The Role of IFAC and the Sustainable Development of Africa

Eastern Central and Southern African Federation of Accountants (ECSAFA),

 20th Anniversary Conference

Göran Tidström, 
Deputy President

International Federation of Accountants

Johannesburg, South Africa
September 22, 2009

Introduction
Good morning, ladies and gentlemen. I’m delighted to be here today to participate in this special anniversary event. My congratulations to Chief Executive Vickson Ncube, President Koos du Toit of ECSAFA, your past presidents and CEOs, and to you, members, on this milestone in your organization’s history. I would also like to recognize the hosting institutes and our IFAC colleagues, the South African Institute of Chartered Accountants and the South African Institute of Professional Accountants, and the chief or platinum sponsor, ACCA, as well as all the other sponsors who have contributed in one way or another to making this occasion a success. 
My brief remarks today will focus on looking ahead, to consider what IFAC can—and already does—contribute to the Africa of tomorrow through  sustainable development. I suppose that if you walked down a main street in Johannesburg and asked someone at random what is needed for sustainable development in this country, you might find quite a few people who would say “more sports” and, in particular, “success for Bafana Bafana.” But there was also the unexpected visit of the Indian Cricket Premiere League, which provided a big boost to the South African economy, particularly for the travel and tourism sector. And it was followed by another welcome event, this time the Confederations Cup. I also note that construction is moving ahead for next year’s FIFA World Cup, which should continue to highlight South Africa’s unique attractions, as well as spur its economy.
And yet, man or woman does not live by football alone—not in South Africa, as one of the G-20 nations, and certainly not in other areas of the continent that have much further to go in developing a sustainable economy. What they need is people and innovation, and an economic environment that encourages these entrepreneurs to succeed with their ideas, for this is key to building a sustainable business and social environment. 
But in addition to this, they also need a strong financial infrastructure that can provide the foundation for business development and can help fuel the changes necessary to improve the quality of life of the majority of their citizens. This, in IFAC’s view, includes a strong accountancy profession, supported by high-quality, globally recognized standards, and a sound and balanced regulatory system.    
How Global Standards Contribute to Sustainable Development

Indeed, the International Federation of Accountants is a resource for the sustainable development of the emerging and developing economies of Africa and other parts of the world. But unlike natural resources, such as precious metals and oil that are so plentiful here, but which have to be explored and mined or pumped from deep within the earth’s crust, IFAC is ready to help right now. We do so by issuing globally recognized standards and guidance that can help countries of every size and stature and the businesses that they foster, to present themselves to the world’s investors. We also provide strong support worldwide for the development and growth of the accountancy profession, without which standards and guidance are of little use. 
As the growth of the industrialized nations of North America, the European Union, and the Pacific Rim slows, emerging and developing economies have already captured the imagination of the world’s money men—and their investments. But before investors—and lenders as well—will make funds available, they demand to know the facts about a business: Do its accounts receivable represent a true picture of future collections? Does “reported revenue” include only those sales made during a specified period? 
The adoption and effective implementation of internationally recognized standards provides one sure way for a business to communicate meaningfully with all potential investors. What kinds of standards am I referring to here? I am of course referring to the International Financial Reporting Standards issued by the IASB, but equally to IFAC’s international standards in auditing, ethics, and public sector accounting—all of which, when properly applied, ensure  transparency, consistency, and quality in financial reporting and auditing that investors and other interested parties require.
Let me give you a brief overview of these standards and what they can do to help this part of the world move further into the mainstream of global economic activity. 
IFRS have been criticized from several camps in this time of global financial crisis with fair value models and rules for loan loss provisions that contributed to excessive procyclicality in the financial sector. But whether or not there is room for improvement in the IFRS and the underlying standard setting (with its consultative and due processes), it does not mean that we have any other choice than to have a single set of high-quality accounting standards for all the world’s capital markets, including those here in Africa.
Let’s continue with the standards issued by IFAC, the International Standards on Auditing, the ISAs. They provide the standards by which the auditor examines a company’s financial statements and judges whether they can be relied upon by investors, capital market participants, and policymakers with “reasonable assurance” that they are a true picture of the company’s finances. These standards are developed through a rigorous due process by the International Auditing and Assurance Standards Board, with input from national standard setters, IFAC member bodies, the general public, and many others. 
They are written clearly and concisely, thanks to the Clarity Project—a recently completed, comprehensive review of all of the ISAs plus the International Standard on Quality Control to improve their clarity and, thereby, their consistent application. The results are widely accepted, by nearly 100 countries, including ECSAFA members, where they have been adopted or are part of the local laws/regulations. They also have the endorsement of IOSCO, the International Organization of Securities Commissions, which has encouraged securities regulators to accept audits performed in accordance with the clarified ISAs as a step toward worldwide adoption of a set of high-quality auditing standards.
We should, however, keep in mind that adoption is but the first step; implementation of the standards represents an even bigger challenge, especially for  IFAC members, including many in Africa that are relatively small in size, with limited financial and human resources. IFAC helps meet this challenge by producing and distributing, free of charge, two important implementation guides: Guide to Using International Standards on Auditing in the Audit of Small- and Medium-sized Entities and Guide to Quality Control for Small- and Medium-sized Entities. Additionally, the IAASB is completing several ISA Modules, which include videos and slides to facilitate local training and professional development efforts.
Next, there is an international Code of Ethics for Professional Accountants (the Code) that stands as an assurance of the behavior of the accountant. Developed by the International Ethics Standards Board for Accountants, the Code sets out standards of integrity, objectivity, professional competence and due care, confidentiality of information, and professional behavior regarding compliance with relevant laws and regulations. All 157 member bodies of IFAC must commit to adopt the Code for their members—whether in public practice, in business, education, or the public sector—and no member body or firm issuing reports in accordance with International Standards on Auditing is allowed to apply less stringent standards than those stated in the Code. 
A new version of the Code has recently been published—clarifying requirements for all professional accountants and significantly strengthening the independence requirements of auditors, in order to increase the level of trust that investors demand in the wake of the global economic crisis. Some of the same challenges that exist for disseminating accounting and auditing standards also exist in the area of ethics, but IFAC is working on new ways to communicate the importance of professional ethics. 


We understand that the increase in trust and certainty that flow from familiarity with standards—including a common understanding of what it means to be independent when providing assurance services—will contribute immeasurably to a reduction in barriers to international capital flow and an increase in sustainable development in this part of the world.
Next, there are the International Public Sector Accounting Standards, the IPSASs, which are designed to be used in preparing general purpose financial statements of public sector entities, including national, regional, and local governments and their departments, agencies, ministries, and so on. The International Public Sector Accounting Standards Board, the IPSASB, has developed guidelines for modifying International Financial Reporting Standards for application by public sector entities, and also addresses public sector financial reporting issues that have not been comprehensively or appropriately dealt with in existing standards, or where there is no related standard.
The use of the IPSASs is particularly important in Africa, where the public sector is often the dominant segment of the economy and a lack of capacity in the profession frequently results in incomplete budget information, inadequate accounting systems, obsolete legal frameworks, ineffective internal and external audits, poor dissemination of public financial management information, and a shortage of qualified public financial management professionals, There are also barriers to the use of an Integrated Financial Management Information System for budgeting management and accounting. 
Even in the developed world, it is critical for government bodies to have public sector standards for use in dealing with the recognition, measurement, presentation, and disclosure requirements dealing with transactions and events. Earlier this year, the IPSASB issued an exposure draft proposing financial reporting requirements to ensure that governments remain accountable for their actions, in a consistent and transparent manner. Right now, over 65 countries are using or are in the process of adopting or incorporating the IPSASs. In addition, other governments already apply full accrual accounting standards and apply accounting standards that are broadly consistent with IPSAS requirements, providing the transparency that we have already begun to expect from larger private companies—so investors can consider the financial stability of a potential investor’s home country.
All of these standards exist in order to protect investors, maintain fair, orderly, and efficient markets, and facilitate capital formation—and emerging economies need them as much as Wall Street or the Tokyo Stock Exchange. Perhaps they need them even more, because their businesses have so much to prove to foreign investors about their own viability and the stability of their monetary systems and other economic facts of life. What business wants to hear that a potential investor doesn’t understand the accounting system being used? At the same time, the fast-growing emerging businesses in technology or finance, which desire to be listed on foreign stock exchanges, need sure ways of proving their financial status, and there is no better way of doing this than by adopting global standards in accounting and auditing.
SMEs and Micro-entities and Sustained Economic Development

At this juncture, I would also like to say something about SMEs and other small and very small businesses because we at IFAC consider them to be engines for future growth and employment—and vital to the sustainability of economic development. In Africa, most businesses would, in fact, fall into this category. We know that they have fewer resources and can easily be overburdened by regulatory and compliance demands made upon them and believe that it is in the public interest to see this does not happen. 
We at IFAC would like to see a new generation of businesses in Africa and other emerging and developing economies enjoying the growth that is critical to future economic development. Despite the broader global slowdown and declines in commodity and oil prices that have hurt many resource-exporting African countries, these SMEs keep going, acting as incubators for future wealth creation. In most countries, they account for 40–70 percent of private sector revenues and a similar percentage of employment. They create more new jobs than larger, more mature companies, and they are far more innovative in bringing new products to market and creating entirely new markets, especially in consumer goods and technology.
The International Monetary Fund has estimated that average growth in Africa will be between 1 and 3 percent, which is down from the prior two years, but still growing, unlike many industrialised countries. Some $53 billion was injected in Africa in 2007, according to the U.N., providing 31 percent average investment returns, the highest rate among the world's developing regions. Many of the world’s best-known investment authorities acknowledge that the developing world is one of the best areas to find better-than-average returns.

Late last year, Business Week magazine reported from the “Pioneers of Prosperity-Africa Awards,” held in Rwanda, that the outlook for emerging businesses in the fields of health insurance, information technology, and media, and I quote, “is helping Africa move from development-aid recipient to a mainstream economic player.” The winners of the “Pioneers of Prosperity-Africa Awards” epitomize the kinds of businesses that will help make Africa’s economies sustainable—SMEs that find niches to fill and build niches of their own through innovative thinking. 
Now, I would be the last to pretend that SMEs have smooth sailing in bringing their unique contributions to market, even when it is a brilliant idea. They, indeed, face unique challenges particularly in times of financial crisis. These include the ability to obtain capital and credit, the challenge of meeting the rising costs of fuel, supplies, and other factors of production, and how to meet regulatory and compliance requirements in a cost-effective way, to name just a few. 
We at IFAC agree there must be fair treatment for all businesses, even if this sometimes means treating some businesses differently. Regulators must take care that they recognize the special nature of SMEs and treat them accordingly. We must consider their needs carefully because, without them, the sustainability of Africa’s economies would certainly be more fragile. 
The specialized needs of SMEs have not been completely overlooked, of course. The International Accounting Standards Board’s IFRS for SMEs accommodates the needs of medium-sized and smaller businesses with standards specifically written with them in mind. For example, a private company may not need the audited financial statements that larger or public companies require; similar information may be presented with an alternative form of assurance and still be used by financial institutions in weighing the viability of an SME for the financial assistance they need. Every country needs to determine for itself whether these standards are an appropriate addition to its financial reporting framework—particularly with respect to the micro-entities that are a big part of most African economies.
Yet, it is not enough. There must be further initiatives—whether through IFAC or ECSAFA or organizations elsewhere in Africa—that embrace SMEs as critical engines of growth and prosperity, even more closely than we have  been doing. We need to see that they are handled with a balanced approach that encourages profitability, growth, and development on the one hand, and accountability and appropriate compliance to rules and regulations on the other. We do this by helping to shape the financial reporting standards that affect SMEs, and by providing guidance and web-based tools in support of the small and midsize practitioners who have proven themselves such vital resources to small and medium size organizations. 
Building Sustainable Capacity

Having a high-quality, sustainable accounting and auditing profession must surely be considered an important part of every developing economy, as most of you in this room are keenly aware. It can be a bulwark against fraud and corruption, and it can be a significant resource to entrepreneurs and financial and public institutions. It is also a necessary pre-requisite for the implementation of recognized standards.
But, no adoption of standards, global or national, can take place without strong national and regional accountancy bodies to promote them. One way that IFAC supports building the capacity and skills of the accountancy profession in all regions of the world is through our Developing Nations Committee (DNC). 

In fact, much of the impetus for IFAC to create the DNC in 2003 came from a recognition that more than 60 percent of the 53 countries in Africa were not represented in IFAC—or even had an organized profession. Since its creation, the DNC has provided input to the international standard setters to ensure that they are aware of and consider issues relevant to the profession in developing nations. It has also worked to strengthen national accountancy bodies and facilitate the establishment of others where they do not exist through formal outreach—providing advice, tools, and resources and supporting advocacy efforts with country stakeholders. 
Through our outreach programs, we have made good progress in increasing IFAC membership from emerging and developing countries. Our efforts will only increase in this area. In fact, in the next few months IFAC representatives are planning to meet with professional bodies from Algeria, Benin, Niger, and five other West African countries, who are not yet members of IFAC, to discuss the membership process and define the road they must follow to get there. The importance of strong accountancy bodies for a prosperous economy is a fact that should be recognized by more African governments who could increase the support to such bodies though legal and other measures.
The DNC has also recognized that in developing and emerging economies, individuals often do not have the resources to qualify as professional accountants, even though there is strong demand by governments and organizations for skilled individuals to contribute to the financial reporting and decision-making process. The development of accounting technicians is important to fulfilling this gap and setting a pathway for qualified accounting technicians to develop further as professional accountants, and our DNC is working to strengthen this important capacity. 


The DNC’s recently published Good Practice Guide: The Education, Training and Development of Accounting Technicians will help us accomplish this goal by raising awareness of the need for and role of accounting technicians, especially in developing nations. The World Bank is also working on promoting the training of accounting technicians with a bias towards public sector accounting.
Leadership also means partnering with other leaders who share common goals. For example, through the DNC, IFAC partners with the World Bank and multilateral development banks (MDBs) on increasing the capacity of the accountancy profession in emerging and developing economies, through our support for the World Bank’s ROSC program and other related initiatives. Additionally, we recommended to the G-20 back in April and, again, in preparation for their meeting next week, that they support the World Bank and other MDBs in assisting countries to improve their financial management capabilities and financial reporting infrastructure. 
I am pleased to report that, at IFAC’s G-20 Accountancy Summit in July, World Bank Chief Financial Management Officer Tony Hegarty announced that, through a new initiative, the World Bank and IFAC will deepen cooperation in this area. Summit participants supported this initiative and recommended that G-20 governments partner with the World Bank and IFAC to establish a framework for building sustainable capacity for the accountancy profession. The World Bank hopes to establish an arrangement with IFAC that would support the profession at the global, regional, and national levels.
Conclusion
Before I conclude, I would like to digress, a little, and speak of one of the realisations that has come out of this great financial crisis. It has highlighted the importance and the value of good financial information founded on proper ethical practices. 
Although the crisis did not affect Africa as immediately or directly as in other parts of the world, its impact is nevertheless now being felt here as markets and prices for commodities have shrunk alongside tourist numbers and related earnings. Foreign aid too has gone down and promised aid has been delayed if not cancelled altogether, as donor countries reassess their own priorities. In this atmosphere, Africa needs to take a closer look at the practices that keep it dependent on other countries for aid and other forms of assistance. By all accounts, a major one of these negative practices is corruption, which takes more resources out of Africa than aid and other grants will ever bring in. I suspect that, perhaps more in this part of the world than anywhere else, corruption is the main obstacle to economic progress and financial sustainability.

I believe that our profession is uniquely placed to deal with this cancer of corruption, and I call on the African profession to rise up and unite to deal with this problem. You have professional accountants in parliament, in boardrooms, and in all manner of places where economic activity or legislation/regulation takes place. If each one of them walked the talk and stood up to be counted in the anti-corruption crusade, society values and practices would begin to change and the tide that drives corrupt practices would begin to turn. I am the first to admit that this will not be easy, but the longest journey begins with the first step. 
We are here celebrating the 20th anniversary of the founding of ECSAFA. Your founding president, Mr. Ndung’u Gathinji, has served the profession for over 20 years, and continues to serve on the IFAC Nominating Committee and was instrumental in the creation of the Developing Nations Committee including serving as its first chairman. Additionally, IFAC also benefits from the contributions of Japheth Katto and Jelil Bouraoui who currently serve as IFAC Board members and several others on IFAC Boards and Committees. 
In this regard, Africa and its leaders in the profession have had a major impact on the work of IFAC. In this context, it would be significant if ECSAFA were to put the fight against corruption in the forefront of its agenda. In fact, this is something that the proposed Pan African Federation of Accountants would be well advised to take on board, as it would then provide a Pan-African platform for an issue that bedevils the entire continent. Both IFAC and the World Bank would then be able to add input to the process, as necessary, without appearing to target any one particular country, as this leads to resentment and resistance within the leadership of the identified country—more so when such a country can point to practices in neighboring countries that may not be receiving the same attention
So, I will leave you with that challenge even as we toast ECSAFA’s achievement over the last 20years. Long live ECSAFA! Long live Africa!
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