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Enterpnses m Ukrame, those not yet pnvatlzed, those already pnvatIzed, and newly orgamzed
pnvate enterpnses, must all account and report accordmg to the statutory system m force
Only those enterpnses havmg Jomt venture relatIOnshIps With Western companIes perform
theIr accountmg m accordance WIth generally accepted accountmg pnnclples whIle

The Cabmet of MInIsters of Ukrame, respondmg to requests by donor agenCIes, has
commItted to adopt mternatIOnally accepted accountmg standards ThIS commItment was
made m 1993 by Rule 326 and confirmed by Rule 403 m 1995 Because of a lack of
educatIOn of accountants and governmental authontIes, and a general lack of trammg m theIr
use, generally accepted mternatIOnal pnnclples and standards of accountmg have not yet been
mtroduced

The Government of Ukrame (GOU) has establIshed a Self-Regulatory OrganIzatIOn (SRO)
called the Chamber of AudItors that has Issued Audltmg Standards and IS supported by an
aSSOCIatIOn of audItors called the UnIon of AudItors and Accountants The Chamber of
AudItors, the UnIon of AudItors and Accountants, and theIr members address Issues relatmg
to the accountmg regulatIOns Issued by the government These organIzatIOns have not yet
dealt With adoptmg mternatIOnal accountmg standards and pnnclples, nor have they formed a
set of generally accepted accountmg pnncIples

EducatIOnal mstItutIOns are teachmg accountmg methods and procedures that comply WIth the
statutory reqUIrements presently m force whIle only superfiCIally addressmg accountmg
pnnclples and practIces that are generally accepted m countnes havmg market-onented
economIes No UnIVerSIty has a separate accountmg CUrrIculum dealIng With InternatIOnal
Accountmg Standards or European UnIon (EU) DIrectIves or any set of Western-style
generally accepted accountmg pnnclples and standards There are mstItutes teachmg
accountmg that mclude a few courses pertammg to Western-style accountmg but no
concentrated courses of study are as yet avaIlable

1

ASSESSMENT REPORT

UKRAINE ACCOUNTING TODAY

In Ukrame today, accountmg regulatIOns are Issued by The Accountmg Methodology
Department of The MInIstry of Fmance These regulatIOns are based on the command
economy statutory system of accountmg The chart of accounts, establIshed by the MInIstry
of StatIstIcs, IS stIll qUIte SImIlar to that establIshed under the former SOVIet system In
summary, the present system of accountIng and reportmg IS pnnclpally responSIve to the state
revenue gathenng authontles PractIcmg bookkeepers, accountants, audItors and enterpnses
are preoccupIed WIth followmg those regulatIOns formulated and Issued by governmental
bodIes

UKRAINE ACCOUNTING REFORM
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3 EstablIsh educatiOnal opportumties and Imtiate educatiOn of the natiOn's
accountants and audItors m the ImplementatiOn, understandmg and applIcatiOn
of generally accepted accountmg pnncipies and practIces based on InternatiOnal
Accountmg Standards and EU DIrectIves

It IS WIth thIS goal m mmd that the followmg SRO, PIlot Enterpnse and Trammg Assessment
Report IS presented

2 Tram and support enterpnses m convertmg to InternatiOnal Accountmg
Standard-based accountmg methods and finanCIal reportmg

1 EstablIsh an accountmg SRO for the promulgatIon of accountmg standards and
pnncipies m support of a market economy

2
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mamtammg a separate accountmg for the Ukrainian authonties All other enterpnses account
for theIr actIvItIes only on the statutory basIs, havmg no understandmg of the need for
management, mvestor, or credItor onented accountmg

The PresIdent of Ukrame has appomted Mrs Alexandra Kuzhel' to head a speCIal presIdentIal
commISSiOn on accountmg reform m Ukrame Mrs KuzheI' IS a member of the legIslature
(Rada), a member of The Chamber of AudItors (one of 20 members), PreSIdent of the Union
of AudItors and Accountants, and head of her own audItmg firm She IS hIghly regarded m
the accountmg profeSSiOn m Ukrame WIth the cooperatiOn of the PreSIdentIal CommISSiOn,
the Cabmet of MInisters, The MinIstnes of Fmance and StatIstICS, and the LegIslature,
Ukrame accountmg reform must, whIle focusmg at the enterpnse level
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B Objective and Scope

As part of an effort to create the SRO, a project was undertaken to assess eXlstmg mstItutIOns,
such as the NatIOnal ASSOCIatIOn of AudItors and Accountants of Ukrame "Account",
InternatIOnal Management InstItute (IMI-KylV), Umon of AudItors of Ukrame, Center for
Accountmg "Balance", and other related mstItutIOns, and to develop a plan for establIshment
of one or more Accountmg and AudIt SROs m Ukrame ThIS report sets forth the findmgs of
that project and mcludes extensIve recommendatIOns for movmg forward

A two-person consultant team (the team) was gIven the mISSIon of provldmg adVIce
regardmg a) establIshmg and mamtammg an accountmg/audlt SRO, mcludmg formulatmg a
mISSIon statement and deslgnmg a strategIC plan, b) establIshmg ItS legal/regulatory baSIS,
adoptmg membershIp cntena, procedures, and by-laws, and c) developmg a publIc relatIOns
campaign, Implementmg workshops and trammg mitIatIVes at a practItIOner level, establIshmg
sustaInable financmg, and determmmg SRO structure

The undertakIng Involved meetmgs With all relevant organIzatIOns m Ukrame, a reVIew of
applIcable laws and charters, IntervIews With a WIde range of representatIves from
government, profeSSIonal organIzatIOns, accountIng and audItIng firms, enterpnses, donor
orgamzatIOns, lendIng InstItutIOns and academIa, presentation of a proposal for
expansIOn/addItIOn to eXlstmg organIzatIOns or establIshment of an addItIonal SRO, outlmmg
a suggested organIzatIOnal structure, and recommendatIOns on the strategIC plan and ItS
ImplementatIon

4
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A Background

UKRAINE ACCOUNTING REFORM

Ukrame IS m transitIOn from ItS current accountmg practIces and financial reportmg to use of
the InternatIOnal Accountmg Standards (lAS) Success m thIs transItIOn depends foremost on
the creatIOn of an accountmg and audIt Self-Regulatory OrganizatIOn (SRO) ThIS SRO would
serve several purposes, among them playa cntlcal role m Ukrame's transItIOn to be more m
alIgnment WIth lAS, promote accountmg reform, provIde Important support to ItS members m
contmumg educatIOn and professIOnal development, uphold and develop gmdelInes to
members on questIOns concernmg ethiCS, mdependence and conflIct of mterest, and gmde
ImplementatIOn of new practices and standards

I INTRODUCTION

The team's recommendatIOns are pnontized m a plan of actIOn mcluded m thIS report

Price Water/lOme LLP 8
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II ACCOUNTING PROFESSION AND THE ROLE OF THE SRO

Thus, an SRO IS defmed as a pnvate organIzatIOn that, subject to governmental oversIght,
assumes speCIfied regulatory functIOns of the government and, m domg so, supervIses ItS
members

A regulatory method that IS bemg used successfully m many markets IS known as self
regulatIOn ThIS approach relIes on selectIve rule makmg, momtonng, and reVIew by the
government whIle dependmg on substantIal cooperatIOn from market partIcIpants that
themselves form SROs

Appendix A contams a lIst of persons and organIzatIOns mterviewed along wIth mmutes of
meetmgs, AppendIx B provIdes a bIblIography of relevant publIcatIOns, AppendIx C presents
a draft strategic plan, AppendIx D presents a draft charter, and Appendix E outlmes functIOns
of each proposed commIttee of the SRO

5
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Accountmg professIOn and the role of the SRO
OrgamzatIOn of the SRO
Enforcement plan
Plan of ActIOn

C OrgamzatIOn of the Report

The mam objective of the SRO would be to call on the accountmg professIOn to respond
pOSItively to the rapIdly changmg enVIronment by enhancmg ItS abIlIty to serve the publIc
interest and to enhance publIc (both foreIgn and domestIC) confidence m the development of
new UkraIman accountmg standards and practIces The professIOn needs to adopt a new
approach to techmcal and ethIcal standards governmg the performance of accountants In a

There are a number of reasons the self-regulatory approach IS used to assIst m the regulatory
process SROs are better able to address concerns beyond those that are purely legal, SROs
can and have establIshed ethical busmess pnnciples that members must follow WIth SRO
regulatIOn m place, the SIze and cost of government (government bemg legIslature or
mmistnes involved m the Issuance of regulatIOns) would be less because the SRO could Issue
standards and regulatIOns that the government would otherWise have to prepare SROs can
address more rapIdly the busmess Impact of a rule and take that Impact mto account more
easIly than government Because SROs draw much of theIr staff from mdustry, they are more
lIkely to be famIlIar With Issues and solutIOns

UKRAINE ACCOUNTING REFORM

The report IS dIvIded mto the followmg sectIOns

PriceWaterhouse LLP _
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study done by The Amencan InstItute of CertIfIed Pubhc Accountants (AICPA) the followmg
seven charactenstics were IdentIfIed as necessary for any profeSSIOn

EstablIshmg performance standards and ensunng theIr relevance and effectIveness Will reqUire
that the SRO playa sIgmficant role and become actIve III communIcatIon and coordmatIOn,
both withm the profeSSIOn and With the publIc The SRO should commumcate to the publIc
the meanmg and sIgmficance of performance standards, the scope and nature of practIce, and
the results of ItS momtonng actIVItIes It must take the lead m IdentIfymg mnovative
approaches to new developments m cooperatIOn With regulatory and professIOnal bodIes as

A profeSSIOn should develop a system of regulatIOn to achIeve a hIgher level of competency
The accountmg/audit professIOn's performance standards mclude four elements

The accountmg/audit profeSSIOn m the Umted States has all these charactenstIcs The
certIficatIOn deSIgnatIOn of CertIfIed PublIc Accountant (CPA) demonstrates that the holder
has met certam educatIOn and expenence requIrements, has passed a comprehensIve
exammatIOn shOWing mastery of a body of knowledge, and serves as the baSIS for offenng
legally restncted servIces

6
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The SRO, among other thmgs, would emphasIze mamtenance of hIgh standards for entry mto
the profeSSIOn, aSSIst m maintammg competence through contInumg profeSSIOnal educatIOn,
establIsh performance standards, Ie techmcal and ethIcal standards that prOVIde gUidance for
performmg profeSSIOnal servIces and procedures for achIevmg complIance With those
standards, and aSSIst m Implementmg accountmg reform

1. Standards of skIlls and competence for entenng the professIOn and for contmumg the
nght to practIce,

2 Techmcal and ethIcal standards that serve as performance goals and norms for
measunng departures,

3 Quahty control pohcles and procedures to momtor and encourage complIance WIth
techmcal and ethIcal standards, and

4 An effectIve dISCIplInary system to Impose penaltIes for performance or conduct that
departs from estabhshed norms

1 A body of specialIzed knowledge,
2 A formal educatIOn process,
3 Standards governmg admIssIon,
4 A code of ethIcS,
5 A recogmzed status mdicated by a hcense or a special desIgnatIOn,
6 A publIc mterest m the work that the group performs, and
7 RecogmtIOn by the group of a SOCIal oblIgatIOn

UKRAINE ACCOUNTING REFORM
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

Enhance the prestIge and credIbilIty of the professIOn and newly establIshed SRO,

Safeguard the publIc mterest, and

ProvIde gUidance for the professIOn

Assure ObjectIvIty and mtegnty m the performance and delIvery of serVIces,

7

GIve pnmary emphaSIS and attentIOn to assurmg the ImplementatIOn of the accountmg
reform m Ukrame,

well as WIth accountmg and auditmg firms, to achIeve greater complIance WIth standards
The SRO must assume the role of a natIOnal accountmg body m whIch membershIp represents
the highest level of professIOnal achIevement It should be perceIved as a body that
contmually momtors and stnves to Improve the qualIty of ItS members' professIOnal work The
relevance and effectiveness of performance standards are measured by whether they serve to

Recogmze the paramount role that the professIOn plays m the financIal reportmg
process,

The professIOn and the SRO must emphasIze the Importance of Implementmg reportmg
standards m fmancial statements, and that these statements be prepared m conformIty WIth
InternatIOnal Accountmg Standards (lAS) In reportmg on financial statements, a practitIOner
may issue audIt, revIew, or compIlatIOn reports The usefulness of these reports to mvestors
and credItors would be eVident from relatively efficIent capItal markets operatIOns and lendmg
practIces Regulatory bodies use financIal statements m vanous ways m theIr activItIes
Legislators rely on fmancial statements m formulatmg polIcy and m carrymg out theIr
oversight responsIbIlItIes Owners of enterpnses use financial statements m busmess decisIOns
and m evaluating management The role socIety has assIgned to professIOnalIsm m the
financIal reportmg process Imposes a great responsibIlIty Thus, performance standards and
practIces should be establIshed, first through educatIOn and remedIal or corrective actIOns, but
ultImately through discIplmary actIOn The effectIveness of standards m the pnvate sector
wIll depend on systematIc momtonng and correctIOn by the SRO

Price Waterhouse LLP 8
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

III ORGANIZATION OF THE SRO AND TRAINING

We recommend that the SRO be organIzed mto the followmg commIttees

Practices and Standards EstablIsh practIces and standards, Implement tranSItIOn to
lAS, develop regulatIOns, polICIes and standards, promote adherence and use of lAS

Publzc RelatIOns Represent the accountmg and audIt profeSSIOn and advocate ItS pomt
of VIew, promote legIslatIOn on accountmg and audIt reform, organIze the SRO's
actIvItIes, and coordmate With other domestic and mternatIOnal professIOnal accountmg
and audItmg organIzatIOns -

Membership RecrUit new members, attend to speCIalIzed SkIlls, mcludmg tax,
management accountmg and mformatIOn technology to help raIse members'
understandmg of these tOPICS and asSISt members m practIcal applIcatIOn by Improvmg
theIr techmcal knowledge

8

Trammg Develop formal trammg programs to foster profeSSIOnal development and a
hIgh level of skIlls and practIces, create an exammatIon system based on profeSSIOnal
standards for publIc accountants, promote contmumg profeSSIOnal educatIOn, dIstnbute
techmcal publIcatIOns, Journals and brochures

Development of Its staff should be a hIgh pnonty for the SRO The agenda for the SRO
proposed m thIS report allocates sIgmficant responsIbIlItIes to the vanous commIttees of the
organIzatIon WIthout a well-tramed staff, these responsIbIlItIes cannot be carned out
effectIvely We recommended that the SRO as soon as possIble establIsh a Board of
DIrectors (Board) to manage and supervIse actIvItIes of the SRO The Board would consIst of
no less than five and no more than mne members The Board members may mclude
representatIves from mdustry, academIa, accountmg and audIt firms, and the bankmg sector
The Board would elect a chaIrperson In addItion, appomtmg a deputy to assIst m the SRO's
admimstratIOn would be helpful so that the chaIrperson could concentrate on polIcy matters

A OrganIzatIOn

Price HfIterhouse LLP fit

It IS also Important that the SRO stnve over tIme to be financIally self-supportmg Dues
should be collected m connectIOn With admIssIOn for membershIp and fees should be charged
for trammg and contmumg educatIOn programs By collectmg dues and fees, the SRO can
fmance a part of ItS actIvIties and eventually support all of ItS operatIOns and staff Other
sources of support mclude donatIOns from the accountmg/audItmg profeSSIOn, donor agencIes,
and the busmess communIty
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

B Trammg

1. The contmumg profeSSIOnal educatIOn program should be structured to allow members
to select courses SUited to theIr partIcular profeSSIOnal actIVItIes,

ProfessIOnal EthlCS ProvIde gUidance to members on questIOns concernmg
mdependence, confidentIal client mformatIOn, and conflIct of mterest, enforce
pronouncements on ethICS Issues and adherence to a Code of ProfessIOnal Conduct

2 Vanous alternatIves to fulfill the reqUirements should be allowed, such as self-study
courses, home VIdeos, and teleconferences Moreover, conferences and semmars
conducted by the SRO should be a regular part of the profeSSIOnal lIfe of most
members

9

Such requlTements Will enhance the attractIveness of the certIficatIOn m many areas and
mcrease the value of members' skIlls It WIll help all segments of the profeSSIOn and
promote WIder publIc acceptance of members' competence and expertIse

All of the commIttees should be under the supervISIon of the Board In addItIOn, the SRO
should create an AdVISOry Board that would mclude representatIves from varIOUS mdustnes,
other professIOnal organIzatIOns, academIa, bankmg and mvestment mstitutIOns, accountmg
and audltmg firms, and enterprIses The AdVISOry Board would act as an adVIsor to the SRO,
conduct studIes on dIfferent Issues concernmg the profeSSIOn, and evaluate varIOUS proposals,
poliCIes and regulatIOns before passmg them on to the Board for a final vote AppendIX C
contams a proposed organIzatIOnal chart for the SRO, both at the tIme of start-up and at some
tIme three to fIve years m the future The organIzatIOn and the proposed commIttees are
simIlar to the structure of the AICPA m the Umted States

The SRO should establish a set of umform natIOnal contmumg profeSSIOnal educatIOn (CPE)
reqUirements for all members Such reqUirements, developed over the next two years, wIll
ensure that all members mamtam theIr profeSSIOnal competence The obligatIOn of certIfIed
accountants to mamtam acceptable levels of competence IS WIdely recogmzed A unIform
CPE reqUirement IS the best means by whIch that obligatIOn can be dIscharged All SRO
members, mcludmg those m mdustry, government, education, and other actIVItIes WIll be
reqUired to meet CPE reqUirements, set by a Trammg CommIttee and approved by the Board,
m order to mamtam membershIp m the SRO The SRO WIll establish CrIterIa for courses that
qualify for credIt The Trammg CommIttee WIll contmue to develop CPE courses SUitable for
SRO members, mcludmg courses SUitable for members not m publIc practIce To
accommodate the needs and avaIlabIlIty of most members, the follOWIng recommendatIOns
should be followed by the Trammg CommIttee

Price Waterhouse LLP e
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

IV ENFORCEMENT

We also recommend that the SRO develop close ties WIth mternatIOnal accountmg
organIzatIOns, mcludmg Amencan Management Accountants (AMA), and the InternatIOnal
Accountmg ASSOCIatIOn (IAA), both headquartered m New York

We recommend that after receIvmg general trammg through semmars and workshops select
groups of SRO members be sent to other SImIlar SROs WIthm the NIS or Eastern Europe to
work With theIr counterparts m those SROs These tnps would take place after the SRO has
demonstrated Its effectIveness PotentIal destmatIons for such VISIts mclude Hungary and the
Czech RepublIc, espeCIally because these countnes have recently undergone accountmg
reform We Will proVIde USAID With speCIfic places and dates at a later time

To carry out the responSIbIlIties aSSIgned to them, all members of the SRO's commIttees must
receIve extensive trammg General trammg can be proVided by USAID consultants Pnce
Waterhouse consultants wIll hold trammg programs throughout the duratIOn of the task order
and wIll concentrate on speCIfic Issues so that committee members can understand their
responSIbIlItIes In addItIOn, a Pnce Waterhouse consultant WIll be aSSIgned to work WIth the
SRO on a full-time baSIS and can proVide gUIdance on an ad hoc baSIS For more detaIls on
trammg, see Phase I of the Trammg Work Plan

10

Perhaps the most Important recommendatIOn regardmg the accountmg profeSSIOn IS that the
standards that are adopted must be enforced PromulgatIOn of accountmg pnncipies and
audItmg standards, as well as lIcensmg reqUIrements for profeSSIOnals, IS useless If the
standards and reqUIrements are not applIed ThIS can best be accomplIshed by havmg SRO
staff work closely WIth lIcensed accountmg and audItmg firms m Ukrame to formulate
diSCIplInary procedures and meanmgful sanctIOns

The new and expandmg scope of services and the large body of knowledge that profeSSIonals
must master reqUIre that the SRO take actIOn to ensure that the professIOn wIll have an
adequate supply of entrants With a sound educatIOnal base to meet future demands The SRO
Will vigorously promote a 5-year degree educatIOn program m UkraInIan UnIVersIties as a
baSIC reqUIrement for entenng the profeSSIOn POSItive and direct actIOn by the SRO Will send
a strong SIgnal to the mstItutIOns of hIgher educatIOn concerned With developmg acceptable
education programs and Will enable those mstitutIOns to mobIlIze the necessary resources to
establIsh the reqUIred programs and to develop the reqUIred faculties for that purpose ThiS
Will certamly be a gradual process m Ukrame

PriceWaterhouse LLP _
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- UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

• A clear set of rules of profeSSIOnal conduct,

• A requIrement that all members of the profeSSiOn accept the SRO's rIght to
Impose dIscIplmary measures on them,

• An appeal process that allows a member who has receIved sanctIOns to appeal
to the Board, then pOSSIbly to the Ukramlan SEC or the courts

Because the court system does not possess financIal sophIsticatIOn, the SRO must develop Its
own mternal dISCIplInary and enforcement system to mamtam the mtegnty of standards of the
accountmg profeSSIOn The system should mclude, at a mmImum, the followmg

11PriceWaterhouse LLP e

• A clear set of procedures for conductmg discIplmary mqumes and hearIngs,
mcludmg the selectIOn of a heanng board consIstmg of 3 to 5 peer members,
and rules for gathermg eVIdence of wrongdomg and conductmg hearmgs, and

At present there are several governmental agencIes claImmg authorIty over varIOUS segments
of the capItal market processes, mcludmg areas affectmg the accountmg/audIt professIOn The
fact that regulatory power IS WIdely dIspersed complIcates the mISSIOn of the SRO,
particularly wIth regards to enforcement The SRO should InItIally concentrate on those areas
regulated by one legIslatIve body, such as the Rada In the future the SRO could expand to
address areas regulated by other agenCIes

a The SRO must work closely wIth the eXIstmg mfrastructure of accountmg and audItmg
mstItutIOns

b The Ukramlan court system does not possess the financIal sophIstIcatIOn necessary to
resolve accountmg/audItmg dIsputes

The creatIOn of an effectIve enforcement program wIll need to accommodate certam umque
features of the Ukralman regulatory envIronment Two of these features are partIcularly
sIgmficant and reqUIre further attentIOn

Finally, some accountants and audItors WIll choose not to become members of the SRO ThIS
SItuatIOn will pose a challenge for mamtammg mdustry standards through seif-disciphne
because such persons WIll fall outSIde the JunsdIctIOn of an SRO and ItS enforcement
mechanIsms Therefore, an accountmg/audIt SRO WIll want to press the government to take
prosecutonal actions agamst non-members who a) falsely Imply that they are members of the
SRO, or b) make substantial misrepresentatIOns, commIt serIous errors m the performance of
theIr work, or commit fraud As a final measure, an accountmg/audit SRO may eventually

I

want to press the government to acknowledge the SRO as the sole representatIve of the
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ThIS report sets forth many recommendatiOns for estabhshment of the accountmg and audIt
SRO m the Ukrame The purpose of thIs sectiOn IS to estabhsh pnontIes for ImplementatiOn
of the prmcipal recommendatiOns

professiOn and reqUIre that all persons actmg as accountants or audItors become members
ThIS step WIll allow for effectIve self-dIscIphne over the entue professiOn
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UKRAINE ACCOUNTING REFORM

V PLAN OF ACTION

We recommend that the followmg actiOns be taken

Adopt the organIzatiOn plan as presented m OrganIzatiOn,

Adopt Charter as presented m AppendIx D,

Select Board of Duectors,

Elect Chairperson,

Schedule Board and SRO meetmgs,

Adopt a strategIC plan as presented m AppendIx C,

Begm ImplementatiOn of the strategIC plan,

Appomt DIrectors of the CommIttees,

Implement trammg programs as recommended m Trammg ,

Implement an enforcement plan

Price Waterhouse LLP 8

ASSESSMENT REPORT
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4. Promote, Implement, and sustam accountmg reform at the enterpnse level

B Objective and Scope

2. Implement methodologIes and tools reqUired m utIhzmg lAS at the pIlot enterpnses

3. Increase the expenence and capaCIty of UkraInIan accountants and audItors m workmg
with lAS

14
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5. ProVIde profeSSIOnal aSSIstance to the pnvate sector In finanCIal management areas

A Background

1. Tram the appropnate representatIves of the pIlot enterpnses m understandmg and
applymg lAS

UKRAINE ACCOUNTING REFORM

The objectives of the Ukrame Accountmg Reform Project that pertam dIrectly to the pIlot
enterpnses are

The USAID Ukrame Accountmg Reform Project advocates the use of the InternatIOnal
Accountmg Standards (lAS) as promulgated by the InternatIOnal Accountmg Standards
CommIttee (lASC) The use of lAS reqUires the development of new accountmg systems and
trammg m theIr apphcatIOn Enterpnses need assIstance In developmg and applymg these
lAS-based systems, as well as mtensive practical trammg m theIr use ThIS trammg
reqUirement mcludes local profeSSIOnal accountants and audItors as well as enterpnse
accountants, managers, and owners

Ukrame IS m transItIOn from a command economy to a market economy ThIS transItion
reqUires an understandmg of the Importance of creatmg an economIC enVIronment that attracts
and retains mvestors Furthermore, It reqUires Improved mformatIOn to allow managers and
owners to operate efficIently, optImIze performance, and enhance the value of theIr
enterpnses In order to accomphsh thIS, the eXIstmg accountmg framework must be changed
Ukrame needs an accountmg structure that generates financIal statements acceptable to global
finanCIal markets and understandable by foreIgn mvestors ThIS structure must also provIde
for the apphcatIOn of best management practIces whIle stIll complymg wIth Ukrame's tax and
governmental reportmg reqUirements

I. INTRODUCTION

Price WaterhouseLLP _
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

V PLAN OF ACTION

IV. INFORMATION ON PILOT ENTERPRISES

II :METHODS USED TO ATTRACT PILOT ENTERPRISES

III. SELECTION CRITERIA FOR PILOT ENTERPRISES

15

AppendIX G contams memoranda of the formal mtervIews WIth the enterpnses

Comcldental With thiS, the capabilities of UkraIman accountants and auditors Will be mcreased
through trammg and dIrect applicatIOn on the pilot ImplementatIOn AdditIOnally, sustamed
accountmg reform wIll be promoted at the pilot enterpnses The pIlots wIll be on the leadmg
edge of the transItion from the command economy to the market economy

AppendiX F contams a copy of the Kiev News advertisement seekmg pilot enterpnses

C OrganIzatIOn of the Report

Five Kiev-based enterpnses were selected as pIlots The reasomng behmd thiS number and
geography was based pnmanly upon our assessment of the amount and nature of effort
reqUired to achieve the obJectives, balanced agamst the resource constramts of the project
Resource constramts mclude the Kiev-based techmcal, trammg and managenal support staff
If enterpnses were selected from outside Kiev, support would be less avaIlable to them If
more than five enterpnses were selected, the quahty of the techmcal, trammg and managenal
support would be stretched too thm The concentratIOn on the five Kiev-based pilots wIll
have a positive mfluence with respect to lAS ImplementatIOn m their mdustnes and the
economy as a whole By the end of the project, the management group and accountmg staff
of these pilots Will (a) develop a better understandmg of the lAS-based fmanclal and
managenal accountmg mformatIOn and reportmg, (b) be mtroduced to the monthly finanCial
statements m accordance With the lAS, (c) gam an appreciatIOn for the benefits of managenal
and fmanclal accountmg, and (d) become familiar With the concept of mternal accountmg
controls for an enterpnse The pIlot team Will mclude representatives of local audltmg firms
Ukramlan accountants and selected staff from the pIlot enterpnses Will carry out the work on
accountmg systems at the enterpnses The first reports Will be the baSIC finanCial statements
for the quarter ended March 31, 1996

The remamder of the Assessment Report for the Pilot SelectIOn Phase of the Ukrame
Accountmg Reform Project IS diVided mto the follOWing sectIOns

Price Waterhouse LLP _
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UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

II. METHODS USED TO ATTRACT PILOT ENTERPRISES

III. SELECTION CRITERIA FOR PILOT ENTERPRISES

As these formal mtervIews were conducted, the followmg cntena were used as a foundatIOn
for presentatIOns, questIOns, and responses and as a gauge for determmmg whether the
enterpnse should be conSIdered as a pIlot enterpnse

Thirty-two (32) enterpnses were contacted PW staff gave an mtroductory presentatIon,
includmg and overvIew of the project, and mtervlewed each candIdate Through thIS process
It was determmed that the enterpnses were eIther pnvatIzed or new entrants The
apprOXImate SIze and scope of the operatIOns were also determmed

To IdentIfy prospective pIlot enterpnses, Pnce Waterhouse (PW) representatIves called and/or
VISIted accountmg and audltmg firms, banks, lendmg mstltutlons, mvestment funds, legal
firms, academICIans, government representatIves, and donor organizatIOns PW also ran an
advertIsement on March 14 m the KIev News seekmg pIlot enterpnse candIdates A copy of
thIS advertIsement IS mcluded m AppendIX F

16

The formal mtervlews WIth the enterpnses mcluded two or three members of the Pnce
Waterhouse staff The enterpnses were generally represented by the chIef accountant, another
key manager and, on some occaSiOns, the owner AppendIX G contams memoranda of the
formal mtervlews WIth the pIlot enterpnses The goal of the mtervlews was to achIeve an
openness so that the enterpnse could assess ItS mterest, consldenng the full scope of ItS
commItment and reqUired efforts The goal for these mtervlews was to ascertam the extent to
WhICh the enterpnses satIsfied the followmg cntena, lIsted m order of theIr Importance

In an attempt to add to the reach and Impact of the pIlot ImplementatIOns, PW pursued the
followmg leveragmg strategIes The first approach centered on the pOSSIbIlIty of havmg
investment funds partICIpate m the pIlot ImplementatIOn from the perspectIve of theIr
mvestment portfolIo For a vanety of reasons, the mvestment funds contacted were not
mterested The second strategy mvolved the posslblhty of attractmg several enterpnses m the
same mdustry One such enterpnse cluster m the apparel manufactunng mdustry was
identified When contacted, two of these firms, apparel manufacturers Zhelan and Voromn,
demonstrated mterest, and they were selected as pIlot enterpnses These two firms share
some of the same ownershIp Even these two enterpnses represent dIfferent parts of the
apparel mdustry, as Zhelan creates ready-made SUItS, whIle Voronm creates custom-taIlored
SUItS As a result of the preVIOUS command economy, there are stIll few clusters of
enterpnses m any mdustry m KIev

Price Waterhouse LLP e
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• UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

IV. INFORMATION ON PILOT ENTERPRISES

COMPETITION=> CommItment strengthened by competItIOn

CAPITAL=> An acute need of addItIOnal capital

CONTROL=> RecogmtIOn by owners and managers of the need for adequate
management control

17

Three pilot enterpnses were selected after the formal mterviews AppendIx G contams the
mmutes of the formal mtervlews WIth these enterpnses The followmg are the selected pIlot
enterpnses·

Another motIvator IS competItIOn SIgmficant competItIOn eXIsts In the product and capItal
markets The InfOrmatIOn provIded by the pIlot ImplementatIon WIll assIst management m
such areas as product pnCIng, cost optImIzatIOn, profIt plannIng, and the determInatIOn of
capItal reqUIrements ThIS kInd of InfOrmatIOn wIll allow decIsIon-makers to take the actIOns
necessary to compete successfully for customers and capItal

COM.MITMENT=> The motIvatIOn of the enterpnse's stakeholders to Implement the new
accountmg structure (lAS)

The owners and managers must be keenly aware of the need for optImum control over theIr
enterprises They must be aggressIvely seekmg ways to accomplIsh thIS lAS ImplementatIOn
will contnbute to theIr success The InfOrmatIOn generated by the system and the traInIng that
they WIll receIve WIll empower them to be better Investors and managers

We consIder thIS cntenon to be the most Important The pIlot enterpnse must be WIllIng to
persevere In the challenges ahead, and to commIt ItS resources, tIme, energIes and
cooperatIOn.

PriceWaterhouse LLP e

To persevere through the proJect, the pIlot enterpnse needs sustaIned motIvatIOn The
reqUIrement for capItal IS a pnmary motIvator The financIal markets are becomIng
IncreasIngly global There IS substantIal competItIon for thIS capItal The partIcIpants In these
markets are seekIng financIal InfOrmatIOn that complIes wIth the lAS If there IS a need for
capItal, there IS a need for these lAS-based financIal statements
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2 MIchael Voromn

• DesIgns, manufactures, and sells ready-made men's SUItS
• 570 employees producmg sales over $2 mIllIon
• Most sales are domestIc
• OwnershIp by MIchael Voronm (10%), an Austnan mvestor (50%), employees

(35%), and others (5%)
• Pnvatized m 1991
• Profitable per local reportmg
• MIchael Voronm provIdmg workmg capItal

18
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DesIgns, manufactures, and sells custom-tailored men's SUItS and topcoats
70 employees producmg annual sales of $250,000
All sales are domestIc
OwnershIp by MIchael Voromn and two other employees (35%) and an
Austnan mvestor (65%)
Profitable per local reportmg
New entrant

DesIgns, manufactures and sells roof cover repaIr machmes, provIdes roof
repaIr servIces, sells, as a dealer, roof cover matenals
31 employees producmg annual sales of $500,000
All sales are domestic
OwnershIp by a pnvate constructIOn company (45%), a company that provided
part of the start-up capItal (25%), and a RUSSian company that markets the
DAX technology m RUSSIa (30%)

• CapItal mcludes 5-year loan from European Bank for ReconstructIOn and
Development (EBRD) through Gradobank

• Profitable per local reportIng
• New entrant

The Ukrainian government counterparts WIll nommate the fourth and fifth pIlots as part of
theIr particIpatiOn m the SRO

1 Zhelan

•
•
•
•

•
•

3. DAX

•

•
•
•
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• UKRAINE ACCOUNTING REFORM ASSESSMENT REPORT

ThIS report sets forth the lIst of prospectIve pIlot enterpnses and the cntena used In selectIng
them The goals of the pIlot phase of the proJ ect are to Implement the lAS In the pIlot
enterpnses and to mcrease the expenence and capacIty of the mdlgenous accountmg and audIt
professIonals. The purpose of thIS section IS to delIneate the actIvItIes necessary to
accomplIsh these goals

I,
I
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V PLAN OF ACTION

• Select the remaInIng two pIlot enterprIses

• Form and tram the pIlot ImplementatIOn teams

• Implement effectIve accountmg systems based on the lAS

• CompIle management reports and lAS-based financIal statements

• Tram management and ownershIp In the use of financIal InfOrmatIOn

• Analyze the InfOrmatIOn from the lAS-based system WIth management

• Conduct project completIOn and evaluatIOn semmars

PriceWalerhouse LLP e 19
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B ObjectIve and Scope

• Users of accountmg mformatIOn, mcludmg
a managers, owners, and other stakeholders
b mvestors and lenders

• Producers of accountmg mformatIOn, mcludmg
a subcontracted mdIvlduals and firms assIstmg the contractor
b enterprIse accountmg staff

• OversIght and regulatory bodIes, mcludmg
a SecurItIes CommIssIon
b Mmistry of Fmance
c AcademIa

21
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UltImately, trammg WIll support the broader goals of the proJect, whIch mclude the adoptIOn
and ImplementatIOn of InternatIOnal Accountmg Standards m several pIlot enterpnses To thIS
end, PrIce Waterhouse WIll employ a trammg strategy that wIll address both the common and
the unIque needs of key stakeholders m thIS project, among them

Our techmcal and pedagogical approach to the trammg component of thIS project WIll
emphasIze the necessIty for partICIpants to understand first how financIal mformatIOn IS used
outSide the offices of regulatory and tax authOrItIes As the prIvate sector contmues to
develop m Ukrame, managers, lenders, and mvestors WIll rely more heavIly on accurate and
detaIled finanCIal mformatIOn to develop strategIes to compete m a rapIdly changmg
enVIronment Regulators, lIkeWIse, wIll depend on better financIal data m makmg polIcy
deCISIOns which promote economic growth PartICIpants, therefore, must come to understand
and ultImately leverage the power of financIal mformatIOn In theIr decIsIOn-makmg processes

UKRAINE ACCOUNTING REFORM

A Background

Accountmg reform IS a key element m mcreasmg the competItIveness of enterprIses operatmg
m an emergmg market economy The development of financIal mformatIOn and ItS
apphcation to the decisIOn-makmg processes of managers, lenders, mvestors, and regulators
depends on a clear understandmg of how financIal mformatIOn IS collected, analyzed, and
reported The ObjectIve of the trammg component of thIS project, therefore, IS to provIde
practIcal tools for both producers and users of financIal mformatIOn and to enhance their
abIlIty to use thIs mformatIOn m theIr roles as decIsIon-makers

I. INTRODUCTION

PriceWaterhouse LLP e
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II PROGRAM CONTENT AND TRAINING DESIGN

To that end, the trammg program wIll begm With an mtroductIOn to the conceptual framework
underlymg the InternatIOnal Accountmg Standards and thelf goals DIscuSSIOns and ultImately
the ImplementatIOn of key accountmg pnnclples will follow In addItIOn, partiCIpants WIll be
introduced to basIc elements of managenal and tax accountmg

The final phase of trammg Will target accountants m the pilot enterpnses ThIS trammg Will
supplement the techmcal asSIstance and Will conSIst of weekly hands-on workmg seSSIOns
addressmg tOPICS dIrectly related to the ImplementatIOn of the InternatIOnal Accountmg
Standards. ThIS trammg WIll be dehvered by both Pnce Waterhouse staff and the local sub
contractors

An underlymg goal of thIS trammg program IS to buIld a baSIC curnculum WhICh can be
adapted and offered on an ongomg basIs by the Self-Regulatory OrgamzatIOn (SRO) created
under thIS project In addItIOn, Pnce Waterhouse WIll seek commItments from subcontractors
and academIcs who complete the trammg courses to proVIde ongomg dehvery of the trammg
programs through the SRO

22
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The second phase of trammg Will focus on bUIldmg SkIlls among the subcontracted
mdIvIduals and accountmg firms mvolved m dehvermg the techmcal assIstance to the pIlot
enterpnses ThIS trammg Will mclude an mtenslve workshop at the begmnmg of the project
to build an understandmg of, and SkIlls necessary to Implement, key mternatIOnal accountmg
pnnclples ThIS Will be followed by penodlc workshops to address ongomg ImplementatIOn
issues As a supplement to the techmcal trammg, local subcontractors also WIll attend tram
the-tramer semmars, whIch Will build partICIpants' skIlls as tramers and mtroduce them to
practical trammg methodologIes, mcludmg case studIes, role plays, and the development and
use of practIce sets

In order to accomphsh these trammg obJectIves, Pnce Waterhouse Will employ a three-phase
trammg program ThIS approach WIll allow PW to address SImultaneously the common and
the unIque needs of vanous partiCIpants m the project The first phase of trammg wIll be
general m nature and focus pnmanly on bUIldmg awareness of the key objectIves of
accountmg reform ThIS trammg Will address representatives of each target audIence,
mcludmg owners and other shareholders, mvestors and lenders, academIcs, local professIOnals,
mdIvIduals and accountmg firms, asslstmg the PW m ImplementatIOn, managers and chIef
accountants of pIlot enterpnses Trammg m thIS phase WIll mclude short, penodlc workshops

Price Hizterhouse LLP e
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TraInIng Program

Senes of short workshops addressmg the followmg tOpICS

Government and other regulatory officials, mvestors and lenders, academia, local
subcontractors, and owners, shareholders, managers and chIef accountants of pIlot
enterpnses

Workshop 4 Theones and ApphcatIOns of Tax Accountmg (1 day)
ReView of Current Corporate Tax Law m UkraIne
Approach to Western Tax AccountIng (uses and ImphcatIOns)
ChOices and ImphcatIOns of Future Tax Reform m Ukrame

23
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Workshop 5 Understandmg the Audit FunctIOn (1 day)
Role and ResponSIbIlIty of the Independent AudItor
Degrees of ReVIew and Impact of AudItor's DeCISIOn
Internal Control Framework

Phase 1

Price ffizterhouse LLP 8

Workshop 2 Role of AccountIng Reform and Standard-Settmg BodIes (2 days)
Companson of NatIOnal Accountmg Models
RegulatIng and Standard-SettIng BodIes and ProfeSSIOnal AssociatIOns
OvervIew of Standard-SettIng Process
ManagIng Change and Change IntegratIOn

Workshop 1 Role of FInanCIal InformatIOn In a Market Economy (2 days)
OvervIew of Ukramlan Accountmg Reform Project
IntroductIOn to InternatIOnal Accountmg Standards
Users of FInanCIal InformatIOn and TheIr ExpectatIOns
Overview of BaSIC FInancial Statements

Workshop 3 Theones and ApphcatIOns of Managenal AccountIng (1 day)
Approach to Managenal Accountmg
IntroductIOn to Cost Accountmg
The Treasury FunctIOn
BaSiCS of Corporate FInance

Target Audience:

III TRAINING PLAN

UKRAINE ACCOUNTING REFORM
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Intensive mtroductory course followed by a senes of short workshops covermg
ongomg ImplementatIOn Issues
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Phase 2

Target Audience:

Local subcontractors and select representatives of the SRO

Trammg Program

Introductory Course (3 weeks)

Overview of lAS and TheIr Goals
IntroductIOn to BasIc Fmanclal Statements

Balance Sheet
Income Statement
Cash Flow Statement
Key Users of Fmanclal InformatIOn

Managers
Owners
Investors
Bankers
Regulators
Tax AuthorIties

The lAS Framework
Objective of Fmanclal Statements
Underlymg AssumptIOns
QualItative Charactenstlcs of Fmanclal Statements
Elements of Fmancial Statements
RecogmtlOn of Elements of FmanCIal Statements
Measurements of Elements of Fmancial Statements
Concepts of CapItal and Capital Mamtenance
Key Accountmg Pnnclples

Accrual vs Cash
Matchmg Prmciple and Revenue RecogmtlOn
Gomg Concern
Prudence
RelIabilIty
Relevance
Fairness

Price HiLterhouse LLP 8
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Tram-the-Tramer Workshops

Price Waterhouse LLP _

Workshop 1 Supportmg Managenal DecisIOn-Makmg (2 days)
Investment DeCISIOn Support (break-even, pay back, ROI, IRR)
CapItal Budgetmg

* If pIlot enterpnses agree, local subcontractors WIll work WIth PW staff to develop case
studIes dunng the program to document the challenges and ultImate results of Implementmg
lAS m Ukramian enterpnses

25
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ConsIstency
ComparabIlIty

BUIldmg a Chart of Accounts and General Ledger
FmancIaI Statement PresentatIOn and DIsclosure (per lAS)

Treatment of Current Assets
Inventory ValuatIOn and Costmg
Treatment of FIxed Assets
ValuatIOn and DeprecIatIOn
Accountmg for Leases
Treatment of Current LIabIlItIes
CapItalIzatIOn of BorrOWIng Costs
Treatment of Long-Term LIabIlItIes
Treatment of EqUIty
ApplIcatIOn of the Matchmg PnncIple and Revenue

RecogmtIOn - bookmg revenues and expenses
Constructmg the Cash Flow Statement

Prepanng Fmanclal InformatIOn for Managers
RatIO AnalysIs
Workmg CapItal
Pro Formas and Cash Flow PrOjectIOns

BUIldmg Strong PresentatIOn and Trammg SkIlls (1 day)
IntroductIOn to the Case Method (1 day)
Case Research Methods*
Ongomg Case Wntmg Semmars *

This intenSIve trammg course WIll be supplemented WIth ongomg semmars to address
implementatIOn Issues related to the above tOPICS In addItIOn, supplemental workshops WIll
be prOVIded to address addItIOnal techmcal tOpICS and to develop the trammg capabIlItIes of
the local counterparts and subcontractors These workshops WIll mclude

UKRAINE ACCOUNTING REFORM
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Workshop 2 Ralsmg Capital and Fmanclal Disclosure ReqUirements (2 days)
Debt Fmancmg--Baslc Credit AnalysIs
EqUity Fmancmg--Preparmg a Prospectus
Pnvate Placement--Due DIlIgence
Fmanclal Disclosure to Shareholders

Workshop 3 Introduction to Tax Accountmg (1 day)
Overview of Current Corporate Tax RegulatIOns
Key Differences for UkraIman Tax Accountmg

Depreciation
Inventory ValuatIOn
Revenue RecogmtlOn and ProfitabilIty

Workshop 4 Enterpnse ValuatIOn Techmques (1 day)
Asset-Based
Earnmgs-Based

Workshop 5 Accountmg m an InflatIOnary Envlfonment (1 day)
Fmanclal Reportmg m Hyper-Inflationary Economies
Effects of Changes m Foreign Exchange Rates

Phase 3

Target Audience:

Chief accountants and accountmg staff of pilot enterpnses

Trammg program

An mtroductory semmar will be conducted to outlIne the work plan of techmcal assistance
and trammg and provide an overview of the lAS framework and Its goals ThiS Will be
followed by weekly m-company workmg sesSIOns which provide hands-on practice m
Implementmg mternatlOnal accountmg prmclples These workshops wIll address specific
tOPICS m tandem with the ImplementatIOn of the techmcal assIstance (I e a semmar on
developmg a chart of accounts Will be delIvered when the enterpnse IS developmg ItS new
chart of accounts) Most of the m-company trammg WIll be delIvered by PW's local
subcontractors and counterparts m cOnjunctIOn With and under the superviSIOn of PW staff

Workshop 1 IntroductIOn to lAS (3 days)
OutlIne of Work Plan for Techmcal ASSIstance and Trammg
The lAS Framework

Price HfJ.terhouse LLP e 26



Other topics of interest to participants may be added upon request

Followmg thIS introductory workshop, local counterparts, m cooperation With PW staff, will
deliver weekly (afternoon) working semmars on specific topics outlined under Phase II of thIS
trammg plan These serpmars Will address issues in the follOWing categories

All traimng Will be conducted in Ukrainian or Russian (per the choice of the target audIence).
Introductory workshops and tram-the-trainer workshops Will be dehvered by semor Price
Waterhouse trammg and technical assistance staff and Will rely upon simultaneous
interpretation All other training, includmg the three-week mtensive course for local
subcontractors and counterparts and m-company trammg for pIlot enterpnses, Will be
delIvered in the local language Without mterpretation

Implementmg Key Accountmg Principles
Developmg a Chart of Accounts
PresentatIOn and Disclosure of Fmancial Statements
Preparmg Fmancial Reports for Managenal DeCIsion-Making
Tax Accounting
RaIsmg Capital and FmancIaI Disclosure ReqUirements

27
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ObjectIve of Fmancial Statements
Underlymg Assumptions
Quahtative Characteristics of Fmancial Statements
Elements of Fmancial Statements
Recogmtion of Elements of Fmancial Statements
Measurements of Elements of FmanCIal Statements
Concepts of CapItal and Capital Maintenance
Introduction to BasIC Fmancial Statements

Balance Sheet
Income Statement
Cash Flow Statement

Key Users of FinanCIal Information
Managers
Owners
Investors
Bankers
Regulators
Tax Authorities

This general approach to trammg and the trainmg delIvery plan are prOVIded as a basIS for
comment and reVIew Vpon refinement and approval of the general approach and training
plan, Price Waterhouse Will develop a detaIled trammg dehvery schedule.

Price ffUterhouseLLP 8
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APPENDIX A

ORGANIZATIONS AND INDIVIDUALS INTERVIEWED

Accountine/Audit Firms and Oreanizations

NatIOnal ASSOcIatIOn of AudItors and Accountants Account, Prof Pehpenko, Head of the
ASSOCiatIOn

Ukralman Umon of AudItors, Ms Alexandra Kuzhel, PresIdent

Arthur Andersen (KYIV), Mr BIll SenkIw, Managmg Partner

Ernst & Young Ukrama, Mr DavId Telepak, Managmg Partner

DelOltte & Touche, Mr Maunce Downey, Managmg Partner

PACT, Mr Alexander Redko, President

Center of Accountmg Services Balance, Ms Alla Savchenko

Mazars Ukrame, Mr Herve Caroff

IMI-KYIV, Prof Sergey F Golov

UkrainIan Fmance and Bankmg School, Mr Georg Mozgovoy

Accountmg TUItIon Center, Ms EVle Bowyer, Ms Jackie Spurlmg

Banks, Lending Institutions, and Investment Funds

Gradobank, Ms Yatsenko, Head of the Project Fmance Department

Investment Company TEKT, Mr Vadlm Gnb, General DIrector

Investment Company Intar-Invest, Mr Valentm Kostyuk, PreSident

Universal Busmess Systems (financed by Western NIS fund), Ms Meg Small, PreSident

Donor Organizations

ED TACIS, Mr MIchel ArgUlllere

EBRD, Ms Lesla L Hahv
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Le2al Firms

Fnshberg & Partners, Mr Marklan SI1ecky, Managmg Partner



We concluded our meetmg on a very pOSItIve note WIth both representatives of the
ASSOCIatIOn pledging theIr Interest and support of our project

They have shown us the trammg facIhties of the organIzatIOn that are very ImpreSSIve In
tum, we have dIscussed our goals and ObjectIves for the project

Minutes of Meeting
Meetmg With the National ASSocIatIOn of AudItors and Accountants of Ukrame "ACCOUNT"

The meetmg took place on February 27, 1996 The dIscussIOn revolved around the structure
and actIvItIes of the NatIOnal AssocIatIOn and the possIbIlIty of future cooperatIOn between
the proJ ect and the AssocIatIOn

Olha Holoyda - USAIDIKIev
Helen Crevoms- PrIce Waterhouse
JIm Jones - PrIce Waterhouse
Garold Kornlenko - V P NatIOnal ASSOCiatIOn of AudItors and

Accountants of Ukrame
Prof Pehpenko - Head of NatIOnal AssocIatIOn of AudItors and

Accountants of Ukrame

February 27, 1996

Prof Pehpenko explamed that at thIS tIme there are two types of professIOnal certIficatIOn
One IS type "A" for certIfied profeSSIOnals to practIce audIts m all mdustnes With the
exceptIOn of bankmg, and the second IS type "A & B" for all Industnes, including audIts for
banks

WIth respect to the first Item of theIr agenda, the assocIatIOn IS currently workmg on
amendments to the 1993 audIt law With the Rada They Will Implement the second Item of
their agenda when they begm trammg audItors WIth the program they have already developed
The assOCiatIOn has begun the thIrd Item of theIr agenda m that they have already adapted and
adopted mternatIOnal audItmg standards 1,2,4, and 13

At present on the ASSOCiatIOn's agenda IS (1) to present and have approved by the Rada the
amendments to the 1993 AudItIng law to be more mime WIth InternatIOnal Standards, (2) to
contmue the trammg program to tram a new cadre of audItors m the use of InternatIOnal
AudItmg Standards, and (3) to create a set of AudItmg Standards for Ukrame based on
InternatIOnal AudItmg Standards

Prof PelIpenko descrIbed the structure of the board of the AssocIatIOn that conSIsts of twenty
members and operates under the lIcense of the Mmistry of StatIstIcs of Ukrame The
AssocIatIOn has natIOnal and regIOnal offices In addItIOn to the natIOnal office m KIev, the
AssocIatIOn also has five satellIte offices m CharkIv, NIkolaev, ChernigIev, SumI, and Odessa

DISCUSSIOn
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James L Jones

MINUTES OF MEETING

Date March 21, 1996

ALEXANDRA KUZHEL, PRESIDENT, UNION OF AUDITORS,
PRESIDENTIAL APPOINTEE TO THE COMMISSION ON ACCOUNTING

Alexandra Kuzhel
James L Jones - PW
Tamara - PW translator
YulIa Futoranskaya - Ms Kuzhel's Deputy

The meetmg was concluded wIth mutual agreement to work together as project partners She
would lIke to select two pIlot partIcIpants and be aware of the mOnIes aVaIlable for the SRO
and educatwn portwns of the project

Ms Kuzhel asked that we begm by havmg a meetmg With AHa and YulIa on Wednesday of
thIS week She would lIke to be consulted only on the most Important of Issues, AlIa and
Yuha Will keep her mformed as to our progress

Mr Jones gave her a copy of the task order for her reVIew and comments, whIch she
promIsed would be forthcommg thIS next week

Ms Kuzhel emphasIzed her belief that the real need of Ukrame at thIS pomt IS educatwn
She would lIke to establish an accountmg trammg center m KIev for trammg m the new
accountmg law and then for contmumg educatwn It's a matter to take under advIsement as
we proceed wIth the task order development

Ms Kuzhel started the meetmg by welcommg us and askmg us to provide some background
on the USAID project Mr Jones then explamed the mam pomts of the project

Ms Kuzhel stated that if we can work m partnershIp With her and her staff, mcludmg YulIa
Futoranskaya and AHa Savchenko, she felt she could have an SRO m accountmg established
m the next SiX months She would like to use the accountmg clubs that are presently formed
and meetmg m 13 different oblasts and are compnsed of some 2,500 accountants and
audItors Mr Jones agreed that thiS seemed to be a good foundatwn for the associatwn

There was some dIScussion of the proposed accountmg law now before parliament Ms
Kuzhel concluded thIS discusswn with the comment that she would like to pass the legIslatwn
wIthout change as change could delay passage

D,scussiOn
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Mr Senklw also had a couple of comments on the Head of the UkrainIan UnIon of
Accountants, Alexandra Kuzhel He never met her personally, however, he belIeves that Ms
Kuzhel might not be WIllmg to fully cooperate WIth PW m promotmg mternatlOnal accountmg
standards because her true goal IS to keep foreIgn competItIOn (1 e, the BIg SIX accountmg
fIrms) out of the country

Mr Senklw and PW consultants discussed the scope of the accountmg reform project,
mcludmg the establIshment of a profeSSIOnal SRO and the accounts conversIOn pilot project
Mr Senklw mentIoned that Arthur Andersen (KYlv) had attempted to Implement a similar
accounts conversIOn project for an EBRD mvestee (a garment factory located m Odessa) At
fIrst, the management seemed to be Supportive, however, once they fully understood the scope
of the project, they stopped cooperatmg

Mr Senklw has worked m KYlv for the past four years and has particularly valuable mSlght
mto the eXlstmg economic situatIOn m the Ukrame He belIeves that accountmg reform IS
crucial to the success of ongomg market reforms In his opmlon, foreign dIrect mvestment IS
not takmg off m part because of the lack of any kmd of relevant and relIable financial
mformatlOn The local regulatory authontles, such as the MInIstry of Fmance, have not made
any efforts to promote change m the area of accountmg and financial reportmg and Will not
do so unless pressured by the mternatlOnal donor agencies Mr Senklw belIeves that the only
way to change the eXlstmg situatIOn IS for mternatlOnal donor agencies, such as EBRD,
USAID, and IFC to force the Ukramlan government to adopt mternatlOnal accountmg
standards outnght by threatenmg to WIthdraw fmanclal assistance
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Present

DIscussIOn

Minutes of Meeting
WIth Arthur Andersen (KYlv)

March 11, 1996

WillIam Senklw - Managmg Partner, Arthur Andersen (KYlv)
Helen CrevonIs - Pnce Waterhouse
James Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse



Accordmg to Mr Telepak, the last versIOn of the accountmg law reViewed by E&Y
consultants was still very far from Ideal However, should the Rada pass the law, It would set
the necessary legal foundatIOn for the Ukraine accountmg reform

Trammg E&Y consultants belIeve that the next meanmgful step of the accountmg reform
would be a comprehenSive traInIng program for local profeSSIOnals They also thInk that It
would be benefICIal to develop a methodology for reconcIlIng finanCIal accountIng and
reportIng to tax reportIng In order to appease the local tax Inspectorate

Mr Telepak IS aware of the followmg trammg efforts undertaken by foreign experts (1)
KPMG-sponsored trammg m mternatlOnal accountmg standards, (2) Fmanclal ServIces
Volunteer Corp s (Coopers & Lybrand) IS m the process of organlZlng a USAID-sponsored
bankmg accountmg sympOSIUm m the spnng C&L consultants have recently met With Ms

Accountmg Law and Chart ofAccounts In 1994-1995, Ernst & Young (E&Y) consultants
provided technIcal assistance to the UkrainIan workmg group of accountmg professIOnals who
were m charge of draftmg the country's new accountmg law ThiS proJ ect was funded by EU
TACIS Its mam objective was draftmg a truly mternatlOnal-style accountmg law based on
the 4th EU Duectlve

David Telepak - Managmg Partner, Ernst & Young Ukrama
Makram Abboud - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

March 12, 1996

Minutes of Meeting
With Ernst & Young Ukrama

Mr AlIstair WIlson who works out of London headed E&Y's consultmg team on the
accountmg law project The last reVised draft of the law was received and reViewed by the
team m July, 1995 E& Y consultants submitted theu comments to Ms Kuzhel, however,
they have not received any feedback They made numerous unsuccessful attempts to obtam
the latest draft of the law and are still very mterested m reVieWing the final draft of the
proposed law Mr Telepak promised to proVide PW consultants With the July versIOn of the
law He would also lIke to get a copy of the reVised draft of the accountmg law from PW If
they ever get It from Ms Kuzhel

The Ukramlan workmg group was mltIally headed by the Chief of the MInIstry of Fmance's
methodology department, Mr Parchomenko, however, m the course of the project Ms Kuzhel
took over from Mr Parchomenko The workmg group mcluded the folloWing members Prof
Eflmenko, Prof Kuzmmskl, and Prof Sapko In additIOn to workmg on the accountmg law,
the group put together a draft of a new unIform chart of accounts, however, E&Y did not get
any updates on the current status of thiS chart of accounts
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Kuzhel regardmg thIS matter The person m charge of the trammg program IS AllIson Lynch
(tel 220-4865)

Current Status oj the Audit Law The audIt law WIll be revIsed by the Rada next month
One of the reVISIons concerns the relaxatIOn of the compulsory audIt reqUIrements for certam
legal entitles

Prospects oj Cooperatmg wlth Ms Kuzhel Mr Telepak belIeves that Ms Kuzhel genumely
wants to promote the use of mternatIonal accountmg standards m Ukrame He also
mentIOned her mterest m startmg a local accountmg standards settmg body However, Mr
Telepak's own expenence WIth Ms Kuzhel was not always pOSItIve as demonstrated by her
lack of cooperatIOn when draftmg the Ukramlan accountmg law

Separately, Mr Telepak belIeves that Ms Kuzhel has her own audIt firm and mIght want her
firm to be PW's subcontractor on the project He could not suggest any other possIble
subcontractors nor any potentIal pIlot candIdates, however, he thought that talkmg to the local
Chamber of AudItors mIght be helpful Mr Telepak asked PW consultants to send hIm a
bnef outlme of the accountmg reform proJect's scope of work so that he could try to gather
addItional mformatIOn by clrculatmg the descnptIOn around the E&Y commercIal office

Publzc educatlOn Mr Telepak bnefly mentIOned the TV show called Accountmg Today (or
AudIt) that mVIted E&Y to partIcIpate m a panel dISCUSSIOn on the accountmg law and the
BIg 6's pOSItIOn on thIS law (the mVItatIOn was declmed) There IS also an accountmg
publIcation tItled "Everythmg about Accountmg", edited by LudmIla Aleksandrovna Yarovaya
(phone # 446-4311, 443-7240)



James L Jones

The meetmg was qUIte cordIal but bnef

MINUTES OF MEETING

Maunce SaId that he would provIde names of audIt firms that mIght be worthwhIle to talk to
and he would consider our request on pIlot representatIves

DELOITTE & TOUCHE

March 14, 1996

Maunce Downey - Managmg Partner
Olha Holoyda - USAID
James L Jones - PW

The purpose of thIS meetmg was to explam to DeloItte and Touche the task order for
accountmg reform m Ukrame and to request assIstance from Maunce WIth respect to audit
firms and possible pIlots
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---
MINUTES OF MEETING
Pnvate Audit Fum - PACT

Date March 7, 1996

James L Jones

Mr Redko took our suggestiOns and offer under adVisement and said that he would get back
to us at a later date

Mr Redko felt the project was mterestmg and he would hke to have some of hiS people
mvolved but they were qmte busy makmg a hvmg at audits and he wasn't sure he could
become mvolved

Ms Crevoms began the discussiOn explammg the purpose and scope of the accountmg reform
project She explamed that part of the project called for the assistance of an audit firm m
supplymg auditors for trammg

Alexandel Y Redko
Helen Crevoms
James L Jones
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- Minutes of Meeting

- Date March 21, 1996

Task Order-Related DISCUSSIOn The UkrainIan counterparts mformed PW consultants that
they would lIke to take a week m order to study the task order and present theIr comments,
suggestIOns, and a prelimmary work plan

All the seSSIOns of the accountmg law workmg group are open to the publIc The group
publIshed several drafts of the law and receIved numerous comments They encourage all
mterested partIes to express theIr opmIOn and contnbute to the development and passage of
the law

There was a short dIscussIOn of the goals and powers of the NatIOnal CouncIl on Accountmg
Standards that Will be establIshed by the accountmg law All the standards and
pronouncements that Will be passed by the CouncIl WIll be seen as legIslatIve acts The
mformatIOn WIll be dissemmated through MoF, other Mmistnes, and VIa publIcatIOns

A/CPA, FASB On request of Ms Savchenko, Pnce Waterhouse consultants bnefly talked
about the hIstOry and structure of AICPA, FASB, and GASB Ukramian counterparts were
especIally mterested m how these organIzatIOns enforced accountmg and audItmg standards,
what was theIr relatIOnshIp to the US government, and how they financed theIr operatIOns
There were also questIOns on accountmg/commercIal legIslatIOn m dIfferent countnes and on
the relatIOnshIp between fmancIaI and tax. accountmg m the US and other western countnes
PrIce Waterhouse consultants promIsed to put together a short overvIew of legIslatIve/standard
settmg/SRO practIces m several foreIgn countnes (e g, Canada, Germany, Japan, BelgIUm,
etc)

AlIa Savchenko - ChaIrman, Center of Accountmg ServIces Balance
Yuha Futoranskaya - Deputy Head of the NatIOnal AudIt CommIttee
JIm Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

The partIcIpants of the meetmg bnefly dIscussed the new UkrainIan accountmg law that wIll
be submItted to the ParlIament m the near future Ms Futoranskaya IS a member of the law
workmg group where she represents Ms Kuzhel Both Ms Savchenko and Ms Futoranskaya
understand that the law IS not perfect but they would lIke to pass It as soon as possIble m
order to start the reform process Ms Futoranskaya mVIted Pnce Waterhouse consultants to
attend a workmg group seSSIOn that WIll take place sometime m Apnl She also volunteered
the names of the other workmg group members Ms Kuzhel, Mr Sopko (AcademIa), Mr
Parchomenko (MoF), Mr Gutsaluk (PresIdent of the audIt firm OnentIr), Mr Efimenko
(AcademIa), Ms Guzhvenko (Supreme SOVIet - m charge of accountmg, audItmg, and tax
Issues), Mr SmyavskI (PresIdent of the audIt firm LVIV Expert AudIt ), Mr Petuhov (tax
lawyer)

DIscussIOn
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One of Ms Futoranskaya's Important concerns was the questIOn on the feaslblhty of formmg
a separate accountmg and audit SRO She mentIOned that UkraIlllan audItors have been
leaders m IllltIatmg and Implementmg change whIle local accountants have been content wIth
the follower's role The meetmg partIcipants agreed to return to thIS tOPIC at the followmg
meetmgs The next meetmg WIll take place on Wednesday, March 27, 1996



Minutes of meeting
With Mazars Ukrame

- Date March 11, 1996

Mr Caroff asked that we meet agam when Mr Muszynski (DIrector of Mazar's Accountmg
proJect) IS m town, he IS expected back on the 9th of March

Mazar IS the 7th bIggest accountmg firm m France and has offices m all major European
cItIes and m some Eastern European countnes

In additIOn, Mr Caroff mformed me that E&Y has been workmg on the accountmg law bemg
developed by the Ukralman government

AudItors' ResponsIbIlItIes
AudIt EVIdence
Internal Control

Herve Caroff - Mazars Ukrame
Makram Abboud - Pnce Waterhouse

Under EUlTacIs fundmg, Mazar and the InstItute of C A of Scotland started a new project m
January, 1996 to aSSIst the UkraIman Umon of AudItors to strengthen ItS regulatIOns and
procedures TheIr mam counterpart for thIS program IS Ms Kuzhel WIthm the context of thIS
program they are currently developmg the folloWing AudIt Norms

Mazar has been In Ukrame smce 1993 Involved In accountmg formatIOn/trammg programs
fmanced by EU/TACIS TheIr counterpart m thIS program was the InternatIOnal SCIence and
Technology InstItute These trammg programs tramed accountmg professors and accountants
from KIev and Donetsk by organIzmg semInars m KIev and study tours across Western
Europe Mamly EU accountmg dIrectIves (e g 4th) have been covered m the trammg
semmars The trammg project ended In September, 1995
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DISCUSSIOn

The followmg Issues were raIsed and dIscussed durmg the meetmg

The structure of the new SRO would mclude two co-preSIdents, a VIce-presIdent, and a
CounCIl responSIble for the membershIp, conferences, and other actIVIties The Charter that

Mr Golov mentIOned that he would be able to lme up local or foreIgn financmg for the
operatIOns of the new SRO If the Bntish counterpart was not successful m securmg the
European financmg When asked why he needed addItIOnal financmg, Mr Golov replIed that
such an SRO could not be self-sustammg due to the low mcome levels m the country
MembershIp dues and profeSSIonal fees could not support the organIzatIOn's trammg actIVItIes

Minutes of Meeting
WIth Sergey F Golov

Helen CrevonIs - Pnce Waterhouse
JIm Jones - Pnce Waterhouse
Tamara SherachIdze - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

March 1, 1995

Mr Golov has been mvolved m the creatIOn of the new internatIOnal accountmg associatIOn
called the Ukramian-BntIsh ASSOCIatIOn of Accountmg Professors The co-founders of the
new SRO are Ukramian and Bntish professors, ItS pnmary ObjectIve IS to tram local
accountants m mternatIonal accountmg standards The aSSOCIation has not been regIstered due
to delays m the paperwork by the Bntish counterpart sponsored by the Know-How Fund Mr
Golov suggested that It would be faster to regIster the SRO as a UkraInIan body, however, the
BntIsh SIde has already shIpped eqUipment and the local co-founders feel that they should
WaIt untIl the Bntish are ready to complete the regIstration process

Mr Golov IS a paSSIOnate advocate of promotmg mternatIonal accountmg standards m
Ukrame HIS mam mterest lIes m provIdmg trammg to young and progressIve local
accountants Mr Golov IS convmced that the development of the capItal markets WIll brmg
the need for financIal accountmg and reportmg that IS completely dIfferent from the eXIstmg
tax accountmg reqUirements

Present

Date'

About Mr Golov Mr Golov IS a well-known UkraInIan professor who chaIrs the Accountmg
Department at the InternatIOnal Management InstItute (IMI-KYIv) He was tramed m
mternatIonal accountmg standards and practIces m both Europe and the US Mr Golov IS one
of the very few Ukramian professIOnals who IS proficIent m both local and mternatIOnal
accountmg and reportmg reqUirements In addItIOn to hIS teachmg actIvItIes, he provIdes
consultmg servIces on the accounts converSIon to foreIgn fIrms mterested m mvestmg m local
enterpnses
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outlmes this structure IS bemg reviewed by the local lawyers and Will probably have to be
revised because the SRO appears to have one body (I e, the Council) that combmes both
legIslatIve and executIve powers

Mr Golov expects to have 25 members as soon as the SRO IS regIstered The members
would come from academIa, the accountmg and audIt professIOns, and enterpnses and would
mclude both phySical persons and legal entities

The activities of the prospective SRO to date have mcluded a founders' conference and a
professIOnal conference organized by the SRO and sponsored by a local audIt firm The
professIOnal conference was dedicated to accountmg and audItmg Issues and was very
successful One of the mfluentIal speakers at the conference was Ms Kuzhel, head of the
UkrainIan UnIon of Accountants

Per Pnce Waterhouse consultants' request, Mr Golov gave a short overvIew of the self
regulatory organIzatIOns of audItors that are presently actIve m Ukrame

Chamber ofAuditors The Chamber of AudItors passed the audit law and Issued three audIt
regulatIOns It IS m charge of admmistenng audIt exammatlOns, certIfymg, and IIcensmg
UkrainIan audItors Currently, there are more than 500 lIcensed audIt firms, however, there IS
a shortage of audItors due to the legal reqUIrements of yearly complIance audits for the
overwhelmmg maJonty of the enterpnses that conduct theIr operatIOns m UkrainIan terntory

Mr Golov stressed that the Ukramian audItors perform tax audIts The notIon of fmancial
audits IS foreign to the local audItors smce the entIre accountmg and reportmg system IS based
on the tax requIrements

The Institute ofAudit and StatlStlcs, headed by Garold Komienko, IS one of the two SROs
that gIve trammg courses to the audIt exam candIdates The other SRO that prOVIdes the
same type of servIces IS the Umon ofAudItors, headed by Ms Kuzhel Mr Golov dId not
thmk hIghly of either of the above-mentIOned trammg programs

Mr Golov mentIOned the follOWing accountmg pubbcatlOns that are popular m Ukrame
Accountmg and AudItmg and Everythmg about Accountmg Accountmg and AudItmg IS
a magazme that has exclUSIve nghts to publIsh documents approved by the Chamber of
AudItors Mr Golov, as well as many other professors and practitIOners, wntes for thIS
magazme The founders of the Ukramian-BntIsh ASSOCIatIOn of Accountmg Professors are
plannIng to publIsh the SRO's prmted matenals m thIS magazme untIl they can afford to
publIsh theIr own newsletter

Everythmg about Accountmg IS a daIly newspaper whose mam advantage lIes m ItS abIlIty to
supply up-to-date mformatlOn Its mam flaw IS the low qualIty of the prmted matenals

Mr Golov bnefly talked about the Department of Accountmg and Reportmg (DAR) at the
Mmistry of Fmance, whIch Issues accountmg regulatIOns m Ukrame, and about the Mmistry
of StatIstICS, whIch IS m charge of developmg the new natIOnal Chart of Accounts In hIS
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opmIOn, the DAR IS mterested m retammg Its power by keepmg m place the eXIstmg
accountmg system There has been no progress made on the new Chart of Accounts (Ukrame
IS still usmg the old SovIet Chart of Accounts developed m the 1980s)



Minutes of Meeting
WIth Ukramian Fmance and Bankmg School

Date March 20, 1996

Dr Mozgovoy pOInted out that the UFBS dIrector, MIchael Savluk, was In Germany seekIng
fundIng and opportumtles Dr Mozgovoy WIll be leaVIng the program In Apnl Although the
school WIll remaIn WIth the umversIty, the program WIll cease at the end of 1996

Dr Mozgovoy gave us a tour of the faCIlIty It Includes four classrooms, a PC lab WIth about
a dozen workstatIOns, a lIbrary, and admInIstrative offices The facIlIties occupy all of the
eIghth floor of a buIldIng at the umverslty We obtaIned a brochure on the UFBS, whIch IS
flIed WIth our project reports

Makram Abboud and Chuck Shendan met wIth Dr Mozgovoy to gam an understandmg of the
UkraIman Fmance and Bankmg School (UFBS) He told us that the school was created m
1994 under the auspIces of the EUITACIS program of Bank and Insurance Trammg m
UkraIne The UFBS uses space In the KIev State Umversity of EconomICS Dr Mozgovoy
explaIned that the cUrrIculum IS dIrected solely at the bankIng Industry The students are
generally sent by banks seekIng tramIng support In some cases, the students are not
sponsored by banks

He revIewed the course offenngs WIth us and went through a bnef explanatIOn of the
CUrrIculum He volunteered hIS personal OpInIOn that the mISSIon should be expanded to
Include more busIness fInance However, thIS had not been done He pOInted out that a
master's degree program m bankmg had begun It was m Its second year He pOInted out the
WIsdom of locatmg at the KIev EconomIC Umverslty The faculty from the umversity were
able to teach part-tIme at the UFBS and other mdependent mstItutIOns located at the
Umversity It was benefIcIal for both the faculty and the mstItutIOn He also pomted out that
there was another program that competed WIth the UFBS Apparently, KPMG IS Involved
WIth It and It IS also supported by the NatIOnal Bank of the UkraIne He volunteered hIS
dIsregard for such competIng ventures when there IS such a shortage of students m the
bankIng area and there IS such a need In so many other areas

Dr Georg Mozgovoy, Ukramian Fmance and Bankmg School
Makram Abboud, Pnce Waterhouse
Chuck Shendan, Pnce Waterhouse
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Minutes of Meeting
WIth Accountancy TUItIOn Centers

Date March 20, 1996

The ACCA ExammatIOn mcludes the follOWIng 6 modules & 14 subjects

The pnmary objective of the meetmg was for PW to gam an understandmg of the current
accountmg trammg programs held m Kiev

They currently have ACCA classes and exammatIOns bemg held m Kiev m which employees
from most of the BIg 6 are participatmg (except PW & KPMG)

* Module B
Management InformatIOn
OrganizatIOnal Framework

* Module D
Tax Framework
Managenal Fmance

EVle Bowyer - ATC
Jackie Spurlmg - ATC
Chuck Shendan - PW
Makram Abboud - PW

Module C
InformatIOn AnalySIS
Audit Framework

Module A
Accountancy Framework
Legal Framework

•

•

Each subject has about 9 days worth of class tIme and the rest IS dIrected homestudy At the
end of each module the student will have to take an exam, and, If passed, WIll be able to
move to next module It takes approxImately 3 years and $IO,OOO/student to fimsh all the
modules and exams Although an accountmg background would help, It IS not mandatory

• Module E * Module F
InformatIOn for Control and DecIsion Makmg Management & Strategy
Accountmg & Audit PractIce Fmancial Reportmg Env
Tax Plannmg Fmancial Strategy

ATC IS one of the leadmg providers of financial trammg m Central and Eastern Europe, theIr
mam area of expertise has been to tram and educate students for the ACCA exammatIOn
(CPA eqUIvalent for UK) ATC has been accredited by the ACCA to conduct these courses
and exammatIOns They have organized ACCA courses and exammatIOns, whIch mcluded
students from each one of the Big 6, m most major Eastern European CitIes PW has been
one of theIr biggest chents m Moscow, Tohattl and St Petersburg
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In addItIOn to the ACCA exammatIOn courses, ATC provIde any financIal trammg that theIr
clIents mIght need For example, m KIev they are provIdmg basIc accountmg and financIal
management trammg to UTEL employees (UkrainIan phone servIce provIder, partially owned
by AT&T)

Lastly, ATC currently has an accountmg reform project m BulgarIa m WhICh they are settmg
up an SRO and accountmg trammg center The project manager Will be m KIev shortly and
meet WIth us to possIbly coordmate our actIvItIes, especIally m settmg up an accountmg
trammg center m KIev
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Minutes of Meeting
with Gradobank

March 11, 1996

Ms Yatsenko offered to provide names of some organIzatIOns that might quahfy as pilots and
promised to fax them to PW office on the 12th of March, 1996

Mr Jones bnefly descnbed the accountmg reform project and explamed that the purpose of
the VISit was to acqUIre names of orgamzatIOns that PW could mtervlew for the pilot project

Both Ms Yatsenko and Mr Kopylenko expressed theIr smcere mterest m the accountmg
reform project They understand the need for change m accountmg and audit areas so that
creditors and mvestors can have access to financial mformatIOn that can be used m financial
analysIs and mvestment momtonng However, currently banks have no legal nght to demand
from their mvestees financial statements prepared m accordance With lAS

Gradobank IS one of the few UkraIman banks that quahfied for disbursement of EBRD
backed loans Gradoballk s Project Fmance Department employees received some EBRD
sponsored trammg m credit and financial analysIs However, theIr financIal analysts, as well
as theIr accountants, are m need of further trammg Ms Yatsenko was very mterested m
learnmg more about the traming program that Will be conducted by PW consultants over the
next SIX months PW representatIves promIsed to keep Gradobank mformed of future trammg
plans

lryna Yatsenko - Chief of the Project Fmance Department
Alexander Kopylenko - Deputy Manager, Project Fmance Department
Makram Abboud - Pnce Waterhouse
Jim Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse
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Minutes of Meeting
wIth Investment Company TEKT

Date March 4, 1996

CONSULTING SERVICES TEKT IS provIdmg consultmg/pnvate placement servIces to local
enterpnses that are bemg pnvatIzed In addItIon, It accumulates and processes mformatIOn on
UkrainIan mdustnes and enterpnses for foreIgn mvestors mterested m mvestmg m Ukrame
TEKT malls mdustry and enterpnse surveys to 20 foreIgn mstItutIOnal mvestors

Accordmg to Mr Gnb, foreIgn mvestors are pnmanly mterested m the market share of the
potentIal mvestees They pay very lIttle attentIOn to the finanCIal mformatIOn provIded to
them Mr Gnb dId not thmk that there were any problems WIth the local fmanclal reportmg
He mentIOned that on the rare occaSIOns when foreIgn mvestors request western-style
financlals, hIS staff prOVIdes the accounts converSIOn services

MUTUAL FUND The mutual fund TEKT IS an mtegral part of the mvestment company (see
the organIzatIOn chart) It IS a closed-end fund that IS expected to become an open-end fund
m about three years from now TEKT's managers are plannmg to create a diverSIfied
portfolIo by allocatmg ItS resources m the followmg manner 50% long-term strategIC
mvestments, 20% low-nsk hIgh-lIqUIdIty assets (UkrainIan T-bIlls and bank CDs), and 30%
speculatIve mvestments (20% eqUIty secunties and 10% real estate) The fund WIll attempt to
acqUIre a sIgnIficant mterest In ItS strategIC mvestees by purchaSIng at least 25% of the
Investees' shares The sIgnIficant mfluence WIll be exercIsed through a strong representatIOn
on the mvestees' Boards of Dlfectors

The Investment company TEKT was founded at the end of 1995 by a group of young
entrepreneurs who were prevIOusly Involved In Investment actIvItIes In RussIa The charter
fund of the company amounts to $550,000 and the founders are m the process of Issumg
mvestment certIficates valued at 800 bIllIon karbovanets (over $4 mIllIon) TEKT WIll
exchange these mvestment certIficates for both cash and pnvatizatIOn certIficates Presently,
the company has made only three mvestments It holds a 1 5% stake m Dneproazot , a 5%
stake m RovnopharmatsIa, and possIbly a 30% stake m a local truckmg company whose core
busmess IS the transportatIOn of refngerated goods TEKT put In a bId for thIS last
Investment at a recent auctIOn and IS belIeved to have purchased the shares

Vadim V Gnb - TEKT, General DIrector
Svetlana Vladimirova - TEKT, Deputy DIrector, FInance & EconomIcs
Greg HemphIll - USAID
Olha Holoyda - USAID
Helen Crevonis - Pnce Waterhouse
JIm Jones - Pnce Waterhouse
Tamara Shachnnadze - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse
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STRATEGIC PLANS TEKT's management IS plannmg to dIversIfy the company's actIvitIes
by creatmg a holdmg company that would control not only the eXIstmg mutual fund but also
a bank, a pharmaceutIcal company, a penSIOn fund, and a medIcal msurance company The
strategIc mvestees of the mutual fund would be reqUIred to use the servIces of the other
finanCial Subsidianes of the parent

AUDIT FUNCTION Once the mutual fund makes several large mvestments, TEKT IS
planmng to create an mternal audIt functIOn that would audIt the mvestees Mr Gnb wIll
send about five auditors to Moscow to attend EBRD-sponsored audit traming courses After
that, the audItors Will have hands-on traming workmg as mterns for large RUSSIan mvestment
funds

PILOT PROJECT Mr Gnb belIeves that the accounts converSIOn pIlot project IS somewhat
premature because the management of pnvatized enterpnses IS not mterested m releasmg the
finanCIal mformatIOn to the shareholders and, therefore, wIll not cooperate WIth PW
consultants

TEKT'S TRAINING NEEDS Mr Gnb mentIOned hIS dIssatIsfactIOn WIth the skIlls of TEKT's
fmancial analysts, who can compIle the mformatIOn but are not able to analyze It He
belIeves that the company needs to mvest resources m trammg ItS finanCIal analysts, however,
TEKT does not have any Immediate trammg plans



Minutes of Meeting
WIth Investment Company Intar-Invest

Date March 4, 1996

Present Valentm V Kostyuk - Intar-Invest, General DIrector
VladImIr V Komeev - Intar-Invest, DIrector of the Mutual Fund
Helen Crevoms - Pnce Waterhouse
JIm Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

'I
I
I
I
I
I
I
I
I
I
I
I
I
I

D,SCUSSIOn

The mvestment company Intar-Invest was founded m 1994 by three legal entItles and SIX
mdlvlduals Its charter fund amounts to $50,000 The company mvests m eqUIty secunties
and Ukramian T-bIlls The fund IS currently accumulatmg pnvatIzatIOn coupons that they
hope to mvest m pnvatIzmg enterpnses Currently Intar-Invest has very few mvestments Its
biggest mvestment IS a one percent stake m a KIev rubber Items manufacturer called
Klevresma (most of the shares are owned by the management and employees) The fund
purchased ItS share m Klevresma m the secondary market

Intar-Invest IS plannmg to mvest m Ukramian consumer goods manufacturers, brewenes, and
apparel manufacturers They do not plan to acqUIre a controllIng share m any of the potentIal
mvestees nor do they antiCIpate any senous mvolvement m theIr management

The Intar-Invest managers understand the need for the Improved financIal reportmg m
Ukrame They belIeve that It IS nearly ImpossIble to perform senous fmancial analysIs of the
mformatIOn currently provIded by the enterpnses They have expressed theIr hope that the
newly formed UkraIman SEC WIll mfluence the reportmg practIces of publIcly-held Ukramian
firms

Intar-Invest representatives suggested that Pnce Waterhouse contact Klevresma regardmg the
pIlot proJect, however, they were not sure that the company would be mterested m the project



Minutes of meeting
with Umversal Busmess Systems

Date March 16, 1996

Imtially, Ms Small gave us an overvIew of the actIvItIes of UBS and Its clients (see attached)

Ms Small mentIOned that a local software company "PARUS" has developed a local accountmg
system With a GAAP module, for whIch the final pnce IS stIll not clear

Due to the hIgh costs of the Scala or any other SimIlar system, Mr HemphIll suggested that PW
use for their ImplementatIOn QUIck Books Pro (or Similar low cost packages) for GAAP
accountmg and local accountmg packages (i e Fat Gans) for Ukramian accountmg, for a total
cost of approxImately $500 for software

Most of the meetmg covered the ImplementatIOn of accountmg systems m UkraIman enterprIses
Currently UBS IS Implementmg a dual accountmg system for a manufactunng company m LVIV,
WIth annual sales of approxImately $1 mIllIon The system they are Implementmg IS a Scala
system that mamtams 2 general ledgers, one adapted to Ukralman accountmg standards and the
other to GAAP The system makes the appropnate converSIOns at the transactIOn level on a
contmuous basIs, as soon as the transactIOns are entered ThIS system WIll cost between $40,000
and $70,000 for software only and another $100,000 to $140,000 for consultancy fees The cost
of system IS financed by the Western NIS fund, as they are takmg up eqUIty m the LVIV
enterpnse

Meg Small - Umversal Busmess Systems (UBS)
Greg HemphIll - USAID
Olha Holoyda - USAID
JIm Jones - PrIce Waterhouse
Makram Abboud - PrIce Waterhouse
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The meetIng was very short (20 mInutes), due to Mr Argmllere havIng to attend another meetIng

We started by IntroduCIng our task order and our varIOUS actIvItIes In UkraIne to Mr Argmllere

Mr Argmllere then gave us an overvIew of Ernst & Young's EUITACIS accountIng proJect,
whIch maInly has been commentIng on the accountIng laws beIng drafted by the UkraInIan
government He stressed that E&Y was not Involved In draftIng the law but lImIted to
commentIng on It because he strongly belIeves that the only way such a law would get
Implemented would be for the UkraInIan government to have Invested time Into It and hence have
ownershIp over It Mr Argmllere added that the above mentIOned law Included a prOVISIOn for
the estabhshment of a Self-Regulatory OrganIzatIOn whIch would set the accountIng pohcles and
standards for each Industry He promIsed he would send us a copy of the proposed law whIch
IS currently beIng debated In ParlIament
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Date

Partzclpants

DISCUSSIOn

Minutes of meeting
With EU TACIS

March 17, 1996

MIchel Argmllere - EU TACIS
JIm Jones - PrIce Waterhouse
Makram Abboud - PrIce Waterhouse
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MINUTES OF MEETING
EUROPEAN BANK FOR RECONSTRUCTION AND DEVELOPMENT (EBRD)

James L Jones

Ms Hahv SaId that one type of loan they make IS through the NatIOnal Bank and guaranteed
by the NatIOnal bank, so theIr nsk IS non-eXIstent The loans EBRD makes dIrectly reqUire
IAS-comphant financials

Ms Hahv was negatIve about the possIbIhty of makmg great change m Ukrame and Mr
Jones recounted the pOSItive responses we have been havmg WIth the enterpnses She WIshed
us all the best and offered to help m any way she could

This diSCUSSIOn held at the NatIOnal bank offices of EBRD at the request of Olha Holoyda
was for the purpose of mtroducmg the project to EBRD and enlIstmg theIr aSSIstance m
requmng western-style finanCIal statements when enterpnses submIt loan requests for
approval

f??
)

LeslIe L HalIv - Deputy ResIdent RepresentatIve
Olha Holoyda - USAID
Makram Abboud - PW
James L Jones - PW

March 25, 1996Date
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PW consultants and Mr Silecky exchanged busmess cards and agreed to get m touch m the
future as the need for professIonal legal servIces anses

For the past four years, Mr SIlecky has been practIcmg commerCIal and tax law m Ukrame Per
PW consultants' request, he bnefly descnbed the eXIstmg legal and busmess SItuatIOn m the
country He also talked about hIS own background (he IS an AmerIcan-educated lawyer wIth
substantIal experIence m both US and mternatlonal law) and hIS company's plans for the future

Ms CrevonIs explamed the scope of the accountmg reform project and mentIOned that PW mIght
need legal assIstance when registermg the new SRO Mr SIlecky was very mterested m
provIdmg legal servIces to the SRO, should the need anse He also offered to reVIew the SRO's
charter and by-laws once they are drafted by PW lawyers and theIr Ukramian counterparts
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Date

Present

DiSCUSSIOn

Minutes of Meeting
WIth Fnshberg & Partners

March 11, 1996

Markian B Silecky - Managmg Partner
Helen CrevonIs - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse
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APPENDIX B
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APPENDIX C

DRAFT STRATEGIC PLAN
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"

· Adoption of International
Accounting Standards (lAS)
practices in various industries

· Adoption of International
Standards for Audit (ISA)
practices in various countries

· Evaluate performance of
committees

· Review professional standards
· Conduct special studies
· Examine regulatory issues

effecting members
· Develop management

accounting guidelines

I "
I I'

· Develop basic financial
management courses

· Hold introductory seminars
and conferences

c. -

"'-:

Professional Education

~ - ~ -'

II"
I I, L

Develop:
· Group study courses
· Self-study courses
· Seminars
· Conferences
· Technical publications and

professional periodicals
· Library services

~I It, i .1
"IF \ I I rl I'

_.,...- t) _ ~ ) III, I 1.'1- ,I ~ 'l'~ I II II I 11 " _ C I

r ";1~0 .. "--,-li.ll 'l]' ';"i~..., \; ,r~-Ifjll 1'_1 r"L

11-~~Ti~J..._;,~:::':I

1.EI~j'~~~~LLP
, ) L " - ", I 1\ III j l {I~'I, I d~'L 11

L1;r I''''' ~II F ') r •



-------------------

Public Relations

Membership

· Establish rules of ethical
behavior on such matters as
maintaining independence, use
of confidential client
information, and conflicts of
interest

· Representation of the
accounting and audit
profession to the media

· Establish enrollment criteria

· Establish ameans to provide
organization members with
gUidance on questions
involving professional ethics

· Manage media relations in an
effort to promote the interest
of the profession

· Tax information campaign

· Ensure that members comply
with membership criteria

· Ensure that members develop
and maintain talented staffs
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APPENDIX D

DRAFT CHARTER
FOR THE NATIONAL ASSOCIATION OF ACCOUNTANTS AND AUDITORS

IN UKRAINE

SECTION I
STATEMENT OF PURPOSE

The NatIOnal ASSOcIatIOn of Accountants and AudItors 10 Ukrame ("the AssocIatIOn") eXIsts
pursuant to Ukrame Law and IS a lIcensed Self-Regulatory OrgamzatIOn (SRO) It IS formed to
work 10 cooperatIOn With the Government of Ukrame and Rada to establIsh accountmg standards
and practIces, profeSSIOnal educatIOn and code of ethIcs, publIc relatIOns and membershIp
reqUIrements, and protect the financIal mterests of all mvestors To that end, the ASSOCIatIOn's
members pledge to conduct themselves accordmg to the hIghest standards of commercIal conduct
10 accordance With the rules of the ASSOCIatIOn and to submIt to the bmdmg authonty of the
ASSOCIatIOn or any of ItS commIttees when It takes dIscIplInary actIOn

SECTION II
OBJECTIVES

The ASSOCIatIOn's ObjectIves are to

• Promulgate, establIsh, and mterpret accountmg practIces and standards
• Promote and enforce umform and consIstent practIces and standards 10 the mdustry
• Develop and promote polIcIes, techmcal standards, and gUIdance capabIlItIes to strengthen

the operatmg practIces and ethICS of the profeSSIOn
• Develop and enforce a Code of ProfeSSIOnal EthICS
• Promote legIslatIOn on accountmg and audIt reform
• Represent the accountmg and audIt profeSSIOn and advocate ItS mterests
• EstablIsh membershIp reqUIrements for both baSIC educatIOn reqUIred to enter the

profeSSIOn and contmumg educatIOn to remam a member of the profeSSIOn
• Develop a membershIp entrance exam
• ProVIde gUIdance to practitIOners on makmg Judgments regardmg the scope and nature of

servIces and adherence to profeSSIOnal standards
• Develop formal classroom and on-the-Job trammg programs for members to foster

profeSSIOnal development and a hIgh level of skIlls and practIces
,. Supply techmcal publIcatIOns and other matenals such as Journals, brochures, and extracts

to educate members and overcome the constramts posed by accountants WIth lImIted
technIcal skIlls

• Conduct mitIal accountmg reform at the enterpnse level
• Coordmate WIth other domestIC and mternatIOnal profeSSIOnal accountmg and audIt

organIzatIOns
• RegIster WIth the Governments as a SRO, and
• Transact busmess and to purchase, hold, own, lease, mortgage, sell and convey any and
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all property necessary for the purposes of the ASSOCiatIOn

SECTION III
FORM AND STRUCTURE OF THE ORGANIZATION

1 3 1 The ASSOCiatIOn IS a membershIp corporatIOn and shall have no capItal stock The
ASSOCIatIOn IS not organIzed and shall not be conducted for profit and no part of ItS net revenues
or earnmgs shall mure to the benefIt of any member

1 3 2 The Board of Dlfectors
1 32 1 The Board of DIrectors ("the Board") shall be the governmg body of the ASSOCIatIOn and
except as otherWIse provIded by thIS charter shall be vested With all powers necessary for the
management of the affairs of the ASSOCIatIOn and the promotIOn of the ASSOCIatIOn's welfare,
objects and purposes
1 3 2 2 The Board wIll consIst of no less than five and no more than nme persons, mcludmg a
Chalfperson, VIce-Chairman, Secretary and Treasurer, elected by a maJonty vote of the members
of the ASSOCIatIOn A board member wIll serve a term of two years untIl hIS successor IS elected
or untIl the Board member's death, resignatIOn or removal
1 3 2 3 The Chairman of the ASSOCIatIOn WIll have the nght fIll a vacancy on the Board by
appomtmg a member of the ASSOCiatIOn to complete the unexplfed term
1 3 2 4 The Board WIll have the authonty upon notIce and an opportunIty for a heanng to cancel
or suspend the membershIp of any member for failure to file or to submIt on request any report,
document or other mformatIOn reqUIred to be fIled With or requested by the ASSOCiatIOn
1 3 2 5 The Board wIll have the authonty to hIre employees as necessary
1 3 2 6 The Board wIll have the authonty to estabhsh commIttees and appomt commIttee
members as necessary
1 3 2 7 The board Will meet at such tImes and places, upon such notIce, and m accordance With
such procedures as It may determme A quorum of the Board wIll consIst of a maJonty of ItS
members, and any actIOn taken by a maJonty vote at any meetmg at whIch a quorum IS present
wIll constItute the actIOn of the Board No member of the Board shall vote by proxy at any
meetmg of the Board

1 3 3. CommIttees
1 3 3 1 Standards and PractIces CommIttee IS deSIgnated
• to adopt InternatIOnal Accountmg Standards (lAS) In vanous mdustnes,
• to evaluate performance of commIttees,
• to reVIew profeSSIOnal standards,
• to conduct speCial studIes,
• to examme regulatory Issues effectmg members,
• to develop management accountmg gUIdehnes
I 3 3 2 ProfeSSIOnal EthICS CommIttee IS deSIgnated
• to estabhsh rules of ethIcal behaVIOr on such matters as mamtammg mdependence, use

of confidentIal client mformatIOn, and conflicts of mterest,
• to estabhsh means to prOVide organIzatIOn members WIth gUIdance on questIOns mvolvmg
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profeSSIOnal ethIcS
1 3 3 3 MembershIp CommIttee IS deSIgnated
• to establIsh enrollment cntena,
• to ensure that members comply With membershIp cntena,
• to ensure that members develop and mamtam talented staffs
1 3 3 4 ProfeSSIOnal EducatIOn CommIttee IS deSIgnated
• to develop baSIC finanCIal management courses,
• to hold mtroductory semmars and conferences,
1 3 3 5 PublIc RelatIOns CommIttee IS deSIgnated
• to represent the accountmg and audIt profeSSIOn to the medIa,
• to manage medIa relatIOns m an effort to promote the mterest of the profeSSIOn,
• to tax mformatIOn campaIgn

SECTION IV
QUALIFICATIONS OF MEMBERS

1 4.1 Any qualIfIed accountant or audItor or entIty lIcensed to transact busmess m accountmg
and audItmg serVIces m Ukrame shall be elIgIble for membershIp m the ASSOCIatIOn

1.4 2 The Board of dlfectors of the ASSOCiatIOn shall have the authonty to adopt rules and
regulatIOns applIcable to applIcants for membershIp With respect to trammg, expenence,
competence, fmancIal responSIbIlIty, operatIOnal capabIlIty and such other qualIficatIOns as the
Board of DIrectors finds deSIrable

1 4 3 No person or entity shall be admItted to membershIp m the ASSOCIatIOn or be permItted
to remam a member of the ASSOCIatIOn If the person or entIty faIls to meet the qualIficatIOn
cntena determmed by the Board

SECTION V
MEMBERSIllP

1.5 1. An applIcatIOn for membershIp shall be made to the MembershIp CommIttee of the
ASSOCIatIOn, properly SIgned by the applIcant, and shall contam (I) an agreement to abIde by and
comply With all of the rules and regulatIOns of the ASSOCIatIon, (n) an agreement to pay such
dues, charges and assessments as are determmed by the Board of DIrectors, and (m) any other
reasonable mformatIOn about the apphcant as the Board of DIrectors may determme

1 52 The Membership CommIttee WIll accept or reject applIcants after a maJonty vote Any
member rejected for membership Will be given a clear explanatIOn of why hiS applIcatIOn was
rejected and Will be permItted to reapply for membershIp or appeal to Board of Dlfectors

1 5 3 The Secretary of the ASSOCIatIOn Will keep an accurate membershIp roll contammg the
name and address of each member
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SECTION VI
DUES, ASSESSMENTS AND OTHER CHARGES

The Board of Directors shall prepare an estimate of the funds necessary to defray the reasonable
expenses of admlmstratlon m carrymg on the work of the AssociatIOn each fiscal year, and on
the basIs of such estimate, shall fix and levy the amount of the admissIOn fees, dues assessments
and other charges to be paid by members of the corporatIOn and any others persons usmg any
facIlIty or system which the associatIOn operates or controls Fees, dues, assessments or other
charges shall be due and payable as determmed by the Board of Directors from time to tIme

SECTION VII
RULES OF FAIR PRACTICE

The Rules of Fair PractIce of the NatIOnal AssociatIOn of Accountants and Auditors will apply
to all members and persons associated With a member Persons associated with a member shall
have the same duties and oblIgatIOns as a member under the Rules of FaIr Practice

SECTION VIII
DISCIPLINARY PROCEEDINGS

1 8 1 In any dlsclplmary proceedmg before the ASSOCiatIOn, any member or person assocIated
wIth a member shall be gIven the OppOrtunIty to have a heanng at which he shall be entitled to
be heard m person or through counsel Such persons may present any relevant matenal In such
proceedmgs,

(a) specIfic charges shall be brought,
(b) such member or person assocIated with a member shall be notIfied of and be

gIven an opportumty to defend agamst such charges,
(c) a record shall be kept,
(d) any determmatlOn shaH mclude a statement settmg forth

(1) any act or practIce, m which such member may be found to have engaged
or which such member may be found to have omItted,

(11) the rule, regulatIOn or statutory provIsIOn of which any such act or
practice, or omiSSIOn to act, IS deemed to be m VIOlatIOn,

(lll) the basIs upon whIch any fmdmgs are made, and
(IV) the penalty imposed

SECTION IX
POWER OF THE BOARD OF DIRECTORS TO IMPOSE SANCTIONS

The Board of Directors WIll have the power to Impose sanctIOns followmg any diSCIplInary
proceedmg These sanctIOns may mclude pnvate censure, publIc censure, a fine commensurate
wIth the offense, or expulSIOn from the AssocIatIOn
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SECTION X
AUTHORITY OF BOARD TO ADOPT A UNIFORM PRACTICE CODE

The Board of DIrectors IS hereby authorIzed to adopt a Umform practIce Code and amendments,
mterpretatlons and explanatIOns thereto, desIgned to make umform, where practIcable, custom,
practIce, and usage of accountmg techmques

SECTION XI
PROCEDURE FOR ADOPTING AMENDMENTS TO BY-LAWS

Any member of the Board of DIrectors by resolutIOn or any member of the AssocIatIOn by
petItIOn sIgned by at least 25% of members m good standmg may propose amendments to the
AssocIatIOn's by-laws Every proposed amendment to the by-laws shall be presented m wrItmg
to the Board of DIrectors and a record shall be kept thereof The Board of DIrectors may adopt
any proposed amendment to the by-laws by the affIrmatIve vote of a majorIty of those DIrectors
then m offIce If the proposed amendment IS thus approved by a majorIty vote of those members
present, It WIll become ImmedIately effectIve

SECTION XII
ANNUAL FINANCIAL STATEMENTS

As soon as practIcable after the end of each fiscal year, the Board of DIrectors wIll send to each
member of the AssocIatIOn a reasonably ItemIzed statement of receIpts and expendItures of the
AssocIatIon for the precedmg fiscal year
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APPENDIX E

SRO COMMITTEES

Practices and Standards Committee

The Board of DIrectors of the Accountmg and Audit Self-Regulatory OrganizatIOn ("SRO") wIll
estabhsh a PractIces and Standards CommIttee ("Standards CommIttee" or "Committee"), which
IS descnbed below

I The proposed members of the Standards CommIttee would mclude representatives of

a the Chamber of Auditors,
b an enterpnse,
c accountmg/audit firms (2),
d academIa

There wIll be a ChaIrman of the Standards Committee Approval of accountmg standards and
practIces WIll reqUIre a SImple maJonty vote of the Standards Committee

In addItIOn, the preSident of the UkraIman Chamber of AudItors and representatIves from Pnce
Waterhouse and EUlTacIs, among pOSSIbly others, wIll partICIpate m meetmgs and adVise the
Standards CommIttee, but WIll not vote

II ObjectIves and Work of the Standards Committee

The Immediate pnmary objectIves of the Standards Committee are to promote and Implement m
Ukrame financIal accountmg practIces, pohcles and standards that are conSistent WIth
InternatIOnal Accountmg Standards (lAS) The Standards CommIttee wIll also seek to foster
understandmg and adherence to lAS among auditors, enterpnses, mvestment funds and others m
Ukrame In so domg, the Standards Committee (and the SRO as a whole) wIll champIOn and
support the transitIOn m Ukrame from the current accountmg practIces to lAS

In the future, the Standards Committee WIll seek to aSSIst Ukrame m adoptmg lAS that are
conSIstent WIth eXistmg UkraIman legislative, market and economIC realItIes To achIeve thIS
obJectIve, the Standards CommIttee WIll Identify those sectIOns of eXIstmg regulatIOns and
mstructIOns that correspond to lAS, and those that are different or mconsistent From there, the
Standards Committee WIll develop and adopt regulatIOns and polICieS that bUIld upon and Improve
eXIstmg UkraInIan regulatIOns so that they are compatIble WIth lAS

The Standards CommIttee WIll also reVIew lAS and eXIstmg regulatIOns to gam a more complete
understand of the underlymg conceptual framework ThIS framework conSIsts of

accountmg pnnciples and fundamental accountmg concepts, and

methods or bases of valuatIOn and measurement
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The Standards CommIttee WIll further consIder and reVIew addItIOnal fundamental elements,
mcludmg

finanCIal statements presentatIon, and

dIsclosure Issues

The purpose of revIewmg these prInCIples, concepts and methods IS for the Committee to gam
an understandmg of the strengths and weaknesses of eXlstmg Ukrarman accountmg regulatIOns
and theIr compatIbIlIty WIth mternatIOnal standards Based on thIS understandmg, the CommIttee
may m the future prepare mternal drafts of proposed accountmg standards The CommIttee's
abIlIty to prepare such drafts - and the penod when the CommIttee begms thIS work - IS dIrectly
related to the nature and extent of ItS understandmg of lAS and generally accepted mternatIOnal
accountmg pnnclples

If the CommIttee prepares such drafts, It may also Issue Prelimmary VIew documents to mform
practItIOners of ItS pOSItIon and to solICIt comments regardmg proposed draft accountmg
standards Because most countnes around the world generally accept lAS, the CommIttee Will
probably not Issue very many such documents

Based on the CommIttee's reVIew and research, ItS dISCUSSIOns and analYSIS, and comments
regardmg PrelImmary VIew documents, If any, the Standards CommIttee may prepare mternal
drafts of proposed standards The CommIttee may Issue the final draft of any such accountmg
standard as an Exposure Draft, whIch Will be dIstrIbuted to Ukramlan and mternatIOnal
profeSSIOnals (to be IdentIfIed) for further reVIew and comment A sImple maJonty vote by the
Standards CommIttee WIll be reqUIred to approve any dlstnbutIon of an Exposure Draft

The CommIttee WIll conSIder any comments to the Exposure Draft and prepare the final verSIOn
of the proposed accountmg standard for submIsSIOn to the Board of the SRO for ItS conSIderatIOn
and vote Approval of the proposed standard by the Board of the SRO WIll reqUIre a sImple
maJonty vote The pOSItIOns of any dlssentmg opmIOns by Board members Will be presented m
the Ukramlan Accountmg Standard m the dISCUSSIOn sectIon that descnbes alternatIve approaches
conSIdered but rejected by the SRO's Board

The Standards CommIttee WIll also prepare InterpretatIOns of any accountmg standards that It
issues on an as-needed baSIS The purpose of these InterpretatIOns Will be to clanfy the Standards
or to explam theIr applIcatIOn m speCIfic CIrcumstances Approval and Issuance of InterpretatIOns
Will requIre a sImple maJonty vote of the Board of the SRO

InternatIOnal Accountmg Standards

The Standards CommIttee of the SRO wIll reVIew the followmg proposed lIst of mternatIOnal
accountmg standards ThIS lIst segregates the standards by tOpIC and by order of Importance
withm each tOpIC

I
"1)



GROUP I -- FINANCIAL STATEMENT PRESENTATION AND DISCLOSURE

GROUP IV -- INVESTMENTS AND CONSOLIDATIONS

GROUP III -- SPECIFIC ACCOUNTS

GROUP V -- OTHER REPORTING AND DISCLOSURE ISSUES

Accountmg for Investments
Accountmg for Investments m ASSOCIates (Supersedes lAS 3)
ConsolIdated FmancIaI Statements and Accountmg for Investments In Subsldlanes

ValuatIOn and PresentatIOn of Inventones m the Context of the HIstoncal Cost
System
Revenue RecogmtIOn
Accountmg for ConstructIOn Costs

Related Party DIsclosures

Accountmg for Property, Plant and EqUIpment
DepreCiatIOn Accountmg
Accountmg for Leases
CapitalIzatIOn of Borrowmg Costs

Disclosure of Accountmg PolIcies
InformatIOn to be Disclosed m Fmanclal Statements
Net Profit or Loss for the Penod, Fundamental Errors and Changes m
Accountmg PolICies
PresentatIOn of Current Assets and LiabIlIties
Cash Flow Statements

lAS 24

Note ThIS proposed lIst IS tentatIve and may vary as the project progresses

Training Committee

I The proposed members of the TraInIng Committee would Include representatives of

The Board of Directors of the Accountmg and AudIt Self-Regulatory OrganIzatIOn ("SRO") WIll
establIsh a Trammg Committee ("Trammg CommIttee" or "Trammg"), which IS descnbed below

a accountIng/audIt firms (2)
b academia

GROUP II -- FIXED ASSETS

lAS 16
lAS 4
lAS 17
lAS 23

lAS 2

lAS 25
lAS 28
lAS 27

lAS 13
lAS 7

lAS 1
lAS 5
lAS 8

lAS 18
lAS 11
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There WIll be a ChaIrman of the Trammg CommIttee In addItion, the presIdent of the Ukramian
Chamber of Auditors and representatIves from Pnce Waterhouse and EUlTacIs, among others,
WIll partIcIpate m meetmgs and advIse the Trammg CommIttee, but wIll not vote

II Objectives and Work of the Trammg CommIttee

The pnmary objectIve of the Trammg CommIttee IS to support a group of hIghly skIlled
personnel (SRO members or affilIates) who WIll uphold accountmg and audItmg standards The
commIttee WIll oversee traImng whIch WIll promote Ukramian financIal accountmg practIces,
poliCIes and standards that are conSIstent WIth lAS TraImng mcludes

StandardIzed accountmg exams for accredItatIOn by the SRO, sImIlar to the CertIfied
Public Accountancy (CPA) exam m the US,

Accountmg and audItmg educatIOnal programs through books, vIdeotapes, and other medIa
forms,

BasIc organIzatIOnal skIlls semmars, for example language, computer, and operatIOnal
procedures,

Managenai/leadership semmars to promote shared professIOnal and management
knowledge amongst the SRO's members, and

DIstnbutIOn of techmcal publicatIOns mcludmg journals and brochures m order to update
members on the latest developments m the legal and regulatory framework
as well as the latest accountmg techmques

The pnnclpal sources for trammg programs are those courses and semmars currently offered by
the local umversities or assocIatIOns, trammg programs specIally organIzed for the regulator wIth
local umversitIes, through management consultmg servIces, vendors or as a senes of lectures or
semmars conducted by local or foreIgn subject experts and trammg programs offered at trammg
mstitutIOns overseas However, smce local Ukramian umversitIes lack the appropnate accountmg
and audIt courses, the Trammg CommIttee WIll work wIth academIa to develop a curnculum and
enhance the quality of accountmg educatIOn m order to attract quahty students to the professIOn
m the long term In the short term, the focus of the CommIttee WIll be on facilItatmg members
access to trammg courses organIzed by mternatIOnal CPA firms

Usmg thIs strategy, the SRO WIll assIst Ukramian accountmg/audit professIOnals m complymg
WIth mternatIOnal standards qUickly and efficIently Delivery methods should mclude a
combmatIOn of classroom mstructIOn, dIrect exposure, "how to" trammg (on-the job trammg
workshop), and coachmg (mvolvmg one-on-one techmcal assIstance where the most detailed level
of tasks are IdentIfied)

Membership Committee

The Board of DIrectors of the Accountmg and AudIt SRO wIll estabhsh a MembershIp
CommIttee ("MembershIp CommIttee" or "MembershIp"), whIch IS descnbed below



I
I
I
I
I
I
I
I
I
I

I The proposed members of the MembershIp CommIttee would mclude representatIves of

a enterpnses
b accountmg/audItmg firms
c academIa
d banks

There WIll be a ChaIrman of the MembershIp CommIttee In addItion, the presIdent of the
Ukramian Chamber of AudItors and representatIves from Pnce Waterhouse and EUlTacls, among
possIbly others, wIll partIcIpate m meetmgs and advIse the MembershIp CommIttee, but Will not
vote

II ObjectIves and Work of the MembershIp CommIttee

The MembershIp CommIttee Will have an overall responSIbIlIty for recrUItmg new members,
provIdmg gUidance to all members m publIc practice, mdustry, government, and educatIOn, and
all other matters related to SRO membershIp

MembershIp m the SRO IS voluntary By acceptmg membershIp, an accountmg/audltmg
profeSSIOnal assumes an oblIgatIOn of self-dIsclplme above and beyond the reqUirements of laws
and regulatIOns Members are reqUired to

Serve the publIc mterest,
Mamtam mtegnty,
Mamtam ObjectIVIty,
Observe the profeSSIOn's performance standards, and
Observe the profeSSIOn's conduct standards

The CommIttee Will set membershIp reqUirements such as profeSSIOnal exammatIOns, contmumg
educatIOn, and fees and dues The CommIttee Will develop new Rules of Conduct as reqUired
as well as enforce the eXIstmg rules Members currently not m publIc practIce wIll be reqUired
to observe the reqUirements of any new standards set by the SRO

Another objective of the MembershIp CommIttee would be to help raIse the members'
understandmg of management and tax accountmg The CommIttee Will market trammg courses
whIch would Improve the apphcatIOn of the dIfferent types of accountmg practices by asslstmg
members m publIc practIce, mdustry, educatIOn and government The MembershIp CommIttee,
for example, would offer members specIalIzed tax and cost accountmg methodologIes whIch
would allow enterpnsesltndividuais to enJoy greater tax benefits and profits SIgmficant projects
could mclude a best practices benchmark study of finance to proVIde comprehensIve performance
analYSIS, defmmg the VISIOn of management accountmg m the year 2000 and beyond, and a
multi-discIplme, mternatIOnal conference on accountmg and capItal budgetmg for envIronmental
costs

In the long run, If the SRO should offer members servIces m tax, personal fmanclal plannmg,
management consultmg, and mformatIOn technology, the CommIttee would oversee these efforts
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Each of these sections would offer members a vanety of benefits, mcludmg specIal publIcatIOns,
newsletters, specialIzed group-buymg programs and conferences

Public Relations Committee

The Board of DIrectors of the SRO wIll establish a Public RelatIOns CommIttee, whIch IS
descnbed below

I. The proposed members of the PublIc RelatIons CommIttee would mclude representatIves
of

a publIc relatIOns fIrms
b Rada
c accountmg/audit firms
d enterpnse (1)
e bank

There Will be a ChaIrman of the PublIc RelatIOns CommIttee In addItion, the presIdent of the
UkraInIan Chamber of AudItors and representatIves from Price Waterhouse and EUlTacIs, among
possIbly others, Will partIcIpate m meetmgs and adVIse the Trammg CommIttee, but Will not vote

II Objectives and Work of the PublIc RelatIOns CommIttee

The PublIc RelatIOns CommIttee Will prOVIde publIc mformatIOn and encourage broad
partIcIpatIOn m developmg UkrainIan accountmg and audItmg methods to meet mternatIOnal
standards One method m achIevmg thIS ObjectIve IS through the development of relatIOnshIps
With other UkrainIan accountmg/audItmg SROs as well as other mternatIOnal SROs The PublIc
RelatIOns CommIttee would dissemmate mformatIOn to SRO members and affilIates about
benefits of Improved accountmg standards through semmars, conferences and other types of
mformatIOn shanng forums Another way to ensure the professIOn's commItment to the SRO's
standards IS the grantmg of lIcenses The CommIttee Will develop a lIcensmg exam m order to
proVIde members of the SRO certIficatIOn whIch IS dIstmgUlshable and recognIzed by the
professIOn

The CommIttee would mform members of all changes and updates to Ukramian generally
accepted accountmg rules as well as changes m the lAS In addItIOn, the CommIttee would
follow modIfIcatIOns to the legal and regulatory framework for secunties and mvestments that
mvolve accountmg prmciples and practIces The purpose of follOWIng such changes would be
two-fold InformIng members and affilIates and creatIng a lobby whIch would exert Influence
on future trends In accountIng and audItIng rules and practices The PublIc RelatIOns CommIttee
Will also follow changes m tax regulatIOns, a strategIC area and a major concern for the SRO
members and affIlIates
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The PublIc RelatIOns CommIttee wIll represent the orgamzatIOn m dIfferent forums of related
professIOns, such as finance, mvestment, and SeCUrItIes It would promote relatIOns wlthm the
accountmg and audltmg professIOn between firms and between mdlvldual members resultmg m
the overall Improvement of professIOnal standards and ethIcs Moreover, the CommIttee's
mandate WIll be to mcrease the number of firms m the SRO while upholdmg the SRO as the
natIOnal accountmg body

Ethics Committee

The Board of DIrectors of the Accountmg and AudIt Self-Regulatory OrganIzatIOn (SRO) Will
establIsh an EthICS CommIttee whIch IS descrIbed below

I The proposed members of the EthICS CommIttee would mclude representatIves from the
follOWing areas

a accountmg/audlt firms
b academIa
c mdustry

There Will be a ChaIrman of the EthICS CommIttee In addItIOn, the presIdent of the Chamber
of AudItors and representatIves ofPnce Waterhouse and EU/TacIs, among others, WIll partIcIpate
m meetmgs to adVIse the EthICS CommIttee, but Will not vote

II ObjectIves and Work of the EthICS CommIttee

The pnmary objective of the EthICS CommIttee IS to provIde gUidance to members on questIOns
concernmg mdependence, confidentIal chent mformatIOn and conflIct of mterest In addItIOn, the
EthICS CommIttee Will be responsIble for enforcmg adherence to a Code of ProfessIOnal EthICS
Thus, the EthICS CommIttee WIll carry out two dlstmct functIOns draftmg, mterpretmg and
rendermg opmIOns on ethIcal Issues, and performmg an enforcement role Because the EthICS
CommIttee Will draft and mterpret rules of ethICS, as well as enforce these rules, It IS Important
that the rules be consIstently applIed and that members have a means for appealmg dIsclplmary
deCISIons of the Board of DIrectors, possIbly to the SEC or the CIvil courts

A Draftmg and Interpretmg Rules and RenderIng OpmIOns

The EthiC Committee Will be responsible for draftmg and mterpretmg ethiCS rules and rendenng
opmlOns mvolvmg ethical questIOns In order to draft ethiCS rules, the committee should look
to the lAS and other accountmg/audlt organizatIOns such as the AICPA for gUIdance m definmg
mdependence, confidential chent mformatlOn, and conflIcts of Interest The EthICS CommIttee
should also take mto account umque factors ansmg m Ukrame's transitIOnal economy In draftmg
ethiCS rules, the commIttee should rely heavily on the expenence of practItIOners With mput from
academia and outSIde adVIsers The EthiC CommIttee may want to draft a set of rules Imtlally,
then Circulate these prellmmary rules among members of the SRO and the larger commumty of
accountants and audItors for responses and comments All comments should be carefully
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evaluated and, where appropnate, mcorporated mto the rules

The SRO should also render OpInIOnS to ItS members concernmg these rules In order to provIde
thIS servIce, the EthICS CommIttee should establIsh a standard procedure for receIvmg mqumes
and rendenng opmIons, possIbly by offermg an address and telephone number where members
can SOlICIt opmIons For more frequently asked questIOns or questIOns mvolvmg cntical matters,
the EthICS CommIttee should conSIder ISSUIng wntten OpInIOnS and makmg these opmIOns easily
available to all members Fmally, the EthICS CommIttee should always stnve for consIstency m
issumg any opmIOn m order to provIde clear, unambIguous gUidance to SRO members

B Enforcement ActIOn

The EthICS CommIttee should also establIsh a set of procedures for takmg enforcement actIOns
agaInst members who VIOlated the organIZatIOn's rules The procedures should mclude rules for
mvestigatIOns, mqumes and heanngs, as well as a schedule of penaltIes InvestIgatIOns and
heanngs should be carned out by small panels consIstmg of 3 to 5 people These people should
be members of the professIOn or academIa who serve on the panels on a volunteer baSIS Panel
members should make prelImInary deCISIons based on the SRO's ethICS rules, then pass theIr
deCISIOns on to the full EthICS CommIttee for reVIew After reVIeWIng the panel's fIndIngs, the
EthICS CommIttee should delIver an OpInIOn With a correspondIng penalty, where appropnate
These OpInIOnS should be In wntIng and released to all members of the SRO to serve as a
gUidelIne for future conduct and to dIscourage SImIlar VIOlatIOns m the future Fmally, the
enforcement procedures should contaIn an appeals process to ensure faIrness Members should
be gIven the opportUnIty to appeal deCISIOns of the EthICS CommIttee to the full Board of
DIrectors, and pOSSIbly to the SEC or the CIvil courts
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APPENDIX F

KIEV NEWS ADVERTISEMENT FOR PILOT ENTERPRISES
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APPENDIX G

MEMORANDA OF MEETINGS WITH PILOT ENTERPRISES



Accountmg FunctIOn The accountmg department of the enterpnse IS not computenzed It has
nme accountants Both the ChIef Accountant and her Deputy are m theIr fIftIes The ChIef

Minutes of Meetings
wIth Jomt-Stock Company "Zhelan"

Zhelan produces 117,000 SUItS a year and has 570 employees In 1995, sales revenue
amounted to 417 bIllIon karbovanets whIle the cost of productIOn was 536 bIllIon
karbovanets

Lanssa I Llashko - Deputy DIrector
Nma V Lavrenchuk - ChIef Accountant
Nadlezhda G Pleshko - Deputy ChIef Accountant
Nma I Polovko - EconomIst
LmdmIla E Jouravleva - ChIef Labor EconomIst
Helen Crevoms - Pnce Waterhouse
James Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

March 5, 1996

Zhelan used to export around 20% of ItS goods to the Czech RepublIc, however, currently
exports represent a neglIgIble portIOn of the enterpnse's busmess Its mam market IS the
mternal UkraIman market The remammg export operatIOns are based on barter (raw
matenals for fimshed goods swap) transactIons Zhelan has a three-employees sales
department It IS expenencmg major problems m marketmg ItS merchandIse The mventory
turnover IS very low and the enterpnse's warehouse IS overstocked The factory closed for a
week m the begmnmg of March due to a substantIal mventory bUIldup In addItIOn, the
factory normally works only four days a week due to the same problems

Zhelan has been expenencmg acute workmg capItal problems In 1995, all of Its workmg
capItal needs were financed by Its parent One of the reasons for the low short-term hqUldlty
IS a weak collectIOn functIOn The company sells all of ItS merchandIse on credIt Its
accounts receIvable are collected WIthm two to three months Its accounts payable are paId
on average WIthm three to four months The delays m AlP payment results m damaged
relatIOnshIps With Important fabncs supplIers

"Zhelan" was bUIlt m 1987 by a French contractor Its $35 mIllIon cost was fmanced by the
SovIet Government Zhelan manufactures men's SUItS In 1991, the enterpnse was pnvatlzed
The controllmg shareholder that owns 60% of the stock IS the firm "MIchael Voronm Vlenna
Pans" whIch IS 93% owned by the UkraIman menswear desIgner MIchael Voronm The rest
of Zhelan's shares are owned by employees (35%) and mIscellaneous thIrd partIes (5%)

Date

Dlscusszon

Present

Meetmg # 1
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• Underdeveloped marketmg capabIlItIes Mr Voronm has Just entered mto agreement

Mr Voronm, the parent's maJonty shareholder who IS actIvely mvolved m Zhelan's strateglc
management, belIeves that Zhelan's low profitabIlIty IS caused by the followmg factors

Accountant seems anxIOUS to cooperate WIth Pnce Waterhouse She mentIOned that, m her
opmIOn, Ukrame WIll adopt mternatIOnal accountmg standards by 1998 and she'd lIke to see
her enterpnse m the forefront of the change

• Weak deSIgn capabIlItIes ThIS problem IS bemg solved VIa vertIcal mtegratIOn WIth
Mr Voronm's deSIgn firm (the parent) The new models that were deSIgned by
Voronm's firms and mass-produced by Zhelan m 1995 have been sold The mventory
bUIldup IS due to the old models that are not very popular m the local market

MIchael Voronm - MaJonty Shareholder of the Parent Company
StanIslav Vlasov - DIrector
Lanssa Llashko - Deputy DIrector
Helen Crevoms - Pnce Waterhouse
James Jones - Pnce Waterhollse
Manna Sletten - Pnce Waterhouse

March 6, 1996

• Slow response to changmg market condItIOns and unsatIsfactory qualIty Mr Voronm
IS workmg on Improvmg the qUalIty of Zhelan's products by purchasmg new
eqUIpment and mVItmg foreIgn speCIalIsts to tram the lIne managers and productIOn
workers Once Zhelan starts producmg top-qualIty Items, It WIll be able to compete
wlth foreIgn producers by offenng comparable qualIty at much lower pnce both m the
local and world markets Zhelan management IS also redesIgnmg ItS operatIOns to
reduce the tIme span of the "new models to market" cycle

Zhelan was one of the very first enterpnses to be pnvatIzed m the Ukrame Its management
mSIsted on the creatIOn of an open Jomt-stock company m order to attract outsIde mvestment
Zhelan found an mterested mvestor, the firm "MIchael Voronm VIenna-Pans", that acqUIred
60% of ItS shares and has been fmancmg Zhelan's operatIons for the past year Smce the
date of purchase, the parent mvested around $1 mIllIon m ItS SubSIdIary

Accordmg to the statutory Ukramlan accountmg books, Zhelan IS a profitable company
However, the enterpnse has severe cash flow problems The ChIef Accountant understands
the need for supplymg understandable, relevant, and tImely mformatIOn to Zhelan's parent and
ItS maJonty shareholder, Mr Voromn

DISCUSSIOn
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Meetmg # 2
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WIth a young marketmg specIalIst who had created a firm m order to market Zhelan's
products Eventually, Zhelan would lIke to outsource the marketmg functIOn
completely by sellIng 100% of Its goods to thIS marketmg firm

• Old thmkmg of Zhelan's employees IS a barner to mcreased profitabIlIty It IS very
dIfficult to change the SOVIet mentalIty, and Human Resources IS a major area of
concern for any pnvatlzed enterpnse Zhelan's management IS m the process of
trammg and/or replacmg ItS employees

• SovIet-style manual accounting functIOn Managers and the owner cannot obtam the
financIal mformatIOn that would allow them to manage the enterpnse effiCIently The
tax accountmg does not present a truthful pIcture of Zhelan's financIal condItIOn and
operatIOns

In Mr Voronm's opmIOn, Zhelan's strengths are as follows

• HIgh-tech eqUIpment allows Zhelan to qUIckly and sIgmficantly Improve the qualIty of
productIOn,

• HIgh productIOn capacIty Workmg at full capacIty, Zhelan can saturate the Ukramian
market, where It does not have local competItors, and export fifty percent of ItS
productIOn

• CompetItIve cost structure Zhelan can produce a SUIt at a cost of $15 whIle ItalIan
producers' costs amount to $34 per SUIt The cost of SUItS manufactured m the US IS
over $40 per Item Mr Voromn mentIOned that he was negotIatmg WIth Amencan
buyers who would be WIllmg to purchase Zhelan's SUItS, however, they are askmg for
generous (4-5 months) credIt terms Zhelan SImply cannot tIe up ItS workmg capItal
for the next SiX months (an average length of the operatmg cycle)

• Strong management and supervISIOn on the part of the maJonty shareholder Mr
Voronm IS a well-traveled busmessman who IS extremely mterested m western ways of
domg busmess and believes m the value of the financIal mformatIOn presented m
accordance WIth the mternatIOnal accountmg standards He IS plannmg to travel to the
US at the end of March WhIle m the US, Mr Voronm WIll VISit several US apparel
manufacturers to get more mformatIOn on theIr operatIOns

Mr Voronm belIeves that Zhelan WIll become very profitable m the near future and has
recently offered employees-shareholders to tender theIr shares for 1 mIllIon karbovanets per
share

Both Mr Voromn and Mr Vlasov, Zhelan's DIrector, expressed the deSire to cooperate With
Pnce Waterhouse consultants m the implementatIOn of the pIlot project They belIeve that
Zhelan employees are ready to mvest the necessary tIme and energy to make the project
successful Mr Voronm also asked Pnce Waterhouse to conSIder workmg WIth Zhelan's
parent "MIchael Voronm VIenna-Pans" It IS a much smaller but profitable pnvate company
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that IS 93% owned by Mr Voronm The firm has 70 employees and operates as a hIgh
fashIon desIgner for mdividual clIents Its clIents are local government officIals and wealthy
busmessmen who pay an average pnce of $200 per SUIt Currently, the company produces
500 Items (coats, SUItS, etc) plus 500 paIrs of pants annually Eventually, Mr Voronm IS also
plannmg to open a fashIOn center where he would organIze fashIOn shows, as well as sell
Ukramian and Imported menswear

At the end of the meetmg, both Zhelan managers and PW consultants expressed satIsfactIOn
wIth the results of the dISCUSSIOn PW consultants were mVIted to VISIt Zhelan's facIlttIes the
week of March 10, 1996



"MIchael Voronm VIenna-Pans" owns 50% of Zhelan's shares whIle Mr Voronm hImself
owns another 10% of Zhelan (the rest of the shares IS owned by Zhelan's employees)

Ms Kochergyna IS not famIlIar WIth mternatIOnal accountmg pnnclples However, she
belIeves that the local tax accountmg IS unacceptable smce It does not reflect the true
finanCial pOSItIon and results of operatIOns of Ukramlan busmesses

There is only one managenal report prepared for Mr Voromn daily cash receIpts and
disbursements Accordmg to Mr Voronm, the accountmg for hIS firm's operatIOns should be
SimplIfied as much as pOSSible An example of such SImplIficatIOn IS the averagmg of costs
of fabncs used by the deSigner

Ownership Structure The fum IS a UkraIman-Austnan Jomt Venture that was formed by Mr
Voronm and hIS brother, who lIves m Austna The Austnan partner owns 65% of the
company whIle Mr Voronm and two of hIS employees own the remammg 35% of shares As
a Jomt venture, the firm enJoys a five-year tax holIday

MIchael ',oronm - PresIdent
Olga Kochergyna - ChIef Accountant
JIm Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

March 18, 1996

Minutes of Meeting
WIth Jomt Venture "MIchael Voronm VIenna-Pans"

OperatIOns PW consultants VISIted the company's faCIlIties and watched a promotIOnal
VIdeo Mr Voronm talked about the role that Zhelan IS expected to play m mcreasmg the
future profItabIlIty of the parent company Mr Voronm antIcIpates that Zhelan WIll become
profitable as early as June of thIS year. However, he IS concerned WIth Zhelan's abIlIty to
produce finanCIal mformatIOn relevant to deciSIOn-makmg Mr Voronm's mam concern
seems to be mflatIOnary dIstortIOns of finanCIal data, as well as foreIgn exchange losses that
are not deductIble for tax purposes

Date

Present

Accountmg FunctIOn The ChIef Accountant, Ms Kochergyna, gave PW consultants a bnef
overvIew of the fum's manual accountmg functIOn There are three full-tIme eqUivalent
accountants workmg for the firm one payroll clerk (part-tIme), one matenals and depreCIatIOn
accountant (part-tIme), a deputy chIef accountant, and the chIef accountant who IS responSIble
for managmg the department and preparmg numerous tax reports The company flIes ItS
finanCial statements WIth the Tax Inspectorate once a year
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ProfessIOnal PubllcatIOns Recommended by the ChIefAccountant

"Everythmg about Accountmg",
"GalItsky Contracts" (basIc bookkeepmg),
"Vestmc Nalogovoy Sluzhby" (Tax Inspectorate News),
"Busmess" - hIghly recommended, publIshes latest accountmg and tax-related
documents, commentanes, mterpretatIons),
"Plus +/- Mmus"



Accounting FunctIOn and Capital Structure DAX has one accountant who IS profiCient m
local tax accountmg and used to work m the pubhc sector The accountmg functIOn IS not
automated, however, DAX's staff mcludes one programmer

DAX's extremely competitive cost structure (37,000 karbovanets per square meter on basIc
repairs) IS due to the fact that the AIF technology allows for a mmlmal use of dIrect
matenals The gomg pnce for repamng one square meter of a roof cover IS 2 mIlhon
karbovanets DAX can offer a pnce of 600,000 karbovanets, which would mclude a three
year warranty

Background InformatIOn DAX IS a young pnvate firm that has three corporate shareholders
(1) SVS - a pnvate constructIOn company that owns 45% of the shares, (2) "TS" - a pnvate
company that owns 25% of DAX's shares and provided part of ItS start-up capital, (3) the rest
of the shares are owned by "BrokStar", a Russian pnvate firm based m Samara that has
recently started marketmg DAX's technology m RUSSIa

DAX has 31 employees and annual sales of $500,000 It manufactures and sells eqUIpment
("AIF" machmes) for roof cover repaIrS usmg the technology patented by DAX employees
In additIOn, the company provides roof cover repaIr servIces usmg ItS new technology DAX
also works With the Amencan company Swepco that manufactures hIgh-qualIty mastic roof
cover matenals DAX acts as a dealer of Swepco m Ukrame It also uses Swepco's
matenals when provldmg repaIr services

Vladimir VlpIraylo - President, DAX
Helen Crevoms- Pnce Waterhouse
Jim Jones - Pnce Waterhouse
Manna Sletten - Pnce Waterhouse

Minutes of Meeting
With Jomt Stock Company DAX

March 13, 1996

DAX services mdustnal constructIOn sites, office bUlldmgs, and apartment bUlldmgs It has a
very competitive cost structure due to the new technology used m repaIrS Traditionally, roof
covers are repaired by addmg additIOnal layers of msulatmg matenals DAX's new
technology allows It to repaIr covers more effectively through dehumidificatIOn DAX faces
fierce competitIOn, however, the President has no doubt about DAX's abilIty to compete due
to the supenor qualIty of ItS services and a very competitive cost structure Most of the
firm's competitors do not offer any warranty, whIle DAX routmely offers a three-year
warranty If the chent decides to use Swepco's matenals, DAX gives an 8 to 20-year
warranty dependmg on the category of matenals used m repaIrS
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In addItIOn to eqUity capItal, DAX's capItal structure compnses a $500,000 five-year EBRD
loan dIsbursed by Gradobank The loan proceeds were used for capItal mvestment purposes
DAX has already started repaymg the loan

DAX's Asset Base DAX owns a manufacturmg facIlIty, a warehouse, a garage, and a brand
new offIce space

DAX's CommItment to the Project When asked why he contacted Pnce Waterhouse, DAX's
PresIdent, Mr Vipiraylo, gave a very convmcmg speech on hIS company's need for
managerIal accountmg The accountmg mformatlOn he receIves now IS outdated, tells hIm
nothmg about hIS costs and does not help m prIcmg DAX's servIces DAX's management IS
very eager to partIcIpate m the project and IS wIllIng to meet the reqUirements that PW
consultants talked about dunng the meetmg

PW consultants WIll contact DAX m the near future m order to VISIt the company's
manufacturmg faCIlItIes


