A lot of you graduate in economics. You work as bookkeepers or accountants. We use all these terms in the United States, but they often mean something very different to us. I am going to look at those differences today with two objectives. First, I want to give you a clearer idea of what people in the West see as accounting.  Secondly, and more important, I want to point out that an old-fashioned, Soviet view of accounting holds the whole country back.

Accounting means keeping track of numbers. The numbers always involve money. They might also involve the time that people work, resources like electricity, and the parts used to make something.

The key question is: who wants to know?

· Financial accounting tells the owners of the business how well the business is doing. The owners use financial reports as the basis for making decisions. Is the company making money? Is there enough money to finance  an expansion? Public companies -- companies owned by shareholders -- provide reports every three months to their shareholders.

· The auditors want to know. A publicly traded company has outside auditors, independent accountants who are hired to assure that its shareholders that the financial results being reported are accurate. They usually do this once a year.

· Tax accounting tells various government organizations how much taxes you owe, and how much you have paid.

· Cost accounting tells how much it costs to operate the business. I am holding a cell phone here. Nokia's  cost accountants can tell you how much the battery cost, the display, the keyboard, the transmitter, the camera, and all of the other parts. They can tell you what types of people worked to make it, and how much time each one of them spent. They can tell you how much wire, water, and electricity was used to make it. They know exactly how much it cost to manufacture.

Even today most accounting in Ukraine amounts to little more than tax accounting. That is about all that the accounting system that everybody knows, 1C, is capable of doing.  
Corporate income (profits) tax 
Personal income tax (withholding)
Value added tax 

Pension Fund charge 

Excise tax and import duties 

Land tax 

Stamp duty 

The problem is rooted in history.  The Soviet Union measured outputs, not profits.  As it fell, the oligarchs took the productive sectors of the economy and the state kept the measurement bureaucracy – the tax authorities.  The producers had been bribing and lying to administrators for years about productivity... to keep their jobs.  Their relationship changed a bit with independence, but the people and their habits remained the same.  Neither owners nor bureaucrats benefit by telling each other the truth.

What is the result?  If Kryukiv Railcar manufactures a boxcar for sale to Kazakhstan, they know exactly how much to pay in profits tax, Value Added Tax, personal income taxes, pension fund tax, land tax and special taxes such as perhaps a surtax on natural gas or a rebate on steel. 

But the accounting system does not provide other useful information.  If they are bidding for a contract to make 100 railcars, their accounting system probably does not tell them how many people they need, what parts to order and when to order them, or how to schedule their factories.  They have to do all this by hand. The transactions that had to be entered into the accounting system contains lots of useful historical data that wold be useful for planning, but there is no way to get at them.

As a result, everywhere you go you see people reading information from reports and keying it into spreadsheets so they can do their planning.  Anybody who has used a spreadsheet knows how hard that can be.  Let me give you an example.

If we get an order for 100 railcars, it is easy to compute that we need 800 wheels -- four at each end of the car.  But it gets harder.  

If we manufacture 5 railcars per week, we can figure we need 40 wheels per week.  OK.

If it takes three weeks to make a railcar and we need the wheels at the end of the second week?  If we have holidays?  If one manufacture has wheels for less money, but they can only provide 20 wheels a week?  If there is a strike?  It becomes impossible!!!  The only thing to do is to sign a contract for 40 per week from one supplier.  If there is a strike, you wind up with lots of wheels you have to pay for and nowhere to store them.  You know you will lose money but you don't know  how much.  That is the problem.

Modern accounting software provides information to plan and run the business.  And, by the way, as it does this, of course it has all the information you need for paying your taxes.

Look at the difference. With 1C you enter a lot of journal ledgers.  We paid money out of a bank account, and we charges it to the cost of parts to make this kind of equipment.  In a modern system, you provide all the accounting information when you type in information about your contract with a supplier.  When he delivers the goods, the accounting system already knows to pay him, and it can automatically generate the accounting journal.  It means less work and better accuracy.

The 1C system deals with transactions. You buy some raw materials and the record the financial transaction, or you make a sale and you book the income.  The next transaction is a separate deal.  This has been my observation about Ukrainian business in general. They want to make as much money as possible from one transaction, and they do not care about my opinion of their company. The people who rented me apartments, rented me cars, accepted a certificate of deposit in a bank, and handled the import of my goods from the United States tried to get as much money as they could from a single transaction. Another way of saying it, is that they screwed me if they could.  1C supports this kind of one-off mentality.
A modern accounting system works with relationships. You have contractual relationships with the people who supply your business with raw materials, with your customers, and certainly with your employees. It pays attention to the factors in a long-standing relationship. Do you get quantity discounts from your suppliers? Do they regularly deliver on time? Is their material usually of good quality? It is much cheaper to do business with reliable partners. You do not have to spend a great deal of time checking up on them. They have too much to lose to try to cheat you in most cases. A Western accounting system assumes that you are doing business in an environment where people work together over the long term, and of course trusting each other is essential. Stated most briefly, this trust is why we are rich. We spend our time making money, instead of cheating each other or protecting ourselves from being cheated.
A modern accounting system supports transparency. It is easy for an auditor to follow a transaction through the entire system, perhaps from the order to a supplier through storage in the warehouse, implementing the part in a product, and shipping the finished product to a customer. The auditor certainly does not have to depend on paper records. They may occasionally look at them just to be sure that they agree with the computer records.

Modern accounting, and transparency are part of a Western business practice. It means that lying and deception are the exception -- honesty is the customary practice, and it is actually quite a bit harder to commit fraud. The national bank of Ukraine can simply lie about transactions. A Western bank can't do that -- all of their records have to be visible.

There are a lot of prescriptions for making Ukraine into a modern nation. You often hear that transparency is essential. As an accountant, I have to think that there is no single step that is more important.
