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1.13 State Regulation and Audit of Agrarian Risks of Ukraine 
The methodological and organizational principles of risk identification are an 

urgent scientific challenge in the field of state regulation. Its prerequisite is to 

conduct an agrarian risk audit to form a system of effective insurance protection at 

the national level. In addition, agrarian risk audit is a required service at the meso- 

and micro-levels, to increase the competitiveness of producers and to prevent 

significant losses at the level of strategic management and ongoing activities. 

The agro-sector is most vulnerable to risks, because the insurance event can 

occur simultaneously at all enterprises of the country, and repeatedly. Therefore, 

insurance companies are reluctant to cooperate with the sector, even with the state 

guarantee of compensation for some of the losses. However, the situation needs to 

be addressed, and the most meaningful step here is to conduct a risk audit to 

inform their bias and regulation. The object of the audit is the agrarian risk itself to 

formulate a methodology for its bias at the state level. 

The classic is the definition that “risk is seen as a threat or the possibility of 

deviating actual performance or decisions from planned ones. From an economic 

point of view, the risk of an agro-economic entity should be interpreted as a threat 

of income underfunding, cost overruns, or resource expenditures as a result of 

performing specific types of manufacturing, marketing, or financial activities”[2, p. 

198]. 

Agrarian risks depend on many objective reasons: general economic 

(objective uncertainty of the future; constant instability of economic processes; 

incompleteness and insufficiency of information; availability of trade secrets about 

http://www.fao.org/3/a-bu216e.pdf
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the activity of competitors); institutional risk associated with changes in the state's 

economic policy towards the agricultural sector; sectoral (related to the 

manifestation of natural, technogenic, anthropogenic and radiation dangers that 

accompany the agricultural production process); price or market risk; financial risk 

(related to the way of formation, accumulation of capital and financing of 

enterprises), etc. 

Today, according to KPMG, the main risks that may prevent agrarian 

companies from implementing their plans over the next three years are: low prices 

(30%), price volatility (28%), changing political landscape, including Brexit 

(22%). Experts also cited 32% availability of funding, 32% recruitment and 

retention of key employees, and 24% innovation capability among the key growth 

drivers. At the same time, 42% of respondents intend to implement cost 

effectiveness programs that will not increase the number of staff, and 34% of 

companies plan to increase staff: 40% of jobs will be created in production, and 

26% - in sales and marketing units [11].  

According to the statistical survey “Expectations of agricultural enterprises 

on the prospects of development of their business activity” [13], according to the 

results of the survey of agricultural enterprises in the third quarter of 2019, such 

expectations of the respondents regarding the state of their business activity were 

revealed (draw. 1). 

 

 

 
Drawing 1 - Factors holding back agricultural activity in 2019,% companies 

answer. 
Source: built on data [13] 

 

According to other studies, risks may arise or change as appropriate, such as: 

changes in the external (regulatory or operational) environment, changes in 

employee composition, introduction of new or upgrading existing information 

systems, introduction of new technologies into the production process or 

information system , the introduction of a new direction and new forms of doing 

business, a new range, the application of new accounting provisions, which may 

affect the risks associated with the preparation of financial welcomed [7]. 

Thus, we have many risks that significantly override the current insurance 

system in the agricultural sector. At the same time, these risks are identified by 

different methods, are probabilistic in nature, are not summarized in financial 
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measures and are not systematized at the level of regions and the state for their 

prevention and regulation, including insurance instruments. In our view, the 

transition to the acquisition of a real risk assessment information system for public 

administration purposes can be mediated by an audit. 

If the audit role is currently determined primarily for the purpose of preparing 

the financial statements, that is, the entity's risk assessment process is associated 

with identifying the risks involved in preparing the financial statements, then it 

should be further expanded to determine the overall risks of the activity, which will 

allow for significant reliance and fairly reflect the consequences of the enterprise, 

determine the materiality of the identified risk factors, assess the likelihood of their 

occurrence, and make appropriate decisions about measures to manage such risks 

at the various levels of competence of auditors and contracting entities of such 

audit. As researchers recommend, "an enterprise control system should have 

business risk assessment procedures to minimize errors and abuse" [7]. 

For its part, the auditors assess the risks to determine both the scope and 

types of audit evidence. If the internal control system effectively assesses and 

manages risks, the auditor may typically receive less evidence to form an audit 

report on the financial statements. Risk assessment procedures for obtaining audit 

evidence about the structure and implementation of appropriate control measures 

may include requests from the entity's personnel, monitoring the application of 

specific control measures, verifying documents and reports, and tracking 

transactions in the financial reporting information system. In order to assess the 

structure of control that is relevant to the audit and to determine its implementation 

in practice, the query alone is not enough [10].  

According to the list of Audit Services [9], Clause 1.1 provides a number of 

assurance services. Actually, the very purpose of the audit is to reduce the risks. Of 

course, audit tools can not cover their entire list, but to monitor key areas of its 

techniques are optimal. This includes assessing (testing) the reliability of the 

accounting system; assessment (testing) of the level of professional knowledge of 

the personnel involved in financial and economic activity; commissioning of 

calculations (economic, financial, strategic and other types of analysis) to evaluate 

the status and results of economic activity; verification of forecast financial 

information; other tasks that are performed as assurance tasks.  

However, it should be noted that according to the Law on Audit [5] in Art. 6. 

Clause 4 stipulates that restrictions are imposed on the simultaneous provision of 

compulsory financial reporting audit services and the following non-audit services 

to public interest entities: 4) development and implementation of internal control, 

risk management and information technology procedures in financial sphere. Other 

warnings about audit risks are given in Table. 1. 

Therefore, first of all, counteraction to risks requires meeting the information 

needs of the agricultural sector in terms of organization of production and activity, 

accounting, reporting, state programs, and above all insurance support at all levels 

of government. Thus, by expanding the list of audit services and allocating those to 

the link "risk identification and assessment" will contribute to the formation of a 

modern system of state regulation. That is, the quality and completeness of the 
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audit and related audit services on agrarian risks depend on the state and 

effectiveness of information on the risks of producers, the financial market, 

agrarian infrastructure and the state. 

Table 1 - Risks and cautions for mitigating them under the requirements of 

the Financial Reporting Audit Act 
Norm of law Requirements 

Art. 14 Auditor's 

Report and Other 

Official Documents, 

Item 4. 

the audit report on the results of a statutory audit of an entity of 

public interest, in addition to the information specified in paragraph 

three of this article, shall include the following information: a 

description and assessment of the risks of material misstatement of 

the financial statements (consolidated financial statements) that 

verified in particular as a result of fraud; a clear reference to the 

relevant article or other disclosure in the financial statements 

(consolidated financial statements) for each description and 

assessment of the risk of material misstatement of the audited 

accounts; a concise description of the measures taken by the auditor 

to address such risks; major caveats for such risks. 

Art. 32 Internal Audit 

Quality Control 

Requirements 

Section 3. 

When reviewing a financial statement audit engagement, the reviewer 

must at least document: 2) the significant risks identified by the 

auditor or key audit partner in performing the statutory audit of the 

financial statements, and the appropriate risk management measures 

taken and justified the level of their materiality. 

Art. 34 Audit 

Committee 

Section 5 

The audit committee of a public interest entity or body (unit) 

entrusted with the relevant functions should provide: 3) an assessment 

of the effectiveness of internal control systems (internal audit in 

accordance with international standards of professional internal audit 

practice) and enterprise risk management. 

Source: According to [5]. 

 

Why did we come up with the idea of auditing risks for the development of 

insurance protection for agricultural production, not for example monitoring or 

other instruments? The fact is that even the funds planned for farmers to reduce the 

risk of activity were not allocated from the budget in full, for various subjective 

and objective reasons. The main of these are the lack of full dialogue between 

farmers and the state, the farmers' ignorance of their rights, the non-transparent 

rules for assistance and the lack of correlation of the occurrence of facts of insured 

events and compensation for them, and the indifference of the mechanisms of their 

implementation. 

But the successful role of such an intermediary can be performed by audit 

services. They have sufficient staffing and methodological material, it is only a 

matter of regulatory settlement of this issue. Fragmental mechanisms and tools for 

risk minimization by audit tools are given in Table. 2. 

Therefore, the audit tools can form an information field on agrarian risks. The 

purpose of the state in this direction is to develop the insurance infrastructure, 

standardize insurance conditions, reduce the cost of insurance products for the 

agricultural sector and improve the quality of insurance products. 
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Table 2 - Mechanisms and instruments for minimizing production and 

market risks of the agricultural sector 
Mechanism Mechanism Tools Audit Role 

Diversification of 

agricultural production 

in order to minimize risks and 

obtain stable financial results, 

an enterprise may choose in-

depth specialization, retain 

existing methods and volumes 

of production or diversify its 

activity 

by means of audit the types of 

diversification can be distinguished: 

traditional agricultural 

diversification; diversification 

through the production of non-

traditional products; production of 

non-agricultural products and 

services; agro-ecological agriculture 

Financial and credit 

support 

level of development of 

financial and credit 

infrastructure. 

Introducing a mechanism for 

partial compensation of 

commercial banks. Financial 

market development 

determining the level of provision of 

enterprises with their own financial 

resources and the possibility of 

attracting them from other sources 

for efficient production and ensuring 

the profitability of agri-business 

Agrarian Risk 

Insurance 

compensation for property 

losses arising from the effects 

of natural and climatic risks. 

Balance of the structure of the 

agricultural insurance market 

recommendations on the choice of 

programs and directions of insurance 

as a means of improving the 

financial condition of farmers. 

Insurance of individual risk groups. 

Index Insurance. State agro-

insurance support programs 

Source: According to [3; 8] 

 

The state may provide pre-assessed and weighted assistance to regions and 

categories of recipients in various forms, such as: infrastructure investment; 

subsidizing insurance payments; financing of administrative expenses; 

participation in the financing of catastrophic funds / pools and the like. All these 

forms of state support are determined depending on the possibilities of the state 

budget, the importance of the agrarian sector in the country's economy and possible 

efficiency [3]. 

When introducing the insurance system, it is important to inform farmers 

about new and available insurance products, conditions and rules. In particular, the 

analytical note "International experience in agri-insurance systems" [12] provides 

examples of effective agrarian insurance systems in the USA, Spain, Russia and 

Canada, which may be useful for national practice. This international experience 

demonstrates that through government support and funding and insurance 

initiatives, it is possible to improve land use culture and increase production 

efficiency. The collection of statistics and the level of financial reporting of 

agricultural enterprises can be improved. All these changes can increase the 

financial stability of enterprises and the level of income of the population in rural 

areas. 

Regarding foreign practice, according to research [1], Spain has extensive 

experience in protecting the interests of agrarians, in particular policies that can be 
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purchased by individual producers and whole groups (cooperatives) of farmers. 

The insurance system is built on close interaction between the private sector and 

the state. There are three forms of such programs: CAT (Catastrophe Protection), 

GRP (Purchase of Insurance Coverage) and NAP (Non-Insurance Assistance). In 

doing so, the insurance company may come up with new ideas, but they must be 

approved by the appropriate agency. As a rule, insurance companies receive 

special government subsidies that take into account the costs of administering all 

types of services provided to farmers, as well as the costs associated with the 

settlement of losses. Reinsurance processes are also carried out through the agency 

(after the transfer of risks and rewards to the relevant reinsurance funds). Equal 

subsidies and conditions are stipulated in the standard reinsurance agreement, 

which must be signed by all insurance companies and other participants in such 

programs. That is, here we see the strong position of the state and the presence of a 

network of agents who form an appropriate information field for decision-making 

at all levels of management - agricultural producers, financial market, state. 

For the experience of farmers and insurance institutes in China [6], the 

conditions for achieving equilibrium of the target insurance market have been 

evaluated through the evaluation of: causes and effects of risks; occurrence of an 

insured event and clarification of its cause; measuring the risk premium; the 

government's share of the target premium; the ratio between the target price and 

the cost of the insurance product. In summary, market risk is a major risk in 

agriculture; the realization of targeted insurance is based on a government subsidy, 

which should be equivalent to the amount of the premium for moral hazard and 

social costs; the best target price should be less than the full cost of the agricultural 

product. That is, here is an example of an in-depth analysis of cause and effect 

relationships for government insurance market management. 

According to the Law of Ukraine "On Features of Insurance of Agricultural 

Products with State Support" [4], farms have the opportunity to insure crop yields, 

perennial plantations, animals, poultry, bee families, fish and, in the event of an 

insured event, claim 50% extraordinary expenses. 

State support for product insurance is to provide farmers with cash from the 

state budget in the form of subsidies to reimburse part of the insurance payment 

actually paid by them under insurance contracts. The procedure for providing 

farmers with state support through cheaper insurance payments is shown in 

draw. 2. 

In the case of crop insurance, the following list includes: freezing, ice, frost, 

ice crust; hail, storm, hurricane, storm, lightning strike and the fires caused by it; 

heavy rains and floods, prolonged rains; avalanche, landslide; drought or 

dehydration on lands subject to forced irrigation, dry land; earthquake; 

reproduction of plant pests and diseases resulting from adverse events. 

For national practice, the foundations of subsidiary agrarian insurance were 

laid down in the 2005 budget. Funds (UAH 54 million) for partial compensation of 

insurance payments paid by agricultural producers in the case of crop insurance 

under comprehensive or index insurance were determined. The motivation behind 

this program was that “comprehensive insurance involves the insurance of 
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agricultural products against 18 risks, making such insurance expensive (according 

to experts, the actuarially balanced tariff is 8-12 percent depending on the region). 

Since the program provided for a subsidy of 50% of the insurance premium not 

exceeding 5% of the tariff, the actual payment amounted to 5.5-10% of the value 

of the insured harvest. Undoubtedly, such a tariff is expensive for farmers. 

Reducing the financial burden and increasing the involvement of producers in 

agricultural insurance would help subsidize state insurance against certain risks 

most characteristic of the region” [3]. 

 

 
Drawing 2 - Theprocedure for providing farmers with state support through 

cheaper insurance payments 
Source: built on data [4] 

 

The new state support programs for 2019 provide only additional financial 

support for family-owned farms through a co-payment mechanism in favor of 

insured persons - members / heads of the family farm with a single contribution to 

compulsory state social insurance. Therefore, the following areas of government 

support for agricultural risk insurance should be envisaged (Table 3), some of 

which were proposed as early as 2005. In this case, the accumulation of 

agricultural risk data at different levels of government can be achieved by audit 

tools. 
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Table 3 - Areas of State Support for Agricultural Risk Insurance 
Directions Implementation 

state regulation of the 

agricultural insurance 

market 

development and approval of legislative and regulatory acts on 

insurance of agricultural risks and related insurance products 

 creation and improvement of a unified state system of settlement 

of losses under contracts of insurance of risks of agricultural 

production 

prediction in the state 

budget of funds 

for cheaper insurance premiums for agricultural risk insurance, 

both for multi-risk and index types of insurance, and for 

individual risk insurance 

creation of information 

system for agricultural 

insurance 

financing of educational-methodical measures, development of 

educational-methodical program 

promoting the 

involvement of agro 

producers in insurance 

promoting the establishment of mutual insurance companies by 

farmers 

Source: According to [3] 

 

Thus, our study raises the problems of forming an information field on 

agrarian risks for the development of the agricultural insurance system using audit 

tools. To do this, it is necessary to identify many problems of implementation and 

analysis of related reasons from an economic point of view. This can be achieved 

through the analysis and selection of the necessary and sufficient conditions of the 

market formed by the state as achieving equilibrium in insurance, fulfilling the 

function of the expected income for farmers and insurance institutes. 
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1.14 Information Aspects of Formation of the Social Insurance System 

for the Farmers of Ukraine 
Legal, financial and organizational principles of compulsory state social 

insurance, guarantees of working citizens regarding their social protection are 

defined by the Law “On Compulsory State Social Insurance” [7]. Compulsory 

social insurance is “a mechanism that enables to accumulate equitably and 

effectively, provide targeted allocation of financial resources ensuring social 

protection of workers and their families in the cases of certain risks” [4, p. 159]. 

In its turn, the state social policy is based on the social legislation, which is 

the legal basis of its information support. The relevance of research of the 

information aspects of social insurance development is conditioned by the fact that 

its transformation is taking place both in the organizational and legal aspects with 

approximation to the European standards and in accordance with the international 

agreements of Ukraine. Social insurance of rural population is especially important 

in this context, since for various reasons it remains the least protected one. 

The problem of equalization of social protection conditions of farmers has 

been examined by I. Prokopa [2; 18], O. Borodina [2], M. Maliovanyi [13], 

O. Mohylnyi [14] I. Shubenko [20], etc. They indicate the imperfection of the 

current procedure of this insurance, and they argue that it needs to be improved. 

I. Shubenko points out that “payment of a unified social contribution to the 

Pension Fund of Ukraine on a voluntary basis is expensive for most rural people, 

and it is perceived as unfair” [20, p. 275]. According to the research by I. Ivasko, 

“13.2 million rural people need social protection. Among them, only 

560.3 thousand employees are members of USC to compulsory social insurance”, 

and “the mechanisms for synergies between the state and the agricultural social 

insurance fund regarding temporary financial and legislative support require 

further research” [10]. Estimation of financing is provided by I. Prokop, 

O. Borodina,“as for the preferential social insurance system of the members of 

private farms, its implementation will require 7.25 billion UAH for a five-year 

period, in particular, from 0.4 billion UAH in 2016 to 3.1 billion UAH in 2020. 

Such costs could be financed either by subsidizing the agricultural sector or within 

the budgetary support of the Pension Fund, which is currently being subsidized” 
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