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|IASB asked to prove its independence

The European internal market commissioner
Charles McCreevy has pledged to examine
the funding structure of the International
Accounting Standards Board (IASB) to ensure
transparency.

Speaking on best practice and accountability in
financial services to the economic and monetary
affairs committee of the European Parliament,
McCreevy said: “[T|he standard-setters are cur-
rently sponsored by voluntary contributions
which range from central banks to listed com-
panies, which raises potential issues of conflicts
of interest.

"The governance of international standard-
setters is high on our agenda and will remain
there in the coming months. | intend to talk to
Paul Volcker, the chairman of the board of the
IASB Trustees, to see how we can best do this.”
McCreevy suggested that reforms are necessary
to “improve the credibility of these organisations
and the standards they elaborate.”

The body which oversees the governance of
the IASB is the International Accounting Standards
Committee (IASC) Foundation [see page 74]. Its
director of operations, Tom Seidenstein, told TA
that he believes “the structure of the organisation

has largely served it well." Every five years the
constitution and by-laws of the standard-setter
are evaluated by the trustees after feedback from
various parties.

“We are in the midst of a review process right
now which, incidentally, we've had three rounds
of public consultation on, including public hear-
ings in Europe, North America, Asia and Latin
America,” he said. The recommendations will be
reviewed by the trustees next month.

Seidenstein explained that funding for the
global standard-setter comes from over 150
organisations. Private companies, which contrib-
ute 75 percent of donations, are each limited to a
maximum contribution of $200,000 a year. Each
of the Big Four firms provides $1 million a year,
amounting to 25 percent of the IASB’s budget.

The structure of the |IASB, Seidenstein main-
tained, helps to guard against conflicts of interest
arising. He said: "The trustees are responsible for
the funding. The board has no relation to the
funding and they are insulated to the pressures
of funding... Two potential concerns have been
raised: one is that the perception that companies

Continued page 14

tant

ISSUE 6015
FEBRUARY 2005

Authority of PCAOB must be reined in

The structure of the US Public Company
Accounting Board (PCAOB) is funda-
mentally flawed and may need to be
subsumed into the US Securities and
Exchange Commission (SEC) within the
next five years, claims Peter Wallison,
a former general counsel to the US
Treasury Department.

As many countries in Europe follow
the lead of the US in setting up oversight
boards, there are still observers within the
US itself who question the usefulness and
even the legitimacy of such a model. In a
paper for the American Enterprise Institute,
Wallison took aim at the PCAOB's very
existence, arguing there was never any need
for the board in the first place.

He maintained that accounting scholars
and commentators have noted for the past

20 years that financial statements based
on US Generally Accepted Accounting
Principles (GAAP) are becoming less and
less useful as a means of financial disclosure
due to the rise in importance of intangible
assets in relation to revenue generation."In
establishing an agency specifically for the
purpose of the auditing of GAAP financial
statements, Congress was fighting the last
war. The problems associated with GAAP
are not — as Congress seemed to think
— problems of accuracy; they are problems
of adequacy,” he wrote.

Wallison identified the main source of
the problem in the highly strained environ-
ment of the US capital markets in which
the regulator was established. He gives the
example of no more than two of the five
full-time PCAOB members being allowed

to be accountants, as this removes the
overwhelming majority of candidates — and
arguably those best qualified to monitor
the industry — from consideration for the
positions. He said: "This apparent bias
against the accounting profession — so
that accountants were not even permitted
to control their own so-called self-regula-
tory organisation — is a direct result of
the overheated atmosphere in which the
Sarbanes-Oxley Act was legislated.”

He went on to suggest that the nature
of the PCAOB’s organisation has created
a sense of adversity between accountants
and their regulator. “Important rules and
standards, which will profoundly affect
the cost of audits and how auditors deal

Continued page 10
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Portrait of an Afghan woman

The birthplace of the nascent Afghan accountancy
industry is not Kabul, but Peshawar in Pakistan.

The NGOs and international donors” agencies
operating around the neighbouring area, where
refugee camps for Afghans were settled, started to
ask for the services of accountancy firms in post-
Taliban Afghanistan.

But for a country whose most basic infrastruc-
ture was hit by interminable wars, having qualified
accountants seemed to be an unaffordable luxury.

The Pakistani profession, instead, provided the
services required by the development sector in or-
der to deal more effectively with the international
financial aid aimed at reconstructing Afghanistan.

In one of those refugee camps near Peshawar,
photographer Steve McCurry took the picture of
a twelve-year-old Afghan girl, whose challenging
gaze was immortalised on the cover of the Nation-
al Geographicin June 1985.

The Afghan girl grew up ignoring she had turned
into a symbol of her country’s tragic destiny as Af-
ghanistan had yet more turmoil to suffer.

As the years passed, like many other refugees,
she faded away. But in 2002 National Geographic
rediscovered her as an adult by the name of Shar-
bat Gula. The photo taken that time showed a pre-
maturely aging lady who, nonetheless, seemed to
keep the same defiant gaze.

In February 2015, another portrait of Sharbat
Gula made the headlines again. This time however,
was the photo of her Pakistani national identity
card —a document she has no right to obtain as an
Afghan refugee.

As such the Pakistani government cancelled the
fake ID cards of Gula and her children. The story
reflects deeper social 1ssues in Pakistan, which
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hosts about 2.5m Afghan refugees.

The situation 1s different for Pakistani partners
who are leading accountancy firms in Afghani-
stan. Many of them spend half of the time in Kabul
and the other half in Pakistan. The short distance
and a different working week (from Saturday to
Wednesday in Afghanistan) also help.

For example, EY's Muhammad Basheer Juma,
Grant Thornton’s Sagib Rehman Qureshi or HLB's
[jaz Akber among many others interviewed for our
special survey on Afghanistan.

In the absence of any accountancy infrastruc-
ture, they are somehow paving the way for the
nascent Afghan profession, which hopefully will
help prevent corruption scandals such as that of
the Kabul Bank.

But the main gap the country faces is education,
not just in the accountancy sector. The London’s
Imperial War Museum 1s running an exhibition on
Afghanistan.

A looped film, part of the installation, shows
footage of Afghan cities. In the corner of a street
in Kabul, a big banner advertises the prestigious
Fulbright Program, the educational exchange
scheme sponsored by the US government. “Ap-
plications are due April 12th, 2014,” the banners
read.

No doubt, among those who applied might be
the future leaders of Afghanistan. In 1985 the in-
cumbent president Ashraf Ghaniwas a Fulbrighter,
as the alumna of the program are called.

But the other gap 1s gender equality. How long
would it take until a woman 1is appointed partner
of an Afghan accountancy firm?

Carlos Martin Tornero
carlos.tornero@uk.timetric.com
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EU audit reform: Spanish government moves ahead

While the UK government and the UK

accounting regulator carefully ponder
before implementing the EU’s audit reform
through an ongoing consultation, the Span-
1sh cabinet gave the green light to 1ts own
audit reform plans amid widespread con-
cerns from the Spanish accountancy profes-
S1O11.

Earlier this month the Spanish cabinet
approved a definitive draft of an audit law
which implements the EU reform. The
dratt will be sent for discussion to the Con-
gress of Deputies, Spain’s lower chamber
of parliament, which represents the last
chance for introducing amendments to the
LeXT,

However Spain’s ruling party, Partido

Popular, has the majority of seats in the
Congress of Deputies with 1584 out of 350
Spanish MPs, and therefore the text 1s
unlikely to be changed.

Spain’s two professional accountancy
bodies have expressed deep concerns over
the way the Ministry of Finance rushed the
EU audit reform and curtailed the partici-
pation of stakeholders to inform the debate
from the early stages of the draft.

Both the Institute of Auditors (ICJCE)
and the Corporation of Auditors of
the Council General of Economists
(REA+REGA) have made 1t clear they feel

excluded from the whole process.

Recently REA+REGA president Carlos

Puig de Travy said the last known version

of the draft law requures key amendments
to align the text to the EU market and to
tackle a number of technical 1ssues detect-
ed. Among those issues 1s the definition of
public interest entity (PIE). According to
REA+REGA the draft makes more than
6,000 companies fall into the PIE catego-
ry, eleven times more than in Germany and
four times more than in the UK.
According to the Federation of European
Accountants, the EU audit reform, which
comprises a directive and a regulation, left
a wide range of options for member states
to decide on: 51 and 32, respectively. The
EU legislation pack was passed in June
2014 and comes into force 1n June 2016.

Carlos Martin Tornero B

US Securities and Exchange
Commission chair Mary Jo
White and EU Financial Ser-
vices Commissioner Jonathan
Hill met earlier this month to
discuss the importance of inter-
national cooperation in regulat-
ing global financial markets, as
well as topics such as market
structure, asset management,
accounting standards and small
business capital formation.
They also discussed Commais-
sioner Hill’s proposal for an EU
Capital Markets Union. Con-
tacted by The Accountant both
the US SEC and the EU Com-
mission declined to comment on

the outcome of this meeting.

One year after the introduc-
tion in the UK of the extended
auditor’s report a survey by the
UK Financial Reporting Coun-
cil (FRC) found that auditors
not only met the new require-
ments but in many cases have
gone further and reported more
widely than required.
Commenting on the release of
the FRC survey Extended audi-
tor’s reports: a review of experi-
ence in the first vear, executive
director of codes and stand-

ards Melanie McLaren said the

response of auditors to changes
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designed to improve conhdence
has been most encouraging and
that the diversity of approaches
adopted by different audit firms

1s to be embraced.

The Ministry of Corporate
Aftairs ruled and published a
road map for adoption of the
Indian Accounting Standards
(Ind AS), which are largely
convergent with [FRS. Ind AS
will come 1nto force on 1 April
according to the ruling and
companies with a net worth of
INRSbn ($80.3m) or more will
mandatorily have to tollow Ind

AS from 1 April 2016.

Corporates having a net
worth of less than INRSbn but
listed, or in the process of get-
tung listed, and companies with
a net worth of INR2.5bn or
more will have to follow the
new norms from 1 April 2017.
However, the road map exempts
banking, insurance and non-
banking finance companies.

The South African Institute
of Professional Accountants
will be the first professional
accountancy body to sign the
Anti-Corruption Pledge of
the Collaborative Stakeholder
Movement (CSM). The CSM

1s a non-governmental organi-
sation which promotes inclu-
sive economic growth in South

Africa and Africa.

Last November, CSM
launched 1ts anti-corruption
pledge which exhorts signatories
to “to engage, listen, collabo-
rate, act and deliver with a view
to curbing bribery, fraud and
corruption in the South African
economy’. The pledge already

has 20 signatories.

In a two-day meeting 1n Bue-
nos Aires, Brazil’s Federal
Accounting Council president
Jose Martonio Alves Coelho
met his Argentinian counter-
part and the Group of Latin-
American Accounting Standard
Setters (GLENIF) in an effort

to enhance further the use of
[FRS in Latin America and the
participation of Latin Ameri-
can standards-setters 1n the
decisions of the International
Accounting Standards Board
(IASB).

Coelho also met Argentin-
ian Federation of Professional
Councils of Economic Sciences
president Ramén Nicastro and
its vice-president Silvia Beat-
riz Lemos. Also present at the
meeting was Interamerican

Accounting Association (AIC)
vice-president of professional
development Edgardo Fernan-

dez. The three organisations

discussed joint actions between
Brazil and Argentina to develop
the Latin American profession.
They also agreed on the neces-
sity of a greater integration of

Latin American countries 1n

order to strengthen the GLENIF
and AIC.

The protagonists agreed to
meet again in April in Brasilia
with the Latin American board
of the IASB and members of the
Brazilian Institute of Independ-
ent Auditors. It was agreed that
during that meeting the GLENIF
will present a report of its activi-
ties.

The Association of Chartered
Certified Accountants (ACCA)
opened an office in Tanzania’s
capital Dar-es-Salaam. In a
statement the global institute
said 1t appreciated the sub-
Saharan country has recently
undergone significant political
and economic reforms which
have created a need for quali-
fied accountants and finance
leaders. ACCA had 243 mem-
bers in Tanzania as of the end
of January.

www.theaccountant-online.com
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Nicholas Parker was elected
vice-president of the Institute
of Chartered Accountants in
England and Wales (ICAEW]
for the term 2015-2016, subject
to the [ICAEW’s council vote in
June. Parker’s election means he
will become ICAEW president
in June 2017, after the tenure of
Hilary Lindsay. Parker is a tax
partner at Baker Tilly in the UK,
a former member firm of Baker

Tilly International, which joined
RSM International. He’s also the

chairman of the ICAEW audit

committee.

The Chartered Institute of
Public Finance and Account-

ancy (CIPFA) and the Institute

of Chartered Accountants of
Sri Lanka signed a Memo-
randum of Understanding
(MolU). Aimed at improving
public finance management in
the country, the Mol charts a
plan for ongoing collaboration
between the two institutes.

M
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Eduardo Pocetti, president

CIPEA’s Counter Fraud Cen-
tre and BAE Systems Applied
Intellizence have partnered
to develop counter fraud and
cybersecurity services for the
public sector. The partnership
between the two organisations
will focus on four main areas:

risk management, fraud detec-
tion, cybersecurity and compli-
ance and anti-money launder-

ng.

Eduardo Pocetti, president of
the Brazilian Institute of Inde-
pendent Auditors (IBRACON ),
received the Presidente Annibal
de Freitas medal, which recoe-
nises prominent personalities
who provide outstanding ser-
vices to accountancy and soci-
ety. The medal is presented by
the Union of Accounting, Audit-
ing, Expertise, Information and
Research firms in Sao Paulo and
is seen as one of the most pres-
tigious recognitions by the Bra-
zilian profession.

Barnier’s successor unlocks SME-friendly reform of EU capital markets

The opening of a European Commission
consultation on the establishment of a
unified capital market across the EU was
almost universally welcomed, but is likely
toignite discussion around already contro-
versial topics such as common reporting
standards for SMEs and tax jurisdictional
difference across member states.

In a green paper published in February,
the Commission opened a three-month
consultation period on the outline of a new
capital markets union aimed at improving
access to non-bank finance for small busi-
nesses across the EU’s 28 member states.

Announcing the consultation, EU com-
missioner Jonathan Hill, in charge of
financial stability, financial services and
capital markets union, said: “We will iden-
tify barriers to growth and knock them
down, one by one. A single market for cap-
ital will help money flow through the EU
and put it to work in support of Europe’s
businesses, particularly its SMEs.”

The initiative is the first structural
effort under the Juncker administration’s
investment plan for Europe, announced in
November and desiened to boost jobs and
orowth in the EU,

Among the issues opened for consulta-
tion were financial reporting standards for
SMEs and how to address the enduring
jurisdictional differencesin tax among EU
members.

wiww. Theaccountant-online.com

Among the concerns highlichted by the

oreen paper are information problems
faced by SMEs, such as a lack of feedback
from lenders when their credit applications
are declined and poor promotion of alter-
native financing opportunities by banks.

Similarly, while acknowledging the “key
role” played by the IASB standards in sim-
plifving large listed European companies’
access to global capital markets, the Com-
mission said it was against extending IFRS
to smaller entities.

“Imposing full IFRS on smaller compa-
nies, in particular those wanting to access
dedicated trading venues, would be a
source of additional cost,” it stated.

Instead, the Commission seemed to pro-
pose a new standard, equivalent to IFRS,
tor smaller enterprises conducting business
in the EU,

“The development of a simplified, com-
mon and high-quality accounting standard
tailored to the companies listed on certain
trading venues could be a step forward in
terms of transparency and comparability,
and if applied proportionally, could help
those companies seekinge cross-border
investors to be more attractive to them,”
itexplained.

The green paper, extended for consulta-
tion, asked if there is value in developing a
common EU level accounting standard for

SMEs listed on multilateral trading facili-

ties, and under which conditions.

So far, standard-setters have responded
with caution, but as the consultation pro-
oresses it is likely to accelerate the debate
on reporting for SMEs.

Tax jurisdiction

Another topic touched upon by the Com-
mission’s green paper and likely to result
in protracted discussion is that of tax juris-
diction within the EU.

The green paper states: “Differences
in tax regimes across member states can
impede the development of a single mar-
ket for capital”, for example, by hindering
cross-border investments “such as pensions
and life insurance™.

While shying away from directly promis-
ing changes to tax laws, the Commission
stated:

“Many experts and market practition-
ers agree that the barriers to an intesrated
capital marketinclude divergences in areas
such as tax, company and insolvency laws
across the EU.”

On this issue, the Commission has asked
participants to consider through the con-
sultation what existing taxation barriers
should be prioritised and how “to con-
tribute to more integrated capital markets
within the EU and a more robust funding
structure at company level ™,

[sabella Grotto W
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Mazars honorary chairman appointed
president of French standard-setter

An appointment has been made that might signal the beginning of a beautiful friendship between the
IFRS Foundation and the French standard-setting body, following friction during the outspoken leadership
of the late Jerome Haas, as Vincent Huck reports

ending a final announcement by

France’s president, Mazars honorary

chairman Patrick de Cambourg will

be appointed president of the French
standard-setting authority, Autorité des nor-
mes comptables (ANC).

In early February, De Cambourg was sug-
sested by France President Francois Hol-
land to take on the role and according to
French law had to be interviewed by both
chambers of the French parliament before
being formally appointed. On the same day,
De Cambourg presented himself before the
commissions of finance of both the National
Assembly and the Senate,

De Cambourg delivered the same pres-
entation to both commissions saying that
accountancy was too often considered as a
technical activity.

“But accountancy is undoubtedly linked
with politics and social issues,” he said.
“Beyond the standards there’s an economic
and social reality which touches women and
mern.”

De Cambourg drew examples from his
40-year career at Mazars to explain his
management style to both commissions.
And while he said it was too early to outline
a detailed strategy for the ANC, he identi-
fied three major issues on which the French
standard-setter should focus.

“First, at European level it’s necessary to
succeed in reformineg EFRAG [European
Financial Reporting Advisory Group], and
ensure the ANC is a key contributing force
in this success,” he said.

Secondly, he praised the contribution of
the International Accountine Standards
Board to the profession in the past few vears
and said the ANC through “bilateral dia-
logue or through the EU needs to establish a
better dialogue with the IASB, one of respect
and trust”.

Finally, at national level De Camboure
said there was still a lot of work to do in
terms of standard-setting and particularly
in specific sectors of the economy such as

6 1 February 2015

Insurance.

Following his presentations, députés and
senators had the opportunity to question De
Cambourg. Members of the French Assem-
bly’s commission of finance asked him how
he intended to repositioned the ANC as a
leading voice internationally, as it seems
France and Europe had lost the battle of
influence in standard-setting to the US,

De Cambourg said that while France
micht not have the power to impose its
view internationally, it benefits from “a
know-how” and “savoir-etre” rooted in the
Enlightenment era which gives her the cha-
risma to be influential internationally; this
should fructify ™.

The key for success, he continued, is the
EU, where France needs to rise to the chal-
lenge of federalism and its resulting com-
plexity by truly being a leading European
voice. Senators asked De Cambourg about
his views on having a private organisation,
the ANC, issuing accounting standards.
“Many countries including France are not
very familiar with this model, which comes
from the Anglo-Saxon world,™ he replied.
“But this was a requirement from the EU
when it adopted IFRS in 2002 .7

Senators also asked him if he believed
accounting standards should be simplified
to be understood better.

“Accounting can come across as a Coll-
plex subject matter,” he said. “But really
what’s complex is the financial transactions
which accountancy describes. Therefore it
is those transactions that have to be made
easier to understand.”

The counting of both commissions’ votes
was undertaken simultaneously and his
appointment was approved with 12 votes
in favour out of 13 at the French National
Assembly’s commission, and 24 votes in
favour and one abstention at the Senate’s
COIMITISSiOnN.,

Having been approved by the Parlia-
ment, De Cambourg’s appointment needs
to be formally announced by the president

Patrick de Cambourg in London ata I
rountable hosted by TA's sister publication

[nternotional Accountin G oUleiTn
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through the publication of a decree before it
can be considered official. But this should be
a formality given De Camboure was Presi-
dent Hollande’s choice in the first place.

De Cambourg’s appointment is expected
to mark a clear change of tone at the head of
the ANC, as he takes over from Jerome Haas
who died of cancer last May.

Haas, a leading personality in French
accountancy circles, was a leading voice
against IFRS.

Talking to The Accountant last vear for
the France Survey, he said: “We need stand-
ards that don’t exist, and we are given stand-
ards that we don’t need.”

“We want to create our own standards
in France and Burope and we don’t want
to depend on international standards which
lead to unreliable and foolish actions,™ he
continued.

De Cambourg, however, having spent
mostof his career transforming Mazars from
a French firm into an international network,
is expected to show less resistance to the

IFR.5.
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proposal by one of Bulearia’s
\  accountancy professional body to
amend national accounting laws
“has been heavily criticised by differ-
ent industry stakeholders.

Bulgaria’s Institute of Certified Public
Accountants (ICPA) is behind the legislative
proposal delivered to the country’s Ministry
of Finance, provoking criticism by the Asso-

ciation of the Professional Accounting Com-
panies (APAC).

While the Bulearian government currently
functions as the country’s standard-setter,
ICAP serves as its professional account-
ancy body and adwvises on the adoption and
enforcement of accounting standards. The
Bulgarian law, which aims at transposing
the EU Accounting Directive, proposes the
creation of a new, state-funded national
accounting council under the suardianship

of the ICPA.

As the 20 July 20135 deadline for the direc-
tive’s transposition grows closer, critics have
voiced concern that Bulearia’s Ministry of
Finance will issue the draft bill at the last
moment, denving the country’s industry time
to react. If passed, the law will come into
effect from 1 January 2016.

APAC, which is part of a working group
within the Ministry of Finance concerned
with the transposition of the EU directive,
published a response seen by The Accousnt-
asnt which heavily criticised the draft.

It described the bill as at odds with the
planned promotion of small and medium-
sized businesses, part of the Bulgarian gov-
ernment’s 2014-2018 economic develop-
ment plan.

APAC also condemned the bill, not only
for failine to guarantee the transposition of
the directive, but distorting its suiding prin-
ciple of “think small first™.

Speaking to The Accountant, Katva
Krancheva, managing partner of national
firm K&K Accounting highlights that SMEs
are the engine of any EU economy. She
emphasises that for the Buropean Commis-
sion, reducing the bureaucratic burden and
taking into account the needs of the small
business are already top priorities.

“Their support is an important national
policy for Bulearia. That’s why the imple-
mentation of the the directive has to guaran-

wiww. Theaccountant-online.com

EU directive sparks power struggle -

Are Bulgarian auditors trying to expand their power? Isabella Grotto reports

tee that the basic principle ‘think small first’
is kept.” She notes that micro-entities have
limited resources with which to comply with
demanding regulatory requirements.

“Those rules place on them administrative
burdens which are disproportionate to their
size,” Krancheva continues,

For her, those entities should only be
required to provide a few mandatory disclo-
sures. She reinforces her point noting that
the users of financial statements typically
have a limited need for supplementary infor-
mation from micro-entities.

Bid to control profession

One measure attracting particu-
lar criticisms is the proposed estab-
lishment of a state-funded national
accounting council in the country.
APAC’s public criticism slams ICPA’s pro-
posal as conflicting with “basic challenges™
in budgeting and spending faced by the gov-
ernment, currently facing a “large ‘hole’ in
the budeet and frightening levels of public
debt.”

Further, it adds: “the provisions of the
accountancy draft bill provide extremely
wide powers to this [ICPA] council and
its president.” In particular, these include
requirements that the president of the
national accounting council be a member
of ICPA and that the president of ICPA be
allowed to approve members of the newly
formed body.

It highlights Article 23 of the draft bill as
stating the obligation of “all institutions,
undertakings and individuals in Bulgaria™
to lend assistance and provide “any further
information required by the president of the
council”,

According to APAC’s response, the pen-
alty for failing to do so will be “fines and
financial penalties as provided in the admin-
istrative penalty clauses of the draft bill”.

APAC’s criticism of the national account-
ing council is damnine:

“What is impressive is that the whole draft
bill concerns most of all [the] establishment
of a new government body, referred to as the
National Accounting Council, having wide
powers, which is not dominated by a public
need but is led by the striving of the ICPA

to sovern and control not only the anditing,

IN FOCUS

but the accounting practice in Bulgaria as
well.”

Another criticism levelled by APAC
against the proposed bill centres on its omis-
sion of “micro-entities”, the smallest busi-
ness entities considered by the EU directive.

According to APAC: “The draft bill zives
definitions for small, medinm-sized and
large enterprises, however it has no defini-
tion of a micro-entity, thus respectively does
not provide any exemptions for this eroup
of entities.”

The association stresses that exemptions
tor micro-entities is integral to the EU direc-
tive itself and criticises the bill for setting dif-
terent, “rather low™ limits for what is con-
sidered a micro-entity.

“In this way the draft bill of the ICPA does
not provide for exemptions for all micro-
entities, which is provided in the directive,”
states APAC.

The association argnes that the omission
is tantamount to a contravention of the
directive’s principle of ‘think small first’, as
well as contlicting with the Bulgarian gov-
ernment’s development roadmap for 2014-
2018, which focuses heavily on the promo-
tion of economic competitiveness through
SMEs.

“We consider the mandatory audit crite-
ria, proposed by ICPA rather low and non-
compliant to the specific conditions and
needs of the small undertakings and the users
of their financial statements,” states APAC.

“In practice, in this way a lot of the small
undertakings would be subject to mandatory
audit by a member of ICPA,” it notes.

APAC adds that the 693 members ICPA
has across Bulgaria have direct corporate
interest in increasing the number of busi-
nesses subject to mandatory audit “as it will
be performed by them™. Writing in Kapital
Daily, a Bulgarian newspaper, Krancheva
described the law as “protecting private
corporate interests of a handful of anditors
while threatening the interests of SMEs in
Bulegaria®. She added the move by ICPA
was part of the organisation’ bid to con-
trol the country’s accounting profession
and that over the past few years “numerous
attempts™ had been made to do so by differ-
ent industry stakeholders.

ICPA was not available for comment.
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While the SEC settlement with Chinese firms of the Big Four puts an end to over a year of out-of-court
negotiations, some believe 1t's a sign of capitulation on the part of the SEC. Carlos Martin Tornero reports

e US Security and Exchange Com-
mission (SEC) has accepted the settle-
ment agreement offered by the Chi-
nese firms of the Big Four to halt the

current proceedings for their refusal to hand
over the audit work of Chinese clients listed
on US stock exchanges.

Since January 2014, Deloitte, EY Hua
Ming, KPMG Huazhen and PwC Zhong
Tian faced a six-month suspension from
practising before the SEC, which was sub-
sequently appealed on the grounds of a
possible conflict between US and Chinese
securities laws.

Throughout 2014 the SEC eranted several

extensions to allow for the discussion of an

out-of-court settlement, especially, atter the
SEC received some of the requested audit
work through the China Securities Regula-
tory Commission, its counterpart.

The current settlement halts proceed-
ings against the Big Four, but not against
BDO China Dahua, a former member firm
of BDO International, which wasn’t part of
the settlement offer (see box).

The Big Four will pay $500,000 each,
acknowledeing they didn’t produce the doc-
nments upon the SEC’s request, thus violat-
ing the Sarbanes-Oxley Act, but “without
admitting or denying” other findines.

In addition, the settlement imposed on
the Big Four the obligation to comply with

B TOP20ACCOUNTING FRIMS IN CHINA

source: CI0R4

81 February 2015

Rank Hame Revenue (RME fllon Yuan) | (PAs Starf
1 FwC China 10 L B GhY b, 053
z Deloitte China 2, B881.2 a0 b, Aoh
3 Ruthua CPAs 2,775.0 2,335 7.887
4 BOO China Shu Lun Fan CRAS 2. R0 .1 1,811 7244
L3 Earnst & Young China 2. 364.3 811 4 464
b kFMG China £ 30 blb 3,454
i Fan-China CRAS 1,341.5 1,380 3,839
i ['a Hua CRAS 1,2 37.0 076 4,113
g Shineling CPAs 1,175.2 1,006 3,783
100 PEF Daxin CPAs 1,100.6 1,032 3,400
11 Baker Tilly China 1,020,2 747 2674
12 Grant Tharnton China P L P 2 417
13 China Audit Asia Factfic CPAs AhY.2 hl6 1,257
14 Zhonghui CPAS 633.5 385 Tidde
15 Union FPower CPAs F11.1 4007 1,684
16 CHIW CRAS 451,10 HO5 1,347
17 Ainghua CPAs 418.1 483 1,301
18 Feanda CPAs 413.5 428 1,070
19 Jonten CHAS 283,49 4014 1,565
20 Zhongxingeal Guanghua CHRAs 328.2 RET 1,285

similar requests for documents that the SEC
could issue in the next four vears. And the
SEC can resume the current proceedings,
start a fresh one, or impose an antomatic
six-month bar on the firms.

The SEC enforcement division direc-
tor Andrew Ceresney says the settlement
showed the recent progress in obtaining
documents from registered firms in China.

“The settlement also holds four of the
firms accountable for previously violating
US rules, and makes clear that should pro-
duction of documents cease, the SEC can
restart the administrative proceeding,”
Ceresney says. Prior to the announcement
by the SEC, Peking University accountancy
professor Paul Gillis wrote in his blog that
a deal between Chinese regulators, the SEC
and the PCAOB should be in place before
siuch a settlement with the accountancy
firms could be reached.

“US regulators would be foolish to let the
Big Four off the hook before they getsuch a
deal,” Gillis wrote,

Gillis argued that the crux of the ques-
tion regardine the cross-border cooperation
is that China had refused to allow the firms
to turn over the audit work to the SEC or
PCAOB, and therefore any deal needed to
be struck with Chinese regulators and not
with the accounting firms.

As of September 2014, there were 160
Chinese companies listed in the US, of
which 43 were listed on the NASDAC, 63
on the NYSE and 10 on the OTC.

A spokesperson for EY said: “EY is
pleased this matter has been resolved given
the potential for significant harm to inves-
tors and the global capital markets of fur-
ther proceedings. We look forward to con-
tinued progress by the US and Chinese regu-
lators on all matters related to cross-border
cooperation.”

wiww, Theaccountant-online.com



The Accountant US-CHINA RELATIONS IN FOCUS
B TIMELINE B DAHUA CPA
22 January 2014 US SEC administrative law judge issues initial decision to ban Chinese Big Four firm and The Initial ruling of US SEC administrative

censures BDO Dahua

12 February 2014

The US SEC division of enforcement files a petition for review concerning aspects of the
judge’s decision, including remedies imposed on Dahua CPA

14 February 2014

Chinese Big Four appeal the US SEC ban

9 May 2014
if any are appropriate

The US SEC grants the petition for review and rules it would determine what sanctions

6 February 2015

The US SEC issues an order accepting offers of settlement from the Chinese Big Four

26 February 2015

regards to Dahua CPA

The US SEC division of enforcement proposes to withdraw 1ts petition for review with

Source: The Accountant

SEC associate director of the enforce-
ment division Antonia Chion says the set-
tlement 1s an important milestone 1n the
SEC’s ability to obtain documents from
China. “Of course, we hope that it 1s an
enduring milestone,” he continues. “The
settlement provides a path forward for
obtaining enhanced future cooperation
from the Big Four firms.” However follow-
ing the announcement, professor Paul Gillis
tells The Accountant this settlement does a
disservice to investors and argues that US
regulators have capitulated to its Chinese
counter part.

The Accountant: You have maintained that
a comprehensive deal between the US and
Chinese regulators should precede any set-
tlement agreement between the SEC and
the Big Four. Are you surprised by the
announcement:?

Paul Gillis: I think the SEC decided a com-
prehensive deal with China was not possi-
ble, so 1t acted 1n this way to prevent the
disruption to the capital markets that would
have been the consequence of the Big Four

getting banned.

TA: In your opinion, what should be the remit
of such a deal between regulators?

Gillis: The SEC needs unfettered access

to documents in China related to Chinese
companies that list in the US. Chinese com-
panies should not be permitted to list in the
US unless they are able to be subject to all

US laws.

TA: Have the US regulators been foolish let-
ting the Big Four and their clients off the
hook before that regulatory deal 1s achieved:?

Gillis: I think they have capitulated to Chi-

nese regulators, creating the risk that inves-

www.theaccountant-online.com

tors will be hurt in the future,

TA: How will it be different for the fifth firm
involved, BDO China Dahua? Why do you
think this firm didn’t settle the case with the
SEC?

Gillis: Dahua is no longer part of BDO and
it no longer audits US listed companies. |
expect the SEC eventually drops the case
against them. [See box out]

TA: You suggested a settlement before the
regulators’ deal falls short of investor pro-
tection requirements. However, the Big
Four must cooperate in the next four vears
when perhaps such a deal might be already
in place. Could the settlement be considered
a step in the right direction for cross-border
cooperation?

Gillis: The Big Four have agreed to coop-
erate, but China has retained the power to
determine what US regulators see. [ expect
China will be more cooperative than in the
past, unless the case involves a sensitive
1ssue with a state-owned enterprise or a
politically connected individual.

TA: You said the PCAOB shares some of the
blame as it allowed the Chinese Big Four
firms to register despite their potential to
be non-compliant with all aspect of US law.
Could the PCAOB de-register them after-
wards or does it have any other defence
mechanism?

Gillis: I think the PCAOB faces a similar
situation as the SEC. The only meaningtul
action it can take against the firms 1s dereg-
istration, and that is just a step too far.

The PCAOB needs to do inspections, and
perhaps it will be permitted to do so, but
only 1n a way that Chinese regulators can

firmly control.

law judge Cameron Elliot in January 2014
censured and barred the Chinese units ofthe
Big Four from auditing companies that do
businessinthe USfora period of six months.
But the judge determined that Dahua CPA, a
former BDO member firm, should only be
censured and not barred because it was
no longer doing business in that field.

The US SEC enforcement division appealed
this decision arguing that the ruling on
Dahua CPA should he on the same terms
as those against the Chinese Big Four.
Following the settlement between the US
SEC and the Chinese units of the Big Four,
the US SEC enforcement division proposed
to withdraw the portion of its appeal
relating to Dahua CPA. The commission
still needs to rule on this proposal, but
if approved, this would put an end to
proceedings relating to Dahua CPA for now.

TA: Following the July 2014 US-China Stra-
tegic and Economic Dialogue meetings in
Beijing, PCAOB chairman James Doty told
The Accountant he hoped an agreement to
inspect PCAOB-registered mainland Chinese
audit firms could be reached soon. What’s
the difference between the comprehensive
deal between regulators you mentioned and
the one Doty referred to then?

Gillis: I think Doty wants the kind of com-
prehensive deal that I think 1s necessary.
Obviously, the PCOAB deal has not come
and [ believe Doty 1s going to have to decide
between a weak arrangement like the SEC
has achieved, or no deal at all.

TA: Regarding the $500,000 sanction for
violating the SOX Act, vou said 1t neither
punishes the firms nor deters bad behaviour
in such a lucrative market. What would
have been a more appropriate or exemplary
outcome in your opinion? Also it doesn’t
seem clear what findings of the case the Big
Four firms either admit or deny in the settle-
ment agreement. What’s your take on that?

Gillis: A fine of $500,000 1s insignificant
for these firms, Obviously the SEC felt a ban
against the firms would hurt their clients
more than the firms. The language about
not admitting or denying the findings was
obviously crafted to save face for both the
SEC and the firms, but does little for inves-

LOrs.

Additional reporting by Vincent Huck
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Mozambican profession in the making

During a coffee break at the World Congress of Accountant in Rome last November, Mario Sitoe, the first
president of the young Mozambican institute, talked to Vincent Huck about the difficulties of building a
profession at local level bearing in mind the necessities of a globalised world

or the last three years, after three
decades of civil war, followed by
more than 10 years of transition
from a socialist economy to a market
economy plagued by economic scandals,

Mozambique has been building its national
accountancy profession. But local difficul-
ties — legislative, political and economic
— added to the complexity of a globalised
world, mean Mozambique 1s struggling
to match 1ncreasingly high international
standards. Matio Sitoe has been elected as
the first president of the Mozambican Order
of Accountants and Auditors of Mozam-

bique (Ordem dos Contabilistas e Auditores
de Moc¢ambique, or OCAM)

The Accountant: At which state of develop-
ment is the Mozambican accountancy profes-
sion?

Mario Sitoe: The profession in Mozambique
1s 1n a way taking its first steps as a profes-
sion, because up until now anyone could
call themselves an accountant and practise
accounting. So our objective and challenge
at the moment 1s promoting the profession
so that people understand the importance
of accounting. To that effect we’ve launched
OCAM through the law N.8/2012 from &
February 2012. There was a transition peri-
od of a year 1n order to build the institution
and 1ts governance. On 6 June 2013 we had
an election in which all the governing bod-
1es of OCAM were elected and that’s when
[ became the first president of the organisa-
tion.

Since then we’ve been developing the
basis for the development of the profession:
promoting the importance of accounting,
transferring accountancy functions which
were under the dominion of the state to
OCAM, and training professionals.

IA: How many members do you have regis-
tered with OCAM?

Sitoe: We have 2,700 members, of those

2,600 are accountants and 100 are auditors,

10 1 February 2015

TA: So auditing only represents a small pro-
portion of the profession?

Sitoe: Yes, in terms of the number of prac-
titioners, but all the top international net-
works, the Big Four plus BDO, have repre-

sentation in Mozambique.

TA: Regarding Mozambican professionals
what’s their typical profile?

Sitoe: Professionals in Mozambique are very
varied. There are professionals who were
trained in Mozambique, others trained in
Europe and some trained in South Africa,
the latter because of geographical proxim-
ity. At the same time the globalisation of
markets brings people of different origins
to practise in Mozambique. What we want
1s to develop a real Mozambican school,
through the universities and 1n accordance
with international standards and best prac-
tices; this 1s our challenge.

TA: You mention the geographical proxim-
ity to South Africa, 1s the fact that 1t’s an
English speaking country a challenge for
Portuguese speaking Mozambique?

Sitoe: The only thing that divides us from
South Africais the language. But in today’s
world we can’t hide behind the language and
we need to overcome this hurdle because
we live in a world ever more globalised and
interconnected. Even our regional body [the
Pan African Federation of Accountants] 1s
dominated by English. And our atfiliation
with [FAC goes through a greater integra-
tion of OCAM 1n the region, so we need to
stop complaining about the language bar-
rier. We need to find a way to develop our
profession 1n accordance to international

standards and those are in English.

TA: What’s the situation with regards to the
affiliation with IFAC?

Sitoe: It’s work in progress. [ actually met
some representative of [IFAC earlier today.

The criteria of affiliation are on 1ts website,
but there’s always a distance between what
you can read and what you can discuss. So

we presented our projects and our vision to
them. And we also presented the training
programme we’re going to put in place for
the next three years to raise the profile of

our members.
TA: Tell me about your training programme?

Sitoe: We started the process last month.
We're oftering free-of-charge 30 hours of
classes 1n accounting, tax and ethicsin 13
of Mozambique’s main cities, This 1s done
through the funding that we’ve received
from the World Bank in the context of our
cooperation with CPA Ireland.

The beneficiaries of this programme are
accountants, but also agents from the Rev-
enue Authority. It’s true that Mozambican
accountants lack skills, and this has to be
recognised, but tax agents don’t have a suf-
ficient knowledge base for the work they’re
doing either. What we’re saying with this
programme 1s the profession 1s important
and 1t doesn’t matter 1f you're a tax agent,
working on the side of the government,
or an accountant, who works indepen-
dently. What’s important is that everyone
knows and understands accounting, so that
accountants can help clients prepare finan-
cial information and tax agents are able to
control this information.

Also you have to remember that at the
moment we're in a grandfathering period in
which the access to membership at OCAM
15 open to everyone practising accounting.
So there’s a need to homogenise the knowl-
edge base and raise the profile and skills of

our members.

TA: So at the moment if you can
prove that you’re practising account-
ing yvou can become a member of
OCAM? Is that the only requirement?

Sitoe: Exactly, whether you're good or bad
at 1t doesn’t matter, you can become a mem-

www.theaccountant-online.com
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MOZAMBIQUE

B MOZAMBIQUE - MARKET SNAPSHOT

Source: The Accountant: NP= Not provided

National firm International affiliation Joinedin Revenue (%) Total staff Expats Partners Expat partners
BDO Mozambique EDO 21001 4 500,000 127 5 3 Z

Grant Thornton Mozambique Grant Thornton International MNP NP 38 8 3 fs

NNC - Normas, Nameros e Controle HLE International 2014 29,600 6 1 5 1

Moneris Mozambique MSIGlobal Alliance 2013 NP 14 MP 3 MNP

BKSC Auditors & Management Consultants Nexia International 2014 J0O5,700 45 NP Z NP

PKF Mogambique Auditores e Consultares PKF International Limited 2007 350,000 10 fi i 1

ber, because the problem in Mozambique
today 1s that you meet practising account-
ants with doctorates and others who barely
finished high school, so their skills and
know-how fluctuate. And [ don’t mean to
say that the one with the doctorate knows
more; it might be the case that the doctor
doesn’t know very much about accounting,

So trom now up to 2017, people can easily
get 1n, so that we build a strong membership
base for OCAM, but then we’ll filter from
the 1nside. By 2017 those who want to enter
will take an exam. But those already regis-
tered will need to demonstrate by 2017 that
they meet the same requirements as the new
entrants taking the exam. However OCAM
needs to help them 1n this process and that is
what the grandfathering period is all about.

TA: When vou say ‘proof that you are prac-
tising’, does 1t matter if yvou’ve been practic-
ing for one day or 10 vears?

Sitoe: It doesn’t matter, you can enter
OQCAM regardless, but once you're 1in,
there’s a training plan to comply with
independent of your experience and back-
ground. The message 1s 1f you register with
OCAM you have to comply with this pro-
gramme. [f you don’t have the capacity to
follow this process then don’t count on us.

TA: Part of this training programme includes
IFRS. Has Mozambique adopted IFRS?

Sitoe: Mozambique adopted IFRS 1n 2010
in accordance with the law N.70/2009,

But we’ve done so with some filters; we’ve

adopted an accounting system divided in
two: [FRS for large companies and local

standards for SMEs.
TA: Was IFRS implementation a challenge?

Sitoe: Large companies have qualified statt
who can manoeuvre in this process. For

www.theaccountant-online.com

the smaller companies 1t’s trickier. But the
real challenge 1s 1in education, because uni-
versities, the cradle of the profession, lack
knowledge of [FRS.

As I mentoned, as of 2017, a student
qualifying from university who wants to
become an accountant will have to sit an
exam, and we will face some 1ssues 1f the
universities don’t offer curricula that match
this exam requirement. So we’re currently
in discussions with universities to come up
with a plan to tackle this 1ssue.

However, Mozambican universities are
autonomous and independent so 1t’s not
always easy to make our recommendations
heard. But universities will have to realise
that if they don’t follow OCAM’s recom-
mendations, the probability of their stu-
dents failing OCAM’s exam will be high

and in turn their university’s reputation

might suffer.

TA: What about the equivalent of IFRS in the
public sector, IPSAS? Has it been adopted
by Mozambique?

Sitoe: This 1s a work in progress. OCAM is
the sole representative of the profession in
Mozambique, therefore accountants in the
public sector will have to integrate OCAM
as much as accountants in the private sector.

And because we’re dedicated to grow the
Mozambican profession in accordance with
international standards and practice, IPSAS
will become a reality in Mozambique. At
the moment we have the Administrative
Tribunal, the entity which audits the gov-
ernment agencies.

The Tribunal has the power to judge and
condemn and i1t’s completely independent
from government. The report of the tribu-
nal has to be approved by parliament, so it
works in the following way: the government
has to present its budget to parliament,
which has to approve 1t.

Then the budget 1s audited by the tribu-

nal, and in turn this audit 1s presented for
approval to parliament. So there’s some
level of transparency, but this is done on a
local basis which 1s different from the inter-
national standards.

Therefore 1f you ask me now what’s
the state of implementation of IPSAS in
Mozambique, the answer 1s zero. This 1s
our challenge for the coming year and one
we want to tackle. Accounting 1s migrat-
ing from a technical base of dealing with
accounts and balance sheets to a situation
of reporting.

We already accepted and made that move
in the private sector with [FRS; we still have

to take this new reality to the public sector.

TA: Does OCAM also have the role of regu-
lator?

Sitoe: OCAM is for now the regulator. But
there’s a provision in the 2012 regulation
which rules for the creation of an independ-
ent regulator which would join some of the
internal bodies of OCAM with some of the

state agencies and therefore act in a way like
an umbrella organisation bringing together
the functions of OCAM and of the state in
regulatory matters. This regulator will be
called Alta Autoridade Para a Regulamen-
tacao da Profissao Contabil [High authority
for the regulation of the accounting profes-
sion).

TA: How do relations between OCAM and
the state works in terms of regulation?

Sitoe: The state has the initiative for laws,
but for anything to do with accounting,

OCAM would be involved 1n the prepara-

tion of new laws or alteration of existing
ones.

[n the case of an accounting scandal for
example, OCAM has disciplinary powers.
But bear in mind, OCAM doesn’t have the

resources for investigation, and we don’t
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have judges to assess and 1ssue rulings. So
we're 1n a situation where OCAM exercises
the disaplinary work and refers judiciary
works to the state, which will prosecute and
treat 1t as in any other case of delinquency.

But OCAM 1s the initiator of the process.

TA: Is there a deadline or road map for the
creation of the regulatory body?

Sitoe: The law doesn’t specify a deadline;

we’re working on it.

TA: You mentioned CPA Ireland earlier
what’s its role in all this?

Sitoe: The creation and strengthening of
OQCAM is the result of a project funded by

the World Bank. So the World Bank provid-
ed the funds and the service provider select-
ed to support the emergence of OCAM and
the Mozambican profession was CPA Ire-
land. In other words, CPA Ireland 1s, 1n a
way, our godfather.

TA: We've been talking with members of the
Rwandese delegation here at the Congress,
which also had CPA Ireland as their “godfa-
ther” 1n a similar way to OCAM, and they
were a bit critical of the nature of their rela-
tionship. What’s been your experience?

Sitoe: We've very good relations with CPA
[reland and the partnership has been very
fruitful. We made great progress thanks to

our collaboration, and I'm confident that
we will benefit even more from this partner-
ship in future. However [ think I understand
where the criticism might come from. As I
explained earlier, the World Bank 1s funding
the project and CPA Ireland 1s carrying out
the work. But what happened 1s that CPA
[reland subcontracted most of the work to a
consultant [KOSI Corporation], and there-
fore we felt, in a way, that we lacked a close
accompaniment from CPA Ireland.

[’m guessing that’s what the Rwandese
were telling yvou. And I can understand
because CPA Ireland has very strong foun-
dations. It’s one of the most organised
organisations [ know in the world. But giv-
ing help to someone doesn’t mean taking a
model and copy-pasting it somewhere else.

You have to look at the processes and
what 1s the best way to transpose them 1n
accordance to a different reality: different
laws, different cultural beliets and so on.

12 I February 2015

MOZAMBIQUE

But having said that, we’ve very good rela-
tions with CPA Ireland which allows us to
talk and exchange, and point to the mis-
takes and virtues at all times., We met with

them yesterday and talked openly about
this.

TA: And where would vou like to see
improvements?

Sitoe: We want more direct intervention
from CPA Ireland. For example, in the area
of training, what we want 1s for the head
of continuing professional development
at CPA Ireland to come and tell us: “The
admission exams are organised like this,
and corrected like that, the admission of
member 1s done 1n this way and so on’. We
would rather see CPA Ireland do this work
than a third-party.But don’t get me wrong;
those are just ways to improve relations. It

doesn’t mean to say that CPA Ireland and
OCAM are in conflict — far from 1t. We’re
partners and this is all part of a process for
both partners to profit from the coopera-

t101.

TA: Aside from your role at OCAM do you
also practise in a private firm?

Sitoe: I’'m the partner in a small and medium
firm and also work in an institute of public
investments, not as an accountant but as a
director.

TA: What are the challenges in the market
for firms?

Sitoe: The challenges are huge. Until now
culturally a businessman thought his
accountant could be his son, his cousin
or something like that. Because account-
ing was focused on tax and he just wanted
someone who was going to fill in his tax
torms.

What we’re telling the revenue authority
is that there shouldn’t be a single tax form,
whatever 1ts complexity or simplicity, that

should be filed without having been looked

at by a certified accountant. We’re making

progress 1n terms of businessmen under-
standing the importance of the profession,
but the road is long because they’re used
to resolving an accounting issue with $5.
We need and are trying to instil a culture
of accountancy in the country based on
reporting.

The Accountant

TA: You mentioned earlier that there are
very few auditors in Mozambique. What
are the audit requirements for businesses?

Sitoe: For the moment only listed and public
companies have to undergo an audit. There
are talks about putting in place audit thresh-
olds, but it’s not really something that’s on

the table.

TA: Do you have audit rotation rules?

Sitoe: Yes. According to our commercial
code, businesses have to change their audi-
tors every five years. Now some change
every two or three years, but five years 1s
the limit set by the law.

TA: Being here in Rome at the World Con-
eress of Accountants, you get to meet peers
from all around the world; what’s the mes-
sage you share with them about Mozam-

bique?

Sitoe: [ want to highlight that Mozambique
needs to change and we’re working with a
great focus on the culture of accounting,
which 1s a driving force of today’s globalised
world. There 1s a new vision. We used to
practise accounting preparing accounts and
reporting on things that happened 1n the
past, but today it’s about helping businesses
based on what 1s currently happening in the
market. Thisis a radical change.

The Mozambican profession needs
help from all the parties involved: the
government, civil society, business-
men, investors, stakeholders. It’s nec-
essary to understand the importance
of the profession in the economic con-

text; without this no society can evolve.

Note:

CPA Ireland responded to some of the views
expressed in this interview. It said CPA Iveland and
KOSI have worked in partnership onthese projecis.
Itz addition it stated that Peter Rutaremera, presi-
dest of the Institute of Certified Public Accountasnts
of Riwanda (iCPAR), landed the support received
from CPA Ireland and KOSI during the period
of their project in Rwanda (at the IFAC Confer-
errce in South Africa). Separately in writing to Sean
Stweeney as CEQ of KOSI expressed his thanks for
the tireless efforts of KOSL

At the time of publication, iCPAR had not
resporded to The Accountant’s enguiries on the

mratier.
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Bleak prospects ahead for the graveyard of empires

International donors and private investors may well be pouring money down the drain if the
reconstruction of Afghanistan doesnt include a robust accountancy industry able to protect their
investments and the future of the war-torn country’s people. Carlos Martin Tornero investigates

fehanistan’ President Ashraf Ghani

knows a thing or two about state-

buildine. A former World Bank

adviser and an anthropologist by
training, he returned to his country in the
post-Taliban era and served as finance min-
ister in the transitional government between
2002 and 2004,

He did not take part in the subsequent
covernments of Hamid Karzai. Instead he
co-founded the Institute for State Effective-
ness in 2003 with Clare Lockhart, adviser to
the UN and the Afghan government. Later in
2008 both authored a book with the reveal-
ing title of Fixing Failed States: A Frame-
work for Rebuilding a Fractured Word.

It was in that capacity that Ghani gave a
TED talk in Oxford about how to attract
capital for the project of rebuilding a broken
state. In that talk, as early as 2003, he said
that the aid system was broken,

Ghani, though, clarified: “T"'m all for it;
after all, I raised a lot of it. Yes, to be exact,
I managed to persuade the world that they
had to give my country $27.5 billion.”

“And still it didn’t work?™ the host of the
event asked him, to whom Ghani replied:
“It’s not that it didn’t work. It’s that a dol-
lar of private investment, in my judgment, is
equal at least to 20 dollars of aid, in terms of
the dynamic that it generates.”

Ghani concluded the talk stressing that if
the goal is to build states that can credibly
take care of themselves, international aid
must end within a definable period.

Almost 10 vears on from that talk and
Ghani is at the helm of a state whose econo-
my and private sector is still in the makine.
So too are the financial sector and the under-
pinning accountancy industry.

The accountancy profession, which should
provide international donors with assurance,
transparency and accountability when pour-
ing taxpavers’ money into the reconstruction
of Afghanistan is, at present, a shambles.

But Ghani has already shown interest in
the accountancy industry. Offering his own
personal views to The Accountant, Muham-
mad Basheer Juma, partner at EY Ford Rho-

wiww,. Theaccountant-online.com

des Sidat Hyder, says Ghani’s tenure is tipped
to boost the Afehan accountancy profession.
According to Juma, shortly after taking
office Ghani invited the CEOs of the telecom
and banking companies to brief him on what
accounting framework they are following.
Juma says Ghani is the type of leader who
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will be introducing measures to improve
triustworthiness in Afehanistan.

“It’s a sood thing that the president of
a country is asking stakeholders which
accounting framework they are following.
Because of that tone at the top, we're expect-
ing the accounting profession will improve in
Afghanistan, despite the regulation not yet
being in place,” Juma says.

That unotficial briefing with the heads of
the telecom and banking sectors must have
happened at about the time Ghani was about
to attend the December 2014 London Con-
ference on Afchanistan, co-hosted by the UK
covernment, which is one Afehanistan’s top
international donors .

“There are billions of dollars of the Ameri-
cans, billions of pounds of the UK. Interna-
tional donors are also accountable to the
public. They need to respond to their peo-
ple, who should know where their money
has gone,” Juma ohserves,

At the London conference, in his closing
remarks, Ghani mentioned how Afghani-
stan has been successtul, against the odds,
in makine two of the three transitions that
international media had predicted it would
be incapable of making.

First, a political transition from the
authority of Karzai to the sovernment of
national unity that Ghani shares with chief
executive officer Abdullah Abdullah, his
rival in the 2014 election. Secondly, the secu-
rity transition, as the national security forces
prepare to assume their dutyv. And thirdly,
the economic transition.

In that respect, Ghani said that one of the
first things he did in office was to tackle a
“orave risk to the reputation of Afchanistan
called the Kabul Bank™. As such Ghani has
pushed for reopening the court case of this
banking scandal, which occurred in 2010,
and which some commentators say has been
as damaging for Afchanistan as the Taliban
rule.

“You, our partners, don’ need to remind
1s that corruption is a problem or institu-
tion-building is the objective. We own those
and we will deliver,” Ghani said in London.
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The Kabul Bank scandal saw top manage-

ment and shareholders (including relatives of
president Karzai) setting up a Ponzi scheme
which helped them embezzle almost $1bn,
taking advantage of the country’s weak
financial system.

In the absence of robust instututions, the
recovery of such a sum has proved a hard
task. At the time the missing money repre-

sented almost 6% of GDP, making the Kabul
Bank failure one of the largest banking scan-
dals in history, relative to the size of the
Afghan economy:.

In the aftermath of the scandal, journalist
Jon Boone was covering Afghanistan for UK
newspaper 1he Guardian. In one of his dis-
patches about the Kabul Bank case, Boone
reported Ghant’s theory that the bank’s
management was conspiring to destroy the
“too big to fail” bank, in the hopes that the
Americans would quietly rescue it.

[n conversation with The Accountant
from Pakistan, where he 1s now based,
Boone recalls an encounter with Ghani. By
that time he hadn’t formally declared his
intention of running as president of Afghan-
1stan, a rumour he confirmed to Boone 1n
their meetung,.

They met in the garden of Ghant’s house,
“not particularly big or ostentatious” as
Boone recalls, and located not far from
the now ruined Darul Aman Palace, a very
famous building on the periphery of Kabul.

The banking scandal was among the top-
ics they discussed. Now on the back of the
reports informing of Ghant’s determination
to reopen the case and seek tougher penal-
ties for those held accountable, Boone high-
lights the symbolism of that announcement:
“I think this 1s very important to him, a sort
of unfinished business. He was the first post-
Taliban finance minister and played a critical
role 1n setting up a new currency, reforming
the central bank, and getting the banking
and mobile phone industry off the ground.”

At a ume he couldn’t do anything to stop
the corruption. The fact that such illegal
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activity was happening right under the bank-
ing authorities’ noses 1s something that must
have made Ghamni very angry, according to

Boone’s account.

Requlatory vacuum

Before the collapse of the Kabul Bank,
in February 2009, the World Bank (WB)
published its Report on the Observance
of Standards and Codes in Accounting &
Auditing (ROSC A& A). As expected, the
WB’s assessment reflected the situation of a
country thrown into turmoil by decades of
continuous conflict.

As such the ROSC A& A portrayed a
country whose accounting infrastructure
was also left in ruuns after the war. Afghani-
stan, still today, lacks an accounting regula-
tor, a standard-setting authority and a pro-
tessional body.

Financial statements of state-owned com-
panies, a majority of Afghanistan’s economy
given the weakness of its private sector, are
not externally audited. The only promising
exception 1s banks and telecommunication
companies, which should pass statutory

audits (they even should change the auditor
every three years). But more importantly, the
education system 1s also unable at present, to
supply qualified national accountants who
could back the reconstruction of the country
and provide the assurance that international
donors and private investors demand.

The shortage of fully qualified account-
ants has been modestly tackled by importing
professionals from neighbouring countries,
chiefly Pakistan and, to a lesser extent, from
India and Bangladesh.

The ROSC A&A found that in 2009 there
were just 16 audit firms registered with the

Afghanistan Investment Support Agency
(AISA), which 1s tasked with licensing com-
panies, and fewer than 20 qualified account-
ants in Kabul.

The WB staff who prepared the ROSC
A& A 1ssued a number of policy recom-
mendations (see box), which according to
the majority of sources consulted by The
Accountant have not been implemented.

Grant Thornton Pakistan was the WEB’s
consultant for that project. Saqib Rehman

Qureshi, now vice-president at recently fran-
chised firm Grant Thornton Afghanistan,

was closely involved in the ROSC A&A

tieldwork.
Qureshi confirms that the picture captured

by the WB’s report remains a true reflection
of contemporary Afghanistan’s accountancy
profession. However he distinguushes two
layers, international and domestic, within
the industry.

“There 1s no regulator, no oversight, no
prescribed qualification, and no experience
requiremernts to practise the profession.
Therefore if you are not part of a properly
recognised brand and you work under the
strict regulation of the brand i1tself, you don’t
have good prospects and have to face many
problems in Afghanistan,” Qureshi says.

In addition, the way AISA grants licences
to businesses, including accounting firms,
remains a serious Concern.

As Juma points out, there are certain
“indulgers” who get an AISA license and
provide accounting and auditing services
despite lacking the relevant qualification to
do so. “On the licence 1t’s written what type

of activity can be done. There are certain
organisations, like one logistics company,
whose owners don’t hold a professional
accounting qualification but get registered
with AISA and can start their business,”
Juma says.

HLB [jaz Tabussum & Co managing part-
ner [jaz Akber regrets the current “untor-
tunate” system in place to obtain an AISA
licence, which reflects the overall regulatory
gap.

However 1t’s a different story when 1t
comes to tendering for international devel-
opment work. Akber says that international
donors only accept financial services ren-
dered by firms whose partners are chartered
accountants. “The firms should be member
of some recognised protessional body out-
side Afghanistan and have satisfactory qual-
ity rating in the country of origin,” Akber
says.

Ghost firms
Faheem Rauf, partner of FRANTS & Co,

PKF International’s member firm in Afghani-
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1 KPMG Afghanistan 1 26 (Pakistan) | 70 Partner-country director (Said Arab)
z EY Ford Rhodes Sidat Hyder n/a n/a n/a Partner (Muhammad Basheer Juma)
3 Grant Thornton Afghanstan 3 12 (Pakistan) | 35 President (Shahid Ahmed Khan); vice-president (Saqgib Rehman Qureshi)
and partner (Mian Aamir Mumtaz)
& Horwath MAK A 9 {Pakistan) | 55 Managing partner; parter assurance and advisory (Muhammad Abdul Basit)
5 Deloitte n/a n/a n/a n/a
mid- | Alliot Gulf Dubai i n/a 15 Managing partner (Hadi Shahid) and directors (Abid Ali/Danishwar Khan)
el
LD Baker Tilly Mehmood Idrees Qamar 17 5 (Pakistan) | 11 Managing partner (Mehmood Razzak) based in the Karachi and partner
heading Kabul branch and Peshawar office.
BOO Ebrahim & Co {under registration) n/a n/a n/a President (Zulfikar Ali Causer)
HLE Haz Tabussum & Co 4 7 (Pakistan) | 20 Managing partnter ([jaz Akber); two partnersin Afghanistan; full time
country director
Urion Audit Financial Consultancy Services | 3 n/a 16 Managing partner (Zaffar Igbal)
(Kreston International, correspondent firm)
PICF FRANTS 1 17 25 Partner (Qamar All Mumtaz)

reported revenues of $350,000

Source: The Accountant; Notes: (*) Alphabetical order; One firm among the top five reported contracted revenue in 2014 worth $625,000: ane mid-tier firm

stan, says that AISA has introduced a rule
which requires audit firms to count at least
one qualified accountant among their senior
management.

“However, the rule is not monitored as to
whether a qualified accountant is actually
investing significant ime to oversee the regu-
lar business of a firm, such as client accept-
ance, quality assurance, capacity bulding
of the staff and ensuring that deliverables
issued by the firm meet required quality
standards,” Rauf says.

He adds that this situation has allowed
“ghost firms” that don’t live up to the most
basic standards to grow like mushrooms.

Rauf singles out from that category firms
that have international affiliations. Those
international links allow them to follow

international standards and access profes-
stonal resources, such as the ethical code
set by the professional institute or regulator,
which the parent firm might have adhered
LO.

At Baker Tilly Mehmood Idrees Qamar
& Co managing partner Mehmood Raz-
zak, says there are about 62 national and
international AISA-registered firms. In some
of those firms, chartered accountants have
been granted a practise licence from AISA
and then they have delegated the office to
unqualified or partly qualified accountants.

“They hardly visit Kabul and the unquali-
fied staff are signing audit reports on their
behalf even though, under ethical require-

ments, the practising partner should not
delegate his signing authority to an unquali-
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tied or partly qualified accountant,” Razzak
5ay's.

AISA was approached by The Accountant
for comment but 1ts board members were
travelling and unable to give interviews at
the time of writing.

At EY Ford Rhodes Sidat Hyder, Juma
says, perhaps hyperbolically to stress the
huge gap 1n the education system, that any-
body in Afghanistan who’s skilled in the
preparation of spreadsheets or Excel could
be known as an accountant.

“There are a large number of firms whose
partners are not accountants. But because
they have worked with a bank or in the
hinance department of an NGO for a cou-
ple of years, they term themselves account-
ants and there’s nobody stopping them from
doing accounting work,” Qureshi observes.

Muhammad Abdul Basit, assurance and
advisory partner at Horwath MAK UAEFE in
Afghanistan, says the absence of the most
basic regulation 1s proving to be detrimental
to the perceived credibility of the profession.

And yet, Basit notes, major international
donors such as USAID, UNDP or WB requure
high-quality services in the field of audit and
consultancy, which can only be delivered by

experienced accounting professionals.

Challenges
In such an under-regulated environment, the
practitioners working on the ground outline
for The Accountant several challenges they
face in their day-to-day lives.

Juma underscores the lack of legal require-

ments to make statutory audits compulsory
tor companies. “The law does not require
financial statements to be audited, except
when 1nternational donors encourage 1t,”
Juma says. He adds that only audits for
banks are compulsory, as required by the
central bank (known as Da Afghanistan
Bank or DAB). In addition, the main telecom
companies all have Big Four firm auditors
in place,

HLB’s Akber says that in the absence of
regulatory authorities, the reliance on [AS
[FRS becomes fundamental. However
the challenge 1s then at client level: “Mainly
to educate the clients about our require-
ments, which they find difficult to compre-
hend,” he says.

Baker Tilly International’s Razzak also

and

highlights the lack of common reporting
standards as some organisations prepare
their accounts according to the relevant
GAAP and others follow IFRS. As a result
the format of audit reports and financial
statements 1s far from being standardised
throughout the country.

But more worryingly, Razzak says: “Low
balling 1n audit fees and corruption 1n the
selection of auditing firms for audit in pri-
vate orgarusations, NGOs and even at min-
istry levels has become the norm.”

Razzak’s words raises concerns about
audit quality, particularly on the back of
President Ghani’s announcement about reo-
pening the Kabul Bank case.

[t remains uncertain to what extend this
would mean reviewing the conduct of indi-
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viduals directly or indirectly involved in
the case. For example, would it limit, or by
contrast increase the liability of the external
auditors of the ime, Pw(C’s Pakistani mem-
ber firm A F Ferguson?

[nvited to participate in this survey, a
spokesperson for the global network said
PwC doesn’t Scurrently have an active pres-
ence 1n Afghanmistan and therefore wasn’t
available for further partcipation. The Big
Four firm, however, keeps the situation
under review and this may change 1n the
future according to the spokesperson.

Representatives of PwC’s firm 1n Pakistan
were also invited to participate but weren’t
available for comment at the time this maga-
zine went to press.

The case 15 not new — an audit firm caught
in the crossfire of the fall of an insttution
commanded by corrupt managers. A clas-
sic example of the audit expectation gap —
to what extent i1s an auditor the vicum or
the rather negligent party who made things
worse by being unable to detect an account-
ing scandal that emerges at a later stage?

[n any case, the Kabul Bank collapse sent
shockwaves through the entire financial
system. More importantly, it has shaped
the destiny of the accounting industry 1n
Afghanistan, where the Big Four or sull Big
Six firms are different from those 1n more
mature markets (see box ).

Kabul Bank reopened

The findings of the ROSC A& A predated
the banking scandal. The report stated that
the banking sector was at the forefront of

the Afghan accounting industry, featuring
a more stringent legal framework which

requires banks to pass an external audit.

The ROSC A& A also mentioned the pro-
active role of the DAB as banking regulator,

encouraging the use of IFRS and 1ssuing
directives on the appointment, scope, qualifi-
cations and procedures that auditors should
abide to.

Despite the Kabul Bank collapse, the
banking sector 1s still leading the accounting
industry, but one wonders what the findings
of the ROSC would have been had the WB
published the report today:.

Razzak says the case has stirred an uncer-
tainty in the market and placed a question
mark on the integrity of the accountancy
profession as a whole, He says that Pw(C’s

member firm A F Ferguson, being the audi-
tors of Kabul Bank, has been blacklisted in
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Afghamnistan and may be sued for negligence.
“President Ghani’s decision to reopen the
case will bring transparency and account-
ability and it may prove to be a step towards
the development of an ethical business and
professional environment,” Razzak says.

The Independent Joint Anti-Corruption
Monitoring and Evaluation Committee
(MEC) an independent agency working in
Atfghanistan conducted a public inquury into
the Kabul Bank crisis.

The MEC report stated that from 31
December 2008 A F Ferguson became the
auditor of the bank replacing Dubai-based
Behl, Lad and Al Sayegh (now a Geneva
Group International member). The change
was due to a directive 1ssued by the DAB in
which only five major firms were approved
to do the audit of Afghan banks,

In February 2010, the very same month
when the banking scandal broke, A F Fergu-
son had 1ssue a clean audit opimon. Accord-
ing to the MEC report, the auditors con-
cluded that the internal controls and policies
relevant to prepare financaal statements were
consistently applied the Kabul Bank.

“However, this conclusion 1s questionable
given that the Da Afghamstan Bank exam-
iners consistently noted that the bank was
not complying with their own policies and
procedures 1n other areas,” the report reads.

HLB’s Akber says that so far, there
have been no legal reforms. “The recent
announcement by the president of Afghani-
stan to reopen the case will certainly add to
the diligence of the accounting profession,”
Akber says.

He notes, though, that the negative pub-
licity generated has made the accounting
industry to be more careful. That includes
his firm: “ All the partners have decided that
we are not going for bank audits. For the
time being we are not interested until the sec-
tor has stronger regulatory bodies.”

Interestingly enough, Alliot Group’s
Dubai-based member firm Alliot Gulf had

lost its bid for the Kabul Bank contract to
KPMG in 2005. Later that year Kabul Bank
notified the DAB that KPMG would not

conduct the audit because they were pre-
occupied, giving no further explanation,
according to the MEC report. As a result
Alliot reapplied, but the DAB rejected the
tirm again.

With the benetit of hindsight, Hadi Sha-

hid, managing partner of Peshawar-based

Alliott Shahid Hadi, says he’s very grateful
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the firm didn’t get the contract, although he
notes these cases also occur 1n the best coun-
tries of the world. “At that ume it looked
very negative but sometimes losing 1s better.
God 1s kind to human beings much more
than we think of,” Hadi jokes.

PKF’s Rauf believes reopening the case
would be good for the profession if as a
result an audit law 1s passed clearly defining
the role and responsibilities of the auditor.

“The auditor shall then be able to design
procedures and policies in accordance with
these defined parameters,” he says.

At Horwath MAK, Basit says the case has
badly affected accounting firms. He says not
only PwC but Deloitte was delisted from the
DAB’s panel of auditors. “Deloitte has again
started operations here but are not allowed
to do audits of local banks. Deloitte was
reprimanded by name by president Karzai.
Audit firms are very much cautious while
auditing state-owned orgamsations.”

The US Agency for International Develop-
ment (USAID) had been supporting capacity-
building projects at the DAB to help regulate
the banking sector since 2003. One of those
projects was the Economic Growth and
Governance Initiative (EGGI), which ran
from 2005 to April 2011, with a mandate to
provide trainers and experts to build over-
sight capacity, but not to supervise banks
themselves.

To that end, advisors from BearingPoint
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lacquired by Deloitte in May 2009) were
embedded at the DAB.

[n the aftermath of the Kabul Bank col-
lapse, USAID requested the assistance of the
US Ottice of Inspector General {OIG) to con-
duct a review determining whether 1ts statf
or Deloitte’s advisors were negligent in fail-
ing to report the fraud.

Baker Tilly International’s Razzak says:
“The OIG report on the collapse of Kabul
Bank was highly critical of Deloitte’s fail-
ure to warn anyone of fraud at the bank., It
resulted 1n the termination of Deloitte from
the EGGI consulting project.”

In particular the OIG report stated that
BearingPoint and Deloitte advisers had had
several opportunities to learn about the
fraud and that they could have been more
aggressive 1n following up on Kabul Bank’s
problems. As a result USAID staft had fewer
opportunities to be aware of the fraud.
However as the MEC report also noted,
Deloitte’s lead adwviser reportedly indicated
that his professional judgement was “prob-
ably clouded by the Afghanistan context of
incessant rumours of fraud and corruption”.

The Accountant sought Deloitte’s views
about the Afghan industry, but didn’t reply
to the invite sent to participate in this survey.

Boone reported tor The Guardian about
this 1ssue, One of his chronicles mentioned
a frustrated interview with a BearingPoint
consultant who tried to blow the whistle,
allegedly being sacked as a result. On the
phone from Pakistan, Boone recalls how
disappointing this episode was. The whistle-
blower was already back in California and
despite agreeing to talk to Boone, he never
picked up the phone again.

Boone highlights as a sigmficant issue
that those embedded western consultants,
although paid for by international donors,
they actually worked for the Afghan govern-
ment ministries and were possibly subject to
confidennality clauses.

He says: “They had this weird split respon-
sibility and couldn’t actually tell their Ameri-
can paymasters what was going wrong. I
know this was a source of huge frustration to
the American embassy. But those consultants
would have known what was going on.”

Market
At the time of writing there are talks going
on between the International Monetary

Fund and the Afghan Ministry of Finance
to sell the state-owned New Kabul Bank or
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merge 1t with two other state-owned banks.

Grant Thornton Afghanistan replaced
PwC as the New Kabul Bank auditors, and
therefore was given the books of the fallen
banking giant, whose assets and liabilities
are kept separately in a good bank and a bad
bank. Grant Thornton Afghanistan has also
been involved in tasks pertaining to the set-
tlement between the old and the New Kabul
Bank.

Grant Thornton Afghanistan’s Qureshi
says that PwC was not only was blacklisted
but also fined by the DAB, and had to close
its office in Kabul. He says A F Ferguson 1s a
pretty good firm in Pakistan that offers good
quality and points to an 1solated deviation of
standards on the part of PwC at the time to
explain the case,

Qureshi met the partner of PwC who
1ssued the audit report and had a long discus-
sion about the reasons why the firm didn’t
discover the fake numbers delivered by the
Kabul Bank management. “I couldn’t get a

very good response out of it. The other issue

1s that firms were working in Afghanistan
as branch offices, so the main partners were
not here. In a normal situation you can never
1ssue a report until the senior partner checks
it out,” Qureshi says.

He continues: “That was the source of the
whole problem; most of the work might have
been done through the junior and inexperi-
enced staff. That situation happens in branch
offices when the partner 1s not physically
present in the country.”

In that respect Qureshi claims his firm
takes pride in the fact that it’s the only audit
and accountancy firm that has attained
a direct franchise from the international
atfiliation network, “while the rest of the
firms representing international brands in
Afghanistan are operating as branch otfices
of neighbouring countries”.

The newly established practice of Grant
Thornton, however, will have to induct an
Afghan partner within the next three-to-five
years to maintain the franchise, which is very
ditficult to find because of the lack of quali-
tied accountants in the country. That future
partner would add to the current three from

Pakistan.
As HLB’s Akber explains, the links with
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the neighbouring Pakistam profession date
back at least to the 1990s when most inter-
national NGOs made Peshawar their camp
base during the interminable Afghan civil
wars. [hose NGOs approached firms to
provide professional services.

“Subsequently, these NGOs started set-
tling in Afghamstan and they continued hir-
ing chartered accountants firms from Paki-
stan. The firms also started opening offices
in Afghanistan. HLB [jaz Tabussum installed
a partner 1n 2007,” Akber says.

Akber continues: “On paper we’re not a
branch because ’'m a partner in Afghanistan
and Pakistan, in both places. And there’s
a country director sitting permanently in
Afghanistan. [ keep flying between Islama-
bad and Kabul - 1t’s just a 40-minutes
thght.”

Thursday and Friday 1s the weekend 1n
Afghanistan. Akber says that’s when he
returns to Islamabad to continue working,
being back again in Kabul by Sunday.

“I'm almost 67 years old and ’'m continu-
ally working seven days a week, sull leading
good firms in Pakistan and Afghanistan with
four and two partners, respectively,” he says.

Similarly, PKF FRANTS decided to open a
branch in Kabul to cater the needs of clients
operating in the Afghan development sec-
tor. Rauf says the firms have recently been
inducted as member firms of PKF Interna-
tional.

Razzak at Baker Tilly International adds:
“Afghanistan was a war-torn country in
need of accountancy professionals. This cre-
ated the opportunity for firms to enter the
market. And with the US supporting Afghan-
istan to stand on its feet, the market 1s even
more attractive.”

Alliott Group established presence in
Afghanistan in 2005. Shaid says 1t has an
independent firm in Pakistan and a separated
firm 1n Afghanistan with a resident partner
and a resident director.

Grant Thornton has a permanent presence
since 2009 through i1ts Pakistani firm and
now through its franchised Afghan practice.
Crowe Horwath and Baker Tilly Interna-
tional arrnived in 2011.

A newcomer to the market 1s BDO, which
1s 1n the process of establishing a branch
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through its Pakistan firm BDO Ebrahim
& Co, and Kreston International, which
welcomed correspondent firm Orion Audit
Financial Consultancy Services,

[ asked EY’s Juma, what his top 10 firms
in Afghanistan would be. He responds that
although there are no official statistics,
there’s a market perception 1n which the

ranking could be based.
“KPMG 15 known for being the old-

est firm, having entered 12 years ago. We
entered the market in 2009. So I can’t say we
are number one but we’re ranked together
with KPMG. We both have a good relation-
ship with the other when it comes to contrib-
uting to the profession in terms of education
and traiming. Our competition 1s a separate
thing,” he says.

Juma’s perception-based ranking gives
third spot to Grant Thornton, which would
be followed by Horwath MAK and Deloitte,

Juma’s top five makes sense when Hor-
wath MAK’s Basit mentions his competitors:
“KPMG and EY, because PwC and Deloitte
were blacklisted in the Kabul Bank 1ssue.”
He may be deliberately omitting Grant
Thornton, his most direct rival.

Basit adds: “It 1s a small market, semi-
saturated. Customers are not very much
knowledgeable about the nature of their
requirements, Less than 50 audit firms are
registered with AISA and my understand-
ing 1s that more than 90% of the business is
taken by the top 10 firms.”

Asked the same question, HLB’s Akber

stresses there’s no exact data available in
that regard, but ventures to say that no more

than 15 recognisable firms are in the mar-

ket. “While a number of them are small, the
lion’s share is taken by KPMG, EY, Hor-
wath MAK and Grant Thornton,” Akber

says. “HLB’s position comes after the above
named firms but before the cluster of other
medium and smaller firms.”

Akber 1s possibly the most senior Paki-
stani accountant in Afghamstan. All of them
practise in Kabul and are qualified members
of the Institute of Chartered Accountants in
Afghanistan are from Pakistan (ICAP), no
more than 20 1n total according to Akber.
As all the leading accountants in Afghanistan
are from Pakistan, [ ask Akber if they mingle
or hang out together as he seems to know
them all by name.

“Yes, we do. I should be the most senior.
[ still believe that EY partner Muhammad
Basheer Juma is younger than me.” He con-
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A National Steering Committee to coordinate the financial reporting and auditing reforms

| he Accountant

Failed: not formed

& professional accountancy body should be established

Failed: not formed

Accounting and Auditing Board to regulate the profession

In progress®

Eliminate contradictions between existing laws and promote consistency

In progress®

Adopt accounting and auditing standards

In progress*®

Enhance the capacity of all regulators

Failed: uncertainty remains

Forge regional and international collaborations for establishing a professional body

Partly accomplished: ACCA

Accountancy Law

Source: World Bank and the International Monetary Fund; (*) Subject to enactment and implementation of the

tinues the name dropping: “KPMG partner
1s also younger than me. He was previously
my partner when we opened the office in
Kabul but left me and joined KPMG.”

After referring to a few more colleagues
whose names [ can’t catch, Akber says they
usually get together as they complement each
other. There appears to be fair play among
them despite the competition: “The lines
in the market are very clearly marked,” he
adds.

For his part, Razzak says the accountancy
market is regaining its stability after the elec-
tions last year and that political stability 1s
encouraging private investment in Afghani-

Lo ]

stan. “There are 62 national and inter-

national accounting firms registered with
AISA. The top 10 firms account for 60% to
70% of the market share, particularly in the

banking sector, international donors, inter-

national referrals and assignments,” he says.
“We are 1in direct competition with all audit
firms excluding the Big Four, although our
firm approach 1s that we always try to place
ourselves as the best alternative to the Big
Four.”

Citing rough estimates PKF’s Rauf says
the number of AISA-registered accounting
firms, big and small (including the above
mentioned “ghost firms” ), 1s 250 of which
30 are actively working in the market.

Grant Thornton’s Qureshi points out that
the overall marketis attractive and with high
returns, however security risk 1s still a main
concern for Europeans and Americans.

He counts more than 25 registered
accounting firms, with the top six taking
more than 85% of the market share and
naming as competitors KPMG, EY and
Deloitte.

“We have covered almost 70% of the
financial sector of Afghanistan,” Qureshi.
“With three years rotation times, we’ve
audited six of the eight commercial banks,

two of the three state-owned banks and two
of the four branches of foreign banks.”

He adds: “We’ve recently performed the
compliance audit of Afghamstan’s first-ever
exploration and production sharing con-
tract, agreed between the Ministry of Mines
and China Petroleum.”

The firms consulted by The Accountant
for this survey also mention among their
clients the whole spectrum of international
development agencies and their so-called
implementing partners: USAID, the UK
Department for International Develop-
ment, the United Natons Development Pro-
gramme, the WB, the Danish International
Development Agency and the US Special
Inspector General for Afghanistan Recon-
struction, just to name a few,

That gives a clear picture of the depend-
ence on international aid and the lack of a
mature private sector which seems to worry
President Ghani, who envisages a more
ambitious future for Afghanistan’s economy.
But at least the practitioners surveyed by The
Accountant see exciting prospects for the
emerging Afghan accountancy industry.

Rauf points out that Afghanistan’s devel-
oping economy 1s full of opportunities and
has areas with great potential for profes-
sional services that have not been exploited.

“Proposals are under consideration to
adopt and implement [FRS for SMEs,” he
says. “Finance departments of large organi-
sations would need significant resources
to handle such a huge turnover of clients.
Besides audit and assurance, management
consultancy and advisory will also increase
with the evolution of the industry,” Rauf
5ay's.

KPMG Afghanistan director Muhammad
Danish underscores the fact that the econo-
my is primarily dependent of international
donor’s aid money. Unlike the private sec-
tor, where the audit of financial statements
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1sn’t mandatory, aid agencies require tougher
standards. This offer ample opportunities for
Afghan firms and accountants, Danish says,
to progress their careers in the development
sector.

BDO Ebrahim & Co partner Zulfikar
Causer says that if the security situation
improves, Afghanistan i1s expected to experi-
ence a period of economic growth. “Account-
ing firms can play a great role assisting the
capital market and regulators in monitoring
the performances of entities.”

HLB’s Akber agrees and elaborates on the
link between the development of the account-
ancy profession and the security situation.
“US troops will remain in Afghamstan untl
the end of 2016,” he says. “In 2013 every-
body was saying that the troops would leave
in 2014, but because of the US investment 1n
the region, [ was of the view that the depar-
ture would be delayed,” he says.

Silk Route
Akber adds that there’s another reason for
the US to keep 1ts security forces on the
ground: The US 1s working seriously on the
revival of the ancient Silk Route, the ancient
trading roads between China and the Medi-
terranean.

“And the Chinese government 1s going
for it more aggressively, considering open-

ing three routes. One of them would go from
Central Asia through Afghanistan and Paki-

stan. | think that the Silk Route will add to

the trade and business activity in this area.
And accounting services will go up as a
result.”

It that happens the demand for qualified
accountants will skyrocket in Afghanistan.

KPMG’s Danish says that given all the
problems the Afghan industry faces, local
qualified accountants are hard to find, and
an exact number of them 15 not available.

“We estimate that there are not more than
100. Accounting firm heavily relies on expa-
triates mainly coming from neighbouring
countries such Pakistan, India, Sr1 Lanka and
Bangladesh,” he says.

At Baker Tilly International Razzak says:
“ACCA has recently penetrated in the
Afghanistan market and a national profes-
sional accountancy body 1s in the making,.
Therefore, in a matter of years, Afghanistan
will produce enough professional account-
ants to fulfil the market’s needs.”

But in the meantime an issue of concern
for Razzak 1s visas and work permits. He

www.theaccountant-online.com

says: “CA [[CAP qualification] and ACCA

students are called on from Palastan offices,
which creates problems in processing their
work permits and visas due to political rea-
SOns.”

HLB’s Akber says he wrote a letter to AISA
suggesting that the visas of people like them,
who are investing in the country, should
last for five years instead of the current six
months. Every six months the procedure
needs to be resumed. “During that period
we can’t leave the country because we have
to hand the passport to the visa authorities.”

Accountancy law

Among the recommendations outlined by
the ROSC A& A was the enactment of a
law to help the industry get oft the ground.
After five years 1t seems that the Afghan par-
liament will soon pass such a law, which 1s
expected to be the cornerstone of the emerg-
ing profession.

Rod Monger, professor at the American
Unuversity of Afghanistan, drafted the bill as
part of a project financed and commissioned
by the WB. Monger tells The Accountant
that different countries’ regulations were
taken as models, to come up with a modern
law that adapts the most suitable solutions to
the Atghan context.

“It requures using international standards
at every level,” Monger says. “The law 1s
conformed to meet the membership obliga-
tions of IFAC. It’s a sort of a plug and play
approach.”

The law also sets up the education and
experience required to become a quali-
fied accountant. Under its legal provisions,
ACCA clearly gets the upper hand in the
Afghan market. “ACCA 1s written into the
law. It says you have to pass all ACCA papers
to become a licensed accountant,” Monger
says.

In January a delegation of the Afghan Min-
istry of Finance came to London to sign a
Memorandum of Understanding with ACCA
aimed at assisting with the implementation
of the law, which includes the creation of a
national professional body.

Grant Thornton’s Qureshi raises two con-
cerns with regard to the implementation of
the law.

First, he says, the Ministry of Finance
would want to take the control of the situ-
ation, placing the institute and regulator
under its structure. “It’s a bit of a concern in

what direction they will go,” he says.
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_Country

United States 2,237
Japan 857
Germany K37
United Kingdom 387
EU Institutions 253
AsDB Special Funds® 207
International Development 179
Association (IDA)

Australia 166
Mo rway 127
Turkey 121
TOTAL 5,056
source: Ol

The second concern is related to the
requirement of being an ACCA-qualified
in order to become an accountant. “The
ACCA 15 a foreign qualification not specifi-
cally designed for Afghanistan. I'm of the
view that the future Afghanistan Account-
ancy Board should have its own standards,
because 1t’s a primitive economy,” he says.

Qureshi suggests a gradual approach:
“There’s no stock exchange or capital mar-
kets. So mitially you would go over the
simple accounting standards and once the
economy 1s more developed you can have
more complex standards such as IAS 22 [for
business combinations|, derivatives, financial
instruments, etc,”

President Ghani has already served his first
hundred days in office and one of the biggest
challenges for him will be to live up to the
Afghan people’s expectations, presumably
high given Ghant’s brilliant resume.

As The Guardian correspondent Boone
puts 1t, Ghani might ironically be 13 years
too late. To some extent, a politician like
Ghani would have been more usetul, he says,
at a ime when there was much greater inter-
national presence and assistance in Afghani-
stan.,

“Karzai, instead, was a sort of old-fash-
ioned tribal ruler, who did old-fashioned
Afghan politics extremely well. But he was
totally hopeless at a modern technocratic
government. And the Kabul Bank 1s an
example of a government that didn’t under-
stand these 1ssues.”

Now that Afghanistan 1s moving towards
a post-NAT O economy, Boone observes,
some of Karzai’s tribal governance skills

could come in handy just to keep everyone

happy.
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..NOTIGE'_IS M EREBY GIVEN, that the PART-

NERSHIP lately existing between myseif and Mr, James Williamn
TLemas, ae Public Auditors and Aecountants, hag been DISSQOLVED
as from the 17th Angust, 1874, and that oll debts due by the late firm
will be paid by ne, and nll debts i}ug to th.lg late firm will be received by
e nigne, and my receipt alone will be a discharge.

| JNO. H. TILLY,
Yictoria-buildings, Queen Victorin-street, London,
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ESTATES AND BUSINESSES.

S N  Ietabliahed 1843, : .
PERIODICAT SALE OF EEVERSIONS, ANNUITIES,

! . LIFE POLICIES, SHARES, &e,
T[ESSRS, MARSH, YRTTS, & MILNER are
SYL  preparing their printed particulors for the fortheoming Monthly
AUCTION, which is held the FIRST THURSDAY in every month. To
ingure due publicity, particulars of Properties intended to he included
fu the next snle should be forwarded, without delay, to the City Lond
and Reversion Offices, 54, Cannon-street, London.

ESSRS. MARSI, YETTS, & MILNER'S

REGISTER of LANDED ESTATES, Town and Country Resi-
dences, nnd propersy of every desgeription, is published monthly, and
may be obtained ot the Auction, Land, and Estate Agency Offices, 54,
Cannon-ghreet, K., ; or will be forwarded hy post on application.

ORTGAGES ]{::11‘{]111}_]131]?' NEGOTIATED upon
Londed Estates, City Propexties, and npon sound securities of all
kinds, Messrs, MARSEH, YETTS, & MILNER have at the pregsent time
necess to large gums of Money ready to be immedintely advanced upon
&Epr{wed gecurities, —Apply ot the City Loand and Reversion Offices
(Established 1E43), 54, Cannon-street. -

AND.—MARSH, YETTS, AND MILNER,
Land Valuers, ond Timber Surveyors, linve sonumhber of WEATLTHY
BUYERS DESIROUS of INVESTING in LANDED ESTATES.
.ﬁgrit}ultuml and residential ownevs of marketoble properties, wishing
to eliect advantageous sales, nre therefore invited to forward plans and
purticularg, which when received will be judiciously placed befove in-
-tending purchasers free of any charge.—Address Marsu, YeTrs, and
Mirxug, Land and Timber Surveyors, 54, Cannon-street, E.C.

QURREY.—PTEASURE FARM and HUNTING

' BOX.—LEASE for SALE, nominal rent £60, premium £500, forty
winutes from Liendon, Brighton line ; 37 acres good pasture, inexpensive
vesidence, lawn, garden, stabling for ten horses, cow sheds, barns ; good
lunting, field sports; healthy neighbourhood. Immediote possession,
with or without furniture.—Apply to DMessrs. Marsm, YETTS, and

- MiuNer, Land and Hatate Apents, 54, Cannon-street, E.C. Personully
wspected,

o g i

SH.&HKLIN, Isle of Wight—Ior 1mmediate

o4 DISPOSAT, owner having left the Island, n detached FAMILY
3 SIDENCE, occupying & very choice position upon the Tast CIift,

surrounded by residences of the oristocracy and robility, Railway

tommunieation from Ryde. Price £1,800,—Apply to Mesers. Marsy,
ETTS, nnd MriNgr, Land and Istate Agents, 5, Cannon-street,
oudon, ¥.C, Personally inspected,

L — e ———

'SUSSEX_, 40 miles from London, 14 from Brighton.
-, FOR SALE, 257 acres of FREEHOLD LAND, at an agricultural
P¥ice, n o ring fence. Small residence, farm-house, capital buildings,

f,‘j{ftﬂgﬁ: Park-like table-land, game coverts, delightful neighbourhood. -

_Efllﬂ? to an-immediate purehaser £13,000, timber by valuation. A
Plendid site for g snperior residence—Address Messrs. MARSH, YETTS,

LN 2 3 1 ; o
S Land and Timber Surveyors, bd, Cannon-street, London.

on

; KEN T, BECKENHAM.—A very choice Resi-
Weg'tf:}lﬁ?ntml BEstate of 40 acres, 10 miles only by roadfrom the City and
Tiog ﬂ.t?d' A puperior mansion, with primeval forest smroundings, o
the lunﬂrﬂﬂh?ﬂ paxk, and all the accessories of a fivst-class residence,
ingluged very rapidly inereasing in valune. Price, timber and fixénres
And ‘Tim®. aEEEmﬂﬂU-—'—Appl}' to Nessrs, Marsy, YETTS, & MItxer, Land
o Moy Valuers, 54, Cannon Street, London, Pexgounally inspected,

APITAL, LEASEHOLD INVESTMENT (95 B).

J Tobe SOLD, SIX. WELL BUILT HOUSES st King's Cross, all let

to first-class tenants, and producing L£172 per annum, Messrs. HARVEY
& DAVIDS, 126, Bishopsgate Street (Cornhill, E.C.)

SOUTI-IAMP_TON (94 n).—To be SOLD, a first-

clags FAMILY RESIDENCE, containing nine bed and three recep-
tion roomg, stobling and coach-honse, large flower ond kitchen garden,
meadow, &e., in all abont 5 acres. Messrs, HARVEY & DAVIDS,
126, Bishopsgate Street (Cornhill, E.C.)

N THE:- BANK OF THE THAMES (868).—

A comfortable FREEHOLD RESIDENCE to be LET or S80LD,
plengantly situnted in its own grounds of 53 neres, and containing gizht
bed-rooms, bath-room, three recepiion-rooms, with stabling and coech-
iﬂl‘kil_se. D]!flessrs. HARVIEY & DAVIDS, 126, Bishopsgate Street (Corn-

i, E.C.) ;

RIXTON ROAD (83 B).— Desirable investment
)

e e

in shop propérty. To be SOLD, FOUR CAPITAL SHOPS (all
lat), and producing o net income of £127 per annmm. Price £1,100,
Megsrs. HARVEY & DAVIDS, 126, Bighopsgate Street (Cornhill, E.C.)

JFOREST HILL (81 5).—To be SOLD, awell-built
DETACHED TPTRELHOLD RESIDENCE, containing five bed-
rooins, hath-room, three reception-rooms, &c.; good garden, . Megsra.
HARVEY & DAVIDS, 126, Bighopsgnte Street (Cornhill, E.C.) -

41{EEHOLD GROUND RENT of £15 per annum

to be SOLD, well secured on property at FINCHLEY, Messras.
HARVEY & DAVIDS, 126, Bishopsgate Streeti (Cornhill, E.C,).—(75 B.)

MO RTGAGLES. —SECURITIES REQUIRED

for peveral TUNDS smounuting together to £130,000. Interest
from 4 per eent. Messrz. HARVEY & DAVIDS, 126, -Bishopsgate
Strect (Cornhill, E.C.) - 1

MmO LAND OWNERS—WANTED {( PUR-.

CHASE a FREEHOLD ESTATE of from 1,000 tc 3,000 scres.
Would be preferred if coal abounded, Messrs. HARVEY & DAVIDS,

126, Bishopsgate Street (Cornhill, E.C.)

_QlO OO —A large Manutacturing Business for
o 3 Optical, Mothematical, and Scienil:iﬁc Instrumente,
doing a good trade at large profits, is for immediate disposnl in conse-
guence of the time and attention of the proprietor being otherwise
enraged. Itisa well established concern, and ig principally oceupied
in monufacturing articles of seientific ntility and continually Increasing
demand. It is excellently ndapted for any gentleman fond of the manu-
facture of optical or electrical instruments. The premises ave well

- gituatein the City of London, and are held for about 20 years nnexpirved,

ot 8 low reutnl,  Altogether this is a good opportunity for any gentle-
man havine fime and eapital at command to oltain ample and remunera-
tive employment. Apply to Blessrs. John Bath & Co., Accountants,
404, King William Street, London Bridge, 1.C,
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 [MPERIAL HOTEL COMPANY, BLACKPOOL

(LIMITED). -
Capital, £40,000; in 8,030 Shares of £3 each.

VIOTORIA PIER AND PROMENADE HOTEL

COMPANY, SOUTHPORT (Limited). .
Crpital, £60,000; in 12,000 Sheres of £5 each.

QUEEF& THEATRE, MANCHESTER (Limited).

Capital, £40,000; in 8,000 Shares of £5 each.

UNI’I‘ED KINGDOM LAND AND BUILDING
- ASSBOCIATION (LIDITED]), _
Canital, £102,000; in 10,000 Shares of £10 each.
Anplications for Shares in the above Companies may be made {o
ASPHEN and MARSHALL, Acconntants, 88, Barton Arcade, Ban.
chegster, ; =





