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PREFACE

Much has been written about the economic and political problems of countries
that are in the process of changing from centrally planned systems to market
systems. Most studies have focused on the economic, legal, political and
sociological problems these economies have had to face during the transition
period. However, not much has been written about the dramatic changes that
have to be made to the accounting and financial system of a transition
economy. This book was written to help fill that gap.

This book is the second in a series to examine accounting and financial
system reform in transition economies. The first book used Russia as a case
study. The present volume in the series examines some additional aspects of
the reform in Russia and also looks at the accounting and financial system
reform efforts that are being made in Ukraine, Bosnia & Herzegovina,
Armenia and five Central Asian republics.

The series focuses on accounting reform, including the adoption and
implementation of International Financial Reporting Standards; accounting
education in both the universities and the private sector; accounting
certification; corporate governance; and taxation and public finance.



Chapter 1

INTRODUCTION

Much of the information included in this book is based on the
authors’ experience of living and working in Eastern Europe and the former
Soviet Union. Some data was gathered during the course of interviews with a
variety of accounting practitioners and educators. Much of our research
findings tended to confirm what was discussed in the existing literature. Thus,
part of this book updates and expands on existing literature. However, new
information was also uncovered that has not yet been discussed or addressed
in the literature.

Most of the chapters in this book were first presented as conference
papers, which improved the quality of the final product in several ways. When
the various manuscripts were in the early draft stage a series of anonymous
reviewers provided suggestions that led to improvements in subsequent drafis.
Comments from participants at the conferences resulted in further changes. A
few of the chapters won the conference best paper award.

This book examines not only accounting reforms but also other
aspects of financial system reform, in the broad sense of that term. Issues
relating to corporate governance, foreign direct investment, taxation and
public finance, accounting education and accounting and finance certification
are also discussed.

Reformers of accounting and financial systems in transition
economies encounter several common problems regardless of the country. We
have found that translation is a common problem. Sometimes terms simply do
not exist in the target language for certain accounting and finance concepts.
Translators have to somehow overcome these problems. Another problem
relating to translation is finding translators who know both English and the
target language as well as accounting. In some countries, such people are
difficult or impossible to find. What one must do in such cases is find good
translators, then train them in accounting terminology.

Another common problem we have encountered, regardless of the
country being examined, is the quality of materials that have already been
translated into the target language. First editions are especially prone to
mediocre translation. One particularly interesting example comes to mind.
When the first edition of the Russian translation of the International
Accounting Standards (IAS) was issued during the late 1990s, the translators
left out the word “not” in one place. It was in a section that gave a list of
things not to do. But because that word was missing, readers of that page were
led to believe that everything on the list were things that should be done,
when in fact they were things that should not be done. Thus, readers of the
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Russian edition were prone to do exactly the wrong thing for a half decade or
so, until the second Russian edition was published. It is not clear whether the
second edition corrected this mistake, either, so perhaps current Russian
readers continue to be misled by this omission.

Although translation is a common problem that must be faced and
dealt with in any transition economy, it was not the only problem we found.
There is also a problem of what might best be called inertia. Many
accountants in the transition economies we studied simply do not want to
change what they are doing. In some cases it is because they do not see the
need for change. In other cases it is because they are afraid, or even terrified
of change. Whenever there is change, there are winners and losers. Those who
perceive themselves as being losers tend to resist change. The older
generation of accountants, especially those who are approaching retirement
age, also tend to resist change. There is a certain logic to this position. Why
go through the considerable effort of learning the new rules if you are only a
few years away from retirement? But problems result when the people who
think this way also try to prevent changes from taking place. It is one thing to
decide not to upgrade your own skills. It is quite a different thing to work
toward maintaining the status quo, which is what some older accountants who
are also in positions of power have done in some transition economies.

Another common problem of implementing accounting reforms that
we have found to be common to the transition economies we have studied is
education. Accountants who are already in practice need to learn the new
rules. The new generation of accounting students need to be taught the new
rules. But there is a shortage of professors who are capable of teaching the
new rules, especially in the early years of reform. Professors have to be
trained before students can become exposed to the new rules that their country
has adopted.

Another problem that is common to all of the countries we have
studied is the credibility of accounting certification. In some transition
economies it is possible to buy an accounting certification. In other cases
accounting certification is not credible because the examinations are too easy
to pass and do not test on international accounting and auditing standards.

International investors do not place much credibility in the financial
statements of companies that are audited by local audit firms. Sometimes this
lack of credibility is because of the widespread perception that audit opinions
can be bought. Another reason is because many individuals who work for
local audit firms have little or no knowledge of international accounting and
audit standards. However, this lack of knowledge has not always proven to be
a problem for the local accountants and auditors because there is a general
lack of demand for the preparation of financial statements that are based on
international financial reporting standards.

Most companies that have such statements have them because they
want to attract foreign capital. They prepare U.S. GAAP statements if they
intend to list their shares on an American stock exchange or if they intend to
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borrow from a bank in the United States. They prepare IFRS statements if
they want to raise capital in London or another European city. Entetprises that
do not intend to raise foreign capital have little or no incentive to go through
the time, trouble, effort and expense of issuing IFRS statements because there
is little or no demand for such statements. In many countries, the statements
are prepared for the tax authorities, since financial accounting tends to be tax
driven.

This book discusses the process of accounting and financial system
reform in several East European and former Soviet countries. Chapter two
examines the problems Russia faces in adopting and implementing
International Financial Reporting Standards (IFRS), which many Russian
companies are now required to follow. Chapter three discusses accounting
reform in Ukraine. Chapter four discusses Armenia, a former Soviet republic.

Part two looks at accounting education and certification. Although the
emphasis is on accounting education in universities, some time is also spent
discussing accounting education for practitioners. One chapter is devoted to
private sector accounting education in Russia.

Accounting certification is the subject of another chapter. One of the
main problems of accounting certification throughout the former Soviet Union
and the former centrally planned economies of Eastern Europe is the lack of
credibility. There is a new regional accounting certification program aimed at
overcoming this pervasive lack of credibility. It started in Central Asia a few
years ago and is now spreading to some of the other former Soviet republics.
Certification is at two levels and all exams are given in the Russian language,
which makes the exams accessible to a wide audience. Prior to this program,
any accountant in the former Soviet Union or centrally planned East European
country had to take a certification exam in English in order to have a credible
accounting certification.

Part three examines recent changes in corporate governance in
various East European countries. Companies need good corporate governance
practices not only to run efficiently but also to attract foreign investment. Yet
present corporate governance practices leave much to be desired.
Transparency and shareholder rights are relatively new concepts in Eastern
Europe and the former Soviet Union. Traditionally, there has been a tendency
to hide relevant facts rather than disclose them. This view must change if
companies in transition economies are to have good corporate governance
practices.

Part four presents a comparative study of Russia and some other
transition economies in the area of taxation and public finance. Prior to the
collapse of the former Soviet Union, tax systems were much different. There
were no private corporations to tax and the government owned all assets. As
enterprises began to become privatized and as new enterprises were formed in
the private sector, tax systems had to be developed to raise the funds needed
by government. This section compares some transition economies to some
more developed economies in the area of public finance.
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The final chapter addresses the issue of tax evasion and presents the
results of a survey taken of Romanian students and professors. This volume is
the second volume in a series that addresses problems of accounting and
financial system reform in transition economies. The first volume focused on
Russia. Other volumes will look at other transition economies, or specific
areas, such as public finance.



PART ONE

ACCOUNTING REFORM



Chapter 2

ACCOUNTING REFORM IN RUSSIA

Abstract

This chapter examines factors that affect the accounting system in
Russia as it moves toward the adoption and implementation of
International Financial Reporting Standards (IFRS). Current rules
are examined and selected Russian Accounting Standards (RAS) are
compared to IFRS, followed by a discussion of how closely Russian
accountants actually follow the rules and the factors that affect
accounting practice. The reliability of Russian financial statements
is also discussed, followed by a discussion of Russia’s options for
the future, which groups support the various options, and the likely
outcomes. Conclusions are presented in the final section.

INTRODUCTION

Since the early 1990s, Russia has been transformed from a rigid
centralized economy into an emerging market economy. Of course, the
transition has been and continues to be painful. Practically all spheres were
affected — the economy, politics, culture, the social sphere, education, the
army, and so on. Accounting is not an exception. It is directly connected to
the transformation taking place in the realms of finance, taxation and
entrepreneurship.

The direction of the change in accounting and the transformation of
accounting rules toward the adoption and implementation of International
Financial Reporting Standards (IFRS) were set by legislation. The process
was started with the passage of the “Programme for the Reformation of
Accounting in accordance with International Accounting Standards,”
approved by the government in 1998 (Programme 1998).

In this chapter we examine the current stage of the reform process,
how far Russian regulations have moved the country’s accounting system
toward the path to IFRS, how the new regulations are implemented in
practice, why practices are evolving in the present direction, which portions of
the reform still need to be implemented, which problems exist now and which
problems might emerge in the future.

This chapter is structured as follows. In the first section, factors
affecting the introduction of IFRS into accounting practice are examined. The
second section looks at the recent past and the current state of accounting
regulation. A comparison is then made of IFRS and the Russian Accounting
Standards (RAS) from a conceptual perspective. Some asset and liability
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accounts are examined in the light of IFRS. We then look at the extent to
which Russian accountants follow the rules and the factors affecting the
process. Conclusions about the reliability of Russian financial statements end
the second section. In the third section we examine the various options for
moving forward, which groups represent the various viewpoints and the
arguments offered to support the various viewpoints (Nikolaeva 2003). There
is also a discussion of the problems likely to be encountered on the path of
transition to IFRS. We present our conclusions in the final section. We did not
include sample Russian financial statements. However, such statements may
be found in Alexander and Archer (2003).

Factors Governing the Implementation of IFRS by Russian
Companies

It is possible to identify two groups of factors that are driving the
transformation process toward the implementation of standards that comply
with IFRS. The first group might be characterized as external or exogenous
factors that affect a company. This group consists of potentially interested
parties such as investors and creditors, who are interested in a company’s
transparency. The degree of satisfaction this group has with the quality of a
company’s financial statements, while not the only factor involved in the
investment decision, directly affects whether they will form a relationship
with a particular company. A high degree of transparency increases
confidence and decreases perceived risk. That, in turn, reduces the cost of
attracting capital. The existence of financial statements prepared using IFRS
or US-GAAP is one of the mandatory terms for Russian companies that want
to borrow from Western banks. Additionally, Russian securities (shares) are
just coming to the stock exchanges, so the real prices for Russian company
shares, and the real value of Russian companies, is still in the process of
formation. Information about Russian companies that is presented using the
usual language of business — accounting — with statements prepared using
either IFRS or US-GAAP will help the stock market to reflect the real value
of the listed Russian companies.

The second group of factors that are acting as a force for change are
internal or endogenous factors. Company management needs reliable, high
quality information to make efficient decisions. Historically, as shall be
discussed below, financial information that managers receive has been
prepared according to Russian accounting rules. This information was in most
cases little more than a compilation of categorized accounting entries. Such
bookkeeping information was of little help in providing managers with the
information they needed for decision making purposes. It did little to help
them plan or exercise control. The bookkeeping system was set up to tell
managers what happened yesterday, not to help them to predict what will
happen in the future. Adopting IFRS or US-GAAP assists Russian managers
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in the decision making process more than do RAS. Thus, there is an internal
demand to adopt IFRS or US-GAAP. While some Russian companies decide
to adopt US-GAAP rather than IFRS, the remainder of this article will refer
only to IFRS in the interests of simplicity.

The presence of financial statements prepared in IFRS format has
other positive effects as well. In addition to enhancing a company’s
transparency such statements also help to strengthen corporate governance
and increase confidence and trust between managers and shareholders.

The Russian Accounting System: A Short History

The accounting system in any society is directly related to the level of
political, economic and legal development of that country. It is always a result
of, and a servant of the environment in which it exists. It develops with, or is
degraded by its surroundings. In order to understand what the accounting
system is at the beginning of 21* century Russia, it is necessary to take a short
look into the recent past of Russian accounting.

For more than 70 years, until the end of the 1980s, there were almost
no private enterprises in Russia. Everything belonged to the state. Under
conditions of a planned, centralized economy, accounting was aimed at
discovering and monitoring deviations from set models of enterprise behavior.
One of the major functions of accounting was to collect statistical
information, starting from the bottom and moving vertically to the higher
levels of the Soviet hierarchy — enterprise — association — ministry — republic
— country. The data was not consolidated, merely summarized. Accounting
data formed the basis for control and execution of the plan and as an indicator
for the development of future plans. Indexes like profit, profitability, solvency
and so forth played no role, especially if the price setting process was
centralized throughout the whole country (Gorelik 1974; Lebow & Tondkar
1986). A secondary function of accounting was the safety and controlling of
assets that belonged to the state. Actually, a main function of an accountant
was to make entries and fill in registers, which are more of a bookkeeping
nature. Every step of this process was prescribed by numerous and detailed
instructions. All companies employed the Uniform Chart of Accounts, issued
from Moscow, perhaps adjusted for some industries. Unification was one of
the basic principles of accounting under the centralized Soviet system. As for
the double-entry principle, communists were not able to create a “socialist”
alternative to it, so they employed it, with Lenin’s approval (Shama &
McMahan 1990).

The coming of “glasnost” to politics at the beginning of the 1990s
brought with it the appearance of private property. Privatization, starting in
1992, converted most Russians into nominal owners of former state
enterprises. Many completely new private companies appeared. The first
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companies with foreign capital were founded. The last decade of the 20™
century might be called a revolution that Russia went through. The revolution
encompassed economics, legislation and culture. As a consequence, and
accompanying this change was the necessity of making crucial and substantial
changes to the accounting system. Many changes have occurred and they
continue to occur as the new accounting spreads throughout Russia. Some of
these changes are the subject of this chapter.

THE LEGAL BASE

The Russian legal system is based on civil law, much like Germany,
France, Japan and numerous other countries. The main users of financial
information are not (or were not, at least) shareholders, like in the common
law countries (US, UK), but rather state agencies and creditors (especially
banks). Also, unlike common law countries, where standards are developed in
the non-state sector by professional representatives, in civil law countries
accounting regulations are made by state organizations. Thus, in Russia,
Government Decision 6 March 1998 #273 states that one of the Finance
Ministry’s functions is to provide “methodological regulation of accounting
and financial reporting” (except for banks). The system of normative
regulation of accounting in Russia consists of four levels, depending on the
status of a regulated standard act. Status is determined by the level of the
legislative act (Federal Law, Provision on accounting, etc.) and by the extent
of the act’s consequences.

Table 1*
The Scheme of Accounting Regulation in the Russian Federation (RF)
with examples of standard acts, related to one or more levels)

Level Example Status
Kind of document Obligation to
/ follow
Body, responsible )
for accepting
-3 FL ”On Accounting” Federal Law (FL) +
— ] (Fed. Law #129)
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“On Joint-Stock FL +
companies” (Fed. Law FL +
#208)
”On Limited Liability FL +
Companies” (Fed. Law
#86)

FL “On the Central Bank
(Bank of Russia)” (Fed.
Law #86)

Programme for the Government of +
Reformation of RF
Accounting in
accordance with
International Accounting

Standards
Accounting Standards Ministry of +
(PBU); Finance

(MF) +
Statement on accounting | Central Bank (CB)
rules for banks

acts)

Methodological MF, CB +
Instruction (Instruction
on Accounting 1999)

2 level (nor-
mative-legis- lative

Chart of Accounts and MF Recommended
Instruction of its
implementation

w
—_—
a
<
(¢
—

Accounting Standards, MF, Other Recommended
Methodological ministries
Instructions (Instruction
on Accounting 1999)

4 level Local normative acts, Company
adopted on the company -
level

*Source: The Table was developed by the authors

The First Level consists of standard acts that actually constitute
accounting legislation. These laws include the Law “On Accounting,” other
Federal Laws, President’s Orders and Governmental Decrees (Fed. Law #129,
prov. 3). The place of these laws in the total scheme is illustrated in Table 1.
It is necessary to mention that the Law “On Accounting” is the main
legislative act, which determines the main methodological base, the content
and procedures for financial statement presentation.
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The Second Level consists of Accounting Standards, other standard
Acts and methodological instructions that have passed through the Justice
Ministry (JM) of the Russian Federation’s registration process. According to
prov. 10 President’s decree 23 May 1996 #763 “On the Procedure for
Publishing and Enacting Presidential Decrees, Governmental Decrees and
Normative Legislation Acts of Federal Executive Bodies” (On the Procedure
1996), legislative acts that have not passed the state registration process
cannot have legal consequences, as they have not come into force. It is
therefore not possible to refer to such decrees as having legal force in a court
of law.

The Third Level includes the Chart of Accounts and Instructions for
its Implementation, some Accounting Standards, Instructions, etc. The
difference between the second and the third level is that the third level is not
mandatory but rather a set of recommendations because these items have not
passed through the appropriate registration procedure. The “Chart of
Accounts and Instruction on its Implementation,” approved by MF Order 31
October 2000 #94, which has been in force since 2001, is not referred to as a
normative-legislation Act (Chart of Accounts 2000). In contrast to previous
Chart of Accounts status, the new law determines only the general rules for
accounting entries. Its status, which is to provide recommendations only, was
confirmed by the Justice Ministry. This reduction in legal status seems to be a
logical step on the path to the transformation of the accounting system, by
changing the emphasis from bookkeeping (making entries) to end results
(financial statements).

It is necessary to point out that sometimes acts (such as Accounting
Standards or Methodological Instructions), depending on the state registration
of a certain act, can be categorized on the second or third level. For example,
“Methodological Instructions on Fixed Assets Accounting,” approved by MF
Order #33 dated 20 July 1998 has not passed the state registration procedure
by the Justice Ministry because the Justice Ministry stated that the Instruction
does not have to be registered. It is a Methodological Act of the third level.
On the other hand, “Methodological Instruction on Inventory,” approved by
MF Order #119 dated 28 December 2001, has been registered by the Justice
Ministry, which makes it a second level act, in spite of the fact that it is also
of a methodological nature.

The Fourth Level consists of acts that are developed by a company
and that are obligatory for employment in the organization’s framework. It is
a chart of accounts that a company processes itself on the basis of MF “Chart
of Accounts.” Accounting Policies. Financial Statement forms are also
developed by the company on the basis of recommendations provided by the
Ministry of Finance (MF) (On Financial Statements Forms 2003).

The above scheme of accounting regulation is built into the
classification of regulated acts, depending on their legal status.

All organizations are divided into a few separate categories. Different
groups employ different rules for accounting and financial reporting.
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Banks and other credit organizations. Unlike the other groups, the accounting
and financial reporting rules for banks and other credit organizations are set
by the Central Bank (CB) of the Russian Federation. It is one of the functions
of the Central Bank as set forth in prov. 4 (p. 14) of FL#86 “On Central
Bank”, dated 10 July 2002. Based on this law, the Central Bank developed
“Statement on Accounting for Credit Organizations Located within the
Territory of the Russian Federation.” It is interesting to note that this is the
only second-level act in the Russian normative regulations (although it applies
to a restricted subset of companies — banks) that mentions and defines some
accounting concepts and rules, including the going concern assumption,
consistency, prudence (conservatism in American English), timeliness, and
substance over form.

Normative acts, which will be examined here, always contain a
proviso that they do not apply to banks and other credit organizations. As for
IFRS, it is necessary to point out that Russian banks started converting to
IFRS before other Russian enterprises. Starting in 2004 all Russian banks are
required to issue financial statements that comply with IFRS (in addition to
statements based on Russian Accounting Standards, which will remain in
effect until 1 January 2006) (On transition of Banks 2003).

1. Sub-national governmental units (different levels of
governments -- state, municipal, public schools, hospitals — that take money
from budgets). At present the Ministry of Finance of the Russian Federation is
the body that carries out the accounting regulation of sub-national
governmental units. The present chapter will not examine such accounting
rules, since they do not apply to the private sector and examining them would
take us too far afield of the main topic. Normative acts, which will be
examined, in most cases have a proviso that they do not apply to sub-national
governmental units.

2. Other companies that might be subdivided into the
following groups:
2.1. Companies that apply a pared-down (simplified) tax

system. According to tax legislation, a certain group of companies (mostly
small businesses that have annual sales not exceeding $500,000) can apply a
pared-down tax system. At this time they do not have to follow accounting
rules except for the rules that pertain to fixed assets and intangibles. These
companies account for sales using the tax rules (p. 3 prov. 4 of FL “On
Accounting”). It might also be mentioned that this is the only category of
companies that should or can apply the cash method, because the cash method
is stipulated for the pared-down system by the tax rules. As for financial
statement preparation, relieving such companies from the requirement of
preparing financial statements is not provided directly by law.
2.2. Companies that do not fall into any of the above
categories. This category includes all companies, regardless of line of
business or ownership, that are covered by the legislation mentioned in
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Table 1. They are obliged to comply with the accounting rules and to
produce financial statements according to Russian Federation rules.

In addition, “Statement on Accounting and Financial Reporting in the
Russian Federation,” prov. 91 (approved by the Ministry of Finance of the
Russian Federation Order #34H, dated 29 July 1998, which is a second-level
Act according to our classification) stipulates that companies having
subsidiaries or affiliates must produce consolidated financial statements.
There is a Methodological Instruction on the preparation and presentation of
consolidated reporting. However, there are no rules requiring companies to
provide consolidated statements to the government authorities.

Legal Changes in the Last Decade

Changes in the legal system began to take place in the early 1990s
when a new Chart of Accounts was approved and the format of financial
statements was changed to more closely correspond to those used in
developed market economies. The interest in accounting rose remarkably
during this period, partly because the revolution in taxation placed increasing
emphasis in financial accounting data. The principal changes concerning
accounting regulation, in the authors’ view, had to do with the way the
government viewed accounting and its place in the scheme of things.
Examples of this change in viewpoint include assertions that:

e the main function of accounting and financial reporting is to provide
interested users with complete and reliable information on enterprise
activity and its financial condition to help them make informed
decisions;

e the users of financial statements consist of internal users — managers,
founders, property owners — and external — investors, creditors and
other.

The first major Act to declare the new direction that accounting and
financial reporting should take at the state level was the “Programme for the
Reformation of Accounting in Accordance with International Accounting
Standards,” approved by Government Decree #283 dated 6 March 1998 (a
Level One Act). The Programme stipulated that the purpose of accounting
regulation “will consist of providing access to all interested users to
information that reflects an unbiased picture of financial position and
financial results of enterprise business activity. In order to achieve this result
the following issues are to be resolved:

e shifting emphasis in accounting regulation from the process of
accounting procedures to the financial statements;
financial accounting regulation;
the effective combination of legislative injunctions with professional
organizations’ recommendations;
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careful implementation of International Accounting Standards for
national regulation.”
The Programme included Plans of Action for the period 1998-2000. It

was planned that by 2000 the whole regulatory system would be reformed.
The results of the move toward accounting reform included:

1.

A set of Accounting Standards (Poloshenia po
Buhgalterskomy Uchetu, PBU) was developed and put into force.
They more or less correspond with IFRS (the list of PBU is in Table
3). As part of this adoption process, new terms and concepts were
introduced that were never before known to the majority of Russian
accountants, such as “materiality,” “events after the balance sheet
date,” “segment information,” “discontinued operations,”
“contingencies,” “deferred taxes,” and so forth.

The emphasis in accounting regulation shifted from
accounting procedures to the financial reporting process.
Accounting Standards emphasize not how to make entries but rather
how to report and disclose information. The content and format of
financial statements have been adjusted to correspond more closely
to those of developed market economies. The new formats cannot
be compared to what existed under the old system in terms of
disclosure requirements.

Tax accounting and financial accounting have been legally
separated. Taxes are not calculated based on financial reporting data
as of 1 January 2004.

The first professional accounting organization was founded in
1997 — Institute of Professional Accountants of Russia. It laid the
foundation for the possibility of transferring regulatory functions
from the state to the accounting profession.

Some changes also took place in the sphere of professional
education. The educational system for accountants changed, as did
professional accounting certification. A course on IFRS was
introduced into the university curriculum.

The institution of auditing was introduced and has been in
operation since 1993. The law “On Auditing” came into force. The
adoption of new auditing standards based on International Standards
on Auditing (ISA) is in process.

FINANCIAL STATEMENTS AND REPORTING - RAS
AND IFRS

Below is a comparison of some IFRS and Russian rules. It’s

necessary to mention, that since accounting rules (and not just Russian rules)
change, it does not make sense to examine “rules in general.” Thus, a large
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portion of IFRS was revised. The revised Standards took effect in 2005. In
this chapter provisions that are in force at 1 January 2004 are considered. One
of the authors’ aims was to study the current situation and the trends in
Russian accounting system reformation.

Conceptual Provisions

1. General Provisions: The objective of financial reporting and users;
responsibility for producing statements

The clear formulation of financial reporting objectives is absent in
legislation and in other acts. The provision that comes closest to making such
a formulation states that it is “a forming of complete reliable information
about enterprise activity and its financial status, that is necessary for internal
users of financial statements — managers, founders, owners and property
owners, and for external users — investors, creditors and others.” (Fed. Law
#129)

2. Basic Principles

Accrual principle. This principle is not formulated directly anywhere
in the law. However, Provision 10 of “Statement on Accounting and Financial
Reporting,” dated 29 July 1998, requires that a company’s accounting policy
should assume distinctness of economic events, which means that events
should be recorded in the period to which they relate, not the period when the
cash flow takes place. Also, the conditions for recognizing income (prov. 12
PBU 9/98) and expenses (prov. 18 PBU 10/99) comply with the accrual
principle, which requires income and expense to be recognized and included
in the financial statements in the period when the transaction occurs, not when
cash is received or paid.

Going Concern assumption. This concept is not formulated anywhere
as such in the accounting law. However, it is included in substance. Prov. 10
of “Statement on Accounting and Financial Reporting,” dated 29 July 1998,
includes a requirement that company accounting policy should assume
continuity of operations. The mechanism of financial reporting in the event of
liquidation is not addressed.

Other Principles. The accounting law does mention most of the other
accounting principles that are included in IFRS and US-GAAP, such as the
accounting entity assumption, accounting policy consistency, prudence,
substance over form and rationality.

3. Qualitative Characteristics

Understandability. Russia so far does not have any legislative act or
accounting regulation that mentions this term.

Relevance. In Russia, quality is not discussed, at least not in any
official pronouncements.



Accounting Reform in Russia 17

Materiality as a component of relevance. According to prov. 1 of “On
Financial Statements Forms (approved by MF RF Order 67H dated 22 July
2003), an item is considered to be material if failure to disclose it might affect
economic decisions of interested users, based on reported information.

Timeliness. In the Russian regulation timeliness is mentioned as a
quality that is necessary to consider when developing accounting policy.
(prov. 7 PBU 1/98)

Reliability. According to prov. 6 PBU 4/99, “Reported accounting
information must provide reliable and complete presentation of the financial
position of an enterprise and its performance in its financial statements.”
Reliability of financial statements relates to compliance with accounting rules.

Neutrality has been listed as one of the requirements of sound
financial statements. (prov. 7 PBU 4/99). This Standard states that
“information is not neutral if by means of selection or presentation it
influences users’ decisions with an intent to predetermine results or
consequences.”

Prudence is also mentioned as one of the requirements of accounting
policy (Statement on Accounting, Order 34H).

Comparability. Russian regulations (prov. 9, PBU 4/99) stipulate that
an entity must follow the same content and format for its financial statements
from one period to another. Changes regarding the content or form of
financial statements must be disclosed if they are material.

4.The Elements of Financial Statements
The elements, related to financial position of an enterprise, definitions.

Assets. The term “asset” is used widely in the Russian regulations.
But assets are nowhere defined. The only attempts at a definition of asser are
found in prov. 2 PBU 9/99 and prov. 2 PBU 10/99, which specify that an asset
is cash and other property, which is a far cry from the definition presented in
the Framework (IASC 1994). Actually, the term asser in Russian accounting
terminology is associated with items located on the left side of the balance
sheet. The concepts of control or economic benefits are not employed.

Liability. Like assets, despite the widespread use of the term liability,
its definition is not given in the Russian regulations. In fact, the term liability
in Russian accounting terminology is associated with the term accounts
payable or with items located on the right side of the balance sheet. This
portion of the balance sheet is called Passive and includes both liabilities and
equity. The items on the left side of the balance sheet (assets) are referred to
as Active.

Equity. This is a comparatively new term in Russian accounting
terminology. Its appearance in the Chart of Accounts in 1992 was the result of
global changes in the economic structure — with the appearance of private
ownership and, consequently, owners. At present it is a widely used term and,
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like assets and liabilities, it is not clearly defined in any Acts. In fact, it means
exactly the same thing as the definition given in the Framework (IASC 1994).

Definitions of elements relating to performance

Income. According to prov. 2, PBU 9/99, “income of an enterprise is
recognized as an increase of economic benefits as a result of an inflow of
assets (cash, other property), or (and) a decrease in liabilities resulting in an
increase in an enterprise’s equity, except contributions of owners.” Thus, the
definition of income is the same under the Framework (IASC 1994) and under
the Russian rules.

Expenses. According to prov. 2 PBU 10/99, “Expenses of an
enterprise are a decrease in economic benefits as a result of outflows of assets
(cash, other property) and (or) incurrences of liabilities, resulting in decreases
in equity of an enterprise, except those relating to the distribution to equity
owners.” Thus, the Russian definition is the same as the definition given in
the Framework (IASC 1994).

Criteria for the recognition of elements in financial statements.

In the Russian system the recognition procedure is prescribed for
income (prov. 12-16, PBU 9/99). The conditions for the recognition of income
include the existence of a right to receive income; the amount of which might
be measured; the absence of vagueness concerning the receipt of an asset as
payment that will result in an increase in economic benefits; the ownership
rights have passed to a buyer (or service has been performed); expenses
relating to the transaction can be measured.

Expenses are recognized (prov. 16, PBU 10/99) if an expense has
been incurred according to the terms of a contract in accordance with
legislative requirements and business customs; if its sum can be measured; if
there is no vagueness concerning the transferring of an asset that will result in
the decrease of economic benefits.

Criteria for the recognition of assets, liabilities and equity are not
prescribed in the Russian regulations.

Content, format and procedure of financial statement presentation

¢  General provisions

The law “On Accounting” (p. 2, prov. 13) stipulates that all
organizations are required to produce financial statements. The reporting
period is the calendar year — 1 January to 31 December. The deadline for
issuing statements is 90 days after the end of the year. Statements are sent to
owners, the statistical authorities, other state bodies and other entities
prescribed by law. The Tax Service is also entitled to receive the financial
statements according to the Tax Code (prov. 23). The format of the financial
statements is proscribed by the Ministry of Finance of the Russian Federation.



Accounting Reform in Russia 19

Companies that have subsidiaries and associates must produce
consolidated statements, the preparation of which is regulated by
“Methodological recommendations on Consolidated Financial Statement
Preparation” (approved by MF RF Order #112 dated 30 December 1996)
(Level 3 document). In general, the consolidated statements are to follow
Russian accounting rules. However, the Russian rules do not have to be
followed if all of the following requirements are met:

o Consolidated statements are prepared on the basis of IFRS;

e The group ensures the reliability of the financial statements prepared
according to IFRS;

o The disclosure includes accounting rules and procedures that are
different from MF RF rules.

In all the Russian accounting regulations, this is the only Act that
allows for the possibility of IFRS statements instead of statements prepared
according to Russian Accounting Standards (RAS). However, the last proviso
makes this possibility unrealistic.

The accounting statements include the Balance Sheet; Income and
Loss Statement; supplements, including a Cash Flow Statement; Statement of
Changes in Equity; Supplement to the Balance Sheet; Statement on the use of
Special Purpose Funds (recommended); Auditor’s Report; and Footnotes.
Companies develop their financial statements using the basic forms that are
recommended by “On Financial Statements Forms” (2003).

® Balance Sheet. The format of the Balance Sheet is similar to the
account form IFRS Balance Sheet. An example is provided in Table 2.

Table 2
Balance Sheet
Company XXX at 31 December 200X

Asset Passive
1. Non current Assets 3. Equity and Reserves
2. Current Assets 4. Long-Term liabilities
5. Short-term liabilities
Balance Balance

According to Russian regulations, all assets are subdivided into non-
current (long-term) and current (short-term), depending on the time it takes
for them to be used up or converted into cash. Assets and liabilities are
presented as current if the term of their existence is not more than 12 months
(prov. 19 PBU 4/99). This definition differs from that provided by IFRS, in
that according to IAS1, to be recognized as a current asset, cash and cash
equivalents cannot have any limitations on their use. There is no such
condition in the Russian definition.
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The following kinds of assets might be classified as current: cash;
short-term investments; accounts receivable (expected to be received within
12 months after the balance sheet date); value added tax (receivable);
inventories, including raw materials, work in process, finished goods, goods,
goods given on consignment; and prepaid expenses. Interestingly, receivables
expected to be paid after 12 months from the balance sheet date are also
included as current assets.

The following kinds of assets are classified as non-current: deferred
tax assets; long-term investments; investment property; construction in
progress; fixed assets; and intangibles.

Liabilities must be recognized as current if they are expected to be
liquidated within 12 months from the balance sheet date. Current liabilities
includes loans and borrowings; accounts payable; salaries payable; dividends
payable; off-budget fund liabilities; tax liabilities; deferred revenue; and
reserves of future expenses. Long-term liabilities include loans from banks
and others; deferred tax liabilities; others.

Equity in the balance sheet consists of: contributed capital; treasury
stock; capital surplus; reserve capital (that previously was distributed for
certain uses); and retained earnings. All of these items also appear in the
equity section of a balance sheet prepared according to IFRS. Thus, it is
possible to say that Russian balance sheets are similar to IFRS balance sheet.

e Profit and Loss Statement.

The Russian form of a Profit and Loss statement corresponds to the
functional classification scheme, including the purpose of expenditures
(manufacturing, distribution, administrative). Unlike IAS 8, financing costs
are not included in non-operating items in Russian income statements. They
are included with operating expenses. The corporation’s share of profits and
losses of associates and joint ventures are accounted for by the equity method.
Starting in 2003, deferred tax assets and deferred tax liabilities are included in
the Profit and Loss statement that shows permanent interest of the body,
responsible for accounting regulation (Ministry of Finance) in taxation
matters.

Revenue. The criteria for revenue recognition are identical to the
criteria for income recognition examined above. The main difference between
the Russian rule and IFRS is that the Russian rule requires ownership to have
passed from a seller to a buyer, unlike IFRS. The measurement concept
requires that revenue be measured at fair value, determined as “the amount for
which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s-length transaction.”

According to the Russian rules, if a transaction price is not set by the
parties, the price used will be the price usually charged in similar
circumstances for similar goods. In the Profit and Loss Statement, the
following items should be stated separately: revenue, operating income, non-
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operating income, and extraordinary items. Expenses are measured by the
amount of the payment or the amount payable.

. The Changes in Equity Statement is one of the required
financial statements. The format of the Russian Statement in all general
respects complies with IAS 1 requirements, and includes the requirement to
disclose all changes in equity for the period, with different categories for
contributed capital, capital surplus, reserve capital and retained earnings.
There are also disclosures for changes in accounting policies, revaluation of
fixed assets, foreign currency translation and so forth.

. The Cash Flow Statement (CFS) is one of the required
statements. The Russian rules stipulate that the Cash Flow Statement disclose
transactions involving cash on hand and in banks. IFRS requires the CFS to
also disclose cash equivalent transactions.

As is the case with IAS 7, the Russian Cash Flow Statement is
divided into the following categories: operating, investing and financing
activities. Russian rules allow only the direct method. There are also some
differences in the classification of some transactions. For example, IAS 7
classifies interest income and dividend income as operating items, whereas
the Russian rules classify them as investing activities. IFRS classifies the
payment of dividends as financing activities. Russian rules classify these
payments as operating items (Epstein & Mirza 2002).

In order to have accounting rules that approximate IFRS a number of
Russian accounting standards (PBU) have been adopted that address matters
never before addressed in Russian accounting. Table 3 shows which areas are
now covered by PBU and makes a comparison between the two sets of
standards (IFRS and PBU).

Table 3
Comparison of IFRS and PBU
IFRS PBU
Title Status (JM)/#
Order’s
Registr.

IFRS 1 First-time - -
Adoption of International
Financial Reporting
Standards
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IAS1. Presentation of PBU 1/98 “Accounting 31 Dec 1998
Financial Statements Policy”, approved by MF RF | #1673
Order #60 dated 9 Dec1998,
came into effect on 1 January
1999;
PBU 4/99 “Financial -
Statements”, approved by MF
RF Order #43H dated 6
July1999, came into effect on
1 January2000.
IAS 2 Inventories PBU 5/01 “Inventories”, 19 July 2001
approved by MF RF Order #2806
#44n dated 9 June 2001,
came into effect on 1 January
2002.
1AS 7 Cash Flow - -
Statements
IAS 8 Net Profit or Loss - -
for the Period,
Jundamental Errors and
Changes in Accounting
Policies
1AS 10 Events After the PBU 7/98 “Events After the 31 Dec 1998
Balance Sheet Date Balance Sheet Date”, #1674
approved by MF RF Order
#56H dated 25 Nov 1998,
came into effect on 1
January1999.
IAS 11 Construction PBU 2/94 “Construction -
Contracts Contracts”, approved by MF
RF Order #167 dated 20 Dec
1994, came into effect on 1
January1995.
IAS 12 Accounting for PBU 18/02 “Accounting for 31 Dec 2002
Taxes on Income Taxes on Income”, approved | #4090

by MF RF Order #1141 dated
19 Nov 2002, came into
effect on 1 January 2003.

IAS 14 Reporting
Financial Information by
Segment

PBU 12/2000 “Reporting
Financial Information by
Segment”, approved by MF
RF Order #11u dated 27 Jan
2000, came into effect for the
year 2000.
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IAS 15 Information

Reflecting Effect of
Changing Prices
IAS 16 Property, Plant PBU 6/01 “Fixed Assets”, 28 Apr 2001
and Equipment approved by MF RF Order #2689
#26u dated 30 March 2001,
came into effect for the year
2001.
IAS 17 Accounting for - -
Leases
1AS 18 Revenue - -
IAS 19 Retirement Benefit - -
Costs
1AS 20 Accounting for PBU 13/2000 “Accounting -
Government Grants and Jor Government Assistance”,
Disclosure of Government | approved by MF RF Order
Assistance #92H dated 16 Oct 2000,
came into effect for the year
2001.
IAS 21 The Effects of PBU 3/2000 “Foreign -
Changes in Foreign Currency Denominated
Exchange Rates Assets and Liabilities ”,
approved by MF RF Order
#2u dated 10 Jan 2000, came
into effect for the year 2000.
IAS 22 Business - -
Combinations
IAS 23 Borrowing Costs PBU 15/01 “Accounting for -
Borrowings and Related
Expenses”, approved by MF
RF Order #60u dated 2 Aug
2001, came into effect for the
year 2001.
IAS 24 Related Parties PBU 11/2000 “Affiliated 10 May 2000
Disclosures parties Disclosure”, #2215

approved by MF RF Order
#5u dated 13 Jan 2000, came
into effect for the year 2000.

IAS 26 Accounting and
Reporting by Retirement
Benefit Plans

IAS 27 Consolidated
Financial Statements and
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Accounting for Investments
in Subsidiaries

IAS 28 Accounting for
Investments in Associates

IAS 29 Financial
Reporting in
Hyperinflationary
Economies

IAS 30 Disclosure in the
Financial Statements of
Banks and Similar
Financial Institutions

It’s regulated by the Central
Bank, not studied in the paper

IAS 31 Financial
Reporting in Joint
Ventures

IAS 32 Financial
Instruments: Disclosure
and Presentation

IAS 33 Earning per Share

Methodological Guidance on
Earning per Share
Disclosure, approved by MF
RF Order #29u dated 21
March 2000

1AS 34 Interim F inancial
reporting

1AS 35 Discontinuing PBU 16/02 “Discontinued 2Aug 2002
operations operations Disclosure”, #3655
approved by MF RF Order
#66H dated 2 Jul 2002, came
into effect for the year 2002.
IAS 36 Impairment of - -
Assets
1AS 37 Provisions, PBU 8/01 “Contingencies”, | 28 Dec 2001
Contingent Liabilities, and | approved by MF RF Order #3138
Contingent Assets #96H dated 28 Nov 2001,

came into effect for the year
2002.

IAS 38 Intangible Assets

PBU 14/2000 “Accounting
Jfor Intangibles”, approved by
MF RF Order #911 dated 16
Oct 2000, came into effect for
the year 2001.

IAS 39 Financial
instruments: Recognition
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and Measurement

IAS 40 Investment - -
Property

IAS 40 Agriculture - -

PBU 19/02 “Accounting for 27 Dec 2002
- Investments”, approved by #4085

MF RF Order #126H dated 10
Dec 2002, came into effect

for the year 2003.

PBU 17/02 “Research and 11 Dec 2002
- Development Costs”, #4022

approved by MF RF Order

#115u dated 19 Nov 2002,
came into effect for the year
2003.

PBU 9/99 “Incomes”, 31 May 1999
- approved by MF RF Order #1791

#32u dated 6 May 1999,
came into effect for the year
2000.

PBU 10/99 “Expenses”, 31 May 1999
- approved by MF RF Order #1790

#33n dated 6 May 1999,
came into effect for the year
2000 (Order #33)

PBU 7/98, “Events after the Balance Sheet Date” became effective 1
January 1999. Basic PBU 7/98 regulations match IAS 10 requirements.

PBU 8/98 “Contingencies” took effect 1 January 1999 and required
disclosures of contingencies. The requirements prescribed by the PBU are
basically the same as those of IAS 37.

PBU 12/2000, “Reporting Financial Information by Segment,” has
been in force since 2000. The spectrum of Russian companies required to
report segment information is different from the requirement in IAS 14, which
stipulates that segment information is required only by those companies that
have publicly traded debt or equity issues or are in the process of preparing a
public offering (Epstein & Mirza 2002). The Russian rules require segment
reporting for all companies except small businesses. The Russian rule is
identical to the former IAS 14 before it was revised in mid-1998. This
provides an example of an instance where the Russian rule makers developed
a PBU to comply with IFRS but fell behind in the process. The Russian
definitions of a business and geographical segments are identical to those of
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IAS 14. As provided by IAS 14 and by the PBU, an entity chooses which
categorization is primary and which is secondary. Requirements for primary
reporting disclosure according to PBU, unlike IAS 14, do not include separate
disclosure for interest and dividends, contingencies, liabilities, extraordinary
items that are directly attributable to a segment, or significant non-cash
expenses other than from depreciation and amortization. The requirements for
secondary reporting are identical for PBU 12/2000 and IAS 14. Actually, it
might be said that the Russian PBU matches the spirit of the corresponding
IFRS.

Since 2000, Russian companies are required to disclose affiliated
person information, according to PBU 11/2000, “Affiliated Parties
Disclosure.” The requirements set forth in this PBU are much the same as
those set forth in IAS 24, “Related-Party Disclosures.”

PBU “Discontinued Operations Disclosure” came into force effective
for 2003 annual reporting. It in all principal provisions complies with IAS 35,
“Discontinued Operations™ as far as disclosure requirements are concerned.

Below we discuss the rules for accounting for some assets and
liabilities. Space does not permit a full examination of all items in the balance
sheet and income statement. The purpose of this research is to estimate the
degree of differences between the two systems for some principal items, not
to identify all differences. In this chapter we study the most material items
from the standpoint of their weight in a company’s balance sheet. Also we
study the reasons why there might be material differences between IFRS and
RAS. Some items, such as inflation accounting, are not examined in this
chapter.

In the comparison of the two systems — Russian and IFRS — not all
differences and potential differences are examined or highlighted. Only
general rules are considered. For example, IFRS allows the inclusion of
interest expense into the cost of inventory in very limited circumstances. But
the usual rule is not to include such costs. In the comparison below, the option
not to include interest costs in the cost of inventory — the general rule- is
chosen just because it is the general rule.

Inventory constitutes a material portion of assets for companies
engaged in trade, retail and production. In Table 4 we compare the general
provisions of PBU 5/01 “Inventories,” which has been in force for annual
reporting since 2002, with IAS 2, “Inventory.”

Table 4
Comparison of IAS2 and PBU 5/01 rules
On Inventory

Requirements
IAS 2 PBU 5/01
Content
Goods for sale, Goods for sale,

Raw materials, Raw materials,
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Work-in-progress,
Finished goods

Finished goods

Cost

Costs of purchase (purchase price,
transportation costs, insurance and
handling costs), nonrefundable taxes,
import duty, interests, other expenses,
directly associated with acquisition).
(Epstein & Mirza 2002)

Conversion costs (expenses, directly
associated with conversion, such as
labor and overhead);

Other costs.

Administrative and selling expenses
are not included.

Costs of purchase (purchase price,
transportation costs, insurance and
handling  costs), nonrefundable
taxes, borrowing costs, import duty,
interest, other expenses, directly
associated with acquisition).

Conversion costs (expenses, directly
associated with conversion, such as
labor and overhead);

Other costs.

Administrative and selling expenses
are not included.

Inventory valuation

Specific identification method (in
cases of necessity determination of
every unit) —is used in exceptional
cases;

Weighted-average cost;

FIFO;

Specific  identification = method
Weighted-average cost;

FIFO;

LIFO.

All methods are equal.

Inventory in balance sheet

The lower of cost and net realizable
value

The lower of cost and present market
value

Disclosure
Detailed Not mentioned as disclosure
requirements:
Carrying amount of inventories

carried at net realizable value;

The circumstances or events that led
to the reversal of write-down of
inventories to net realizable value;
Carrying amount of inventories
pledged as security for liabilities

Thus, for the rules examined

there are some definite differences

between the Russian rule PBU 5/01 and IAS2. Notice that the Russian rule
omits work in process inventory, for example. With regard to cost
determination, the PBU rule includes borrowing costs if they accrued before
acquisition. Regarding inventory valuation choices, the Russian rule treats all
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potential methods equally, whereas the IAS has benchmarks and other
acceptable methods. On the balance sheet, the inventory valuation figure
would differ because of the difference between net realizable value (IFRS),
which is “selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale,” and
the present market value without taking expenses of sale into account.
Depending on the business, the differences might cause material disparities in
the financial statements.

Property, Plant and Equipment. Another element in the balance
sheet that represents a material item is property, plant and equipment, which
is addressed in PBU 6/01 “Fixed Assets” as well as the “Methodological
Instructions for Fixed Asset Accounting.” Table 5 compares the Russian rule
to IAS 16.

Table S
A Comparison of the Rules for Property, Plant and Equipment
Requirements
IAS 16 l PBU 6/01
Definition

Tangible assets with expected useful life of more than one year, that are
held for use in the process of production of goods or services for sale, that
are held for rental to others, or that are held for administrative purposes.
They provide future economic benefits that are readily measurable.

Investment property is not included | Reselling is not planned.

here. Investment property is not classified
separately; it is not excluded from
fixed assets.

Initial measurement

Purchase or self-constructed:
At historical cost — amount of cash or cash equivalents, directly connected
with acquisition and bringing an asset up to working condition.

Alternative- including borrowing | including borrowing costs
cost.

Exchange: Exchange:
New asset is valued at the fair value [New asset is valued at the price of
of assets given up. The price that is
assets given up, unless assets are being used to evaluate similar assets
similar. plus (less) cash received in similar circumstances.
(paid). (Epstein & Mirza 2002) Or, the price of acquired assets, in

case of impossibility of determining
the first price.

Cost incurred consequent to purchase or self-construction

Capitalized if it’s probable that | Capitalized in cases of additions to
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future economic benefits beyond
those originally anticipated for an
asset will be received by the entity.
The other cases- expensed.

building, equipment, reconstruction.

Other cases — expensed.

Depreciation

Determining period of useful life — approaches are similar

Selection of methods —is up to management (accountant)

Methods:
1.Straight-line method;
2. Declining balance method;

3. Methods of writing-off the cost of
an asset pro rata some criteria (for

3.sum-of-the-years’
digits(SYD);

example, sum-of-the-years’ digits 4. units of production approach.
(SYD) depreciation; or unit of
production approach.

Revaluation

Use of an alternative method
(historical cost is benchmark);
Assets are revalued based on fair
value

Both methods are equal.

Assets are revalued based on
replacement cost.

Regularity (in a case of choosing this method)

Impairment

A write-down is required, if the
carrying amount exceeds the net
recoverable amount (the greater of
net selling price or value in use).

Not provided

Disclosure requirements

Unlike PBU 6/01

- any restrictions on titles and any
assets pledged as security for debt;

- The amount of outstanding
commitments for property, plant and
equipment acquisitions.

Thus, there are some differences between the Russian rule and IFRS.
For example, investment property is included under the category of property,
plant and equipment under the Russian rules but not under IFRS. As for initial
investment, borrowing costs are included under the Russian rule. This method
is not a conditional or an alternative rule as it is with IFRS. In exchange
transactions the cost of the asset acquired is valued based on the price of the
asset given up. In the case of costs incurred subsequent to purchase or self-
construction, the criteria for capitalization are formulated differently.
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Capitalization under IFRS is made conditional based on the possibility of
receiving future economic benefits. The Russian rule merely specifies
situations where capitalization in called for without discussing economic
consequences.

As for depreciation, Russian practice does not apply the concept of
residual value. Revaluation is an alternative method to historical cost under
IFRS and assets are revalued at fair value. In the Russian system revaluation
does not have a proviso but assets are revalued at replacement cost. The main
difference between the two systems is that the concept of impairment is not
applied under the Russian system, including the impairment of fixed assets.
Another difference is that IAS 16 requires more disclosure.

Financial Instruments. Unlike the IFRS rule, the Russian rule for
financial instruments relates only to investments. Because of the major
differences in terminology, we will view the basic provisions of the Russian
rules as laid out in PBU 19/02 without comparing them to the IFRS.
Investments under the Russian rules consist of securities, debt securities,
investments in equity (including investments in subsidiaries and affiliates),
loans, bank deposits, receivables, acquisition by cession and investments in
joint ventures.

The criteria for recognition include the existence of documents that
confirm the right of ownership; risks relating to the investment have been
transferred; and the possibility of future economic benefit. The initial
investment includes the cost, including all expenses, that are directly related
to the asset acquisition. Valuation in the financial statements is determined as
follows:

e for investments where it is possible to determine present market
value, they are recorded at present market value;

o for investments where present market value is impossible to
determine, they are reflected at cost. If their carrying value drops
below the amount of future economic benefits expected to be derived
in the normal course of business, the carrying value is reduced to
reflect that expected decline;

o debt securities might be presented at capitalized value (discounted
cost). The Russian rules provide no guidance on how this amount
may be calculated.

Disclosure Requirements: The methods of valuation at retirement
must be disclosed, as must the present market value of applicable investments.
Collateral for investments must be disclosed as well as the cost and kind of
investments being retired. In the case of debt securities and loans, their
capitalized value must be disclosed.

Of course, we have not examined every Russian standard. At present,
there are some IFRS that have no Russian counterpart. That can create
considerable differences between a set of financial statements prepared using
IFRS and one using RAS. For example, there is no Russian rule for
accounting in a hyperinflationary economy. Russia, being a transition
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economy, sometimes experiences serious inflationary splashes. For example,
in the period 1998-2001, the price index rose by 136.7 percent. According to
IFRS, such an increase would warrant adjustments to the financial statements.

The Russian rules exclude other topics that are addressed in IFRS.
Asset impairment is one such topic. Pensions is another. There are no present
plans to address these issues, which means that the Russian accounting rules
will diverge from IFRS for the foreseeable future.

In any event, the analysis presented above allows us to conclude that,
in spite of continuing material differences between the Russian rules and
IFRS, significant progress has been made on the path to converting Russian
accounting regulations to IFRS. When one considers that the developed
market economies have accounting systems that have evolved over hundreds
of years, whereas the present Russian system was not born until the early
1990s, it is possible to say that progress has been substantial.

Thus, we have studied the main provisions of normative regulation of
the accounting system in Russia. We attempted to determine at what stage the
conversion process to IFRS now is. However, it is a well known fact that the
law that is in force and the way accountants interpret and apply the law are
not always the same thing. An examination of the way Russian accountants
apply the law and how the law works in practice is the next topic for
discussion.

THE PRACTICAL FUNCTIONING OF THE
ACCOUNTING SYSTEM IN RUSSIA

The level of development of accounting regulation is heavily
influenced by the society in which it operates. But societal influences are by
no means the only influences. If one were to discuss the degree of Russian
financial statement compliance with IFRS, it is necessary to consider at least
two factors — the correspondence of the rules and the observance of those
rules. The observance of the rules that are on the books is not perfect in
Russia. This conclusion is based on one of the author’s many years of
experience as an auditor in Russia.

As A. Bakaeyv, the chief of the accounting department of the Ministry
of Finance of the Russian Federation said in May, 2003, “Russian companies
apply PBU and IFRS selectively.” A paper presented at a conference on
auditing in Russia summarized the results of a survey of members of the
Institute of Professional Accountants in Russia, which revealed that just 10
percent of the respondents stated that they knew and applied PBU (Bakaev
2004).

One reason for the low compliance rate is attributable to the fact that
the majority of users of financial information does not care about and are not
concerned with IFRS. Accountants are aware of their audience (users of
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financial statements) and prepare financial statements based on what their
audience wants and expects. To understand the mentality involved we need to
take a brief look at recent Russian history, the beginning of the 1990s.

It was mentioned above that this period was a time of rapid and
crucial changes in most spheres of Russian life. One major change took place
in 1992 in the area of tax legislation. The base for calculating most tax
liabilities was accounting data. Companies were under a heavy tax burden
then. The amount of tax liability a company had in those days approached 90
percent of net sales. Furthermore, during the initial period of the transition to
a market economy, the tax rules changed constantly. Despite the constant
changes, which were aimed at improving and reforming the tax system, many
provisions could be interpreted in a number of ways. As a logical
consequence of such a heavy tax burden, companies looked for ways to
minimize taxes. Part of the economy went into the shade (black market). The
part of the economy that tried to operate legally (white market) was helped by
a tax amnesty in 1993 (On Taxation Amnesty 1993). The main result of this
amnesty was to triple the existing penalty provisions. A company that failed
to pay 1000 rubles had to pay 10,000 rubles as a penalty. Companies did not
use the court system to defend themselves against such penalties in those
days. In such situations, the accountant became the person responsible not
only for minimizing the tax liability but also for decreasing penalty risks.
Often a company’s survival depended on an accountant’s complying with the
accounting rules. Their ability to avoid problems with the Russian Internal
Revenue Service rose considerably. Since that period of history, most
members of society understand the role of accounting to be one of
communicating tax information to the state.

Later, changes in legislation, including tax legislation, led to the
situation where the tax rules and the accounting rules are completely separate.
This change did not occur until 2004. Only one tax — the real estate company
tax — is now calculated based on financial accounting data. Accounting
statements can no longer be used to calculate any tax. For computing the
income tax liability, companies have to keep their books according to the tax
rules.

The tax law doesn’t allow companies to ignore or break accounting
rules. Thus, the majority of people involved in accounting and reporting
consider the tax service to be the main user of the information they prepare.
Additionally, it has been the authors’ experience, which was confirmed by
research performed by O. Rozhnova (2000), that 93 percent of accountants
from 1,040 Russian companies identified the tax service as the main user of
accounting information.

What is interesting is that the other party (the state) also regards
accounting information as a tool of the tax authority. Vice Minister of Finance
M. Motorin, during a discussion on the terms of converting the accounting
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system to IFRS, said “in the absence of Russian standards the base for tax will
be calculated according to the London IFRS Board’s rules.” (Anon. 2003a).'

The attitude toward the accounting function as a tool for
communication with the state is thus the same as it was before, the only
difference being that the role of the state is increasingly played by the tax
authorities rather than the state governing bureaucracy. In accounting practice
this attitude becomes apparent when accountants ignore accounting rules
aimed at providing useful information that could be used for decision making
purposes when the rules do not affect the tax calculation. M. Makarevich,
Senior Expert at ZAO “UNICON/NS Consulting Group,” based on his
experience working for a Russian audit firm, concluded that some PBUs “are
not implemented because of their uselessness for tax service purposes.”
(Makarevich 2001) In cases where there are alternatives and one of them
complies with the tax rules, that option will be chosen. Users other than the
tax authority are far lower on the priority scale. That is the reason why some
accounting rules do not get implemented.

The second reason why accounting rules are not always implemented
is the difficulty of implementing them. Of course, Russian rules do not fully
comply with IFRS approaches, being the rules of a transition economy. But, a
lot of concepts, tools that had never been used in Soviet practice have been
introduced into accounting. New rules are adopted mechanically by approving
a new PBU but understanding the reasons for the changes and the meaning
and practical application of the new rules that were previously unheard of is
another story. Implementing a new rule is made more difficult if the
individuals who are supposed to implement them do not understand the new
rule or why they should apply it. Methodological support is needed and it is
absent in Russia.

The survey found that 98 percent of Russian accountants surveyed
have difficulty understanding and applying PBU. The difficulties are caused
by contradictory rules, conflicts with other regulatory acts (91%) and lack of
explanations about how to practically implement the rules (89%) (Rozhnova
2000).

! This is an interesting statement but what it means is even more interesting. If this
statement were to become reality, Russia’s best move would be not to issue any more
accounting standards and to repeal the ones it has already issued, since doing so
would result in the de facto adoption of the whole of IFRS. As it now stands, the
Russian rules differ from IFRS in significant ways. These differences would be
immediately eliminated if Russia merely repealed all of its present standards. It would
also mean that Russian practices would automatically remain current, since any
changes in IFRS would automatically become part of Russian practice. There would
be no need to go through the Finance Ministry or the Duma (Russian legislature).
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One of the authors’ audit experience working in Russia also shows
that Russian accountants tend to ignore provisions and items such as “market
value,” “price used in similar circumstances,” and so on. The requirements of
consolidated statements are often ignored.

Related to this is another problem, which is the absence of any
concept of professional judgment. Russian accountants were taught to follow
rules, not to exercise professional judgment. As a civil law country, Russian
accountants were accustomed to finding answers by looking to the rules to
find a paragraph that applied to their particular problem. Not only was the
exercise of professional judgment frowned upon. It was actively discouraged.
But IFRS and, as a consequence, most PBU require accountants to exercise
professional judgment at times.

Exercising professional judgment requires knowledge of accounting
and how to make estimates. It presumes a readiness to take responsibility for
the decisions that are made on the basis of that judgment. As was mentioned
before, for a period of about 70 years, the accounting system was based on
strict hierarchy, with orders coming from the top and going to the lower
levels. The system was unified and centralized. There were some years where
accountants paid for violations with their lives. A good accountant was one
who understood instructions and followed them completely.

The need to exercise professional judgment first appeared in 1992
when accountants had to choose an amortization method for certain assets.
Presently, every PBU requires accountants to exercise their professional
judgment and make estimates, taking into account the effect that their
decision will have on the financial statements. Implementing IFRS requires
the use of principles, whereas Russian accountants are more accustomed to
following rules. Western accountants correlate their decisions to the
consequences they will have on the financial statements. Russian accountants,
in most cases, are not ready to make such decisions. The survey found that 58
percent of Russian accountants would prefer to have comprehensive
instructions, not multiple choices. Fifteen percent of those surveyed had
difficulty with this question (Rozhnova 2000).

This rules versus judgment problem is one of the main problems in
the reformation of the Russian accounting system. It is difficult to change
laws, but to change the mentality of an entire profession is even more difficult
and requires more time. Bryan Carsberg, the former chairman of the
International Accounting Standards Committee (IASC), in the interview given
by him to M. Gorsky, the manager of “Consulting.ru” Project, states: “I think
that the biggest difficulty for Russia during the adoption of new, market
economy oriented accounting standards, is to provide a sufficient number of
people who possess the necessary professional and technical preparation in
accounting. Russia really needs to create this type of accounting profession.
And that, as soon as possible.” (Carsberg 2002).

In addition to the above-mentioned tendencies to violate the rules set
by PBU, it is necessary to mention one more thing based on the personal
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experience of the authors. Quite frequently actual financial reporting does not
meet the disclosure requirements provided by PBU. Footnotes might include
information that is not supposed to be disclosed. Often the information that is
disclosed is useless information. As the same time, the IFRS disclosure
requirements might be disregarded.

Thus, another side of the problem of implementing a functioning
accounting system in Russia is the absence of supplementary information, of
educational support, and the mentality of the individuals who must implement
the changes. But perhaps the mairn reason for not implementing the rules,
which would help with providing information that is oriented to financial
statement users in the broad sense, is the absence of demand for such
information. The users of financial statements have not realized the value and
possible benefits it might bring to them. Otherwise, accountants would gain
an understanding of the nuances of the new rules. They would learn which
advantages the new rules might provide for them. The shift in the mentality of
Russian accountants would accelerate if demand for the new way of thinking
had any perceived value.

Estimates of financial statement quality, prepared by Russian rules

The quality of financial statements, considering all factors — their
reliability, transparency, value for users in the sense of making useful and
efficient economic decisions — looks questionable in the light of research.
This conclusion is admitted even by those who produce the financial
statements. Seventy-one percent (71%) of accountants agree that a company’s
financial statements are not reliable, in the sense of complying with Russian
accounting regulations (Rozhnova 2000). The financial statements prepared
according to the Russian rules, taking into account all the factors mentioned
above, are not considered to be reliable or useful for making decisions by
financial information users such as investors, owners or creditors. This view is
confirmed by the fact that the majority of the largest companies prepare
financial statements using either IFRS or US-GAAP in addition to the
statements they are required to prepare using Russian accounting rules. Of the
34 Russian companies that are leaders in the Russian market and that have
effective ADR programs, 8 produce US GAAP statements and 9 use IFRS
format. Thus, 50 percent of the top companies produce two sets of financial
statements.

APPROACHES TO ACCOUNTING REFORM

The process of reforming the accounting system has been going on
for a long time. Different aspects of approaching the conversion to, or
harmonization with IFRS are at the center of attention for state authorities at
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different levels, representatives of the accounting profession and educators.
Of course, each group looks at the question from a different perspective and
each group’s position reflects its own interests. This section examines the
main point of view of each of the major groups and the approach they have
taken to accounting reform. Since professional organizations actually are not
deeply involved in the reform process, we will examine the position of some
officials of the various departments and organizations.

The first approach to reform is represented by the Ministry of Finance
of the Russian Federation (MF RF), the body that is responsible for
accounting in Russia. It receives its authority from legislation. It should not be
forgotten that this body is also responsible for financial flows to the state, a
responsibility that affects its view of accounting reform to some extent.

The Ministry of Finance advocates the further development of PBU
on the basis of IFRS, “because the use of national standards, but not
international, is the base of the legal system, for example, courts, tax, and
bank statements require providing Russian statements.” (Anon. 2003)
According to the Ministry of Finance, all companies will have to follow
Russian rules (based on PBU) for, which, in turn, will get closer to IFRS. The
Finance Ministry wants the following companies to prepare consolidated
financial statements, based on IFRS:

companies that have listed stock on the basis of IFRS (2004-2005);

non-listed joint stock companies will have 4 or 5 years to prepare their
consolidated statements using IFRS;

other companies will be given 7 years to do it.

“Other taxpayers will prepare financial statement by Russian rules,”
according to M. Motorin, vice-minister of Finance (Anon. 2003a).

In February 2004, reviewing results of accounting reformation for
2003, A. Bakaev, the chief of the accounting department of the Ministry of
Finance of the Russian Federation once more confirmed his Ministry’s
position “on rational IFRS use”, according to that IFRS are only for
consolidated financial statements of a group of companies. For all legal
persons the implementation of Russian rules on financial statements is
obligatory (Bakaev 2004).

If this is the case, all organizations that have holdings will have to
keep their books in four formats:

e tax accounting, since it is compulsory and is also separate and distinct
from financial accounting;

¢ financial accounting, using Russian rules (based on PBU), because
this format is also compulsory;

e IFRS reporting, because it is difficult to produce consolidated IFRS
statements using Russian rules; and

e management accounting, which focuses on accounting information
for decision making purposes.

From the authors’ point of view, such an approach to resource
allocation does not seem efficient. Moreover, the statements prepared using
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Russian rules will not have many readers, not for any legal reason but because
such statements have little or no value from a market perspective. Such
numbers cannot be relied on by any group of financial statement readers. That
being the case, it becomes a legitimate question to ask “Why prepare such
statements?” The answer, of course, is that doing so is legally required. But
that leads to another question, “Why should a company be required to prepare
financial statements that no one can use?” We will defer answering this
question for another day.

A related question is why should separate Russian standards be
developed if they are based on [FRS? Each new standard developed by the
Finance Ministry not only does not clear up existing ambiguities but actually
adds new ones.

Another aspect of the move to adopt Russian standards that are “like”
IFRS is that IFRS are not static. New standards are issued from time to time
and existing standards are amended or repealed. The Russian law does not
have a provision that automatically adopts any changes to IFRS. At the very
least, there is a time delay between the time a new IFRS is issued, amended or
repealed and the time the Russian Duma or Finance Ministry changes the
Russian rule. It is quite possible that the basis of an enacted PBU is quite
different than the current IFRS, which means that all the time, effort and
resources that went into the development and issuance of the PBU are wasted.
Then there is the fact that the present process ensures that Russian PBUs will
not be based on cutting-edge accounting theories or practices.

Another view of accounting reform, which is advocated by the
Ministry of Economic Development and Trade (MEDT), proposes another
scenario for approaching IFRS.

The central idea of this approach is that IFRS should be implemented
only by the “major public companies...those that might potentially cause
harm to an unlimited number of people.” Other companies will be relieved of
the obligation to prepare financial statements, but will not be relieved of
taxation and statistical reporting (Anon. 2004).

MEDT proposes to accomplish the transition to IFRS in three phases.
The first stage will include companies that have listed their shares on the
Russian stock exchange, banks and professional stock market participants.
The second stage will make IFRS financial statements obligatory for state
unitary enterprises and insurance companies. The third stage will require a
switch to IFRS for all companies that are in the zone of public interest,
including those that have their shares listed on international stock exchanges
and those that now use international accounting reporting systems.

The MEDT approach also provides for the gradual shift of regulatory
functions from government agencies to non-state institutions (Anon. 2004a).
Small business has no plans to convert to IFRS, according to A. Sharonov,
Vice Minister of MEDT (Anon. 2004b). In March 2004 the MEDT introduced
its official proposal to switch to IFRS to the Finance Ministry. The revised
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version agreed to by the ministries was to go to the government by 1 April
2004 (Anon. 2004). The Finance Ministry is concerned that converting to
IFRS might result in a Russian Enron (Anon. 2003b).

The situation in 2003 was thus repeated even to the exact date — 1
April — the date in 2003 that was the deadline for sending the version agreed
to by the two ministries to the government. For all of 2003 the two ministries
were unable to come to one view in the matter of moving to IFRS. “We now
have to agree on it. We have lost one year and must not lose another one,”
announced C. Cerenov, chief of a department of MEDT (Anon. 2004).

If the second approach became policy, we assume that state fiscal
bodies would receive information based on tax accounting data (tax returns)
much as it does now. This approach would require no extra resources, either
from the government or the public. The fact that so many companies have
already started to prepare their financial statements using either IFRS or US
GAAP indicates that they are ready, willing and able to do it. Any change to
require an international format will not be a shock to the financial system.
One benefit of such an approach would be that Russian firms would be able to
operate more efficiently, since they would not have to expend resources
preparing statements using Russian standards that no one would read.

Companies that start preparing IFRS statements for the first time
would not experience any shock to their system, since many of the new terms
have already been introduced to Russian accountants through PBU. Some
accountants even employ them now. Terms and concepts that have not yet
appeared in PBU can be learned, and the fact that they would be learned by
studying IFRS rather than PBU might even enhance the learning process,
since the PBUs often introduce ambiguities that do not exist with IFRS. These
ambiguities could be prevented by using IFRS directly rather than try to issue
new PBUs that would, based on past experience, contain vague language and
downright errors. IFRS have evolved over a period of decades and most of the
bugs have by now been worked out of the system, whereas every new PBU
has to be debugged as errors and ambiguities are discovered.

The majority of companies are small businesses, where the owners
and managers are the same people. For them, management accounting is all
they need to make decisions. For such small firms it does not make sense to
waste money on things that will never be used. If their business reaches the
point where they need to deal with the external public, they can adopt the
accounting rules they will need to deal with that public (Shatalov 2003).

Based on research conducted by the authors, the second approach
seems to be the best one. There is no need to expend resources to develop new
PBUs based on IFRS. Producing a new document or standard requires much
more financial resources and time that would be required to merely adopt the
new IFRS. Time could better be spent to pay for a good translation of the new
IFRS than to attempt to come up with a Russian rule that says the same thing
as the new IFRS. In its present form, many things still need to be developed in
the PBU regulations, starting with instructions and definitions. As a practical
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matter, it might be necessary to revise all PBUs. Even if the financial
statements comply with the PBUs, they will not comply with IFRS because to
comply they would have to adopt all IFRS requirements. It does not make
sense to waste money developing Russian rules that do not provide any
additional advantages and that have the same difficulties as IFRS if following
them merely creates extra expense for the companies. Pressure from the state
to use PBUs makes no sense, since there are no advantages but only costs.

PROBLEMS OF TRANSITION TO IFRS

Lack of Demand. One of the most basic laws of economics is the law
of supply and demand. If something is demanded, someone will supply it.
One problem with making the transition from PBU to IFRS is that many
accountants and businesses do not see the need for IFRS. Financial
information produced using IFRS is a product but the usefulness of the
product is not always readily apparent. A great deal of time and effort has to
be expended to convince unwilling consumers of financial information that
the product has some value.

The most numerous potential users of financial information are
company management. The number of companies that need financial
information for decision making purposes far exceeds the number of
companies that need financial information to attract external capital. But the
utility of the information has yet to be realized and that is one reason why the
demand for it has not increased.

One solution is to promote or advertise the benefits of having good
financial information. It is necessary to provide comprehensible arguments on
the advantages of having IFRS financial information to business owners and
their accountants. As more companies adopt IFRS and start to see the
benefits, word will spread and an increasing number of companies will
eventually adopt IFRS.

Necessity of Legislative Changes Another problem that must be
overcome in the change from Russian accounting standards to IFRS has to do
with legislative changes. Substantial changes will have to be made to existing
legislation to effect the change. Not only accounting but also tax and civil
laws will have to be changed. At present, the definitions, terms and concepts
used have slight differences in meaning, depending on which legislative act is
being examined. Sometimes a term or concept is not defined at all. For
example, the term “market value” is used in accounting legislation [PBU
19/02, 5/01, 16/02, 6/01, 12/2000, 9/99]. The term “market price” is used in
Civil Law [Civil Code, part 1, 2]. Tax legislation [Tax Code] uses terms like
“market value” and “market price.” But the definition for market price is
given only in the Tax Code.
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The IFRS system will function properly only if it is coupled with
sections from other branches of law. But for this to happen it will be
necessary to adopt sections that Russian law makers can change. To further
complicate matters, the definitions for IFRS terms that are issued out of
London are often different than the definitions that exist in Russian
legislation. Understandably, the people who draft the language of the IFRS
definitions and terms in London do not first consult with the Russian Civil
Code before issuing their pronouncements. But this causes a problem because
the definitions for certain terms are different and the Duma is too busy
working on more important matters to do anything about it.

Administrative Aspects. The process of introducing IFRS into Russian
practice is not helped by the fact that several different departments and
ministries are involved in the process. Also, there is little coordination in their
actions. The Finance Ministry, the MEDT and the Central Bank are all
involved, as are the people who regulate the securities markets.
Representatives from the accounting profession, however, are not involved in
the process, which results in skewing the results, perhaps in the wrong
direction.

The Level of Economic Development. One argument quite often used
by opponents of the introduction of IFRS into Russia is the argument that the
economic structure does not allow the introduction of many instruments or
concepts, such as fair value or discounted value. M. Makarevich is one
important commentator who expresses such an opinion (Makarevich 2001).
The fact that the Russian economy has not reached the point where it is
possible to call it developed is another problem. But to abandon attempts to
move forward just because not all the stones have been cleared away would
be a mistake. The fact that companies that produce IFRS and US GAAP
statements find solutions to the various problems they encounter shows that
solutions exist.

Lack of Accounting Professionals. There is a serious lack of
accountants who know the rules and apply them. As was mentioned, there are
reasons why Russian accountants do not follow the rules. Part of it has to do
with not knowing what the new rules are. Part of the problem is that they are
unaccustomed to exercising professional judgment. The mentality of the
whole Russian accounting profession has to change before major changes can
be made to the system. A whole new generation of accountants has to be
grown and educated before the remnants of the old Russian mentality
disappear and get replaced with a new way of looking at accounting problems
and their solution.

Lack of Consultants. The lack of consultants is a direct result of the
lack of existing demand for IFRS. At present only the Big-Four accounting
firms and a handful of Russian firms are able to provide high quality
consulting on IFRS. The capability of Russian consultants is restricted by
their access to English language information. The Big-Four firms do not have
this problem because they only hire accountants who have a good grasp of the
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English language. Thus, they are able to read the IFRS in the original English
and do not have to depend on translations which, historically, have been less
than perfect at best. Because of this structural advantage, the demand for
services from the Big-Four is so high that they sometimes have to participate
in the preparation of IFRS financial statements, then audit those same
statements (Sucher & Alexander 2004).

CONCLUDING COMMENTS

Accounting is one of the spheres that have been transformed since the
beginning of the 1990s. Its reformation and supervision have been executed
by various governmental bodies, although considerable resources from
international organizations have also been attracted to the process. The
adoption of national standards based on IFRS was chosen as the vehicle for
change. But change occurs slowly and the country is huge.

There is a lag between the time standards are adopted and the time
they are implemented. Some of the reasons are the lack of demand for quality
information, mostly from inside users of financial information, and the
mentality and education level of the majority of accountants and educators in
accounting. This situation may be understandable for a country that is in
transition and that existed in the absence of freedom and market relationships
for many decades.

From the authors’ point of view, from the options under
consideration, the preferred option toward the transition to IFRS is to make it
compulsory to provide IFRS statements for companies that are in the zone of
public interest. It is not necessary to have Russian Financial Statements for
such companies. For other companies it can be left up to them which rules, if
any, to use for their financial statements.

There are several problems with forcing IFRS down the throats of any
segment of the accounting and financial community. One structural problem
is the difficulty of harmonizing the legislative branch so that the various
players are on the same field. There is a lack of coordination between or
among the various parties. There is a serious lack of high quality consultants
on IFRS implementation. All these factors do not help in the transition to
IFRS. If Russia is to succeed in transforming its economy into something
where markets dominate, it will have to overcome these barriers. But force is
not required.

Markets are the absence of force. Markets are just voluntary
exchange. Nothing more. Markets develop naturally when no one prevents
anyone else from trading what he has for what he wants. It seems illogical to
use force to implement markets.

There is some evidence that the market for financial information is at
work in Russia. The fact that the Russian government has done a less than



42 Accounting and Financial System Reform in Eastern Europe and Asia

excellent job of helping in the transformation process to some form of
internationally recognized accounting standards has not prevented market
forces from solving the problem. Practically every major Russian company
now prepares financial statements based either on IFRS or US GAAP. No one
forced them to do it. They did it voluntarily so that they could attract foreign
capital.

Although there is a serious lack of expertise in this area, the Big-Four
accounting firms rushed in to fill the market need. The market solved the
problem. Much remains to be done, but what is being done is being done by
the market. If the government has any role to play, perhaps it is to get out of
the way and let the market operate. Companies that do not need foreign
capital should not be forced to prepare financial statements that have no value
for them, especially if it costs them resources to do so. If IFRS statements
have value other than to attract foreign capital, the more intelligent Russian
entrepreneurs and managers will start using IFRS. The less perceptive
entrepreneurs and managers will pay a price if they fail to use cutting-edge
accounting techniques and tools, just like the less perceptive business people
have to pay a price, in terms of lost profits and lost opportunities, in every
other area of business when they fail to use the best tools. IFRS is really just a
tool. Companies should be free to use it if they think they can benefit from
using it, and they should be free not to use it if they see no benefit in using it.
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Chapter 3

ACCOUNTING REFORM IN UKRAINE

Abstract

This chapter summarizes the results of interviews conducted at
accounting firms and educational institutions in Kiev and Odessa
during the summer of 2004, supplemented by later correspondence
via the internet. Topics discussed include the adoption and
implementation of International Financial Reporting Standards
(IFRS), education for accounting practitioners, recent changes in
accounting education in Ukrainian universities, accounting
certification and taxation.

Expertise in IFRS is in short supply in Ukraine. However,
demand for knowledge of IFRS is also lacking, which provides little
incentive for local Ukrainian accounting firms to develop expertise
in this area. As a result, the top international accounting firms,
mostly the Big-4, have captured most of the market for this
expertise. Nearly all of the largest companies in Ukraine retain the
services of one of the Big-4 and it is primarily the large companies
that can see any use for IFRS, since it is mostly the largest
enterprises that are going to the international capital market in
search of capital. International investors demand to see financial
statements that are prepared using either IFRS or U.S. GAAP as a
condition of providing investment capital and the Big-4 accounting
firms are best prepared to provide guidance and expertise in this
area.

Much of the IFRS training of practicing accountants is done
by the Big-4 accounting firms. They have developed extensive
course materials over the years and have a competitive advantage in
this area. However, the training they provide is mostly limited to
their employees and their clients, which means that accountants who
do not work for either a Big-4 firm or one of their clients do not
have ready access to IFRS training.

Ukrainian universities have started to incorporate IFRS into
their accounting curriculums. The problem is that they cannot
always find good learning materials. Some of the most prestigious
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universities in Ukraine still do not have a course devoted just to
IFRS. IFRS is inserted into their course on foreign accounting.

Ukrainian financial statements that are certified by
accountants who possess only a Ukrainian certification do not have
much credibility in international capital markets. One reason for this
lack of credibility is the perception that the average Ukrainian
accountant does not meet international standards when it comes to
knowledge of IFRS and International Standards on Auditing (ISA).
Another reason is because the accounting certification system is
viewed as corrupt. There are rumors that Ukrainian accounting
certification can be bought.

This problem is being overcome in two different ways.
Several internationally recognized accounting certification exams
are now being offered in Ukraine. Any Ukrainian accountant who
can pass these exams earns instant credibility. The problem is that
these exams are given only in English, which greatly limits the
number of Ukrainian accountants who can take and pass the exams.
This language barrier is being overcome by a group of accounting
associations in several former Soviet republics, which began
offering a high quality certification program in the Russian
language. This certification started with a pilot program in Central
Asia and has recently spread to Ukraine, Russia and Moldova. As
this program spreads, the credibility of Ukrainian accountants who
can pass these certification exams will be greatly enhanced.

INTRODUCTION

Much of the information gathered for this chapter was obtained by
conducting interviews with accounting practitioners and educators in Kiev
and Odessa during the summer of 2004. This study replicates an earlier study
by McGee and Preobragenskaya (2005) of accounting reform in Russia.
Similar questions were asked to similar segments of the accounting
community. The main difference between this study and the earlier McGee
and Preobragenskaya study is that the questions for the present study were
asked of accounting practitioners and educators in Ukraine rather than Russia.

The following firms and institutions were interviewed:
All About Accounting (newspaper, Kiev) www.vobu.com.ua
Ukraine Accounting Reform Project (Kiev) www.capcipa.biz/
Deloitte & Touche (Kiev) www.deloitte.com.ua
Ernst & Young (Kiev) www.ey.com/ukraine
KPMG (Kiev) www.kpmg.com.ua
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Auditorckoe Agentstvo Margo (Ukrainian accounting and audit firm,
Odessa)

Odessa State Economic University (Odessa) www.oseu.odessa.ua

Odessa National 1.I. Mechnikov University (Odessa) www.odnu.edu.ua

KIMI (Kyiv Investment Management Institute) (Kiev) www.kimi.edu

ADOPTION AND IMPLEMENTATION OF INTERNATIONAL
FINANCIAL REPORTING STANDARDS (IFRS)

Ukraine started to adopt national accounting standards along the lines
of International Accounting Standards (IAS) in 1999. IAS was translated into
Ukrainian in that year but some explanations were deleted, which caused
some problems. There is not much literature in the Ukrainian language that
explains how to use the standards. This lack of Ukrainian language materials
does not cause much of a problem in the Eastern part of Ukraine, since the
main language there is Russian and there are some Russian language materials
available, although the quality of those materials has been criticized. But lack
of Ukrainian language materials is somewhat more of a problem in the
western part of Ukraine, where the Ukrainian language is more prevalent.
Although all Ukrainians can understand Russian, some of them prefer to use
Ukrainian.

The conversion process has been somewhat successful although the
degree of success could not be agreed upon by the interviewees. According to
one account by a local practitioner who was knowledgeable about IFRS, the
Ukrainian national standards are now about 80 percent like IFRS and the tax
rules are in about 98 percent compliance with IFRS. But an accounting
professor stated that the national standards and IFRS are far apart, citing
inventory as just one example. Many Ukrainian enterprises load all overhead
costs into the cost of inventory for financial reporting purposes, even selling
and administrative costs. It could not be determined whether this practice is in
keeping with national accounting standards but it is apparently common in
practice. This treatment of inventory may be widespread among former
centrally planned economies. At least one study has found the same technique
to be prevalent in Bosnia (Pekmez and McGee 2004).

Ukrainian standards require companies to maintain a specific chart of
accounts, a requirement that does not exist in the developed market
economies. In a market economy, companies are free to construct their own
chart of accounts, based on what makes the most sense for the particular
company.

The IFRS on hyperinflation accounting standards is not applied
retroactively in Ukraine. It is not used in practice. Expenses are classified by
function in Ukraine. Some transactions, such as foreign currency translation,
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are recorded gross in Ukraine. Ukraine does not have a standard on
government grants. Ukraine’s financial instrument standard is not as detailed
as the IFRS standard. Ukraine’s standard on financial statement disclosure is
not as detailed as the IFRS standard. Ukraine’s standard on deferred taxes is
similar to the IFRS standard. However, it is difficult to calculate the amount
of the deferred tax and many companies simply don’t do it.

The lack of educated people is slowing down the accounting reform
process. There is a lack of educated young people and many of the older
generation are not sufficiently familiar with IFRS, or even with national
standards. Five years after the start of accounting reform nothing has changed.
Accounting graduates still do not know national standards, according to one
journalist. Only a few hours of lectures are devoted to IFRS at the
universities.

The need for capital drives the market. Internal sources of capital are
exhausted. There is no public equity in Ukraine. Private equity exists.
Ukrainian companies often do not go to the debt market for capital because it
is too expensive. However, those companies that have IFRS financial
statements are able to obtain capital at lower interest rates than companies that
have only Ukrainian financial statements. There is a need to rationalize
business and clean up the financial statements to obtain equity capital, which
is the cheapest source of capital.

There are some regulatory and political impediments to rationalizing
businesses. For example, a chain of 25 supermarkets might be set up as 23
different businesses for political reasons. The local governments want them to
set up separate businesses so they can tax them and give them permits. Such a
structure is inefficient and too complicated. No one wants to invest in such a
business.

Having poor financial statements is not necessarily an insurmountable
obstacle to raising capital. Banks prefer to know their clients well. If the client
has repaid loans in the past there is a tendency to lend money again. Knowing
a client well is more important than IFRS financial statements. Adequate
collateral is also an important criterion that bankers consider.

The political process is intertwined with business in Ukraine.
Members of Parliament often have business interests and those interests are
usually placed ahead of those of the country.

The conversion to IFRS is an ongoing process. National Ukrainian
standards include some topics that are not addressed in IFRS and IFRS
addresses some topics that Ukrainian national standards do not address.
However, most Ukrainian accountants do not follow the national financial
reporting rules. They follow the tax rules instead. Many Ukrainian
accountants do not see a need for financial statements.

However, in some cases Ukrainian financial reporting standards are
not much different from IFRS. Some clients that use Ukrainian standards do
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not require any adjustments at all to comply with IFRS, according to one
interviewee.

Most Ukrainian clients choose Ukrainian standards that are as close to
the tax rules as possible. Ukrainian standards are broad. It is possible to
choose from several choices. Ukrainian financial reporting standards are
rules-based, like U.S. GAAP, whereas IFRS are principles based. Thus,
whenever a Ukrainian accountant seeks an answer to an accounting question,
he or she looks for a rule that covers the situation rather than thinking about
which accounting principle might apply.

About 700 Ukrainian enterprises have converted their books from
national standards to IFRS, with the assistance of USAID. Professor Goloff
developed a methodology for converting Ukrainian statements into
international statements. He also wrote several books on the subject. He
became famous and respected by the practitioner community as a result.

All of the top 25 banks prepare financial statements using IFRS.
Commercial businesses have less likelihood of having IFRS financial
statements. Companies owning about 40 percent of the total assets in Ukraine
have IFRS statements.

All listed companies must present their financial statements in IFRS
format to the National Security Commission. By the end of 2005 it is
expected that all companies will be required to use only IFRS, although no
one knows for sure whether they will have to prepare two sets of statements
or just one. Companies that want to raise capital in the U.S. market will also
prepare financial statements using U.S. GAAP. Many companies that have to
prepare financial statements for statistical purposes feel that they do not serve
any other purpose. Some companies use accounting information for
management decision making purposes but the practice is not as widespread
as it is in the developed market economies. Companies are not penalized
much for making mistakes on their financial statements. Penalties are more
severe for making mistakes on their tax statements.

Minority shareholders do not have access to financial information.
Most people don’t know how to read financial statements. Majority
shareholders have access to insider information. There is a very low level of
corporate governance in Ukraine. There is no one or no organized group to
push for minority shareholder rights.

Ukraine is lagging behind Russia in the area of corporate governance.
Ukrainian companies are just starting to have their internal auditors report to
management. Audit committees are practically nonexistent. The stock market
is practically nonexistent. As of June 2004, not a single Ukrainian company
had had an initial public offering (IPO). The majority of funding comes from
private sources. Conversations are one-to-one. When such financing is readily
available, there is not much need for corporate governance.
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Ukraine has adopted International Standards on Auditing (ISA) as of
2004. It decided not to have separate national auditing standards, so ISA have
become the national standards. There is thus no need to reform national
standards or do comparison studies to determine how closely the national
standards correspond to ISA. Another interesting feature of adopting ISA is
that whenever the ISA are amended or new standards are issued, Ukraine
adopts them automatically. There is no need to introduce them as new
legislation. That is not the case with IFRS, which must be introduced in the
legislature, debated, etc. before passage and implementation.

There is a shortage of accountants in Ukraine who are experts on
International Financial Reporting Standards (IFRS). However, the shortage is
not noticed by a large segment of the Ukrainian accounting community
because there is also a lack of demand for knowledge of IFRS. Demand for
IFRS expertise comes mostly from the large enterprises, which need financial
statements prepared in accordance with IFRS or U.S. GAAP in order to attract
foreign investment capital. Small and medium size enterprises usually do not
obtain their investment capital in the international capital market, so there is
not as much demand for IFRS prepared financial statements among the small
and medium size enterprises. As a result of this lack of demand except at the
top level, the Big-4 accounting firms have captured a major market share of
the audit and accounting work for the largest corporations in Ukraine. The
Big-4 firms are practically the only firms that have the needed expertise, and
they are practically the only firms that international investors will trust for
audit opinions. Thus, the Big-4 has a monopoly among large Ukrainian
enterprises.

This near monopoly has had a positive effect on Big-4 firms’ growth
rates. Ukraine’s economy grew by 10 percent in 2003. One of the Big-4
accounting firms reported that its growth in Ukraine in 2003 was 20 percent.
Another Big-4 firm stated that it grew by more than 30 percent and that
growth would have been even higher if the firm had not been more selective
in determining which clients to accept and which to reject. The Big-4 rejects
potential clients based on their reputation and integrity. The third Big-4 firm
said that it almost doubled clients and staff during the previous year.

Practice development consists mostly of just picking up the telephone
when it rings, although the Big-4 firms also hold seminars and breakfast
meetings to attract potential clients. One firm reported that it is very difficult
to find good employees. This lack of good employees is the main obstacle to
growth. The number of people the firms can train is also limited. And many of
their employees leave the Big-4 to work for large enterprises after they are
trained. The large enterprises offer experienced Big-4 accountants two or
three times the salary that the Big-4 is willing to pay.

Some practitioners expressed the view that it is difficult to find
experienced accountants and that it is difficult for recent accounting graduates
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to find jobs. However, some of the university administrators interviewed said
that it is not as difficult for accounting graduates to find jobs as it is for
graduates in other fields. Faculty and administrators at the two universities
interviewed as part of this study were uniformly of the opinion that their
graduates did not have a hard time finding accounting jobs. However, the two
universities chosen for interviews were both above average in terms of
perceived quality, so perhaps the success of their graduates in finding
accounting positions is not representative of the country as a whole.

All of the Big-4 firms have offices in Kiev, the capital, and none of
them have offices in other Ukrainian cities, although they do have clients in
other cities. Odessa, another large Ukrainian city, has only one international
firm, and it is not one of the Big-4. Thus, there still is a place for local
Ukrainian firms, although the Big-4 seems to have a controlling market share
of the largest enterprises, many of which are headquartered in Kiev.

The accounting practitioner community also does not see much need
to be familiar with IFRS. When subscribers to A/l About Accounting, a large
accounting newspaper in Ukraine, call the newspaper to ask accounting
questions, they almost never ask financial reporting questions. Practically the
only questions they have revolve around tax accounting. Even the tax officials
do not require IFRS financial statements as part of their audits.

Where there is no demand, there will be no supply. Thus, the shortage
of IFRS trained experts does not appear to be a problem for a major segment
of the Ukrainian accounting community. However, that perception may
change soon, since many Ukrainian enterprises will be required to prepare
financial statements that comply with IFRS as of the end of 2005.

Accounting is not held in high regard by business owners because
they do not see the value of accounting information, according to some
interviewees. This perception will likely change as an increasing number of
companies are required to issue financial statements and as an increasing
number of Ukrainian accountants pass the various certification exams that are
discussed below. Some interviewees indicated that accounting is considered a
prestigious job. So there seems to be a divergence of opinion about the need
for accounting information and the status of the profession within Ukraine.

One might say the same about Russia. Enthoven et al (1998) report
that a survey of secondary school students ranked accounting 91* out of 92
occupations on the list of potential occupations in terms of prestige. However,
that survey was taken early in the transition process. Accounting has since
risen in terms of prestige as demand for accounting services has increased
rapidly, due to the shift from a centrally planned economy to a market
economy.

Public companies, insurance companies and banks are required to
have an annual audit. Other companies are not required to have any audit and
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many enterprise owners and managers do not see the need for an audit in the
absence of a legal requirement. This perception will change only slowly.

The concept of transparency is new in Ukraine, as it was in Russia
(Preobragenskaya and McGee 2004). Not all Ukrainian accountants and
enterprise managers have become accustomed to the idea that their main
audience is shareholders, bankers and other providers of capital. Many of
them retain the old Soviet mindset that their main audience is the tax
authorities (government).

The accounting culture in Ukraine is deeply imbedded, especially
among the older practitioners. This old Soviet mentality continues to cause
problems. Accountants are accustomed to working with documents. Accruals
are difficult for them to understand. Accruals do not require documents,
which presents a problem because making entries where there are no
documents goes against their mindset. Failure to make accruals is a common
mistake for many companies. These mistakes are usually uncovered during
the course of an audit. However, things have improved in recent years. The
situation is getting better.

Revenue recognition is another problem for Ukrainian accountants.
They prefer to get documents and to record revenue only when they have the
documents. They prefer to use the cash method to recognize revenue rather
than the accrual method.

There is also a problem with substance versus form. If a lease
agreement says that it is an operating lease, the company will treat it as an
operating lease even though it might be a financing lease in substance. The
question about the substantive nature of the lease is never asked. Enterprise
accountants go with whatever the lease language says.

Most contracts Ukrainian enterprises have with the Big-4 accounting
firms are for just one year. Having contracts of such short duration limits the
accounting firm’s ability to do pre-audit work during the summer.

Companies also change auditors more frequently in Ukraine than in
developed market economies. However, that is not a cause for concern
because companies raise most of their capital through debt markets rather than
equity markets.

ACCOUNTING CERTIFICATION

Financial statements that are certified by accountants possessing only
a Ukrainian certification do not have any credibility in international capital
markets and do not have much credibility even within Ukraine. That is
because of the widespread impression that audit opinions can be sold. The
interviews seemed to confirm this perception. In fact, the interviews revealed
that even accounting certification can be sold in Ukraine, which is similar to
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the situation in Russia (McGee and Preobragenskaya, 2005) and perhaps other
former Soviet republics.

Ukrainian certification is not highly regarded for other reasons as
well. The exam is thought to be much less rigorous than the various
international exams like the ACCA (Association of Chartered Certified
Accountants) and American CPA and the Ukrainian exams do not test on
IFRS to the extent that the ACCA does. However, the national Ukrainian
certification exams are somewhat ACCA based. The national exams contain
some topics that are also tested in the ACCA exams.

The national certification system has three levels, introductory,
intermediate and advanced. However, only the first two levels were ever
developed. Students were supposed to receive a certificate after completion of
the exams for each level. After all the exams at all three levels were passed,
candidates were supposed to be able to exchange their certificates for one
diploma. However, the third level exams were never developed and the
process stopped because no books were translated and because Ukrainian
accountants do not use the level three topics in their work. The topics tested in
the first two exams are used in practice but the level three material is not yet
used in practice because the Ukrainian economy is not yet sufficiently
developed to use advanced accounting concepts.

The lack of a credible Ukrainian accounting certification is being
overcome in several ways. For Ukrainians who have a strong knowledge of
English, it is possible to take either the ACCA exams or the American CPA
exam. The ACCA is an old and reputable provider of accounting certification.
It has been in existence since 1904 and has certificate holders in 160
countries. It has well over 300,000 candidates and is truly international in
terms of recognition. It offers three levels of certification consisting of a total
of 14 exams. It tests on IFRS and International Standards on Auditing (ISA).
It is possible to take the exam in many countries and on all continents. The
main problem with the ACCA exams is that they are offered only in the
English language, which precludes the vast majority of otherwise potential
exam candidates from taking the exams.

The ACCA exams are very popular among the subset of Ukrainian
accountants who have a good command of the English language. The majority
of the ACCA exam candidates work for or want to work for international
firms. Those who can pass the ACCA exams have good job prospects.

The Certified Management Accountant (CMA) exam is another
possibility for Ukrainian accountants who want to earn an internationally
recognized certification. However, this certification is not very popular in
Ukraine, mostly because of a lack of understanding about what management
accounting is. Another reason for the relative lack of demand is because the
Institute of Management Accountants (IMA), the organization that organizes
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this exam, has not marketed the exam to any great extent in Ukraine (McGee,
Preobragenskaya and Tyler, 2004).

Another way for Ukrainian accountants to gain an internationally
recognized accounting certification is to take the American CPA exam.
Passing the CPA exam gives instant credibility. However, there are several
drawbacks to the American CPA exam. For one, it is offered only in English,
which precludes the vast majority of potential candidates from taking the
exam. Another problem with the American CPA is that exam candidates must
travel to the USA to take the exam.

The travel requirement greatly increases the cost of taking the exam,
but that is not the only difficulty. It is not always easy for Ukrainians to obtain
a visa and some potential candidates cannot obtain permission to enter the
United States. Also, only a few American jurisdictions will permit Ukrainians
to take the exam in their state. Although the exam is theoretically open to
individuals of any nationality, many states require 150 semester hours of
university education, consisting of a certain minimum number of hours in
accounting. Many graduates of Ukrainian universities cannot meet this
requirement. Alaska is a popular state because it requires just one year
experience with an audit firm. However, CPA exam candidates do not have to
go to Alaska to take the exam. Since the exam is now on computer, they can
take the exam in any state.

The American CPA exam is not completely relevant to the Ukrainian
situation. Part of the CPA exam tests on US tax and business law, which
Ukrainians must learn on their own, since no such courses are available in
Ukraine. Thus, there are a number of obstacles to be overcome for Ukrainians
who want to earn the American CPA designation. The ACCA exams also test
on British tax and business law, but the ACCA allows candidates to take
alternate exams in these subjects if the local testing authority can convince the
ACCA that the local tax and business law exams are the equivalent of the
comparable ACCA exams.

Until recently, there was no internationally recognized accounting
certification exam that was offered in a language other than English that
Ukrainian accountants could understand, thus limiting their opportunities to
earn a credible certification credential. However, that situation is changing.

In 2001, a group of accounting associations in several former Soviet
republics, with the assistance of the United States Agency for International
Development (USAID), gave a regionally recognized accounting certification
exam in the Russian language for the first time. The content of the exam is
similar in many ways to the ACCA and American CPA exams.

In 2002 an examination network was formed to supervise, manage
and spread the exam. This association now consists of 14 accounting
associations from 8 countries. Certificates are issued by the ICCAA.
Individuals must be a member of one of the 14 sponsoring associations to
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keep their certificates. The exams are processed mostly by Accels, the same
organization that offers the TOEFL and CMA exams. The exams are graded
in Tashkent, Uzbekistan, although this may change after the headquarters
moves to Moscow. The Center for Business Skills Development (CBSD)
processes the exams in Moscow. Surveys have found that people are satisfied
with the quality of the exams. The exams have also proven to be very popular.
About 2400 people were trained within 12 months of the start of the program
in all countries. As of mid-2004 there were 6500 people in the database for all
countries.

Certification is at two levels and consists of a total of seven exams.
There is also an experience requirement. The lower level is called Certified
Accounting Practitioner (CAP) and consists of three exams, Financial
Accounting 1, Management Accounting 1 and Tax & Law. Level two, called
Certified International Public Accountant (CIPA) consists of four additional
exams, Financial Accounting 2, Management Accounting 2, Financial
Management and Auditing.

The CAP and CIPA exams started as a pilot program in the five
Central Asian republics — Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan
and Uzbekistan, with plans to expand the program into other former Soviet
republics after the exams had been offered a few times in Central Asia. The
original headquarters was in Almaty, Kazakhstan. The certification programs
have since spread to Ukraine, Russia and Moldova. The headquarters for the
exam programs moved to Moscow in mid-2004. Thus, it is now possible for
Ukrainian accountants who cannot speak English to earn an internationally
recognized and highly regarded accounting certification. As this program
spreads, the credibility of Ukrainian accountants who can pass these
certification exams will be greatly enhanced.

Although the exams are well received, there have been some minor
problems or complaints. The study materials provide examples using
American companies. Some students would like those examples to be
replaced with local company examples. Russians, Ukrainians and other
former Soviets are not accustomed to standardized exams, so there is a bit of
culture shock. Candidates in Russia want the exam to test on Russian audit
standards rather than international auditing standards. Testing on International
Standards on Auditing (ISA) is not a problem in Ukraine, however, because
Ukraine adopted ISA. There are no separate Ukrainian auditing standards.

All exam preparation courses are offered through the private sector
and are a good source of income for trainers and training providers. Trainers
earn between $100 and $500 per course, which compares favorably to the
$200 a month they earn as university professors. USAID is not involved in the
training aspect of the certification program although it does provide other
kinds of support. For example, it trains the trainers and gives free books to
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students. It has also given a small cash award to the training providers for
each student who passes an exam.

The courses vary in length but the recommended length is a total of
60 hours, consisting of 15 sessions of 4 hours each. However, some exam
preparation course providers cram the 60 hours into a few days of 10 hours
each.

USAID also facilitates the training effort by providing lists of
potential trainers to exam preparation course providers. But USAID does
more than merely providing a list of possible trainers. It also publishes a list
of pass rates for each class, which makes it possible for training providers to
determine which trainers had the most success in past training courses.
Presumably, this puts pressure on trainers to do a good job so that they can
attain a high pass rate for their students and get hired to teach future training
courses. USAID also gives each trainer a letter stating the pass rate achieved
for each of the courses they teach. These letters serve as a marketing tool,
which they present to the private exam preparation companies when they
apply for teaching positions.

However, evaluating the pass rates of trainers as not as easy as might
first appear. The main problem with straight pass rate comparisons is that
different courses have different degrees of difficulty. The CAP exams are
easier to pass because of the nature of the questions and the availability of
good exam preparation materials. The CIPA exams are more difficult and the
training materials are not of the same quality. Thus, one cannot automatically
conclude that a trainer with a lower pass rate for CIPA exam prep courses is
necessarily a worse instructor than someone who has attained higher pass
rates for a CAP exam.

These certifications are already being recognized in the marketplace.
Some employers will hire only those individuals who have either passed all or
some of the certification exams. The Central Bank of Kazakhstan requires
internal auditors to have the CAP. The Central Bank of Ukraine requires their
internal auditors to pass Financial Accounting 1 and Management Accounting
1 or pass the ACCA or CPA. Azov Steel Company requires all their
accountants to have the CAP designation. Some employers will reimburse
their employees for the cost of taking the exams. Some employers will
increase the pay of employees who pass the exams. The largest bearing
company in Ukraine gives employees a 25 percent raise when they pass all
parts of the CAP. Prior to the June 2004 exams there were 871 CAP holders
and one CIPA in Ukraine.

Most of this employer recognition to date has occurred in Central
Asia, since the reputation of these exams is better known there. However, as
the exams spread to Ukraine and other former Soviet republics, it is expected
that the marketplace will start to recognize the value of these certifications in
other countries as well. It is expected that some certificate holders might do
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business in Poland and Romania, since these two countries provide access to
the European Union. Thus, CAP and CIPA holders might start permeating the
EU in the near future.

During the course of the interviews it was learned that the CAP and
CIPA exams were not generally well known in Ukraine. The individuals
interviewed at the Big-4 firms either were not aware that these exams existed
or had only heard about their existence but were not aware of any details. This
lack of familiarity is to be expected, given the fact that the exams are
relatively new even for Central Asia, and are even newer in Ukraine. At the
time the interviews were conducted, only a few Ukrainian accountants had
taken the CAP and CIPA exams.

However, the CAP and CIPA exams are not totally unknown,
especially among the local Ukrainian accounting and audit firms.
Furthermore, the CAP and CIPA exams are known not only by the firms in
Kiev, the capital, but also in other Ukrainian cities. The one local firm that
was interviewed in Odessa proudly stated that all of its accountants had
passed all of the CAP exams. The first individual to earn the CIPA in Ukraine
was the director of that Odessa-based firm.

The CAP exams are given quarterly, or at least that was the case until
recently. CAP exams will no longer be offered in September starting in 2005
because of low turnout for previous September exams. The reason for the low
September turnout is because it is too soon after summer vacation (Kenney
2004). So starting with the 2005 exams, the CAP exams will be offered three
times a year, in March, July and November.

The CIPA exams are offered twice a year, in July and November. The
exams are given over a three-day period. The financial accounting exams are
five hours in length. The other exams are four hours long.

From the tenor of the comments made by interviewees at the Big-4,
the interviewers got the impression that it would be a long time before the
CAP and CIPA exams would be viewed as the qualitative equivalents of the
ACCA and American CPA exams. One reason for this discounting of the
CAP and CIPA is undoubtedly because of their newness. Another reason for
discounting their quality, or even their credibility, is the fact that they are not
in English. The partners at the Big-4 accounting firms in Ukraine are mostly
from English speaking countries such as the USA, England and Australia.
They are involved in the hiring process. They are more familiar with the
ACCA and American CPA exams and they naturally place more trust in the
quality of exams they are familiar with than with new exams that they are
unfamiliar with. The fact that the CAP and CIPA exams are not in English
also casts a shadow on their quality because of the perception that exam
candidates do not have access to the same quality of exam preparation
materials as do their ACCA and CPA exam counterparts.
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There may be some truth to this perception, although the difference in
the quality of study materials can be expected to narrow with the passage of
time. Many of the study materials used to prepare candidates for the CAP and
CIPA exams are Russian translations of English language texts. The Kieso
intermediate accounting text is used for the Financial Accounting 2 course,
supplemented by additional materials on IFRS, since the Kieso book gives
U.S. GAAP examples. The Drury and Horngren books are used for
Management Accounting 2. A more complete list of study materials is
provided in the appendix. With the passage of time, local authors will publish
Russian language materials to prepare candidates for the exams, which will do
away with the problem of mediocre translations.

Another source of study material is the exams themselves. Two
sample exams for each  course are posted on  the
www.cipa.org.ua/eng/downloads/ website, which makes it possible for exam
candidates to see in advance what to expect on the exams. The ACCA also
makes its prior exams available to candidates, but the AICPA, the
organization that makes the CPA exam, no longer makes its exams available.

There may be some future reciprocity between the CAP and CIPA
exams and the ACCA and CPA. The ACCA has indicated that it will grant
some exemptions for the ACCA exams if the organization offering the CAP
and CIPA can provide evidence that its exams are the equivalent of the
corresponding ACCA exams. The State of Michigan may exempt CIPA
holders from the experience requirement.

Perceptions on the part of the Big-4 partners may also change as the
partners from English speaking countries admit local Ukrainians to their
partnerships. At present there are very few Ukrainian partners at the Big-4
firms in Ukraine. The main reason for this lack of local partners is that it takes
about 10 years to train someone for partnership and not many Ukrainians have
that much experience working for one of the Big-4.

As more Ukrainians achieve partnership in the Big-4, the perception
of the CAP and CIPA exams may become enhanced. However, it is unlikely
that the CAP and CIPA will attain strict equivalence with the ACCA and CPA
in the foreseeable future. The Big-4 will likely continue to require their
employees to be fluent in English, and these employees will likely continue to
favor taking the ACCA and, to a lesser extent the CPA, rather than the CAP
and CIPA exams, although some Ukrainian accountants may take the CAP
and CIPA in addition to one of the English language exams.

However, the lack of perceived equivalency of the CAP and CIPA to
the ACCA and CPA exams does not mean that the CAP and CIPA will never
attain credibility or value in the marketplace. Since the vast majority of
Ukrainian accountants cannot speak English well enough to pass the English
language certification exams, the only game in town, so to speak, will be the
CAP and CIPA exams. Because these exams test on IFRS and ISA,
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knowledge of these subjects will be able to spread rapidly throughout Ukraine
and the other former Soviet republics, which will greatly enhance financial
reporting in Ukraine. As the number of Ukrainian CAP and CIPA holders
reaches some critical mass, the credibility of these certifications will be
greatly enhanced. It is not necessary for the CAP and CIPA to gain
equivalency with the ACCA and CPA exams to have a major and positive
impact on the quality of financial reporting in Ukraine.

Curiously, some of the major resistance to the CAP and CIPA exams
is coming from within the Ukrainian accounting profession. The old guard is
resisting change. The younger generation of accountants, on the other hand, is
welcoming the change that the introduction of the CAP and CIPA will
provide. The president of the national accounting association in Ukraine
issued a letter to the regional accounting executives instructing them not to
send anyone to the June 2004 CAP and CIPA exams. They ignored this
command from on high. About 1,800 individuals took those exams. The
regional accounting associations ignore the national association. The
accounting association president, who never took an exam but who is well
connected to the Finance Ministry, was so embarrassed that there was
speculation he may have to resign.

Sustainability of the examination program is a concern. USAID has
been subsidizing the program since its inception. However, it plans to end the
subsidy and turn everything over to the ICCAA in 2005. There is a great deal
of demand for these certification exams, so there is a fair probability that the
program will be able to sustain itself without USAID involvement. However,
financing the program is seen as a problem.

Because of the low level of income in the region, USAID hesitated to
charge exam fees that were sufficient to cover all costs of the program. In
fact, it did not charge any exam fees in the early stages of the program and
even gave away books and other exam materials for free. These subsidies will
end in 2005 and some way to meet costs will have to be found if the program
is to be sustainable.

Each exam costs between $28 and $35 to prepare. It costs another $7
per exam to grade. There are also some fixed costs involved, such as the cost
of providing a trainer to teach each course. Students are currently charged $7
to take each exam. The break even point is estimated to be $30, so some way
will have to be found to either bring down the cost or increase the fees
charged to students.
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Tables 1 and 2 show the CAP and CIPA exam statistics for the June
2004 exams in Ukraine.

Table 1
June 2004 CAP Exam Statistics
Ukraine
Total
FA-1 T&L MA-1 CAP
# participants 283 232 271 786
# passed 149 158 112 419
Pass Rate 52.7% 68.1% 41.3% 53.3%
Source: Kenney; Mino
Table 2
June 2004 CIPA Exam Statistics
Ukraine
Total
FA-2 MA-2 Audit Fin CIPA
# participants 183 150 137 143 613
# passed 9 31 24 19 83
Pass Rate 4.9% 20.7% 17.5% 13.3% 13.5%

Source: Kenney; Mino

As can be seen, the number of participants for the CAP exams is
much higher than for the CIPA exams. That is because candidates must first
pass the CAP exams before proceeding to the CIPA exams. The pass rates for
the CAP exams are also much higher than the CIPA pass rates. There are two
reasons for the lower CIPA pass rates. For one, the nature of the material is
more difficult. The other reason is because the exam preparation courses for
the CIPA exams were not as strong. In some cases, CIPA candidates had to
study on their own without the benefit of preparation classes (Kenney 2004).

Table 3 shows the statistics for the September 2004 CAP exam in
Ukraine. The level of participation for the September 2004 exams is much
lower than for the June exams because the September exams were offered too
close to the summer vacation. The CIPA exams are offered just twice per
year, in June and November. Thus, CIPA exam statistics are not given for the
September 2004 exam.
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Table 3
September 2004 CAP Exam Statistics
Ukraine
Total
FA-1 T&L MA-1 CAP
# participants 95 103 122 320
# passed 47 55 57 159
Pass Rate 60.3% 63.2% 58.8% 60.7%

Source: Kenney

The results for the November 2004 CAP and CIPA exams were not
available by the deadline for submitting this chapter. However, statistics on
the number of exam participants were available. The following tables
summarize the turnout statistics for the November CAP and CIPA exams in
Ukraine.

Table 4
Turnout Statistics
CAP Exams in Ukraine
November 2004
Financial Managerial
City Accounting 1 | Accounting Tax & Totals
1 Law
Dnepropetrovsk 95 (21.7%) 34 (10.7%) 40 169
(13.6%) (16.1%)
Donetsk 48 (11.0%) 42 (13.2%) 39 129

(132%) | (12.3%)

Ivano-Frankovsk | 38 (8.7%) | 18(5.7%) | 26 (8.8%) | 82 (7.8%)

Kharkov 58 (132%) | 58 (18.2%) 47 163
(16.0%) | (15.5%)
Khmelnitsky 16 (3.6%) | 14(4.4%) | 14 (4.8%) | 44 (4.2%)
Kiev 156 (35.6%) | 117 (36.8%) 109 382
(37.1%) | (36.4%)
Odessa 27(62%) | 35(11.0%) | 19(6.5%) | 81 (7.7%)
Total 438 (100.0%) 318 294 1050

(100.0%) | (100.0%) | (100.0%)

Source: Kenney

Table 4 shows that a total of 438 individuals took the Financial
Accounting 1 exam in Ukraine and that the largest number of exam takers
(156) was in Kiev. More than 35 percent of the total exam takers for this
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exam were in Kiev, which is a significant number, and also a revealing
number. While it could be expected that Kiev would be the largest exam
center, what is also significant about this statistic is that nearly two-thirds of
all exam takers took the exam in a city other than Kiev. This statistic reveals
that the regions outside of Kiev are not accounting wastelands.

A different conclusion might be reached if one were to look at other
information. For example, all of the Big-4 accounting firms have offices only
in Kiev and the ACCA exams are offered only in Kiev. If one were to
consider only this information, the conclusion might easily be drawn that
Kiev is the only city in Ukraine where IFRS knowledge exists. But the CAP
and CIPA exams are offered in 7 Ukrainian cities and most exam takers took
the exam in a city other than Kiev. Thus, the accounting profession in Kiev
does not have a monopoly on accounting expertise. Knowledge of IFRS and
ISA are spreading to the regions outside of Kiev, a fact that would not be
readily apparent if one were to confine the analysis to looking only at the
locations of the Big-4 accounting firms and ACCA exam centers.

Table 5 shows the turnout statistics for the CIPA exams in Ukraine.

Table 5
Turnout Statistics
CIPA Exams in Ukraine

November 2004
Financial | Managerial
City Accounting | Accounting | Audit Finance Totals
2 2
Dnepropetrovsk | 52 (37.4%) | 45 (36.6%) 21 33 151
(16.9%) | (31.1%) | (30.7%)
Donetsk 17 (122%) | 9 (7.3%) 12 12 50
(9.7%) | (11.3%) | (10.2%)
Ivano- 0 6 (4.9%) 14 3 (2.8%) 23
Frankovsk (11.3%) (4.7%)
Kharkov 0 25 (20.3%) i1 11 47
(8.9%) | (104%) | (9.6%)
Khmelnitsky 0 6(4.9%) | 3(2.4%) | 2(1.9%) 11
(2.2%)
Kiev 70 (50.4%) | 29 (23.6%) 40 27 166
(32.2%) | (25.5%) | (33.7%)
Odessa 0 3 (2.4%) 23 18 44
(18.6%) | (17.0%) | (8.9%)
Total 139 123 124 106 492
(100.0%) (100.0%) | (100.0%) { (100.0%) | (100.0%)

Source: Kenney
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Table 5 shows that Kiev again tended to dominate in terms of exam
takers. However, Dnepropetrovsk actually had more exam takers for the
Managerial Accounting 2 and Finance exams than did Kiev. Another fact that
Table 5 reveals is that the number of CIPA exam takers was much lower than
the number of CAP exam takers. The probable reason for this lower turnout is
because candidates must first pass the CAP exams before they can sit for the
CIPA exams. The CAP exams serve as a screening process.

FINANCE CERTIFICATION

The Kyiv Investment Management Institute (KIMI) is the official
training center for the Ukrainian Society of Financial Analysts. It is the only
exam site in Ukraine for the CFA exam. The CFA exam is given twice a year
internationally but only once a year, in June, in Ukraine. KIMI proctors the
exam but does not prepare students to pass it. The Association of Certified
International Investment Analysts (CIIA) does the training. The CIIA is in
about 70 countries. Exams are offered in 9 languages, including Russian.
About 100 people took the CFA exam in Ukraine in June 2004. There is also
a certification in Financial Risk Management (FRM) but there is not much
demand for this certification at the moment.

KIMI is trying to establish national finance qualifications in addition
to the international qualifications. There are four levels in finance and
financial analysis, all offered in Russian. The exams are devised by KIMI
specialists.

KIMI offers several programs to prepare students for the various
accounting and finance certification programs and also offers the MBA as a
branch of the Kiev Business School. There are two versions of the MBA
program. The National Advantage MBA is taught in Russian. There is also an
MBA taught in English under arrangement with Stanford University, some
universities in Holland and some local experts, who provide the training.

KIMI also offers a five-year program that covers the topics that are on
the CFA exam. CIIA modules are also integrated into the curriculum.
Students who already have a five-year degree can earn a second degree in two
years. KIMI is also developing educational modules for the CAP and CIPA
exams. Three CAP modules were incorporated into their first degree program
as of September 2004.
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TAXATION

The accounting system in Ukraine is driven by the tax rules.
Ukrainian tax officials are not concerned with financial accounting rules,
whether Ukrainian or international. The same situation exists in Russia
(McGee and Preobragenskaya, 2005).

Although accounting firms in Ukraine can develop a tax practice, and
while there are tax clients to be had, many Ukrainian enterprises prefer to pay
the tax authorities directly rather than some accounting firm to make sure they
won’t have any tax problems. From the interviews it was unclear whether
these payments to tax officials were for consulting or bribes but the
perception was that it was a little bit of both.

Ukrainian national financial reporting standards are very flexible,
according to some interviewees. Where there are options, Ukrainian firms
almost always choose the option that is close to, or identical to the tax rules.
Of course, some firms do not follow the national standards at all. There is a
tendency to use the tax rules for financial reporting. This tendency causes
some problems at times. For example, the tax rule allows companies to deduct
the cost of inventory when they pay for it, even if they have not yet received
it. That is because the tax rules often follow a cash basis approach rather than
the accrual basis.

The present tax system has been evolving since about 1993. The most
rapid changes have taken place since 2001. The tax law is now 60-70 percent
understandable, according to one interviewee.

The tax law is basic and subject to interpretation. The law as applied
is different from the law as written. There is no precedent and tax court cases
are not published. One must find out about them informally.

Corporate Tax

The present corporate tax rate is 25 percent. It was 30 percent in
2003. It was reduced to enhance incentives for foreign investors. The starting
point for computing taxable income is financial statement income, followed
by many adjustments. Large companies make these adjustments. Small
companies prefer to keep two sets of books, one for tax and one for financial
reporting.

There are some nondeductible expenses, such as advertising and
publications. Although advertising costs are not deductible or amortizable,
companies can deduct the cost of hiring an advertising agency. Thus, rather
than incur the cost of advertising themselves, they hire an advertising agency
to do it for them, which enables them to deduct the cost.

There are no advance rulings. If the tax authorities give a company a
written statement that something is deductible this year, the company cannot
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use that document next year to justify the same deduction. Other companies
also cannot use it. There is no precedent.

Losses can now be carried forward indefinitely. Under the former rule
there was a five-year maximum. There was a feeling that the law needs to be
more transparent and more sophisticated, especially in the areas of transfer
pricing and thin capitalization. It was also thought that the law needs to be
applied more consistently.

Personal Income Tax

The rate used to be progressive with a top rate of 40 percent. Ukraine
now has a flat rate of 13 percent. There is an exception for individuals who
are temporarily in Ukraine (26%). Interest is excluded from tax. Dividends
and royalties are taxed at 13 percent. Capital gains are taxed as ordinary
income (13%) with no adjustment for inflation. The tax rate is expected to
increase to 15 percent in 2006. A person is a tax resident if in Ukraine for 183
days. If so, he is subject to worldwide taxation. It is not clear how income
from other countries is taxed.

More people are now paying taxes. Tax officials are not looking into
where unreported income came from in prior years, which amounts to a sort
of unofficial tax amnesty.

VAT

The Value Added Tax (VAT) rate is now 20 percent but will be
reduced to 18% and perhaps later to 15%. The rate is 0% for export services
and medicines. There is no exemption for food.

The Ukrainian VAT is based on the EU 6™ Directive. It has been
referred to as the black sheep of taxes in Ukraine, the bad tax among the good
taxes. The law is badly applied and poorly administered, according to one of
the tax specialists interviewed.

Ukraine has a huge amount of VAT tax refunds due to taxpayers,
about $10 billion collected between 2000 and 2004, but the government does
not like to pay refunds, so the refunds have not been made. The IMF gave the
government the funds needed to pay the refunds, yet the refunds have not
been paid, which is causing the IMF to be very upset.

There is a scheme to convert VAT refunds into government bonds as
a means of payment over five years. This has created a secondary market in
VAT bonds, which sell at a 30% discount. The bonds are being sold to
financial institutions.

The VAT rules place a tremendous burden on banks, which need to
have separate VAT accounts set up. The banks are liable for those accounts.
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The banks have, in effect, become tax collectors for the state. There is a big
debate over this issue. Various proposals have been made and later taken off
the table. Several laws have been introduced. It was the opinion of at least one
tax specialist that these new laws, if enacted, will impose a huge burden
without solving the problem. The VAT is expected to be a big problem for the
next few years, at least. One problem that will not be solved in the near future
is the place of supply rules. These rules are not clearly defined.

The VAT law appears to be stagnant. It is not getting worse but it is
not getting better either.

Tax Evasion and Tax Planning

Some individuals and companies pay a bribe for the tax officials to
lose their file, with the result that they don’t have to pay taxes. Some people
build a relationship with the tax authorities. They negotiate taxes, an approach
that would be unheard of in most developed countries, but a practice that is
fairly common in many developing countries.

As taxpayers become familiar with the tax law they can do tax
planning, which is a new concept. There is a special rule for entrepreneurs.
They can pay a flax tax of $200 a month regardless of income. Some
individuals try to qualify as entrepreneurs rather than employees so that they
can pay the $200 per month. This technique is being used less frequently now
that there is a 13% flat tax.

Tax evasion in customs is still widespread. Tax evasion is common in
other areas as well. Punishment for evasion depends on the region. There is a
100% maximum penalty. However, taxpayers can pay a 5% penalty if they
resubmit their tax return and pay the tax due. The tax specialist who
mentioned this point said he could not think of anyone who went to jail for tax
evasion. Cases are generally settled out of court.

The fairness of the court depends on the judge, the size of the case
and how hard the taxpayer is willing to push. Sometimes making a
contribution to the judge helps. There is a general feeling that the judge will
rule in favor of the government.

Sometimes bribes are paid in the form of advertising. A company
pays a large advertising fee but receives little or nothing in return.

Social Security

Payments to private pension funds are not yet deductible, but
payments to the state pension fund are deductible. The employer contribution
to the state fund is 35-37% of the first 2600 grebnas per month [5.3 gribnas to
the dollar]. The employee portion is 3%.
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It is now possible to make contributions to a private pension fund.
However, there are no regulations on how to register a private pension fund.
Once regulations are written, it is thought that pension funds will emerge.

The age to qualify for a pension is 55 for women and 60 for men.
People can continue to receive a pension if they work beyond pensionable
age. The amount of their pension is not enough to live on, about 160 gb per
month, or $30. People cannot hold investments in a foreign country without
approval of the Ukrainian National Bank. They cannot invest in foreign
pension funds.

Other Tax Topics

It is difficult to guess how the tax authorities will interpret the law
because the law is unclear and the law, as applied, is often different from the
law as written. Tax forms are easy to understand but there are too many of
them.

The corporate income tax is collected quarterly. The VAT is collected
either quarterly or monthly. Individuals submit their tax returns on April 1.
Corporate tax audits are regular, every year or two. The government must
give 10 days notice. Audits are of specific items.

The general director and the chief accountant can be personally liable
for taxes. As a result, some companies don’t take all legitimate deductions.
Companies pay higher taxes so that corporate officials can avoid personal
liability. Whether this practice constitutes a breach of fiduciary duty is an
open question.

Losses in four consecutive quarters lead to an automatic audit.
Companies that have no tax liability are encouraged to pay taxes anyway to
get the auditor off the hook with his boss. Auditors are under pressure to
collect taxes. Auditors exert extra pressure to squeeze taxes out of people
before elections to pay for election campaigns.

The World Bank is helping to fund tax modernization. The level of
tax education leaves something to be desired. Officials know the basics but
not the more technical items. The World Bank is offering training to tax
officials.

The transfer pricing rules are often applied incorrectly to transactions
involving unrelated parties within Ukraine (transfer pricing rules should apply
only to related parties). Foreign companies are not taking advantage of the
transfer pricing rules and the Ukraine’s relatively low tax rates.

The Big-4 accounting firms have given advice about pending tax
legislation but their advice is usually ignored. They want to receive drafts of
pending legislation so that they can provide comments and suggestions, a
practice that is common in the developed market economies, but absent in
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Ukraine. This situation is starting to change, but the practice of providing
drafts is still far from a regular practice. Parliament does not ask for feedback.
It is an alien concept for them. Members of Parliament do not have that
mindset. Also, there is no comment period for pending legislation, since
providing comment periods is also an alien concept in Ukraine.

The corporate tax system is moving toward an accrual basis but it is
not there yet. Inventory is deducted as purchased, with adjustments for the
beginning and ending balances. But some companies do not make these
adjustments.

There are several book/tax differences that the tax authorities do not
know how to deal with. In the case of inventory, for example, adjustments
have to be made between weighted average and FIFO but the tax officials do
not know what adjustment must be made. They accept whatever adjustments
the companies make.

The currency exchange rules are different for book and tax purposes.
The tax authorities accept whatever adjustments companies make because
they do not understand the rules. Tax officials accept taxpayer calculations.

There is no estate tax in Ukraine. Inheritances are considered income
and are taxed as such. An inheritance to the spouse is exempt from tax.

CONCLUDING COMMENTS

The accounting reform process in Ukraine is like the reform process
in Russia in many ways. Both countries got off to a slow start and both
experienced problems translating accounting materials into the local language.
Both countries experienced some difficulty implementing the new accounting
into their university curriculum. Neither country has an internationally
recognized accounting certification. Many practitioners in both countries do
not have much knowledge of IFRS and many do not think that such
knowledge is required. In both countries, the demand for IFRS financial
statements comes mostly from the international investment community, which
often requires IFRS prepared financial statements as a condition of
investment. Both countries have a low level of corporate governance (McGee
and Preobragenskaya, 2004).

However, there are also some differences between the Russian
approach and the Ukrainian approach. Whereas in Russia much of the
accounting change started at the top, from the government, accounting change
in Ukraine started at the grass roots, from the private sector accounting
profession, at least to a certain extent. That is true of accounting certification,
at least. The driver of professional accounting development in Ukraine was
the private sector accounting profession. Russia, on the other hand, does not
have an effective developed private sector accounting body at the national
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level. Russia’s accounting profession consists of a plethora of poorly
organized and largely ineffective local accounting organizations, the leaders
of which often use their position to further their own interests rather than that
of the accounting profession. That is not to say that some leaders of the
various Ukrainian accounting organizations do not also use their position to
further their personal interests. But the situation in Russia seems to be more
obvious, since there is a near total absence of public interest present in the
Russian accounting organizations.

Another difference is that Ukrainian tax authorities do not require the
submission of financial statements, whereas Russian tax officials do.
However, the Russian tax officials require financial statements mostly for
statistical purposes. Financial statement numbers are not used in either
country to determine tax liability.
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APPENDIX
Exam Materials for the CAP and CIPA Exams

The following study materials are available in the Russian language and are
used to prepare candidates for the CAP and CIPA exams.

Financial Accounting 1

Needles, Anderson and Caldwell, Accounting Principles 4™ edition [main
text]

Golov, S.F., International Accounting Standards 2001, Kiev, FPBA Ukraine
Welch, Glen., Daniel G. Short. Elementary Accounting, Kiev, Asnovi, 1999
Golov, S.F., Kostuchenko, V.M. Accounting and International Standards:
Implementation and Comments, Kiev, Libra, 2001

R. Anthony, G. Reese, Accounting, Situation and Examples, Moscow,
Finance and Statistics, 1998.

Management Accounting 1

Horngren, C.T., Foster, G. Accounting: A Managerial Emphasis, 6™ edition.
[main text]

Nikolai O.E., Shuskova, T.V. Management Accounting, 2™ ed., Moscow,
Editorial URSS, 2001.

Suvchuk, V.P. Financial Management of Enterprises: Practical Cases and
Analysis of Real Business Situations, Kiev, Maximum, 2001.

Golov, S.F. Management Accounting, Kiev, Libra, 2003.

Needles, Anderson and Caldwell, Accounting Principles 4™ edition, Moscow
1997.

Tax and Law
36 tax items and 133 law documents and 49 other recommendations items
listed as sources

Financial Accounting 2

Kieso, Weygandt and Warfield, Intermediate Accounting. [main]

Golov, S.F. International Accounting Standards 2001, Kiev, FPBA Ukraine
Welch, Glen, Daniel G. Short. Elementary Accounting, Kiev, Asnovi, 1999
R. Anthony, G. Reese, Accounting, Situation and Examples, Moscow,
Finance and Statistics, 1998.

Needles, Anderson and Caldwell, Accounting Principles 4™ edition, Moscow
1997
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Chapter 4

ACCOUNTING REFORM IN ARMENIA

Abstract

This chapter describes and summarizes the USAID
Accounting Reform Project in Armenia. After a brief
introduction that discusses the history and culture of
Armenia, the chapter goes into a discussion of the major
aspects of accounting reform, which included assisting the
Finance Ministry adopt and implement International
Accounting Standards (IAS) and International Standards on
Auditing (ISA), translating accounting materials into
Armenian and Russian, upgrading the accounting curriculum
at all the major universities and institutes, facilitating the
growth of a private sector accounting association, assisting in
the development of continuing professional education
programs (CPE) for practitioners and helping to establish an
accounting certification program. One of the authors was
employed by a private consulting firm that had the USAID
accounting reform contract for Armenia.

INTRODUCTION

Armenia became part of Russia in 1828 and was one of the first
countries to join the Soviet Union after the communist revolution of 1917
(CIA, 2005). Historically, Armenia had been on friendly terms with Russia,
which furnished Armenia with military protection up through the nineteenth
century (Bournoutian 2001; Sunny 1993). As a Christian country, it was often
in danger of invasion by the Turks, who tried to kill the population or convert
them to Islam. Such a massacre actually occurred in 1915, which resulted in
the deaths of a substantial portion of the Armenian population (Miller and
Miller 1999; Melson et al 1992; Graber 1996; Hovannisian 1986; Dadrian
1995), with many more fleeing to other countries. Interestingly enough, one
of the young girls who was taken prisoner and sold into slavery to a Bedouin
later found sanctuary with a young accountant (Derdarian 1998).

After the breakup of the Soviet Union, Armenia went to war with
Azerbaijan, another former Soviet republic over Karabagh, an Armenian



76 Accounting and Financial System Reform in Eastern Europe and Asia

enclave located within the borders of Azerbaijan (Walker 1991). It is now
struggling to convert its accounting and legal systems into Western, market
models (World Bank 2002; Libaridian 1999), and is experiencing a fair
degree of success.

It is probably fair to say that there are now more Armenians living
outside of Armenia than within. Many of them settled in Beirut, Venice,
Jerusalem, California, France and Australia, although there are Armenian
communities in many other countries as well (Marsden 1993). Mount Ararat,
where the remains of Noah's Ark is supposed to have been found, used to be
in Armenia, but is now in Turkey as the result of a change in borders after the
Turk invasion.

While the fact that so many Armenians had to leave their own country
is sad, in a way it also provides Armenia with some economic advantages that
some of the other former Soviet republics do not have, because a large
percentage of the Armenian ex-pat community is engaged in business in
whatever country they are living in. They have accumulated capital, and some
Armenian business people are favorably inclined to invest in their former
homeland, partly out of a sense of patriotism or ethnic pride more than
potential profit. Also, because the ex-pat community has relatives in Armenia,
they have a network of contacts, which makes it easier to establish business
ties.

That is especially important in a country like Armenia, which does
not yet have a strong rule of law. It is a well-known fact of international
business that personal contacts are invaluable in countries that do not have a
strong rule of law, so the fact that there are such unofficial networks
connecting Armenia to sources of foreign capital is extremely important.
However, the Armenian ex-pat community has limited capital for investment
in Armenia, and patriotism goes only so far when it affects the pocketbook.
Armenia needs an infusion of more capital than can be provided by the ex-pat
community alone. That is where accounting reform comes in. Once Armenia
adopts a system of financial transparency, non-Armenian foreign investors
will seriously consider it as a possible place to invest.

Armenia is in the Caucasus. It is south of Georgia, north of Iran, west
of Azerbaijan and east of Turkey (Hewsen 2001). Although it is
geographically part of Asia, most Armenians insist that they are European. Its
population is just under 3 million according to the CIA’s World Fact Book
(CIA, 2005).

Armenia declared its independence after the breakup of the Soviet
Union (Libaridian 1991), but it retained the Russian administrative system,
including its system of accounting. The Russian accounting system was, and
is still highly centralized. The various Soviet republics got their chart of
accounts from Moscow and they more or less retained it after the dissolution
of the Soviet Union.

The Soviet accounting system was much different than what one
would encounter in the developed market economies. Actually, it was more
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like a bookkeeping system. It was not possible to do ratio analysis involving
income statements because there were no income statements. Everything was
owned by the state and profit was a crime. Thus, there was no such thing as
net income or a profit and loss statement. Prices were determined arbitrarily.

The Soviet accounting model had a highly developed system of
journal entries. In fact, students who studied accounting in the Soviet
universities took a course in journal entries. Costs were determined arbitrarily,
which made it impossible to calculate actual economic costs or determine
whether they were making a profit or loss. As a result, there was a massive
misallocation of resources. In fact, at least one economist predicted as far
back as the 1920s and 1930s that their lack of a cost accounting system would
eventually lead to the demise of their system (Mises 1990; 1981; Kirzner
2001). Thus, there was a need to adopt an accounting and financial reporting
system that would allow the former Soviet republics to participate and
compete in the market economy after the collapse of the Soviet Union.

The United States Agency for International Development (USAID),
TACIS, it’s EU counterpart, the World Bank and a few other organizations
have established programs to assist economies in transition to make the
necessary changes to their accounting systems. The Armenian accounting
reform project was funded mostly by USAID, although there was also a
TACIS project in Yerevan at one point. This chapter summarizes the activities
of the USAID Accounting Reform Program, which came to Armenia in July,
1998.

WHY ACCOUNTING REFORM WAS IMPORTANT

Countries that are trying to replace their centrally planned economy
with a market model need to attract investment. Most countries in the
transition process are in financial straits. There is not a sufficient amount of
capital to fund the transformation process. Much of what was once
domestically available for investment has fled the country for greener
pastures. Thus, a large portion of the investment needed for economic
development must come from abroad.

How can foreign investors be enticed to invest in Armenia or any
other country going through this transition process? One factor that foreign
investors look at is financial transparency. They need to know what they are
investing in, and that requires financial statements that are based on some
kind of internationally recognized accounting principles. Adopting
International Financial Reporting Standards [IFRS] (which were called
International Accounting Standards [IAS] at the time Armenia began to
reform its accounting system), is one way to help gain credibility in
international financial markets, since such standards are recognized and
accepted in dozens of countries. The European Union (EU) adopted IFRS as
of January 1, 2005; Russia adopted them as of January 1, 2004, although
many Russian accountants still do not know anything about IFRS.
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Another possibility is to adopt U.S. generally accepted accounting
principles (GAAP), since they are also recognized internationally. However,
U.S. GAAP is not as widely recognized on a worldwide basis as IFRS, and
the trend is toward IFRS rather than U.S. GAAP, so Armenia decided to adopt
and implement IFRS rather than U.S. GAAP.

Adopting some kind of recognized accounting standards is only the
first step. If companies start using some such standard and there are other
impediments to investment, such as the lack of a rule of law, corruption or too
many regulations, investors will bypass the country and invest where the
investment climate is more to their liking.

Although Armenia has adopted International Accounting Standards, it
is still not an extremely attractive place to invest (McGee 1999a), although it
is getting better. The 1999 Index of Economic Freedom ranked it 106 out of
161 countries (Johnson et al 1998), which means there were 105 countries that
provided a better investment climate than Armenia. Its rank has improved
markedly in recent years (perhaps because of accounting reform and the
resulting transparency in financial reporting). The 2002 Index of Economic
Freedom ranked it 45 out of 161 countries, which placed it in a tie with
France and Poland (O'Driscoll et al 2001). The 2005 Index of Economic
Freedom ranks it 42 out of 161 countries (Miles, et al., 2005), which places it
almost in the top 25 percent, in terms of economic freedom. The fact that
things are getting better in Armenia is evidenced by the fact that it is now
possible to purchase an investment guide to Armenia (International Business
Publications 2002), which is an encouraging sign, since it indicates there is
now a market for such information.

Armenia’s overall score on economic freedom, which is a composite
of a number of variables, has also been improving. On a scale of 1 to 5, where
1 is the most free, its scores in recent years have been as follows (Miles, et al.,
2005):

1997 - 3.50
1998 - 3.50
1999 - 3.50
2000 -3.21
2001 - 3.03
2002 -2.78
2003 —2.59
2004 —-2.63
2005 - 2.58

That is a remarkable improvement, considering the limited human
resources that Armenia has to work with. Until a few years ago, practically no
one in Armenia had studied market economics to the same extent that students
in Western Europe and the United States have. There were no texts in the
Armenian language that students could refer to. Before the early 1990s, few
people knew English. They studied Armenian and Russian.
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After the fall of the Berlin Wall and the dissolution of the Soviet
Union, a number of changes occurred. Students shifted their study efforts
away from Russian and into English, so much so that, in some countries, a
large percentage of Russian language instructors became unemployed.
Another big change was that textbooks started becoming available in the local
language, not so much in Armenian but in a number of other languages.
However, Armenian students could use any text that was translated into
Russian because they were fluent in Russian. Much of the credit for these
translations can be attributed to George Soros and the various foundations he
funds. The Soros Foundations poured a great deal of money into the
translation of Western texts into the languages of Eastern Europe and the
former Soviet Union. USAID did the same thing for accounting textbooks, as
we shall discuss below.

THE PROCESS OF REFORMING ACCOUNTING IN
ARMENIA

The Armenian version of International Accounting Standards was
adopted in Decision No. 740. This pronouncement states that the accounting
standards to be used in Armenia are to be based on the International
Accounting Standards promulgated by the International Accounting Standards
Committee. Where there is no International Accounting Standard on an
accounting topic that needs to be addressed, Armenia can develop its own
Standard to fill the void.

The Ministry of Finance and Economy is charged with the task of
developing Accounting Standards of the Republic of Armenia (ASRA) in
three phases. The first phase was completed in 1998 with the adopting of 15
ASRAs. An additional 12 ASRAs were finalized during 1999. One of these
ASRAs (No. 3) was to be developed to fill the void left by the absence of an
International Accounting Standard on the topic of the structure of an
organization’s costs and expenditures. The third phase was completed in
2000 with the adoption of an additional 8 ASRAs.

Decision No. 740 also called for the adoption of a Chart of Accounts!
and for improvement of instructions for financial statement presentation by

1 ART. 2b. When I first heard that the Finance Ministry was developing a “new” Chart
of Accounts to replace the old one, I was quite amused. In most western countries —
certainly in the United States — there is no such thing as a mandatory Chart of
Accounts. Each company is free to create a chart of accounts to suit its needs.
Mandatory charts of accounts are quite common in the CIS. They had them when
they used Soviet accounting and they want to keep them. It seems strange for
countries that want to adopt western accounting system insist on keeping this top-
down planning device, but discussions with Armenian accountants revealed that they
would feel lost without it. In one conversation, when 1 suggested that Armenia
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the end of 1998, which was successfully completed a few days before year-
end.

The USAID Accounting Reform project landed in Armenia in July
1998. The project had several components. One of the most important
components was to assist the Finance Ministry adopt IAS. The Armenian
banking system was already in the process of adopting the IAS that applied to
banks but the Finance Ministry was only thinking about making changes.
USAID was invited to Armenia to help facilitate the conversion process.

An ex-pat was assigned to help the people in the Finance Ministry
understand what the new rules (IAS) were about and how they should be
applied. Several major problems were encountered early on. For one, no one
in the Finance Ministry had any background in accounting. The person in
charge of accounting methodology was an engineer who never had an
accounting course. His assistant was a lawyer, who also never had an
accounting course. Luckily, they were both intelligent and motivated
individuals and they wanted the project to succeed.

Another initial problem was that the IAS had not yet been translated
into Armenian. Furthermore, the first Russian translation, which was being
published in Moscow, would not be available until 1999, so the Finance
Ministry people could not refer to the Russian version because it did not yet
exist.

Thus, one of the earliest tasks of the USAID project was to translate
the IAS into Armenian. Translation proved to be somewhat of a problem, for
several reasons. For one, it was not possible to find anyone who was fluent in
both English and Armenian and who also knew accounting. The old Soviet
university curriculum taught only a course in bookkeeping and perhaps a few
mathematics courses that had something to do with economics. There were no
courses on intermediate accounting like the kind that are commonly found in
American universities. As a result, the project hired translators who had
specializations in geology, physics, English literature and economics.

Other problems were encountered once the translation started. The
biggest problem was that there were no words in the Armenian language to
describe some of the accounting terms. Referring to Russian language
dictionaries also was not often very helpful because there were no Russian
terms for some of the accounting concepts. The Russian language did not
even have a word for accountant. They used buchhalter, the German word for
bookkeeper instead. But bookkeeping is not the same as accounting.

The translation team had to find ways around this problem. One way
was to provide a description of what the English language terms meant.
Frequent meetings were held during the early weeks of translation to discuss
terminology.

abolish a mandatory chart of account, the person I was conversing with almost had a
heart attack. He did not think I was serious.
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Another part of the project involved education. Funds were available
to assist any university that wanted to revise its accounting curriculum to
involve study of IAS and International Standards on Auditing (ISA). This part
of the project would have been considered successful if just one major
university or institute agreed to revise its curriculum. Luckily, all the major
universities and institutes agreed to accept USAID assistance.

The accounting curriculum in those days actually consisted of a single
course in making journal entries and perhaps an auditing course (Enthoven et
al., 1998). Footnotes and other forms of disclosure did not exist in the former
Soviet system. There was no such thing as an accounting major. The sole
accounting (bookkeeping) course was taught as part of the economics major.
Thus, many new courses would have to be added, which became a touchy
topic because that meant some existing courses would have to be eliminated.
What would happen to the professors who taught those courses? If professors
felt threatened by the proposed revisions, they would resist the changes and
might torpedo the whole reform process.

This problem was solved by merely adding a new accounting track to
the existing economics curriculum. No one would be out of a job but students
would now have the option to take a variety of accounting courses.

The next step was to determine what courses should be offered.
USAID projects in other transition economies had used ACCA (Association
of Chartered Certified Accountants) materials and it was decided that ACCA
materials should also be used for course texts in Armenian universities and
institutes. ACCA is a certifying organization, founded and operated in the UK
more than 100 years ago. Its certification exams are recognized and respected
throughout the world. The exam preparation books were comprehensive and
covered all the topics needed to pass the certification exams.

The next decision was which language to translate the books into. The
books were in English and it had to be decided whether to translate them into
Russian or Armenian. Either language would be fine as far as the students
were concerned because Armenian students could all speak both languages.
The universities and the Finance Ministry both wanted USAID to translate the
books into Armenian. But USAID wanted to translate them into Russian so
that they could also be used in other former Soviet republics. USAID would
be paying for the cost of translation, but the translation decision presented a
sensitive issue, since Armenia was going away from Russian and into the
Armenian language after the collapse of the Soviet Union. There was some
nationalism involved in wanting the Armenian language to be used.

USAID was able to persuade the universities to accept Russian
versions of the books and the Russian translation was started. There were 28
books in the series, 2 for each of the 14 courses, and there were not enough
translators to translate all of the books simultaneously, so the decision was
made to translate the books that would be used in the first year courses first
before going on to the second year courses, etc.
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There were some coordination problems with the translations.
Although the same translation team was used for both the translation of IAS
and the texts, the IAS were being translated into Armenian and the texts were
being translated into Russian. Some translators were better at one language
than the other, so a separation of duties evolved. Also, the translation of the
two projects had to run parallel because the demand for the texts was too great
to wait until the translation of the IAS into Armenian had been completed.

There was also a problem of coordination. The basic core of
translators was about six people. The speed of translation could not be
doubled by adding six additional people. Adding to staff was tried early in the
process but problems developed almost immediately. Different translators
were translating identical terms in several different ways. Creating a glossary
for the common terms helped but it was not sufficient. Some of the full-time
translators and most of the part-time translators who worked at home
continued to use different Russian words for the same English language word.
This problem was solved by filtering all translations through a single
individual. Once the initial draft had been done for a particular set of
paragraphs or pages, the translation would be checked by this person, who
would edit the text. This filtering process helped make the final product more
homogeneous.

As the texts were translated a means had to be found to get them into
the hands of professors and students. None of the professors in Armenia had
ever taken a western style accounting course. Almost without exception they
had never been exposed to the accounting concepts that would be taught in
their university courses. This problem had to be solved. Merely translating
and publishing books would not be sufficient. Professors had to be trained to
teach the courses.

This problem was solved by having a series of train the trainer
courses. Professors and administrators at the various universities and institutes
were notified that a series of courses would be offered on IAS and that they
would be free. Any professor who wanted to take the courses was invited to
attend at no cost. The actual courses used the texts that would be used in the
first undergraduate accounting course, which was mostly bookkeeping and
elementary accounting, although a few international accounting standards
were discussed in the first course.

A sufficient number of professors and others enrolled in the early
courses to make them a success. During the course an announcement was
made that those who received the best grades would be given an opportunity
to teach the course to the general public. A great deal of interest had
developed regarding the courses once the word got out that the courses would
be free or almost free. As a result, many individuals began to sign up for the
courses. Although some were practicing accountants, many were people who
had no accounting background but who wanted to upgrade their credentials so
that they could qualify for jobs as accountants. A few of the best students
were later sent to the University of Texas at Austin for a master’s degree in
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accounting, with the provision that they return to Armenia and teach after the
completion of their studies.

Another task of the USAID project was to train existing practitioners
in IAS. This task proved to be rather difficult, since many practitioners saw
absolutely no need for such knowledge. The old system had worked fine for
decades and many of them did not see the need for change. This attitude
reflects the view that the best way to do something is precisely the way it is
already being done, which one might label as the tyranny of the status quo
(Friedman and Friedman, 1984). However, the Finance Ministry quickly
made IAS the law of the land, which provided the incentive needed to
convince the hesitant accountants to upgrade their skills.

A related aspect of the project was to strengthen a private sector
accounting association. Private institutions had been destroyed during the
years of communist rule and it was thought that re-establishing private sector
institutions would be a critical step in the accounting reform process.

After a little research it was discovered that three different private
sector accounting associations already existed. However, the three groups did
not get along very well, they were all weak and none of them could truly
claim to be a national organization, which would be needed to gain IFAC
(International Federation of Accountants) membership, which was another
goal of USAID.

After some discussion and debate the three groups more or less
merged, which made it easier to offer programs. USAID funded some
continuing professional education (CPE) programs and helped the new
Armenian Association of Accountants and Auditors (AAAA) create a new
national certification designation that was modeled along the lines of the
ACCA certification model, the main difference being that the certification
exams would be given in Armenian instead of English. Actually, the exams
could be given in either Armenian or Russian but the responses would have to
be written in Armenian.

Another task of the USAID project was to visit the main companies in
Armenia and assist them to convert their books to IAS. A special team was
formed within the USAID project to perform this task. It consisted of one ex-
pat and some local Armenians, most of whom had earned an MBA from the
American University of Armenia. They spent a few days each at hundreds of
Armenian enterprises and engaged in some training during the course of their
visits.

The New Certification Model

Part of the accounting reform program included upgrading accounting
and auditing certification to international standards. In the past, the exam
consisted of a few essays and a few multiple choice questions, some of which
were used year after year. Exam takers wrote their names on the exam, which
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meant that the person grading the exam knew whose exam was being graded.
This system provided the opportunity for corruption.

The AAAA scrapped this system and replaced it with one that closely
paralleled the ACCA examination system. Rather than have one exam, there
were 15, which included the same 14 topics as the ACCA exams plus an exam
on the Armenian chart of accounts. Certification was three-tiered, just like the
ACCA scheme. Exams were just like ACCA exams. In fact, questions from
former ACCA exams were translated into Armenian and given as questions
on the first exam offered under the new scheme. Students were assigned
numbers, which they put on their exam papers. Their names no longer
appeared, so the person grading the exam did not know whose exam was
being graded.

The only difference was that the Armenian exams were four hours in
length whereas the ACCA exams are three hours in length. Under the old
Soviet system, students could take as long as they wanted to complete an
exam. The AAAA committee that was coordinating the exams thought that
adopting a three-hour requirement would be too much for the Armenian
students' emotional systems to bear, at least on the first exam.

Students who passed the English language ACCA exams did not have
to also take the Armenian language exams. There was reciprocity, which
enhanced the desirability of taking the English version even more. It also
enhanced the perception of the quality of Armenian certification, since it was
modeled on the ACCA syllabus. The 15 exams included the following
subjects:

Exam

Financial Accounting I

Armenian Business Law

Management Accounting

Organizational Framework (a management exam)

Information Analysis (an exam on information systems)

Auditing I (based on the ACCA syllabus plus Armenian auditing
standards and ethics)

The Armenian Tax System

Managerial Finance

Information for Control and Decision Making

10 Financial Accounting II & Auditing II (based on the ACCA

syllabus plus Armenian accounting and auditing standards)

11 Tax Planning

12 Management and Strategy

13 Financial Reporting Environment

14 Financial Strategy

15 The Armenian Chart of Accounts

QN AW =

O 0
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The ACCA changed its syllabus after this plan was adopted. It is
likely that the AAAA will change its certification exam requirements to
mirror the ACCA changes. As anyone familiar with the ACCA syllabus will
notice, the AAAA exam contents are not quite identical to those of the
ACCA. The ACCA, for example, requires two exams in the British tax
system. The AAA thought that there was no need for Armenian accountants to
learn the British tax system, so that requirement was replaced with two exams
on the Armenian tax system. The ACCA syllabus includes a course in British
business law. Again, the AAAA saw no need for this subject, so it substituted
an exam in Armenian business law. The fifteenth exam is on the Armenian
Chart of Accounts. The ACCA syllabus has no similar exam.

Some of the exams included questions on Armenian accounting
standards, Armenian auditing standards and Armenian ethics.  The
uninformed reader might easily conclude that Armenian accounting, auditing
and ethics standards must therefore be somewhat different than international
standards. However, such is not the case. Armenian accounting standards are
identical to IAS. Armenian auditing standards are identical to ISA. The code
of ethics adopted by the AAAA is a direct translation of the IFAC Code of
Ethics. The AAAA insisted on making the distinction in terminology --
Armenian instead of International -- for strictly nationalistic reasons. Armenia
was almost always under the domination of some other country. Prior to the
breakup of the Soviet Union, the only time it was ever an independent
republic was for a few months after World War I. Insisting that the standards
be referred to as Armenian was a way of asserting national independence.

Training Enterprise Accountants and Managers

Some of the training for enterprise accountants was already discussed
above. The ACCA Russian/Armenian courses held at the AAAA headquarters
and Central Bank included enterprise accountants, as did the courses held in
other Armenian cities. So did the ACCA English language courses. But the
training of enterprise accountants was not limited to the ACCA courses. There
was also another, more basic course, that was aimed at providing basic
training for individuals who worked at enterprises and who were not
accountants but who needed to know some basic accounting.

- Accounting for Nonaccountants was the name of the course and the
name of the text as well (McGee 1999b). This book was used in the United
States as the main text for a two-day seminar aimed at individuals who had
little or no accounting background but who needed some knowledge of
accounting. The book was translated into both Armenian and Russian and
used in a series of two-day seminars throughout Armenia. About 1,000
individuals attended these seminars.

Because the cost of translating the book was relatively low, it was
thought that translating it into both Armenian and Russian would be a good
idea, since there was some sensitivity about using Russian language texts.
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This potential problem was eliminated by translating the book into both
languages. Since the book was available in Russian, it could also be used in
the accounting reform projects of several other former Soviet republics and
East European countries. The book has since been translated into Bosnian and
Serbian as well, for use in the accounting reform project in Bosnia &
Herzegovina, where language is a much more sensitive issue than it was in
Armenia.

Educating Tax Inspectors

The original USAID plan called for educating tax inspectors as well
as certified accountants, auditors and enterprise accountants. It was thought
that tax inspectors would have to be trained in the new financial reporting
rules so that they would understand the books they were auditing. However,
this part of the plan ran into some difficulty. One of the top tax inspectors in
the country indignantly announced at a meeting that tax inspectors do not
need to be educated and that the present (meaning the old Soviet) system
works just fine and does not need to be replaced.

One who is familiar with the way taxes are sometimes collected in
Armenia and some other former Soviet republics can understand such a
mentality. Tax inspectors in Armenia do not always go into a firm and ask to
look at the books, pouring over every detail and every journal entry. Tax
inspectors have a reputation for sitting in the back room of their tax office,
dressed in long black coats, smoking cigarettes and drinking coffee. When
they are finished drinking and smoking and want a change of scenery, they
pick a target company, pay it a visit and "collect.” Firms that cannot pay are
closed down. One rather large firm in Armenia was closed down just this way
because it could not afford to pay the $30,000 demanded by the tax
inspectors. Not much education is needed to perform the tax collection
function using this approach.

CONCLUDING COMMENTS

The USAID Accounting Reform Project in Armenia had some unique
features, but the basic model has been used in every country where USAID
has an accounting reform project. Accounting education is a big part of an
accounting reform program, but a comprehensive accounting reform program
includes other activities as well, such as helping a country to adopt IAS and
ISA, training existing practitioners, strengthening private sector organizations
and assisting in the creation of strengthening of accounting certification.
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APPENDIX
The Law Establishing International Accounting Standards in Armenia

(on the seal) Ratified by R.
Khocharian
President of the
Republic of Armenia
November 26, 1998

ACCOUNTING STANDARDS DEVELOPMENT PHASES IN
THE REPUBLIC OF ARMENIA

DECISION No. 740

November 26, 1998,
Yerevan

Reforms in Accounting System

In accordance with Article 4 of the Law on Accounting, and for the purpose
of effective implementation of the reforms in the account system, the
Government of Armenia decides;

1. To define that the accounting standards of the Republic of Armenia
should be developed based on the International Accounting Standards,
disclosed by the International Accounting Standards Committee.

In case, if relevant international standards lack, to develop accounting
standards of the Republic of Armenia based on criteria put into practice in
international standards.

2. To the Ministry of Finance and Economy of the Republic of Armenia:

a. Develop accounting standards of the Republic of Armenia in
accordance with the phases defined in the Attachment No. I of the
Decision.

b. Develop an accounting listing plan for the purpose of effective
practicing of the Accounting Standards of the Republic of Armenia,
before the end of the year of 1998.

c. Improve instructions for financial statements presentation forms and
their filling in, based on the Accounting Standards of the Republic
of Armenia in the period of the first quarter of 1999.
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For the purpose of experimenting the Accounting Standards of the
Republic of Armenia in organizations listed in Attachment No. 2, in
1999, the Ministry of Finance and Economy of the Republic of Armenia
should;

a. Approve the first phase of the Accounting Standards of the Republic
of Armenia, specified in Attachment No. I of the Decision, before
the end of 1998.

b. Upon its completion, approve the second phase of the Accounting
Standards of the Republic of Armenia, specified in Attachment No.
1 of the Decision.

¢. Approve a new listing plan of the accounting, before the end of 1998.

d. Approve the improved forms for financial statements presentation,
before the fourth quarter of 1999.

To define that organizations listed in the Attachment No. 2 of the
Decision, parallel to maintaining accounting and presenting financial
statements in accordance with the acting legislation, in 1999 should
conduct and present accounting and financial statements in compliance
with experimental listing plan, financial statements presentation forms
and the Accounting Standards of the Republic of Armenia.

5. To the Ministry of Finance and Economy of the Republic of Armenia:

provide necessary assistance (also, consider assistance provided by the
United State Agency for International Development) to organizations
listed in Attachment No. 2 of the Decision and to those organizations
which along with conducting accounting and presenting financial
statements required by the legislation, in 1999, will be willing to conduct
accounting in compliance with Accounting Standards, listing plan and
financial statements presentation forms, which are approved for
experimental purposes. In particular,

a. provide forms of Accounting Standards, listing plan and financial
statements presentation forms,

b. to organize training courses for accounting staff of organizations,

¢. provide practical assistance in places for the purpose of ensuring
transition to the new accounting system,

To the Ministry of Finance and Economy of the Republic of Armenia:

a. before November 1, 1999, based on the results of the experiment
revise and approve Accounting Standards of the RoA, the new
listing plan and the revised forms of the financial statements of the
first and second phases of Attachment No. I of the Decision.
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b. during the year of 2000, approve the third phase of the Accounting
Standards of the RoA, specified in Attachment No. I of the
Decision.

¢. amend and improve accounting Standards of the RoA, along with
changes and adoption of new accounting standards of the RoA, as
well as, parallel to development of market infrastructures in the
Republic.

7. To define that registered with the State organizations in the RoA, that are
engaged in business activities (including branches and representations of
international businesses), starting from January 1, 2000, should be liable
to conduct accounting, compile and present financial statements in
accordance with Accounting Standards of the RoA, new listing plan and
amended financial statements forms, as well as with effective legal acts
which will not contradict the latter.

8. To the Ministry of Education and Science:
In regard with transition to the new accounting system, develop and
implement;
a. relevant education materials,
b. training programs for specialists in the field of accounting,
c. training programs for specialists engaged in performing accounting
services.

9. The decision will come into effect starting from November 26, 1998.

A. Darbinian,
Prime Minister,
Republic of Armenia

Attachment No. |
Decision No 740
Government of Armenia
November 26, 1998

Development Phases of Accounting Standards of the Republic of
Armenia
(ASRA)

FIRST PHASE
1998

ASRA 1 Presentation of Financial Statements
ASRA 2 Inventories
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ASRA 4
ASRA 7
ASRA 8

ASRA 9

ASRA 11
ASRA 16
ASRA 17
ASRA 18
ASRA 20

ASRA 21
ASRA 23
ASRA 25
ASRA 27

ASRA 10

ASRA 12
ASRA 22
ASRA 24
ASRA 28
ASRA 30

ASRA 31
ASRA 32
ASRA 33
ASRA 34
ASRA 36
ASRA 3

ASRA 14
ASRA 15
ASRA 19
ASRA 26
ASRA 29
ASRA 35
ASRA 37

Depreciation Accounting

Cash Flow Statements

Net Profit of Loss for the Period, Fundamental errors and
Changes in Accounting Policies

Research and Development Costs

Construction Contracts

Assets

Leases

Revenue

Accounting for Government Grants and Disclosure of
Government Assistance

The Effects of Changes in Foreign Exchange Rates
Borrowing Costs

Accounting for Investments

Consolidated Financial Statements and Accounting for
Investments in Subsidiaries

SECOND PHASE
1999

Contingencies and Events Occurring After the Balance Sheet
Date

Profit Taxes

Business Combinations

Related Party Disclosure

Accounting for Investments in Associates

Disclosures in the Financial Statement of Banks and Similar
Financial Institutions

Financial Reporting of Interests in Joint Ventures

Financial Instruments: Disclosure and Presentation
Earnings per Share

Interim Financial Reporting

Impairment of Assets

The Structure of an Organization’s Costs and Expenditures

THIRD PHASE
2000

Segment Reporting
Information Reflecting the Effects of Changing Price
Employee Benefits
Accounting and Reporting by Retirement Benefit Plans
Financial Reporting in Hyperinflationary Economics
Discontinuing Operations
Reserves, Contingent Assets and Contingent Liabilities
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ASRA 38 Intangible Assets
H. Tadevossian,

Chief of the personnel,
Government of the Republic of Armenia
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PART TWO

ACCOUNTING EDUCATION
AND CERTIFICATION



Chapter 5

PRIVATE SECTOR ACCOUNTING
EDUCATION IN RUSSIA

Abstract

The Russian Finance Ministry has declared that all banks and large
Russian enterprises must prepare their financial statements based on
international financial reporting standards (IFRS) as of January 1,
2004, a full year ahead of the European Union deadline for EU
member countries. The problem is that the majority of Russian
accountants know little or nothing about IFRS and there are few
educational resources they can utilize to get up to speed on the
subject. Russian universities cannot provide much assistance
because many of their professors are not trained in IFRS either. The
private sector has risen to the challenge and is providing some of the
much needed training but the quantity of educational resources the
private sector is able to provide is insufficient to fully educate the
Russian accounting profession in time for the deadline, and the
quality of some of the education providers leaves much to be
desired. This chapter reports on the private sector’s initiative to
provide quality accounting education. Some of the information in
this chapter was gathered from interviews conducted in Moscow, St.
Petersburg and a few other Russian cities during the summer and
fall of 2003.

INTRODUCTION

Although the private sector provided accounting education in the pre-
communist period, such educational institutions went out of existence with the
advent of communism. Shortly after the 1917 revolution, many of Russia’s
accountants were purged because of the belief that they were the tool of the
capitalists. Other accountants fled the country, and along with them much of
the pre-revolutionary accounting system. Between 1917 and 1921 the new
regime tried to establish an accounting system using labor units rather than
monetary units, since the goal was to create a system based on Marx’s labor
theory of value. That system failed and Russia reverted to a currency based
accounting system in 1921 with the introduction of the new economic policy
(Lebow & Tondkar, 1986).
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During the communist period, all accounting education was provided
by state institutions — institutes, colleges and universities. Privately provided
accounting education in the new Russia did not appear until the end of the
1980s or the beginning of the 1990s, with the reintroduction of the market
economy and the rebirth of private institutions. During the communist period,
accounting was one of the least prestigious occupations. A survey of
secondary school graduates in 1990 ranked it 91 out of 92 professions
(Enthoven et al., 1998: 199; Smirnova et al., 1995:834).

Much has changed since Russia abandoned central planning in favor
of a market economy. An accountant’s role in business and the ability to keep
pace with the constant changes in legislation, especially in the area of taxation,
has made accounting one of the most prestigious occupations. The
educational system needed to prepare accountants who can function
effectively in this new environment has also changed. The university
curriculum accounting majors now take has been changed to meet the new
demands placed on the system by the transition to a market economy.

A variety of new approaches and delivery methodologies have
appeared to meet the needs of the new generation of accountants. Short-term
courses are being offered with ever-increasing frequency. Several kinds of
seminars are also available. Private colleges and universities have come into
existence to offer accounting education that complies with state standards.
Such things as professional accounting certification and regular professional
training have become a reality. International professional certification and
training in accounting has been increasing in popularity. It is now possible to
say that private accounting education encompasses the entire spectrum of
accounting education. Every aspect of accounting education is being provided
by the private sector in one form or another.

Accounting education in Russia’s state universities has been
examined elsewhere (McGee & Preobragenskaya 2005). The purpose of this
chapter is to examine private sector involvement in the field of accounting
education. Information for this chapter was gathered during a series of
interviews conducted with accounting professors, students and business
people during the summer and fall of 2003. A variety of accounting issues
were discussed. Live interviews were conducted in Russia’s two capitals — St.
Petersburg, the cultural capital and Moscow, the political capital -- as well as
in Kazan and Omsk, two typical Russian cities, both of which have more than
one million population. Telephone interviews were also conducted with
individuals in Krasnodar, Sergiev-Posad and Moscow. The interviews were
conducted with representatives of the following institutions:

Deloitte & Touche, Moscow office [www.deloitte.ru]

KPMG, Moscow office [www.kpmg.ru]

KPMG, St. Petersburg office [www.kpmg.ru]
PricewaterhouseCoopers, Moscow office [www.pwcglobal.com/ru]
Ajour, a Russian auditing and consulting firm, Moscow [www.ajour.ru]
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PKF (MKD), a Russian audit and consulting firm, St. Petersburg office
[www.mcd-pkf.com]

Independent Directors Association, Moscow [www.independentdirector.ru]

MDM Group, Moscow [www.mdmgroup.ru]

St. Petersburg State Polytechnic University [www.spbstu.ru]

St. Petersburg State Railway University (a.k.a. Petersburg State Transport
University) [www.pgups.ru]

Timiryazev Agricultural Academy, Moscow [www.timacad.ru]

Hock Accountancy Training, Moscow office [www.hocktraining.com]

UMC of State University of Omsk [www.omsu.omskreg.ru]

Kazan State Finance Economic Institute [www.kfei.kcn.ru]

Sovetnic, a Russian Audit-Consulting Group, Omsk [www.odo-
sovetnic.com]

UMC “The House of Knowledge, Omsk™ Omsk

Institute of Professional Accountants of Russia, Omsk branch (IPBR),
Omsk [www.ipbr.ru]

Moscow Institute of Entreprencurial Business and Law

Sergiev-Posad Humanitarian Institute, Sergiev Posad [www.spgi.narod.ru]

South Institute of Management, Krasnodar

Siberian Association of Continuing Education (includes the Siberian
Regional School of Business) [www.sano.ru]

LITERATURE REVIEW

The literature on private sector accounting education in Russia, or for
any former Soviet republic for that matter, is scant. Actually, it may be
nonexistent. The authors were unable to find a single scholarly article devoted
to this topic, although several articles and book chapters have been written
about state supported accounting education (McGee & Preobragenskaya,
2005).

Enthoven et al. (1992) discuss accounting education in an appendix to
their book but their discussion is limited to state university accounting
education. At the time this book went to press, private sector accounting
education in Russia was in its infancy stage, so there was probably little or
nothing to report.

In a later book, Enthoven et al. (1998) devote a chapter of their book
to university education in Russian state universities. They briefly discuss
some topics of historical significance, such as the fact that accounting as a
pedagogical field came into existence in 1773 when the first commercial
college was founded in St. Petersburg. They also mentioned that the number
of colleges providing accounting education increased to the point where, by
1917 there were 219 such colleges providing accounting education throughout
Russia. Commercial institutions of higher education were established in
Moscow, Saint Petersburg and Kiev in 1907 and accounting crept into the
curriculum of most universities that offered economics and finance courses.
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But all of that was swept away after the communists seized power in 1917.
All that remained were the state universities and, as was previously mentioned,
the accounting curriculum offered in those state universities was much
different than the accounting education offered in the pre-revolutionary days.

Smirnova et al. (1995) published an article that described the changes
that took place in accounting education in the years following the collapse of
the Soviet Union. However, their discussion confined itself to state provided
education and went into a great deal of detail about the content of university
accounting curriculum. About 12 lines of their article discussed private sector
accounting education in general terms.

Preobragenskaya and McGee (2003) conducted a more recent study
of accounting education in Russia but their study was confined to curriculum
changes in Russian state universities. Their only mention of private sector
accounting education was that some private universities now exist in Russia
and that some of them provide accounting education. McGee discussed
accounting curriculum changes in Bosnian universities (2003a) and
universities in the former Soviet republic of Armenia (2003b) but said nothing
about accounting education in Russia. Preobragenskaya and McGee (2002)
also suggest changes to the Russian university accounting curriculum based
on the Bosnian and Armenian experiences but say nothing about private
sector accounting education in Russia.

Some of the Russian language literature discusses accounting
education. Getman (1999) studied matters connected with changes to the State
Standards for the specialty Accounting, Analysis and Auditing in higher
education institutions in Russia. Horuzhiy (2001) published an article that
discusses issues related to improving accountants’ preparation for the
attestation function. She also made some suggestions for upgrading
accounting qualifications. Sokolov & Terentyeva (2001) point out that it is
necessary to cultivate an accountant’s professional judgment. The topic of
quality in accounting work product and related issues of education and
qualification upgrading, as well as the necessity of conceptual thinking, are
discussed in a work by Nikolaeva (2000).

UNIVERSITY EDUCATION

When discussing private education it is necessary to point out that the
education business is less than 20 years old in Russia. Before perestroika — its
beginning is associated with Mikhail Gorbachev in 1985 — all higher
education institutions and all other enterprises belonged to the state. Table 1
provides some statistics on non-state universities in Russia.
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Table 1
Statistics on Private Universities in Russia

1993- | 1994- | 1995- | 1996- | 1997- | 1998- | 1999- | 2000-
94 95 96 97 98 99 2000 | 01

Number of 78 157 193 244 302 334 349 358
Private
Universities
(PU)

Number of 69.9 110.5 | 1355 | 162.5 | 201.8 | 250.7 | 344.9 | 470.6
Students in
PU

(thousands)

Percent of 49 5.5 6.2 7 8.5 9.9
Students in
PU

Source: www.stat.edu.ru

The number of private universities nearly doubled between 1995-96
and 2000-01, from 193 to 358 and grew by more than 350 percent since 1993-
94. The number of students attending private universities more than
quintupled, from 69,900 to 470,600 between 1993-94 and 2000-01. The
percentage of total Russian students attending private universities more than
doubled between 1995-96 and 2000-01, from 4.9 percent to 9.9 percent.

Not all universities in Russia offer accounting courses. Perhaps the
main reason is because in Soviet times there were a number of institutes that
specialized in one discipline or several related disciplines. For example, an
institute could be devoted to geology and mining. For reasons of prestige,
these “institutes” changed their names to universities in many cases, but often
continued to offer the same curriculum they had when they were institutes.
Thus, geological institutes became geological universities and did not offer
accounting courses.

If one considers only the private universities that offer majors in the
specialty of “Accounting, Analysis and Auditing,” their number in 2002 was
147 out of 506 total Russian universities that teach accounting students. Table
2 provides some statistics.
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Table 2
Universities, Offering Accounting Courses for Accounting Majors 2002
Saint Total
Omsk | Kazan | Petersburg | Moscow | Russia
A. Total number of 6 6 25 53 506

universities offering
accounting courses

B. Universities, offering 2 5 10 30 239
accounting courses that
have state accreditation
for those courses

C. Percentage (B/A x 33.3% | 83.3% 40% 56.6% 47.2%
100)

D. Private universities, - 1 8 24 147
offering accounting
courses

E. Private universities, - 1 2 14 52

offering accounting
courses, that have state
accreditation

F. Percentage (E/D x - 100% 25% 58.3% 35.4%
100)

Source: Data compiled by authors, based on www.edu.ru.

The first private universities came into existence as a reaction to the
shift to a market economy. If a need is unmet, the market has a way of
meeting the need. The individuals who founded most private universities
were teachers, professors and staff members of universities who had extensive
experience working in higher education. They introduced their knowledge,
experience and culture into the new educational institutions. Thus, the new
private institutions of higher learning started to function at a high level
immediately, the main asset being experienced teaching staff and
administrators.

According to the law “On Education” (p. 2, prov. 27), only
universities that have state accreditation for the specialty have the right to
issue state standard higher education diplomas. As seen from Table 2, only
47.2 percent of all universities teaching accounting had state accreditation in
2002. For private universities, that percentage is even lower — 35.4 percent.
What that means is that unaccredited universities have the right to issue
diplomas but not diplomas with the phrase “Diploma of State Standard.”

As for the employers’ view of diplomas that do not have the State seal
or national emblem (that is on the state standard diploma), it depends on the
person in the human resources department. Sometimes it matters and
sometimes it does not. The problem, from the present authors’ point of view,
is that potential students, upon entering a university or college, often have no
idea of the kind of diploma they will receive at graduation. Schools that do
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not have accreditation in a certain specialty do not advertise too widely the
fact that they are not state accredited.

On the other hand, schools that start off being unaccredited often
achieve accreditation by the time the first class graduates. Newly opened law
schools face the same situation in the United States. They start off being
candidates for accreditation and usually receive full accreditation by the time
the first class graduates. The main difference between the American law
school and the Russian private university is that the American law school
prominently announces that it is not accredited, whereas the Russian
universities are more silent in this regard.

The Moscow Institute of Entrepreneurial Business and Law was one
of the first private universities to offer education in accounting. It was
founded in 1991 by individuals who had a great deal of accounting teaching
experience. Currently, it ranks first in terms of the number of students
enrolled among private Russian universities that have state accreditation in
the specialty of Accounting, Analysis and Auditing. Former state university
employees founded the university and removed most of the bureaucratic
elements that were holdovers from the Soviet era. It tries to maintain high
standards. Only 75 percent of its students return for a second year of study.
Only about 50 percent of the students who start the program eventually
graduate.

It must be pointed out that such an approach is not typical even for
most state universities. Student fees at state universities pay for only a small
portion of the university’s budget. A much larger share comes from the state
budget. A main consideration in retaining poor students is the fact that
dismissing them would cause the university to lose a portion of its cash flow.
As a result, Russian universities tend to allow poor students to remain in the
program even if they cannot handle the coursework. In the case of private
universities, 100 percent of their cash inflow comes from student fees, so
dismissing poor students affects cash flow even more. But some private
universities do it anyway, which gives them more integrity in the eyes of the
general public.

The Moscow Institute of Entrepreneurial Business and Law (MIEBL)
has a post-graduate course in five specialties. It has excellent computer
equipment, which aids in study. Accounting software programs are studied
and used in practically all classes.

Another example of innovative methods of teaching accounting is the
way the MIEBL approaches practical training. During the Soviet era, students
used to spend time as part of their regular university education working with
state enterprises to gain experience. The managers of the state enterprises did
not mind because it did not cost them anything, and they did not resist
because resistance was futile. State enterprises were expected to take on a
certain number of students and train them.

Attitudes have changed since the collapse of the Soviet Union and the
transition to a market economy. State enterprises cannot be bothered training
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students they do not have to train and private sector enterprises do not see the
benefit of training students for free. They have better ways to allocate their
scarce resources. Yet practical training is an official part of the curriculum,
comprising about 7 percent of all course time (640 hours according to the
State Standard). But the government can no longer force enterprises to train
university students. That presents a problem for most universities.

MIEBL has solved this problem by paying company employees for
the time they spend working with students. As a result, students are able to
gain valuable practical experience working on real accounting problems and
seeing how the problems are solved. It is often the first time they have ever
had the opportunity to gain accounting experience or solve accounting
problems.

Another university ranked in the top three (see Table 3) is Sergiev-
Posad Humanitarian Institute (Sergiev-Posad). Founded in 1994, it now
prepares students in five specialties. Its material resources include its own
building, a local computer network and a library containing 15,000 items,
which is updated regularly. The professional staff consists of 92 teachers,
including 13 Doctors of Science and 43 Candidates of Science, which allows
the university to provide high quality educational services using the newest
teaching tools (A Candidate of Science is equivalent to a British or American
PhD; a Doctor of Science is higher than a PhD. American schools usually do
not offer a degree higher than the PhD. European universities often do award
higher doctorates on the basis of research and publication.) It has video and
audio equipment, computer programs, teaching and checking software,
electronic textbooks, teaching tools on CD, etc. It is one of the few
universities that have postgraduate programs. Its Training Methods Center
(UMC) of professional accountants was founded to supplement its accounting
educational offerings. The Center offers a Program for the Preparation of
Professional Accountants (240 hours) and continuing professional education
courses (40 hours) to upgrade the skills of practicing accountants.

Table 3 presents some information on the top ten private universities
that teach accounting majors and that had state accreditation in the accounting
specialty in 2002, They are ranked in order of the number of accounting
majors they have.
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Table 3
Ranking of Private Universities Offering Accounting Courses
Accredited by the State
Based on Number of Accounting Students 2002
R
A 2002
N University City Acct.
K students | Teaching Staff
T = S| g
L] | [>) . @n - o
AEEERAEIE IR IR
SlegElaS 1 E£]4]68
1 | Moscow Institute of Moscow | 80 [358 (1 |34 (57 (26 |4 |Ind.
Entrepreneurial 3 6 | &C
Business and Law 2 orp.
2 | Institute of Commerce | Moscow |40 {335 |1 |4 14 |3 1 | Cor
8 3 |p
3 | Sergiev-Posad Sergiev- | 12 | 218 (9 (13 |43 |11 |3 | Cor
Humanitarian Institute | Posad 7 2 0 |p.
4 | Volzhsky Institute Toliatty |98 | 188 |1 |7 35 |14 1 | Indi
named after Tatishev 0 4 v,
1
5 | Branch of the Institute | Kursk 83 | 187 |2 |1 16 |0 9 | Indi
of Economics and 6 V.
Law
6 | Institute “High School | Himky 42 1171 |2 |1 22 {1 2 | Ind.
Universum” 9 2 | &C
orp.
7 | Moscow International | Moscow |25 | 164 [4 |31 |16 |52 [1 [ Cor
Institute of 2 5 3 {p
Econometrics, 0 9
Informatics and
Finance
8 | Russian University of | Moscow |33 [ 159 |4 |2 34 |8 2 | Ind.
Innovation (Institute) 8 9 | &C
orp
9 | Taganrog Institute of | Taganro |44 [ 150 (7 |17 |56 |15 |3 | Ind.
Management and g 3 1 | &C
Economics orp.
1 | Russian Academy of | Moscow | 15 [ 134 |5 |16 |28 (12 [1 | Cor
0 | Private Enterprise 4 8 |p.

Source: Compiled by authors, based on data from www.edu.ru.

As Table 3 shows, five out of the top ten universities are located in
Moscow. As to ownership, 45 universities (30.6%) are founded by individuals,
91 (61.9%) were founded by companies and other organizations, usually
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branches of universities, and 11 universities (7.5%) have founders that are a
mix of individuals and legal persons.

The same laws and regulations apply regardless of whether the
university is privately owned or government owned. The law “On High and
Post-graduate Education” (prov. 7) of the Russian Federation has several
classifications of degrees. The Bachelor’s degree requires not less than 4
years of study. The Specialist designation requires not less than five years of
study. The Master’s degree requires at least six years of study. The majority
of universities prepare specialists and offer a five-year program. This program
is typical for both private and state universities.

During the course of the interviews it was learned why the four-year
bachelor’s degree is not popular. The main reason is because employers think
that five years are necessary to get a higher education. They do not think that
four years is sufficient. Whether this perception is accurate is another matter,
but it is the employer’s perception that seems to be driving the popularity of
the five-year program. Graduates with a four-year bachelor’s degree are
working at a competitive disadvantage when they compete for jobs with
graduates who have earned the specialist designation. But individuals who
have completed the Master’s degree do not find that they have a competitive
advantage over the specialist graduates. The market does not pay higher
salaries for master’s degree holders, so students have little or no incentive to
earn the master’s. Furthermore, they may have to pay tuition for the sixth year,
whereas the first five years may be free, depending on a number of factors.

University study might be done on a full-time day basis or by distance.
Distance learning students study on their own using textbooks and other study
materials and visit the university two or three times a year, generally right
before exams. During these visits they usually receive intensive training with
many hours devoted to lectures. Students also have the opportunity to speak
with their professors and teachers and to work with practical cases.

Table 4 contains data about students at private universities who study
on a full-time resident basis and on a distance basis. In 2002 there were a total
of 10,152 students enrolled in the Accounting, Analysis and Auditing
specialty in private universities, which accounts for 63 percent of all private
university accounting students. The other 37 percent, or 5,963 students, were
studying on a distance basis.

Students who enrolled for the first time in 2002 had a different ratio —
2,731 students (56.3%) were full-time day students while 43.7% were
distance students, so the percentage of students studying full-time in residence
is decreasing. This trend is not good if the perception that full-time resident
attendance provides a higher quality education than does distance education.
It might be mentioned that this trend of studying by distance instead of by
attending classes on a full-time basis also exists for the state universities.
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Table 4
Number of Accounting Students
at Private Universities 2002

First year Total Number
students of Students

A. All accounting students 4 850 16 115

B. Full-time day students 2731 10 152

C. Percentage (B/A x 100) 56.3% 63%

D. Distance students 2119 5963

E. Percentage (D/A x 100) 43.7% 37%

Source: Compiled by authors, based on data from www.edu.ru.

It is necessary to examine the content of the educational process in
order to understand the laws that regulate private university education.
According to the law “On High and Post-graduate Education” (prov. 5), the
state educational standards guarantee the quality of education. The standards
are supposed to ensure equality of education throughout the Russian
Federation. They are the basis for an unbiased assessment of institutions of
higher education and their programs. Thus, accounting education for the
specialty Accounting, Analysis and Audit must follow the requirements of the
Standard approved by the Ministry of Education in 2000.

The new Standard adopted in 2000 adds the following new topics to
the list of mandatory subjects: International Accounting Standards,
International Standards of Audit, Financial Management, Financial Statement
Analysis and Class Training (case study) on Accounting. The Fundamental
Educational Program (FEP) consists of a federal component, a regional
(university) component, electives and additional courses (also elective) and
must include the following discipline categories (Table 5) and final state
examination. The FEP makes content provisions for the federal component
disciplines. The regional disciplines and electives are chosen by the
university and are supposed to reflect regional preferences.
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Table 5
Comparative Study of the New (2000)
and the Old (1995) Standards

Disciplines 1995 Standard 2000 Standard
Hours % Hours %
TOTAL 8208 100 8 640 100%
The General Humanitarian 1500 18.3% 1800 20.8%
and Social-Economics
Disciplines
The General Mathematics 1200 14.6% 1400 16.2%
and Natural Science
Disciplines
The General Professional 2150 26.2% 2200 25.5%
Disciplines
Special Courses 2310 28.1% 2790 32.3%
Additional Courses 1048 12.8 450 5.2%

Source: Compiled by the authors on the basis of data at
www.edu.ru/db/cgi-bin/portal/kl_spe/list.plx?substr=060500&gr=0.

Interestingly enough, the new standards require an additional 432
hours of study for the Specialist diploma, but most of the increase is assigned
to courses other than accounting. The general professional disciplines increase
by only 50 hours, from 2,150 hours under the old standards to 2,200 under the
new standards. Humanities requirements increase by 300 hours and general
mathematics and natural sciences increase by 200 hours. Special courses
increase by 480 hours.

The new standards also stipulate the introduction of the following five
specializations:

. Accounting, Analysis and Auditing for Business Enterprises
(except banks and other credit organizations)

. Accounting, Auditing and Analysis for Banks and Other Credit
Organizations

. Accounting, Analysis and Inspection for Budget and Non-profit
Organizations

Accounting, Analysis and Inspection of International Activity
Accounting, Analysis and Inspection of Taxation and Legal-
accounting Examination

Depending on the chosen specialization, each university devotes 840
hours of in-depth teaching of certain subjects. In most cases a university
chooses one or two specializations, sometimes more. In one of the universities
being used as an example in this paper, Sergiev-Posad Humanitarian Institute,
the two specializations chosen are Accounting, Analysis and Auditing for
Business Enterprises (except banks and other credit organizations) and
Accounting, Analysis and Inspection for Budget and Non-profit Organizations.
For the South Institute of Management (Krasnodar) there are also two
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specializations: Accounting, Analysis and Auditing for Business Enterprises
(except banks and other credit organizations) and Accounting, Analysis and
Inspection of taxation and Legal-accounting Examination.

This chapter makes a comparative study of curriculums of two state
universities and two private universities. Information regarding the
curriculums was kindly provided by each university. The private universities
included in the study are Sergiev-Posad Humanitarian Institute (Sergiev-
Posad) (Appendix 1) and South Institute of Management (Krasnodar)
(Appendix 1). The State universities chosen for this study were Saint
Petersburg State Polytechnic University and Omsk State University.
(Appendix 2).

Saint Petersburg State Polytechnic University was selected for this
study because it is a typical state university. It started offering accounting
after the market demand for accounting courses increased. Also, it is located
in one of Russia’s capital cities. Omsk State University was selected because
it is a typical state university and is not located in one of Russia’s capital
cities. It is also the best university in Omsk.

Sergiev-Posad was one of the private universities selected because it
has the largest accounting enrollment of any private university that is not
located in one of Russia’s capital cities and is also one of the best. South
Institute of Management was selected because it is a typical private university
and is located in the middle of Russia.

It was thought that selecting universities from different Russian cities,
including non-capital cities, would provide a better balance. The vast majority
of universities in Russia are not located in one of the capital cities and it was
thought that the majority of the universities selected for this study also should
not be located in one of the capital cities. The authors interviewed individuals
from other universities as part of this study and the insights gained from these
interviews are incorporated into this study. However, it was thought that
providing statistical information about four universities would be sufficient to
present a complete and balanced view of university accounting education in
Russia. The interviews conducted at the other universities found that the
universities excluded from the statistical portion of the present study are not
substantially different from the universities that are included. Thus, it was felt
that there was no need to include statistical information for every university
where interviews were conducted.

For purposes of analysis, all subjects from the curriculums were
divided into the following four groups: accounting disciplines, financial
disciplines, business disciplines and other disciplines. (Appendix 1.1,
Appendix 1.2). It should be mentioned that the number of hours listed for
each university in Table 6 does not represent the number of hours spent in
lectures. The Russian education system combines hours spent in lectures,
seminars and self-study. The American system, on the other hand, assigns
course weights on the basis of semester hours, with one semester hour
representing one hour (of 50 minutes duration) per week spent in lectures for
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15 weeks, and ignores time spent in self-study. The bachelor’s degree at a
typical American university requires students to complete between 120 and
128 semester hours of coursework. Thus, there is no direct comparison
between the Russian accounting curriculum and that offered in American
universities, although comparisons can be made if estimates are made of the
number of hours spent in self-study by American accounting students.
However, even this comparison suffers from a structural deficiency, because
American accounting programs are generally four years in length, whereas
Russian programs are usually five years in length. British programs, on the
other hand, are usually three years in length, although some are four years
long.

Table 6

Comparison of Allocation of Hours
among Blocks of Disciplines

Two Private and Two State Universities
Five-Year Specialist Diploma

Courses Private Universities State Universities
2003-2004 Saint
Petersb
South Sergiev- Omsk urg
Institute Posad State State Aver
of Humanitar | Avera | Univer | Polytec | age
Manage ian ge sity hnic %
ment Institute % hours | Univers
hours hours ity
hours
TOTAL 8 640 8640 | 100% 8 646 8208 | 100%
Accounting 2892 2936 | 33.7% 2789 2071 | 28.7%
Courses
Financial 1192 958 | 12.4% 1292 1382 | 15.9%
Courses
Other Business 1582 1766 | 19.4% 2020 2273 | 25.5%
Courses
Other Courses 2974 2980 | 34.5% 2 545 2482 | 29.9%

Disciplines were classified without making a distinction between the
federal or regional components or the electives. Actual curriculums are
constructed in this manner by the various universities. The same subject might
be studied as part of both the federal and regional components. Students are
more interested in obtaining knowledge than in knowing which component
they are fulfilling by taking a particular course. In cases where students had a
choice of elective, the authors made a decision based on their preferences.
However, the authors’ preferences did not affect the statistics because
electives are usually in the same category. Making choices made it possible to
complete the table. Otherwise it would have been impossible to complete
Table 6.
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As can be seen from Table 6, accounting courses comprise only about
30 percent of the total curriculum. The two private universities included in the
study devote somewhat more time to accounting courses than do the state
universities, in terms of both hours and as a percentage of the total curriculum.
The largest number of hours devoted to accounting courses is Sergiev-Posad,
one of the private universities, with 2,936 hours. The university with the least
number of hours devoted to accounting courses is Saint Petersburg State
Polytechnic University, with 2,071 hours. Thus, Sergiev-Posad provides 865
more hours for accounting courses than does Saint Petersburg State
University, which amounts to an extra 42 percent.

The various finance disciplines comprise about 14 percent of the total,
on average, with the two state universities providing more hours in financial
courses, both as a percent of the total hours and in terms of hours. In the
aggregate, the combined accounting and finance disciplines comprise about
45 percent of the total, in both state and private universities. Thus, the
disciplines not connected with the accounting profession comprise a slight
majority of the curriculum, about 55 percent.

If we consider only the accounting discipline, there is no fundamental
difference in the list of subjects offered and the number of hours required,
although the difference may be considered substantial if one compares the
university with the lowest accounting requirement to the university with the
highest accounting requirement, as was done above. The reason for the
relative uniformity is because all curriculums are developed to conform to the
Standard. In the private universities, a higher number of hours are devoted to
the following subjects: Accounting (400 hours in the South Institute of
Management and 374 in the Sergiev-Posad Humanitarian Institute); Auditing
(300/338); Complex Economic Analysis of Enterprise Activity (240/270);
Class Training (case study) on accounting (170/136); Management
Accounting (144/136). The largest allocation of hours other than accounting
are devoted to mathematics (600/600); physical training (408/408); foreign
languages (340/340). The content and extent of accounting courses are not
substantially different for the state and private universities if their curriculums
are in conformity with the state standard.

There are other aspects of private accounting education in Russian
universities that could be mentioned, such as the lack of qualified teaching
staff, problems of supplying high quality, inexpensive textbooks, and so forth,
but these problems are present at state universities as well and are not unique
to private universities. During the interviews it was mentioned time and time
again that it is difficult to find professors who are qualified to teach the new
accounting curriculum. The reasons for this shortage have mostly to do with
economics. Potential accounting teachers, when faced with the choice of
earning a market salary in the private sector or a much lower salary teaching
for a university, often choose the market over the university. Of course,
private universities have more freedom than state universities in matters of
salary, because there are fewer constraints. All students pay for the courses at
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private universities, whereas a large percentage of students at state
universities receive free tuition. But that freedom to pay higher salaries is
constrained by budgetary considerations, which limit their ability to purchase
the services of accounting professors. The average annual tuition for an
accounting course is about US$1,200 and tuition is the major source of funds
for private universities, so they must work within this constraint.

Another problem that faces all Russian universities, private as well as
state, is that the majority of teachers became accountants and professors when
the Russian economy was centrally planned, when independent thought was
not welcomed. The market reforms hit them by surprise, like a snowball to the
head. Many of the professors now teaching in Russian university accounting
departments have a different mindset than that required to teach the new
accounting. A number of the former Soviet professors have made the mental
transition to private enterprise accounting, but many of them have not.

If we look at the statistics on the replenishment of teaching staff,
those who have the appropriate academic degree, we find that in 2000 the
number of postgraduate students who successfully defended a PhD in
accounting was 2,764 people. Students from Moscow and the Moscow region
comprised 860 (31%) of that total, which leaves less than two thousand, only
1,904 individuals from the rest of Russia. In 2001, the number of accounting
dissertations were 2,100, of which 756 (36%) were from Moscow and the
Moscow region. Considering the increase in the number of students studying
accounting, from 241.4 thousand people in 2000 to 283.2 thousand in 2001,
universities experiences a lack of influx of new accounting teachers.

This number may seem low, especially when one considers that many
of the people now teaching accounting in Russian universities earned their
PhDs when Russia had a centrally planned economy, and thus are perhaps not
as qualified as the new PhDs coming out of Russian universities. But the
statistics for the United States are even worse. American universities turn out
less than 200 accounting PhDs a year. In some recent years it has been less
than 100, even though there are more than 3,000 colleges and universities in
the United States (Hasselback 2002).

So it would seem that the United States is facing an even worse crisis
than Russian universities when it comes to replenishing teaching staffs.
However, such may not be the case because the professors now teaching in
American universities never had to change their mindset from central
planning to market planning. Professors at American universities who earned
their PhDs 10 or 20 or 30 years ago do not have the same obstacles to
overcome that their Russian brothers and sisters must face.

One reason for the inability to find a sufficient number of Russian
PhDs is because Russian universities have to compete with the market
economy for their services. While this is also true in the United States, it is
not true to the same extent. Individuals in the United States who obtain a PhD
degree have already decided that they prefer teaching to working in the
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private sector, so working in the private sector is not as tempting for
American PhDs.

Russian accountants face the problem of constantly changing tax and
accounting rules. In this situation, when tax legislation (Tax Code, p. 3 prov.
120) sets the responsibility for accounting errors on accountants, a good
accountant is one who remembers many rules and instructions. Responding to
that demand, teachers try to cram as much laws and rules into the students’
heads as possible. Unfortunately, most of the laws and rules they learn in
school become out of date by the time the students graduate. Teaching
students to think, analyze and make decisions is a luxury not many students
can partake of in Russian universities.

Another issue is the textbook problem. Many accounting textbooks
look much like a legal code or rule book. They are filled with instructions and
laws. Unfortunately, not many textbooks that students have easy access to in
libraries have practical cases and exercises. Again we see a deficiency in the
incentive to think. Part of the problem is because the Russian legal system
resembles the civil law system of most European countries, where there is a
written rule for everything. The Russian (and European) mentality is to find
which paragraph of the Code tells them what to do. Little or no room is left
for professional judgment (Choi et al, 2002). The Anglo-American legal
system is more “thinking friendly” in this regard. Although there are rules in
the Anglo-American system, there is sufficient flexibility to allow for
independent thought and professional judgment.

International Accounting Standards (IAS), which are an Anglo
invention and are based on the Anglo legal system, leave more room for
professional judgment. As Russia converts to IAS, the Anglo way of thinking,
which includes the possibility of exercising professional judgment, will start
to creep into the Russian accountant’s tool kit. This will cause problems in the
early stages, as Russian accountants have not been trained to think along the
lines of the Anglo legal system. They feel more comfortable with the civil
code approach, which they must continue to use for all areas outside of
accounting. The new generation of Russian accountants will have to be able to
function mentally in both the civil law system and the Anglo system, at least
when it comes to making accounting decisions.

IAS are starting to creep into Russian language textbooks. The IAS
were translated into Russian in 1999. That translation is out of date in some
respects, as are the Russian textbooks that are based on that translation, but
they are better than nothing. As for International Standards on Auditing (ISA),
they remain a big secret to professors who cannot read English. Such
professors must use other course materials for their classes.

This chapter attempts to examine all aspects of accounting education
in private Russian universities. Despite all the existing problems, it is believed
that this comparatively new branch will respond to the market demand on the
one hand, and to go a step further, to add new requirements for tomorrow’s
accountant in society.



114  Accounting and Financial System Reform in Eastern Europe and Asia

COLLEGE EDUCATION

When discussing the educational system in Russia it is necessary to
mention that the system differs from that in the West in some important
respects. One of the differences is that, since the Soviet time, post-secondary
educational institutions are divided into several categories, depending on the
level of education they provide. Universities and institutes are referred to as
high education institutions. Schools that provide lower level education (mid-
level professional education) are referred to as technicums or colleges.
Typically, each school belongs to just one category, either university or
college. However, in the last decade, some institutions have restructured and
have introduced multi-level educational options. The newly-opened, mostly
non-state schools also try to offer different levels of professional education in
one school. This part of the chapter looks at middle level professional
education as applied by private educational institutions.

Regarding terms, a Technicum is a middle level professional
education school (MLPES) that provides education for:

¢ high school graduates, after they have completed 11 years of

school. The period of study is 1 year and 10 months.

o General school graduates, who have completed 9 years of school.

The period of study for these students is 2 years and 10 months.

A College, in Russian terms, is a middle level professional education
school that has the right to provide education at the advanced level. Typically,
to become a college graduate, one must complete one additional year of
education beyond the technicum. After MLPES graduation a student may
enter a university and graduate in 3 years rather than the usual 5 years needed
to become a specialist.

Middle level professional accounting education is regulated by the
state Standard accepted by the Ministry of Education on January 22, 2002. In
addition to other issues such as entrance requirements, the Standard addresses
issue relating to the categories of study (full-time days, distance education,
etc.), equipment requirements for a school and qualitative requirements for
graduation. The Standard includes requirements for the minimum content of
the general educational program as well. Also, in the body of the Standard
there is a model curriculum that should be taken as a base by MLPES when
developing their individual curriculum. One requirement for graduation is
knowledge of International Accounting Standards.

In this chapter we study the actual curriculum of an MLPES located
in Omsk — the Siberian Regional School of Business. It is a private school,
founded by several individuals in 1995, and is part of a larger entity. The
Siberian Association of Continuing Education consists of three schools, the
Siberian Institute of Business and Information Technology, the Institute of
Economics and Law and the Siberian Regional School of Business. The first
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two are considered high education institutions. The third provides a middle
level education.

The Siberian Institute of Business and Information Technology and
the Institute of Economics and Law offer undergraduate classes and a
supplementary professional education course. This is an excellent example of
a multi-level educational structure. Founded from scratch, this institution
presently has a few buildings, a library, five computer classrooms that are
connected by a local network with internet access, a printing house and sport
hall. Most students study on a distance basis. A large part of the teaching
materials are developed by the school’s own teachers. This was especially
important in the early years after the school’s founding, when textbooks
became out of date because of the rapid changes that were being made to
Russia’s accounting and economic system. Making their own materials made
it possible to provide more current and higher quality educational materials
than their competitors and provide more flexibility of education. Today,
distance students’ learning materials consist of lecture notes, cases that
include solutions and cases that do not include solutions. They are offered in
two formats, depending on the student’s choice — paper or CD. A special
department is responsible for practical training and job placement of their
graduates.

Their curriculum (Appendix 1.3) completely complies with state
standard requirements, and so might be examined as typical. In Table 7 there
is an analysis of the allocation of all disciplines into four categories. This
analysis is similar to the one that was done for universities. Consultations
(200 hours) are distributed as follows: 100 hours are devoted to accounting,
50 hours for finance and 50 for business. The additional courses (252 hours)
were included as “Other Disciplines.”

Table 7
Allocation of Hours between Blocks of Disciplines
Siberian Regional School of Business

Courses Allocation Hours
2003-2004 Between Blocks of
Disciplines

Hours Yo

TOTAL 3402 100
Accounting Courses 1057 31.1

Financial Courses 210 6.1
Other Business Courses 864 25.4
Other Courses 1271 37.4

Accounting courses account for 1,057 hours, or 31.1 percent. Finance
courses comprise 210 hours, or 6.1 percent of the total curriculum. Other
business courses take 864 hours to complete and comprise 25.4 percent of the
total curriculum. Other courses account for 1,271 hours, or 37.4 percent of the



116  Accounting and Financial System Reform in Eastern Europe and Asia

curriculum, Is this proportional optimal? Let’s try to answer this question by
analyzing which subjects have the greatest amount of time devoted to them.

Table 8

Top 5 Disciplines from the Curriculum
(Additional courses are not considered)
Siberian Regional School of Business

# Disciplines Hours % of
TOTAL

1 Accounting 342 10.1%

2 Economic Analysis of Enterprise Activity 165 4.9%

3 Foreign Languages 164 4.8%

4 Physical Training 164 4.8%

5 Economics of Enterprise 140 4.1%

The curriculum devotes the largest block of time to accounting
(10.1%), which makes sense, since it is an accounting program. Economics
occupy two of the top five positions, with a combined 9 percent total. Foreign
languages and physical round out the top-five list. These latter two subjects
make the top five because the Standards require a relatively large block of
time to be devoted to them. Because of the relative importance assigned to
these topics it might be assumed that graduates are both healthy and fluent in
a foreign language. However, 164 hours is not sufficient to become fluent
unless one has had prior language training, which is often the case. The
curriculum does not include courses in International Accounting Standards or
International Standards on Auditing. Supposedly, students acquire some
knowledge of these subjects during the course of their accounting studies,
most probably in the accounting theory class.

Private schools face some specific problems or bureaucratic hurdles.
At a meeting between the rectors of private universities and top Ministry of
Education management that took place 8 July 2003 in Russian New
University, the university representatives expressed their support for real
competition. Some of them also complained that the Education Ministry’s
“quality police” perform their jobs in a discriminatory manner when they
evaluate the quality of private university programs. One way to evaluate
quality, perhaps the best way, is to look at the rate of graduates’ employment.
For example, the private International Banking Institute is one of the leaders
in Saint Petersburg (Borisov 2003).

Unfortunately, regional bureaucrats often take a jaundiced view of
private education. They often retain the old Soviet view that anything that is
aimed at making a profit is inherently bad. This mentality pervades the
educational bureaucracy at all levels. They tend to forget to invite students
from private schools to scientific or sporting competitions but do not forget to
invite students from state institutions. They also forget to invite them to job
vacancy fairs and do not recognize students’ rights to use public transport at a
reduced fee in cases where the students are from private institutions. Thus,
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these institutions and their students, which do not take anything from the state
budget, but rather contribute taxes to it, do not enjoy the same privileges and
rights as students at state schools.

PRIVATE ACCOUNTING ASSOCIATION EDUCATION
PROGRAMS

Attestation (certification) and professional accountants’ qualification
upgrading in Russia started in 1997, after a Ministry of Finance initiative. In
April 1997 The Institute of Professional Accountants (IPBR)
[www.ipbr.ru]lwas founded by several universities, scientific and public
organizations. In November 2001 it became an IFAC (International
Federation of Accountants) member. One of the main activities of the IPBR is
to coordinate the offering of professional education to accountants and
upgrade qualifications.

At present there are more than 420 Training Method Centers (UMC)
accredited by IPBR that provide professional accounting education. Its
website stipulates accreditation requirements as follows: a UMC must have an
education license in the area of supplementary education in the specialty of
“Accounting and Auditing;” teaching experience in economics; teachers
approved by IPBR; and necessary material resources.

Accounting education at a UMC consists of two categories:

o certification programs, and

e qualification upgrading

There are two ways to prepare for the certification exams. The first
option consists of a 240/280 hour course for accountants who are university
graduates. The second option is for accountants who graduated from MLPE
schools. They must complete 500/520 hours of instruction. Preparation for the
certification program (240/280 hours) was set by the IPBR President Council
and has been required since 1 October 2002. In September 2003 “Cost
Management” was added. The 500-hour program has been in force since
August 2003. Table 9 shows a comparison of the two curriculums.
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Table 9
Programs of Preparation and Attestation of Professional Accountants
# Section Class Study (hours)
240 hour 500 hour
course course
General: 200 440
1 Introduction to the Profession 2 10
2 Accounting (basic course) 98 200
3 Analysis of Financial- Economic Activity 40 70
4 Introduction to Auditing 12 40
5 Taxes (basic course) 24 60
6 Legal Administration of Economic 24 60
Activity (basic course)
Electives*: 40-80 60-80
7 Accounting Statements. 40 60
8 Financial Management. 40 60
9 Cost Management. 40 60
10 International Accounting Standards (IAS). 80** 80**
TOTAL 240-280 500-520

Source: Compiled by authors, based on data at www.ipbr.ru.
*Advanced Courses depend on the specialization chosen.
** Introduced in 2004.

Students may choose one elective as part of the program. On a
positive note, from the authors’ perspective, is that one of the electives, which
is to be introduced in 2004, is a course in International Accounting Standards
(IAS). This addition constitutes a major step in the right direction. The
Russian Ministry of Finance is forcing Russian banks and other enterprises to
adopt IAS, but accountants who graduated from the university more than a
few years ago probably did not have any exposure to these rules when they
were at the university. The Russian edition of the International Accounting
Standards book was not available until 1999, so the only Russian accountants
who became familiar with IAS before 1999 were the ones who could read
English.

Unfortunately, the probability is that most centers outside of Moscow
and Saint Petersburg will have difficulty offering this course because of a lack
of qualified teachers and course materials. That is because the vast majority
of clients that need to prepare their financial statements in accordance with
IAS are located either in Moscow or Saint Petersburg. Accountants outside of
Russia’s two capitals tend not to be familiar with IAS because there is no
need to be. Where there is no demand from clients, accountants do not feel
any need to develop expertise. That will change with time, since the Finance
Ministry is requiring IAS, so the problem of offering the IAS elective may be
a short-term problem.

The second area of UMC educational activity is professional
accountants’ qualification upgrading. The IPBR Statement has a provision
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that requires every member to take a 40-hour course every year. This
requirement is similar to the continuing professional education requirement of
most state CPA societies and accountancy boards in the United States. A
continuing education requirement is also recommended by the International
Federation of Accountants (IFAC) [www.ifac.org].

A list of courses has been developed and there are content
requirements for each course. Every UMC selects the courses it wants to offer
based on its resources and the needs of its members. During the research for
this chapter the authors conducted a frequency analysis of the courses most
offered as of 1 October 2002. Data included in the sample were from 389
UMCs. A ranking of the ten most frequently offered courses is given in Table
10.

Table 10
Continuing Professional Education Courses Offered in
Accounting Professional Training Programs

Frequency of Offerings (2002)
Rank # Course Title Hours
Centers
1 114 The New Chart of Accounts 40
2 113 Financial Statements 40
3 112 International Accounting Standards 40
4 100 Management Accounting 40
5 96 Financial Analysis 40
6 81 Updating in Legislation and Actual Tax 40
Problems
7 76 Auditing 80
8 75 Update in Accounting, Audit, Economic 40
Analysis, Finance, Management,
Taxation and Law
9 70 Financial Statement Analysis 40
10 61 International Transactions and Currency 40
Operations Accounting

Source: IPB (2002): 330-479.

The popularity of “The New Chart of Accounts” course (114 UMC
out of 389, or 29.3% offer it) is explained by the fact that 2002 was the first
year the majority of companies had to implement the new chart of accounts,
which was introduced by Ministry of Finance Order #94n on 31 October 2000.
Consequently, there was much demand for, and interest in this course. A
nearly equal amount of interest was expressed in the Financial Statements
course (113 UMC, or 29%) and the International Accounting Standards
course (112 UMC, or 28.2%). There was also a great deal of interest in the
Management Accounting course and in the courses about legislative updates
and financial statement analysis.
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UMCs are founded, in most cases, as branches of educational
institutions such as colleges and universities. An analysis of the list of UMCs
(IPB 2002) found that 61.7 percent of UMCs were departments of various
educational institutions. This kind of organizational relationship allows the
UMC to use university resources and also serves to allow university
professors to disseminate their knowledge and culture into the professional
accounting educational sphere.

Courses in UMCs are most often presented in the form of lectures,
where students write down the information provided by the lecturers. Practical
training or case studies are not often used. It is rare that the training materials
used in these courses is developed by the UMC. The lecturers are usually
university professors with practical experience in accounting or auditing and
tax service representatives. During the course of the interviews it was stated
that these courses become a real test for the lecturers, since the audience
consists of professional accountants who also have practical experience.
Whereas students in the certification courses are concentrating on receiving
information, for the 40-hour continuing professional education courses the
classes often turn into an active exchange of views. Having the opportunity to
communicate on an intellectual and professional level with other practicing
accountants is something that Russian accountants do not often get to do, so
these classes provide that opportunity. In some cases, this opportunity to
communicate and share ideas is the most important part of the course.

It is believed that, in the future as the UMC education process evolves,
more attention should be paid to active methods of teaching — practical
training, business games, cases, etc. The development and implementation of
learning materials and textbooks needs to be introduced into the educational
process. Emphasis must be shifted away from the obligatory study aspect or
rationale for taking the course because of IPBR requirements to internal
motivation and learning for the sheer fun and professional improvement it
provides.

One cannot but admit that one of the main goals of such lessons
should be the “formation and development of the listeners’ professional
judgment, their ability to search for optimal solutions in non-typical situations.
The main feature of the professional accountant is conceptual thinking, and
skills, based on general principles to solve practical problems not provided in
instructions.” (Nikolaeva 2000).

OTHER PRIVATE EDUCATION PROVIDERS

Russian accounting and audit firms also offer educational programs.
The frequency and number of offerings depend on the firm’s size. The largest
firms, mostly located in Moscow or Saint Petersburg, offer programs for their
staff and also conduct seminars for clients and, to a lesser extent, to the
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general public. All of the Big-4 audit firms have Russian branches and they
all include education in their list of services (Kommersant 2003).

The primary form of education services is seminars. The various
topics include accounting, taxes, management accounting and law.
International Accounting Standards (IAS) and Generally Accepted
Accounting Principles (GAAP) are offered by all of the leading companies. In
an online poll conducted by one of the Russian accounting firms to determine
what kind of courses people wanted, the question was asked “Which topics
are you interested in?” Table 11 shows the top four answers.

Table 11

Popularity of Continuing Education Courses

Conducted by Poll

14 November 2003

Rank Title of Course %

1 International Accounting Standards 39%
2 Management Accounting 25%
3 Tax and Law 21%
4 Accounting 15%

Source: www.elsfbk.ru/voting

The individuals who conduct the training are mostly high level
professional consultants with the firm, leading university professors and
representatives from the government Ministries. Seminars are usually one or
two days long. Participants are sometimes given training materials.

Firms also conduct seminars for their corporate clients. Corporate
seminars might take 4-6 days. As for IAS and U.S. GAAP seminars, in most
cases they are basic courses and include material on the basic financial
statements, Courses on these topics are in high demand. There are several
reasons for such high popularity. For one, most IAS materials and U.S. GAAP
materials are originally written in English. Not many Russian authors publish
books on these subjects in the Russian language. So the kind of learning that
takes place at these seminars tends to be passive. The audience listens rather
than reads because there is nothing to read. There is also high interest in these
subjects, especially IAS, because banks and some other enterprises will be
required to implement IAS starting in 2004, one full year ahead of the
European Union. Because of the high demand, the fee for taking these courses
is usually higher than for other courses. The minimum cost of a 1-2 day
seminar on IAS or U.S. GAAP is US$200, which is a lot of money for many
Russian accountants.

As for audit companies located outside of Moscow and Saint
Petersburg, they conduct training for their staff. The topics and form of the
training are determined by the company’s policy in that regard. Some training
is in response to recent changes in tax or accounting legislation. Often these
classes are held in the form of a discussion rather than a lecture, and views are
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exchanged. This type of class usually takes place once a week. Trainers are
mostly the leading consultants or heads of departments. If necessary, they
invite consultants from other departments (e.g., law) or external specialists,
i.e., tax service representatives.

Local audit firms also provide seminars on accounting and taxation
that are open to the public. They also conduct seminars for corporate clients
on whatever topic the client is interested in.

Another example of training in the provinces is seminars led by
lecturers from Moscow who may be from the Ministry of Finance or the Tax
Service. Despite the higher than usual fee for these seminars, participants are
not always satisfied with the quality of the seminar or lecturers, although the
opposite is also sometimes the case. In one case, an accounting professor from
Saint Petersburg has been coming to Omsk in Western Siberia twice a year for
the last six years. Because of the simplicity of her presentation and the
topicality of her lectures, she has developed a built-in audience who try not to
miss her lectures when she comes to town.

Other accounting education programs might be divided into three
categories:

. programs to prepare candidates for international certification
exams,

o long-term education programs, and

. short-term seminars and training that are given by non-audit
companies.

Courses to prepare candidates for international certification exams are
offered by a few companies. One might divide the kinds of courses by
continent, which is to say that some companies prepare students to pass exams
given in Europe while others train their students to pass exams given in the
USA. The most popular European exams are the ACCA and CIMA exams.
Actually, the ACCA exams are given on all continents, in more than 130
countries, so they cannot strictly be called European, although these exams
originated in the UK and are given only in English.

A search of the internet revealed websites for two companies that
offer certification preparation courses for the American exams such as the
certified public accountant (CPA), certified management accountant (CMA)
and certificate in financial management (CFM). One is the Moscow office of
CBSD (www.rus.cbsd), which also offers Thunderbird Accounting
Foundations. The other is Hock Accounting Training
(www.hocktraining.com), which offers preparation courses for the CPA,
CMA, CFM and also the certified internal auditor (CIA) exam. The main
difference between these two companies is that, for CBSD, it is a company
that has accounting and finance as just one of its divisions, whereas for Hock
Accounting Training, its sole focus is on accounting education. Trainers are
mostly foreign teachers. They have no language problems or difficulties
because the courses are conducted in English. The companies provide
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students with learning materials, including materials they develop themselves.
Students who live in other cities can study by distance learning.

The interest that has been generated in the last few years by IAS has
increased demand for the ACCA certification exams. Preparation for and
passing this series of exams can take quite long, at least two and a half years,
and perhaps five years or more. Several companies offer ACCA exam
preparation courses. IBS-Plekhanov offers courses to prepare students for just
some of the exams. Others, like Griffits College plan to offer the complete set
of training courses by the end of 2003. All courses are offered only in English,
since the ACCA exams are given only in English.

Another certification is offered by the International Association of
Book-Keepers (IAB). This program is oriented toward the lowest level of
accounting qualification. It has the advantage of being offered in the Russian
language, whereas the other exams mentioned above are offered only in
English.

The most recently introduced certification exam that has international
stature is the certified international professional accountant (CIPA) exam. In
2001 the United States Agency for International Development (USAID)
provided assistance in the founding of the International Institute of Certified
Accountants and Auditors. At present (2003) it consists of 12 members, with
organizational representatives from Kazakhstan, Kyrgyzstan, Russia,
Tajikistan, Ukraine and Uzbekistan. Certification is at two levels. IPBR
started a project on preparation for and organization of the exams in the fall of
2003. There are to be seven exams. The purpose of this exam scheme is to
provide a regional certification that is recognized in several Russian speaking
countries. The exams are given in Russian. Time will tell whether this
certification exam is popular.

Long-term educational programs do not seem to be as well advertised
on the internet as the short-term programs, according to the web surfing
conducted by the authors as part of this research project. The program
International Practice of Accounting in Management was developed by
professors from the Institute of Narodnogo Hozyastva and the Institute of
Certified Accountants of Scotland (ICAS). This program is aimed at managers
and financial managers. The course is 540 hours long and includes study in
accounting, management accounting, financial management and practical
management. The trainers are university professors. The cost of the course is
US$5,000, which makes it quite expensive by Russian standards.

Another provider of long-term educational programs is Asceri-Acca.
Seven out of nine long-term programs the authors were able to find on the
internet (www.gaap.ru) were offered by that company. The real advantages of
this program are mobility, comparatively low cost and learning materials.

Short-term seminars of one or two day duration is perhaps the most
popular form of study. Every accountant has participated in this kind of
training at least once. It has become an essential part of the accounting
profession since rapid changes began taking place in the accounting and tax
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rules starting at the beginning of the 1990s. Providers and topics vary. Topics
reflect accounting community interests. Management accounting seminars
seem to be attracting a lot of attention. There is also a niche for courses on
IAS and U.S. GAAP. There are also quite a few seminars on Russian
accounting, law and taxation.

CONCLUDING COMMENTS

The interviews conducted during the course of this study were very
enlightening. They pointed to a number of accounting educational
opportunities offered by the private sector in Russia and provided information
about the current state of accounting education in Russia. This was especially
important, since the literature on private sector accounting in Russia, or in any
of the former Soviet republics for that matter, is nonexistent. Private
universities are popping up all over Russia to meet the demand for accounting
education. State universities are also trying to fill the gap that exists between
the supply of accounting courses and the demand for them.

One of the main problems that all universities face is finding qualified
people to teach the courses. This problem will not be alleviated soon,
although it probably will ease with the passage of time. Russian universities
are turning out many more accounting PhDs each year than American
universities, so it is just a matter of time until the shortage of Russian
accounting PhDs is greatly reduced.

One view that kept popping up in the course of the interviews was the
perception that accounting education is better in Moscow and Saint
Petersburg than in other Russian cities. It remains to be seen whether this is
true and more research needs to be done on this point, but the reasoning
behind this view seems plausible. Most of the IAS experts are in Moscow and
Saint Petersburg because the vast majority of large Russian companies that
need the services of these experts are in these two Russian capitals. The client
demand for IAS outside of Russia’s two capitals is much less than the demand
within these two cities, so it seems logical that there would be fewer IAS
experts in Russia’s other cities. However, even if this perception is accurate at
the moment, the situation will likely change in the next few years, since
Russia’s Ministry of Finance has decreed that all Russian banks and many
other Russian enterprises must adopt IAS. Demand for knowledge of 1AS
will increase in the provinces and experts will come into existence to fill the
increased demand.

Another interesting point discovered during the course of the
interviews is the number of distance learning students taking accounting
courses at Russian universities. The general perception, which was iterated
during several of the interviews, was that the quality of education received by
distance learning students was distinctly lower than that received by resident
students. This qualitative difference presents some structural difficulties, since
there is no easy way to reduce this disparity.
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Another interesting bit of information that was uncovered during the
interviews is that there seems to be a two-tier system developing in Russia
based on language ability. Accountants who can read English have an
advantage over those who cannot because they are able to read international
accounting materials in the original language. They can also take and pass the
various international certification exams that are offered only in English,
which makes them more marketable than their non-English speaking Russian
brethren. Some of the larger accounting firms that were interviewed stated
that they only hire individuals who can speak English, which gives English
speaking Russians a distinct advantage in the marketplace. Just about
everyone who works at one of the Big-4 accounting firms in Moscow or Saint
Petersburg is studying for one or more of the international certification exams.
It is practically required for long-term employment. Their firms encourage
them to take the international certification exams and sometimes provide
assistance in this regard. Thus, the demand for English may increase along
with the demand for experts in IAS.

The present study opens the door to a number of interesting research
possibilities. Since literature on private sector accounting education in former
Soviet republics does not exist, a gap needs to be filled. Studies similar to the
present study can be done of private sector accounting education in each of
the other 14 former Soviet republics. Similar studies can also be done of the
various Eastern European countries that broke free from the communist yoke
in the late 1980s and early 1990s. Similar studies can be done of private sector
accounting education in transition economies in other parts of the world,
including Asia, Latin America and Africa. Comparative studies can be made
of private sector accounting education in several countries. There is any
number of possibilities.
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APPENDICES

Below are the appendices for the curriculums at four typical Russian
universities — 2 private and 2 state. There are more similarities than
differences, although there are definitely differences, as was pointed out
above. The programs at these universities are all five-year programs. As can
be seen, the curriculum is highly structured, regardless of whether the
university is private or state owned. Certain courses must be taken in certain
semesters. The university administration determines whether exams, tests or
term papers will be required. The Table lists both “tests” and “exams.” The
tests are similar to pass/fail exams in the USA. The Russian word for this kind
of test is zachet. Russian students also take exams (examen in Russian), which
are graded — excellent, good, satisfactory, etc.
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APPENDIX 1.1B
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Management

32
22

10
32
0.7

The Evolution
and Theory of
Double-Entry
Bookkeeping

18
10

18
0.4

Professional
Ethics

Basic Scientific
Research

0.0 | 0.0
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Personnel

) of o
Management

0.0

Administrative
Law

0.0

Regional
Economics

Legal
Examination
of Trade
Business

0.0

Financial ) of = 0| v
o ]
Accounting AR A Rl B VS R IR S I ] ] R
Management <
ANl O v | &
Accounting @ © = B L Bt B B B
Financial o
<+ | ol o | ™
Statements = = = Tl 2| Q) v~
Complex
Economic ol o o
. oo
Analysis of o | o~ 0 o [~ ool FI Q2 E QS
Enterprise
Activity
Financial
N
Statement ) o S % KT S
Analysis
Auditing ol ol ol ol ®| w
o ) ) o o o2 wn R KT oM
Accounting Case oo ol o ol of ©
Study & T = & S ®| o
Accounting ol ol o] «| o] o
Business o o R T = ¥ S
Electives al 2| g | g| =
| & =] T & =
Finance of , © ol 8l 2| =l a| 2| &
Enterprises = ®| ¥ ] *®|
Business ol ol | ol ol —~
. . oo
Estimation SRR U e B
Business
Administratio © ol v o| o] o =
nin i e Ve
Accounting
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Financial
Environment
of Business o of ol of o o &
and O] n] N = ni o
Entrepreneuri
al Risks
Concepts and
Analysis of © o 3l ] &l el g S
Cash Flows
Internal Audit o
Standards % el <l =
Controllership w0 ol ol @
o
The Evolution
and Theory of =)
Double-Entry < <l e
Bookkeeping
Tax Calculations
in Accounting o ol o 2
Risk Estimation o
and Analysis *® °l el s
Financial
Analysis ® il
The History of o
Accounting e IR~
Specialization el el el e ! o
Disciplines s ¢ QK g <
ACCOUNTING AND AUDITING FOR BUSINESS ENTERPRISES
Cost Accounting,
Calculations -
and Budgeting | ™ % |~ A IR ] I I NI B
for Different
Industries
Accounting for
Small ~ ~ Bl gl =292
Business
Tax Accounting ol sl o] < ] ©
*® S | V| A |~
Accounting for
Non-profit % R 8| & 2 I 2
Organizations
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Accounting for
Trade
Business*/Bui
lding
Industry**
/Services

74

40
20
20
34
0.9

Management
Analysis for
Industries

112
60

30
30
52

13

Accounting for
Bankruptcy

74
40

20

20

34
0.9

Accounting and
Auditing in
Commercial
Banks

112

60
30
30

52
1.3

Accounting and
Auditing for
International
Activity

112

60
30
30

52
13

Legal Basis for
Taxation

0.0

Planning in a
Market
Economy

0.0

Economic
Security of
Business

0.0

Additional
Courses

450
260

90
170
190
5.2

Foreign Language
for Business
Communicati
on

100

60

60

40

12

Economic
Security of
Business

50
30
20
10
20

0.6

Civil Defense

150

70
40
30
80
1.7

The Theory and
Practice of
Driving

150

100
30
70

50
1.7

1C-computer
program

0.0

Creative Image-
making

0.0




Private Sector Accounting Education in Russia 143

History of Art ol o g
Self-Management ol o g
Mathematical
Sociology il
Self-presentation ol o 2
Natural Science
for ol ol &
Economists
TOTAL HOURS
S| | N8| x| v <
- x| N o (-2} =)
o [ — - o0 =}
- -} - (o] o o« o
EXAMS v ~
e -
TESTS . —
(ZACHET) 0 -
TERM PAPERS ~ ~
APPENDIX 1.2
CURRICULUM AT
PRIVATE UNIVERSITIES
SUMMARY OF COURSES
SOUTH SERGIEV-POSAD Aver
INSTITUTE OF | HUMANITARIAN age
MANAGEMENT, INSTITUTE
Krasnodar
TOTAL TOTAL
Hours % Hours % %
TOTAL 8640 100 8640

100 100

Business

Administration in

Accounting

1-C Computer 110
Program

Accounting and 112 100

Auditing for
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International
Activity

Accounting and 112
Auditing in
Commercial
Banks

Accountancy 80 70

The Evolution 36 100
and Theory of
Double-Entry
Bookkeeping

Accounting for 70
Non-profit
Organizations

Accounting for 68 68
Small Business

Accounting for 74 204
Trade Business

Accounting for 74 68
Bankruptcy

Auditing 300 338

Automated 96
Processing of
Accounting
Information

Accounting Case 170 136
Study

Complex 240 270
Economic
Analysis of
Enterprise
Activity

Controllership 100

Cost Accounting 144 100
and Budgeting for
Different
Industries

Financial 400 374
Accounting

Financial 108 90
Statements

Financial 80 136
Statement
Analysis

International 60 68
Accounting
Standards

Internal Audit 100
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Standards

International 40 68

Auditing

Standards

Management 144 136
Accounting

Management 112 68

Analysis for

Industry

Tax Accounting 90

Taxes 108 102
The History of 36

Accounting

The Theory of 102 130
Accounting

Business 96

Estimation

Capital 80
Investment

Cash, Loans, 204 136
Banks

Concepts and 60 100
Analysis of Cash

Flows

Control and 74 68
Inspection

Finance 100 102
Finance 36

Calculations

Finance of 160

Enterprises

Finance Law 54

Financial 108 102
Management

Insurance 96 102
Pricing 70
Stock Exchange 108 68
Theory of 96 130
Economic

Analysis

Basics of
Scientific
Research
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Business 32 40
Communication

Civil Law 30

Computer 56
Networks and
Office Equipment

Econometrics 72 70

Economics of 108 136
Enterprises

Economic 50 64
Security of
Business

Financial 60
Environment of
Business and
Entrepreneurial
Risks

Information 168 130
Systems in
Economics

Labor Law 30

Legal Basis for 100
Taxation

Management 108 102

Marketing 108 68

Personnel 100
Management

Planning in a 68
Market Economy

Professional 60
Ethics

Science of Law 54 130

Statistics 204 202

The Role of 64
Documents in
Management

Theory of 234 300
Economics

World Economics 204 136

Bibliography 36

Budget System of 70
Russian
Federation

Civil Defense 150

Culture Science 54 70

Ecology 48
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Regional 140
Economic

Geography

Ethics 66
Business 100 340
Communications

Foreign 340 340
Languages

Information 252 200
Science

Logic 68
Mathematics 600 600
Philosophy 144 106
Physical Training 408 408
Political Science 64

Psychology and 54

Pedagogy

Rational Use of 96 140
Nature

Russian and the 72 136
Culture of Speech

Russian History 108 106
Safety of Life- 72

activity

Social Science 64 70
The Concept of 108 120
Modern Natural

Science

The History of 54

Kuban

The Theory and 150

Practice of

Driving

147
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APPENDIX 1.3

CURRICULUM AT A TYPICAL PRIVATE COLLEGE

DISCIPLINE

SIBERIAN REGIONAL SCHOOL OF

BUSINESS
EXAMS, STUDYING
allocation (hours)
among
semesters
In class
=2
CRR: > | 8
2 2 ) 2
=] 2] 5] = —
- 4 [-9 N o~
21 S| 8 s g |£ |3
Re | B .| s = k= > =
o o < s g 2] 177) e
=1 E g | & g | E 2
2 Bk *

Federal 561 432 166 | 266 129 | 16.5

Component

Foreign 1, 164 126 0 126 38 4.8
Languages 2

Physical 1- 164 126 6 120 38 4.8
Training 4

Fundamentals of 3 62 48 42 6 14 1.8
Social Science
and Political
Science

Fundamentals of 1 42 32 28 4 10 1.2
Law

Russian and 1 72 56 46 10 16 2.1
Culture of
Speech

Fundamentals of | 2 57 44 44 0 13 1.7
Philosophy

Electives 84 64 56 8 20 2.5

Social 4 42 32 28 4 10 1.2
Psychology

Fundamentals of 3 42 32 28 4 10 1.2
Ethics
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Component

Mathematics 1 60 40 20 20 20 1.8

Information 1 90 60 30 30 30 2.6
Science

Ecology 1 48 32 32 0 16 14
Fundamentals

Federal 872 | 738 | 468 | 270 134 | 25.6

Component

Economics of 2 2 140 120 62 58 20 4.1
Enterprises

Management 2 72 60 40 20 12 2.1

Marketing 3 60 50 32 18 10 1.8

Statistics 2 60 50 32 18 10 1.8

Documentation 3 56 48 28 20 8 1.6

Business 4 38 32 16 16 6 1.1
Planning

Fundamentals of 4 38 32 20 12 6 1.1
Banking

Legal Basis for 3 56 48 30 18 8 1.6
Professional
Activity

Finance, 3 72 60 40 20 12 2.1
Currency and
Credit

Safety of Life- 1 80 68 48 20 12 24
activity

The Theory of 1 94 80 50 30 14 2.8
Accounting

The Theory of 1 106 90 70 20 16 3.1
Economics

Accounting 2, 342 | 250 130 | 120 92 10.1

3

Taxes 3 112 82 52 30 30 3.3

Auditing 4 82 60 36 24 22 24

Economic 4 3 4 165 120 52 68 45 49
Analysis of
Enterprise
Activity

Information 4 112 82 20 62 30 33
Technology in
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Professional
Activity

Electives

272

198

130

68

74

8.0

International
Activity

48

36

26

10

12

1.4

Labor Law

74

54

18

20

2.2

Financial
Management

50

36

30

14

1.5

Tax Accounting
and Tax
Returns

50

36

30

14

1.5

Psycholo,

The Hisiory and

Culture of
Siberia

50

44

36

32

26

32

10

14

12

1.5

13

Business
Communicatio
ns

62

46

20

26

16

1.8

Regional
Economics

44

32

32

12

1.3

Consultations

200

200

200

59

Additional
Courses
(Liberal Arts,
Business,
Foreign
Languages,
Physical
Training)

252

252

252

7.4

TOTAL
HOURS

340

2720

172

992

682

100.

EXAMS

12

TESTS
(ZACHET)

32

TERM
PAPERS
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APPENDIX 1.4

SUMMARY OF COURSES
SIBERIAN SCHOOL OF BUSINESS (OMSK
Hours %
TOTAL 3402 100.0

Accounting

Accounting 342
Auditing 82
Consultations 100
Economic Analysis 165
of Enterprise
Activity
Information 112
Technology in
Professional
Activity
Tax Accounting and 50
Tax Returns
Taxes 112
The Theory of 94

Banking

Consultations

Finance, Currency, 72
Credit

Financial 50
Management

Fundamentals of 38

International 48
Activity

Business 62
Communication

Economics of 140
Enterprises

Business Planning 38

Labor Law 74
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Management 72
Marketing 60
Consultations 50
Legal Basis for 56
Professional
Activity
Fundamentals of 42
Law
Statistics 60
Documentation 56
The Theory of 106
Economics

The History and

Culture of Siberia
Additional Courses 252
Ecology 48
Fundamentals of
Nature
Foreign Languages 164
Fundamentals of 42
Ethics
Fundamentals of 57
Philosophy
Fundamentals of 62
Social and Political
Science
Information Science 90
Mathematics 60
Physical Training 164
Psychology 50
Russian and the 72
Culture of Speech
Safety of Life 80
Activity
Social Psychology 42

Regional Economics 44
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APPENDIX 2.1A

CURRICULUM AT
STATE UNIVERSITIES
OMSK STATE UNIVERSITY
EXAMS, STUDYING
allocation (hours)
among
= semesters
3 In class
3 gL g
= - @ S| =
HEEELEHEE
S| F S T3 8|2 S
2 S

Federal -
Component IS e gl 3
- A S]] & | =
Foreign .
Languages { | 8 L 2@
guag o e |83 A
o
<t
Physical Training © . o -
[ S| O (= (= .
- < | = < <
Russian History ol o w |« ©
N O =] N —
—
Science of Law <+| o o | < —~
<+ = ) PR I
Psychology and ~l o o | ol ~
r~ .
Pedagogy Lo “ Ao
Russian and the
Culture of N ) I SRS
Speech
Philosophy al o ~ | ol o
Sl o A -
o
Theory of gl o o | al &
Economics - = A
—
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Regional ol w °
. . = =
(University) QIE P E| = e
Component
Microeconomics ol 0 | oo o
—| e K=} | e~
(o]
Macroeconomics <! oo o | ol —
AN O O O
(]
Economics and
. . r~
Social Science - 3| ] S ]
of Labor
Science of Law o
o o :
[e]
Social Science o
o o q
(=)
Electives ol 8l ol 8 | | =
K 3 —
General
University w ENEEN & | =
Disciplines
Political Science
o| © N3 -
—~ en| on A N =
State Regulation - | o © | ol
of Economy ;P o @ e
Culture Science
oo| O O <
- | o I3 N
Econqmlca! ~ ! © o | ol =
Social Science A «@ e
Economic
Growth ) = ol B I
Problems

Federal 2l 2 . ol =
Component =8 °| B | & A

Mathematics ©
o o| © o o| o
vy (== [=] () (=) :
- O o o | O

N| o

-
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Information ol « ~
. ol
Science = A - PN
(o]
Information <
Systems in o0 ol & S8 S
Economics
The Concept of
Modern Natural —- | « ool =
Science e
Econometrics < ol < <+ | <]
O| on o o o
Regional ol ~
. . ®| 2
(University) XS S | A -
Component
Econometrics o
o o :
[}
Civil Law - | o o | wf o
O wvy vy - o
Regional
. -]
Economic N S e
Geography —
Electives gl o a | »| v
- T o~ O | v
The Concept of
Modern Natural ~ | w o | | *
. o~ en 32} n| o
Science
Probability
o
Theory e | el S
Economic
: | O o (S
Information Lg S| A A | o S
Protection

Federal 8l = = | o *
Component SN S| 8 8
Economics of ol — — | | ©
Enterprises -« R DA Y
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Management
Ql @ o | o =
— \© O \O —
vy
Marketing © ol « ~ | el =
S| <+ | N o
Statistics al o e | Ql o
<+ ol ¥ [ af =
N — — — o
o
World Economics < <+ | ©
S| <« < —
\O
Financial Y P B
Management | o = M e
Finance 2l o o | of =
—| O o O | -
e}
Insurance - al o o | ol =
c~| on o
Cash, Loans, o o | @ &
Banks :h = = |2«
Stock Exchange ®| < + | < «
— vy v vy —
[
Taxes | o o | oo —~
(=2 I o [ AN —
o
The Theory of 5| o o | = »n
Accounting - - = D B
The Theory of ~
Economic ST NI =
Analysis ©
Control and Audit ol o o | =] =~
| on o N o
[@,)
International
Accounting 3| 2 S 13 S
Standards o
International
(=3 =4 \O | &
Stagdards of = B & I P P
Audit
Business ol 0 | o ©
. . o0
Communication M Nl e
Regional ol o .
(University) Qe a & z
Component
The History of oo| « | «| =
. o S
Accounting o e DA B
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Financial
Accounting

384
192

192

192
44

Personnel ol n w | »n| @
Management >l M e
Introduction to
Production g a i el R
Processes
Business
Communication © | e g
Electives S
N 3 |2
Q- - «
Administrative ©| © o | o
Law ol e « o
The Stl{dy of ol v o | o! v
Conflict oL o e
Orgamzz_itlonal PR © ol ©
Behavior e « e
Cor:porate ol o O of v
Finance e o e
Vital Functions
Safety and ool 2
Protection of
Labor
Pricing
o

Management
Accounting

112
56

56

56
1.3

Financial
Statements

88
44

44

44

1.0

Complex
Economic
Analysis of
Enterprise
Activity

7, 8

240

120

120

120
2.8

Financial
Statement
Analysis

72

36

36

36
0.8
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Auditing
o 2 8 g8 =
vy on| - — — cn
=
Accounting Case o
Study o g o R
- | — - N
O
Accountancy o ~l o o | o|
&~| en on ol o
Electives al - <+ | o e
N @l W -}
<+ N (o} -
Investment
Analysis/Real ~ ol o © | ]
Estate of < « <
Economics
Accounting and
Stock ©] ST e
Transactions
Financial Law
o | o [\ S| 2
wv| on on N o
Internal Company ! <« < | ol
Planning % <+« o | Nl o
Taxation ~ ol o o | ol ©
Investigation oo RN I I
Forecasting and
Planning in ~ Ql 218 S
Taxation
Internal Audit o| <= o |« «
Standards o @] | -
Financial ol o w |
Mathematics = el e -
Investment o ool < « | =] ©
Institutions ¥+« DR
Specialization
Disciplines Q<8 | BT
®| < <+ | w| &R
ACCOUNTING AND AUDITING FOR BUSINESS
ENTERPRISES
Bank Activity «| « P B
Analysis o ol < =+ |~
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Accounting for
Small Business

(=g
~

sl
o

wy
on

wy
o

b
=)

Accounting for
Non-profit
Organizations

108

54

54

54
12

Accounting for
Trade Business

72
36

36

36
0.8

Commercial Bank
Reporting

70
36

36

34
0.8

Accounting for
Bankruptey

84
42

42

42

1.0

Accounting in
Commercial
Banks

108

54

54

54
1.2

Accounting and
Auditing for
International
Activity

72
36

36

36
0.8

Bank Auditing

70
36

36

34
0.8

Tax Accounting,
Audit

102
52

52

50

1.2

Cost Accounting
and Budgeting
for Different
Industries

0.0

Logistics

0.0

Additional
Courses

450
228

228

222
5.2

Foreign Language
for Business
Communication

5,6,7,

138
72

72

66

1.6

The Theory of
Accounting

56
28

28

28

0.6

Hypertext

48
24

24

24
0.6

Safety of Life
Activity

100

50

50

50

12
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Corporate o
Communication ~ Sl & SN A
s
Other o | o g
TOTAL HOURS
2/8l-|8 |8 2
ol &l @ & | v 8
w0l wn un Lo % =
EXAMS -
e
TESTS -
(ZACHET) =
TERM PAPERS
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APPENDIX 2.1B

CURRICULUM AT
STATE UNIVERSITIES
SAINT PETERSBURG STATE
POLYTECHNIC UNIVERSITY
EXAMS, STUDYING
allocation (hours)
among
semesters
% In class
-
= &
Q -
2 gz y |8
g @ = —
5§ 2 A
= - E 0| & % =
2| & E|E 2|~ |5
= = ﬁ § E <
= A3
(@]
P

edera Q 2 lel = | = o
Component S 2|3 ~
p 2 2 Lol (32} v—
Foreign
Lan g} (=] (=3 S =] N
guages of & I~ I | 5 N
Physical Training o w | oo 0 .
i (=3 (= < (=] .
— < < < N
Russian History o | = <~ ] = o
< 0 " nl — o —
Science of Law o
L=l o .
o
Psychology and o | o )
Pedagogy e
Russian and the
Culture of o | @ 2
Speech
Philosophy I o | <+| <+ | <« ~
- < O [ ea| en | on —
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Theory of
ryol o n |28 8|4 @
Economics - e Q| = = [~ <
Regional o o | e ~
. . [~}
(University) pel RO - S ~
Component
Microeconomics o
Macroeconomics o
Economics and
Social Science o | @ 8
of Labor
Science of Law
@ w1822 o
o — — (o]
Social Science
0 < < L
o O ) o @ P o
Electives
a < | ® «
— e L2} o L
General
University S | © 2
Disciplines
Political Science o
State Regulation o | o o
of Economy e
Culture Science o | o <+ | oo IS
Rl S o e | O —
Economical o
Social Science =
Economic
Growth © | @ 2
Problems

Federal e AR w
Component Q N < I S A 0
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Mathematics
onioon — o3 AN o 00
- = A P Rl B I It <
Information o | o + | o
. e v V=)
Science &2 1|&|» |5 v
Information - o
Systems in ol ol |0 [ | 8 8| A <
Economics
The Concept of
odern Natura 0| — —
Modern Natural | | _ a ) 2 !
Science N i B A R o
Econometrics =)
(=] () g
=
Regional ° °
(University) = * |18 8|3 ~
Component
Econometrics o o
[-%) —
wlwlo | & [0 B | &
Civil Law -
(=] o d
Regional
Economic e | e g
Geography
Electives a o | +| <+ | = ~
< S || e [ -
The Concept of
Modern Natural o | o )
Science i
Probability ~
o
Theory <+ S |8 | F I =
Economic
Information e g
Protection

Fe;l:eral . = S el = 2
omponen ® - | 8| % | R aQ
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Economics of < -
Wi 00 L8]
Enterprises b B IR I~ A ] I o
Management -
e o~
-n olQ |8 |R &2 ~
Marketing N
[ <t <t <t N
<+ <+ 2 afl v | o —
Statistics o ©
o0 =] < -
of o & @ | o] © o ~
World < o o | <+ <+ | ~ <
Economics — e —
Financial o ~
| ~| o | & S |8 T T =
Management ~ | = —
Finance N
o
<+ S |a & =3 -
Insurance N
0 o~ N
ash, Loans o0
C s s o a ~ () -] o e o
B anks — o0 - o hsa —
Stock Exchange ol e o | ol & | w0 —
— (- A o N o
Taxes ©
% w|lw |27 I|a =
The Theory of ” N —_ | < =~ | —~ ~
Accounting I B B B B -
The Theory of
Economic e | e g
Analysis
Control and =)
. o o 4
Audit =
International
Accounting ) B |w IR 2
Standards
International
o
Stagdards of o || Llxe|= =
Audit
Business o
Communication e
Regional _ .
(University) SRR IR R p
Component
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The History of o o
. o g
Accounting S
Personnel o o
o >
Management e
Introduction to
Production e | e 8
Processes
Business
iaati = @ | < < | R ~
Communication N O [ ea| en | 0 N
Electives e Q| el x| e -
= S| e | @ ~
Administrative -
Law e < S
The Study of o | o o
Conflict =
Organizational o
. o o d
Behavior =
Corporate - o
N o 0
Finance o
Vital Functions
Safety and “ ® “lEls s ®
Protection of «a <
Labor
Pricing ~
(q\]
0 S |a & =@ -

Financial ©
: n | oo Y ~
Accounting n el Vel | 2 -
Managem@nt ~ ~ |2 v | o= = | = ~
Accounting - ® [l o] ~
Financial - o
o .
Statements <
Complex
Economic o © ~
. (=)}
Analysis of ~ |l |28 8| i
Enterprise
Activity
Financial ~
o~
Statement o~ S | A |&=|> ~
Analysis
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Auditing
=~ o] ~| & 2l =12 3
< = Ol = <
Accounting Case
<t o
Study S g Q Q| ® 2
Accountancy
(= [l (=]
Electives -
=4 < ®| @ \o aQ
—_ - o* | e N v
Investment
Analysis/Real o 2 <+ | ool © | w o
Estate Il B N i -
Economics
Accounting and
Auditing of =)
Stock °|° <
Transactions
Financial Law
Internal
Company o | e g
Planning
Taxation s | o o
Investigation =
Forecasting and
Planning in o | o 2
Taxation
Internal Audit o | o =)
Standards o
Financial =)
Mathematics el g S
Investment R o
Institutions =
Specialization
Disciplines 9 a9 x| 2 %
Lol o -] - - ]
ACCOUNTING AND AUDITING FOR BUSINESS
ENTERPRISES
Bank Activity o
Analysis R =
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Accounting for
Small Business

0.0

Accounting for
Nonprofit
Organizations

0.0

Accounting for
Trade Business

0.0

Commercial
Bank Reporting

0.0

Accounting for
Bankruptcy

0.0

Accounting in
Commercial
Banks

0.0

Accounting and
Auditing for
International
Activity

119

51

34

17

68

14

Bank Auditing

0.0

Tax Accounting,
Audit

0.0

Cost Accounting
and Budgeting
for Different
Industries

297

132

66
66

165

3.6

Logistics

5.6

306

136

85

51

170

3.7

Additional
Courses

476

476

476

5.8

Foreign
Language for
Business
Communication

0.0

The Theory of
Accounting

0.0

Hypertext

Safety of Life
Activity

0.0
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Corporate o
Communication e | e =
Other © © o
~ =~ =~ o :
<t < <t h
TOTAL
HOURS 122 2|8 =
Q L= S| & N S
o0 - (o\] o (32} -
EXAMS -
[+r]
TESTS -
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APPENDIX 2.2
CURRICULUM AT
STATE UNIVERSITIES
SUMMARY OF COURSES
Omsk State Saint Petersburg Aver
University State Polytechnic age
University
TOTAL TOTAL
Hours % Hours %
100
Accounting and Auditing 72 119
for International Activity
Accountancy 72
Accounting in 108 100
Commercial Banks
Accounting for Non- 108
profit Organizations
Accounting for Small 70
Business
Accounting for Trade 72
Business
Accounting for 84
Bankruptcy
Auditing 336 238
Bank Auditing 70
Accounting Case Study 224 264
Commercial Bank 70
Reporting
Complex Economic 240 238
Analysis of Enterprise
Activity
Cost Accounting and 297
Budgeting for Different
Industries
Financial Accounting 384 306
Financial Statements 88
Financial Statement 72 102
Analysis
International Accounting 60 85
Standards
Internal Audit Standards 36
International Auditing 60 48
Standards
Management Accounting 112 136
Tax Accounting, audit 102
Taxes 98 136
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The History of 68

Accounting

The Theory of 183 102
Accounting

Accounting and Auditing
of Stock Transactions

36

Economics

Bank Activity Analysis 84

Cash, Loans, Banks 200 128
Corporate Finance 56

Control and Inspection 60

Finance 120 102
Financial Law 52

Financial Management 84 136
Financial Mathematics 36

Forecasting and Planning 72

in Taxation

Insurance 72 102
Internal Company 47

Planning

Investment Analysis/Real 39 160
Estate Economics

Investment Institutions 48

Other 476
Pricing 102
Stock Exchange 108 176
Taxation Investigation 56

The Theory of Economic 122

Analysis

Administrative Law 56

Business Communication 56 221
Civil Law 68

Corporate 108

Communications

Econometrics 68 170
Economic Growth 19

Problems

Economic Information 68

Protection

Economics of Enterprises 89 204
Economics and Social 60

Science of Labor

Hypertext 48

Information Systems in 184 165
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Introduction to 62

Production Processes

Logistics 306
Macroeconomics 94

Management 120 221
Marketing 68 102
Microeconomics 116

Organizational Behavior 52

Personnel Management 90

Science of Law 94 170
State Regulation of 38

Economy

Statistics 262 170
Theory of Economics 102 357
Vital Functions Safety 68
and Protection of Labor

World Economics 60 119
Economic Social Science 38

Foreign Language for 138

Business

Communications

Foreign Languages 340 510
General University 99

Disciplines

Information Science 200 459
Mathematics 600 391
Philosophy 102 102
Physical Training 408 408
Political Science 38

Probability Theory 102
Psychology and 62

Pedagogy

Russian and the Culture 62

of Speech

Russian History 90 85
Safety of Life Activity 100

Social Science 68
Ecology 68

Concepts of Modern 72 255
Natural Science

Culture Science 38 102
Regional Economic 72

Geography

The Study of Conflict 56
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Chapter 6

ACCOUNTING EDUCATION IN UKRAINE

Abstract
This chapter presents the results of interviews conducted with
accounting educators in Ukraine.

INTRODUCTION

Prior to the collapse of the Soviet Union, accounting education in
Ukrainian universities was similar to accounting education in Russian
universities. The basic course was bookkeeping, which was perhaps
supplemented by some economics and math courses. Accounting generally
was not a separate discipline but was part of the economics curriculum.

After the disintegration of the Soviet Union, Ukraine’s accounting
system changed rapidly as the country moved toward a market system.
Accounting became more popular with students as the newly privatized
enterprises searched for employees who had an accounting background. One
might say that the demand for accounting education is a derived demand.
Enterprises demanded accounting expertise, which led to an increase in the
demand for accounting education in universities.

The authors wanted to learn about the current state of accounting
education in Ukraine so we conducted interviews with the following firms and
institutions during the summer of 2004:

All About Accounting (newspaper, Kiev) www.vobu.com.ua

Ukraine Accounting Reform Project (Kiev) www.capcipa.biz/

Deloitte & Touche (Kiev) www.deloitte.com.ua

Ermst & Young (Kiev) www.ey.com/ukraine

KPMG (Kiev) www.kpmg.com.ua

Auditorckoe Agentstvo Margo (Ukrainian accounting and audit firm,
Odessa)

Odessa State Economic University (Odessa) www.oseu.odessa.ua

Odessa National I.I. Mechnikov University (Odessa) www.odnu.edu.ua

KIMI (Kyiv Investment Management Institute) (Kiev) www.kimi.edu
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EDUCATION OF ACCOUNTING PRACTITIONERS

Accounting practitioners have to keep current with developments in
the areas of accounting, auditing and taxation to maintain their certification.
Although local Ukrainian accounting firms provide some training, much of
the IFRS training is provided by the Big-4 accounting firms. The reason for
this preponderance of IFRS training is quite simple. It is mostly the Big-4
firms that have the expertise to conduct such training. They have excellent
training materials, which have developed and evolved over several decades of
trial and error and use.

However, the training the Big-4 provides is not readily available to
the local Ukrainian accounting community. Much of the training is limited to
employees of the Big-4 and their clients. Furthermore, most of the training
materials, for their employees at least, are available only in the English
language. That does not present a problem because the Big-4 only hires
individuals who are fluent in English. In cases where course materials are
used to train clients, some translation is done, but these materials generally
are not made available to non-clients.

There are some exceptions. For example, some of the Big-4 firms use
training as a practice development tool. They hold some seminars and
breakfast training sessions for potential clients. The training materials they
distribute at these sessions are used not only for training but also to introduce
potential clients to the quality of the training they offer, training that could be
available to their employees if they became clients.

The Big-4 firms provide ACCA, CPA and CFA training to their
employees. One of the firms interviewed said it uses the Becker CPA Review
materials. In the past it flew its staff to Moscow for training because there
were no local training providers, but that situation has changed.

There is a 40-hour annual continuing professional education (CPE)
requirement. Accounting training in the Ukrainian language “is a disgrace, a
complete joke,” according to one interviewee who has taken both Ukrainian
CPE and English language CPE courses offered by one of the Big-4. This
interviewee also mentioned that the professors who teach the Ukrainian
language CPE courses do not know what they are talking about.

ACCOUNTING EDUCATION IN UKRAINIAN UNIVERSITIES

Many new accounting departments have been started since the
breakup of the Soviet Union. Accounting was not such a popular subject
before the breakup and many universities did not offer accounting programs.
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The growth of accounting departments in universities is the result of the
increase in demand for accountants in the private sector. It is now fair to say
that most Ukrainian universities have accounting departments.

The number of accounting journals has also increased in recent years
and they are very popular. They tend to be practitioner oriented rather than
scholarly, in the American sense of that term. Stated differently, the gap
between practitioner journals and scholarly journals in Ukraine is not nearly
as wide as is the case in the United States.

Ukrainian universities have started to incorporate IFRS and ISA into
their accounting curriculums. However, they face several problems in this
regard. One problem is the lack of good course materials. Local language
materials were not available in the early stages of the transformation from
central planning to a market economy. However, this problem is being
alleviated in two ways. Initially, accounting course materials were provided
by translating books from English into Ukrainian and Russian. However,
some of those translations were mediocre. The translation problem can be
overcome by having local professors write texts in the local languages. Such
texts did not exist in the early stage of the transformation but such texts are
now becoming more common. Some texts are available in both Russian and
Ukrainian.

Some of the texts have become out of date, due to the rapid changes
in Ukrainian national accounting standards and the adoption of IFRS. The
universities deal with this problem by assigning readings from accounting
journals and newspapers as supplementary material.

One complaint some practitioners have about accounting education in
Ukrainian universities is that the lectures are too theoretical and not
sufficiently practical. This problem is prevalent where the professor giving the
lecture does not have any practical experience. This problem is being partially
overcome by hiring professors who are practitioners and by allowing full-time
professors to engage in accounting work outside of the university.

The practitioners interviewed in Odessa perceived the professors to be
up to date as far as course material and content were concerned. The
professors and administrators interviewed at two of the top accounting
departments in Ukraine also said that professors are up to date with recent
developments in accounting. However, some of the practitioners interviewed
in Kiev did not hold this opinion, at least when it came to lectures delivered as
part of continuing education courses.

Some of the most prestigious universities in Ukraine still do not have
a course devoted just to IFRS. IFRS is inserted into the course on foreign
accounting.

Sixty or seventy universities in Ukraine participate in the accounting
Olympics each year. These Olympics consist of conferences where students
present their papers. Sometimes there are competitions between teams in the
third year. These events are highly competitive and serve to create friendships
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between students and improve their view of accounting. Such competitions
serve to make the material less dry and boring and make it come to life.

The prestige of accounting has increased in recent years, according to
the university professors and administrators interviewed, because enterprises
need tax specialists and people who can create and interpret accounting
information. Directors are starting to recognize the importance of accounting.

This enhanced prestige is having an effect on students and the way
they study and view themselves. Students now read extra articles that are not
required reading and discuss them. Most students are enthusiastic about their
studies, which is a relatively recent phenomenon.

Every university has its own approach toward accounting education.
However, there are only so many ways to reform the accounting curriculum or
to teach accounting, so there are many common features.

Odessa State Economic University is a case in point. It now offers a
four-year bachelor’s degree in accounting and a fifth-year master’s degree.
The State gave them the option of offering either a fifth-year specialist degree
or a master’s degree, so they chose the master’s degree for prestige purposes.
Almost everyone who completes the bachelor’s degree goes on for the
master’s. It also has a one year specialist designation for people who have
already completed a bachelor’s degree in another field. In contrast, many
universities in Russia now offer a four-year bachelor’s degree, a fifth-year
specialist degree and a sixth-year master’s degree (Preobragenskaya and
McGee, 2005).

The accounting curriculum has undergone major changes in recent
years because of the changes in national accounting standards and the
adoption of IFRS. Before, the university used to offer just a course in the
theory of accounting and some specialized accounting courses, such as
agricultural accounting. They now offer a fuller range of courses, including
financial accounting, financial reporting, management accounting, accounting
for international enterprises and accounting for foreign countries. Starting in
the 2004-2005 academic year they started to offer a course in tax accounting
and reporting. Formerly, the tax course was offered as part of the financial
accounting course but it will now be a separate course. There is no special
course in IFRS. However, there are courses about international companies.
The university also now offers electives. Under the former Soviet system,
there were no electives. All students in accounting had to take the same exact
courses throughout their program.

There is a special course in the fourth year that requires students to
work with accounting documents for three weeks. The documents replicate
the documents that exist in a real accounting department, from original
invoices through the various stages of the accounting process. The documents
are posted to ledgers, with the end result being the preparation of financial
statements. Students must work in all areas of accounting.

In the fifth year students receive practical training. They work with
real documents from real companies. Each student works in a certain area,
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with some of the documents. The end result is the production of financial
statements. The work involves more documents and more transactions than
was the case in the fourth year. Students also make tax declarations based on
their work.

The curriculum is as follows:

1* year - general subjects

2" year- basic accounting

3" and 4™ year - other accounting — all the main accounting subjects.
5" year - advanced financial accounting and analysis.

Students also write a diploma project in the fifth year after they have
received practical training in real companies. They do their diploma project
after getting experience. They must defend their diploma project like a thesis.

The delivery format is a combination of lectures, seminars and case
studies. Students also study using computer software and there are special
courses in computer software. All examinations are written and usually take
the form of practical exercises. Some exams require students to produce
financial statements. This practice differs from that used during the Soviet era,
when some exams were oral.

The language the lectures are delivered in depends on the students. At
the start of the semester each professor asks the class whether they would
prefer the lectures to be in Ukrainian or Russian. The lectures are delivered in
whichever of the two languages the majority of the class prefers. Such an
option may seem strange, or at least interesting, to an American audience,
since American professors never give such options. But apparently this option
is not so unusual in Ukraine. Some Swedish universities have a similar option,
except that in the case of Swedish universities the professor asks the students
whether they would prefer the lectures to be in Swedish or English.

The accounting faculty does not specialize to the extent of accounting
faculties in other countries. Most of the accounting professors at Odessa State
Economic University can teach any of the accounting courses. They do not
teach just financial accounting or just managerial accounting or just auditing.
One benefit of this approach is that they are forced to keep current on
developments in all areas of accounting. The drawback is that they have to
spend more time preparing their lectures. Also, they cannot become
specialists, although that is probably not necessary at the undergraduate level.

The university does not have difficulty finding people to teach.
Accounting professors earn about $200 a month, which is considered
adequate. They also qualify for better pensions — 90 percent of salary —
compared to about $32 a month for the majority of the population. Some
people become professors for the prestige. It is also possible to do consulting
and many professors have businesses or consulting practices outside of the
university.

About 45-50 percent of their students receive full tuition scholarships,
which means that their education is free. Scholarships are awarded on the
basis of merit. Students not receiving scholarships have to pay tuition of 3600
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greven per year, which is about $700. Such an amount may seem small to
people from developed economies, but to many Ukrainians it is a large
amount.

Students do not have difficulty finding jobs after graduation because
most of them already have jobs. The fact that the university is prestigious also
helps them in the job search. Salaries for new graduates are about $100 a
month. Experienced accountants can earn up to $800 per month.

Odessa National 1.I. Mechnikov University also has a strong
accounting program. Some members of the faculty there are trying to spread
the idea that accounting can be used as a tool for decision making, an idea that
most managers and even many teachers still do not understand.

In the two years prior to the interviews, the university instituted some
major changes to its accounting and business curriculum. New courses were
offered for the first time. This change was motivated by the appearance of
new kinds of enterprises. Courses like financial management, insurance, the
stock market and management accounting were taught for the first time.
However, there is no special course in IFRS. This topic is incorporated into
their course on accounting in foreign countries.

Tax accounting is another new subject. All enterprises are now
required to compute taxes, so the university offers a tax course to meet market
demand. The emphasis is on the ability to solve tax problems.

The professors and administrators interviewed at Odessa National LI.
Mechnikov University confirmed some of the statements made by
practitioners and the professors and administrators at Odessa State Economic
University. They also agreed that the prestige of the accounting profession has
increased because businesses are starting to realize how important accounting
information is for them. Managers are starting to recognize how much value a
good accountant can add to their business.

Many of their students also work in the field of accounting during the
course of their studies, which gives them an opportunity to earn income while
gaining practical experience. Their students do not have difficulty finding jobs
after graduation because of the practical experience they have gained and also
because Odessa National LI. Mechnikov University is one of the more
prestigious universities in Ukraine. Their students participate in the
accounting Olympics and often score well. At the beginning of the semester
professors ask their students whether they would like to have the lectures
delivered in Russian or Ukrainian.

Odessa National L.I. Mechnikov University offers three levels of
accounting credentials — the four-year bachelor’s degree, the fifth year
specialist designation and the sixth year master’s degree. Practically all of
their students study for five years and earn the specialist designation.

Many of the accounting texts they use in their classes were written by
Prof. Butenyetz Franz Franchevich, a Ukrainian professor. Thus, there is no
need to deal with books that were translated from English, eliminating the
problems that invariably result from mediocre translations. His books filled
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the gap that was created when the Soviet Union collapsed but before the new
accounting system took hold. The professors like his books, but they
supplement his books with newspaper and journal articles when preparing
their lectures. Professors who write textbooks also often incorporate material
from articles into their text books. Many books have been translated from
English into the local languages, which enables students and professors to
have access to the accounting literature of other countries.

The university curriculum is subdivided into hours spent in class
(lectures and seminars) and hours spent in self-study. The hours spent in each
category of activity for four-year bachelor’s degree students at Odessa
National University and Odessa State Economic University are summarized in
Table 1. More details may be found in the Appendix.

Table 1
Four-Year Bachelor Degree Curriculum
Odessa National Odessa State
University Economic
University
Hrs. % Hrs. %
Humanities 1512 21.4 2052 27.1
General economics 3078 43.7 3179 41.9
Accounting and other professional 2457 349 2349 31.0
courses
Totals 7047 100.0 7580 100.0

Total study time, both in and out of class, totals 7047 hours for
Odessa National University and 7580 hours for Odessa State Economic
University. Humanities courses comprise between 21 and 27 percent of the
curriculum. General economics courses, including basic accounting, comprise
slightly over 40 percent. Accounting and closely related courses comprise the
remaining 31 to 35 percent.

CONCLUDING COMMENTS

Accounting education in Ukraine has undergone significant changes
in recent years. As the country moves away from central planning and toward
a market economy the need for accountants will continue to increase.
Ukrainian universities and private sector accounting education providers will
have increasing demands placed on them to educate more accountants and to
educate them better. The demand for training in International Financial
Reporting Standards will also likely increase. International investors often
demand financial statements prepared using IFRS. The European Union has
adopted IFRS effective January 1, 2005. Ukrainian accountants will have to
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become familiar with IFRS if Ukraine is to someday become a member of the
EU.

REFERENCES

All About Accounting (newspaper, Kiev) www.vobu.com.ua)

Auditorckoe Agentstvo Margo (Ukrainian accounting and audit firm, Odessa)

CIPA-EN in Ukraine www.cipa-en.org.ua/

Deloitte & Touche (Kiev) www.deloitte.com.ua

Emst & Young (Kiev) www.ey.com/ukraine

Kenney, Steve (2004). USAID Central Asia Accounting Reform Project.
Correspondence.

KPMG (Kiev) www.kpmg.com.ua

Kyiv Investment Management Institute (KIMI) www.kimi.edu

Mino, Ray. 2004. USAID Accounting Reform Project. Correspondence.

Odessa National 1.I. Mechnikov University (Odessa) www.odnu.edu.ua

Odessa State Economic University (Odessa) www.oseu.odessa.ua

Preobragenskaya, Galina G. and Robert W. McGee. 2005. Recent Developments in
Accounting Education in Russia. In John R. Mclntyre and Ilan Alon, editors,
Business and Management Education in Transitioning and Developing Countries.
Armonk, NY: M.E. Sharpe, 2005, pp. 99-114. Also available at
WWW.SSRN.COM.

Ukraine Accounting Reform Project www.capcipa.biz/




Accounting Education in Ukraine 183
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Chapter 7

ACCOUNTING EDUCATION IN BOSNIA AND
HERZEGOVINA

Abstract
This chapter reports on the education segment of the
USAID Accounting Reform Project in Bosnia and
Herzegovina. The USAID program trained both
professors and practitioners. One of the authors was a
consultant for the private consulting firm that won the
USAID contract for Bosnia and Herzegovina.

INTRODUCTION

When the United States Agency for International Development
(USAID) goes into a country to reform the accounting system, one task it
usually takes on is the reform of accounting education. This reform can have
several components. Sometimes it offers programs to train students.
Sometimes it trains professors. Sometimes it trains practitioners. In the case of
Bosnia and Herzegovina (BiH) it trained both professors and practitioners.

Although the challenges of reforming accounting education are
different in each country, there are certain common elements. If the economy
is in the process of changing from central planning to a market model,
practitioners and professors generally are not familiar with the accounting
models that exist in the United States, Germany, England and other market
economies. They somehow have to learn the new system, since they never
learned it in school.

Part of the problem of learning the new system is the absence of
learning materials. Unless the target country speaks a language that is also
spoken in a developed market economy, there often are no textbooks or other
learning materials they can refer to. Thus, there is a need to translate materials
from English or some other language into the language of the target country.

Part of the BiH accounting reform project involved translating texts
and other materials from English into the target language. Problems
developed almost immediately, since BiH has three official languages, one for
each ethnic group, and they all wanted 100 percent of the textbooks translated
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into their own language. From a conversation one of the authors had with a
PhD student in linguistics from the University of Sarajevo, it was learned that
the three languages are 95 percent the same, which means they are also 5
percent different.

This may not seem like a big deal to outsiders, but it is a really big
deal if you are a Bosnian. So perhaps a few words need to be said about the
political and culture situation in Bosnia.

Bosnia and Herzegovina, which we will call Bosnia in the interests of
brevity, was one of the six republics that made up Yugoslavia before the
country broke up as a result of several Balkan wars. Details of this breakup
can be found in many places, including Burg & Shoup (1999), Daalder
(2000), Holbrooke (1998), Rieff (1995), Silber and Little (1997), and
Zimmerman (1995).

Bosnia is really two or three different countries, depending on how
you look at it. The three main ethnic groups are Orthodox Christian Serbs,
Roman Catholic Croats and Muslim Bosniaks. The country was split into two
main sections as part of the Dayton Peace Accords of 1995. Fifty-one percent
of the country was labeled the Muslim Croat Federation, the capital of which
is Sarajevo. The other forty-nine percent is the Serb part of the country and is
called Republika Srpska, the capital of which is Banja Luka. Each part has its
own finance ministry, as do the country as a whole and each of the ten
cantons that comprise Bosnia. Thus, this little country has a total of 13 finance
ministries. The capital of the entire country is Sarajevo.

Prior to the Balkan wars the main language of Yugoslavia was Serbo-
Croatian. The main difference between the two languages was the alphabet.
Serbian used the Cyrillic alphabet whereas Croatian used the Roman alphabet.
The Dayton Peace Accords created a new language — Bosnian — which used
both alphabets, although the vast majority of Bosniaks prefer the Latin
alphabet, because that is the alphabet the Serbs don’t use.

After much discussion between USAID and the various parties in
Bosnia it was agreed that the textbooks would be translated one-third into
each of the three languages. That seemed to make everybody happy, or at
least equally unhappy. And since there was already a publishing firm in
Croatia that was translating texts into Croatian, the USAID project was able to
concentrate on translating the remaining texts into just Serbian or Bosnian.

That arrangement worked fine until the first book came out in
Serbian. When a complimentary copy was presented to the dean of the
University of Sarajevo, the largest university in Bosnia and also a Muslim
university (if universities can have religion), he immediately rejected the
book, stating that if his students brought that book home, their parents would
come knocking on his door to complain that the university was using Serbian
textbooks to educate their children. Thus, the Muslim-Croat Federation
rejected half of the books that USAID had paid thousands of dollars to
translate into Serbian. The accounting education project went downhill from
there.
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Having said that, let’s take a look at the training process USAID used
to train Bosnian professors and practitioners.

One problem these projects always face is the educational preparation
and experience of the professors who will be expected to teach the new
curriculum. Most of them are inadequately prepared. They are not familiar
with International Accounting Standards, perhaps because the Standards have
not yet been translated into their language. They are unfamiliar with Western
accounting rules and techniques, in part because textbooks are not available in
their language. These problems can partially be overcome by translating the
necessary materials and making them available to students and professors. But
more than translation is needed. The education of the country's professors
must be enhanced by exposing them to the material they will be expected to
teach and supplementing that exposure with lectures that give them the
opportunity to ask questions. This chapter presents an example of how that
problem can be addressed, using the USAID Accounting Reform Project in
Bosnia & Herzegovina as a case study.

ADOPTING INTERNATIONAL ACCOUNTING STANDARDS

USAID had been working with the various finance ministries in
Bosnia for several years when it introduced the accounting education portion
of its reform package. Both of the main finance ministries — the ones in the
Muslim-Croat Federation and the Republika Srpska — had more or less agreed
to adopt International Accounting Standards (IAS). We say “more or less”
because they did not quite adopt all of the standards the way the International
Accounting Standards Board would have liked and they used two different
approaches to adopting IAS.

The Republika Srpska took an especially interesting approach. Once
it learned that the Muslim-Croat Federation had adopted just the indirect
method of accounting for cash flows, the people in charge of accounting
reform in Republika Srpska decided to adopt only the direct method of
accounting for cash flows. International standards allow for the adoption of
either or both methods and many of the countries that have adopted 1AS allow
both methods. But not Bosnia. It is one country with two different sets of
international accounting standards.

Another interesting approach the Republika Srpska took is to adopt
IAS in toto but to implement the various standards one at a time, with some
standards not being implemented at all. The reason for this approach was that
the person in charge of accounting reform in Republika Srpska did not want to
receive a lot of visits and phone calls from practitioners who wanted his
guidance because they did not understand the various standards. He wanted to
have a chance to read them all first and understand them before making them
the law of the land.

One standard he absolutely refused to adopt was the standard on
impairment of assets. There was no way he would allow such a standard to
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exist in Republika Srpska because many of his clients had assets that were
overvalued and adopting the impairment standard would force them to write
down their assets to market value. That would have weakened their financial
ratios and would make them look bankrupt in some cases. However, in a place
like Republika Srpska, what would have more likely happened is that his
clients would have found another accountant who did not insist on writing
down the assets.

TRAINING PROFESSORS

The USAID project set out to train both professors and practitioners.
Professors were often a target audience in USAID accounting reform projects
because there was a long-term need to reform the accounting curriculum in
the universities and this task could not be accomplished until there was a core
of professors who could teach the new accounting courses. Universities in
transition economies usually did not have enough professors who already
knew IAS because there was absolutely no need to know them in a system
that was centrally planned and closed to the outside world. This problem was
no less acute in Bosnia than it has been in other centrally planned economies.
Although Yugoslavia had always maintained some kind of a market economy,
even under communism, its accounting system looked a lot like the Soviet
model, with a Slavic accent. The Yugoslav accounting system had been
influenced by other European systems, most notably Germany and France, but
the country had one basic chart of accounts, just like the Soviet model.
Although professors were free to leave the country, many of them did not
avail themselves of the opportunity to seek education in the West. Those who
did avail themselves of this opportunity often did not return to teach in
Yugoslav universities.

When USAID was preparing to contact the various universities in
Bosnia it hoped to get at least one university to agree to implement the
turnkey program it was proposing. It decided to approach the University of
Sarajevo first, since it was the largest university in the country and educated
more than 50 percent of all the accounting students in Bosnia.

It got lucky. When the USAID representative discussed the proposal
with the dean at the University of Sarajevo he was told that the university was
thinking about reforming its accounting curriculum but did not know how to
do it or where to start. Thus, the program sold itself. Of course, the fact that
USAID was going to bear the full cost of training and furnishing texts also
helped sell the program. Once word got out that USAID was going to reform
the entire accounting curriculum at the University of Sarajevo, it was easy to
sell the program to the other seven universities in Bosnia. In some cases,
representatives from a university called to schedule an appointment before the
USAID representative could make the call himself.
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There was a good reason for them to call. Although there was support
for accounting reform at all eight universities, there was also the fear that
failure to adopt the reform program would leave them without students after a
year or two. Once students learned that a university was offering a program in
Western accounting, they would rush to that university, since learning
Western accounting would provide them with a one-way ticket out of Bosnia,
a goal that many young people had, since there was a widespread perception
that economic opportunities were limited in Bosnia.

All eight universities signed a Memorandum of Understanding in
April 2001. They all agreed to adopt the curriculum reform proposals offered
by USAID. The program was to be implemented over four years, starting with
the fall 2001 semester, which did not give anyone a lot of time to prepare.
However, USAID already knew what it wanted to do. The people working on
the Bosnia project had worked on accounting reform projects in several other
transition economies and they had learned from their mistakes. Thus, any
mistakes they would make in Bosnia would be new mistakes, not a mere
repetition of old ones.

The accounting curriculum was mostly based on the 14-course ACCA
(Association of Chartered Certified Accountants) syllabus. USAID had used
the ACCA syllabus successfully in Georgia, Armenia and several African
countries. However, the people working in Bosnia had to disguise the fact that
it was mostly the ACCA model being used because the people at USAID in
Washington had had a change of heart regarding the use of a British
accounting model. The Washington bureaucrats wanted IAS to be taught
using American textbooks. This could not be done, of course, since American
textbooks do not include IAS. The United State does not recognize IAS and
so American textbook authors say little or nothing about IAS in the texts that
are intended for an American audience. The ex-pats working on the Bosnia
assignment got around this problem by translating American textbooks and
also translating some ACCA test preparation materials, which included a
heavy does of IAS. Thus, USAID was happy and so were the ex-pats who had
to teach [IAS without the aid of U.S. textbooks.

The ACCA syllabus was a good model to use not only because it
included training in IAS but also because its content complied with UNCTAD
and IFAC education guidelines. Also, the ACCA program is well known and
accepted. ACCA exams are given in the English language in 160 countries,
making it the only truly international accounting certification. The first four of
these courses were to be given during the 2001-02 academic year. Two of the
four courses are on nonaccounting subjects. The other two courses are
financial accounting and managerial accounting.

Some American textbooks had already been translated into one or
more of the local languages and a few professors were already using those
texts in their classes. However, the project task was to teach IAS, which was
not covered in the American textbooks, so it was necessary to train the
professors in the IAS rules.
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Once it was agreed that professors should be trained the decision had
to be made about which professors should be trained and where they should
be trained. It would have been cheaper to train them in Bosnia but USAID
wanted to give them some exposure to the American educational system.
They wanted the professors to see American classrooms and experience
American teaching methods. USAID wanted the professors to see what life on
an American university was like. USAID also wanted the professors to visit
some American accounting organizations so that they could see firsthand how
the private sector institutions are formed and what they do, since no similar
institutions existed in Bosnia.

A number of criteria were used to choose which professors to send to
America for training. Since the first two sets of textbooks being translated
were financial and managerial accounting, professors had to be chosen who
teach these subjects on a regular basis. At least one professor from each of
Bosnia’s eight universities should participate in the training, if possible.

One problem that was encountered immediately was that, in Bosnia,
professors tend to teach either financial accounting or managerial accounting,
not both. Thus, if the goal were to be accomplished, USAID would have to
foot the bill to send 16 professors to America, 8 who specialized in financial
accounting and 8 managerial accounting specialists.

Although sending 16 professors to America for training was never a
hard and fast goal, it was a target to shoot for. The target was not quite hit,
mostly because of the way that professors were chosen. Since USAID did not
know any of the professors in Bosnia, it was decided that the best way to
choose professors would be for the deans at each university to nominate the
individuals to be selected for training. Hopefully, they would put politics
aside and choose the best candidates.

Another problem USAID had to face was one of balance. The USAID
people wanted all three ethnic groups to be adequately and fairly represented.
But how would fairness be determined? The Serbs wanted 49 percent of the
professors to be Serbs, since the Dayton Peace Accord gave 49 percent of
Bosnia to the Serbs. The Croats, who represented just 17 percent of the
population, wanted each group to get one-third of the slots. The Bosniaks
didn’t have just one opinion but had several. It was pointed out that since the
University of Sarajevo educated more than 50 percent of all the accounting
students in Bosnia, it would make sense that more than half of the professors
should be from the University of Sarajevo. But the fact that the University of
Sarajevo was regarded as a Muslim university did not sit well with the other
two ethnic groups.

The idea of choosing professors based on religion or ethnic
background was toyed with briefly by the USAID people. However, it was
difficult to allocate slots strictly by religion or ethnic background, since
USAID did not know who belonged to which religion or ethnic group and it
did not want to request this information. Furthermore, generations of
intermarriage had blurred ethnic lines, so it was not always easy to tell who
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belonged to which ethnic group. For example, the top professor at the
University of Sarajevo (a Muslim university), was born in Croatia of a
Slovenian father and Serbian mother.

The ultimate decision of selection was made by a committee
consisting of representatives from World Learning, International Business and
Technical Consultants (the consulting firm that had the USAID contract) and
USAID. The breakdown of the first-year training group was as follows:

Table 1
First-Year Training Participants
University # Ethnicity of University
Professors
U. Sarajevo 4 Muslim
U. Srpska Sarajevo 1 Serb
U. Banja Luka 2 Serb
U. Brcko 1 Serb
U. Mostar (East) 1 Muslim
U. Mostar (West) 0 Croat
U. Tuzla 1 Muslim
U. Bihac 0 Mixed

Seton Hall University in New Jersey was selected for the first-year
training. Seton Hall was selected for several reasons. The American professor
who would conduct the training was on the Seton Hall faculty. Seton Hall was
close to Manhattan, which made it convenient to visit AICPA and IFAC. It
was also close to IMA headquarters in Montvale, New Jersey, which made it
easy to visit that accounting organization as well.

Training started July 9, 2001 and lasted until August 9. Training
lasted five weeks. The first two weeks were devoted to financial accounting.
The last two weeks were spent on managerial accounting. Training was from
9am to 1pm, Monday through Friday.

Although most of the professors could speak some English, an
interpreter was used to facilitate understanding. The textbooks used were still
in the draft stage of translation. Many mistakes were found, which were jotted
down and given to the translation team upon return to Bosnia. The mediocre
quality of the first draft of the translation slowed down the process, since
much time was spent discussing what the text said and what it should have
said. Having to use an interpreter also slowed things down — by 50 percent —
since the lecturer had to say something in English, then wait for the interpreter
to repeat it in the local language. The interpreter was from Croatia originally,
but had taught at the University of Sarajevo for about 20 years before fleeing
to England, then Michigan at the outbreak of the first Balkan war. He was one
of the interpreters used at the Dayton, Ohio peace talks.

Professors stayed in student dorms, which were nearly vacant because
the university was on summer break. Professors were given a food allowance
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that was more than adequate for the restaurants within walking distance of the
university.

On August 10 the professors were flown to Atlanta to attend the
Annual Meeting of the American Accounting Association. USAID wanted
them to become exposed to a large academic accounting organization and
wanted them to network, which they did. They also returned home with a
large supply of accounting textbooks.

The text chosen for the financial accounting course was Sidney J.
Gray and Belverd E. Needles, Jr., Financial Accounting: A Global Approach
(1999). This text was chosen because it incorporated International Accounting
Standards (IAS) rather than American GAAP and because it had been
translated into Serbian.

The text chosen for managerial accounting was Charles T. Horngren,
George Foster and Srikant M. Datar, Cost Accounting: A Managerial
Emphasis, 10th edition (2000). It was translated into Bosnian, using the
Latinic alphabet, by a group of translators in Sarajevo. This text was one of
several under consideration. The project chose the Horngren text because one
of the senior professors at the largest university in Bosnia studied under
Horngren at Stanford during the 1960s and he strongly urged the project to
choose the Horngren book for translation. It seemed like a reasonable
selection, since it covered the material needed for an entry-level managerial
accounting course and also included enough advanced material that it could
be used for several advanced courses as well. Also, at least one professor was
already familiar with the material, which gave the Horngren book an edge
over the other books being considered.

There were some terminology problems, especially with the Horngren
book, because similar terms did not exist in any of the local languages. This
problem was partially overcome by having the lecturer explain the terms in
English, then have the interpreter translate the explanation. However, the
interpreter did not always give a strict interpretation of what the lecturer had
said. He sometimes incorporated his own views into the discussion.

The lecturer also spent a few hours going through the annual report
for the Coca-Cola Company. For those who didn't know English, they had to
rely mostly on the interpreter, because the Coca-Cola annual report was not
translated into the local language. However, they were all able to see how the
financial statements were structured, even if they didn't understand most of
the words.

Many of the professors had never seen the annual report of a Western
company before, so showing them how such a report was structured was a
learning experience for them. Most of the discussion centered on footnote
disclosures, since this was a new topic for them. The lecturer spent a few
minutes going over each footnote, explaining what disclosures companies had
to make and why. The Coca-Cola disclosures included more topics than what
IAS covered, so even the professors who were somewhat familiar with 1AS
were exposed to some new material.
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The Coca-Cola presentation was given after the discussion of stocks
and bonds, so by the time the professors saw the Coca-Cola annual report they
had already been exposed to much of the material that was in the financial
accounting course. The back of the Needles financial accounting book
included the fully translated annual report of a major international company
that used IAS, so by the time the class reached the end of the book they were
prepared to go into more detail. This annual report was translated into
Serbian, so the whole class was able to follow the discussion.

Choosing the Coca-Cola annual report was an excellent choice for
other reasons as well. The professors could relate to the company, since Coca-
Cola was a popular drink in Bosnia. But this choice proved to be good for
another reason as well. The CEO of Coca-Cola was one of the speakers at the
annual meeting of the American Accounting Association meeting in Atlanta,
which the group attended after the training in New Jersey. The CEO spent
most of his time talking about the financial situation at Coca-Cola, including
some of the items that were discussed in class. The professors who couldn't
speak English gathered around the interpreter, who translated the CEO's
comments as he made them. Part of the CEO's presentation included multi-
colored Power Point graphics and spreadsheets.

The classroom experience brought the professors together for 20
hours a week. Some of the professors knew each other well or at least casually
before the classes started, but a great deal of bonding went on during the
sessions, which was apparent both in and out of the classroom. Although not
part of the original USAID training plan, this bonding was viewed in very
positive terms by USAID. A few years before (1991-95), the three ethnic
groups -- Muslim Bosniaks, Roman Catholic Croats and Orthodox Christian
Serbs -- had been Kkilling each other (Burg and Shoup 1999; Zimmerman
1999; Silber and Little 1997; Rieff 1995). Before the trip to America some
concern was expressed about having them stay in the dorms together and
attend classes in the same classroom. Such concerns quickly evaporated as the
classes began.

The classroom used for the sessions was one of the most advanced
rooms in the university. It had all the latest gadgets as well as a lot of board
space, something that is lacking in most Bosnian classrooms. The furniture
was new and each professor had more than adequate room to spread out
books, etc. This aspect of the training is mentioned only because Bosnian
students usually sit in small, cramped and old desks or tables.

During the course of the five-week training the trainer noticed that
there were large gaps in the professors' knowledge. While they were quite
knowledgeable about basic concepts like debits and credits, some terminology
was new to them. Terminological problems were complicated by the fact that
their language did not have equivalent terms for some of the things that were
being discussed in the book or in class. These problems were overcome by
group discussion. Usually at least one of the professors was familiar with the
concept being discussed, and was able to explain it to the others in the group.
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The chapters in the financial accounting book that were on stocks and
bonds presented special problems because these things do not yet exist in
Bosnia. The USAID privatization project is introducing these things, but at
the time the class was given, all they knew about was vouchers, which was
the method used to privatize corporations in Bosnia. One professor asked
what the difference was between a stock and bond, which gave the lecturer
the opportunity to launch into a broad discussion of the various aspects of
each method of financing and the pros and cons of each.

The Horngren Cost Accounting book also presented some problems
for the class. Aside from terminology problems, some of the professors were
not familiar with a number of concepts. One professor asked why there were
so many variances and suggested that perhaps two or three would be
sufficient.

Another aspect of the training that was especially beneficial to the
professors was all the examples that the trainer presented in class. Texts in
Eastern Europe and the former Soviet Union generally do not have many
examples. It is a standing joke within the ex-pat accounting community that
the only numbers you will see in an East European accounting book are the
page numbers. While this is not quite true, it is also not too much of an
exaggeration. Most East European and Soviet accounting texts concentrate on
the Chart of Accounts, which is handed down from Moscow in the case of the
former Soviet Union.

The professors were amused to find that the Needles text didn't
devote more than about five lines to the chart of accounts. Some of them were
not aware that American companies are completely free to make their own
chart of accounts. One of them asked how reliable the financial statements
could be if all companies used a different chart of accounts. The lecturer
explained that the rules and journals entries always led to the same end point
and that the chart of accounts a company had was just the path to that
destination. It was not certain that this explanation convinced all of the
professors, however, as there were some puzzled looks in the audience after
this explanation was given.

Case studies were also new for some of them. The end of each
chapter contained numerous examples and some case studies, which the
professors found quite helpful. Some of the solutions to these exercises,
problems and case studies were translated so that the professors could see
what the solutions looked like. The project translated some of these solutions
so that the professors would be able to use them in their classes upon their
return to Bosnia.

The chapter on cash flow statements drew some lively responses.
Bosnia now requires cash flow statements, so the professors had some
knowledge in this area. However, the method the lecturer used to construct
the statement, using T accounts, was new to them. They were familiar with T
accounts but had never seen them used to construct a cash flow statement
before.
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Both the direct and indirect methods were discussed, which presented
a bit of a touchy political situation, since the Muslim-Croat Federation
adopted just the indirect method and the Republika Srpska adopted just the
direct method.

Each professor also received a detailed syllabus for each book,
complete with suggested homework and class exercises, the idea being that
they would use the USAID-prepared syllabi when they returned to their
universities. When the professors saw these syllabi, some of them asked the
business school dean if she could provide the syllabi Seton Hall University
uses for all of its accounting courses. The dean was happy to comply with
their request. Each professor also received a copy of the undergraduate and
graduate Seton Hall University catalog, which they wanted so that they could
read the course descriptions and see what the requirements were for an
American bachelor's and master's degree.

Some of the professors asked about the requirements for the various
certification exams, so the lecturer gave a short lecture on the education and
experience requirements for the CPA exam and the topics that are covered on
the CPA exam. He also discussed some of the other certification exams that
some accountants and auditors take in America. These questions arose
because the trainer, who had a background in CPA exam preparation, kept
mentioning exam techniques that would help gain points or save time on the
CPA exam. He also discussed the study techniques he used to pass the CPA
exam.

Examinations in some Eastern European and former Soviet countries
often have an oral component. In fact, some exams are 100 percent oral. It
surprised some of the professors that the CPA exam did not have any oral
component, and also that the exam was given under strictly supervised
conditions. Some professors requested sample copies of the exams given by
Seton Hall University professors. The Seton Hall professors were glad to
comply with this request.

The professors did not just go to class, then return to their rooms.
They had a number of other activities, both planned and spontaneous. The
first few days they were on campus the lecturer made it a point to introduce
them to the various eating places in town. They seemed to prefer the Mexican
restaurant and the Irish pub, which had music on Thursday and Sunday
evenings. For lunch they almost always chose the faculty dining room, since it
was convenient, the food was good and also cheap. They had an expense
allowance of $34 per day and lunch was only $5, which left plenty for other
things.

The dean invited the group for a barbecue at her house. The Director
of the Institute for International Business invited them to dinner at one of his
favorite restaurants in South Orange. The lecturer also showed them how to
catch the train to Manhattan and gave them a one-day tour. They subsequently
made other trips to Manhattan, where they visited the World Trade Center,
New York Stock Exchange, Chinatown and Little Italy, Greenwich Village,
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Rockefeller Center, St. Patrick's Cathedral, the Metropolitan Museum of Art,
etc. The trip to the New York Stock Exchange was especially interesting.
They were amazed that an average of $40 billion of securities is traded there
every day.

Some of the professors spent a lot of time in the library. They needed
to do research for their PhDs, which they had not yet completed, and the
lecturer introduced them to the librarian who speaks Croatian. They learned
how to use the databases and were able to print out a lot of materials, which
they took back home with them. They also photocopied a few books.

USAID sponsored field trips to the American Institute of Certified
Public Accountants (AICPA) and the International Federation of Accountants
(IFAC) both of which are in Manhattan, and to the Institute of Management
Accountants (IMA) in Montvale, NJ.

While on these field trips the professors met with representatives of
these organizations, who made presentations outlining what their organization
did. Most of the professors had heard of IFAC but several of them had never
heard of the AICPA or IMA, or if they did, they only had a vague idea of
what these organizations did. Some of the senior professors in the group were
also officers of their local accounting associations, and it was hoped that they
would bring back some of the ideas they encountered during their trip to
America. Another part of the USAID Accounting Reform Project in Bosnia
involved forming local accounting organizations that are modeled after the
AICPA and the various State accounting organizations, so exposing them to
the largest accounting association in the world (AICPA) was thought to be a
good idea. Business cards were exchanged, and it was hoped that contact
between the U.S. accounting organizations and the Bosnian professors would
continue after they returned home.

The group had planned to make a trip to visit the accounting
department of a large American corporation in Manhattan but it turned out
that the corporation (Verizon) preferred to send one of its representatives to
visit the group at the university instead. The Verizon representative discussed
a number of accounting policies, procedures and events that the professors
found fascinating. The presentation was scheduled for 60 to 90 minutes but
lasted 3 1/2 hours because the professors were so responsive to what the
Verizon representative had to say. It boggled their minds that a company
could have 265,000 employees. Bosnia is a small country. Not even their
army has 265,000 people.

The group also made some non-USAID sponsored field trips. In
addition to several New York City trips, they rented a van and went to
Atlantic City and Washington, DC. The Atlantic City trip was a day trip. They
went and returned the same day. For the Washington, DC trip, they stayed
overnight. The lecturer's daughter and her husband live in Frederick,
Maryland, so the group stopped there on Friday night. Their house was not
large enough to accommodate all the professors, so the two female professors
stayed in their spare bedroom and the males stayed in a few motel rooms
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down the road. Interestingly, the professors' choice of roommate was not
based on ethnicity, a fact that was important, since it showed that the
animosity among the ethnic groups that was exacerbated during the several
wars that occurred between 1991 and 1995 did not present an insurmountable
barrier. The bonding that had taken place during the first few weeks of the
training overcame this potential problem.

On Saturday they went into Washington and walked around. The
Croatian English professor who acted as interpreter was familiar with the city,
so he helped show them around. He also did some of the van driving (the
lecturer did the rest). Sunday they had a barbecue at the house and returned to
New Jersey. They stopped in Philadelphia at a yuppie café close to the Liberty
Bell on the way to DC and on the way back. The professors insisted that they
stop there on the way back. They also insisted on playing country music on
the radio.

There was an awards ceremony at the conclusion of the five-week
training program where the professors received certificates from the Seton
Hall business school. The Seton Hall librarian of Croatian descent and the
university's main Russian professor organized the event. The Russian
professor has a reputation for being a bakaholic, and she lived up to her
reputation. Much of the food was prepared by the Russian professor and
some of her friends. Several Eastern European dishes were served. The Seton
Hall public relations department was able to generate some press coverage,
but the main news event of the day was the record-breaking temperature.
They were able to schedule a news conference on one of the local cable
television stations.

The American Accounting Association has its annual meeting the
third week of August each year. In 2001 they had it in Atlanta. USAID
scheduled training so that it would end a few days before the AAA meeting.
The professors flew to Atlanta the day before the meeting started. They spent
the remainder of the day meeting other professors, mostly from the United
States but from a variety of other countries as well. During the meeting they
attended a number of presentations, some with a translator and some without,
There was also an officially AAA-sponsored tour of the Atlanta Zoo. Some of
them also went to the Coca-Cola Museum, which was a 15-minute walk from
the hotel.

They were quite impressed with the Atlanta Marriott Marquis, which
served as the headquarters of the meeting. From the lobby one could look up
to the roof, 47 floors above. Most of the elevators were partially glass, so one
could look out at the various floors while going up or down. It was visually
tantalizing, except for one of the professors, who had trouble with heights.
However, the hotel also had internal elevators with no glass, so it was possible
to go up and down without being traumatized by the spectacular view. The
same professor who hesitated to use the glass elevators at the Marriott
Marquis also hesitated to take the elevator to the observation deck of the
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World Trade Center. Luckily, he garnered the courage to go to the top, since
he will not have another opportunity to make that particular trip.

Attendance at the AAA Annual Meeting gave the professors an
opportunity to sample some of the hundreds of paper presentations that
academics from all over the United States and abroad were giving at the
various sessions. The professors also have the opportunity to meet and
network with other professors. It was the first time that some of the professors
had ever observed the kind of presentation that is common in such meetings.
One of the professors remarked to the trainer that he had never seen papers
critiqued and criticized before. He mentioned that in Bosnia, people just
present their papers and no one makes any comments, formal or otherwise. He
thought it was a refreshing experience to see papers critiqued. It was a new
methodology for him.

There were dozens of booths at the meeting. Various publishers were
giving away books in the hope that the professors would adopt a few hundred
copies for their classes. It is a normal marketing practice that publishers do at
such meetings. They were told to take an empty suitcase with them to
America. The professors collected free texts aggressively. Some of them
decided to take the books to the Atlanta post office and have them shipped
back to Bosnia by M-Bag, which costs just $1 a pound. On the evaluation
forms that USAID gave the professors at the end of the trip, most of them
mentioned the Atlanta experience as the best part of the trip, mostly because
of the impression they got from seeing thousands of accounting professors
from all over the world.

International Business & Technical Consultants, Inc (IBTCI), the
private contractor that was awarded the USAID contract, sponsored an open
house on the second evening of the meeting. It was poorly attended, mostly
because there were so many competing parties going on. However, the open
house was not a total loss. The professors got to meet and chat with Charles
Horngren and Belverd Needles, two of the authors of the books they used for
their training. The senior Bosnian professor who studied under Horngren at
Stanford during the 1960s got to see Prof. Horngren again after more than 30
years. Prof. Horngren gave a short talk describing how he came to write his
classic cost accounting book. He had approached Prentice Hall with the idea
of writing a financial accounting book, but the Prentice Hall editor told him
that what they really needed was a book on cost accounting,.

Training for the summer of 2002 was a bit scaled down. Training was
held in three Bosnian cities, one for each ethnic group. An advanced financial
accounting course was taught in Sarajevo, a Muslim city. Financial
management was taught in Mostar, which was split into East and West into
Muslim and Croat sections. The course was taught in the neutral zone, which
was in the center of the city. An auditing course was taught in Banja Luka, the
capital of Republika Srpska.

The three new courses would be taught in the universities the
following fall and the professors who were chosen to take the training courses
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were the professors who would be teaching the second-year courses in the
fall. However, the selection of professors was different in the second year, in
the sense that the selection was not limited to just Bosnian professors. Once
the word got out about the quality of the training the first-year professors had
received, universities from other former Yugoslav republics inquired about
expanding the training to include their universities and professors. But
USAID could not expand the program into the other former Yugoslav
republics because Congress had just approved training for Bosnia. However,
USAID did allow professors to sit in on the classes that were being held in
Bosnia and provided them with course materials.

Training for the third and fourth year courses was cut back almost to
the point of nonexistence because of USAID’s dissatisfaction with the way
the accounting reform project was going. The university deans had agreed to
accept and use the texts that USAID was paying to have translated but when it
came time to use the texts that were translated into the Serbian language, all
the Muslim universities balked, which wasted thousands of dollars in USAID
resources. Cooperation became increasingly tense after that and USAID
hesitated to continue pouring funds into the project.

The situation could have been salvaged by translating the Cyrillic
texts into the Latin alphabet. Software was available and the University of
Sarajevo offered to do it for free. But the USAID representative in charge of
the project flatly refused to turn over the software files. He was miffed that
the Muslim universities refused to use Cyrillic texts and he tock it as a
personal affront. Because of his ego problem, tens of thousands of U.S.
taxpayer dollars that went into the project, and that could have been salvaged,
were wasted needlessly. A project that was a success up to that point turned
into a semi-failure because of the ego of one USAID bureaucrat.

TRAINING PRACTITIONERS

Another task of the USAID Accounting Reform Project was to train
practitioners. Rather than train accounting practitioners who worked for
accounting firms, the emphasis was on accountants who worked in Bosnian
enterprises. A team of two local Bosnian accountants who worked with the
USAID project conducted seminars, followed by visits to dozens of Bosnian
enterprises over a period of several months to train their staff in basic Western
accounting. The two staff members chosen had become experts in IAS. One
member of the team helped translate IAS into Bosnian.

Prior to the start of this phase of the accounting reform project, mot
Bosnian companies kept their books under the old system that existed when
Bosnia was part of Yugoslavia. The problem with the old system is that it did
not comply with International Accounting Standards.

An initial problem that had to be overcome was to educate the
accountants who worked in those enterprises. They had never been exposed to
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IAS in school and there was practically no way to learn the IAS rules after
they started working as accountants because materials did not exist in their
language and there were no training sessions offered by any private sector
accounting organizations. The first step was to create accounting materials
they could use, so materials had to be created and translated into their
language.

Training manuals were developed. However, accountants in
Republika Srpska used slightly different rules than did the accountants in the
Muslim-Croat Federation, so two different sets of training manuals had to be
made, one for each group.

Training advanced more rapidly in the Muslim-Croat Federation
because the two trainers who started the training phase of the project were
both Muslim. Sending them to train Croatian and Serbian accountants would
have been a problem, at best, and probably would have been impossible. In
order to get around this insurmountable obstacle, a different set of trainers
were used in the non-Muslim parts of the country — Herzegovina and
Republika Srpska.

The accounting materials used for training consisted of a 220-page
manual that provided an overview and commented on the new accounting
standards, and another manual that dealt with the application and contents of
the new Chart of Accounts used in Bosnia. During the last four months of
2001, the Muslim trainers conducted a total of four three-day seminars in
Tuzla, Sarajevo, Zenica and Mostar. The seminars were attended by more
than 150 accountants from more than 60 enterprises. All participants received
the training materials. Participants were asked to fill out an evaluation form at
the conclusion of each seminar.

The evaluations showed that the participants were generally satisfied
with the seminar. The training material was generally at the right level and the
seminal material got very high grades for usefulness. About 40 percent of the
material was new for the average participant, although 100 percent of the
material was new for some of the respondents, which showed the need for the
seminar. The length of the seminar — three days — was usually considered to
be about right. A longer seminar would have drawn fewer participants.

High marks were also given for various aspects of the presentation —
visual equipment, the manner of presentation, the quality of the handouts,
organization of the seminar, quality of the meeting facility, etc. The highest
marks were given for the questions “Would you recommend this seminar to a
colleague?” and “Would you attend another seminar presented by our
organization?”

Participants thought highly of the seminar and the seminar leaders,
which was important, because the two seminar leaders were the same two
individuals who were assigned the task of visiting the enterprises to help them
convert their books.

The conversion process was conducted in two phases. During the first
phase, two individuals visited eleven enterprises for three days each. It was
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found that companies tended to have the same difficulties, so future visits
could be structured to anticipate them.

The two main difficulties were how to allocate costs and how to get
volume to the break-even point. Participants did not have a problem
understanding how to compute a break-even point. The problem was that their
companies were operating below that point. They wanted to know how to
expand sales and tap into new markets to achieve profitability.

The other problem was that companies had a tendency to allocate all
costs into the cost of their inventory, including selling and administrative
costs, which did not belong there. This made it difficult to make intelligent
pricing decisions.

During the second phase of the conversion process, the two seminar
leaders became team leaders. They started to work with eight Bosnian audit
firms. One of the eight audit firms was selected to perform the conversion at
each of the other enterprises. The team leaders guided them through the
process. The reason for this approach was to give some Bosnian audit firms
the training necessary to perform future audits. The various Bosnian private
accounting associations could not do this because they lacked the expertise.
The team leaders had the experience because they had created the training
material for the initial seminars. They conducted the seminars and had
performed more than ten conversions before training the audit firms to do it.
At the conclusion of each conversion, the audit firm prepared a report.

The audit reports revealed some interesting facts. About 60 percent of
the enterprises had intangible assets and had done the initial valuation
properly. Of that group, about half amortized using the straight-line method.
The other half did not amortize them. A small portion of the enterprises
revalued intangibles if the price index increased by more than 10 percent a
year since the last revaluation. Enterprises also tended to revalue their
tangible assets if the price index increased by more than 10 percent annually
since the last revaluation.

About 80 percent of the converted enterprises did not have research
and development costs. Of those that did, the vast majority treated them as
period costs. Enterprises did not have any goodwill or negative goodwill on
their books. Almost all enterprises used the straight-line method to depreciate
tangible assets. The rules for impairment of assets generally were not
followed, although some enterprises wrote down assets before the December
31, 2000 implementation date for their impairment of assets standard. Only
about 20 percent of the enterprises recognized contingent assets or liabilities.
The other 80 percent did not have them or did not know what they were.

Practically none of the enterprises used the correct method to account
for inventories. Although many enterprises adopted the lower of cost or
market principle, they often did not apply it. Many accountants did not
understand what net realizable value was. A small minority used an
appropriate absorption costing system for their inventories. The vast majority
of enterprises used a full costing system that loaded too many costs into their
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inventories. While such a system was perfectly acceptable under the old,
central planning model, the new Bosnian rules for inventory, which are
identical to the IFRS rules, do not permit such a practice. Correcting journal
entries were made to eliminate this probiem.

Nearly half of the enterprises had no method for dealing with doubtful
receivables. Firms tend to write off doubtful accounts only after some court
action because the tax law frowns on writing them off before a court action.
About 20 percent of the enterprises did not know what an extraordinary item
was. Other enterprises do not have extraordinary items. There was a tendency
to include extraordinary items with other items of income and expense.

More than half of the enterprises did not have any leases. Of those
that did, there was a tendency not to recognize financing leases because of a
lack of understanding of the present value of money concept. Accountants did
not know how to calculate the value of a financing lease, which is
understandable, since the accounting materials they had in their university
program did not include this topic. The treatment of borrowing costs was also
a problem, since accountants were not familiar with the concept.
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Chapter 8

ACCOUNTING CERTIFICATION IN
CENTRAL ASIA AND THE FORMER SOVIET
UNION

Abstract

Although most countries have their own national accounting
and auditing certifications, there are a number of
internationally recognized accounting certifications. These
certifications are especially valuable in transition and
developing economies, where the quality of the national
certification is low. The most popular international
certification is offered by the Association of Chartered
Certified Accountants (ACCA). Until a few years ago, this
certification was the only truly international certification.
However, in recent years a few other certifications have
started to become internationally recognized. This chapter
discusses the reasons for the popularity of international
certifications, the reasons why resistance to them has been
encountered, and reports on the status of the various
internationally recognized accounting certifications in the
former Soviet republics of Russia, Ukraine and Central Asia.

INTRODUCTION

The vast majority of countries have some kind of accounting
certification. Some countries offer several different certifications. Some
countries in the former Soviet bloc offer separate certification for accountants
and auditors. Some countries offer several levels of certification (McGee
1999a).

Most certifications are national in nature. Because of that, it is not
always possible for accountants in one country to obtain employment in
another country at an equal level. From an international trade perspective, one
may say that there are barriers to the movement of human capital.

There are several reasons why one country may not fully recognize a
certification from another country. One reason is because the accounting and
tax rules vary from one country to another, so the material being tested by one



214 Accounting and Financial System Reform in Eastern Europe and Asia

certification body may be substantially different from that tested by
certification bodies in other countries. Another reason for the hesitancy to
recognize foreign accounting certifications is due to lack of familiarity with
the certification content, rules and requirements of the many countries that
certify accountants and auditors. Lack of familiarity does not foster trust and
confidence, even though the quality of the foreign certificate may be
acceptable.

A third reason for resistance to the recognition of foreign certification
is the perceived or real lack of quality or credibility of some of these
certifications. The quality of some national certifications is suspect, especially
in transition and developing economies. In Russia, for example, some of the
local accounting associations go to the countryside selling their own
certifications (McGee and Preobragenskaya 2004).

The fourth reason for resistance to the acceptance of foreign
certification credentials is inertia. Bureaucrats of any nation prefer the status
quo (Friedman & Friedman 1984). Change of any sort is automatically
resisted. Resistance is perhaps stronger than average for accounting
certification, since implementing changes in accounting certification require
the local bureaucrats to learn something new.

The fifth reason for resistance to the acceptance of any new
certifications is protectionism. The old guard accounting establishment feels
threatened by the possible introduction of new certifications (Pitts 2004),
especially if practicing accountants would be required to take and pass the
new certification exams. USAID accounting reform programs in several
countries, as well as their EU Tacis counterpart projects, have encountered
resistance from local accounting associations when new certifications models
are first introduced into a new country.

A sixth reason for the nonrecognition of accounting and auditing
certification is distrust or even hatred for the individuals who hold such
certifications. The authors are aware of only one country where this reason for
nonrecognition exists, but there may be others. Bosnia and Herzegovina is the
country.

As a result of the Dayton Peace Accord of 1995, which ended the war
there, this former Yugoslav republic was divided into two entities (Burg &
Shoup 1999; Daalder 2000; Holbrooke 1998; Zimmerman 1999). The
Muslim-Croat Federation, which consists of Bosnian Muslims and Roman
Catholic Bosnian Croats, was to possess S1 percent of the real estate of
Bosnia and Herzegovina. The other 49 percent went to the Orthodox Christian
Bosnian Serbs. Their state within a state is now called Republika Srpska. The
country of Bosnia and Herzegovina now consists of these two entities, which
have at times gone out of their way to establish different laws and rules.

For example, one of the entities [the Muslim-Croat Federation]
adopted the indirect method of accounting for cash flows. When word got out
that one entity adopted the indirect method, the other entity [Republika
Srpska] decided that only the direct method of accounting for cash flows
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would be appropriate for enterprises operating within its borders
(Preobragenskaya & McGee 2004a). International Financial Reporting
Standards (IFRS) allow both methods, and both entities within Bosnia and
Herzegovina are in the process of adopting (IFRS) — at different speeds,
incidentally.

This animosity carries over to many other areas of economic and
social activity. Someone who graduates from one of the universities in the
Muslim-Croat Federation part of the country is not recognized to be a
university graduate in Republika Srpska. The certification process for
accountants and auditors is somewhat different for accountants and auditors in
Bosnia’s two political entities and certifications from one entity are not
automatically recognized by the other entity.

These six reasons that serve to impede the recognition of accountants
beyond national (or regional) borders is a major impediment to the free
movement of human capital. However, nonrecognition is not an
insurmountable barrier. The market process is dealing with the nonrecognition
problem, with some degree of success.

In Russia, for example, the government does not recognize any non-
Russian certification. But the marketplace does recognize some non-Russian
certifications. The fact that the Russian government does not recognize
certifications like those offered by the ACCA, IMA and other private groups
is almost irrelevant (Preobragenskaya and McGee 2004b). Employers in
Russia are eager to hire individuals who have managed to pass one or more of
these international certification exams and they are not at all concerned that
the Russian government does not recognize such certifications. All that
matters to Russian employers — which includes the Big-4 accounting firms —
is the quality of the individual who holds the international certification. These
certificate holders are perceived as being of high caliber because they were
able to pass a certification exam that is known to be rigorous.

ACCA CERTIFICATIONS

The oldest and most widely recognized international accounting
certification is that offered by the Association of Chartered Certified
Accountants (ACCA), which is headquartered in the UK. The exam is given
each June and December at regular or special exam centers in more than 200
locations in more than 140 countries worldwide. It is offered only in English,
which has both positive and negative aspects. From the positive side, offering
the exam only in English means that the same identical exam can be offered
all over the world, so there is no perception that the quality or content of the
exam varies by country. Offering an English-only exam also makes it truly
international. Not offering the exam in other languages also keeps the cost of
administration lower than could otherwise be the case.
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However, there are some negative aspects of offering the exam only
in English. The spread of the exam, which tests on IFRS, is greatly impeded
by not offering it in other languages, since the majority of potential exam
candidates in many countries cannot read English well enough to take the
exam. The spread of the principles tested by the ACCA exams could spread
faster, wider and deeper if the exam were made available in languages other
than English. Various countries have asked the ACCA to offer its exams in
other languages but those requests have been denied, with the minor
exception of the Diploma in International Financial Reporting, which is now
available in Russian. It will be interesting to see how popular this diploma
program becomes, as word of its existence reaches the 15 former Soviet
republics.

The number of candidates taking the exam is unknown. The ACCA
declines to provide detailed information about enrollments for competitive
reasons. However, correspondence with the ACCA was able to discover that
there are well over 1,000 students registered for ACCA exams in Russia as of
late 2003 and well over 7,000 registered in Central and Eastern Europe
(Brown 2003). It has nearly 300,000 members in 160 countries. The ACCA
has either regular or special exam locations in several locations in former
Soviet cities as well as several locations in Central and Eastern Europe. The
ACCA website lists exam locations in at least two different places and the
lists are not identical. The exam locations in Table 1 include cities that were
included in at least one of the lists.

Table 1
ACCA Exam Locations in
the Former Soviet Union (CIS)

Country City
Armenia Yerevan
Azerbaijan Baku
Belarus none
Estonia Tallinn
Georgia none
Kazakhstan Almaty
Kyrgyzstan none
Latvia Riga
Lithuania Vilnius
Moldova None
Russia Moscow

Novocherkassk
Saint Petersburg
Vladivostok
Tajikistan none
Turkmenistan none
Ukraine Kyiv
Uzbekistan Tashkent
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As can be seen from Table 1, the ACCA now has exam locations in
all of the large countries of the CIS and several of the small ones as well. The
only country that has more than one location is Russia. The fact that the
ACCA does not have exam centers in every country does not necessarily act
as an impediment for students in those countries who want to take the exams,
however. For example, students in parts of Kyrgyzstan can take the exam in
Almaty, Kazakhstan, which is close to the Kyrgyz border. Students in
Moldova and Belarus can take the exams in one of the bordering republics.

Although the pass rates on the ACCA exams for individual locations
are not public information, informal conversations with ACCA officials over
the years reveal that the pass rates vary widely, and for a number of reasons.
One study (McGee 1999b), which disclosed eight reasons why the pass rates
for the first ACCA exam offered in Armenia, in December 1998, were low,
were because:

1. The first exams were given starting on December 7 and the exam
preparation courses did not start until mid-or late September.
Furthermore, students had to register for at least two exams. The prep
course for the first exam was offered over six weeks and the prep
course for the second exam was offered over a period of four to six
weeks, depending on location. The optimal length for such courses is
14 or 15 weeks. Thus, exam candidates did not have sufficient time to
prepare for the exams.

2. The books for the prep courses did not arrive until one or two weeks
after the start of the course. The text for the second ACCA prep
course was held up in Customs and the course almost had to be
cancelled because Customs officials refused to release the books at
first.

3. Under normal conditions the prep courses would have been review
courses. However, the vast majority of the students taking the courses
were totally unfamiliar with market-oriented accounting rules. Many
of the students in the first classes were not even accountants and
never had an accounting course of any kind. Thus, they had to learn
new material rather than review material they had learned in the
course of their university studies. The texts used in the review courses
assumed that students already knew the material and therefore did not
provide many examples to illustrate basic material.

4. The usual route for certification review courses is to take the prep
course after graduating from some university. However, in the case of
the first Armenian ACCA exam, 25 of the candidates were still
undergraduate students.

5. Even the accounting students who took the “review” courses never
had a western-style accounting course because those courses were just
being introduced into Armenia.
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6. There was really no such thing as an accounting major in Armenian
universities at the time the first exams were given. One or two
accounting courses were offered within the economics department,
but that was all. Thus, even students who were familiar with
Armenian/Russian accounting concepts were not adequately prepared
to take an exam that was based on International Accounting
Standards.

7. English was the third language for the students taking the exams. All
Armenian students were fluent in Russian and Armenian but their
English language skills were almost never at the same level as their
skills in these other two languages.

8. Time management was a problem. Armenian students were not
accustomed to taking a timed exam. Under the Soviet system they
could take as much time as they wanted, but the ACCA exams were
strictly three hours in length. The short review courses were not able
to change the mentality of the students, who showed anxiety about
being constrained by the three-hour limit.

The ACCA offers several certificate and diploma programs. Its
various programs are described on its website [www.accaglobal.com].
Offerings include:

Professional scheme, which is the multi-level certification that is the
most comprehensive

Certified Accounting technician scheme, which is an abbreviated
version of the Professional scheme.

Diploma in Financial Management

Diploma in International Financial Reporting (available in English
and Russian)

Diploma in Corporate Governance

Certificate in International Auditing

Certificate in International Financial Reporting

Certified Accounting Technician

The Certified Accounting Technician (CAT) scheme has adopted a
new syllabus, which will be implemented starting with the June 2004 exams.
The new syllabus includes 10 exams, of which students must take 9. There are
three levels of certification. The specifics are summarized in Table 2.
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Table 2

Syllabus Requirements
Certified Accounting Technician (ACCA)

Paper Content Assessment Pass
Mark
Introductory
T1 Recording Financial 2 hour computer based or 55
Transactions written exam
T2 | Information for Management 2 hour computer based or 55
Control written exam
Intermediate
T3 Maintaining Financial Records | 2 hour computer based or 50
written exam
T4 | Accounting for Costs 2 hour computer based or 50
written exam
Advanced
T5 | Managing People and Systems | 2 hour written exam 40
T6 Drafting Financial Statements | 3 hour written exam 40
T7 | Planning, Control and 3 hour written exam 40
Performance Management
Two Options From
T8 | Implementing Audit 3 hour written exam 40
Procedures
T9 | Preparing Taxation 3 hour written exam 40
Computations
T10 | Managing Finances 3 hour written exam 40

Professional Scheme
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The Professional Scheme is the most comprehensive certification
program the ACCA offers. Certification is at three levels. Almost all exams
are written at present, although there are plans to put more exams on
computer. Exams are 3 hours long. Some exams are optional. Sixteen exams
are offered but only 14 exams need to be passed to achieve level 3
certification. If certain conditions are met, candidates can take tax and law
exams based on their own country’s rules rather than the ACCA exams in
these subjects, which are based on British law. Table 3 summarizes the
requirements for each level of certification.
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Table 3
Syllabus Requirements
Professional Scheme (ACCA)

Paper Content
Part 1
1.1 Preparing Financial Statements
1.2 Financial Information for Management
1.3 Managing People
Part 2
2.1 Information Systems
2.2 Corporate and Business Law
23 Business Taxation
2.4 Financial Management and Control
2.5 Financial Reporting
2.6 Audit and Internal Review
Part3
Any Two Papers from
3.1 Audit and Assurance Services
3.2 Advanced Taxation
33 Performance Management
3.4 Business Information Management
All Three Papers
35 Strategic ~ Business  Planning  and
Development
3.6 Advanced Corporate Reporting
3.7 Strategic Financial Management

Some exams from Parts 1 and 2 can be waived if certain conditions
are met.

Pass rates for the Professional Scheme exams are published on the
ACCA website. Pass rates for the most recent exams are given in Table 4.

Table 4
Pass Rates (%)
ACCA Professional Scheme Exams

Paper Dec. 2003 | June 2003 | Dec. 2002 | June 2002 | Dec. 2001
Paper 1.1 44 48 47 55 52
Paper 1.2 57 46 47 46 45
Paper 1.3 48 59 41 42 39
Paper 2.1 63 50 50 49 52
Paper 2.2 52 50 52 49 48
Paper 2.3 48 47 50 57 54
Paper 2.4 39 39 56 39 41
Paper 2.5 50 48 51 44 33
Paper 2.6 42 52 53 47 58
Paper 3.1 44 40 40 44 38
Paper 3.2 42 39 38 42 38
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Paper 3.3 45 41 47 47 40
Paper 3.4 54 54 53 50 52
Paper 3.5 55 53 33 51 54
Paper 3.6 53 53 55 56 53
Paper 3.7 49 44 43 49 45

CMA/CFM CERTIFICATIONS

The Institute of Management Accountants (IMA) in New Jersey,
USA offers the Certified Management Accountant (CMA) and Certified
Financial Manager (CFM) exams. Originally aimed at accountants in the
USA, the exams have spread worldwide, although the largest share of exam
candidates still come from the United States.

The CMA exam is undergoing major changes as of July 1, 2004.
Those who register for the exam before then will still be able to take the old
format exam through December 31, 2007. Gleim Publications
[www.gleim.com] seems to think the old exam format is easier to pass than
the new one will be. Its website provides the following comparison (Table 5).

Table 5
Comparison of Old and New CMA Exam Topics
Part Old Exam New Exam
(3 hours, 110 multiple choice
question each part)

1 Economics, Finance and Business Analysis (3hrs, 110
Management multiple choice)
Microeconomics Business Economics
Macroeconomics Global Business

Internal Controls
Quantitative Methods
Financial Statement Analysis

International Business Environment
U.S. Business Environment
Corporate Financial Management
Organization Management and
Communication

2 Financial Reporting Analysis Management Accounting &
Financial Accounting Environment Reporting (4hrs, 140 multiple
Preparation of Financial Statements choice)

Analysis of Financial Statements Budget Preparation
Cost Management
Information Management
Performance Measurement
External Financial Reporting

3 Management Reporting, Analysis | Strategic Management (3hrs,
and Behavioral Issues 110 multiple choice)
Cost Measurement Strategic Planning
Planning Strategic Marketing
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Control and Performance Corporate Finance
Evaluation Decision Analysis
Behavioral Issues Investment Decisions
4 Decision Analysis, Information Business Applications (3 hrs, 4-7
Systems, Management Controls | essays)
Decision Theory and Analysis All topics from parts 1, 2 and 3,
Investment Decision Analysis plus:
Quantitative Methods Organization Management
Information Systems Organization Communication
Management Controls Behavioral Issues
Ethical Considerations

Unlike the ACCA exams, which are mostly paper based and are
offered only in June and December, the CMA and CFM exams are offered on
demand on computer and can be taken anywhere in the world where proper
approved computer facilities are available. Parts 1, 3 and 4 of the CMA exam
are identical to parts 1, 3 and 4 of the CFM exam. The only difference
between the CMA and CFM exams is part 2. Whereas the CMA exam tests on
financial reporting, the CFM part 2 tests on corporate financial management.

The CMA and CFM exams are becoming increasingly popular in the
CIS, Eastern and Central Europe, in spite of the IMA’s lack of marketing for
these exams. Conversations with IMA officials seemed to indicate that
spreading the exam worldwide was not a top priority and other budgetary
items took priority. Table 6 summarizes exam results for candidates who took
one or more parts of the CMA and/of CFM exams in the various former
Soviet republics between April 6, 2003 and April 6, 2004.

Table 6

CMA/CFM Exam Results for

the CIS, Eastern and Central Europe

April 6, 2003 — April 6, 2004

Country Parts Taken Parts Passed Pass Rate
(%)

Armenia
Azerbaijan
Belarus
Estonia 1 1 100.00
Georgia
Kazakhstan 87 46 52.87
Kyrgyzstan
Latvia
Lithuania
Moldova
Russia 342 172 50.29
Tajikistan
Turkmenistan
Ukraine 15 11 73.33
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Uzbekistan

Totals 445 230 51.69

The results from Table 6 clearly indicate that there is much room for
growth. Russia is by far the largest taker of CMA and CFM exams, but only
342 exam parts were taken during the one-year period under study. Since the
exams have four parts, that means that fewer than 100 individual-equivalents
took the exams. If one considers the fact that each exam part may be taken
multiple times within a 12-month period, this individual-equivalent statistic
shrinks even further.

It is interesting to note that Kazakhstan is the second largest consumer
of CMA and CFM exams. Perhaps the reason for Kazakhstan’s relative
eagerness to take the CMA and CFM exams compared to much more
populous countries like Ukraine is because Hock Accountancy Training, a
privately owned entrepreneurial provider of CMA and CFM review courses
has offices in Moscow and Almaty, the capital of Kazakhstan. It has an
aggressive and effective marketing program that announces to the local
accounting community that such exams exist. It is thus creating demand for
exam preparation courses. Hock recently opened an office in Kyiv. It will be
interesting to see the exam statistics for Ukraine a year or two down the road,
after Ukrainian accountants become aware that it is possible for them to take
the CMA and CFM exams in their country. If the ACCA can have 1,000
students registered in Russia and more than 7,000 registered throughout
Central and Eastern Europe, it is reasonable to expect that the statistics for the
CMA and CFM exams will grow over time.

The CMA and CFM exams have several advantages over the ACCA
exams, at least from a student’s perspective. For one, students need to pass
just 4 exams to earn the full certification, whereas one must pass 14 exams to
earn the full ACCA designation. Pass rates between the two are basically the
same, so presumably they are the same degree of difficulty. Another
advantage of the CMA exam is that students who pass all four parts can earn a
second certification (the CFM) by passing just one more exam. A third
advantage is that the CMA and CFM are offered on demand, whereas the
ACCA exams are offered just twice a year, making it possible for CMA and
CFM students to complete all exam requirements much sooner, since they can
retake the exams several times on one year. One advantage the ACCA
designation has over the CMA and CFM is that the ACCA has been around
for a long time, its certification is recognized worldwide, and it is prestigious.
Another advantage of the ACCA exams is that the exams may be taken
without the use of a computer. Although the skills required to take a computer
exam are not all that great, it is a factor to consider.

The CMA and CFM credentials are relatively new to the CIS and they
are aimed more toward corporate accountants, whereas the ACCA exams are
aimed more toward public accountants.
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CAP AND CIPA CERTIFICATIONS

Overview

The International Council of Certified Accountants and Auditors
(ICCAA) was formed in late 2001 with the assistance of the United States
Agency for International Development (USAID) and others to offer
internationally recognized accounting certification exams. Its target market
includes the countries of the former Soviet Union, although its main focus at
the moment is on the five Central Asian republics of Kazakhstan, Kyrgyzstan,
.Tajikistan, Turkmenistan and Uzbekistan. It also has a presence in Ukraine,
Russia and Moldova.

Several reasons were given for the need for these certifications. For
one, none of the existing certifications in the Russian zone have much
credibility. In some countries, certification can be sold outright. In other
cases, the exams are not sufficiently challenging to foster much credibility.
Foreign investors are not impressed to see financial statements that are
certified by accountants or auditors who possess a local certification. Thus,
there is a very real need for a certification that is perceived to be of high
quality. The only truly international accounting certifications, such as the
ACCA, CMA and CFM, are only offered in the English language, which
greatly limits their accessibility within the Russian zone. The ability to attract
foreign capital could be enhanced if a credible certification existed within the
Russian zone that was widely accepted across borders. Such certification
would be more credible and more valuable than a conglomeration of national
certifications of questionable value.

The CAP and CIPA exams are given in the Russian language and are
modeled after the Canadian Certified General Accountant (CGA) designation
[www.cga-canada.org]. The content of the exams complies with the
International Federation of Accountants (IFAC) International Education
Guidelines and UNCTAD’s Global Curriculum for Professional Education of
Professional Accountants, as do the ACCA exams. According to Sholpan
Assangaliyeva, Executive Director of ICCAA and holder of the American
CPA, the CIPA exam “is sufficiently high and not less difficult in some cases
than the CPA exam.” The content is different in some cases but in the case of
the auditing exam the content is the same as the American CPA
(Assangaliyeva 2004a).

Certification is on two levels. The first level is designated Certified
Accounting Practitioner (CAP). This designation is earned by passing three
exams — Financial Accounting 1, Management Accounting 1 and Tax & Law.
One must also have one year experience and computer literacy. CAP exams
are offered quarterly.
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The second level certification is called Certified International
Professional Accountant (CIPA) and is earned by passing four additional
exams — in Financial Accounting 2, Management Accounting 2, Finance and
Audit. CIPA exams are offered semi-annually. As of mid-April, 2004, more
than 1,500 candidates have passed all parts of the CAP exam and have been
awarded certificates; 104 individuals have passed all parts of the CIPA exam
(Kenney 2004a). Table 7 shows the number of CAP holders by country.

Table 7

Number of CAP Holders by Country

April 2004

Country Number of CAPs

Kazakhstan 519
Kyrgyzstan 324
Russia 6
Tajikistan 71
Turkmenistan 20
Uzbekistan 158
Ukraine 440
Total 1,538

Source: www.cipaen.org

The exam is growing in popularity. Attendance for the March 2004
exams was at record levels in Kyrgyzstan, Tajikistan and Uzbekistan. In
Uzbekistan 1,002 candidates took the March 2004 CAP exams, compared to
564 in June 2003. More than 30,000 candidates took one or more exams
between May 2002 and March 2004. The first exams were offered for free.
Exam fees and registration fees were introduced in Kazakhstan, Moldova and
Ukraine starting in August 2003. Turnout — the number registered for the
exam versus the number actually taking the exam -- increased significantly
after fees were introduced, from 61.7 percent to 84.7 percent, in Kazakhstan,
for example (Kenney 2004b).

The CAP exam results for March 2004 are summarized in Table 8. As
can be seen, the largest number of exam candidates came from Kazakhstan
(1,386), followed by Uzbekistan (1,002), Ukraine (910), Kyrgyzstan (882),
Tajikistan (464), Moldova (139) and Turkmenistan (64). Noticeably missing
is Russia, which has the largest potential market for international certification
exams offered in the Russian language. More on that later.
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Table 8
CAP Passes for the
March 12-14, 2004 Exams
Country Financial Tax & Management | Total | % of
Accounting 1 Law Accounting 1 Total
Kazakhstan 503 479 404 1,386 | 28.6
Kyrgyzstan 451 292 139 882 18.2
Moldova 39 67 33 139 29
Tajikistan 162 152 150 464 9.6
Turkmenistan 24 25 15 64 1.3
Ukraine 323 294 293 910 18.8
Uzbekistan 556 248 198 1,002 | 20.7
Totals 2,508 1,557 1,232 4,847 | 100.0

Source: Kenney 2004b

The number of individuals taking the CAP exams far exceeds those
taking the CIPA exams, which might be expected, given that fact that the
exams are relatively new and that the CAP exams must be passed before the
CIPA exams may be attempted. Table 9 shows a comparison of the CAP and
CIPA exams taken in the fourth quarter of 2002 and 2003 in all countries
where the exams were given. The popularity of both exams has increased, by
an average of 8.6 percent.

Table 9
Comparison of CAP and CIPA Exams Taken
Q4 2002 and 2003

Exam 2002 2003 Increase
Q4 Q4
CAP 5598 6086 8.7%
CIPA 659 711 7.9%
Total 6257 6797 8.6%

Source: Kenney 2004b

Table 10 shows the number of exams taken in the five Central Asian
republics between September 2002 and August 2003. About 90 percent of the
exams taken were the CAP exams. The pass rates for the lower lever (CAP)
exams were much higher (45.8%) than the pass rates for the higher level
CIPA exams (8.4%). There seem to be at least two reasons for that. For one,
the CAP exams test more basic material, which would make those exams
easier to pass. The other reason is because candidates need attain a grade of
only 50 percent to pass the CAP exams, whereas the CIPA exams require a
score of 75 (Kenney 2004c).
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Table 10

Exams Taken and Pass Rates
Five Central Asian Republics
September 2002 to August 2003

Exam Exams Written | Turnout Ratio Pass Rates
CAP (90%) 13,880 63.1% 45.8%
CIPA (10%) 1,528 51.4% 8.4%
Total (100%) 15,408 61.7% 42.4%
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Source: Kenney 2004b

Table 11 shows a breakdown by country of the CAP and CIPA exams
taken between September 2002 and August 2003. As can be seen, the largest
number of candidates taking the exam during the period under study came
from Kazakhstan, with 42.1 percent of the total. Ukraine is a distant second
with 19.4 percent. Turkmenistan was in last place, with 1.3 percent. Moldova
is not included because exams did not start there until after August 2003.
Russia is not included because regular exams did not start there until after
August, 2003, although some potential trainers took a few exams as part of a
pilot project.

Table 11
Exams — by Country
September 2002 to August 2003

Country Exams % of
Taken Total
Kazakhstan 8,049 42.1
Ukraine 3,707 19.4
Kyrgyzstan 3,119 16.3
Uzbekistan 2,734 14.3
Tajikistan 1,258 6.6
Turkmenistan 248 1.3
Total 19,115 100.0

Source: Kenney 2004b

Pass rates have been increasing for both the CAP and CIPA exams, as
shown in Table 12, which includes statistics for all countries where the exams
were given. The CAP pass rates are comparable to the pass rates for other
international exams, such as the CMA, CFM and ACCA exams, although the
CIPA pass rates are much lower.
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Pass Rate Comparison
CAP and CIPA Exams
November 21-24, 2003
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November November Comparison
Exams Pass 2002-03
Written Rate 1° Year Rates
CAP (87%) 4,974 54.5% 45.8%
CIPA (13%) 711 14.2% 8.4%
Totals 5,685 50.9% 42.1%

Source: Kenney 2004b
Ukraine
Separate exam statistics are available for Ukraine, broken down by

subject. Table 13 shows the number of candidates and pass rates for the CAP
and CIPA exams from May 2002 to November 2003.

Table 13
Level of Activity and Pass Rates
CAP and CIPA Exams
Ukraine
May 2002 — November 2003
May Sept. Nov. | March | Aug. Nov.
2002 2002 2002 2003 2003 2003
CAP Exams
Examinees 435 551 1409 839 645 1034
Pass Rate 57% 40% 39% 48% 53% 65%
CIPA Exams
Examinees 47 228 77 116
Pass Rates 34% 0% 19% 16%
Total All Exams
Examinees 482 551 1637 839 722 1150
Pass Rate 55% 40% 33% 48% 50% 60%

Source: Mino (2004)

As was true of pass rates in general, the CAP pass rates for Ukraine
were higher than the pass rates for the CIPA exams. The zero percent pass
rate on the November 2002 CIPA exams could not get any lower.

Statistics for the individual exam parts for the Ukraine exams are also
available. Table 14 provides a breakdown by exam and date. Some boxes are
blank because not every exam was given in every examination period. Scores
were remarkably low for some exams and for some exam dates. The
November 2002 exams appear to be a disaster for Financial Accounting 2 and
Audit, since not a single person passed either of those two exams. No one
passed the next Financial Accounting 2 exam either. The low pass rates were
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attributed to poor preparation, and perhaps poor training provided by the
training providers. The issue of poor training and preparation was addressed
by giving a workshop for the trainers during summer 2003. Pass rates have
since improved (Kenney 2004c).

Table 14

Level of Activity and Pass Rates
Individual Exam Summary
CAP and CIPA Exams

Ukraine

May 2002 — November 2003

May Sept. | Nov. | March | Aug. Nov.
2002 2002 | 2002 2003 2003 2003
Financial
Accountingl
Examinees 102 194 525 263 219 362
Pass Rate 36% 27% 37% 27% 44% 57%
Tax & Law
Examinees 238 263 561 396 236 326
Pass Rates 71% 51% 33% 74% 76% 77%
Management
