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TAXATION AUDIT, TAX CONTROL AND DUE
DILIGENCE OF LARGE ENTERPRISES: STATE,
TRENDS, DETERMINANTS OF DEVELOPMENT

ABSTRACT

The article is to substantiate the essence, divergences and determinants of the evolution
of taxation audit, tax control and tax due diligence of large enterprises, and to develop
proposals for their improvement. There was distinguished the essence of the concepts
of "taxation audit" as a service provided by an audit firm, and the concept of "tax audit"
as a form of tax control by the State Tax Service of Ukraine (STSU). A definition of a
tax audit of a large taxpayer is proposed. It was determined that tax due diligence
includes a study of the taxation system of an enterprise, assessment of significant tax
risks, and optimisation of tax burden, and is carried out before mergers or acquisitions
of companies’ capitals. It was defined that for the purposes of taxation audit, tax control
and due diligence, the concepts of "large taxpayer" and "large enterprise" should be
identified since the criteria for their recognition in economic and tax legislation are iden-
tical. An analysis of the statistical data showed an upward trend in detected cases of
tax abuse in 2019-2023. The main share of violations is related to corporate income tax
(42.5%), value-added tax (29.0%), and rent payment (13.5%), which increased during
the martial law. The evolution of the dynamics of the volume of voluntary auditing
services and taxation audits in 2019-2023 showed a negative trend towards its reduc-
tion, while the number of tax violations detected by government agencies increased.
Taxation audit and tax due diligence are carried out voluntarily as a service provided by
an audit firm, which combines both elements of an assurance engagement and elements
of a consulting service. A conceptual model of taxation audit, tax control and due dili-
gence of large enterprises was proposed, which will contribute to the growth of the
services® quality and their synergy.

Keywords: audit, taxation and tax control, taxation audit and tax audit, due diligence
and tax due diligence, analysis, financial and economic analysis, tax management of
large enterprise
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INTRODUCTION

One of the conditions for Ukraine's integration into Euro-Atlantic structures is the con-
struction of an open and transparent system of cooperation between business, society
and the state. An effective mechanism for increasing the level of confidence and trust
in society is an audit, which is fully capable of meeting the growing needs of stakehold-
ers providing the main objective, unbiased data on the economic and property status of
business entities, economic stability, tax payments, development opportunities etc.

Users of financial information, represented by government agencies, are particularly
interested in raising funds for the consolidated state budget by taxes and duties. Large
enterprises are the systemic payers of taxes and duties in Ukraine, which, in turn, are
interested in understanding and assessing the tax risks of their financial and economic
activities. In practice, a number of audits and consulting services have been developed
to investigate tax payment issues and assess tax risks. However, currently, there is no
thorough theoretical research on taxation audit and tax control (due diligence), which
leads to debate and misunderstandings.
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In accordance with the classification of enterprises and legislation [1], large enterprises are determined as socially im-
portant and required to conduct a mandatory audit, which indicates the increased interest of society in general and of
individual users such as in particular, government agencies and investors. That is why the subject of taxation audit, tax
control and due diligence are relevant and require further scientific research in the future.

LITERATURE REVIEW

The subject of taxation audits and/or tax audits has been studied by many domestic and foreign scholars.

Such scholars as Holovatska S.I., Kurak A.I. [15], Hutsalenko L.V. [16], Pavlov V.V. [17], Kostinska V.M. [18] devoted their
works to the study (research) of theoretical-methodical and real aspects of audit service and due diligence.

A significant group of scholars focused on the study of the peculiarities of organisation and functioning of the taxation
system as a direction of state administration or financial control. Thus, Artyukh O.V., Kostiuk B.V., and Hotsuliak V.D.
consider tax audits as a component of the financial control system [3; 6; 11]. Kraevskyi V., Kostenko O., and Skoryk M.
hold the same position, considering the audit of tax as one of the measures of tax check, which is not properly regulated
by law [7].

The scientific work of Tarashchenko V.A. considers the study of the essence of tax audit, as well as the definition of its
tasks, subjects and objects [13].

Anfinohenetova N.Y., Voinova T.S., and Krasota O.H. in their article cover the issues of the functioning of the STSU and
its function in the collection and payment of taxes [2; 4; 8].

Another school of scientists, for instance, Nazarenko I.M., Negodenko V.S., Melnychuk B.V., Hutsalenko L.V., Kostinska
V.M. and others consider the subject of taxation audit and tax control (due diligence) as a type of audit services provided
by audit firms without taking into account the needs of public authorities and the social importance of taxes and duties
payments for society as a whole [10; 14; 16; 18]. Thus, Petryk O.A. focuses on the study of taxation audit as a service
provided by an audit firm for a client company, the essence of which is to check the correctness of the display and
mandatory taxes payment and fees payment by the enterprise [12]. Duhar T.E. is convinced that tax audit should be
considered not at the level of examination of the taxation of an enterprise, but at the level of examination of one tax only,
thereby somewhat narrowing the tools of this form of independent control [5].

Holovatska S.I. and Kurak A.L in their studies reveal the essence of due diligence as an effective tool for managing business
risks and prove the effectiveness of this audit and consulting service in the private sector of the economy [15].

From a scientific point of view, there are significant results of the research conducted by the authors’ team [17] on the
possibilities and peculiarities of using control and analysis methods while conducting the audit service of due diligence.
Lysenko A.M. [9] pays attention to the study of methodological tools for forecasting and planning for the development of
strategic decisions in audit, analysis and taxation.

Acknowledging the importance of the scientific achievements of the scholars, we note that the study of the status, trends,
determinants and tools of taxation audit and tax control (due diligence) of large enterprises is currently very relevant.
There is a need for a comprehensive comparative analysis of such concepts as "tax audit", "taxation audit", and "control
of tax". It is also relevant to study the role, importance, and tasks of an audit and due diligence in the management of
taxation of large enterprises, to develop a conceptual model of taxation audit, tax control and due diligence of large
enterprises to ensure their synergy.

AIMS AND OBIJECTIVES

The purpose of the article is to substantiate the essence, trends and determinants of the development of taxation audit,
tax control and due diligence, and to develop proposals for improving the theory and practice of taxation audit, tax control
and due diligence of financial and economic activities of large enterprises.

Achievement of the research objective is possible through the fulfilment of the following tasks:

= to clarify the difference between the concepts of "taxation audit" and "audit of tax";

= to study the theoretical essence of the concept of "taxation audit" based on a comparative analysis of scientific
literature, and to propose the author's vision of the content of this term in relation to the examination of a large
taxpayer;
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= to define the criteria as a company as a "large enterprise" under the Law of Ukraine On Accounting and Ukraine
Financial Reporting (Law On Reporting) and the Economic Code of Ukraine

= to investigate the facts of tax abuse and risk criteria that indicate the need to conduct taxation audits of large
enterprises;

= to analyse the trends in the provision of a volume of services on taxation audit, and other tax advisory services by
audit firms;

= to develop a conceptual model of taxation audit, tax control and due diligence of large enterprises.

METHODS

The combination of general and special methods of knowledge is the theoretical and methodological basement of the
exploration. The general research methods used in the study include induction, deduction, synthesis, analysis, abstraction
and concretization. Special research methods were used to confirm the theoretical results of the study by practical calcu-
lations: the method of averages, analysis of dynamics, and coefficient analysis. The applied research methods allowed the
formulation of conclusions that will be useful both for the development of the theory of taxation audit and for conducting
audits by practitioners. To confirm the theses set out in the article, there were used the publications of scientists on the
subject of taxation audit, tax audit and due diligence, statistical data, reports of state agencies, official Internet resources
and regulatory legal acts on taxation.

RESULTS

Conducting taxation audits, tax control and due diligence to ensure effective management of the financial and economic
activities of large enterprises and optimisation of their tax burden, requires a proper understanding of the essence of these
economic concepts. The usage of the concept of "taxation audit" indicates that it is often identified with tax audit and tax
control, giving these terms identical economic content. However, an analysis of the legislation provisions and scientific
publications on this subject shows that there are certain differences between the above-mentioned concepts (Table 1).

Table 1. Defining the essence of the concepts of "taxation audit”, "tax audit" and "tax control" in scientific and regulatory sources.

No. Author, source Definition of the concept

. Tax state control is a system of actions of state bodies, which are carried out to carry out control:
Tax National Code

1 of Ukraine (Article . according to the correctness of the display, timeliness and completeness of tax payments;
61) [19] . f_or th_e goal of establisr_\ing_compliance with the Iegislatipn on the circglat?on of cash, cash transactions,_patenting,
licensing and other legislative acts, the control of compliance with which is entrusted to the control bodies.
Tax audit is:
2 Arti . this is the study of accounting and reporting of the enterprise as a taxpayer in order to form an independent opinion
iukh O.V. [3] A ? ; ] N - A
on the reliability of tax reporting, completeness and compliance with current legislation in all essential aspects;
. to help management staff make optimal decisions regarding taxes.
3 Anfinohenetova N.Y. | Tax control is an independent area of state financial control. It is characterised by a certain stage of financial activity - the
[2] stage of mobilisation of cash to public monetary funds.
A tax state audit is a set of actions, approaches and methods used by employees of control bodies in the field of taxation.
The purpose of the tax state audit is:
4 Voinova T.S. [4] . to establish the correctness of tax declarations and calculations and their compliance with the actual data of financial
and economic activity;
. increase the degree of public trust in compliance by taxpayers with the current legislation.

5 Hotsuliak V.D. [11] | A tax state audit is an effective means of financial control that is widely used by state regulatory authorities.

State tax audit is an independent state control of accounting: 1) the purpose of which is to assess the correctness of the
6 Duhar T.E. [5] display and payment of taxes to the state and local budget; 2) to display accounting data of enterprises as taxpayers in the
regulated reporting of the enterprise.

Kraevskyi V.M.,

7 Kostenko O.M., A tax audit is an independent examination to understand whether taxes are calculated and paid correctly by the company.
Skoryk M.O. [7]
8 Krasota O.H. [8] | A tax audit is an independent examination of tax accounting.

A state tax audit is an independent review of the company's reporting for the purpose of forming an opinion on the reliabil-
ity and risks of loss of financial resources when sending additional payments to the budget in the form of taxes and fines
that may be charged in the future during an inspection by supervisory authorities.

Nehodenko V.S.,
Melnychuk B.V. [14]

State tax audit — a system of cooperation between representatives of state authorities and taxpayers regarding the organi-
zation and implementation of an audit of the financial statements of taxpayers regarding compliance with the requirements
Tarashchenko V.A. s . -
10 [13] of the regulatory and legislative framework, studying the correctness of the calculation and payment of mandatory pay-
ments, the correctness of drafting and submitting of tax and financial reports, summarising the results of the examination,
and studying its results [11, p. 4].
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The analysis evidences that there is no common interpretation of the essence of the taxation audit as a separate economic
category. Mostly, the essence of these terms is equated to a single basis - verification of correctness: determination of the
tax base, tax rates, tax calculation and payment terms at the company. In addition, some scholars consider taxation audits
to be a priority compared to other types of audits [2; 6]. When studying tax audit, many authors point out its main
shortcomings, relying on tax legislation, and ultimately equating it with procedural actions [3; 12]. The tax legislation
defines the concept of "tax control" and emphasises that such control in Ukraine is carried out by national (state) agencies
authorised to examine the correctness of calculation, completeness and timely payment of taxes and duties by enterprises
[19]. The STSU is a state agency authorised to carry out tax control in Ukraine. However, in official letters from the STSU,
the term "tax audit" is used to refer to tax control measures. In addition, the department of the STSU authorised to conduct
tax examinations is named the "tax audit department". Thus, tax control is exercised by the departments of the STSU in
the form of tax audits, which indicates that the meaning of these concepts is identical. A similar position is held by
Tarashchenko V.A. [13] and Hotsuliak V.D. [11], who consider tax audits to be the prerogative of the state agency au-
thorised to exercise tax control. We agree with these authors and believe that the need to arrange the terminology and
classify tax examinations provides for a need to use the concept of "tax audit" separately from the term "taxation audit".
In our opinion, contrary to tax audit, the concept of "taxation audit" is a type of voluntary independent audit conducted
by audit firms at the request of companies. A taxation audit is conducted to express an independent auditor”s opinion on
the correctness of tax calculation and payment includes recommendations on tax planning, and tax optimisation, and
provides an action plan for correcting errors to avoid fines. The basic difference between a taxation audit and tax consult-
ing, which is also performed by audit firms, is that a taxation audit (like any other type of audit) involves performing an
assurance engagement. According to International Standards on Auditing, an assurance engagement should include the
auditor's independent opinion, in all material respects, on the reliability of the complete set of the company s statements
to increase the level of assurance. While in the case of an independent financial audit, the object of study is the financial
statements, in the case of a taxation audit, the object of examination is the tax reporting.

In the tax consultation dated 21.07.2021 No. 2855/ITC/99-00-07-08-01-06 [20], the STSU draws attention to the fact that
starting from August 2021, the use of electronic audit was introduced as an integral part of the documentary audit of large
taxpayers. The tax consultation also mentions the obligation of big taxpayers to submit a Standard Audit Tax File (SAF-T
UA) at the request of the regulatory authority while conducting the examination. Thus, to verify the reliability of taxation
of a large taxpayer, it is necessary to provide a definition of taxation audit, which includes elements of mandatory condi-
tions for such audit.

In view of the above, the authors of this article came to a conclusion and propose the definition of a /arge taxpayer's
taxation audit as an independent examination by an audit firm of the reliability of the taxes and duties calculation and
timeliness of their payment by a large taxpayer as required by the national Ukrainian legislation in order to express the
auditor's opinion on the correctness of reflection of the taxes and duties in tax reporting and the electronic information
system taking into account information cybersecurity. This interpretation, in our opinion, specifies the essence of taxation
audit in the context of its digitalisation and emphasises the role and importance of information generated as a result of
the examination and protection from an unauthorised user. The improvement of the categorical apparatus made it possible
to distinguish between the concepts of "taxation audit" and "tax control (Figure 1).

According to the regulations of the Ukrainian Law on Audit of the full package of a company s reporting and activities of
the subject of audit [21], taxation audit of large enterprises, as an independent form of control, is carried out at business
entities in the form of a substantive audit (checking the display and payment of taxes, fees), as well as in the form of
providing consulting services on the issues of display and correct payment of taxes [21].

It should be noted that today, in addition to the classical audit of statements, audit firms provide a large number of related
services. Due diligence is relatively new in the local market and creative service offered by audit firms.

In the course of activities, companies gain experience in various examinations: companies are examined by government
agencies and institutions, creditors and partners, but full-fledged due diligence is usually a deeper and more complex
procedure that always requires significant transparency from the company, its management and owners [22].
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"Taxation audit" ., Tax audit N
‘Tax control
diistinctive features:
Service customer Company manager (owner) State Tax Service of Ukraine

Availability of an auditor's Not required, control (audit) is carried out on the

certificate Required basis of a referral for examination

Quality of services Audit Chamber of Ukraine State Tax Service of Ukraine

Audit costs At the business entity's own expense The examination is Gai”‘e" out at the expense of
the regulatory authority.

Calculation of examination Contractual principles (based on a contract and According to the examination plan issued by the

costs establishing the cost of services for 1 hour) STSU

Implementation of results Error correction is voluntary Correction of errors i mandatory or can be

challenged in court

common features:

Company’s tax accounting data, financial accounting data, tax calculations, tax returns, accounting

Object of examination ledger cards, transaction ledgers, information, and financial and tax reporting of the company.

Legal regulation Tax Code of Ukraine, Laws, letters of the STSU, International Standards

Auditor's responsibility Disciplinary, administrative, criminal

Figure 1. Common and distinctive features between the definitions of "taxation audit", "tax audit" and "tax control".

In general practice, due diligence is the action of gathering and analysing information about a business object before
entering into a contract, transaction or asset acquisition. Transactions requiring preliminary due diligence can vary greatly
in nature and are listed below.

= Mergers and acquisitions (M&A): the acquirer conducts a comprehensive pre-acquisition examination, including fo-
cusing on the tax risks of carrying out financial and economic activities;

= Issuance of securities: initial public offering (IPO) or bond issuance — the company's expertise is carried out with the
involvement of professionals (legal, financial and other consultants);

= Obtaining international financing (for example, a loan from the EBRD or IFC) or a grant — the examination is carried
out by a financial institution with the involvement of professional consultants;

= Entering into partnership agreements, starting work as a supplier with large international companies, etc.

A mandatory element of the assessment is the transparency and honesty of the recipient of funding in terms of social
responsibility and cooperation with government agencies on paying taxes and duties [22].

Depending on the object of the examination, different types of due diligence are distinguished, in particular: economic and
legal due diligence; due diligence of statements and special purpose reporting; due diligence of financial position and cash
flows of a business entity; tax due diligence; operational due diligence; due diligence of technical documentation of a
business entity; marketing due diligence; environmental due diligence; due diligence of the functioning of information
systems of a business entity.

A specific due diligence service provided by an audit or consulting firm usually combines at least several of the above
types. For the purposes of our study, attention should be paid to the essence and objective of tax due diligence.

Tax due diligence is a review of the company's taxation system, assessment of significant tax risks, and study of opportu-
nities to optimise tax burden, which is carried out before the acquisition of the stocks or shares in the authorised capital.
For the purposes of tax due diligence, it is worth noting that not only the Tax National Code of Ukraine is used while a
company which is a "large enterprise" is carrying out its financial and economic activities. The companies also rely on the
provisions of the Economic National Code, the Ukrainian Law of Accounting etc.
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The law relevant to audit activities [21] makes reference to the economic category of a "large enterprise" guided by the
provisions of the State Ukrainian Law On Joint Stock Enterprises No. 2465-IX of 27.07.2022 [23] and the State Ukrainian
Law No. 3587-IX of 22.02.2024 [24]. When analysing the criteria for classifying a business entity as a "large company" for
the purpose of auditing the calculation of taxes and tax payments, the authors considered the Economic Code of Ukraine
[25] and the specialized accounting law [1]. Based on the data of the study of the economic content of "large enterprise"

for the purposes of tax audit, some differences in the criteria were revealed (Figure 2).

Economic entities
(p. 2 of Art. 55 of the National Commercial Code)

accordance with the procedure established by law

Business entities are legal entities established in accordance with the legislation, carrying out economic activities and registered in ]

A 4

Ukrainian and foreign citizens of Ukraine, stateless persons who are registered as business entities

(p- 3.5 of Art. 55 of the National Commercial Code No. 436-1V dated 16.01.2003.)

Economic entities

L

Micro-company

Small company

[ Medium company

t LARGE ENTERPRISES

individuals registered in the

private entrepreneurs who
have an average number of
employees during the
reporting period (calendar
year) not exceeding 10
persons and annual income
not exceeding the amount
equivalent to EUR 2 million
determined according to the
yearly average exchange
rate of the National Bank of
Ukraine (NBU)

manner prescribed by law as

individuals registered in the
manner prescribed by law as
private entrepreneurs who
have an average number of
employees during the
reporting period (calendar

P> year) not exceeding 50

persons and annual income
not exceeding the amount
equivalent to EUR 10 million
determined according to the
yearly average exchange
rate of the NBU

micro-enterprises, small
enterprises, and large
enterprises.

economic entities other than

Legal entities — economic
entities of any
organisational and legal
form, and form of
ownership, and an
average number of
employees exceeding 250
persons and annual
income from any activity
exceeding the amount
equivalent to EUR 50
million determined
according to the yearly
average exchange rate of
the NBU

during the reporting period
(calendar year) not

exceeding 10 persons and
annual income the amount
equivalent to EUR 2 million

yearly average exchange
rate of the NBU

legal companies — companies
which have an average staff

determined according to the

v

legal companies — companies
which have an average staff
during the reporting period
(calendar year) not
exceeding 50 persons and
annual income the amount
equivalent to EUR 10 million
determined according to the
yearly average exchange
rate of the NBU

p. 2 of Art. 2 of the Law On Accounting No. 996-XIV dated 16.07.1999

L T~

Micro-enterprises
(including start-ups)

Small enterprises

Medium enterprises

LARGE ENTERPRISES

~_~

~_~

~_~

~_~

1) value of assets - up to EUR
350 thousand inclusive;

2) net income - up to EUR 700
thousand inclusive;

3) average staff - up to 10
persons inclusive.

1)

2

-

3

<

book value of assets - up to
EUR 4 million inclusive;

net income from sales of
products (goods, work,
services) - up to EUR 8
million inclusive;

average staff - up to 50
persons inclusive.

1) book value of assets — up
to EUR 20 million inclusive;
net income from sales of
products (goods, work,
services) - up to EUR 40
million inclusive;

average staff - up to 250
persons inclusive.

2

-

3

=

1) value of assets — More
than EUR 20 million;

2) net income - more than
EUR 40 million;

3) average staff — More
than 250 persons.

Figure 2. Criteria for classifying a business entity as a "large enterprise" in accordance with the law. (Source: piled by the authors, based on
[1; 25])
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That the Economic Code defines "large enterprise”as an economic entity of any organisational and legal form, which has
an average staff exceeding 250 people and annual income exceeding the amount equivalent to EUR 50 million determined
according to the yearly average exchange rate of the NBU [25]. In the Law On Accounting, a large enterprise is a legal
entity with a value of assets exceeding EUR 20 million, net income exceeding EUR 40 million and an average staff exceeding
250 persons [1].

In addition to the concept of "large enterprise", the Tax Code provides for a separate category of "large taxpayers", which
must be taken into account during the audit of tax calculation and payment and tax due diligence. According to the
definition of the Ukrainian Tax National Code, a "large taxpayer" is a legal entity whose income from all types of activities
for the last reporting quarters exceeds the equivalent of EUR 50 million, or the total amount of taxes, duties to the Ukrainian
State National Budget (except for customs payments) for the same period exceeds the equivalent of EUR 1.5 million [19].
In other words, a "large taxpayer" is the same as a "large enterprise". Such interpretations and criteria for recognizing a
"large enterprise" sometimes lead to confusion, in particular, the latter is reflected at the macro level of the organization
of independent audit as a form of control in Ukraine. Summing up the activities of independent audits in general in Ukraine,
it will be difficult for audit firms to group their income, determine the structure of the services provided and come to a
single basis of "large enterprise". We would like to note that this also applies to the mandatory independent audit carried
out at public interest enterprises, which include "large enterprises" and "large business entities". The results of the study
confirm the fact of the imperfection of the current legislation in terms of the classification of legal entities. Therefore, for
the purposes of taxation audit of large enterprises and their tax consultation due diligence, we conclude that it is advisable
to identify the concepts of "large enterprise" and "large taxpayer" on the basis of the same criteria for their recognition in
the legislation [19; 25].

Importantly, the STSU, by its Letter No. 1962/99-99-29-01-01 dated 07.08.2019, provides clarification on the recognition
of the risk criteria of a taxpayer. Accordingly, a large taxpayer meets the risk criteria if according to the information
available in the departments of the STSU [26]:

=  the taxpayer was registered based on invalid documents;

= the taxpayer was registered with subsequent transfer (registration) into the possession or under management of
non-existent, deceased, missing persons;

=  the taxpayer was registered with the state registration authorities by individuals who did not intend to conduct
activities;

=  the taxpayer was registered and conducted activities without the knowledge of its founders and managers;

= a court verdict of conviction;

. decisions on determining the riskiness of the taxpayer.

Data on the inclusion of a taxpayer in the list of risky taxpayers or exclusion of a taxpayer from this list is available to the
taxpayer in the Electronic Cabinet.

Thus, an independent taxation audit, tax control and due diligence of large enterprises, which have proved to be necessary
today in terms of prevention and confirmation of the reliability of information, shall be carried out with a high degree of
accuracy and taking into date the following features (Figure 3).

Taking into account risk criteria will help ensure a high level of transparency in conducting taxation audits, tax control and
due diligence of large business entities, minimize tax risks, fulfilment of tax obligations by large enterprises, and prevent
possible claims from tax authorities.

The role and importance of taxation audit of large enterprises is enhanced by the introduction from 2023 in Ukraine of
electronic audit (e-audit) as part of the documentary examination of large taxpayers. E-audit is conducted at the request
of regulatory authorities based on the Standard Audit Tax File (shortened name - SAF-T UA). The introduction of e-audit
into domestic practice is associated with the implementation of clause 2 of the terms of the Memorandum between Ukraine
and the EU regarding Ukraine's receipt of macro-financial assistance. Starting from January 2025, subject to the adoption
of relevant amendments to the tax legislation of Ukraine, the submission of the SAF-T UA file for large taxpayers is planned
as a mandatory requirement.
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RISK CRITERIA FOR CONDUCTING TRANSACTIONS BY LARGE BUSINESS ENTITIES

Y

the volume of supply of goods (services) specified in the tax invoice exceeds the indicators determined by the regulatory
authority

Y

absence (cancellation, suspension) of licenses

Y

absence on the date of the drafting of the tax invoice/adjustment calculation, of information (current entry) in the Register of
Excise Tax Payers on Fuel Sales about a business entity that registers a tax invoice for goods (fuel) with the UKT ZED codes
in accordance with p. 215.3.4 of paragraph 215.3 of Art. 215 of the Tax Code

Y

Y

the adjustment calculation made by the supplier to the tax invoice drawn up for the recipient - the payer of value-added tax,
if a change in the nomenclature of the goods/service is envisaged (for goods codes according to the UKT ZED - a change in
the first four digits of the codes, and for services codes according to the State Classifier of Products and Services (DKPP) - the
first two digits of the codes), provided that there is no such a good/service specified in the adjustment calculation submitted
for registration with the Register, in the Taxpayer Data Table as a good/service that is supplied (manufactured) on a
permanent basis

the amount of compensation for the cost of a good (service) exceeds the amount of the balance, which is determined as the

difference in the volume of purchases in the customs territory of Ukraine from January 1, 2017

Y

deadlines established by the Tax Code

calculation of the adjustment to reduce tax liabilities to the tax invoice issued and re
for a non-payer of value-added tax, drawn up and submitted for registration with

?

istered by the supplier
e Register within a peri
calendar days from the date of drawing up the tax invoice registered with the Register without violating the registration

s

oods/services
exceeding 14

Figure 3. Risk criteria for conducting transactions by large business entities for the purposes of taxation audit, tax control and due dili-
gence. (Source: compiled by the authors based on [26])

The need for tax audit and tax due diligence of large enterprises is confirmed by numerous facts of abuse and violations
in taxation of business entities. The facts of abuse of tax legislation are confirmed by official data from Ukrainian agencies:
the STSU and the Ukrainian Office of the Prosecutor General (Table 2).

Table 2. Dynamics of violations of tax legislation (according to the STSU and the Ukrainian Office of the Prosecutor General) and the
cost of non-audit services (including taxation audit) provided by audit firms in 2019-2023. (Source.: compiled by the authors based on [27-

29])

Indicator 2019 2020 2021 2022 2023 Total
Violations in the calculation and payment of taxes, recorded based on
the information of financial control by the Ukrainian State Tax Service - 15,658.8 - 16,045.5 41,741.1 73,445.4
[27] (Y), UAH million, including:
corporate income tax - 8,783.1 - 4,204.0 18,248.0 31,235.10
value added tax - 5,808.3 - 4,128.7 11,329.0 | 21,266.00
excise tax - 65.6 - 2.3 9,375.0 9,442.90
environmental tax - - - 474.8 474.80
rent payment - - 7,688.6 2,263.0 9,951.60
property tax - - - 50.6 50.60
unified tax - - - 0.7 0.70
personal income tax - 817.1 - 12.8 - 829.90
military tax - 61.8 - 0.7 - 62.50
unified social contribution - 122.9 - 8.4 - 131.30
t -2 -1 0 1 2 0
2 4 1 0 1 4 10
Yt 0 -15,658.8 0 16,045.5 83,482.2 83,868.9
Y(t) = 14,689.1 + 8,386.9t -2,082.9 6,303.1 14,689.1 23,075.1 31,461.1 73,445.5
Number of payment evasion of tax, duties (mandatory) payments (Y) 708 910 53 237 54 1,952
... [28], cases
t 1 2 3 4 5 15
2 1 4 9 16 25 55
Yt 708 1,820 129 948 270 3,875
Y(t) = 984.7 — 198.1t 786.6 588.5 390.4 192.3 -5.8 1,952
E;/)Satu?jfitr(e:g(rj:;:gig;)?zgl]]fjllSAsﬁrz'I](i:lleinglnCIUdmg taxation audit) provided 244.7 } R } 118.0 362.7
t -2 -1 0 1 2 0
2 4 1 0 1 4 10
Yt -489.4 0 0 0 236 -253.4
Y(t) = 72.5 - 25.3t 21.9 47.2 72.5 97.9 123.2 362.7
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The data of the analysis show a trend towards an increase in tax abuses for the period 2019-2023 detected by the STSU.
The main share of violations is related to enterprise income tax (42.5%), VAT (value-added tax) (29.0%), and rent pay-
ment (13.5%). Note that a particular increase in the volume of distortions and abuses in the field of taxation occurs during
martial law. Starting from 2023, the Ukrainian State Tax Service has recorded the amounts of underpayment of taxes and
duties at the level of UAH 41,741.1 million, which is 166% higher than the pre-war figures in 2020. The facts of tax evasion
are also confirmed in the official reports by the Office of the Ukrainian Prosecutor General for the period 2019-2023. This
trend is negative for the national economy of Ukraine. Its correction is possible only by preventing violations and timely
correction of distortions in financial accounting and accounting of tax, which will be carried out through taxation audit, tax
control and due diligence by independent financial control entities.

We deem it necessary to focus attention on the fact that large enterprises belong to the category of enterprises that,
according to the Law on Audit No. 2258-VIII dated 21.12.2017, have the goal of confirming the reliability of economy
indicators of reports. The data of the study showed that today, taxation audit is characteristic mainly of small enterprises,
medium enterprises, and micro-enterprises in the form of consultations on tax calculation and payment. In our opinion,
taxation audits should occupy a more significant place in the system of independent financial control, but due to the
reluctance of management and the lack of free funds, it is not the main type of audit.

Figure 4 presents the general trend in the development of taxation audits in comparison with the trend of tax violations
detected by the agencies of the STSU and the Ukrainian Office of the Prosecutor National General for the period 2019-
2023.

35000 31461,1
30000
25000
20000
15000
10000
5000
786,6
0 -2082,9 — & /’ 472 g 97+9 123,2
21,86
-5000
2019 2020 2021 2022 2023
—&— \/iolations recorded by the STSU regarding the calculation and payment of taxes by companies, UAH million
Cases of tax (duties) evasion registered by the Office of the Prosecutor General of Ukraine, cases.
—a— Cost of non-audit services (including taxation audit) rendered by audit firms, UAH million

Figure 4. Trends in the development of taxation audit as a voluntary audit service in comparison with the dynamics of tax violations in
2019-2023. (Source: compiled by the authors based on [27-29])

Thus, it can be confidently stated that the pace of provision of voluntary audit services (including taxation audit) for the
period 2019-2023 has a tendency to decrease. In our opinion, this trend was formed under the influence of martial law
and the behaviour of taxpayers prone to committing violations. Accordingly, this can only be corrected by changing the
economic behaviour of enterprises or introducing stricter sanctions for violations detected by state regulatory authorities.

Thus, in the practice of domestic auditing, taxation audit, tax control and due diligence are currently carried out in the
form of a consulting service accompanying the audit. In our opinion, the effective provision of such services and ensuring
their synergy will be facilitated by the development and implementation of a conceptual model of taxation audit, tax control
and due diligence for large enterprises. Such a model should consider the objectives, meaning, and tasks of audit and due
diligence in the management of taxation of large enterprises. In our opinion, the mandatory system elements of the
conceptual model of taxation audit, tax control and due diligence should be: users of information during taxation audit,
tax control and due diligence; tasks of taxation audit, tax control and due diligence; objects of taxation audit, tax control
and due diligence; stages of taxation audit, tax control and due diligence; results of taxation audit, tax control and due
diligence (Figure 5).
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S —

Figure 5. Conceptual model of taxation audit, tax control and due diligence for large enterprises.

The proposed conceptual model of taxation audit, tax control and due diligence of large enterprises will:

= define the principles that are the basis for preparing for taxation audit, tax control and due diligence;

. serve as the basis for developing internal standards for taxation audit, tax control and due diligence at large enter-
prises;

= assist accountants, managers and auditors in assessing the compliance of tax calculation and payment by large
enterprises with current legislation;

= contribute to the harmonization of accounting practices, audits and due diligence.

DISCUSSION

Since this study is devoted to theoretical, methodological and practical aspects of taxation audits, tax control and due
diligence of large enterprises, special attention was paid to improving the conceptual apparatus. Such scientists as Kraev-
skyi V., Kostenko O., and Skoryk M.V. [7] rightly emphasize that today there is a dualism of approaches to determining
the essence of tax audit: some believe that it is carried out by experts of state tax authorities, and some consider tax audit
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to be a type of independent audit service. However, it should be noted that tax audits by state authorities and tax audits
by an audit firm differ by several criteria: purpose, subjects, grounds for conducting, regulatory and legal support, conse-
quences of such control for a business entity, etc. In order to specify and improve the terminology in this study, we propose
to distinguish these concepts. We propose to consider tax audit as a form of control by state tax authorities, which is
generally consistent with the opinion of such scientists as Anfinohentova N.Y. [2], Artiukh O.V. [3], Voinova T.S. [4],
Kostiuk B.V. [6], Krasota O.H. [8], who also consider it as a form of state tax control. At the same time, we propose to
consider taxation audit as a control carried out by an independent audit firm, which is consistent with the position of
Nazarenko I.M. [10], Nehodenko V.S., and Melnychuk B.V. [14]. At the same time, we proposed a definition of taxation
audit of a large taxpayer, which, unlike existing ones, specifies the essence of taxation audit in the conditions of its
digitalization.

Recognizing the significant contribution of such authors as Duhar T.E. [5], Hotsuliak V.D. [11], Tarashchenko V.A. [13],
Nazarenko I.M. [10] to the development of the theory and practice of tax audit and taxation control, we would like to note
that the scientists did not study large taxpayers and large enterprises, which, according to the legislation, are important
objects of taxation audit. Accordingly, in our study we paid attention to this issue and established that for the purposes of
taxation audit, tax control and due diligence it is advisable to identify these concepts: although they are regulated by
different legislation, they are determined by the same criteria.

Appreciating the scientific contribution of Nazarenko I.M. [10], especially the conceptual understanding of taxation audit
proposed by this author, we believe that the characterization of taxation audit as a service of an independent audit firm
should be supplemented with such elements as information users, stages and results. In addition, large enterprises are
often the object of mergers and acquisitions, and therefore, in such cases, it is advisable to conduct due diligence. Taking
this into account, we proposed a comprehensive approach in which the combination of taxation audit and due diligence
will ensure the quality and efficiency of tax management of large enterprises.

CONCLUSIONS

The study conducted on taxation audit, tax control and due diligence of large enterprises allowed us to make a number of
theoretical generalizations and practical suggestions.

1. Based on data from a comparative analysis of scientific literature the essence of the economic concepts was
distinguished so that "taxation audit" refers to an independent control and consulting service provided by an audit
firm, while "tax audit" is a form of control conducted by the STSU. Taxation audit is conducted with the aim of
expressing an auditor’s independent opinion on the correctness of the calculation and payment of taxes, includes
recommendations on tax planning, and optimization, and also provides an action plan for correcting errors in order
to avoid fines. The basic difference between a taxation audit and tax consulting, which is also provided by audit firms,
is that a taxation audit involves performing an assurance task (expressing an auditor's opinion on the reliability of
tax reporting). In addition, due diligence as a service provided by audit firms, was presented in terms of its
peculiarities, standing out by its purpose and circumstances under which due diligence is required. Tax due diligence
is a study of the company's taxation system, assessment of significant tax risks, and study of opportunities to optimise
the tax burden, which is carried out before the acquisition of the company’s stocks or shares in the authorised capital.

2. Given that the object of this study is the taxation process of a large enterprise (large taxpayer), as well as the
digitalization process, which currently applies to these enterprises (as a requirement to conduct an e-audit), the
authors proposed an improved definition of a large taxpayer's taxation audit as an independent examination by an
audit firm of the reliability of the taxes and duties calculation and timeliness of their payment by a large taxpayer as
required by the current legislation of Ukraine in order to express the auditor's opinion on the correctness of reflection
of the taxes and duties in tax reporting and the system of electronic databases, taking into account the relevant data
cybersecurity nodes. This interpretation, in our opinion, specifies the essence of taxation audit in the context of its
digitalisation, emphasises the role and importance of information generated as a result of the examination and
protected from an unauthorised user.
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3. Acritical review of the legislation revealed that the interpretation of the category of "large company" in accordance
with the Economic Code and the Law On Accounting, contains significant discrepancies in terms of recognition criteria,
which requires legal regulation. It was revealed that the criteria established in the Tax Code of Ukraine for classifying
an enterprise as a "large taxpayer" fully comply with the criteria by which the Economic Code of Ukraine defines a
"large enterprise" (the average staff for the reporting period exceeds 250 persons, annual income exceeds the
equivalent of EUR 50 million), which allowed these to identify those two concepts for the purposes of taxation audit?
tax control and due diligence.

4.  An analysis of dynamics of violations and abuses of tax legislation according to official data from the STSU and the
Office of the Prosecutor National General of Ukraine showed a trend towards an increase in recorded tax abuses for
the period 2019-2023. The main share of violations is related to enterprise income tax (42.5%), VAT (value-added
tax) (29.0%), and rent payment (13.5%). Note that a particular increase in the volume of distortions and abuses in
the field of taxation occurs during martial law. Starting from 2023, the STSU has recorded the amounts of
underpayment of taxes and duties at the level of UAH 41,741.1 million, which is 166% higher than the pre-war
figures in 2020. This trend is negative for the national economy of Ukraine. Its correction is possible only by
preventing violations and timely correction of distortions in financial accounting and tax accounting, which will be
carried out through taxation audit, tax control and due diligence by independent financial control entities. Taxation
audit and tax control (due diligence) of large enterprises should be conducted taking into account the risk criteria for
conducting transactions by large enterprises, which will help ensure a high level of transparency in conducting
taxation audit and tax control (due diligence) of large business entities, minimize tax risks, fulfilment of tax obligations
by large enterprises, and prevent possible claims from tax authorities.

5. Analysis of the dynamics of the volume of voluntary tax audit services in 2019-2023 showed a tendency to decrease.
At the same time, the number of tax violations detected by the STSU and the Office of the Prosecutor National
General for the period 2019-2023, on the contrary, has a tendency to grow. In our opinion, this trend was formed
under the influence of martial law and the behaviour of taxpayers prone to committing violations. Accordingly, this
can only be corrected by changing the economic behaviour of enterprises or introducing stricter sanctions for
violations detected by state regulatory authorities.

6. Today, taxation audit, tax control and due diligence are carried out as a voluntary tax audit service provided by an
audit firm, which combines both elements of an assurance engagement and elements of a consulting service. To
ensure synergy between these two services and improve their quality, a conceptual model of taxation audit, tax
control and due diligence of large enterprises was proposed. The model includes the following components: users of
information during taxation audit, tax control and due diligence; tasks of taxation audit, tax control and due diligence;
objects of taxation audit, tax control and due diligence; stages of taxation audit, tax control and due diligence; results
of taxation audit, tax control and due diligence. The proposed model will contribute to the harmonization of the
practice of taxation audit, tax control and due diligence of large enterprises.

Prospects for further research in this area may include the development of organizational and methodological recommen-
dations for the implementation of the conceptual model in the practice of examinations of large enterprises by audit firms.
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29. Report on the state of audit activity in Ukraine: OSNAD
report (January 1, 2022 - June 30, 2023).

Tarerko H., Hazaposa K., KoriotieHko T., OB4apuk P., Po3go6yasko B., HosikoBa H.

AYAUT ONOAATKYBAHHSA, MOAATKOBUIA KOHTPOJIb I AbO-ANIMAXEHC BEJIMKUX
niaANPUEMCTB: CTAH, TPEHAW, AETEPMIHAHTU PO3BUTKY

Y cTatTi 06rpyHTOBaHO CYTHICTb, BiAMIHHOCTI Ta AETEPMiHAHTX PO3BUTKY ayAUTY ONoAaTKyBaHHS, MOAATKOBOr0 KOHTPOJIHO
Ta NOAATKOBOro Ablo-AUNIMKEHC BENMKMX NIANPUEMCTB, @ TAaKOXX HagaHO MpPOono3uUii WoAo iX YAOCKOHaNeHHs. Po3Mexo-
BaHO CYTHICTb MOHSITb «ayAMT ONOAATKYBaHHSI» SIK MOCNyra ayAuTOpCbKOi hipMun Ta «nodaTKoBMiA ayanT» sk dopma no-
[JAaTKOBOro KOHTPOJIo 3 60Ky [lep>kaBHOi noAaTKoBOi ciy6u Ykpainm (AMNCY). 3anponoHOBaHO BU3HAYEHHS ayauTy Orno-
[aTKyBaHHS BEJIMKOrO MaTHWKa NoAaTKiB. BusHayeHo, WO NoaaTKOBUIA Ablo-AWNIMKEHC BKIIOYAE AOCTIAKEHHS CUCTEMM
OMNOAATKYBaHHSA MiAMPUEMCTBA, OUIHKY 3HAYHWUX NOAATKOBUX PWU3UKIB, ONTMMI3aLil0 NOAATKOBOr0 HaBaHTaXXEHHS Ta Mpo-
BOAMUTLCA Nepep 3/MTTAM UM MOMIMHAHHSM KaniTaniB KOMMaHi. YCTaHOBNEHO, WO ANS Linei ayauTy onoAaTKyBaHHS,
NMOAATKOBOrO KOHTPOJIIO Ta AbO-AWNIIKEHC NOHATTS «BEIMKWIM NAATHWMK NOAATKIB» i «Benuke MignpueEMCTBO» AOLINbHO
OTOTOXXHWUTW, OCKINIbKM KpuTepii iX BU3HaHHS B rocnoJapCbKOMy Ta NOAATKOBOMY 3aKOHOAABCTBI € iAEHTUYHMMU. AHani3
CTaTUCTUYHMX JAHUX 3aCBiAYMB TEHAEHUIIO A0 3pOCTaHHS 3adikCOBAHUX 3/10BXMBaHb Y LapuHi onodatkyBaHHs y 2019-
2023 pp. OcHOBHa YacTKa NopyLIeHb NPUNajac Ha: NoAaToK Ha NpubyTok (42,5%), noaaTok Ha aoaaHy BapTicTb (29,0%),
peHTHY nnaty (13,5%), — AEMOHCTPYIOUM 3pOCTaHHs Mif Yac nepiogy BOEHHOrO CTaHy. AHani3 AnHamiku obcary iHidiaTe-
HWUX ayAUTOPCbKMX nocnyr (3okpema 3 ayauTy onoaaTkyBaHHs) y 2019-2023 pokax 3acBiguvB HeraTMBHY TeHAEHL0 40
0ro CKOPOYEHHS MPU 0AHOYACHOMY 3POCTaHHI KiflbKOCTi MOAATKOBKX MOPYLIEHb, BUSIBIEHWX AEPXXaBHUMU OpraHamu. Ay-
[VT ONOAATKyBaHHS 1 MOAATKOBUI Ablo-AUNiAXKEHC NpoBoasTb y (opMi iHiLiaTMBHOI nocnyru ayauTopcbkoi dipMu, sika
MOEAHYE 1 eNeMEHTU 3aBAaHHS 3 HaflaHHS BNEBHEHOCTI, 1 eNleMEHTU KOHCY/bTaUiiHOl MOCyry. 3anponoHOBaHO KOHUeM-
TyanbHy MoAenb ayauTy ONoAaTKyBaHHS Ta MOAATKOBOIO AbO-AMAILAXKEHC BEIMKUX NIAMPUEMCTB, WO CrpusTUMeE niasu-
LLIEHHIO AKOCTi NOCNYr Ta iX CUHeprii.
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