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Abstract

Objective: This article discusses the theoretical, legal and regulatory background of
currency operations and their audit using international standards. It offers a thorough
discussion of the definition, classification and legal framework of foreign exchange
transactions, and the relevance of some of the major International Standards on
Auditing (ISA) to currency-related audit engagements. Methodology: The research
uses a doctrinal legal approach and comparative study of the legal acts of the countries
(the Law on Currency Regulation in Uzbekistan and the directives of the Central Bank)
and the international legal principles (IMF and FATF guidelines and
recommendations). The paper also discusses the ISA 315, ISA 330, and ISA 500 as the
basis of risk assessment, response to auditing, and evidence gathering in auditing of
currency operations. Findings: The findings of the analysis is that though Uzbekistan
has gone a long way in ensuring that the regulation of its currency is in tandem with
the international standards, there are still loopholes in the practical implementation of
the risk-based auditing practices. The paper singles out the lack of region-specific
audit guidelines and empirical research on the implementation of ISA in Central Asian
settings as research gaps. Practical Implications: The results highlight the importance
of improved auditor training, alignment of national auditing standards with ISA, and
creation of specialized audit programs to suit currency operations in new economies.
Originality/Value: The paper adds a coherent theoretical framework of auditing
currency activities in accordance with ISA, combining the views based on financial law,
audit theory, and international regulatory practice with special references to the
current financial situation in Uzbekistan.
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1. Introduction

Currency operations are a major element of national and international financial systems.
Accuracy, transparency and regulatory compliance of foreign exchange transactions are vital
determinants of financial stability, investor confidence and cross-border economic relations in
an era of increasing globalisation and financial integration. Regarding the Republic of
Uzbekistan, which is developing and opens its currency markets to the global economy, the
liberalization of the currency market and transitioning to international financial reporting
standards requires a well-developed audit system that will help to guarantee accountability
and prevent financial fraud (Nesterenko & Kononov, 2022).

Currency operations pose distinct audit challenges because foreign exchange
transactions are more complex, foreign exchange transactions are prone to exchange rate
fluctuation, and the harsh regulatory environment in which cross-border capital flows operate.
The International Standards on Auditing (ISA) offer an internationally accepted standard on
how to carry out quality audits but the implementation of the practice to currency operations
in emerging economies is one field that warrants more scholarly and practical interest.

In this article, three interrelated goals have been discussed. It initially reviews the
theoretical and legal underpinnings of currency operations, its definition, categorization, as
well as regulatory framework both at national and international level. Second, it examines the
major ISAs that can be used to audit currency transactions, especially the risk assessment,
audit responses, and evidence collection. Third, it determines the gaps in the research and
practical issues in implementing ISA to the environment of Uzbekistan and the Central Asian
region in general.

This study is important because it adds to the existing academic literature on financial
auditing in transition economies and its practical implications on auditors, regulators as well
as financial institutions aiming to improve the quality and reliability of currency operation
audits.

2. Theoretical and Legal Framework of Currency Operations

2.1 Definition and Classification of Currency Operations

Financial law forms the basis of currency operations and gives the legal basis to the
maintenance of the transparency, responsibility, and regulation of foreign exchange
transactions (Kiaupaite-Grusniene, 2019). Currency operations under the financial law involve
all operations that cover the circulation, use, and transfer of foreign currency within and
beyond the national borders. This encompasses buying or selling foreign currency relating to
personal or business purposes, the conversion of currency, sending or receiving money abroad,
settling international trade in goods and services and other international transactions
involving non-residents (Skinner, 2023).

The laws that regulate the activities of currency outline the rights and duties of both
residents and non-residents with regard to the use of foreign currency. Banks are licensed to
engage in foreign exchange transactions, but corporations are subject to certain reporting and
disclosure obligations concerning international settlements. Rules also provide restrictions to
cash transactions, documentations and the overseering task of the central bank. These
definitions create a transparent legal basis that improves financial disclosures and safeguards
the financial stability (Weygandt et al., 2018).

The extent of currency operations is dependent on the level of development of a
country, level of technology and regulatory maturity. Currency operations in some
jurisdictions are limited to simple exchange services and remittances, in advanced financial
markets to complex instruments like derivatives, hedging instruments, and multi-currency
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financing facilities. Nevertheless, the basic goal of currency operations in the financial law is
the same: to protect the integrity of domestic financial markets and the strict compliance with
legal and regulatory norms, thus preventing illegal financial operations (Hanafi & Rahman,
2019).

2.1.1 Domestic versus International Practice

There is a significant variation in the currency operations in domestic and international
setting. Currency operations in domestic financial systems are generally routine like travel,
remittance transfer and corporate payment related to foreign trade. The laws of domestic
currency control regulate these transactions, stating what can be done and to what extent
residents can own or use foreign currency. Domestic regulation aims at ensuring monetary
discipline, having foreign exchange reserves, and creating a balanced currency market activity
(Ocampo, 2018).

Conversely, the practices of international currency are much more extensive as it is the
case with the intricacy of the global financial markets. These include financing across national
boundaries, direct and portfolio investment, offshore financing, and international settlements
in multiple currencies. These include financing across national boundaries, direct and
portfolio investment, offshore financing, and international settlements in multiple currencies,
particularly within transition and emerging economies (Vokhidova, 2025). Multinationals tend
to use hedging techniques to deal with currency risk caused by changes in the exchange rates
(Bindseil, 2019). International financial centers are high volume foreign exchange traders
which have a huge impact on the exchange rate in the market. Advanced economies enjoy the
benefits of advanced regulatory systems with advanced technologies, intense monitoring, and
extensive compliance systems. In contrast, the emerging economies keep on consolidating
their regulatory systems through internationalization, financial system modernization, and
increasing the transparency of currency markets (Eichengreen, 2019).

2.1.2 Current Account and Capital Account Transactions

The currency transactions are widely divided into current account transactions and capital
account transactions. This division is critical in comprehending the effects of currency flows
on the balance of payments, foreign exchange reserves and macroeconomic stability of a
country (Zadorozhnyi et al., 2018).

Current account transactions are short lived and routine. They involve payments and
receipts of international trade in goods and services, income transfer, travel expenditure and
other day-to-day cross-border economic transaction. These types of transactions are usually
less restricted, since they support normal economic activities and have little long-term effects
to the financial status of a country. The majority of the countries liberalize current account
transactions to facilitate trade, improve competitiveness, and become part of the global
economy (Andersen et al., 2022).

Capital account transactions entail long-term flows of capital, such as foreign direct
investment, acquisition of financial assets overseas, portfolio investments, long-term loans,
and acquisitions of real estate overseas. All these activities directly impact the economic
stability and monetary policy of a country since the inflow of or outflow of capital may affect
exchange rates, foreign reserves, and the overall financial system soundness (Nechaev &
Tsaregorodtseva, 2018). Capital account transactions have stricter controls as they could have a
macroeconomic effect, such as strict reporting, approval, and monitoring procedures. Proper
auditing of such transactions is essential to avoid capital flight, assure adherence to
investment rules and maintain financial discipline in the economy (Kumbhof et al., 2020).
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2.2 Regulatory Framework of Currency Transactions

2.2.1 National Legislation: The Case of Uzbekistan

The Law on Currency Regulation of the Republic of Uzbekistan is the legal framework of
currency operations in the country. It has detailed regulations on the use, circulation and
control of foreign currency by residents and non-residents. The legislation provides the
licensing procedures to the institutions that are permitted to perform activities related to
currency, the requirements of documentation, and the supervising position of the Central
Bank of Uzbekistan. Some of its core goals include improving transparency in the foreign
exchange dealings, adhering to global financial principles, as well as the shift to the freer
currency market (Khasanboev, 2023).

The act also establishes the entitlements of the individuals and legal entities in regards
to using foreign currency. It stipulates the types of currency exchanges that are permissible,
circumstances under which foreign currency can be deposited in bank accounts, and
regulations of international settlements. The law, through these provisions, seeks to reduce the
activities of informal currency markets, strengthen financial discipline and provide a stable
environment that would be favourable to foreign investment (WORK, 2024).

Central Bank of Uzbekistan issues directives, which offer detailed operational points of
performing transactions in the currency. These instructions govern exchange rate policies, set
restrictions on the cash exchange business, stipulate reporting requirements, and internal
control requirements of banks and exchange offices. They also incorporate compliance
measures designed to prevent fraud, money laundering, and unauthorized fund transfers
(Fernandez-Villaverde et al., 2021). These directives help the Central Bank to make sure
currency operations are efficient, safe, and comply with national financial policies (Dikau &
Volz, 2021).
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Figure 1.1 Framework of the exchange rate

2.2.2 International Legal Norms

The international monetary fund (IMF) is very instrumental in the development of the
international system of currency regulation and exchange rate policy. IMF directions offer a
blueprint to the member states on how to handle exchange arrangements, capital flows, and
on improving transparency in the foreign exchange markets. These recommendations stress
the need to have a regular monetary policy, proper management of the exchange rate, and
proper reporting of currency transactions in national financial accounts. Compliance with IMF
guidance can help countries to increase investor confidence, inflow of foreign capital, and
improve the credibility of their financial systems (Viterbo, 2019).



Policy Journal of Social Science Review

Online ISSN Print ISSN

1. 4 No.
\ 3006-4635 \ 3006-4627 Vol. 4 No. 4 (2026)

The Financial Action Task Force (FATF) defines international standards on the fight against
money laundering and financing of terrorism. The operations involving currency are especially
prone to abuse, whereby large amounts of money are transferred across the borders without
any obvious economic explanation. The FATF requirements also mandate financial
institutions to have effective customer due diligence processes, highly detailed records of the
transactions involving currency, and report suspicious transactions to the respective
authorities (Pavlidis, 2023). These standards are necessary to make sure that illicit financial
flows are avoided, the integrity of the financial system is maintained, and the reputation of a
country at the international level is not damaged. Countries that do not meet FATF
requirements may be put on monitoring lists, which may negatively impact their financial
positions and status with other countries (Mekpor et al., 2018).

3. Theoretical Foundations of Auditing Currency Operations

3.1 Principles and Types of Audits

Auditing plays a crucial role in the need to be transparent, accurate, and compliant in currency
operations. The principles of independence and objectivity, professional competence,
confidentiality, and systematic scrutiny of transactions form the theoretical basis of auditing.
These rules help auditors to evaluate whether currency operations are undertaken in line with
legal requirements and internal policies (Ding, 2023).

The purpose of a financial audit is to ensure that the transactions of money are well
documented and reflected in the financial statements of an organization. It makes sure that
foreign exchange revenues, expenses and conversion differences are measured and disclosed
using the correct manner. Conversely, a compliance audit is an assessment of compliance with
the laws of the country, regulations of the central bank, and also international standards that
oversee currency operations (Oladutire & Oladeji, 2020). Financial audits are concerned with
the correctness of accounting records whereas compliance audits are concerned with the
compliance of the entity by the legal and regulatory requirements. The two kinds of audits are
needed since the proper financial reporting should be supported by complete adherence to
currency laws and regulations (Gandhi, 2023).

Independent auditors are external auditors who give unbiased opinions on the
compliance posture and financial statements of an organization. Such audits increase the
confidence of stakeholders and ensure the operations of the currency are up to standard.
Internal audits are carried out by the employees of an organization instead, and are aimed at
assessing internal control mechanisms, finding shortcomings in currency operation processes,
and suggesting them (Oladutire & Oladeji, 2020). Internal auditors are used to help the
management enhance the practice of risk management whereas the external auditors help to
assure the regulators, investors and the people. The two types of audits are complementary
and work together to ensure currency operations are effective and sound (Wilson, 2020).
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3. Internal Audit Leadership and Credibility

Figure 1.2 Institutional Structure of Currency Audit Oversight
3.2 Currency Operation Risks
The currency operations are vulnerable to diverse financial and operational risks and the
institutions should identify these risks and deal with them in a proper way through well-
developed audit practices.

Exchange rate risk and conversion risk are caused by the fluctuations in the exchange
rates that expose the institutions that have assets and liabilities in a foreign currency to a
financial risk. The abrupt exchange rate fluctuations may lead to unanticipated profits or
losses, which impact financial performance and financial reporting. Misstatements may arise
due to mistakes in currency conversion processes, may impair the evaluation of financial
position, and hamper comparability of financial results in the future. There should be proper
risk assessment and hedging mechanisms to counter the negative implications of exchange
rate volatility (Maron & Maron, 2019).

The risk of unauthorized transactions is cybercrime, fraud, forgery of documents, and
unauthorized transfer of funds. Any weak internal controls or inefficient verification processes
enhance the chances of illegal financial transactions such as money laundering and
unreported conversion of currency. These threats further support the need to have strong
internal controls, efficient auditing procedures, and robust monitoring systems (Proskurnova
etal., 2020).

4. International Standards on Auditing (ISA) Applicable to Currency Operations

4.11SA 315 - Identifying and Assessing the Risks of Material Misstatement

ISA 315 is a standard that helps the auditors to recognize and assess material misstatement
risks in the financial statements. When it comes to currency operations, auditors need to be
aware of the foreign exchange operations of the entity, the design and effectiveness of internal
controls and be able to predict the risks of exchange rate fluctuations, conversion errors and
regulatory non-compliance. Risk assessment would allow auditors to create the necessary
procedures to identify any possible misstatements (Lubenchenko & Korinko, 2021).
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The criterion expects auditors to gain a knowledge of the entity and its surrounding including
internal control pertaining to the audit. In the case of currency operations, this will entail the
assessment of how the entity identifies, measures and manages the exposure to foreign
exchange, and competence of personnel dealing with currency transactions and financial
reporting.

4.2 ISA 330 - The Auditor's Responses to Assessed Risks

The ISA 330 stipulates that the auditors need to design and apply audit procedures to deal with
the risks that have been identified in the risk assessment stage. In the case of currency
operations, it entails checking the correctness of foreign exchange contracts, checking
balances with third parties, and compliance with currency laws and balancing bank
statements. The correct responses make sure that material misstatements are rectified (Lani,
2018).

The standard differentiates between the tests of controls and substantive procedures.
Tests of controls in currency audit can involve tests of foreign payment authorization
procedures, segregation-of-duty in foreign exchange dealings and foreign currency account
reconciliation procedures. Substantive procedures can include balancing the foreign currency
with the correspondent banks, re-calculating the foreign exchange gains and losses and
verifying documentation of the major transactions across the border.

4.3 ISA 500 - Audit Evidence

The ISA 500 lays down the principles of acquiring adequate and relevant evidence of audit.
Evidence in currency audits can be in the form of bank confirmations, SWIFT messages,
foreign exchange receipts, reconciliation documents and regulatory reports. Audit evidence
reliability is subject to the source and the nature of the evidence, as well as its effectiveness in
the context of the internal controls (Meleschenko et al., 2020).

The standard focuses on the fact that the auditors are supposed to acquire audit
evidence that is adequate (quantity) and relevant (quality) to substantiate the audit opinion.
In the case of currency operations, the external confirmations by the banks and counterparties
are of high-quality evidence to the existence and accuracy of the foreign currency balances and
transactions. The assessment of control risk by the auditor is supported by documentation of
internal controls like approval matrices and reconciliation procedures.

4-4 ISA Implementation Guidelines: Planning, Sampling, and Documentation

Planning of audits is very important especially in high-risk areas like currency operations.
Auditors should be aware of how the entity processes the foreign currency, the risks which are
noteworthy and the selection of testing samples. Correct sampling methods enable auditors to
make sensible conclusions without considering all transactions, which guarantees efficiency
and quality of the audit (Kingston et al., 2018).

Auditors are required to adequately record every procedure that has been done,
evidence gathered and conclusions made. The audit opinion is supported by documentation
that can be used as a source of regulatory reviews. Effective documentation can help improve
credibility, enhance transparency, and create a trustworthy audit trail in currency auditing
(Kleypas & Badiye, 2017).

5. Comparative Analysis and Research Gaps

5.1 Comparative Country Experiences

Advanced technologies are used in the auditing of currency activities by developed nations
including the United States, the United Kingdom, and European countries who are members
of the European Union. These are automated surveillance programs, effective anti-money
laundering mechanisms, advanced risk-based auditing systems and extensive controls of the
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regulations. Digital utilization improves the accuracy, decreases the operational risks, and
conforms to the global financial practices (Sa-ngiamwibool & Wisaeng, 2022).

The situation in the countries of the Commonwealth of Independent States (CIS) and
Central Asia has greatly improved in terms of control systems of the currency. Nevertheless,
difficulties remain with a lack of technological infrastructure, the underdeveloped anti-money
laundering systems, and different degrees of financial transparency (Muratshina, 2021). The
Uzbekistan most specifically is in the process of major reforms in order to liberalize its
currency activities and enhance the quality of regulation as well as harmonize its auditing
procedures with the international standards. This notwithstanding, more modernization and
capacity building is needed (Lemon, 2018).

5.2 Research Gaps

Although scholarly discussion of currency regulation is growing, a significant gap concerning
the consensus in auditing standards that are specifically relevant to the Central Asian setting
does exist. The general auditing standards applied in most of the countries fail to cover the
regional currency practices as well as the special issues of emerging markets. This deficiency
restricts the usefulness of auditing processes and indicates the necessity of guidelines specific
to the region (Cepel et al., 2019).

A certain lack of empirical studies analyzing the application of international audit
standards in currency operations by Uzbek financial institutions can be noticed. The current
literature is largely based on theoretical frameworks and does not have practical evidence-
based information. The identified gap highlights the necessity of localized studies aimed at
exploring the existing auditing practices, finding the weak aspects, and suggesting
improvements that would be context-specific (Criado et al., 2017).

6. Conclusion

This paper has discussed the theoretical and legal concepts of currency operations and how
the International Standards on Auditing are applied to the audit of foreign exchange
transactions. As shown in the analysis, currency operations are complicated financial
operations under a multi-layered regulatory system that includes both national laws, central
bank regulations, and international standards that are developed by the IMF and the FATF.

International Standards on Auditing, especially 315, 330 and 500, are good guidelines to
implement quality audits of currency operations. These standards focus on the risk-based
audit planning, the response to the risks assessed, and the gathering of adequate and relevant
audit evidence. Nevertheless, the practical application of these standards in developing
economies like Uzbekistan is limited by the weaknesses in harmonization of the regulations,
special training of the auditors and lack of research.

The comparative analysis shows that the developed economies have embraced
sophisticated technologies and risk-based approaches in currency audit practices, but Central
Asian countries are yet to build strong regulatory and audit frameworks. The research gaps
identified, especially the lack of regional audit standards and little empirical research, speak to
the necessity of further scholarly and policy focus.

Further studies are needed to create region-specific audit guidelines, empirical research
on the application of ISA in Uzbek financial institutions, and the possibility of digital tools
and data analytics to improve the efficiency and effectiveness of the currency operation audit.
These are necessary to guarantee financial stability, transparency and adherence to
international best practices in a growing global economy.
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