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Audit of non-financial reporting: what standard should be used?

A business entity of whatever kind seeks to operate in long-term perspective by
achieving the strategies set out by it, including the strategies pertaining to social justice,
environmental protection, friendly use of natural resources and their renewal. It is also a
matter of the society’s concern. It is for this reason that non-financial reporting for sustain-
able development, provided by business entities, is demanded by users. The verification of
non-financial information is assigned to independent auditors. Although auditors use the
International Standard 3000 “Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information” for the verification purposes, the International Standard
3410 “Assurance Engagements on Greenhouse Gas Statements” can also be applied for
specialized spheres. When non-financial information is submitted together with financial re-
porting, the International Standard 720 (revised) “The auditor’s responsibilities relating to
other information” will be applicable. On the request of international donor organizations,
an auditor is allowed to use the International Standard 4400 “Agreed-upon procedures
engagements”. Given that the International Standard 3000 is the most demanded among
the auditors, the International Auditing and Assurance Standards Board provided a guid-
ance on its application. The phases of non-financial reporting audit and their content were
clarified on the basis of the International Standard 3000. The choice of an international
standard depends on the conditions of an engagement and relies on the professional judg-
ment of an auditor. Irrespective of a chosen standard, an auditor bears the responsibility
for the assessment of published non-financial reports for sustainable development. Real-
izing the responsibility before users of non-financial reporting, an auditor must assure the
quality of his services in keeping with the requirements of the International Standard on
Quality Management (ISOM 1). The working document of an auditor “Quality assessment
of assurance engagements other than audits or reviews of historical financial information
(non-financial reporting)” was elaborated, which would help assure the internal control
of auditing at engagement level. This document is standardized and can be used in the
auditing practice.

Key words: non-financial reporting, non-financial information, auditing, assurance
engagement, related auditing services, working documents, users.
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O. E. IVFEHYEHKO,

OOKMOP eKOHOMIYHUX HAYK, Npodecop,

3asioysau Hayionanwnozo yenmpy o0aiky ma ayoumy;

C. B. IIYJIbI'A,

00KMOp eKOHOMIMHUX HAYK, OOYEHM,

npoghecop xaghedpu 00Ky, ayoumy ma onoOamKy8aHHsL
Hayionanvna akademis cmamucmuxu, 001Ky ma ayoumy

Ayaut HediHAHCOBOI 3BITHOCTI — SIKMM CTAHAAPTOM KOPHCTYBATHCA?

byowv — sakuii cy6d’ekm 20cnodapio8ants npacHe 00 iCHY8aAHHA 8 00820CMPOKOBIll
nepcnexmusi yepes 00CseHeHHsl GUSHAYEHUX HUM CIPAmezitl, Y mMoMy YUcii Wooo coyianbHol
cnpageorusocmi, 30epesicents Ha8KOIUUHBLO20 CepedosUd, eKOHOMHO20 GUKOPUCTNANHS
npUpOOHUX pecypcie ma ix 6i0Ho81eHHA. Y ybomy 3ayikasnene i cycnitbemeo. Came momy
Hepinancosa 36imHicmb cy0 €Kmie 20CNO0APIOBAHHS W00 CMIUKO20 PO3BUMKY € 3d-
mpebysanoio 3 60xy kopucmysauie. Ilepesipka neginancosoi inghopmayii noknadacmocs
Ha He3anexcHux ayoumopis. OcmanHi nio 4ac nepesipku 0a0OMmMuvcsi 00 3aCMOCYSAHHS
Miscnapoornozo cmandapmy 3000 “3asdanns 3 HAOAHHSA BNEGHEHOCHI, WO HE € AYOUMOM Uil
021100M icmopuuHoi pinancogoi inghopmayii”’, 600HOUAC 0115 CNEYIANIZ08AHUX CPeEP MOIC-
ause 3acmocysanns Miscnapoonoeo cmandapmy 3410 “3asoanms 3 nadanms énegnenocmi
w000 38imis 3 napuuxosux easie’’. Axwo neginancosa ingpopmayis N0OAEMbCsi pazom 3
Qinarncosoro 3gimuicmro, 3acmocogyemvca Misxcnapoonuii cmanoapm ayoumy 720 (nepeans-
Hymuti) “Bionosgioanshicms ayoumopa ujo0do inwoi ingpopmayii”’. Ha eumoey mixcHapoonux
OOHOPCLKUX OpeaHizayii ayoumop modice suxkopucmosysamu Mixcnapoonuii cmanoapm
cynymmuix nociye 4400 “3ae0anns 3 gukonanms y32002ceHux npoyedyp . 3saxcarouu na me,
wo migicHapoouuti cmanoapm 3000 € Haubinbw 3ampedysanum ceped ayoumopis, Paoa 3
MidichapoOorux cmanoapmis ayoumy ma HA0aHHs 6NeBHEeHOCTN Ha0ald KePieHUYMEBO U000
tioeo 3acmocysanns. Ha niocmaei Misxcnapoonoco cmanoapmy 3000 ma xepisnuymea
YMOuHeHo emanu ayoumy Hepinancogoi 36imuocmi ma ix nanognioganicms. Bubip mozo
Yy THWO020 CIAHOAPMY 3ANeHCUms 8i0 YM0O8 3a80aHHA MA NOKAAOAEMbCS HA Npogecitine
cyoacenns ayoumopa. QOOHAK He3ANeHCHO 810 0OPAHO20 CMandapmy ayoumop Hece
BIONOGIOALHICMb 3a OYIHKY ONPUTIOOHEHUX HEDIHAHCOBUX 36IMIE U000 CIMIIIKO20 PO3GUINKY.
Posymitouu ceoto 8ionosioanviicms neped Kopucmy8auami He@hiHanco8oi 36imHocmi, ayou-
mop Mae 3abe3nequmu AKIiCmsb HA0AHUX nOcye 3a sumozamu Mixcnapoonozo cmanoapmy
ynpagninus axicmio 1.

Y pobomi pospobaeno pobouuii doxymenm ayoumopa “‘Oyinka aKocmi 3a80aHHSA 3
HAOAHHSL 6NE6HEHOCMI, WO He € AYOUMOM Y 021500M ICMOpuYHOi inarcosi inpopmayii
(Heghinancosa 36imuicmy) . Lleti 0okymenm cnpusmume 3a0e3neUeHtI0 6HYMpIUHb020 KOH-
Mpoo ayoumopcbKoi nepesipku Ha PieHi 3a60aHHA, MA€ YHIQIKosanull xapakxmep i Moice
Oymu 3acmocosanull y npakmuyi ayoumopis.

Kuaruosi ciioBa: neginancosa 3simuicms, neghinancosa ingpopmayis, ayoum, 3a-
60AHHS 3 HAOAHHS 6NEBHEHOCMI, CYNYMHI ayOumopcuKi nociyau, poooui 0OKyMeHmu,
KOpucmyeaui.

Introduction. Issues related with completion and reliability of financial and non-financial
information have been subject to continuous discussions by wide circles of users: investors,
proprietors, regulatory bodies, management officials, broader public. Non-financial informa-
tion is presented in form of reports and used by them mainly in taking decisions on future
business development or, less often, development of regions or municipalities. The procedure
for compilation and submission of non-financial reporting is regulated in the European Union
(EU) by a series of directives: Directive 2013/34/EU of the European Parliament and of the
Council on the annual financial statements, consolidated financial statements and related reports
of certain types of undertakings; Directive 2014/95/EU; the latest Directive on corporate reporting
for sustainable development with amendments and supplements [1-3].

The national law of EU member states, harmonized with general European requirements,
also involves the mandatory compilation and submission of non-financial reporting as part
of the management report [4-S8].
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Ukrainian companies also provide non-financial reporting by compiling and submit-
ting the management report, as stipulated by the Law of Ukraine “Accounting and Financial
Reporting in Ukraine” [9]. However, global economic challenges posed by the pandemic
and heavy losses in economic sectors and especially in the social security sphere, the mili-
tary aggression against Ukraine, millions of refugees in EU member states, food and energy
crisis, inflation processes have impact on sentiments of users of financial reporting, which
necessitates its extension and appropriate verifications.

Literature review. H. M. Bollas Araya and L. Sierra-Garcia analyzed the procedures
for verification of financial reporting by use of the International Standard AA 1000 and the
International Standard on Assurance Engagements 3000, with identifying weak and strong
sides of each [10].

H. Agaverdieva, G. Nazarova addressed the issue of information disclosure to stake-
holders in three dimensions: economic sustainability, social welfare, organizational stability,
including for non-government pension funds, for the assessment of this information [11; 12].

Technical recommendations on the procedure of compiling the management report for
Ukrainian enterprises were developed by T. Yefymenko et al., but issues concerning verifica-
tion of such report were not addressed [13]

S. Korol made an analytical review of independent auditors’ conclusions about non-
financial reports of European companies and revealed that they contained only limited as-
surance, which could be explained by the peculiar features of non-financial information as a
subject of auditors’ concern and by the methods used by auditors for identification, calculation
and assessment of sample studies [14; 15].

J. Baumiiller, S. O. Grbenic used results their analysis of the prospective EU law on
implementation of non-financial reporting for sustainable development to make the conclu-
sion that the amendments proposed by the latest EU Directive contained only an abridged
description of the this reporting audit [3; 16].

However, a review of proposals given by auditing firms of “The Big Four” shows that
auditors provide independent reports about various categories of non-financial information,
including:

— comprehensive reports that may disclose information pertaining to nature protection,
social, economic or administrative aspects;

— reports for sustainable development and corporate responsibility of the current
operation, objectives and developments in nature protection, social, economic or
administrative sphere;

- conformity of internal regulations with external standards or the corporate ethics
code;

- information about non-financial activities meant for stakeholders or the board of
directors;

— statements on social or environmental consequences related with certain categories
of products or services;

— information on green gas emissions, including estimations of pollutions or carbon
quotas as part of volunteer or official programs, climate risks;

— commitments in nature protection or social sphere in conformity with the negotiated
criteria;

— estimations of the external information interactions, including ones in comparison
with other large enterprises of the industry where a client operates [17;18].

Given the above, further clarifications of the methodology and methods for auditing of

non-financial reports are required.

The article’s objective is to develop practical guidelines on using the standards of audit
for verifications of non-financial information given in the notes to financial and non-financial
report, and to propose the guidelines to auditors.

Users of non-financial reporting ask managers questions about the veracity and complete-
ness of the reported statements. They pertain, first, to the assessment of the internal control
system as the basis for collection of reported data and its monitoring; second, quantitative and
qualitative indicators and assurances of administrative personnel, including ones related to
projection figures. The audit of non-financial reporting is currently mandatory in EU member
states for enterprises of public interest, medium enterprises, and expected to be introduced
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for small enterprises [3; 8; 21]. The classification of business entities, established by the law
of EU and Ukraine, is nearly analogous [1-3; 8].

The methodology involves a stipulated set of techniques to be used by an auditor
for verifications of non-financial reporting, whereas the method defines a set of auditing
procedures. The methodology and the method alike are dependent on the standard that
will be chosen by an auditor for use. International Standards of Quality Control, Auditing,
Review, Other Assurance, and Related Services Pronouncements (MSA) provide a general
guideline for an auditor [22].

Therefore, an auditing firm that is going to accept a client’s engagement has to decide
what standard is to be used for verification of non-financial reporting currently and sustainable
development reporting in the forthcoming future. This depends on the engagement terms set
by a customer of auditing services and/or legal requirements. The systematized standards
that are specified in MCA and can be used in the audit non-financial reporting are shown in
Table 1 (compiled on the basis of [22; 23]).

ISA 720 is a standard regulating verification of other information contained in financial
reporting. The International Standard “Assurance Engagements Other Than Audits or
Reviews of Historical Financial Information” 3000 regulates the assurance engagements,
the standard 3410 is meant for specialized reports on green gases and, as studies show, it
tends to be used by auditing firms of “The Big Four” considering the range of services that
they offer [17-20]. The International Standard on Related Services 4400 (ISRS) is used
when verification procedures are agreed upon between a customer and an executor, it is an
engagement that presents the results of work carried out by an auditor or another expert, but
without assurance. It tends to be used by the auditing firms commissioned by international
donor organizations to engage in verifications of reports by business entities that have been
granted non-repayable targeted charitable aid, humanitarian or technical assistance. This
issue is of vital importance for Ukraine in the conditions of martial law. The choice of a
standard is dependent on the engagement terms and the professional judgment of an auditor.

In keeping with EU Directive [3], an auditor is responsible for the assessment of
published non-financial reports for sustainable development, namely: (i) for the conformity
of the report with the applicable standards; (ii) for the assessment of materiality; (iii) for the
assessment of sustainability indicators; (iv) for the conformity with the taxonomy regulations
on publishing of sustainability indicators by business entities beginning with January 1, 2022
(the Taxonomy Regulation (Regulation (EU) 2020/852).

When non-financial reporting is subject to verification by ISA 720, an auditor should
make sure that it is carried out as part of the financial reporting audit. It means that the actions
on acceptance of client and engagement, risk assessment and assurance are involved, the
subsequent auditing procedures on response to the assessed risks are specified, the audit
evidence is obtained and assessed, the procedures of quality control are carried out, the
audit report is made with a separate paragraph highlighting other issues concerned with non-
financial information.

ISAE 3000, being concerned only with a separate report on non-financial information,
such as the management report, specifies that an assurance engagement that is carried out
can be part of a larger engagement. If so, ISAE 3000 should be used only for the part of an
engagement concerned with the assurance on non-financial reporting.

The International Auditing and Assurance Standards Board (IAASB) developing
International Standards on Auditing is not a novice in issues of performing audit of non-
financial information. ISAE 3000 revised in 2015 provides recommendations for audit
engagements concerned with non-financial information, when an auditor has appropriate
competencies in the subject of audit and when reasonable criteria exist by which the
verification results will be compiled. In April 2021, IAASB issued the Non-Authoritative
Guidance on Applying ISAE 3000, in order to address essential problems of sustainability
assurance, formulated by stakeholders. The published Guidance is used for verifications of
extended external reporting, including non-financial reports for sustainable development, it
is designed for consistent and proper use of ISAE 3000 and helps increase the trust in the
institute of audit (Table 2, compiled on the basis of [24]). Also, IAASB develops the standard
for audit of reporting for sustainable development, as announced on its website [25].
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Table 2

The structure of Non-Authoritative Guidance on Applying ISAE 300

Guidance chapter

Issues under consideration

Chapter 1. Applying Appropriate
Competencies and Capabilities

Review of competencies, skills, experiences of a team
engaged in verification of non-financial information.
Competencies and commitments of a partner. Actions on
quality control

Chapter 2. Exercising Professional
Skepticism and Professional
Judgment

Professional skepticism and professional judgment in
time of client acceptance, planning in time of carrying out
verification procedures is based on team experiences and
the assumption that non-financial information is misstated
and these misstatements could not be prevented by means
of control

Chapter 3. Determining Precondi-
tions and Agreeing the Scope of
the EER Assurance Engagements

Agreeing the scopes of engagement (subject of the auditor’s
concern) and its deadlines

Chapter 4. Considering the Entity’s
Process to Identify Reporting Topic

Determining the structure of non-financing reporting in
view of the operation specifics of a business entity and the
regulatory requirements (EU Directives, requirements of
the national law)

Chapter 5. Determining the Suit-
ability and Availability of Criteria

Determining the criteria for assessment of the reported
non-financial information, their sources, change and acces-
sibility of the criteria

Chapter 6. Considering the Process
Used to Prepare, or Internal Con-
trol over the Preparation of, the
Subject Matter Information

The character and size of a business entity, the specifics of
internal control (five causally related components of the
internal control scheme):

1) the control environment;

2) the process or risk assessment in an organization;

3) the process of monitoring of the internal control scheme
in an organization;

4) the information system and information interactions;

5) the procedures of control

Chapter 7. Using Assertions

The conceptions for preparation of the reporting, analysis of
potential types of misstatements in non-financial reporting,
statements: completeness, accuracy, assessment, cut-off,
classification and disclosure of information

Chapter 8. Obtaining Evidence

Planning of an engagement, including auditing procedures
for obtaining audit evidence, obtaining evidence and its
assessment, control measures pertaining to quality

Chapter 9. Considering the
Materiality of Misstatements

Qualitative and quantitative assessment of materiality in
identifying the misstatements, analysis of materiality at two
levels: at the level of non-financial reporting (the level of
material misstatement in non-financial reporting) and at the
level of the entity’s social interactions (number of entities
or businesses influenced by the engagement subject and
results), accumulation of the misstatements, comparison of
the misstatements with the level of materiality

Chapter 10. Addressing Qualitative
EER Information

The assessment in the following dimensions:

(1) the applied criteria for assessment of non-financial report-
ing and their relevance, completeness, reliability, neutrality,
intelligibility; (ii) the obtained evidence; (iii) the revealed
misstatements; (iv) the other information presented in non-
financial reporting; (v) the assurance report
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Table 2
Guidance chapter Issues under consideration
Chapter 11. Addressing Future- The assessment of information on the intentions and strate-
Oriented EER Information gies of a business entity, the evidence on which the informa-

tion about future is based

Chapter 12. Communicating Effec- | Reasonable assurance engagement — an assurance engage-
tively in the Assurance Report ment in which the practitioner reduces engagement risk

to an acceptably low level in the circumstances of the
engagement as the basis for the practitioner’s conclusion.
The practitioner’s conclusion is expressed in a form that
conveys the practitioner’s opinion on the outcome of the
measurement or evaluation of the underlying subject mat-
ter against criteria.

Limited assurance engagement — an assurance engage-
ment in which the practitioner reduces engagement risk

to a level that is acceptable in the circumstances of the
engagement but where that risk is greater than for a
reasonable assurance engagement as the basis for express-
ing a conclusion in a form that conveys whether, based

on the procedures performed and evidence obtained, a
matter(s) has come to the practitioner’s attention to cause
the practitioner to believe the subject matter information is
materially misstated

The structure of the Non-Authoritative Guidance on Applying ISAE 3000 allows for
elaborating a more detailed plan for verification of non-financial reporting for sustainable
development (with determining time frames and scopes of auditing procedures, appointing
an engagement group with appropriate experiences) and highlighting essential issues in the
report provided by an auditor or a practical expert.

The methods of assurance include methods of planning, obtaining evidence, assessment
of evidence, control, information communication and reporting. The principal procedural
approaches are as follows: (i) using auditing procedures to get understanding of the client
business and its operative environment, the internal control scheme allowing to collect the
data for the compilation of non-financial reporting and set up the supervision process for
the reporting; (ii) the assessment of auditor risk and determining the materiality level; (iii)
on the basis of risk assessment, setting up the subsequent procedures for obtaining audit
evidence and assessing its acceptability and sufficiency for forming the auditor’s judgment.
The audit approach for any category of assurance engagement builds on the assessment of
risks of material misstatement of the reporting and includes the phases shown in Figure 1
(compiled on the basis of [22—-24]).

The set of assessment criteria for non-financial information includes feasibility, complete-
ness, reliability, neutrality, intelligibility. The phase of acceptance of client and engagement
involves general procedures characteristic of the audit. The phase of risk assessment and
planning needs to put special emphasis on the risks of material misstatement of non-financial
information, associated with the intrinsic (integral) risk and the risk of business entity’s control
scheme. The materiality concept is the cornerstone of current requirements for non-financial
reporting, established by EU directives, with the materiality being considered at two levels: (i)
reporting and (ii) information impact on the society and stakeholders. At the phase of obtain-
ing audit evidence and forming the auditor opinion, care should be taken of the qualitative
and quantitative aspect of the evidence as a way to assure its acceptability and sufficiency.

The new International Standard of Quality Management 1 “Quality Management for
Firms That Perform Audits or Review of Financial Statement, or Other Assurance or Related
Services Engagements” (ISQM 1) requires the development of procedures for the assurance
engagement control and, hence, the control of engagements on verification of non-financial
reporting [26]. But as ISQM 1 provide only a general trajectory for the move of an auditing
firm towards the quality management, each auditing firm has to implement internal standard-
ization and own technical guidelines. Table 3 (developed by the author) shows a working
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document for quality assessment designed for the engagement on verification of non-financial
reporting. The proposed working document is based on the requirements of ISQM 1 and out-
lines the measures of control in performing the engagement on verification of non-financial
information. It has a standardized form and can be used in auditors’ practices.

(Assessment of the auditor’s independence )
(if necessary), assessment of the engagement
acceptability, including the test for fraud,
determining the engagement subject, the
responsibility of parties and the criteria for
conformity assessm ent (agreement letter),

\_ quality control )

I phase: acceptance of
engagement and client

~

(Determining the engagement subject, the specifics

of internal control, assessment of the materiality
n

II phase: risk assessment
and planning of verificatio

(“double materiality” for non - financial reporting),
the risk of misstatement (reasonable and limited
assurance), the character, time and scopes of
planned procedures, the criteria of information
kassessment, control )

( )

Obtaining the evidence that confirm the conclusion;
— 3 taking decision on its sufficiency and acceptability,
making the report in written form, quality control

\_ V,

III phase: obtaining auditor
evidence, their assessment,
reporting on the basis of
obtained evidence

Figure 1. The phases of non-financial reporting audit

Another series of standards used in the international practice is AA1000 developed by
the British Institute of Social and Ethical AccountAbility, aimed at enhancing the quality,
transparence and accountability of the sustainable development reporting, in order to meet
the needs of information stakeholders and account for their opinions when analyzing busi-
ness entities’ reports. The Standard AA1000 v3 (Assurance Standard) specifies the rules for
verification of the report on non-financial information on the basis of criteria of materiality,
completeness and conformity, and for integration of these criteria in the company reporting
management scheme [27]. As this standard has not found application among Ukrainian audi-
tors, it needs a more detailed scrutiny.

Conclusions. Non-financial reporting is becoming more and more widespread. Busi-
ness entities, in keeping with EU instructions, are obliged to have the external confirmation
of financial reporting for sustainable development, and its users need detailed and unbiased
information and guarantees of its completeness, reliability and objectivity. There guarantees
can be provided by independent auditors. The verification of non-financial reporting by an
auditor can be made by several ISA and the standards elaborated by noncommercial organiza-
tions in the sustainable development field: ISA 720, ISAE 3000, 3410 ISRS 4400, AA1000.
Given the increasing dissemination of ISAE 3000, recommendations on its use should be
scrutinized. The latest requirements on quality management in auditing firms necessitate
control measures on the quality of assurance engagements other than audit. In view of this, the
Non-Authoritative Guidance on Applying ISAE 3000 and requirements of ISQM 1 were ana-
lyzed, with elaborating the working document of an auditor “Quality assessment of assurance
engagements other than audits or reviews of historical financial information (non-financial
reporting)” allowing to form the controller’s opinion about the created quality management
scheme in an auditing firm, and the opinion of how this scheme performs at engagement
level. The high-quality accomplishment of an engagement will help enhance the users”’ trust
in non-financial information and the whole institute of audit. Future research is expected to
focus on analysis of the process of non-financial reporting audit by the International Standards
on Auditing and other regulations, in particular the Assurance Standard AA1000 v3.
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