operation is the conduct of three types of audits — financial,
performance, and compliance — as well as taking other monitoring measures, such as
assessment of budget implementation, expert examination of the draft Law on Budget,
etc.

Compliance audit is a comparatively new type of audit for the AC and has only been
practised since 2023. Such forms of activity are typical of most Supreme Audit Insti-
tutions in other countries and are thus stipulated by international standards.

- Auditees

Virtually any institution that receives and spends funds from the State Budget of Ukraine
can be audited by the Accounting Chamber, including the MinFin itself. Currently, there
are ongoingdiscussions around the extended powers to audit local budgets as well,

since the AC is so far able to analyse only the funds received by the regions in the form
of transfers from the State Budget. The Law also offers the possibility of auditing local
budgets at their request, but these cases have been rare.

The AC, or rather its members, choose the auditees unassisted, depending on the area
of their operations, thus formulating the activity plan for the next year. The AC may
conduct some unscheduled audits of its own initiative or at the request of the VRU,
People's Deputies, the President, or the CMU. The planning aspect is among the most
vulnerable in the AC's operation, since neither the Law nor the Regulations nor other
publicly available internal documents of the AC regulate this issue adequately. In
particular, in our previous study conducted in 2020, we noted the lack of an audit
scheduling algorithm, resulting in uneven distribution of the AC's attention to the
auditees®. This is why some institutions or budget programmes may be audited fre-
guently, whereas others — avoid them for years. In our opinion, the issue of developing

2. Verkhovna Rada of Ukraine. 1996. Constitution of Ukraine. The VRU's official Web portal zakon.rada.gov.ua/laws/show/
254%D 0%BA/96-%D0%B2%D1%80#Text

3. Olena Dmytrenko, Viacheslav Kurylo, and Vitalii Nabok. 2020. Why does Ukraine need the Accounting Chamber?
Institute of Analytics and Advocacy, iaa.org.ua/portfolio/navishho-ukrayini-rahunkova-palata
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a risk-based approach in the AC's operation is one of those that must be resolved as
soon as possible.

- The AC membership

Meetings are the main form of decision-making at the AC. Under the Law, the AC
currently comprises 13 members who elect the Head and Deputy Head from among
them. Each member has its own advisory service that may consist of three advisers. The
AC has an administration comprising departments, territorial and other structural sub-
divisions. Each audit is handled by an audit team headed by the responsible member of
the Accounting Chamber. Unlike the AC members, auditors are civil servants who
perform field audits, make up the majority of the AC's staff and are generally invisible in
the public space. Similarly to previous years, the AC currently faces staffing problems at
all levels, from employees to the AC members.

- The AC'’s public visibility

Surveys of the level of awareness of the AC's operation and its credibility are not too
popular in Ukraine. For example, the latest data on these indicators is dated 2018. The
contributors to the study noted that only 30% of the media knew what the AC was
doing, 70% of the People’s Deputies were able to explain the AC's mission and goals*
(however, in the case of the People’'s Deputies, the data relates to the previous
convocation, rendering it irrelevant).

The surveys on the level of credibility of various institutions, which have become cus-
tomary for Ukrainians and are conducted several times a year by such sociological
centres as KIIS, Razumkov Centre, llko Kucheriv Foundation, do not include questions
about the Accounting Chamber. According to the Accounting Chamber's own statistics
on access to public information (which is in fact almost the only way of communication
between the public and the Accounting Chamber), the number of requests received
from CSOs, citizens and media in 2023 was 62°. By comparison, the SASU received 383
such requests® during the same time, which may be indicative of a varying interest in
the outcomes or specifics of the agencies’ operation.

The Accounting Chamber posts a number of documents on its website, including audit
schedules; publicly available audit findings; information on meetings and their out-
comes; information on the application of central budget funds. At the same time, such
information as audit methodologies remains inaccessible by the general public.

4. Iryna Piontkivska, Mariia Repko. 2018. What should be the role of Accounting Chamber in Ukraine? Centre for Econo-
mic Strategy, surl.li/tlkal

5. Accounting Chamber of Ukraine. 2023. Information on the processing of public information requests in 2023. The
ACU'’s official Web Portal, rp.gov.ua/InformationRequest/StatisticsP1/?id=1744

6. State Audit Service of Ukraine. 2023. On the status of processing of information requests by the State Audit Service
in 2023. The SASU's official Web Portal, dasu.gov.ua/ua/plugins/userPages/3508
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It is also worth noting that closer cooperation with the VRU committees may contribute
to raising the AC's status and importance as well as its public visibility.

- Assessment of operation by auditees

As far as the general attitude of the auditees to the AC and external audit is concerned,
we assume that most of them perceive the AC as an inspectorate designed to identify
and punish violations. We attempted to test this assumption by interviewing the au-
ditees, but were unable to obtain genuine unbiased feedback. Out of 28 organisations,
16 responded, 11 of which stated that evaluating the AC's operation was not their
responsibility, and only five described their collaboration experience, including the
negative one.

Although formally, the AC's proposals are advisory in nature and intended to improve
the auditee’s performance, while the latter has the opportunity to comment on the
auditors' report, lawsuits also occur. Despite the fact that the Law and the Regulations
stipulate that the auditees’ comments shall be attached to the AC's report and
constitute an integral part thereof, we have recorded a few instances in the process of
research where the audited institutions, along with informing the AC about the im-
plementation of its recommendations, advised that the comments provided by them
had been ignored. Since we are unaware of the actual extent of the problem of disregard
for the auditees’ opinions, it is difficult to assess its impact and consequences; however,
the precedent suggests that such a risk indeed exists.

In our opinion, the aspect of feedback from the auditees and the development of a
trusting relationship between them and the AC is an essential component of high-
quality audits. Therefore, it is important that the auditees provide their comments as
necessary, and that the AC examines and takes them into account.

- International collaboration

The AC currently maintains a fairly extensive network of partnerships with its foreign
colleagues, has signed agreements with Supreme Audit Institutions in 26 countries, is
a member of INTOSAI and EUROSAI, and has accumulated experience in participating
in international audits (about 20 such reports are posted on the AC’s website). It is fair to
say that since 2015, the AC has been moving, albeit at a varying pace, towards operating
in line with international standards. This need has become particularly acute after the
full-scale invasion, which prompted large amounts of financial assistance from inter-
national partners. The Supreme Audit Institution could become the guarantor that the
international community needs in the matters of independent and unbiased assess-
ment of expenditures and oversight of the intended use of its resources. However, it is a
rhetorical question whether the current Accounting Chamber has sufficient capacity to
be such a body now. In fact, international partners are also aware of the need for an
institutionally strong AC. For example, two technical assistance projects are being
implemented at the moment with the support of the EU and USAID, both aimed at



boosting the AC's capacity. We have started monitoring the initial changes in the AC's
policies and procedures that are likely to be related to the implementation of ITA
projects, including the code of ethics adopted in 2023 as well as the methodologies
developed for all types of audits. Although the methodologies remain inaccessible by
the general public, their development represents a positive trend in the AC's operation.

Despite this, the entire legal framework regulating the AC's operation and its relations
with other stakeholders, first of all, the Verkhovna Rada, needs to be updated. This long-
overdue reform cannot be achieved by addressing on a piecemeal basis the issues with
the scheduling system, staffing, or raising the agency’s credibility. The entire system,
from the relevant Law to the record-keeping instructions, needs to be updated and
improved, both at the level of theoretical understanding and during practical imple-
mentation.

1.2. Challenges and Reboot of the Accounting Chamber

The Accounting Chamber has been active in Ukraine since 1996. During this time, the
review process of the AC's functions and operation sustained dramatic changes only
once, in 2015. This change was due to the adoption of the new version of the Law of
Ukraine on the Accounting Chamber, which remains in force until now (subject to cer-
tain adjustments). However, this Law has failed in fact to resolve the issue of rebooting
and changing the general approach to the AC; therefore, the need to revise the core
regulation governing the AC's operation has been on the agenda for a long time. The
Accounting Chamber itself is also inclined to this opinion, for example, in its develop -
ment strategy adopted in 2019, the implementation of international standards in the
AC's operation is regarded as a way to face the challenges and strengthen the AC.
Accordingly, the need to revise the AC's performance and efficiency indicators as well
as to improve legislation has also been declared.

- International Standards

References to them can be found in almost every study or document that discusses
the AC's operation, although any specifics or details are extremely rare to find. We will
now focus on INTOSAI and EUROSAI — organisations that bring together Supreme
Audit Institutions around the world, the former being an international body and the
latter — a European one. These associations are in fact professional organisations that,
among other things, work to improve the image of audit institutions, their credibility and
the quality of their work. INTOSAI has developed the Principles and the International
Standards of Supreme Audit Institutions (ISSAI) (a document embodying best practices),
along with the Guidance.

One of the first issues raised in these documents is the independence and impartiality
of a Supreme Audit Institution: it is assumed that this autonomy should be enshrined in
the country’s constitution. No one, other the audit institution itself, is allowed to interfere
in its work, set priorities or plans, influence the outcome or apply political or economic



leverage. The employees and members of the audit institution are supposed to have
guarantees enshrined in the constitution to protect them from potential pressure
related to the performance of their professional duties. Furthermore, the institution’s
autonomy must be ensured by providing access to all information and documents that
may be required for the audit. Due to its broad rights and powers, it is expected that such
an authority will actually enjoy a high degree of trust from both the public and other
authorities, its staff will be highly skilled, while the institution of reputation and ethical
behaviour will form the ideological basis of the body. The International Standards may
therefore be conditionally referred to as a roadmap to the described prototype Supre-
me Audit Institution.

All of INTOSAI's applied developments are based on the principles enshrined in two
fundamental documents: the Lima Declaration of Guidelines on Auditing Precepts
(1977)” and the Mexican Declaration on SAl Independence (2007)8. However, the afore-
mentioned documents and the provisions set out therein are advisory in nature and are
to be implemented by SAls at their sole discretion. Obviously, the transition to inter-
national standards on auditing of funds offers significant advantages for Ukraine;
nevertheless, to achieve the highest efficiency of decision-making, regard should also
be given to the regional context.

INTOSAI also distinguishes three types of audits:

compliance audit, i.e., compliance of activities with regulatory instruments;
» financial audit, i.e., a review of financial management and accounting; and

= performance audit, i.e., checking the performance, efficiency, and effectiveness of
public administration. This audit covers not only financial transactions, but also the
entire range of activities, including organisational and administrative components.

Guidelines for information security audits are also currently being developed, which
may eventually introduce the practice of conducting type 4 audits®.

In short, references to the implementation of international standards generally imply
the appeal to the autonomous status, independent operation or institutional capacity
of SAls.

7. International Organisation of Supreme Audit Institutions. 1977. Lima declaration, parlamericas.org/uploads/
documents/Mexico-and-Lima-declarations.pdf

8. International Organisation of Supreme Audit Institutions. 2007. Mexico declaration, www.issai.org/pronouncements/
intosai-p-10-mexico-declaration-on-sai-independence

9. International Organisation of Supreme Audit Institutions. 2024. Guidance on Audit of Information security,
www.issai.org/ projects/revised-draft-intosai-guid-5101-guidance-on-audit-of-information-security

-2 -
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- Attempts to improve laws and regulations

The need to reboot the Accounting Chamber has been a matter of discussions for a long
time. This was also emphasised by our international partners, including representatives
of the European Commission.

In September 2023, a new Draft Law on the Accounting Chamber (No. 10044)'° was pre-
sented. Additionally, auxiliary draft laws were submitted amending the Budget Code of
Ukraine to implement international standards of external public audit in budgeting
(No. 10045) and other codes to ensure legal immunity of the Head and other members
of the Accounting Chamber under Ukraine’s European integration commitments
(No. 10049).

A brief summary of the findings of the analysis of this draft law is offered below.
- Draft Law 10044

Extending the AC's powers, firstly, to audit local budgets, international financial, tech-
nical and humanitarian assistance, and secondly, to audit consolidated accounts is sug-
gested as a matter of priority. It is suggested that the AC be allowed to apply to law
enforcement agencies or the court in the interests of the state where the auditees have
failed to comply with the demands to eliminate any violations, as may be identified
during the audit, of the laws and regulations on the preservation and use of assets, or
have failed to reimburse the losses caused to the state.

Financial autonomy is to be ensured by allowing the AC to determine its own financing
needs and approve the procedure for using funds. The CMU or the Ministry of Finance
will not be allowed to reduce the parameters of the AC's budget request without its
consent, while the AC will have to seek approval of its proposals and other aspects of its
financing from the relevant VRU committee.

The Draft Law pays particular attention to the matters of the AC's professionalism and
integrity. Unlike the current version of the Law, the concept of ‘state auditor’ is intro-
duced, who would actually support the AC's operation while not being its member.

The Draft Law does not propose any specific solutions in the matters of transparency or
accountability. In our opinion, civil society would thus be assigned the part of a passive
observer, since the interaction tools provide for mere communication of infor mation.
The obligation to make public any information on operation, funding and performance
is undoubtedly a key component of the AC's format; still, these tools are not enough
to support collaboration with civil society at the level of dialogue or partnership.

10. Pavlo Frolov, People’s Deputies of Ukraine. 2023. Draft Law on the Accounting Chamber. The official Web portal of
the Verkhovna Rada of Ukraine. itd.rada.gov.ua/billinfo/Bills/pubFile/1982238
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When analysing the Draft Law, we further noted a number of risks mostly associated
with the context and Ukrainian realities, the main ones being the following three:

1 Since the Draft Law provides no transitional period, the AC would acquire broad
powers, guarantees of independence and support for its operation right from the
start, at the same time gradually improving its professionalism and implementing
internal transformations.

2 Issues of public oversight and collaboration between the AC and the public, for
which the Draft Law offers a limited toolkit. We believe that it would be advisable
to develop new tools of such collaboration, possibly by stipulating them in the AC's
internal documents, rather than by enshrining them in law.

3 The range of issues to be regulated at the AC's discretion is quite expansive (speci -
fics of competitive selection, ethics rules, appeal procedures, use of funds, internal
audit, etc.), while the Draft Law fails to provide at least a general framework for such
internal documents. Eventually, this may pose risks to transparency and accoun -
tability, the principles of which could be undermined in internal documents.

The increased attention to the AC in 2023 and this year also contributed to broad dis-
cussions of the registered draft laws, which is primarily due to the fact that no public
discussions of the Draft Law took place during its development. Most likely, this was
the main reason for criticism from many stakeholders, preventing the Draft Law from
making it to the first reading.

Instead, the VRU Budget Committee, on the initiative of the Committee’s Chairman,
set up a task group to draft a new law on the AC, inviting a wide range of stakeholders.
The task group comprised People’'s Deputies, representatives of international partners
(the EU and the U.S.), SIGMA, representatives of the AC and civil society — the RISE
coalition. Currently, work is underway to develop it and is expected to be completed
sometime in the near future.

1.3. Summary Performance Indicators for 2019-2023

The main product of the AC’s operation is its recommendations issued to the auditees
based on a detailed study of the subject matter of the audit andformalised in the audit
report. Accordingly, this document contains all the necessary evidence, calculations
and conclusions on which such recommendations are based. On average, the AC issued
88 reports per year over the last decade; however, by 2015 the number of reports was
over 100, by 2018 — over 90, and since 2019, the average figure has been 56 reports per
year. Interestingly, the sharp jump in the number of reports issued per year also occurred
in 2019, since, unlike the improved approach applied in 2015, the People's Deputies
increased the AC membership from nine to 13 that year. In other words, the member-



ship increased, while the number of audits dropped. However, this does not imply any
significant deviations if the AC's declared desire to move towards the implementation of
international standards in its operation, i.e., improvements to audit reports, potentially
affecting their number, is to be taken into consideration. It is also worth noting that this
has hardly affected the amount of budget funds audited on an annual basis. This figure
may increase or decrease several-fold each year. At the same time, the two ‘stressful’
years (2020 and 2022) are indistinguishable from the others in certain respects. Due to
the lack of a system for selecting auditees/audit areas, it would be impossible to explain
the fluctuations in the amount of funds audited on an annual basis or the spikes and
drops in this indicator systematically — only on a case-by-case basis.

We will now consider the Accounting Chamber's key summary performance indica-
tors in 2019-2023.

Table 1. Key performance indicators of the Accounting Chamber

Year Funds audited Number Reports incl. published
(UAH billion) of auditees approved (units)
(units) (units)
2019 763.2 602 77 70
2020 1,185.0 185 48 40
2021 2590.4" 490 63 53
2022 351.3 355 39 37
2023 771 399 59 53

- Members of the AC

It is also important to note that despite it being possible to form a 13-memlber chamber
since 2019, more often than not, the institution's membership was actually below the
established number. The problem of replacing and selecting AC members has existed
for a long time. We wrote about it in our 2020 analytical report, after which it was also
raised and researched by a number of other authors and think tanks.

1. In 2021, the sum was higher than in other years, as the budgets of the compulsory state social and pension insuran-
ce funds were audited, amounting to UAH 1.998 trillion.

215 -
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Under the 2015 Law on the Accounting Chamber, members of the Accounting Chamber
are appointed by the VRU following a competitive selection. The term of office for the
members is six years, and the same person may not hold his/her position more than two
consecutive terms. The AC members are also subject to age restrictions; in particular,
they must be dismissed upon reaching the age of 65, even if the relevant term of office
is yet to expire. At the same time, the Law also establishes other grounds for dismissal of
the AC members, but let us dwell on the terms in more detail.

Initially, since updates were made to the Law, the AC members were to be appointed on
a competitive basis in March 2018 (as the first attempt in 2017 failed to gain the support
of the Parliament). The VRU appointed nine AC members, one of whom wasreappoint -
ted. The following year, the Law was amended to expand the AC membership from nine
to thirteen. The four extra positions remained vacant until the end of 2023, despite
several attempts made to hold competitive selection to fill them. In 2020, another AC
member, O. Yaremenko, was dismissed upon reaching the age limit. In April 2023, the
VRU dismissed the AC Head, V. Patskan, by way of a vote of no confidence. In April 2024,
seven more AC members were dismissed as their term of office expired last March.

As for the appointments following the competitive selections to fill the positions of AC
members, there have been five of them since 2019: H. Plis was appointed in Decem-
ber 2022, and four more persons were appointed in December 2023 — K. Klymenko,
S. Kliuchka, O. Pishchanska, and Ye. Pushko -Tsybuliak. A number of other competitive
selections resulted in failure, although an attempt was made to hold an early compe-
titive selection to fill seven positions of those members whose term of office expired
in March 2024.

Thus, as of April 2024, the AC consists of five members out of 13 possible. Ever since the
membership increased from nine, it failed to reach 13 in any given year. As for the com -
petitive selection procedure for the AC members, it is being regulated superficially,
provides no unified system of candidate assessment (although the law contains the
membership requirements, compliance with them may be formal) and has no tools to
avoid repeated disruption of competitive selections.

- Dynamics preparation of reports

Therefore, although previously the reduction in the AC membership never affected the
number of reports significantly, we will examine this indicator in the context of its
members’ activities.
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Fig. 1. The number of reports compiled by each AC member in 2019-2023"

An AC member compiles four to eight reports each year on average. Under this con-
dition, the highest number of reports over the past five years was drafted by Maisner
(14 in 2023), and the lowest — by Ivanova (one report in 2023). It is worth noting that only
data associated with public reports, i.e., those posted on the website, was used to make
these calculations. At the same time, each year the AC also performs a certain number
of secret audits that are not made public and therefore were not taken into con-
sideration by this study. In 2023, there were six™ such reports, as shown in the table
above.

As regards the abnormally high number of reports drafted by Maisner, this can be
explained by the fact that, in addition to conducting audits in 2023, he acted as the Head
of the Accounting Chamber following Patskan’'s dismissal. The AC Head traditionally
reviews the implementation of the State Budget, examines the Budget Law, and ana-
lyses the budget report. The number of such documents (opinions) drafted at the AC

12. Note: O. S. Yaremenko was dismissed early from the AC in September 2020; V. V. Patskan was dismissed early from
the AC in April 23; H. V. Plis was appointed to the position of the AC member with a delay in December 2022.

13. Calculated as the difference between the number of reports specified in the AC's annual report and the number of
reports posted on its website.
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each year is six (nine under the laws and regulations). Besides, the AC takes other
monitoring measures stipulated by the Law, with the same subject matter of analysis
taken every year and not being audits in the classical sense. These documents include:

Document Frequency

Expert examination of the Draft Law of Ukraine on State Budget annually
(conclusions)

SB implementation review (conclusions) quarterly

Analysis of the annual report on the SB implementation annually
(conclusions)

Preliminary review of the Antimonopoly Committee’s report annually
Preliminary review of the State Property Fund'’s report annually
annually

Preliminary review of the annual report on the operation of the
public procurement system

Review of the Debt Agency's operation every 3years
Audit of the operation of the authorized body for the protection annually

of critical infrastructure

Independent external assessment of the activities of the national every 3 years

system for the protection of critical infrastructure

That is, a certain well-developed structure, a well-known subject matter of analysis and
a basis for comparison exist for some of the documents compiled by the Accounting
Chamber members; therefore, we assume that drafting them is easier and faster than
performing actual audits. Also, we do not rule out that even conducting the audits of
the same type might significantly differ in complexity and, accordingly, in the time re-
quired, so we provide the chart above as an overview of average performance indica-
tors and trends.

14. The Debt Agency is not fully operational as of the date of this report, while the authorised body for the protection
of critical infrastructure was established late in 2022.
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- Staffing

In general, the AC faces problems with staffing not only at the level of its members, but
also at the level of the staff, where 31.7% of positions (including those of auditors)
remained vacant as of 2023. At the same time, the resource provision, which could be
the reason for the understaffed institution, should also be mentioned. However, recent
studies have shown that the average monthly remuneration of the AC's staff is UAH
449 thousand, while this figure varies from UAH 11.6 to UAH 68.9 thousand in other
institutions. It should be noted, however, that the gap between the average remune-
ration of senior managers and specialists is somewhat greater than in other agencies.
The AC ranks second after the NSSMC with the senior managers’ average salary of UAH
171.5 thousand, seventh — with the specialists’ average salary of UAH 37.2 thousand,
and 18" — with the advisory service personnel’s salary of UAH 38 thousand®™.

- Financing

On the whole, the AC is financially supported under the Budget Programme 6511010
‘Management and administration in the field of monitoring of the State Budget imple-
mentation’, and in 2023 its budget was the smallest in the last five years, although this
may have been due to the lack of capital expenditures.

Table 2. Implementation of the Accounting Chamber’s budget in 2019-2023

Year Adjusted targets (UAH million) Implementation (%)
2019 495.6 94 .41
2020 389.4 97.43
2021 479.7 85.90
2022 410.6 87.76
2023 346.7 96.76

15. Ministry of Finance of Ukraine. 2024. The Ministry of Finance has posted a dashboard allowing the analysis of salaries
ingovernment authorities. The MFU's official Web Portal, surl.li/rybpc
Note: According to the new budgeting approach, it equals the actual number of employees + 10%.
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It is worth noting that for 2024, the AC's target funding was approved at UAH 511 million
with 713 personnel in mind'™. At the same time, the performance indicators of the 2023
budget programme passport included a similar figure despite the budget being 30%
lower. According to the budget programme passports, expenditures on external state
monitoring (audit) activities have increased; therefore, we assume that the auditors’
salaries may grow following the introduction of a graded remuneration system. Per-
sonnel shortages remain a risk in this regard, since the AC has been experiencing a
significant lack of staff over the last few years despite having 713 established posts.

16. Accounting Chamber of Ukraine. The Order ‘On approval of the 2024 budget programme passport’, rp.gov.ua/
upload-files/Activity/budget/pas_bp_2024.pdf
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CHAPTER 2. Recommendations
of the Accounting Chamber N

2.1. Analysis of Recommendations of the Accounting Chamber

As noted in the first chapter of the report, international standards generally group all
audits according to three types: financial, performance, and compliance. The first two
have long remained relevant in the AC's activities. Compliance audits were first con-
ducted in 2023, while 12 are planned for 2024.
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Fig. 2. Breakdown of audits by type in 2019-2023"

To study the recommendations provided to the auditees by the Accounting Chamber,
we formed a sample comprising mostly performance audits, examined one report of
the financial audit findings and four reports of the outcomes of other monitoring

17. Note: For the purposes of calculation, the chart does not include all other types of documents prepared by the
AC, including those required by the Law (opinion of the budget, review of the Antimonopoly Committee's report, etc.).
The category ‘other monitoring measures’ is compiled on the basis of the AC's relevant reports ‘on the analysis
findings'. Although neither the Law nor the Regulation stipulate such type of reports, they have much in common
with the reports on the performance audit findings in terms of structure and content.
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measures. The specifics of the sampling approach are described in the research
methodology. In all, we analysed 853 recommendations given by the Accounting
Chamber in its 53 reports issued in 2019-2023 following the audits. Their recipients
included 1,215 institutions, while the number of implementers mentioned in the de-
cisions was 1,315, meaning that another 100 institutions were issued the AC's recom-
mendations under instructions from the CMU. The list of recipients did not include
institutions that were notified by the AC, including about the detected offences. How-
ever, the practice of notifying the VRU committees, People's Deputies, the President or
relevant law enforcement agencies of audit findings, if any violations have been de-
tected, was identified on multiple occasions during the studly.

- Recommendations broken down by control objects

It is also common practice to forward identical recommendations containing the
phrase ‘suggesting that the instructions to implement are issued’ to both the control
object institution and the CMU. This looks more like a tribute to bureaucracy than an
effective mechanism of facilitating the implementation of recommendations by the
control object, since the latter almost invariably respond to the AC's recommendations.

Broken down by years, the recommendations studied were distributed as follows:

2019 — 201 2020 — 203 2021 —133 2022 — 154 2023 —> 162

Out of the studied recommendations, the Ministry of Environmental Protection and
Natural Resources received the largest number — 92, which were issued every year.
Other implementers who were issued recommendations in every year included the
Ministry of Health, the Cabinet of Ministers, the Ministry of Finance, the Ministry of
Economy, and oblast state administrations'. The table below shows the data on the
implementers of recommendations who received ten or more recommendations in
total and in at least two different years over the five years under study.

18. To calculate the recommendations issued to the OSAs, we only counted the number of cases and the average values,
rather than examining each individual case.




Table 3. Number of recommendations issued by the AC in 2019-2023"

Implementers of
recommendations

Ministry of Env.
Protection

Ministry of Social
Policy

CMU
MoH
MinFin
MCIP

State Property
Fund

MoD

STS

Ministry of
Economy

OSA
SJAU

Ministry for
Veterans' Affairs

HCJ
MIA
MoE
NACP

Ministry of
Infrastructure

Number of
recommendations

in 2019

21

22

13

22

17

14

13

Number of Number of
recommendations recommendations
in 2020 in 2021
25 9
38 20
18 20
8 7
36 7
7
9 1
29 4
1 13
13 1
9
1
5
1
5
2

Number of
recommendations

29

33

22

Number of
recommendations

22

14

10

17

12

19. Note: The table uses the names of the ministries as of the time of the study (2024); however, some of them changed
their names in 2019-2023. For example, the Ministry of Environmental Protection used to be called the Ministry of
Energy and Environmental Protection, the Ministry for Veterans Affairs — the Ministry for Veterans Affairs, Temporarily
Occupied Territories, and Internally Displaced Persons of Ukraine, etc. For convenience, the recommmendations issued
to these ministries have been grouped in the table under their current names.
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Total

92

80

71

65

61

52

44

43

35

34

23

21

17

15

13

12

12

10



The highest number of the AC's recommendations was issued to the CMU and Minis-
tries (56%), and with other services and agencies taken into consideration, the per-
centage of recommendations to be implemented by the central executive branch is
78.3%.

- Recommendations broken down by types of recipients

7.1%
5.9% 0.3%
2.5%
4.6%
1.3%
22.3% 56.0%

Fig. 3. Breakdown of recommendations by types of recipients®

Another 7.1% include the ‘other institutions’ type of implementers, mostly comprising
communal or central budget-funded enterprises. As for the judicial and law enforce-
ment systems, the chart presents the instances where they were identified as recipients
of recommendations, ignoring the cases when they were notified of violations by the AC.
This also applies to the VRU and its committees. Other than being notified or prompted
to discuss the AC's reports, the committees occasionally receive recommendations that
mostly deal with the adoption, development or submission of draft laws to the VRU.

20. Note: For the purposes of calculation, the chart does not include all other types of documents prepared by the AC,
including those required by the Law (opinion of the budget, review of the Antimonopoly Committee’s report, etc.).
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The practice of issuing recommendations to the communities’ specific educational,
health or social care institutions has also been identified. These institutions, together
with local authorities, account for 4.6% of all recommendations. However, this paper
does not study the local level in more detail; therefore, no other aspects of recom-
mendations issued or implemented locally will be discussed. CSOs and IFls were issued
recommendations the least often— only a single instance from the entire sample was
recorded.

- Recommendations broken down by contents

We also broke down the recommendations based on their contents. By doing this, we
have identified 14 categories of recommendations and the ‘miscellaneous’ group. It is
often difficult to break down recommendations, as they may contain multiple sug-
gestions in a single recommendation. Nevertheless, half of the recommendations
actually fall into three main categories:

= handling of statutory instruments (combines all recommendations that concern
the development, amendment or revision of statutory instruments governing the
sector as well as subordinate regulations and the control objects internal administ-
rative documents);

= the auditee’s core activity (combines recommendations for specialised activities,
such as a pilot project for organ transplantation or supporting the operation of
wastewater treatment facilities, etc. Recommendations from this category are
mostly unique);

= standard general recommendations (this category includes ‘universal’ recom-
mendations that do not differ in their specificity and can be applied to almost any
report. This category mainly comprises such recommendations as ‘eliminate any
identified violations and notify the AC of the results’ or ‘ensure effective manage-
ment of central budget funds,’ etc.)

Interestingly, the unique (specialised) and the most general recommmendations account
for almost the same proportion of the overall breakdown. Below is a breakdown of the
recommendations according to our criteria.
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Table 4. Breakdown of recommendations by contents

Type of recommendation

Dealing with statutory instruments

Auditee’s core activity

Standard general recommendations

Improved monitoring and liaison, internal audit
Compliance with laws and regulations
Miscellaneous

Resource support

Cost or budget optimisation

Keeping registers, posting data, digitalising processes
Bringing into compliance with laws and regulations
Staff and payroll

Internal investigations and prosecution
Reimbursement and refund

Transactions with assets

Speeding up processes

Total

Qty

208

110

106

91

52

45

41

41

34

3]

29

22

18

18

853

Percentage

24.38

12.90

12.43

10.67

6.10

5.28

4.81

4.81

3.99

3.63

3.40

2.58

2.1

2.1

0.82

100.00

In the light of this breakdown, it was also noted that they make up the majority for each
implementation status— implemented, unimplemented, partially implemented or in-
cluded in the plan. Obviously, this situation is due to the overall quantitative superiority
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of these types of recommendations; at the same time, this is the indication of the lack of
hidden dependencies between these two measurements. We also recorded an atypical
prevalence of recommendations for improved monitoring and internal audit with the
‘included in the plan’ status, which indicates the auditees’ preference for this method of
complying with such recommendations compared to other types.

2.2. Compliance of the Recommendations
with the SMART Criteria

Recommendations as well as the conclusions and the act (if any) are mandatory com-
ponents of the report under the Law. As for the other structural parts of the report
containing information on the audit and a description of its findings or drafting re-
quirements, they may be determined by the AC's Regulations.

Two versions of the Regulations dated 2018 and March 2024 are posted on the AC's web-
site; however, none of them contains requirements for drafting reports or preparing
recommendations based on the audit findings. The latter version refers, however, to
certain methodologies/procedures that, together with the Law and the Regulations,
should determine the requirements for the content of the report and the procedure
for its compilation?.

Audit methodologies, which should also include reporting requirements, have been dis-
cussed for a long time and, according to the AC, have already been approved and put
into effect, but are not made public. Still, the audits conducted in 2019-2023 were carried
out without their application, and the reports were drafted in accordance with the Law
and the AC’s Regulations, i.e., all regulatory reporting requirements can be reduced to
the availability of conclusions, recommendations and acts.

- Requirements for recommendations

As for the content, structure and nature of the recommendations themselves, this issue
is regulated by one of the AC's internal documents — the Recommendations on Ma-
nagement and Quality Control of Monitoring Measures Conducted by the Accounting
Chamber, which set the following requirements for suggestions (recommendations) to
make them:

s focused on taking specific measures;

= intended for organisations and officials responsible for implementing the recom-
mended measures;

21. Accounting Chamber of Ukraine. 2024. Decision No. 15-1 dated 29/03/2024. Regulations of the Accounting Chamber.
rp.gov.ua/upload-files/Activity/Collegium/2024/15-1_2024/Reglament_2024.pdf
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= practical, i.e,implementable within a reasonable timeframe, subject to legal or other
restrictions;

s aimed at eliminating the main causes of the detected drawback or violation;
= formulated in a manner that would support their follow-up;

= cost-effective, i.e., the costs associated with their implementation should not exceed
the advantages;

s positive in tone and content;

= clear, concise, and simple in form?,

It is also emphasised that suggestions should be substantiated, as detailed and specific
as possible. Methods and ways of implementing the suggestions constitute the audi-
tee's prerogative and should not be defined in the Report, which, in fact, is in line with
international auditing standards and may become the subject of misunderstandings in
discussions on what the AC's recommendations should be.

At the same time, the document states that when it comes to amending statutory
instruments, specific recommendations would be appropriate.

SMART criteria @

Both as of 2020 (the year of the previous study of the AC's recoommendations) and as
of now, the document is still valid, so we applied the same approach: the checklist/
guestions from the Recommendations and the classic SMART criteria, which correlate
well with each other. As before, we did not take into account measurement A (relevan-
ce), since it should be examined in terms of the topic of the report, rather than a specific
recommmendation, which is in fact always relevant in its own particular report.

The study focused on the following aspects:
S — specific

We assessed whether the suggestion contained a specific list of clear response measu-
res (ways, methods) to be taken in order to implement it.

22. Accounting Chamber of Ukraine. 2024. Decision No. 8-5 dated 10/11/2015. Recommendations on the quality
management of monitoring measures carried out by the Accounting Chamber. rp.gov.ua/upload-files/About/
RequlatoryDoc/arp_5.pdf
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One of the main observations in assessing this criterion was that most of the non-specific
recommendations are so general that they may be applied to almost any report, be-
coming a little more specific in its context. For example:

= carry out effective management of budgetary funds;

s ensure that administrators of funds comply with the applicable statutory instru-
ments governing the drafting of estimates;

® pbring its own regulations in line with the requirements of applicable laws and re-
gulations and eliminate any inconsistencies;

= eliminate any identified deficiencies and violations;

= take measures to exercise effective monitoring of the efficient use of state property,
the correctness of its accounting and reporting;

= improve internal monitoring procedures.

We agree that the auditee should independently determine the manner of remedying
the violation, and the AC should not indicate this in its recommendations. At the same
time, recommendations risk losing their uniqueness if they are too general. The AC's
internal documents stipulate as well that recommendations should be clear, concise,
simple and action-oriented. Therefore, even if not containing a list of actions and in-
structions, the recommmendations should be specific enough for the auditee to be able
to draw them up.

Specific (units) Non-specific (units) Percentage ratio (%)

681 172 80/20

M — measurable

We assessed whether the suggestion was formulated in a manner that would allow
verification of its implementation. When studying this indicator, we mostly looked for
references to a ‘product’ or result in the recommendation, which could indicate that
the recommendation was implemented and, therefore, its goal was achieved.

The difficulty of studying the implementation of recommendations is associated with

those that are unmeasurable, since their content almost invariably precludes a con-
clusion that a recommendation has been fully or partially implemented. In such cases,
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the auditees may usually mention in their responses that they have taken certain ac-
tions to implement the recommendation or even claim that it was indeed implement-
ted, although verifying this would be impossible.

For example, here are some recommendations of this sort:

= establish liaison with government authorities to improve the management of [..]
the public sector of the economy;

= take measures to ensure compliance with the provisions of public procurement
laws and regulations in order to prevent violations in this field;

s ensure the efficiency of the internal audit function;

= improve the quality of planning and control and verification work in the matters of
compliance with customs laws and regulations;

s take appropriate measures to establish internal monitoring (audit) of the applica-
tion of central budget funds;

= strengthen monitoring over the planning of expenditures under the PCCEC [..],
management and application of central budget funds at all levels.

The response received may include such wording as ‘improved’ or ‘ensured’/ ‘took
action’/ ‘strengthened monitoring’, etc. However, it remains to be seen whether the
auditee's actions helped it achieve the objective of the recommendation that the AC
had in mind when issuing it.

Measurable (units) Unmeasurable (units) Percentage ratio (%)
605 248 71/29
R — relevant

For this indicator, we used the auditees’ responses and their assessment of the possibi-
lity of implementing the recommendation or the existence of restrictions that pre-
vent this. This includes recommendations that require the following in order to be
implemented:
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= amend statutory instruments (which is beyond the auditee’s powers),

s financial resources to conduct certain activities (where the auditee has been-un
derfunded in this respect or had layoffs among relevant specialists).

Besides, those recommendations for which the auditees provided explanations that
the suggested measures/actions are being implemented regardless of the audit or that
implementation would only worsen the situation were identified as failing to meet the
criterion of being relevant.

This indicator may be studied separately, since each case requires attention and analysis
based on the individual characteristics of the situation.

Relevant (units) Irrelevant (units) Percentage ratio (%)

795 58 93/7

T — time-bound

For a recommendation to meet this criterion, it would have to have a deadline for im-
plementation. Most of the references to the timeframe for implementing the recom-
mendations boil down to the requirement to inform the AC of the recommendation
implementation within a month. However, in our opinion, this does not fully meet the
time-bound criterion, as this requirement is not related to the timeframe for the re-

commendation implementation.

There are recommendations for which determining a specific implementation time-
frame would be too difficult; however, they might be implemented at least within the

expected year.

The application of this criterion in the recommendations was recorded the least often.
In fact, 83% of the recommendations can remain unimplemented indefinitely.

Time-bound Not time-bound Percentage ratio
(units) (units) (%)

140 713 16/84
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To sum up, other than the criterion of being time-bound, most of the recommenda-
tions meet the SMART criteria. The majority of the recommendations (97%) are rele-
vant, 80% — specific and 71% — measurable. However, many recommendations tend

to fail to meet multiple criteria: for example, non-specific recommendations are also
unmeasurable in many instances.

Only 119 recommendations out of 853 meet all four criteria at once.

- Breakdown of recommendations by those that meet all SMART
criteria simultaneously

2019 —>1 2020 — 24 2021 — 26 2022 —» 52 2023 —> 16

1 of recommmendations are specific, measurable,
LI'% relevant, and time-bound at the same time.

Meanwhile, the AC’'s proposals to develop a recommendation implementation plan
that could be provided in response (rather than merely informing the AC about the pro-
gress in the recommendation implementation) were noted as an interesting practice.
We have analysed several of these plans and concluded that they reinforce the AC's
recommendations under the SMART criteria (especially in terms of specificity and
measurability over time). In the plans, auditees specify what will be done to imple-
ment a particular recommendation, when the result is expected, and may also desig-
nate a specific implementer from among their staff or structural subdivisions. In this
case, the follow-up of recommendations is also made easier, since, firstly, time limits
are set for them and, secondly, the type and number of activities to be taken to imple-
ment the recommendation are identified, i.e, it is possible to define clearly what the
implemented recommendation means.

2.3. Trends in the Implementation of Recommendations

Under the Law on the Accounting Chamber, upon completion of the audit, the AC shall
compile a report that must include recommmendations. Prior to presenting the report
at the Accounting Chamber’'s meeting, its draft must be discussed with the auditee’s
authorised representatives. The latter are given five days to file their comments on the
draft report with the relevant AC member. These comments, along with a certificate
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from the AC member, evidencing the consideration of the comments, are attached to
the report and should become its integral part. At the next stage, the report is to be
considered and approved at the AC members’ meeting, with a decision adopted
following the consideration of the report. This decision usually includes a description of
how to inform or notify stakeholders, identify recipients of the recommmendations, etc.
The decision itself is attached to the report and must be considered by the auditee. The
law establishes a one-month period during which the auditees must notify the AC of
their review of the decision and the measures taken to implement it.

- Response

We calculated the auditees’ response to the AC's decisions using the approach descri-
bed above and found that, on average, most of the auditees try to meet the one-month
deadline and notify the AC. The chart below shows that this was best achieved in
2022 and 2021.

37
34 34
29
I |
Fig. 4. Average time to respond to the AC’s recommendations, (days)

The CMU is the fastest to respond to the AC's decisions. On average, it takes the CMU
three to six days to issue instructions to other central executive authorities (CEAs) to
implement the AC's recormmendations. Given that the recommendation to ‘instruct
that the recommendations be implemented’ is not in line with the typical AC's sug-
gestions, we did not take into account the mentioned terms when calculating the
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average indicators. Among other recipients, the HCJ and Okhmatdyt Hospital, Min-
Region, the Ministry of Economy and the NHSU were the fastest to respond within 15
days. Other than the MCIP, the Ministry of Environment, the State Geological Survey,
regional divisions of the STS and the State Property Fund took the longest to respond —
more than 70 days.

-  Implementation

However, the one- month period allocated by law is often not enough for the auditee
to process the AC's recommendations and implement them. This is evidenced by the
addenda to the letters forwarded by the auditees a month later, informing the AC about
the remaining measures that have been implemented. In this way, the auditees try not
only to avoid violating the statutory provision, which requires that the AC be notified
within a month, but also to provide a comprehensive response to the decision.

At the same time, in some cases, we noticed that the auditees neglected to inform the
AC in response. Such cases are rare — 21 recommendations from seven different audits
(two of which were held in 2023, i.e,, a response may still be forthcoming). The CMU, the
Verkhovna Rada or its committees were to be the main implementers of such recom-
mendations. The vast majority of recommmendations (483) were formally responded to
within 31 days. Given the fact that no deadline exists for the comprehensive imple-
mentation of the recommendations issued, while most of them are not time-bound,
calculating reasonable average timeframes for responding to or implementing recom-
mendations would be impossible now. Therefore, the auditees that take a thorough
approach to the AC's report and recommendations use two main ways to implement
the recommendations:

= developing a plan for the implementation of the recommendations, containing
the timeframe for each task, and delivering it to the AC;

= periodically informing the AC on the measures taken to implement the recom-
mendations. Since the one-month deadline does not apply to all other notifications
except the first one, such a response may last several years.

One example of such implementation is the MCIP’s activity. Following the audit, which
was completed in December 2021, the Ministry was issued recommendations that
included the development of an implementation plan. More than six months later, the
MCIP?% presented a recommendation implementation plan to the AC and, in October
2023, reported on the implementation of the recommendations. Meanwhile, in other

23. The period of the MCIP’s response to the decision adopted following this audit coincided with the beginning of
Russia’s full-scale invasion, which could have distorted the data on response to a certain extent.
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audits, closer communication was identified, including reminder letters from the AC —
which the AC is allowed to send — on the need to inform about the progress of the
recommendation implementation.

The timeframe for the implementation of recommendations, however, largely depends
on their nature and complexity, which may require a significant span of time, for
example, for the adoption of regulatory instruments or the implementation of recom-
mendations linked to a specific budget period.

When studying the implementation of the AC's recommendations, we grouped them
under five categories according to their status. The ‘information unavailable’ category
includes those audit recommendations for which the auditee failed to provide any in-
formation (i.e., no response received). Recommendations originating from audits with
an existing response but no information on a specific recommendation were classified
as ‘unimplemented’. The 50/50 group was intended to include recommendations with
ongoing implementation, but mostly comprised those that do not meet the measu-
rability criterion. In other words, some measures have been taken, but it is unclear
whether this resolves the problem and it is not known whether any further actions will
be taken to respond to the recommendation.

245
220
171
145
72 I

Fig. 5. Breakdown of recommendations by their implementation status in 2019-2023
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The chart shows that a quarter of recommmendations were unimplemented in 2019-2023,
amounting to 34% together with those whose fate is unknown. This is partly due to the
fact that among the large number of recommendations, some of them are overlooked
by the auditees, making these recommendations disappear in official communication,
and partly due to the quality of the recommendations. In some cases, the auditees state
that it is impossible or impractical to implement the recommendation (in this study,
they are regarded as recommendations that do not meet the criterion of being rele-
vant), while in others, implementing the recommendation would be challenging be-
cause of its ambiguity or comprehensiveness (such as ensuring effective monitoring).
Another reason that might cause recommendations to get overlooked is forwarding
them to the CMU only, after which it becomes more difficult to monitor their imple-
mentation.

Most of the recommendations have the ‘included in the plan’ status, with the majority
of recommendations being those for which a one-month deadline is insufficient or
those being of a systemic nature. We assume that the recommendations included in
the plans may be highly implementable, since they are actually regulated by the
auditee’s internal documents. At the same time, if the AC fails to monitor the imple-
mentation of the plans developed by the auditees in pursuance of the recommend-
dations, it becomes extremely difficult to measure the level of implementation of such
recommendations in the future.

We did not observe any significant fluctuations in the recommendation implementa-
tion trends over the years covered by the study. We may thus assume that, for example,
such a factor as the reshuffling of ministries does not fundamentally affect the trend of
implementation or non-implementation of recommmendations. This, in turn, indicates
the institutionalised collaboration between the AC and the auditees, which, however,
does not always evolve positively. The chart below shows the recommendation im-
plementation trends in absolute terms, broken down by years.




Fig. 6. Year-by-year trends in the implementation of recommendations

When assessing the data in percentage terms, we noted certain deviations from the
general trends in 2019 and 2022. For example, in 2019, the percentage of implemented
recommendations was 8%, while in other years it was in the 17.5-33% range. The pro-
portion of unimplemented recommendations is traditionally higher at about a third an-
nually, except 2021 and 2023, when this percentage dropped to 14% or lower. Over the
past 5 years, there has been an upward trend in the percentage of recommmendations
included in the plan (from 20% to 40.7% in 2023). This may indicate a gradual setting in
of the cooperation procedure between the AC and the auditees, along with a transition
to a more structured implementation of recommendations.

- SMART or no SMART: impact on implementation

When studying the trends in the implementation of the AC's recommendations, we
assumed that this level could depend on the quality of the recommmendations, i.e., their
conformity to the criteria of being specific, measurable, relevant, and being time-bound.
Therefore, we analysed the trends in the implementation of all recommendations and
separately — of those that meet all four criteria.
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Fig. 7. Trends in the implementation of SMART recommendations, (%)

The chart shows that, compared to all the recommendations, those that meet the
SMART criteria are half as likely to remain unimplemented and almost always receive a
response. Although thepercentage of implemented recommendations does not vary
significantly and is only 4% higher for SMART recommendations, they are much more
likely to be included in the implementation plans, which generally increases their chan-
ces of being implemented in the future. Therefore, we can assume that the method of
formulating recommendations is one of the factors influencing the level of their imple-
mentation. Despite the controversial nature of the approach involving the application
of the SMART criteria to the AC's recommendations, it should be noted that so far, it is
one of the few available empirical ways to evaluate recommendations and establish
the relationship between their contents and the degree of implementation.

Once international standards are fully integrated in the AC's operation, a more appli-
cable approach to the evaluation of recommendations and monitoring tools will likely
emerge. At the same time, any change in approach would also require modifications
to the AC'’s internal policies and procedures that set out the requirements for the AC's
reports and recommendations.

Another essential aspect is that, apart from the content and specificity of the recom-
mendations themselves, the degree of implementation is also influenced by other
factors, such as the audit progress and communication with the auditee, previous
collaboration experience, integration or disregard of the auditee’s comments, validity
of the conclusions in the report and decision, etc.
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CONCLUSIONS N

The change of approaches to the external state audit and, accordingly, to the optimi-
sation of the AC's operation has been long overdue in Ukraine. In fact, since 1996, Ukrai-
ne has had an external financial control body in place, which performs the function of an
inspection body. However, with the signing of the EU Association Agreement and the
adoption of the new Law on Accounting Chamber in 2015, the AC began its gradual
approach to the principles of the supreme audit institution, which are applied by similar
institutions in most leading countries.

According to the international standards, the Accounting Chamber should be indepen-
dent in all aspects, honest and impartial in its work; its members and staff should
comprise professionals with impeccable business reputation, well protected by law to
avoid any risk of bias or harassment. The applicable Law does not fully provide the basis
for the development of such an institution, and having a solid legislative framework that
meets the challenges of the times and international practices is among today’'s urgent
needs. While analysing the way of the Accounting Chamber's transformation and va-
rious aspects of its activities, researchers often come to similar conclusions and identify
the same problems. This is primarily due to the fact that the fundamental problem of
the AC's operation, as well as of many other government structures, is associated with
its institutional capacity. Not surprisingly, when studying superficial and derivative prob-
lems, most researchers and think tanks eventually agree that resolving issues in a
piecemeal manner would not bring about expected outcomes and that a systemic
change is needed.

In this paper, we studied the recommendations made by the Accounting Chamber
following its audits, but indirectly touched upon the following aspects as well:

1. Scheduling of audits

Way back in our previous study conducted in 2020, we noted the lack of an audit
scheduling algorithm, resulting in uneven distribution of the AC'’s attention to the
auditees. This is why some institutions or budget programmes may be audited
frequently, whereas others — avoid them for years. Due to the lack of risk-based
planning, we are unable to explain the observed differences in the amount of
audited funds per year, the number of audits conducted in different fields and by
different AC members, and cannot predict its activities.
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2. Relationship between the auditees and the Accounting Chamber

We are convinced that this relationship should be built on the basis of a partner-
ship with a common goal, rather than between a supervisor and a violator. The in-
sufficient amount of time given to the auditees to familiarise themselves with the
report and provide comments on it, instances of ignored comments, unmeasurable
and unspecific recommendations, along with the auditees’ formal replies, do not
contribute to building such relationships. Besides, the public seems to be indiffe-
rent to the AC's operation, given the number of requests filed with the AC and its
absence in specialised public opinion polls. In our opinion, these aspects may stem
from a deeper issue — the Accounting Chamber's relative secrecy and lack of
visibility over the years.

Lack of staff, which is noted at all levels, from employees to members

3. of the Accounting Chamber

As of April 2024, the AC consists of five members out of 13 possible. Since the
membership increased from nine, it has never reached 13 in any given year. As for
the competitive selection procedure for the AC members, it is regulated superfi-
cially, provides no unified system of candidate assessment and has no tools to avoid
repeated disruption of competitive selections. Among the staff, a third of the
vacancies remain unfilled for several years, thereby affecting the AC's capacity to
perform its functions in full and having a direct bearing on its funding. It is worth
noting that for 2024, the AC's target funding was approved at UAH 511 million — the
largest figure over the 2019-2024 period. Expenditures on external state monitoring
(audit) activities are to be increased; therefore, we assume that the auditors’ salaries
may grow or the quality of reporting may improve through other interventions.
Personnel shortages remain a risk in this regard, since the AC has been experiencing
a significant lack of staff over the last few years despite having 713 established posts.

Outdated or non-existent subordinate regulations that should govern

4. all internal aspects of the Accounting Chamber’s operation

This primarily concerns the audit scheduling rules and a document that would
contain requirements for the preparation and execution of audit reports as well as
recommendations for the auditees. This also includes rules for holding competitive
selection to fill vacancies, updating the strategy that expires in the current year, etc.
Audit methodologies, which should also include reporting requirements, have been
discussed for a long time and, according to the AC, have already been approved and
put into effect, but are not made public.
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As regards the subject matter of the study, i.e., the recommendations of the Accoun-
ting Chamber, the difficulties and gaps identified in this paper are largely the root cause
of the problematic factors described above.

In all, we analysed 853 recommendations given by the Accounting Chamber in its 53
reports issued in 2019-2023 following the audits. Out of the studied recommendations,
the Ministry of Environmental Protection and Natural Resources received the largest
number — 92, which were issued every year. Other implementers who were issued
recommendations in every year included the Ministry of Health, the CMU, the Ministry of
Finance, the Ministry of Economy, and oblast state administrations. Among the most
common types of recommendations, three were identified, whose total percentage
exceeds 50%:

= handling of statutory instruments (combines all recommendations that concern the
development, amendment or revision of statutory instruments governing the sec-
tor as well as subordinate regulations and the auditees’ internal administrative
documents);

= the auditee’s core activity (combines recommendations for specialised activities,
such as a pilot project for organ transplantation or supporting the operation of
wastewater treatment facilities, etc. Recommendations from this category are
mostly unique);

= standard general recormmendations (this category includes ‘universal’ recom-
mendations that do not differ in their specificity and can be applied to almost any
report. This category mainly comprises such recommendations as ‘eliminate any
identified violations and notify the AC of the results’ or ‘ensure effective manage-
ment of central budget funds, etc.)

Of the total number of recommendations studied, 12% were developed specifically
following the audit performed and, other than such audit, could not be applied
anywhere else, while the other 12% can be used in any report on any topic in any year.
Therefore, the latter cannot be described as being specific, measurable or time-bound.

At the same time, it is worth mentioning that according to the AC's internal documents,

recommendations should be substantiated, as detailed and specific as possible. After
analysing the recommendations in detail, we found the following:
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are unspecific are unmeasurable are irrelevant are not time-bound

34% —

of all the recommendations studied meet all four criteria at once;

many recommendations tend to fail to meet multiple criteria:
for example, non-specific recommendations are also unmeasu-
rable in many instances;

of the recommendations studied remain unimplemented or
their fate is unknown. This is partly due to the fact that among
the large number of recommendations, some of them are over-
looked by the auditees, making these recommendations dis-
appear in official communication, and partly due to the quality of
the recommendations;

in the case of unmeasurable recommmendations, the implemen-
tation of recommendations is quite difficult to study because
when the expected outcome is unknown, it is easier to manipu-
late it and artificially inflate the level of implemented recom-
mendations, since it cannot be verified;
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5 out of 28\

the majority of the recommendations’ recipients try to respond
to them within the timeframe prescribed by law. The HCJ and
Okhmatdyt Hospital, MinRegion, the Ministry of Economy and
the NHSU were the fastest to respond within 15 days. Other than
the MCIP, the Ministry of Environment, the State Geological
Survey, regional divisions of the STS and the State Property Fund
took the longest to respond — more than 70 days. However, a
month is often not enough to implement the recommenda-
tions, which forces diligent auditees to forward subsequent
notifications on a regular basis, while unscrupulous ones — to
send a formal response without informing the AC any more (ta-
king advantage of the fact that the timeframe is prescribed for
the first response only);

the CMU, the VRU and its committees most often fail to inform
the AC of the measures taken to implement the recommen-
dations;

the recommendations that meet the SMART criteria are half as
likely to remain unimplemented and almost always receive a
response. Although the percentage of implemented recom-
mendations does not vary significantly and is only 4% higher for
SMART recommendations, they are much more likely to be inclu-
ded in the implementation plans, which generally increases their
chances of being implemented in the future;

over the past five years, there has been an upward trend in the
percentage of recommendations included in the plan (from
20% to 40.7% in 2023). This may indicate a gradual setting in of
the cooperation procedure between the AC and the auditees,
along with a transition to a more structured implementation of
recommendations;

as far as the general attitude of the auditees to the AC and exter-
nal audit is concerned, only five out of 28 surveyed auditees
provided a meaningful response and described their experience
of cooperation, including the negative one. The rest either did not
answer at all or stated that evaluating the AC's operation was not
their responsibility. Despite the fact that the auditees are allowed
to attach comments to the AC's reports, we have recorded a few
instances where the audited institutions advised that the com-
ments provided by them had been ignored.
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Therefore, summing up, we emphasise that the method of formulating recommen-
dations is one of the factors influencing the level of their implementation. Despite
the controversial nature of the approach involving the application of the SMART criteria
to the AC's recommendations, it should be pointed out that so far, it is one of the few
available empirical ways to evaluate recommendations and establish the relationship
between their contents and the degree of implementation. We agree that the AC should
not establish any particular ways of implementing its recommmendations, but rather
leave it to the discretion of the auditee. At the same time, recommendations risk losing
their uniqueness if they are too general; it is impossible to understand whether a
recommendation has been implemented and how this should be verified; finally, a
recommendation without a deadline can legally remain unimplemented indefinitely.
Apart from the content and specificity of the recommmendations themselves, the degree
of implementation is also influenced by other factors, such as the audit progress and
communication with the auditee, previous collaboration experience, integration or
disregard of the auditee’s comments, validity of the conclusions in the report and
decision, etc.

SUGGESTIONS N

1 Adopt a new law on the Accounting Chamber, developed with the involvement of
a wide range of stakeholders, including international experts.

Recipients:
People's Deputies of Ukraine/ Verkhovna Rada of Ukraine.

Effect:
Stronger institutional capacity, ensuring independence and transparency of ope-
ration.

2 Develop and publish requirements for the preparation and execution of audit re-
ports. If such a document exists, post it on the official website.

Recipients:
Accounting Chamber.

Effect:

A specific and clear procedure for the preparation and execution of reports will
contribute to a better understanding of the AC's operation and strengthen its
credibility.

VA



When formulating recommendations, apply the criteria of being specific, measu-
rable, relevant, and time-bound.

Recipient:
Accounting Chamber.

Effect:

Applying these or alternative criteria will improve the quality of recommendations,
thereby facilitating faster notification by the auditees of their consideration and
implementation.

Abandon the practice of providing standardised/formal recommendations to the
auditees.

Recipient:
Accounting Chamber.

Effect:

Standardised recommendations can be implemented in various ways, potentially
precluding any positive effect of such implementation. Besides, the implementation
of such recommendations cannot be verified.

Amend the Law of Ukraine on the Accounting Chamber to extend the period for
provision by the auditee of written comments on the contents of the draft report.
Publish written comments from the auditees.

Recipient:
People’'s Deputies of Ukraine/Accounting Chamber.

Effect:

Implementing this proposal will give the auditees more time to familiarise them-
selves with the detected violations, allowing them to apply a thorough approach to
the feedback provided to the Accounting Chamber. Making the auditees’ comments
public will increase the transparency of the AC’s operation and contribute to the
development of a comprehensive position on the audit findings.

Amend the AC's internal documents to include a provision requiring that a re-
commendation implementation plan be forwarded to the Accounting Chamber in
response to its decision. Develop a standardised form of such a plan, which should
include the need to indicate the measures to be taken, the person responsible, and
the deadlines for implementation.

Recipient:
Accounting Chamber.

Effect:

Increased awareness of the AC of the measures taken following the response; better
clarity of the implementation path and plans. This approach will simplify the process
of monitoring the implementation of recommendations.
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Amend the AC’s internal documents to determine the frequency of monitoring the
implementation of recommendations and forwarding additional requests to those
auditees that have failed to notify the Accounting Chamber of the outcome of con-
sideration of its decision.

Recipient:
Accounting Chamber.

Effect:
Higher percentage of implemented recommendations, systematic informing of the
Accounting Chamber on the implementation of even long-term recommendations.

Change the procedure and structure for posting information on audits on the official
website. Group the report, decision, and response together on a single page for each
audit. Where additional response has been provided, add it to the page of the res-
pective audit.

Recipient:
Accounting Chamber.

Effect:
Making it simpler for stakeholders to find information.

Develop, approve and publish the AC's internal documents that regulate the
procedure for competitive selection for the positions of AC members; conducting
various types of audits; monitoring the implementation of decisions, etc.

Recipient:
Accounting Chamber.

Effect:

Posting these fundamental documents in the publicly accessible space will create
conditions for better awareness of the Accounting Chamber's activities and role,
resulting in more interest in its operation and improved credibility.

After the adoption of the new laws and regulations, announce an open competitive
selection and complement the AC with the required number of members up to its
full membership.

Recipient:
VRU, Budget Committee.

Effect:
Full-fledged operation of the audit institution and better organisational capacity.
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13

14

Review the practice of forwarding recommendations to formulate instructions to
the CMU that in fact forwards them on to other executive authorities.

Recipient:
Accounting Chamber.

Effect:

Reducing the number of recommmendations that remain without implementation/
notification. Reducing the workload of the Cabinet of Ministers of Ukraine. Avoiding
unnecessary ‘readdressing’.

Adopt and make public a procedure for scheduling audits using a risk-based
approach.

Recipient:
Accounting Chamber.

Effect:
Clarity of the procedure for developing an audit schedule.

Include the AC in the list of social institutions whose credibility should be measu-
red by sociological centres ona regular basis.

Recipient:
sociological centres.

Effect:
Raising public awareness of the AC's operation, along with an opportunity to plan
the growth of this indicator.

Develop and update a public dashboard of the AC's activities, which would contain
basic information on the AC's performance and achievements.

Recipient:
Accounting Chamber.

Effect:

Collection, storage, exchange, and analysis of data accumulated in the course of
the organization’s activities. More convenient processing and reviewing the results
of the Accounting Chamber’s operation.
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