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Message from the Office of the Auditor General of the Union

Message from the Office of the Auditor General of the Union

The purpose of financial reporting is to provide an objective and fair view of an entity’s financial
position. As Myanmar’s market economy develops, the preparation and communication of
financialinformationis vitally important so that users of financial statements can assess financial
health, risk profiles and future prospects of an institution.

We published the first Myanmar Accounting Standards in 2003 that are consistent with
International Accounting Standards. Then in 2009 and 2010 we published the Myanmar Standards
on Auditing and Financial Reporting Standards respectively, which should be adopted by all
certified public accountants, public companies and financial institutions operating in Myanmar.
In addition, the new Myanmar Accountancy Council Law was passed in June 2015 covering wider
compliance and enforcement of the above standards. We understand that full implementation
and compliance of these standards is a challenging process and it requires great effort from
each stakeholder in the financial sector.

In 2013, with the help of Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ), we
assembled an Action Plan Committee to strategically improve the implementation of a sound
financial reporting framework in the banking sector. This Country Strategy and Action Plan
document outlines the work being done and is a roadmap for improving the financial reporting
process in the Myanmar’s banking sector.

Going forward, we hope to expand the committee’s membership and increase collaboration
among stakeholders. The interest, actions and coordination of stakeholders are critical to
improving financial reporting in Myanmar and we thank them and GIZ for their continued and
active support.

\N “‘w&/

Myo Myint
Deputy Auditor General
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Foreword from the Action Plan Committee

Foreword from the Action Plan Committee

While Financial Reporting Standards have been officially announced in Myanmar, adherence to
and review of standards in the banking sector need improvement. To respond to this, the Office of
the Auditor General of the Union (0AG) formed the Action Plan Committee (APC). The APC has
so far invited the following stakeholders to participate on the committee meetings; the Myanmar
Accountancy Council (MAC), the Central Bank of Myanmar (CBM) and the Myanmar Institute of
Certified Public Accountants (MICPA).

This committee has taken on the tasks of mapping out the current accounting and auditing
environment in Myanmar, performed a gap analysis and identified, prioritized and planned
actions for the respective organizations to undertake in order to enhance financial reporting in
Myanmar’s banking sector.

The common objectives of the APC stakeholders are to improve transparency, accountability
and corporate governance of financial reporting in the banking sector over time. In addition
the committee seeks to increase knowledge and capacity of local accountants and auditors to
perform these critical tasks. By implementing International Accounting Standards, risk in the
banking sector can be better managed and the Myanmar economy will benefit from increased
stability and investment.

While Myanmar Accounting Standards have been prescribed by the MAC, at present there is
weak due process for review and enforcement of Financial Reporting Standard applications in
Myanmar. In addition, in general there is no enforcement for banks to publish audited financial
statements for public information. To compound the problem, IFRS expertise in Myanmar is very
limited and the number of qualified CPAs is low.

Accounting practices are not consistently applied in the banking sector. There are significant
differences between prevailing accounting and prudential regulations in Myanmar’s banking
sector and current IFRS.

The process of upgrading the quality of disclosures in financial statements and achieving full
compliance with IFRS will be long and challenging. Full transparency cannot be achieved by
simply adopting IFRS, it will also require:

a change in the culture and mindset of preparers, increasing their accounting
knowledge and skills, particularly around use of IFRS compliant IT systems

an improvement of corporate governance, independence of auditors, roles for audit
committees, board oversight of auditors and quality assurance

stronger enforcement by means of strengthening the capacity and quality of banking
supervision and requiring compliance of Myanmar Financial Reporting Standards
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Foreword from the Action Plan Committee

To address these challenges the APC seeks to build stakeholder ownership by firstly improving
communication between the regulators, state auditors, banks and audit firms, and secondly by
inviting other stakeholders to the committee meetings.

Strengthening of regulations and institutional capacity at CBM and OAG will be key to bolster
enforcementin the sector. The current draft of the proposed Banks and Financial Institutions Law
will require application of accounting and auditing standards. On-going review and understanding
of the differences between prudential regulations and required reporting standards will help to
improve the statutory framework. In addition, adding specialized accounting expertise at the
central bank and implementing a data collection system to facilitate the review and verification
of reporting data will help CBM and OAG to monitor application of Myanmar FRS by banks in a
consistent manner.

Myanmar banks implementing these standards will likely face significant accounting differences
and revised valuations of investments, impairments, recognition of loan fees and deferred taxes
which could potentially have a significant impact on their financial positions. Great care must be
taken to ensure that actions from the stakeholders are coordinated appropriately and lessons
learned are shared so that the entire sector can improve strategically over time. Supporting the
banks in this transition period is an important role of the APC.

In order to increase the supply of human and capital resources of the professional associations
MAC and MICPA should explore ways and means to overcome limited resources and be more
pro-active in representing the accounting and auditing profession. New opportunities and
sustainable schemes for professional training of accountants will help to encourage growth of
qualified accountants in Myanmar.

-Action Plan Committee (APC)
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Executive Summary

Executive Summary

This Country Strategy and Action Plan (CSAP) sets out a comprehensive re-form program for key
stakeholders in the banking sector to enhance the financial reporting framework in Myanmar
for the next 5 years (2015-2020). This report contains details on reform activities, milestones,
implementation arrangements for reform implementation, and prioritization of activities. The
report may be used to mobilize the development partners community to support reform activities.

This Country Strategy and Action Plan (CSAP) was prepared jointly by and after a series of
meetings, work sessions and workshops among all relevant stakeholders, i.e. 0AG, CBM, MAC
and MICPA.

The development of this CSAP was supported by GIZ.

The CSAP is consistent with best international and regional practices for:

(a) Improved data transparency and reliability to enable the monitoring of credit risk;

(b)  The development of a deep and liquid stock market;

(c) Measures to improve the business environment; and

(d) Reforms necessary to sustain high growth rates and diversify the economy away from a

declining stocks of primary commodities.

Implementation of IFRS will enhance transparency as well as access to finance in the banking
sector.

The Action Plan focuses on 3 core chapters:

Accounting and Auditing Environment for Banks in Myanmar

Gap Analysis
Proposed Actions

Chapter 1 outlines the legal framework of each key stakeholder in the financial reporting
framework and describes their responsibilities and organizational set-up. The interactions
between the organizations are also provided.

Chapter 2 lists some of the key gaps and main challenges in the financial reporting process and
framework in the banking sector. Significant improvements are needed in Myanmar in these
areas to meet international best practices. This can only be achieved in the long term and with
strong coordination among the key stakeholders. Without proper coordination among key stake-
holders, full implementation of IFRS and ISA will remain a challenge. The Action Plan Committee
will gradually need to take a more significant role to follow-up on the implementations of the
recommendations.
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Executive Summary

Areas that will need significant improvement are:

IFRS and ISA expertise

Enforcement

Public disclosures in financial statements

Proper application of IFRS and ISA in the banking sector
Governance framework

Proper application of BCPs

o G o e e =

In Chapter 3, a comprehensive set of recommendations are provided with specific timeline and
suggestions for the ownership of these actions. However, because resources (both financial and
human) are limited, the stakeholders may have to further prioritize these actions.

A summary of the actions are as follows:
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Executive Summary

Building Stakeholder Ownership

Proposed actions 2015|2016 | 2017 | 2018 | 2019 | 2020 | Priority | Responsible Parties

The OAG to chair the Action Plan
Committee and its sub-groups.
OAG should report to MAC and to
invite representatives from CBM
and MICPA firstly, and then should
include additional financial sector
stakeholders

' 1 OAG

The OAG and CBM to build the IFRS
expertise and know-how so that it
can lead the technical discussions
in the Action Plan Committee

1 CBM, OAG

Strengthening the capacity of the
stakeholders in the Action Plan
Committee to ensure its meetings
are productive and can produce the
expected deliverables

1 CBM, OAG

The Action Plan Committee to plan
a clear and practical roadmap for
capacity building and to implement
IFRS

1 CBM, OAG

Action Plan Committee explore
cooperation with bank(s) on a pilot
IFRS implementation program

2 CBM, MICPA
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Executive Summary

Statutory Framework and Institutional Set-up

Proposed actions

Priority

Responsible Parties

CBM regulation to enforce MFRS in
the banking sector

CBM and MAC

The CBM to implement and enforce
the revised Basel Core Principles
14, 26, 27 and 28

Role of Professional Associations

Proposed actions

2015 (2016 | 2017 | 2018 | 2019 | 2020

Priority

Responsible Parties

Mobilizing resources and technical
assistance so that the professional
associations are restructured with
a proper 2-5 years action plan

OAG, MAC, MICPA

Leading the discussions and
fostering a working relationship so
that the professional associations
set up a common platform to work
jointly together on some projects

—
&

OAG, MAC, MICPA

With the assistance of the MAC and
OAG, compliance of MICPA with
the IFAC’s SMOs so that MICPA can
become a full fledge member of IFAC

OAG, MAC, MICPA
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Executive Summary

Strengthening institutional capacity

Proposed actions 2015|2016 | 2017 | 2018 | 2019 | 2020 | Priority |Responsible Parties

Establishing and providing
technical know-how and assistance
to the accounting and auditing
experts in CBM so that:

(a) There is a centre of excellence
for the CBM regarding accounting
issues and IFRS/ISA;

(b) They can advise other areas of
the CBM on accounting/auditing
issues and their linkages with
ﬂ supervisory and capital issues such

as valuations, impairment, capital,
etc.;

1 CBM

(c) They are enabled to review and
analyze financial statements of
banks on a regular basis;

(d) Creation and maintenance
of accounting database jointly
with supervision staff; and deal
with issues related to the role
and activities of auditing firms in
Myanmar.

The CBM, OAG, MAC and MICPA to

Undertaking workshops and

trainings, e.g. on procedures, 2 CBM, OAG, MAC,
methodologies, tools or templates for . MICPA
accounting and auditing framework

CBM, OAG, MAC,
MICPA

Improving prudential regulations
and their linkages with IFRS

The CBM to strengthen its IT know-
how and capacity to implement a
bank reporting system

Active engagement of CBM and OAG
with regulatory bodies in the region
and at the international level to
discuss IFRS implementation issues
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Executive Summary

Strengthening Professional Training

Proposed actions

2015

2016 | 2017

2018

2019

2020

Priority

Responsible Parties

The Action Plan Committee to
organize and deliver monthly
technical briefings and workshops
in accounting and auditing

CBM, OAG, MAC,
MICPA

The OAG/CBM and banks to develop
a proper and coherent training plan
and curriculum for their accounting
staff

=
—

CBM, OAG

y
:
o

Providing training on IFRS and tax
linkages to the tax authorities

CBM, 0AG

)

Developing bilingual course
materials and manuals on IFRS/ISA
training, preparing local trainers
on IFRS/ISA and provision of IFRS/
ISA training to representatives of
the MoF, CBM, local audit firms and
professional associations

CBM, OAG, MAC,
MICPA

The universities to develop with the
help of professional associations
an accounting curriculum and
syllabus that will allow university
students to study internationally
recognized professional accounting
qualifications

MAC, MICPA

Discussions betweenthe professional
associations and universities to take
place so that the latter can provide
accounting studies and exams to
their students

O0AG, MAC, MICPA

Encouraging and assisting the
stakeholders in the banking sector to
develop a graduate training scheme
for accountants

CBM, 0AG, MAC,
MICPA

Conduct a study on potential IFRS
online training tools

OAG, MAC, MICPA
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

1. Accounting and Auditing Environment for Banks in Myanmar

1.1 Key Institutions, their Responsibilities and Interactions

Section 1.1 outlines the legal framework of each organization and describes their responsibilities
and organizational set-up. The interactions between the organizations are illustrated in Figure 1.
The legal framework is summarized in Table 7 (Annex).

There are 4 key institutions, which have specific responsibilities in the accounting and auditing
framework in Myanmar. These institutions are:

1. The Office of the Auditor General of the Union (OAG), the state-auditor;

2. The Myanmar Accountancy Council (MAC), the accounting and auditing regulator,
educator of auditors, and enforcer of auditing and ethical standards;

3. The Myanmar Institute of Certified Public Accountants (MICPA), a professional
accountancy body';,

4, The Central Bank of Myanmar (CBM), the banking regulator and supervisor with specific
responsibilities for deciding on the suitability of external auditors of banks, and for
collecting accounting data of banks.

1.1.1 Office of the Auditor General of the Union (OAG)
Legal Framework

The OAG is the state-auditor. It was first set up in 1935 and is established under the Constitution
(2008).2 The duties and powers of the OAG are prescribed in The Auditor General of the Union Law

(2010) and The Law Amending the Auditor General of the Union Law (2013, 2014).% To conduct its

audit work independently, the OAG is established as a Supreme Audit Institution separately and
independently from the Ministries.*

Responsibilities

The main responsibility of the OAG is to audit the accounts of the Union Ministries, state-
organizations, and state-enterprises, and to examine whether or not the different Ministries and
public sector organizations utilize the budget assigned to them effectively.®

"In Myanmar, the term accountancy is used for both accounting in the sense of preparation of financial statements
and auditing of financial statements. For clarity, we use the two terms separately and do not subsume auditing under
accounting.

2 Sections 241-245, 270-274 of the Constitution of the Republic of the Union of Myanmar (2008).

*Preamble of The Auditor General of the Union Law (10/28/2010).

“Official website of the Office of Auditor General of the Union: http://www.oagmac.gov.mm.

®Section 11 (b) of The Auditor General of the Union Law (10/28/2010).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

The OAG is also responsible for auditing the financial statements of the 4 State-Owned Banks in Gl
Myanmar (cf. Figure 2, Figure 3).¢ For banks that are partly funded from the Union budget’, the
OAG advises on selection of the external auditor.?

The OAG has to report its audit activities and audit findings at least once per year to the President N
of the Union and the Parliament (Pyidaungsu Hluttaw, Assembly of the Union) simultaneously.’

Besides the external audits, the OAG conducts special audits of Ministries and public organizations
on request and reports any findings to the respective chairmen of the committees concerned." If
necessary, the OAG may also re-audit private enterprises in the area of taxes and revenues after

they have been audited by private external auditors."

In addition to its audit activities, the OAG has the power to regulate and supervise the accounting CHIE
profession.'? In practice, regulation and enforcement in the area of accounting and auditing are

carried out by the MAC. The Union Auditor General is also the chairman of the MAC." Through

his role as chairman of the MAC, the Union Auditor General gives guidance to the MAC and the
MICPA.™

Organizational Set-up

As of April 2014, there are two departments under the Office of the Auditor General of the Union. Gl
The first is Administration, Training and Research and the second is the Audit Department. Each
department is headed by a Director General.

In 2011, the OAG adopted a decentralized office structure and is since then structured @
into 3 levels:™

1. The Union Auditor General at the Union level;

2. Regional/State Auditor Generals at the region/state level;

3. Audit Officers in District Audit Offices, Township Audit Offices and Audit Offices of the
Self-Administered Division/Zone.

¢ Section 11 (b) of The Auditor General of the Union Law (10/28/2010).

7 Section 145A (2] of The Myanmar Companies Act (1914) states that “The auditor of a company in which Government

holds any share shall be appointed or reappointed by the President of the Union on the advice of the Auditor-General”.

In practice, the OAG appoints the external auditor if a bank is funded from the Union budget. Although the shares may

be owned by a Ministry or City Development Committee, the funds may come from the Union budget (this is the case for

Construction and Housing Development Bank Ltd and Myanmar Citizens Bank Ltd, cf. Figure 2J.

¢ Section 145A (2] of The Myanmar Companies Act (4/1/1914).

? Section 3 of The Law Amending the Auditor General of the Union Law (01/23/2013).

10 Section 11 (e) of The Auditor General of the Union Law (10/28/2010).

"' Section 11 (h] of The Auditor General of the Union Law (10/28/2010).

12 Sections 11 (i), (g) of The Auditor General of the Union Law (10/28/2010).

13 Section 4 (a) of The Myanmar Accountancy Council Law (05/06/2015) .

"4 Section 11 (f) of The Auditor General of the Union Law (10/28/2010).

5 Section 3 of The Auditor General of the Union Law (10/28/2010); Official website of the Office of Auditor
General of the Union: http://www.oagmac.gov.mm.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

Each Regional/State Auditor General is responsible for auditing the Government organizations
at his level of audit office. Depending on the region where a bank is located, the Region/State
Audit Offices and District/Township Audit Offices responsible for this area will audit the bank.

There is a reporting line, where the Audit Officers of the various Districts, Townships or Self-
Administered Divisions/Zones report to the Regional/State Auditor General, who in turn reports
to the Region/State Assembly, Chief Minister of the Region/State and the Union Auditor General.'

The Union Auditor General supervises the Regional/State Auditor Generals and may delegate
his duties and powers to them or to the Audit Officers operating in the various Audit Offices."”

The Regional/State Auditor Generals supervise the Audit Officers operating the Audit Offices

within their Region/State and may delegate their duties and powers to them.®

The Union Auditor General and the Regional/State Auditor Generals (upon submission of the
Chief Minister of the Region/State) are appointed by and responsible to the President of the
Union."” The term of office of the Union Auditor General and the Regional/State Auditor Generals

is b years (equals that of the President of the Union).?°

1.1.2 Myanmar Accountancy Council (MAC)
Legal Framework

The MAC was established by the Myanmar Accountancy Council Law (1972), which was repealed
by the Myanmar Accountancy Council Law (1994) and then replaced by the new Myanmar
Accountancy Council Law (2015) in June this year. The MAC is formed by the Union Government.

The current MAC was formed by the Union Government Notification No. 128/2014 of 15 December

2014. The MAC operates under the supervision and guidance of the Union Auditor General.?'

Responsibilities

The MAC is the regulator for the accounting and auditing profession. As such, it has the following
responsibilities:

Regulation of the accounting profession;
Enforcement of auditing and ethical standards;
Educating accountants and auditors;
Registration of accountants and auditors.

0 B =

16 Sections 23, 25 (a), (b), 34 (d) of The Auditor General of the Union Law (10/28/2010).

17 Sections 12 (c), 13 of The Auditor General of the Union Law (10/28/2010).

18 Sections 26 (b), 27 of The Auditor General of the Union Law (10/28/2010).

1% Sections b, 8 (a), 21 of The Auditor General of the Union Law (10/28/2010).

20 Sections 15, 28 of The Auditor General of the Union Law (10/28/2010); Article 1A of The Constitution of
the Republic of the Union of Myanmar (2008).

21 Section 11 (f] of The Auditor General of the Union Law (10/28/2010).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

As regulator, the MAC has published a number of notifications which implement the Myanmar
Financial Reporting Standards (MFRS) and Myanmar Standards on Auditing (MSA) in Myanmar.

The current versions of MFRS and MSA are identical to International Financial Reporting
Standards (IFRS) of 2009 and International Standards on Auditing (ISA) of 2009. A regular process

to update MFRS and MSA and reflect changes in IFRS and ISA still needs to be implemented in
Myanmar.

Initially, the MAC Notification of 5 March 2003 required companies to adopt Myanmar Accounting (ElIN
Standards (MAS), identical to the former International Accounting Standards (IAS). An additional
notification was published in 2004 to implement further MAS.? Finally, in 2010, the MAC issued a

third notification to apply the full set of MFRS (i.e. IFRS) in Myanmar.?® Small and Medium-sized
Enterprises (SMEs) have to apply MFRS for SMEs (a simplified version of the complete MFRS)

since 2009.%

MSA have to be adopted by external auditors through the MAC Notification of 13 February 2009.
MSA contain the Myanmar framework for assurance engagements, ethic and quality control,
preface and MSA 200 to 800. Myanmar Auditing Practice Statements [MAPS), Myanmar Standards

on Assurance Engagements (MSAE) and Myanmar Standards on Related Services [MSRE) were
pronounced on 14 October 2010.

The MAC is responsible for supervising the application of auditing and ethical standards among
auditors and for taking action against those who fail to adhere to the prescribed standards.?
Penalties include warnings, a withdrawal of the right to practice as an Accountant or the
Certificate of Practice as Practising Accountant [i.e. external auditor) for a fixed period of time,

or an ultimate cancellation of the Certificate of Practice as Practising Accountant (i.e. external
auditor).?

The MAC is also responsible for training accountants and auditors. As such, it provides training
courses for Diploma in Accountancy (DA) and Certified Public Accountants (CPAs) and conducts

the respective examinations. The new MAC law also allows for private training providers to deliver
accountancy training upon approval of MAC.?” A student who passes the DA part Il examination

is recognized as Accounting Technician, but does not qualify to work as Practising Accountant.

The CPA qualification is the pre-condition to become a Practising Accountant (PA), i.e. external
auditor.

22MAC Notification of 7 January 2004.

ZMAC Notification of 6 May 2010.

2MAC Notification of 4 November 2009.

% Section 17 (p) of The Myanmar Accountancy Council Law (05/06/2015).

% Sections 74 & 75 of The Myanmar Accountancy Council Law (05/06/2015).
77Section 17 (a) of The Myanmar Accountancy Council Law (05/06/2015).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

In order to qualify as fully fledged CPA, students have to pass the CPA examination and complete
the apprenticeship (practical training) under the supervision of the MAC.? The time period for
apprenticeship will be defined by the MAC and be completed in an organization approved by the MAC.#

The CPA certificate holder is entitled to register as PA. The PA certification in turn authorizes
the holder to operate as external auditor of a company. The registration as PA does not involve
further examinations.

The MAC prescribes a list of other Government departments and organizations which can
provide apprentice training as well.*®* There are a number of private Accountancy schools in
place, providing courses for various Accountancy Diploma.

The MAC is responsible for the registration of CPAs and PAs.*' CPAs and PAs need to renew their
registration every year with the MAC. To register as a CPA or PA for the first time and to renew

the registration, a registration fee has to be paid. Applicants who want to renew their CPA or

PA certificate also have to attend the CPE seminars (Continuing Professional Education) offered

by the MICPA or external institutions. For renewal of the CPA certificate, applicants have to
complete at least 9 CPE hours per year and 90 CPE hours over 3 consecutive years. For renewal

of the PA certificate, at least 12 CPE hours have to be completed per year and 120 CPE hours over

3 consecutive years. An applicant who has failed to renew his/her PA registration in the previous

year(s) has to complete 24 CPE hours to renew his/her registration.?

Lastly, the MAC decides over the recognition of accountancy degrees and certificates from other
countries.® According to a legal notification issued by the MAC on 20 February 2015, Myanmar
citizens who hold either a CIMA (Chartered Institute of Management Accountants) or an ACCA
(Association of Chartered Certified Accountants) qualification are permitted to register as CPAs in
Myanmar after passing a qualifying examination covering 3 subject areas.* This notification does

not include specifications on non-Myanmar citizens holding overseas accounting qualifications.
Requirements for the recognition of overseas accountancy qualifications in case of non-Myanmar
citizens have not been issued yet.

%Section 2(j) of The Myanmar Accountancy Council Law (05/06/2015).

? Sections 2(f) & 38 of The Myanmar Accountancy Council Law (05/06/2015).

9 Section 39 (a) of The Myanmar Accountancy Council Law (05/06/2015).

31Sections 17 (h) of The Myanmar Accountancy Council Law (05/06/2015).

32MAC Office Order No. 95 of 19 September 2013; Directive No. 1/2008 of the Myanmar Accountancy
Council (07/04/2008); Directive No. 1/2012 of the Myanmar Accountancy Council (12/10/2012).

% Section 17 (g) of The Myanmar Accountancy Council Law (05/06/2015).

%MAC Notification (3/2015) of 20 February 2015: CPA registration for Myanmar Citizens holding
Foreign Accountancy certificates and degrees.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

Organizational Set-up

The Union Government Notification No. 128/2014 of 15 December 2014 lists the current MAC
members. According to the new MAC law (2015), the Myanmar Accountancy Council has been
restructured accordingly; There will be approximately 40 members in the MAC (including MICPA
chairman, Deputy Governor of CBM, Vice Chairman of UMFCCI, and additional members from

0AG, IRD, DICA, University of Economics and the public). The tenure of the MAC is 4 years.*®

As mentioned previously, the Union Auditor General is the MAC chairman (cf. Section 1.1.1,
para. 8).% The OAG also provides the MAC budget and the staff for the day-to-day running of the

MAC office.?’

1.1.3 Myanmar Institute of Certified Public Accountants (MICPA)
Legal Framework

The MICPA was set up in 2003 under The Law Relating to the Formation of Organizations (1988).
In 2014, it was re-organized as a not-for-profit organization under the Myanmar Companies Act

(1914). The MICPA operates now as the national accountancy body recognized by the new MAC

Law.*® It is also supervised by and receives guidelines from the OAG.*

Responsibilities

The MICPA is the professional accountancy body in Myanmar. It has the following objectives:*°

1. Developing the accounting and auditing knowledge of its members;
2. Encouraging its members to observe their professional code of ethics;
3. Obtaining international recognition for Myanmar professional accountants.

To fulfill the above objectives, the MICPA organizes a CPE program for its members since 2008.*'
The MICPA offers CPE seminars once per month. However, the CPE seminars are not targeted

to CPAs working in specific sectors of the economy. The CPE seminars are organized with all
Myanmar CPAs and PAs as target audience.

%Section 5 of The Myanmar Accountancy Council Law (05/06/2015).

%Section 4 (a) of The Myanmar Accountancy Council Law (05/06/2015)

¥ Section 96 of The Myanmar Accountancy Council Law (05/06/2015); Information from MAC secretary.
%¥Section 2 (g) of The Myanmar Accountancy Council Law (05/06/2015).

¥ Section 11 (f) of The Auditor General of the Union Law (10/28/2010).

“0Official website of the Office of Auditor General of the Union: http://www.oagmac.gov.mm.

“TOfficial website of the Office of Auditor General of the Union: http://www.oagmac.gov.mm.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

The attendance of the CPE seminars (organized under the guidance of the MAC) is the main
requirement for accountants and auditors to stay registered as a CPA and PA with the MAC (cf.
Section 1.1.2, para. 25). Nevertheless, there is currently no legal requirement for professional
accountants in Myanmar to be MICPA members.

The MICPA currently has about 600 members.*? Due to limited office staff, the MICPA does not
collect annual membership fees regularly. This has led to increasing outstanding membership

fees over the past years.** The MICPA is now trying to improve the fee collection process and the
number of members.

The MICPAisalsoactivelyengagedinregionalandinternational cooperationwith otheraccounting
and auditing bodies. The MICPA has engaged in the “ASEAN Mutual Recognition Arrangement

on Accountancy” which was signed by the ministers of the ASEAN member countries in August

2014.

Organizational Set-up

AlLMICPA members participate in the activities of the MICPA on voluntary basis. They do not obtain
any kind of remuneration. To plan its activities, the MICPA has set up a number of committees in
areas such as CPE program, student affairs and membership.*

The MICPA office currently employs 3 administrative staff. It has also recently appointed a Head
of Office and Chief Executive Officer (CEQ) (since July 2014). The MICPA office is located in the
training center of the OAG in Yangon and operates with a limited budget.

1.1.4 Supervision of Banks - Central Bank of Myanmar (CBM) and Ministry of Finance (MoF)
Regulatory Framework

The CBM is the regulatory and supervisory authority in the banking sector in Myanmar.® Its
functions, duties and powers are established in The Central Bank of Myanmar Law (2013), which
repealed The Central Bank of Myanmar Law (1990). Initially, the CBM was part of the MoF, but in

July 2013 it became independent.

The regulatory framework for bank supervision in Myanmar further comprises The Financial
Institutions of Myanmar Law (FIML) (1990], including The Law Amending the FIML (1994) and

The Rules Relating to FIML (1991]), The Central Bank of Myanmar Rules (1991), Regulations

for Financial Institutions (1992) and Anti-Money Laundering and Combating the Financing of
Terrorism (AML/CFT) Regulations (since 2002) (cf. Table 7, Annex).

“2As of 2014, MAC annual registration register.

“ Audited financial statements of Myanmar Institute of Certified Public Accountants (12/31/2011).

“QOfficial website of Myanmar |Institute of Certified Public Accountants: http://www.myanmar-icpa.org/;
Information from MICPA representative.

“Sections 40 (g), 68 of The Central Bank of Myanmar Law (07/11/2013).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

This framework will be complemented by the new Banks and Financial Institutions Law of
Myanmar,*¢ which is expected to be enacted by the Parliament in 2015. A first draft of this law

was published in November 2014. This draft prescribes the functions, duties and powers of the

CBM as bank regulator and specifies key responsibilities of the CBM to regulate the accounting

and auditing of banks. The draft consolidates to a great extent the above listed existing
regulatory framework and provides more specific regulations in areas such as the roles and
responsibilities of audit committees, publication of audited financial statements and mandatory
rotation of auditors (such more specific regulations related to accounting and auditing in the first

draft of the Banks and Financial Institutions Law that may be adopted in 2016 are mentioned in
footnotes).

Bank Supervision by CBM

The CBMis responsible for supervising banks and to ensure the stability of the monetary system.*’
Specifically, the CBM issues licenses to banks and sets minimum capital requirements for them.*®

In this respect, the CBM issues a number of prudential instructions, such as minimum reserve
requirements, liquidity ratios, and capital adequacy ratios. The CBM also restricts the loan
amount to single individuals or corporates.*’

The CBM'’s supervisory role is performed by the Financial Institution Supervision Department
(FISD). The FISD currently employs 76 staff members, out of which 25 are officers and 51 are
non-officers.®® The departments supervision activities include regular on-site supervision and

off-site monitoring of banks and other financial institutions.®

On-site supervision involves annual inspections of banks in order to examine whether they
comply with the supervisory and regulatory framework. In particular, CBM examines the banks’
financial data to check whether the banks conform to the above-described prudential ratios.>? In
practice, CBM currently visits the head-offices of every bank in Myanmar once per year to collect

and inspect the relevant data for the whole bank.

“ Draft of the Banks and Financial Institutions Law of Myanmar (11/21/2014).

“7Section 40 (f], (g) of The Central Bank of Myanmar Law (07/11/2013).

“ Section 68 of The Central Bank of Myanmar Law (07/11/2013); Sections 12, 15, 80 of The Financial Institutions of
Myanmar Law (07/04/1990).

“Central Bank of Myanmar Annual Report 2011-2012, pp. 17 f., 20; Sections 15, 32 of The Financial Institutions of Myanmar
Law (07/04/1990); Chapter II-IV of the Regulations for Financial Institutions (1992).

0|nformation from FISD of CBM, as of 12/04/2014.

51Section 69 of The Central Bank of Myanmar Law (07/11/2013); Central Bank of Myanmar Annual Report 2011-2012, pp.
17 f., 20.

52Section 48 of The Financial Institutions of Myanmar Law (07/04/1990); Central Bank of Myanmar Annual Report 2011-

2012, pp. 18, 20.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

In Financial Year 2011/12, CBM inspected 3 State-Owned Banks (Myanma Economic Bank,
Myanma Foreign Trade Bank, and Myanma Investment and Commercial Bank), and all private
and public banks.

For off-site supervision, CBM receives regular financial reports from the banks, in which they
inform the CBM about their administrative and operational status, solvency, and profitability.>
Specifically, banks have to inform the CBM about their liquidity ratio on a weekly basis and about

their reserve position and capital adequacy ratio on a monthly basis. This reporting process is
standardized by distinct forms the banks have to fill in.%

The CBM does not regulate and supervise the Myanma Agriculture and Development Bank
(MADB), although it has been assigned to supervise the bank through a notification.® MADB is

instead supervised by the Ministry of Agriculture and Irrigation (MA&I). Moreover, the various
prudential standards are not strictly applied to MADB.>

The CBM is responsible for approving the external auditors of banks (cf. Section 1.2.2., para.
77).5 Specifically, banks have to inform the CBM about the external auditor who is appointed in

the annual general meeting. Then the CBM informs its approval or deny the banks in a written
notice.”® The banks have to submit their financial statements® and audit report®® to the CBM

every year.

To monitor the banks’ compliance with the laws, CBM requires all banks to set up an audit
committee consisting of 3 members appointed by the shareholders.®’ The banks have to submit
the list of the audit committee members to the CBM.*?

5 Section 70 of The Central Bank of Myanmar Law (07/11/2013); Section 46 of The Financial Institutions of Myanmar Law
(07/04/1990).

% Central Bank of Myanmar Annual Report 2011-2012, pp. 18, 20.

% Notification No. 2/91, Assigning the Central Bank of Myanmar to scrutinize, supervise ad regulate the operations of the
Myanma Agricultural and Rural Development Bank.

5%The World Bank Group, (2014). Myanmar Agricultural Development Bank: Initial Assessment and Restructuring Options.
Bangkok: The World Bank, p.29 f; The Myanmar Agricultural Development Bank Law (1990).

57 Section 44 of The Financial Institutions of Myanmar Law (07/04/1990); Directive No. 1/2008 of Banks Supervision
Committee (12/13/2008).

% The process for appointing the external auditor of a bank and the rotation of external auditors is described in detail in
the first draft of the Banks and Financial Institutions Law of November 2014: The external auditor is appointed by the
annual general meeting. The same auditor may not be appointed for more than 3 consecutive years and has to be replaced
at least once every 5 years [or any other period prescribed by the CBM). The bank has to inform the CBM promptly of its
decision to appoint an external auditor. External auditors shall be regarded suitable, unless the CBM notifies the bank in
a written notice of the reasons why the external auditor is not regarded suitable. In this case, the bank has to replace its
external auditor promptly. The CBM may issue regulation on the criteria for external auditors and related matters.

% Section 46 of The Financial Institutions of Myanmar Law (07/04/1990).

¢ Directive No. 1/2008 of Banks' Supervision Committee (12/13/2008).

¢1 Directive No. 1/2008 of Banks’ Supervision Committee (12/13/2008); Section 49 of The Financial Institutions of Myanmar
Law (07/04/1990).

62 Directive No. 1/2008 of Banks' Supervision Committee (12/13/2008).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

According to the CBM requirements, the audit committee shall meet once every 3 months and
extraordinarily when convened by the board.®® The audit committee shall instruct the internal

audit department of the bank in carrying out activities of internal audit. Based on the work of

the internal audit, the audit committee has to report audit findings and their resolution of audit
findings to the CBM.% In practice, the audit committees in banks may not comply with all the
requirements set in the law.®

State Bank Supervision by MoF

In general, all State-Owned Banks receive guidance and instructions from their respective
Ministries regarding business development, loan decisions and management decisions. So the
Ministries play an important role in the running of State-Owned Banks.

In September 2014, the Myanma Microfinance Supervisory Bureau under the MoF was re-
organized into a Financial Regulatory Department (FRD), which may in the future be responsible

for the supervision of State-Owned Banks, private insurance companies, and microfinance
companies.

To date, State-Owned Banks are still under the supervision of the CBM. Whether and how the
CBM and the newly formed FRD will share the responsibility for the supervision of State-Owned
Banks in the future remains to be seen.

8 Section 50 of The Financial Institutions of Myanmar Law (07/04/1990).

¢ Directive No. 1/2008 of Banks' Supervision Committee (12/13/2008).

% The set-up and responsibilities of the audit committee are described in detail in the first draft of the Banks and
Financial Institutions Law of November 2014: The audit committee consists of 3 members appointed by the shareholders
in the annual general meeting for periods of 4 years. The audit committee shall meet ordinarily once every 3 months
and extraordinarily when convened by the Board of Directors. It is responsible for establishing appropriate accounting
procedures and accounting controls in the bank, supervising the compliance with such procedures and auditing the
bank’s accounts and records. It is also responsible for monitoring the bank’s compliance with laws and regulations and
thereon reporting to the Board as well as delivering opinions on any matters submitted to it by the Board.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

Figure 1: Interactions of key institutions in bank accounting, auditing and supervision in Myanmar
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1. Regulation

2. Enforcement

3. Educating Accountants
& Auditors

4. Registration of CPAs
and PAs

Myanmar Institute of
Certified Public
Accountants (MICPA)

1. Developing the audit
profession

2. Encouraging observation
of ethical standards

3. International recognition

Gacal

1. Auditing 0%, < 100%
Gvt.-owned banks and
Ministry/ City Development
Comm.-Owned banks

Source: GIZ
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

1.2  Profile of the Banking Sector and Accounting and Auditing Practice
1.2.1 Bank Classifications

Thereare 3 categories of banks according to the extent of Government-ownership (where the term
“Government” covers the Union Government, Ministries, and City Development Committees):
1. 100%-Government-Owned Banks;

2. Less than 100%-Government-Owned Banks:
3. 0%-Government-Owned Banks.
For more information, please see Figure 2.

Depending on which category banks fall, the financial reporting and auditing rules can be G}l
different. When a bank is funded from the Union budget, the accounting and auditing rules will
change. For example, whether the banks are audited by private external auditors or the OAG or
whether the Union Auditor General, in addition to the CBM approve external auditors and the
standards or manuals used to audit the banks (cf. Section 1.2.2).

100%-Government-Owned Banks
Among 100%-Government-Owned Banks, there are State-Owned Banks and banks fully owned @3
by distinct Ministries or City Development Committees.

State-Owned Banks are fully funded from the Union budget.

The Ministry- and City Development Committee-Owned Banks are funded by the respective @JIl
Ministries and/or local authorities and incorporated as private banks.

Less than 100%-Government-Owned Banks

Banks in which the Government owns some shares (less than 100%-Government-Owned Banks) G
are guided by the Government.

There are 5 banks in Myanmar, which are partly owned by a Ministry or by City Development @Il
Committees and are therefore guided by this Ministry or the City Development Committees.

Rural Development Bank Ltd is partly owned by the Ministry of Lifestock, Fisheries and Rural Gl
Development (MLFRD) and by different City Development Committees, Construction and Housing
Development Bank Ltd is partly owned by the Ministry of Construction, and Myanmar Citizens

Bank Ltd is partly owned by the Ministry of Commerce.

Innwa Bank is a wholly owned subsidiary of Myanmar Economic Corporation (MEC) and Myawaddy
Bank is fully owned by Union of Myanmar Economic Holding Ltd (UMEHL).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

In case of Construction and Housing Development Bank Ltd and Myanmar Citizens Bank Ltd,
the funds for the Ministries’ shares come from the Union budget. This leads to an additional
requirement for their external auditor to be approved by the Union Auditor General (cf. Section

1.2.2, para 74).

Myanmar Citizens Bank Ltd is currently the only Bank listed on the security exchange. It is listed
atthe Myanmar Security Exchange Centre (MSEC) and traded exclusively over-the-counter (OTC).

0%-Government-Owned Banks

Banks in which the Government does not have a share (0%-Government-Owned Banks) are Gl
mainly split between private banks and public banks.

Although the Government does not own shares in these banks, it still guides the operations of 3
public banks, because it previously owned some shares in the banks.

International banks are alsoincluded in 0%-Government-Owned Banks. As of June, 2015, 6 banks
have received a Myanmar banking license from CBM, namely: The Bank of Tokyo-Mitsubishi

UFJ, Overseas-Chinese Banking Corp, United Overseas Bank, Bangkok Bank, Industrial and
Commercial Bank of China, and Sumitomo Mitsui Banking Corp.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

Figure 2: Classification of banks in Myanmar from an accounting and auditing perspective

100% Gvt.-Owned’

State Owned

1.
Myanma
Agriculture and
Development Bank

2.
Myanma Economic
Bank

3.
Myanma Foreign
Trade Bank

4,
Myanma
Investment and
Commercial Bank

Ministry/City
Development

Comm.-Owned

1.
Naypyitaw Sibin
Bank Ltd (NDC)

2.
Yadanabon Bank
Ltd (MCDC)

3.
Yangon City Bank
Ltd (YCDC)

Private

1.

Rural Development
Bank Ltd (MLFRD
& different City
Development
Committees)

2.
Innwa Bank Ltd

3.
Myawaddy Bank Ltd

< 100% Gvt.-Owned’

Public
- not listed

1.
Construction and
Housing Develop-

ment Bank Ltd
(MoConstruction,
funds from Union
budget)

Public
- listed

1.
Myanmar Citizens
Bank Ltd (partly
MoCommerce,
funds from Union
budget, listed at
MSEC, traded OTC)



Private

1.Asia Yangon
Bank Ltd

2. Ayeyarwaddy
Bank Ltd

3. Kanbawza Bank
Ltd

4. Myanma Apex
Bank Ltd

5. Myanmar
Oriental Bank Ltd

6. Shwe Rural
and Urban
Development Bank
Ltd

7. Tun Foundation
Bank Ltd

8. United Amara
Bank Ltd

9. Yoma Bank Ltd

0% Gvt.-Owned’

Public
- not listed

1. Global Treasure
Bank Ltd
Myanmar

2. Microfinance
Bank Ltd

3. Small &
Medium Industrial
Development Bank

Ltd

1. Asia Green
Development Bank
Ltd

2. Co-operative
Bank Ltd

3. First Private
Bank Ltd

Public
- listed

Currently no case

International
Banks

Currently 43 rep
offices of foreign
banks.

Only six Banks
with license:

1.Tokyo-Mitsubishi
2.0CBC

3.U0B

4.Bangkok Bank
5.ICBC
6.Sumitomo Mitsui

Gvt.-Guided'’

Not Gvt.-Guided'

1 “Government” refers to Union Government, Ministries, City Development Committees

Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar




Q()

32082 (0) - [§§608E¢1 0ahRSeigpiel 0C:03¢[gEis¢ ogtiodfgEzaclgzacsyp:

o- J- ) 20H0pdc§ionmnd 00gE:a3E[gE:$¢ ooqE:odlge: oadiyp:

S (p)03E PGP ©p52005 06E:MBEYPY ad:qepdl 052005 MqE:dm wpbaopdona saj a0t
20305 02008800001 952005 ©2qE:08d4P0T 3203gaepd! HEPI GE:a3EN oNGe; §E:00EigP:ad

000566500E[yas c3300[gE:§esoond 03gqdyp3a0305 §,0p5:00p5680005GgP:d [Fi¢ewdlgoondloogdi

0HEP:320305 00gE:n3EdYP:

[45608E¢ onqEieomiEBal j0oo 9561 Gocw (B)qrdes 0gE coodg$aopd 2a88e(oPlgronseq [§er§Eeq
DAHEH:090000  J000- 000 IDAMGEESO00 [4§68ES nameeme8qC[gt:adEepogp: (MFRS) o3
cB055003809:q$ 33260100001 (3238: 0-0- § &1 2388 0 o3 [03053M)

c005603,03E0 MFRS dgpiaa: c305§003i8adige 3200§320009[g¢omn §esdloopd saclopE:gtien ooad
c05cSinapop 3aqp0eagIC{gpd8aopd ogliadEupngtyp: e%cme@o&@&ﬂoaéu oadgpsel 00gC:s
5038 20060006s[eo 0S0b:gPa0pd SagPegE MFRS dgpiod B§[gE:E offogd MFRS
dqp§elopiad B8eondcopdn Bdgp:od ceodelo3odl Bsagiodsacundgp: ©pdad quageRdaBupds
0033 Al BelopE ooameeesadgoongp: [gE€eoCepart olgpddegp: [4oedl erp§doogdi

00Hgp:acR0d 0C:085E 00gEi0bdgSqp:

DHgP:pE 00qEi0d083a0[g:spdi0bigpis F0digieomn 0oqEioddgpien cohea§jEEanizacdnd 3a§q
RlgpeesB [gedeconCesadigonodqode g8deg qfieseann $pbubigpied ogtaond: vonpdesdloogd

88588 o00Bup:

[45608E£§8EEBE a0 (G)90303 [gpdSeconeaadiqm 2:o[gpdeendEedE B 9§ 0egeon05d 000320305
Bonmgpid  [gpdeconle  0gCiodgdion  erqiodesoidloopgdi®®  [gpSeconEeoneEiodg|ogeaopd
o E:00005cEsqps 6a00EgadeparE 63300530rGozR0 () 0P 3aad:giclooRd

(@)  ogEdoodgonzpdl

()  ©qC0d006:38 330 (G) 30N

()  oqtducdonbieapoglilgtiosd (ADS)

oqC:0dqIOgecl  3oq053C0OYPiZe  003pOEB:gP:a0pd  §EE00I0EI|GED:eqE0d]O
§eqpseil 00qC:0bdgp: (ISSAIS) $¢ 32p8[gEe0C00idlaopdi vogmad§eadd ISSAT dgpod c0dBaddAE:
co0ddoyEadi0oGe 3250005038 oCsbygpiod 33[gpd3a0 CLrddOYEB:a:Cledi®?

[gpSeoonemqodg|ogeciongE:od ogEadqpioopd g enS e oqCioddyp: (MSA) $E 030508qepdupeom
P0G3 2005609g[05eea0:dl BzcruE[gpdecmne 0gC:odqbe0s0d:gP:aopd CPAS a30wrad PAS gp:
[§896p50rE000 poe3 20056005g)0d VRS § e VAl N §orE [decorComa Ciodg bi:el 0§ cobigPizaS0d
39§é300500&50303 coo%gcﬁqo@éo%mq&oﬁﬁ (CPAs) qpsgd[o3dlaopdu @éem&@ma&o%ql&i:@ CPA
©UPODGITD 0§06z (WOCSigEar0RE: 0qE:n3E[gEH g :0d[g:st [gpdon,08006: opdimbigp:n?
copoyCantlopreose 0ds0Suudypsg 20 3508 (o) () (p) qpeogE ereedqp: clgedeodtoogdi

5[g5e08E¢ [grdeoonteoegE:odgibpues (86 0o (8) (oo 9501 GINOSCFIN Jo qod)I
7 006c§3809i056e:e36aEe0500330p5:3608 J00G 951 (0300500  jq §odI eaqCi0dq O es[grdeodd



Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

1.2.2 Accounting and Auditing Practice in the Banking Sector

Figure 3 gives an overview of the structure, which accounting standards banks have to apply, G
which auditor is responsible for which type of bank, which auditing standards apply, and whether
banks have to publish their financial statements.

Accounting Standards for Banks

All banks are required to apply MFRS since Financial Year 2010/11 under the MAC Notification of G2
6 May 2010 (cf. Section 1.1.2, para. 18).

However, in practice, the application of MFRS is still limited. This is due to a lack of properly
qualified accountants employed in the banking sector. Often, employees working in the accounting
department of banks are not aware of MFRS and if they are aware, they never usually do not

read the standards and do not know how to obtain them. This often results in an inadequate
preparation of financial statements.

Auditor and Auditing Standards for Banks

The appointment of an auditor and the applied auditing standards vary across the different
categories of banks and also vary depending on whether a bank is funded from the Union budget.

State-Owned Banks

The 4 State-Owned Banks in Myanmar are audited by the OAG, as they are fully owned and funded
by the Union.% The OAG conducts the audit according to 3 audit manuals:

1. Audit Manual;

2. 4 Audit Guide Books ;

3. Audit Documentation System (ADS).

According to the OAG, these documents are in line with ISSAls (International Standards of
Supreme Audit Institutions). So far, ISSAls have been partially adopted and the adoption will be
gradually increased until full adoption of ISSAls will be reached in the future.®’

There is no regulation stating that the OAG’s audit procedures have to comply with MSA. There
is also no legal requirement that audit staff of the OAG have to be CPAs or PAs. Currently, only a

small fraction of OAG staff are CPAs. Non-CPA staff in the OAG are trained in-house in accounting,
auditing and civil service regulations and have to pass exams in grade |, Il and Ill training courses

in those fields.

6 Section 11 (b) of The Auditor General of the Union Law (10/28/2010).
¢7 Action Plan Committee Meeting, 27 August 2014, OAG Office, Nay Pyi Taw.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

100%-Ministry and City Development Committee-Owned Banks, less than 100%-Government-
Owned Banks and 0%-Government-Owned Banks

100%-Ministry and City Development Committee-Owned Banks, banks in which the Government
holds some shares (less than 100%-Government-Owned Banks) and banks in which the
Government does not have a share (0%-Government-Owned Banks) are generally audited by the
external auditor.

These banks are established under The Myanmar Companies Act (1914) or the Special Company
Act (1950).¢8 According to the Myanmar Accountancy Council Law (2015), only PAs with a certificate

of practice of public accountancy can perform public sector accounting and/or act as external
auditor for companies established under these company acts, except for auditors of companies
exempted by the Government through a notification.®’

The external auditor is appointed in the annual general meeting” and has to be approved by the
by the CBM.”" If the bank is partly funded from the Union budget, the external auditor has to be
additionally approved by the Union Auditor General.”?

This is the case for Construction and Housing Development Bank Ltd and Myanmar Citizens Bank
Ltd. It is not the case for the 100%-Ministry and City Development Committee-Owned Banks as
they are not funded from the Union budget.

According to the CBM, there are only 4 external auditors™ who are currently auditing the different
private and public banks. These audit firms are not prescribed by CBM, but chosen by the banks.
CBM, however, approves the external auditors once appointed by the shareholders.

According to the MAC Notification of 13 February 2009, all CPAs* (i.e. PAs) have to apply MSAs in Gl
their audit (cf. Section 1.1.2, para. 19).

¢ Banks under the Special Companies Act (1950): Innwa Bank Ltd, Construction and Housing Development Bank Ltd,
Myanmar Citizens Bank Ltd. All other banks are established under the Myanmar Companies Act (1914).

87 Section 83 of The Myanmar Accountancy Law (05/06/2015).

0 Section 144 (3) of The Myanmar Companies Act (4/1/1914).

' Section 44 of The Financial Institutions of Myanmar Law (07/04/1990).

2Section 145A (2] of The Myanmar Companies Act (4/1/1914): According to Section 145A (2] of The Myanmar Companies
Act, the President of the Union on advice of the Union Auditor General appoints the external auditor. In practice, the
external auditor is appointed in the annual general meeting and approved by the Union Auditor General.

7 U Hla Tun, U Win Thin, U Kyaw Hoe and Myanmar Vigor.

" Pursuant to MAC Notification of 13 February 2009. In practice, the term "CPAs” only includes PAs.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

In practice, the application of MSA is not in line with international benchmarks. Moreover, the Gl
number of PAs in Myanmar is very low. In 2015, only 628 CPAs’™ and 591 PAs’® were registered.

The number of PAs is critical, because every company in Myanmar has to prepare financial
statements in accordance with MFRS or MFRS of SMEs. This contributes to cases of PAs signing

audit reports without adequate examination of the companies’ accounts. In order to increase

the number of CPAs, the MAC has accepted 917 new CPA students in 2015 and 742 in 2014. The
increase in the number of new students in 2014 compared to 2013 is about 400% or 5 times as

high.””

Publishing Requirements for Banks

In general, there is no legal requirement for banks in Myanmar (whether private, public or
Government-owned) to publish the full set of financial statements for public information.”

The only exception can be found in The Myanmar Companies Act (1914). According to this Act, all
limited banks have to provide their shareholders and creditors a copy of the last audited balance

sheet and a copy of the statement made in Form G (which lists the bank’s assets and liabilities) on
request.” The banks have to display their audited balance sheet and Form G in their registered

office and every branch office for public information.®® In practice, however, most banks are not

aware of this regulation and the requirements are not implemented.

The full set of financial statements including the audit report only needs to be published by
public banks to all shareholders.?' For publishing the financial statements and audit report, the

banks can either send the documents to the shareholders or make a copy available for them to

view at the registered office of the bank.??

It is the board and the shareholders who decide whether and in which manner a bank publishes Gl
the financial statements and audit report for public information®® (the MoF in case of banks,
which are funded (fully or partly) from the Union budget,® the MA&I in case of MADB®).

"®Including RAs: The total number of RAs in Myanmar is not recorded by the MAC.

"®Including RAs who are registered as PAs.

"MAC Annual Registration Register.

8 A regulation according to which every bank has to publish its audited financial statements in at least one widely read
newspaper in Myanmar or in such other manner permitted by the CBM is contained in Section 75 (d) of the draft of the
Banks and Financial Institutions Law of November 2014.

7?Section 136 (3) of The Myanmar Companies Act (4/1/1914).

% Section 136 (2] of The Myanmar Companies Act (4/1/1914).

8 Section 131 (2), (3) of The Myanmar Companies Act (4/1/1914).

2 Section 131 (3] of The Myanmar Companies Act (4/1/1914).

8 Section 47 of The Financial Institutions of Myanmar Law (06/07/1990).

% Section 25 (b) of The Rules Relating to the FIML (04/09/1991).

% Section 27 (c] of the Myanmar Agricultural Development Bank Law (1990).
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

As there is only one Myanmar Bank listed on the OTC market so far, there is no legal requirement G
yet (e.g. in The Security Exchange Law - 07/31/2013) for exchange-listed banks to publish their
financial statements .

As such, banks in general do not publish financial statements in the public domain or on their
website.

Banks exempted under the Myanmar Accountancy Council Law (1994)

There are two banks which are exempted by the Government though a notification from being
audited by a PA:

1. Myawaddy Bank;

2. Innwa Bank.

Myawaddy Bank is a private bank owned by Myanmar Economic Holding Ltd (UMEHL, private G
holding company). Inwwa Bank is a wholly owned subsidiary of Myanmar Economic Corporation
(MEC). These two banks are audited by the Controller of Military Accounts (CMA).

Under the general rule for auditing of banks discussed previously, both banks would be audited N
by an external auditor as they are established under the Myanmar Companies Act (1914) and
Special Company Act (1950).

The auditors of the CMA are not legally required to be CPAs and there is no legal requirement in CIIIE
place stating that their auditing standards have to follow MSAs.
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Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

Figure 3: Accounting, auditing and publishing requirements for banks in Myanmar

Organization, Ministry/
Accounting State-Owned Municipality- Private
& Auditing Owned

Incorporation

Ownership

Accounting
Standards

Auditor

Auditing
Standards

Publishing
Requirements

overnment” refers to Union Government, Ministries, Municipalities
** Exceptions: Inwa Bank and Myawaddy Bank are audited by CMA

Sections 2, 5, 13 (b) of The Burma Companies Act (4/1/1914).

? Section 5 of The Burma Companies Act (4/1/1914).

3 MAC Notification of 6 May 2010.

“Section 11 (b) of The Auditor General of the Union Law (10/28/2010).

5Section 39 of the Auditor General of the Union Law (10/28/2010):
Section 27 of The Myanmar Accountancy Law (03/08/1994).

¢ Section 144 (3) of The Burma Companies Act (4/1/1914).




Chapter 1 - Accounting and Auditing Environment for Banks in Myanmar

ection 44 of The Financial Institutions of Myanmar Law (07/04/1990).
8 Section 145A (2] of The Burma Companies Act (4/1/1914).
? Section 145A (3] (a) of The Burma Companies Act (4/1/1914); Action Plan Implementation Committee
Meeting, 27 August 2014, OAG Office, Nay Pyi Taw.
19 MAC Notification of 13 February 2009.
' Section 136 (2) of The Burma Companies Act (4/1/1914).
12 Section 131 (2), (3); Section 145 (1) of The Burma Companies Act (4/1/1914).
13 Section 47 of The Financial Institutions of Myanmar Law (06/07/1990).
1“Section 25 (b) of The Rules Relating to the FIML (04/09/1991).
15 Section 27 (c) of the Myanmar Agricultural Development Bank Law (1990).

Source: GIZ
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Chapter 2 - Gap Analysis

2. Gap Analysis

The current accounting practices in the banking sector of Myanmar are mainly based on the
CBM prudential requirements and taxation rules (such as valuations). The MAC and CBM want

to implement international financial reporting practices in the banking sector by adopting IFRS

issued by the International Accounting Standards Board (IASB) and requiring banks to prepare

their financial statements in a compliant manner.

The Gap analysis lists some of the key difficulties and challenges in the area of banking sector
financial reporting in Myanmar that needs to be addressed before banks can fully apply financial
reporting standards. National accounting practices need significant upgrading to meet the
current level of international practice and this will require a long-term implementation timeline.

Some of the areas identified are:

1. Insufficient IFRS and ISA expertise

2. Lack of enforcement

3. Publicdisclosuresinannualfinancial statements are notin line with IFRS and international
good practices

4. Insufficient accounting requirements in the banking sector, which may significantly impact
banks’ financial position if aligned with current IFRS

5. Need to enhance banks’ governance in the area of accounting and auditing

6. Lack of compliance with Basel Core Principles (BCP) in the area of accounting, auditing
and transparency

7. Lack of IFRS training and testing materials in Myanmar language

8. No formal periodic process for review of updates to Financial Reporting Standards
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Chapter 2 - Gap Analysis

2.1 IFRS and ISA Expertise

Due to several factors, IFRS and ISA expertise in Myanmar is very limited. Local accounting
qualifications are below international levels and the number of qualified accountants in
Myanmar is very limited. One average, there are only about 50 newly qualified CPAs per year. To
increase the number of CPAs, the MAC has accepted 742 new CPA students in 2014 compared
to an average of about 140 in previous years.® Furthermore, the remuneration of accountants
in the banking sector (or in other sectors) does not encourage qualified accountants to work in
that sector. Most banks in Myanmar do not employ a professionally qualified accountant with
internationally recognized qualification. Professionals who work as accountants in the banking
sector have either economics or business degrees. RAs and CPAs will also have the Myanmar
CPA qualification (which is not internationally recognized). All of them will need to upgrade their
skills and knowledge significantly if they are to implement IFRS and ISA.

IFRS and relevant ISA expertise for banks can only be found among a few professionals working Il
for either audit firms or banks. Most of the professionals who have some IFRS or ISA expertise

have limited or no banking experience. Currently, the CBM does not employ a professionally
qualified accountant. The remuneration structure of the CBM may not be attractive for qualified
accountants.

Moreover, only MICPA provides timely and accurate MFRS and MSA updates but to a limited N
extent and there is no formal process of officially adopting revised IFRS and ISA in Myanmar.
Legally, the IFRS and ISA from 2009 and 2010 respectively are still in force in Myanmar. Hence,
qualified accountants and auditors cannot update their IFRS and ISA knowledge and skills in a
comprehensive way. The IASB updates IFRS on a regular basis and it is critical for the profession

to be up to date in IFRS developments. The lack of regular updates and proper training in
Myanmar will make IFRS and ISA implementation more difficult and challenging. The CBM will

find IFRS challenging to enforce if its staff lack proper expertise. In addition, the role of external
auditors will be less effective because of lack of understanding and awareness of ISA which may

result in lack of compliance.

The lack of expertise is one of the reasons why IFRS financial statements of banks in Myanmar
are often prepared by external auditors. This is not in line with international benchmarks and
threatens auditors’ independence. ISA 200 “Overall objectives of the independent auditor and

the conduct of an audit in accordance with international standards on auditing” requires auditors

to be independent from the process of preparing of financial statements.

8 MAC Annual Registration Register.
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Chapter 2 - Gap Analysis

There are other issues regarding audit quality and lack of enforcement of ethics code that CCHIE

are prevalent in Myanmar and they affect the quality of financial statements and how they are
prepared.

Other reasons why the IFRS expertise is low in Myanmar are:

. Insufficient supply of training centers;

J Lack of qualified trainers;

J Lack of resources of professional associations to increase significantly the number of
new students;

o Remuneration structure for qualified accountants; and

J Training costs.

2.2 Lack of Enforcement

Until very recently there was no due process for review and enforcement of IFRS and ISA (I
applications in Myanmar. None of the key institutions such as the MAC or CBM reviewed
financial statements of banks to verify and check compliance, but in Feb 2015 a compliance

review committee was set up by the MAC to tackle this issue.?” As such there is a complete lack

of enforcement on audit quality and IFRS applications in the banking sector. This lack of review

and enforcement is also the case in other sectors.

2.3  Public Disclosures and Transparency

A limited review of the financial statements of banks and discussions with a number of banks Il
revealed that compliance with key IFRS requirements could be significantly improved. For
example, key weaknesses identified are lack of proper financial statements disclosures, and
extensive use of unidentified categories such as Other Assets, Other Liabilities, Other Income

and Other Expenditures.

In some cases where banks do provide some disclosures, these tend to be minimal disclosures
related to their risk management. Even if credit risk is likely to be the main risk exposure for

banks in Myanmar, with market risk and liquidity risk relatively less significant, credit risk
disclosures in financial statements remain minimal. This is due to two main reasons. First,

banks are currently not required to disclose detailed risk exposures. Second, many banks are

not aware of detailed risk disclosures that are required under IFRS.

8 MAC Order 2/2015 (09/02/2015)
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Chapter 2 - Gap Analysis

There is no practical legal requirement for banks to publish their audited financial statements.
An exceptional rule from the Myanmar Companies Act (1914) according to which all limited
banks have to display their last audited balance sheet in their registered office for public
information® is not followed by most banks. A regulation according to which every bank has
to publish its audited financial statements in at least one widely read newspaper in Myanmar
or in such other manner permitted by the CBM has been introduced in the first draft of the
new Banks and Financial Institutions Law.?’ To date, however, only public banks have to publish
their financial statements to their shareholders.’® Whether and in which manner public banks
publish their financial statements for public information depends on the decision of the board
and shareholders® (the MoF in case of banks, which are funded (fully or partly) from the Union
budget,’? the MA&I in case of MADB®).

Full transparency will not be achieved by adopting IFRS and ISA only. Application of IFRS in
many countries have demonstrated that full transparency and disclosure is also a cultural issue

and dependent on the mindset of preparers in addition to technical accounting skills and the
availability of proper IT systems that are IFRS compliant. In addition, effective mechanisms are
required in the areas of corporate governance, independence of auditors, role of audit committees

and the board and oversight of auditors and quality assurance. The process of upgrading the

quality of disclosures in financial statements and achieving full compliance with IFRS and ISA

will be a long and challenging process.

2.4  Accounting Practices

This section lists some of the accounting issues that could affect banks in the short term if IFRS @l
is not properly applied. Hence, the CBM, banks and their auditors should be fully aware of them
and their potential impact on banks’ financial statements.

% Section 136 (2) of The Myanmar Companies Act (4/1/1914).

¥ Section 75 (d) of the Draft of the Banks and Financial Institutions Law (11/21/2014).
%0Section 131 (2], (3) of The Myanmar Companies Act (4/1/1914).

1 Section 47 of The Financial Institutions of Myanmar Law (06/07/1990).

?2Section 25 (b] of The Rules Relating to the FIML (04/09/1991).

% Section 27 (c) of the Myanmar Agricultural Development Bank Law (1990).
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Chapter 2 - Gap Analysis

2.4.1 Accounting Issues

There are significant differences between prevailing accounting and prudential requirements in
Myanmar’s banking sector and current IFRS. Examples of the notable differences include:

a. Valuation of investments held in bonds and equities;
b. Valuation of impairment;

C. Recognition and valuation of loan fees;

d. Deferred tax;

e. Consolidation.

a. Valuation of investments held in bonds and equities

Valuation of investments under IFRS is more detailed, more in line with how a bank is managed
and based on managementintention compared to CBM rules or banking practices on investments.
Therefore IFRS classifications and valuations of investments are more useful to investors and
supervisors than the current practices.

The IFRS standard, IAS 39 “Financial Instruments: Recognition and Measurement”, on valuation
of financial instruments requires a bank to classify financial investments held in bonds and
equities into 4 categories. The accounting treatment for each category will vary. The investments

can either be valued at fair value or at cost. When valued at fair value, the gains or losses may

either impact profit or loss statement or the reserves. Management intentions will determine

the category to use and hence the accounting treatment.

The current accounting practices in Myanmar are less detailed in this area. It may be possible I
that many banks would have to start valuing their government bond holdings at fair value
instead of amortized cost. This approach may either increase volatility in the banks’ profit and

loss statement or in reserves. It may also impact the capital buffers of banks hence making

the supervision of banks more challenging. CBM will need to monitor the financial statements

of banks on a more rigorous basis to identify and assess the impact of financial instruments
valuation, financial position volatility and manage the consequences.

b. Valuation of impairment

The IFRS rule on impairment provides a more accurate and realistic picture of the financial
position of banks compared to current CBM rules on provisioning. Thus, it is more useful to
investors and supervisors.
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Chapter 2 - Gap Analysis

The accounting difference regarding the valuation of impairment between CBM rules and IFRS
is mainly due to the fact that the current CBM rules are used for regulatory compliance. Since

there is no Myanmar Generally Accepted Accounting Principles (GAAP) and IFRS is not applied

for the banking sector, they (CBM rules) are also by default used for accounting purposes. Under

IFRS, impairment follows very strict rules depending on which of the above 4 IAS 39 “Financial
Instruments: Recognition and Measurement” categories the banks have used to classify

their financial instruments. IAS 39 “Financial Instruments: Recognition and Measurement”
impairment is based on the incurred loss model.

The impact of the IFRS impairment rules will be different on a bank by bank basis since it
depends on the structure of their loan portfolio and the amount and type of exposures they

are holding. However, it is possible that the valuation of impairment for loans based on IFRS
requirements could in some cases be more significant than when calculated under current CBM

rules on provisioning.

The CBM current rules on impairment are described in the following table and the criteria
for provisioning are based on 4 categories. The CBM rules differ significantly from IAS 39
“Financial Instruments: Recognition and Measurement” rules. The impact of the IAS 39
“Financial Instruments: Recognition and Measurement” impairment rules is that it would make
the provisions in banks’ financial statements based on the actual loss patterns, rather than a
model based on current prudential norm. Hence, IFRS financial statements would facilitate
better economic decisions by investors and rating agencies. The regulator would also have more
relevant data to supervise the banking sector and take appropriate supervisory actions in time.

Whether the CBM keeps the current rules on provisioning or adopts the new, more detailed rules
on provisioning, there will still be differences compared to IFRS. The new rules have not been
finalized or formally adopted yet.

Table 1: CBM rules on provisioning
Current Provisioning rules:

/
Criteria for Provisioning under General
Category L. . . .
provisioning CBM prudential rules Provision
Bad More than 2 years 100%
Doubtful 1-2years 50%
+2%
Sub-standard 6 months - 1 year 0%
Good Less than 6 months 0% D
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Chapter 2 - Gap Analysis

C. Recognition and valuation of loan fees

The accounting treatment for fees and commission generated by new loans is different under
IFRS compared to current banking practices. The IFRS treatment for loan fees is more prudent

than the current practices. Under the latter, the full amount of the fees and commissions can be
recognized as income upfront at inception. However, under IFRS, fees and commissions should

be capitalized and amortized over the length of the respective loans. The impact of the different
accounting treatment means that the profitability of some banks engaged in these activities

may suffer in the short term as they will have to amortize the fees instead of recognizing them
upfront. However, this is only a timing issue and the overall profitability will not be affected

over time. The advantage of using the IFRS approach for loan fees for the regulator is that the
approach is more prudent than upfront recognition.

d. Deferred tax

There are and will always be differences between IFRS and tax rules. For example, depreciation
of certain assets under IFRS can depend on the type of assets and management decisions.
However, tax rules are very precise regarding tax allowances and follow tax rules set up by tax
authorities.

In Myanmar, in the absence of clear accounting rules and for practical purposes, the tax rules
are sometimes used by default for the purpose of financial statements. This is not in line with
international practices since financial statements should be based on accounting standards and
tax rules are used only for tax filings to the tax authority. The current CBM rules do not require
an accounting adjustment for the calculation of an entity’s tax liability. The current tax liability of
an entity is based on both the accounting treatment for transactions and on a number of specific
requirements set out in local tax legislation. As a result it may not be possible to calculate the
tax charge for a reporting period by reference to an entity’s accounting profit or loss reported
for that period. Differences may arise because the tax liability occurs in a period different to
that in which the underlying transaction is reported. To ensure that the financial statements
are internally consistent, an adjustment may be required to the current tax expense, so that the
total tax charge is based on an entity’s financial reporting profit for the period. This adjustment
is required under IFRS and is known as the deferred tax.

The difference between IFRS tax treatment and current local accounting rules would be the EENN
recognition of deferred tax assets and/or liabilities in the banks’ financial statements. Deferred

tax assets and/or liabilities will inflate the banks’ balance sheets and may be misunderstood by

users of financial statements. However, by following only local accounting and tax rules, which

do not recognize deferred taxes, banks’ financial statements may be incomplete and misleading

to investors and other users of financial statements.
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e. Consolidation

It is very common for banks to have subsidiaries or other entities that they may fully or partially
control. The IFRS consolidated financial statements should be prepared according to IFRS
standards that prescribe how to consolidate the group so that the IFRS financial statements

at the group level reflect the economic transactions taking place across the group. This in turn
provides users of financial statements with a complete picture of the financial risks across the
banking group.

The current CBM rules or banks’ practices on consolidation are not as detailed and elaborated as
the IFRS requirements on consolidation. Therefore, risks occurring in other parts of the group

might not be reflected in the financial statements prepared according to CBM rules or other
banking practices.

The key IFRS standards that are relevant for the accounting of groups and which are not applied
by most banks comprise 3 standards issued by the IASB in 2011: IFRS 10 “Consolidated Financial
Statements” for consolidated financial statements, IFRS 11 “Joint Arrangements” for joint
arrangements and IFRS 12 “Disclosure of Interests in Other Entities” for disclosures of interests

in other entities. For example:

J IFRS 10 “Consolidated Financial Statements” establishes a single control model
that applies to all entities (including ‘special purpose entities’, or ‘structured entities’). The
changes introduced by IFRS 10 “Consolidated Financial Statements” will require
management to exercise significant judgment to determine which entities are controlled,
and therefore, are required to be consolidated by a parent. The IASB has finalized its
position on the consolidation by investment companies. It is effective for annual periods
beginning on or after 1 January 2014.

J IFRS 12 “Disclosure of Interests in Other Entities” contains significant new
disclosure requirements for both consolidated and certain unconsolidated entities,
resulting in significant data challenges.

The most significant impact of these changes may be expected in the insurance and asset
management companies associated with banks, entities with significantinvolvementin structured
entities, and banks’ loan work-out departments. The consolidated profit or loss statements and

the balance sheet of banks will be affected by these IFRS rules on consolidation. This will have a

knock on effect on the consolidated prudential balance sheet.

New processes and controls will be required to gather the information for the substantial new

disclosures related to structured entities required by IFRS 12 “Disclosure of Interests in Other
Entities”.
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Both regulator and investors will be able to collect more data about banking groups if they prepare
consolidated IFRS financial statements. The regulator will be able to see the financial risks

across the banking group as opposed to part of the group. This will increase the effectiveness

of supervision since all the risks will be captured in the consolidated financial statements.
Investors will also have complete information about the activities of the banks and will have
increasing confidence in the banking sector.

2.4.2 Impact of Accounting Practices

In Myanmar, all the stakeholders including the regulator, banks and auditors are very keen to
implement IFRS as soon as possible, even if IFRS will impact the banks in a number of ways, as
explained in this section. In order to mitigate the impact of IFRS a number of prudential filters

could be introduced by the CBM. However, the use of such filters should be discussed with all
stakeholders. Moreover, the introduction and use of prudential filters following implementation

of IFRS should be carefully coordinated with ongoing reform in the prudential and the regulatory
framework of the banking sector at the regional and international levels.

2.5 Governance Issues in Banks

Another key challenge for the CBM and the banking sector is that the governance around the
preparation of financial statements in banks should be significantly enhanced.

According to the Myanmar Companies Act (1914), a company’s CEO or the board of directors is
responsible for “proper” accounting records and the preparation of financial statements.? The
legislation imposes on the CEO or board of directors the responsibility for “internal” accounting

and reporting, internal controls, maintaining up-to-date accounting documents, and financial

and tax reporting. Financial statements are prepared using prescribed forms and must be

signed by the CEO and by (some of) the directors.” In practice, however, the external auditors

are heavily involved in the preparation of financial statements.

?Section 130 of The Myanmar Companies Act (4/1/1914).
%Section 133 (1) (i) of The Myanmar Companies Act (4/1/1914).
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Chapter 2 - Gap Analysis

According to the Myanmar Companies Act (1914) and Financial Institutions of Myanmar Law
(1990), each bank should have a board of directors which administers the bank.?® The board of
directors is elected in the annual general meeting and may appoint a CEO to lead the affairs of

the company.”” In public banks the board should comprise at least three members.”® In case of
State-Owned Banks or banks in which the Union Government owns shares of at least 50%, the

board comprises 7 members. Out of the 7 members, 6 (including chairman) are appointed by the
Government and the selected CEO has to be approved by the MoF.?”? The members of the board of
directors may be shareholders and/or financial experts. The board of directors is responsible for
supervising operations, appointing and dismissing management, maintaining sufficient capital,
formulating the bank’s policies and ensuring compliance with legislation.

Banks are also required to set up an audit committee consisting of 3 members appointed by the
shareholders.' The audit committee shall meet once every 3 months and extraordinarily when
convened by the board and instruct the internal audit department of the bank in carrying out pre-

and post-auditing activities.” Any audit findings arising from internal audit and their resolution

have to be reported to the CBM."*? (cf. Section 1.1.4, para. 48 f)

Banks are subject to a mandatory annual audit, to be performed by auditors approved by the
central bank'® and, in case a bank is partly funded from the Union budget, the Union Auditor
General." The board of directors selects the external auditors, who are then appointed at the

annual general meeting.'® However, the experience and expertise of the members of the board

of directors and the audit committee on IFRS and ISA are not adequate so that they can fulfill their
responsibilities in line with the current laws. So it is questionable whether they can discharge

their duties adequately. A properly functioning audit committee is an important element of
enhancing audit quality and independence by auditors from management.

%6 Section 21, 64 of The Financial Institutions of Myanmar Law (06/07/1990); Section 83A (1 of The Myanmar Companies
Act (4/1/1914).

7Section 21, 71 of The Financial Institutions of Myanmar Law (06/07/1990); Section 9, 9A, 83B (1] (i) of The Myanmar
Companies Act (4/1/1914).

%8 Section 83A (1) of The Myanmar Companies Act (4/1/1914).

% Section 65, 66 (a),71 of The Financial Institutions of Myanmar Law (06/07/1990).

1% Directive No. 1/2008 of Banks Supervision Committee (12/13/2008); Section 49 of The Financial Institutions of
Myanmar Law (07/04/1990).

107 Section 50 of The Financial Institutions of Myanmar Law (07/04/1990); Directive No. 1/2008 of Banks' Supervision
Committee (12/13/2008).

192 Directive No. 1/2008 of Banks’” Supervision Committee (12/13/2008).

1% Section 44 of The Financial Institutions of Myanmar Law (07/04/1990).

1%Section 145A (2) of The Myanmar Companies Act (4/1/1914).

1%Section 144 (3) of The Myanmar Companies Act (4/1/1914).
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Chapter 2 - Gap Analysis

At the international level, the main role and responsibilities of the audit committee in the areas
of accounting and auditing are well defined and more explicit regarding the activities of the
external auditors. For example, they are responsible for:

J Monitoring the integrity of the financial statements and any formal announcements
relating to financial performance;
J Making recommendations to the board in relation to the appointment, re-

appointment and removal of the external auditor and approve the remuneration
and terms of engagement of the auditor;
J Reviewing the auditor’s independence and objectivity.

At the international level only statutory audits and auditors who perform statutory audits are
regulated. Non-statutory audit work is also regulated but only to the extent that they impact the
independence of the auditors.

2.6 Compliance with Revised Basel Core Principles and Prudential Framework

Therevised BaselCore Principles (BCP) published by the Basel Committee on Banking Supervision
(BCBS) in 2012 have contain four principles that are related directly or indirectly to corporate
governance, financial reporting, auditing and transparency. By publishing these guidelines, the

BCBS emphasized that banking supervisors have a clear role to play to enforce good practices in

the areas of corporate governance, accounting and auditing. BCBS also recognized that banking
supervisors stand to gain because banks will be better managed, risks will be mitigated, internal
controls in banks will be set up and users of financial statements will get more reliable and
relevant information. So it is in the interest of supervisors for these principles to be applied.

The four principles are:

1. Principle 14: Corporate governance
The supervisor determines that banks and banking groups have robust corporate governance
policies and processes covering, for example, strategic direction, group and organizational
structure, control environment, responsibilities of the banks’ boards and senior management,
and compensation. These policies and processes are commensurate with the risk profile and
systemic importance of the bank.
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Chapter 2 - Gap Analysis

2. Principle 26: Internal control and audit

The supervisor determines that banks have adequate internal control frameworks to establish
and maintain a properly controlled operating environment for the conduct of their business

taking into account their risk profile. These include clear arrangements for delegating authority

and responsibility; separation of the functions that involve committing the bank, paying away its

funds, and accounting for its assets and liabilities; reconciliation of these processes; safeguarding

the bank’s assets; and appropriate independent internal audit and compliance functions to test
adherence to these controls as well as applicable laws and regulations.

3. Principle 27: Financial reporting and external audit
The supervisor determines that banks and banking groups maintain adequate and reliable
records, prepare financial statements in accordance with accounting policies and practices that
are accepted internationally and annually publish information that fairly reflects their financial
condition and performance and bears an independent external auditor’s opinion. The supervisor
also determines that banks and parent companies of banking groups have adequate governance
and oversight of the external audit function.

b, Principle 28: Disclosure and transparency
The supervisor determines that banks and banking groups regularly publish information on a
consolidated and, where appropriate, solo basis that is easily accessible and fairly reflects their
financial condition, performance, risk exposures, risk management strategies and corporate
governance policies and processes.

Principle 14 is not directly relevant to accounting and auditing but is nevertheless related to the
financial reporting process through the responsibilities and expertise of the board members and

senior management. The other three principles, 26, 27 and 28 are directly linked to the financial
reporting and auditing process.

The CBM rules and practices are only partly compliant with these principles. For example,
CBM and other laws have some rules on the role of the audit committee, experience of senior
management, role of internal audit and publication of financial statements and maintenance of
accounting records.

However, the CBM rules and its practices will need to be updated to ensure full alignment with
the BCPs and significant improvements are required especially in the area of enforcement to

ensure that banking practices are fully in line with the BCPs. For example, divergences have been

noted in the area of transparency, disclosures, internationally recognized financial statements,
experience and expertise of board members and senior management.
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Chapter 3 - Proposed Actions

3. Proposed Actions

The following is a comprehensive set of recommended actions that is provided in order to address
the various gaps in the accounting and auditing environment in the banking sector in Myanmar.

At the end of each section, an indicative timeline describes how the actions could be structured

and prioritized.

Most of gaps identified in Chapter 2 are systemic weaknesses more at the macro level and highly
interrelated. The actions defined in this chapter are at the micro level and may address one or
more gaps at the macro level.

For implementation of the proposed actions, the OAG, CBM, MAC and MICPA will assess the
feasibilityof eachactionwithregardtofundingand humanresource constraints.ltisrecommended

to further prioritize and plan additional actions over time. Proposed actions should be selected

across the different gaps so that these actions will enhance the accounting and auditing system

as a whole and be mutually reinforcing.

3.1 Building Stakeholder Ownership
Rationale and objectives

In order to enhance financial reporting in the Myanmar banking sector, it is crucial to build
stakeholder ownership. All the key stakeholders, the CBM, OAG, MAC and MICPA, starting with
the CBM and OAG, should be fully aware of their role and the actions that they need to undertake.

TheCBMand OAG should establish aclear communicationchanneltointeractwiththe MAC, MICPA,
banks and audit firms on a regular basis to discuss progress made and IFRS implementation

issues and challenges. Presently, there are minimum interactions among the parties and the
approach is very top down: key issues affecting banks and audit firms are not always discussed

in an interactive manner. Effective communication among the key stakeholders, banks and audit

firms is the basis for building trust among all parties.
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Chapter 3 - Proposed Actions

Beneficiaries and responsibilities

Each key stakeholder will directly or indirectly benefit in the process of building stakeholder
ownership. There will be better allocation of responsibilities and clearer accountability of roles.
However, depending on the specific activity, one key stakeholder would need to be more active

than others. The banks and the audit firms would need to contribute actively.

Enhancing financial reporting depends largely on establishing trust among the key stakeholders.
In order to build trust and for more effective communication, the OAG has set up the Action Plan
Committee that is planned to meet on a regular basis. The current stakeholders of the Action

Plan are from, CBM, OAG, MAC and MICPA (June 2015).

Potential issues to discuss in the Action Plan Committee meetings are:
a. Public disclosures;

b. Consistency in accounting treatments across banks (loan valuation, impairment, use of
prudential filters, valuation of fixed assets, tax implications, etc.); and

c. Corporate governance.

These issues should be discussed in a structured and consistent manner by all key stakeholders.
Decisions about these issues should be taken in a transparent manner.

In order to facilitate the discussions, the Action Plan Committee should be split into separate
working groups or subcommittees to discuss specific topics on accounting and auditing:

a. Transparency and disclosures;
b. Valuation (investment, fixed assets, loans and impairment); and
C. Corporate governance (appointment of auditors, relationship among stakeholders).

Furthermore, CBM and OAG should host regular events and meetings to explain stakeholder
ownership and disseminate decisions taken by the Committee to awider audience. Tax authorities

should be invited to participate in these meetings as and when required. Banks should be given

a clear channel to voice their concerns and challenges, as well as seek support from the CBM

on the issues identified during IFRS implementation. There should be consensus on the key
decisions of the Action Plan Committee among the stakeholders.
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Chapter 3 - Proposed Actions

To include all these topics and set-up these working groups, the stakeholders in these working
groups should have the appropriate expertise and IFRS knowledge and should be allowed to be

free from their main job responsibilities when necessary. The topics are highly technical and

their implications could have wider ramifications for banks and for the banking sector. For each

bank the impact will be different and will depend on its business model.

Proposed activities will include:

1. The OAG should chair the Action Plan Committee and expand its membership so
that it can derive the maximum benefit from stakeholders.

2. The OAG and CBM should build the IFRS expertise and know-how so that they can
lead the technical discussions in the Action Plan Committee.

3. The OAG and CBM should coach the stakeholders in the Action Plan Committee so
that the meetings are productive and key deliverables of the activities on consistent
valuation, enhanced transparency and corporate governance are delivered on time.

4, The stakeholders of the Action Plan under the guidance of the OAG and CBM should
develop a clear and practical roadmap with timeline for capacity building and
fullimplementation of IFRS. For example, OAG and CBM with other stakeholders in
the Action Plan Committee should deliver on time the reports and activities from
eachworkinggrouponvaluation,enhancedtransparencyand corporate governance.

Responsible parties:
The main stakeholders responsible for these activities are the CBM and OAG with the assistance
of the banks and auditors.

The activities should be carried out from 2015 to 2020. A roadmap to implement IFRS based on
this Action Plan should be developed by the Action Plan Committee in 2016 and 2017.

Strategy outcomes are:
The strategy outcomes are that: (156
1. OAG, CBM, and banks more readily acknowledge the value of good financial
reporting, auditing, the importance of the role of accountants and the need for
proper professional training.
2. The Action Plan Committee organizes its actions along the roadmap for capacity
building and IFRS implementation to ensure that key deliverables are presented
on time.
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Chapter 3 - Proposed Actions

Table 2: Summary of Actions for Building Stakeholder Ownership

Proposed actions

2015|2016 | 2017 | 2018|2019 | 2020

Priority

Responsible Parties

The OAG to chair the Action Plan
Committee and its sub-groups.
OAG should report to MAC and to
invite representatives from CBM
and MICPA firstly, and then should
include additional financial sector
stakeholders

OAG

The OAG and CBM to build the IFRS
expertise and know-how so that it
can lead the technical discussions
in the Action Plan Committee

CBM, OAG

Strengthening the capacity of the
stakeholders in the Action Plan
Committee to ensure its meetings
are productive and can produce the
expected deliverables

CBM, OAG

The Action Plan Committee to plan
a clear and practical roadmap for
capacity building and to implement
IFRS

CBM, OAG

Action Plan Committee explore
cooperation with bank(s) on a pilot
IFRS implementation program

g 111

CBM, MICPA

This table lists the proposed actions, an indication of the time frame in which each of these actions should be completed
(corresponding to the columns ranging from year 2015 to year 2020 which are covered by the bar), the priority of each
action, and the responsible parties (CBM, OAG, MAC, MICPA] for completing the action. Priority is classified from 1
to 3 with descending order of priority. All actions are important but some should be delivered as soon as possible.
Priority 1 is the most urgent and priority 3 can be delivered the next phase since not all the actions can be delivered at
the same time. Priority 2 should be delivered in the first phase but at a later stage. Priority refers to the importance

of the actions and not the timing.

Source: GIZ
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Chapter 3 - Proposed Actions

3.2  Statutory Framework and Institutional Set-up

Rationale and objectives

It is recommended that MAC and CBM publish, where applicable, regulations and enforce MFRS,
MSA and the relevant BCPs for accounting and auditing practices in the banking sector.

In many jurisdictions the power and ability to regulate and enforce MFRS, MSA and BCPs in the @Il
banking sector are delegated to the central bank as they have the know-how and expertise for

banks. However, this power is also sometimes shared with an accounting and auditing oversight

board or agency.

Beneficiaries and responsibilities

CBM should issue an updated regulation that will enforce MFRS and MSA in the banking sector.
The regulation should be clear and concise and refer only to the full implementation of MFRS

as published by the MAC. The regulation should also ensure that the most current version of

IFRS and ISA are being applied. The current draft of the Banks and Financial Institutions Law

of November 2014, which may be adopted in 2016, requires the application of international
accounting and auditing standards.’® In addition, secondary regulation on the application of
international accounting and auditing standards to further support this primary law would be
beneficial.

IFRS and ISA training materials should be translated into Myanmar language in a hybrid manner,
so that technical accounting terms remainin English, but other curriculum contentis in Myanmar.

MAC should seek to get official approval from IASB to adopt IFRS in Myanmar, this will also (I
require formal procedures to be implemented that will keep MFRS up to date on the latest
changes in international standards.

Furthermore, the regulation should refer to MFRS for the preparation of banks’ public financial
statements. In due time, CBM will need to review its regulations for prudential purposes. In

the future, CBM should not issue any detailed secondary accounting regulations but may adopt
prudential filters, if necessary. Detailed accounting regulations should be issued by the MAC.
However, these prudential filters should be in line with the relevant international standards.

106 Section 73 (a) of the draft Banks and Financial Institutions Law (11/2014).
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Chapter 3 - Proposed Actions

Proposed activities will include:

1. The CBM should enforce MFRS and MSA in the banking sector, potentially jointly
with the MAC and OAG.

2. The CBM should implement and enforce the revised BCPs 14, 26, 27 and 28 on
“Internal control and audit” and “Financial reporting and external audit”.

Responsible parties:

The stakeholder responsible for the proposed activities is the CBM.
The enforcement of MFRS and MSA in the banking sector through further secondary regulation
should be addressed in 2016 and 2017. The implementation and enforcement of the revised BCPs

14, 26, 27 and 28 should run from 2015 to 2020.

Strategy outcomes are:

1. Enforcement of IFRS and ISA in the Myanmar banking sector by the CBM.
2. Implementation of the BCPs in Myanmar.

Table 3: Summary of Actions for Statutory Framework and Institutional Setup

Proposed actions Priority [Responsible Parties

CBM regulation to enforce MFRS in

the banking sector 1 CBM and MAC

The CBM to implement and enforce
the revised Basel Core Principles
14, 26, 27 and 28

This table lists the proposed actions, an indication of the time frame in which each of these actions should be completed

(corresponding to the columns ranging from year 2015 to year 2020 which are covered by the bar), the priority of each
action, and the responsible parties (CBM, OAG, MAC, MICPA] for completing the action. Priority is classified from 1to 3
with descending order of priority. All actions are important but some should be delivered as soon as possible. Priority
1 is the most urgent and priority 3 can be delivered in the second phase since not all the actions can be delivered at
the same time. Priority 2 should be delivered in the first phase but at a later stage. Priority refers to the importance
of the actions and not the timing.

Source: GIZ
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Chapter 3 - Proposed Actions

3.3 Role of Professional Associations

Rationale and objectives

The professional associations MAC and MICPA have limited human and capital resources. In the
future it is recommended that they overcome these limitations so they can be more pro-active in
representing the accounting and auditing profession and contribute to its regulation.

The MAC and MICPA should be central in representing the issues facing accountants and auditors (73
to the authorities. Even if they submit written representations to the authorities, it is not clear

to what extent their proposals are taken into account by the authorities. This may be due to a
number of factors but their lack of resources is certainly a key one.

Beneficiaries and responsibilities

The current relationship between the authorities and the professional associations is reasonably
good but can be improved. It is recommended that the MAC and MICPA act more consistently
together and join their forces by considering merging together. Bigger professional associations
equipped with better resources may be more active and will have more traction in dealing with

the authorities.

The MAC and MICPA should also aspireto comply with the International Federation of Accountants’
(IFAC) Statements of Membership Obligations (SMOs) to improve their credibility. They will be able

to contribute more effectively to future regulations and hence be able to promote the accounting

and auditing professions more effectively. In turn, the professional associations would be given

more regulatory roles because they are gradually seen as more credible by the authorities.

Another issue close to the role of the professional associations is the lack of training centers
for CPA students in Myanmar. To date, there exist only two training centers for CPA students
in Myanmar. Hence, even if graduates or professionals are interested in training for the CPA
qualification, sometimes they cannot find training centers close to where they work and live.
Professional associations should engage more with the authorities and other stakeholders
to ensure that more training centers are available. If more training centers are available, the
number of students studying accounting qualifications will increase. In order to remedy the
shortage in training centers for CPA students, the new MAC Law, which was recently passed
by the Parliament on June 5th, 2015 allows private accountancy schools to offer CPA courses
in line with the curriculums prescribed by the MAC and under the control and supervision of
the recently formed Compliance Review Committee. Further proposed actions to strengthen
professional training in accounting and auditing are provided in Section 3.5 (cf. Section 3.5,
para 188 f).

101



20082 (p) - 3288[gj00:e000 pdCSigp:

20ad[gj00n:6000 cpdeigqpiopE e305dod dodlaogd -

(0) [g§w8E¢ ongtieomidsllgsendts mcﬁ?o‘}q@éoﬁ? 0 C:03Cqp: 320082030000 | 60 § $6
0780305 CpbeFBogOaPiea:Rqpst 398 3p0p5a{gpeopdy.opd: «%&1%89030‘5 Béwﬁ&?
0qC:0dqIOgesE  :ellC:d)  qCgdypisC  spSropmsacnmapdap:  gpegantdlaopdi  [g§pd
0056800050506 083833, 305240000 66035 EeagROTCOGPEEROS ) §&:3:q Cigd
qp:ead=mod gt qCfgbgp:  oXonodeogs  B:00pdq  eE0dilapdesSigpiadeaonigod
20&0loogh -

() qEa3Eqpod  erpoyCooondicugssnognd oogrBadypa  03udEMmeEn3taoonss
copagpis 33q) sa[gSmacps sondogudeanigadlgta

(®)  ©qC:03Ea0ER:pp8:006:08 38eGeenCadeoqsi cogptomigp: cLodRE:Beogsst 8E&
oomdgpsEadndpdeogs caontgadlgta

(0)  eopCromigpgoad B3eeon8lqsencgnd o3E:eso0[Bs/[gpdsudgpist oogradadypiogt
co€on§eoplagps 38uCandlgta Boupod a3ud8EmatiadEaotonsieapligps 33eCapd
cofgCs

(@)  [98e08E¢aRE §EEonomzaadm005(gj00pd vpongdadEep 93 qp: cu§Caqemaogad 8EEoam
208, 20000:qps1 00gra3cdqpisé §odsoadeaonigodfga

) qEadCsConqtiobypiel  SEEmomoytucdBogdypod  cdodsocog  ©qE:a3EsE
o E:00005cEsqpsel 3260532603208 058M$E s d:0000d6s0gC:

() [6§928E¢ o0gCieomEBsE [gEen8EE050ode[gpdan 0qCiodyp: 3200C:03005  =ag,e0m

80c38:qpin? 2036800EgmH8EEaE30R05 [gpdeconlemnaCiody Oqestoiedit cagiegidypiod
B:eaonlomn  piesidlieondadeand  smieofgéonCanilaopdbi 8dcdSipowmmed) ¢ 68305d

3 BE{§E A0S -

()  ooaeeeadqafgst 0oqt:od[g:adEep 03gq0qP320305 s3m3Egp:ad a[ogeogp:
o:a300E[ggc

(®)  oogBadypa Bd3EmgCiodEanlmseopligpisé (:eOICig [§$n8EE0RE aoonss
copCagp: o3000des3Ee0nEgndges

(©)  8Eeomombypa 00gE:a3EsCangliodgpict 0o§3{gEangnd 238 opeoupd cadepsaqp
CeEeX S M eop ReReplilateletoeatetalon RIS

() [6§928E¢  cuodeode[gpdon egEia3Egpimanotiongd  [gSn8EEmatieomtdst  [gpdeconte
0qC:0dq0g:aiel  30p3B[g¢  IFAC 228 g0l 32008:080p0:ndiqodgp:  (SMOs)  $&

3050360 g pdgud 6800E8g05a0¢ Floopdi 9Bwam IFACSQ, g6l 08:gpd3a00E:08[gdrundlepd

G)  pocsBogodesadeqieardoodaopd IFRS 38ep 3E0msndeaagdoopd c0fonsisodiosdyp:

B copeog§st coBuoBad wlfGaedep: [GScopSontideseanged cpbesieng coSondd o
3,0p5:0200860:00& 00N

102



Chapter 3 - Proposed Actions

Proposed activities will include:

1. The MAC and MICPA together with the OAG should mobilize resources and technical
assistance so that MAC and MICPA are restructured with a proper 2-5 years action plan.
The restructured professional associations should focus on improving their capital
resources and in particular their human resources in the short and long term through the
following actions:

a. More interactions with universities and private accountancy schools to train
accountants.

b. Make the syllabus on accounting more attractive, accessible to students and in line
with international standards.

C. Setup moretraining centersintheregionsandinuniversities or private accountancy
schools to attract more students.

d. Engage with international organizations and universities to deliver internationally
recognized professional qualifications in Myanmar.

e. Enforce international standards on ethics for auditors and accountants and perform

quality reviews on work of accountants and auditors in a regular and systematic
manner.

2. The MAC and MICPA together with the OAG should lead discussions and foster a working
relationship in order to set up a common platform to work jointly together on some
projects. Such projects should be for example:

a. Submitting comment letters on matters pertaining to financial reporting and
auditing to the authorities jointly.
b. Increasing the availability of training centers in Myanmar in collaboration with the

universities or private accountancy schools.
C. Organizing events and conferences jointly to raise awareness of international
standards, added value of accountants and auditors in the society.

3. The MICPA with the assistance of the MAC and OAG should aspire to comply with the
IFAC’s SMOs so that the MICPA can become a fully fledged member of IFAC.

4, The APC should assign a sub-group to conduct a study on potential IFRS online training
tools and make a recommendation to the committee.
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Chapter 3 - Proposed Actions

Responsible parties:

The main stakeholders responsible for these actions are the MAC and MICPA together with the
OAG. They will need the assistance and collaboration of other stakeholders such as banks and

audit firms.

The activities should start in 2015 and will run until 2020.

Strategy outcomes are:
1. More pro-active association and enforcement body with regulatory and oversight role.
2. MICPA becomes member of IFAC.

Table 4: Summary of Actions for Role of Professional Associations

Proposed actions 2015 (2016 | 2017 | 2018 [ 2019 | 2020 | Priority | Responsible Parties

Mobilizing resources and technical
assistance so that the professional
associations are restructured with
a proper 2-5 years action plan

' 1 OAG, MAC, MICPA

Leading the discussions and
fostering a working relationship so
that the professional associations
set up a common platform to work
jointly together on some projects

' 2 OAG, MAC, MICPA

With the assistance of the MAC and
OAG, compliance of MICPA with
the IFAC’s SMOs so that MICPA can
become a full fledge member of IFAC

11

' 3 OAG, MAC, MICPA

This table lists the proposed actions, an indication of the time frame in which each of these actions should be completed
(corresponding to the columns ranging from year 2015 to year 2020 which are covered by the bar), the priority of each
action, and the responsible parties (CBM, 0AG, MAC, MICPA)] for completing the action. Priority is classified from 1 to 3
with descending order of priority. All actions are important but some should be delivered as soon as possible. Priority
1 is the most urgent and priority 3 can be delivered in the second phase since not all the actions can be delivered at
the same time. Priority 2 should be delivered in the first phase but at a later stage. Priority refers to the importance
of the actions and not the timing.

Source: GIZ
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Chapter 3 - Proposed Actions

3.4  Strengthening Institutional Capacity

Rationale and objectives

CBM should enforce MFRS in the banking sector in Myanmar. In order to enforce MFRS, CBM will
be required to take on additional responsibilities such as verification and review of IFRS financial
statements on a regular basis. CBM will therefore need additional staff with IFRS skills in the

FISD. An accounting center of expertise in the CBM should be set-up to fulfill these additional
responsibilities.

It is recommended that the CBM should have at least 2 qualified accountants. At least one
internationally recognized professionally qualified accountant and one Myanmar CPA.

Beneficiaries and responsibilities

In the context of its role for enforcement, the CBM should employ at least 2 qualified accountants.
In addition, the CBM should set up a dedicated team that will be responsible for accounting and
auditing issues. The 2 qualified accountants will be part of the team and will be the in-house

IFRS experts within the CBM. They can act as a first point of contact in the CBM for all issues
pertaining to MFRS. For example, when supervisors have queries on financial statements and

do not understand the accounting treatment or financial statements disclosures, they will first

clarify these issues with these in-house IFRS experts. The experts will also help the supervision
department to draft and formulate IFRS related questions to external auditors and banks.
Because of the size of the banking sector in Myanmar, CBM should employ at least 2 IFRS experts
initially.

In order for the CBM to make maximum use of MFRS data that banks will prepare, CBM should
organize regular bilateral meetings with auditors and banks separately to discuss accounting
treatment and linkages with prudential matters.

To facilitate the review and verification of MFRS financial statements, the CBM must collect
MFRS financial statements in a structured manner and on a consistent basis. CBM should build

a database based on MFRS financial statements data for analysis and data aggregation for

the banking sector. This analysis may be based on the Financial Reporting Framework in the
European Union (FINREP) data collection templates, i.e. a light version of FINREP.
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Chapter 3 - Proposed Actions

FINREP is a standardized framework for reporting financial (accounting) data. It comprises
templates for reporting selected figures from the income statement and the balance sheet.

FINREP applies to credit institutions (consolidated groups) and unlisted financial sector
companies which are required to apply IFRS. The frequency of reporting is quarterly for the
most part.

The FINREP templates are split into the following groups:
Part 1: Primary statements (balance sheet, income statement, and comprehensive income)
Part 2: Disclosure of financial assets and liabilities
Part 3: Off balance sheet activities and related parties’ information
Part 4: Supplementary information (group structure, provisioning, changes in equity, other)

Implementation of FINREP is a complex and long term project but it would be a systematic way
for the CBM to collect and analyze financial statements data in a regular and consistent manner.

The CBM should not underestimate the amount of work involved and the time to build an IFRS (Il
database for banks. FINREP can be completed in a period of 5 to 6 years. First, it is crucial that
CBM gets the foundation of IFRS implementation right. This in itself will take at least 3 to 4 years.

In the short term, the CBM should focus on building up the accounting and auditing policy unit
with staff who have the appropriate experience and expertise and start reviewing and analyzing

IFRS financial statements. This will help the CBM to monitor application of MFRS by banks in a
consistent manner.

In order to further strengthen institutional capacity one approach is to develop and foster
technical discussions among peers in the region and with countries that have already adopted

these reforms. Currently, there are no structured and on-going technical discussions among
regulators in the region. OAG, CBM and banks should participate and engage more actively at the
regional and international level in technical discussions with other regulators and banks. OAG

and CBM should build relationships at the technical level with other regulators in the region to

either learn from the lessons of countries which are ahead of the curve or share their lessons

with countries which are behind of the curve.
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Chapter 3 - Proposed Actions

OAG, CBM, MAC, MICPA and some banks should also consider continuing the organization of
study visits in countries that have faced similar issues in the past. After 2 study visits in Malaysia

in October 2014 and Mai 2015, the next study visits will allow the stakeholders in Myanmar to

keep the momentum in IFRS implementation and the commitment/ownership.

A suitable partner for the next study visit could be South Korea. The country implemented IFRS (I
successfully in the recent past. For instance, South Korea set up a number of committees with
experts and task force to facilitate IFRS implementation. South Korea is now expecting to see
improved perception of the reliability of financial statements provided by Korean companies as

well as enhanced status of South Korea in the international accounting community. All these

issues would be relevant for the stakeholders in Myanmar in a few years’ time once the foundation

has been properly built.

The study visits should be well planned and prepared. Representatives fromthe 4 key stakeholders (7
and banks should participate in the study visits. Representatives from the MoF and audit firms

could also be invited to participate. During the study visits, meetings with specific agenda and

with relevant counterparts such as the partner country’s banking regulator, accounting regulator,
accounting firms, chief accountants of banks and professional associations should be organized.

The next study visits should take place after some progress has been made.

Proposed activities will include:

1. The CBM should provide technical know-how and assistance to their accounting
and auditing staff and potentially set up an internal accounting group so that they are able
to carry out the following functions:

a. Be a center of excellence for the CBM regarding accounting/auditing issues, IFRS
and ISA;
b. Act as expert advisors to other areas of the CBM on accounting/auditing

issues and their linkages with supervisory and capital issues such as valuations,
impairment, capital, etc.;

C. Review and analyze financial statements of banks on a regular basis;
Build and maintain an accounting database jointly with supervision staff; and
Deal with issues related to the role and activities of auditing firms in Myanmar and
support/interact on a regular and systematic basis with the OAG, audit firms and
MICPA.
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Chapter 3 - Proposed Actions

2. The CBM, OAG, MAC and MICPA should start planning study visits to countries such as
Malaysia and South Korea by identifying stakeholders who will participate in the study
visit, organizations that they will need to visit, and areas the study visit should focus on.
The next study visits should take place after some progress has been made in 2015 and
2016.

3. All key stakeholders should work together to provide technical advice (e.g. workshops
on procedures, methodologies, tools, templates for accounting and auditing framework)
and training (e.g. developing and providing training on IFRS to CBM, OAG and their
regional staff in 2015-2017 and update training in 2018-2020, training to enable CBM to
reconcile statutory financial statements with other regulatory statements).

4, CBM should engage in the improvement of prudential regulations and their linkages with
IFRS (including revision of CBM regulations for conflicting provisions with IFRS).

5. CBM should strengthen its IT know-how and capacity to implement FINREP as a reporting
system in the long term.

6. CBM and OAG should actively engage in the exchange with regulatory bodies in the region
and at the international level to discuss IFRS implementation issues.

Responsible parties:

The stakeholders responsible for these activities are the OAG, CBM, MAC and MICPA.

Most activities should start in 2016 will run until 2020.

Strategy outcomes are:

1. CBM can collect and analyze IFRS financial statements.
2. CBM has the IT know-how to collect and use FINREP data.
3. OAG, CBM and professional associations organize study visits to Malaysia and South Korea

from 2016 to 2020 to keep momentum and reinforce ownership/commitment.

113



20082 (p) - 3288[gj00:e000 pdCSigp:

@ooD: (§)) - 208,390p5:38ep §&:6a008qP5 0Bi0005e0eq320305 GaoEgadupd cpdeSiyp: saoyd:qd

soad[gjooneamnapdeigp:

J()OS

Jook | jooq

J()OO J()Oe J()J()

Bronzcoimoso

0200§§20p533 qps

eamacbdodfgbaoneog§aaogod
[g§<08E¢c0douBonaiams
o0qfpEsooqtiod oybioyBopepide
§reconCaozg) $05:0p05E¢ 320p3308¢p:
[Flecpleplelcletn Y

(o) 2qE:0BE[gooosogpsr IFRS/

ISA dgp:$E 00520056¢] 0oBDHE
22607E:00:5050069(gbncogSH

(9) 22833log6s0qCopgpio0d

06 E:3E /o0 Csod[gonosgps
00&:0358&s0050065600 [Bdeeest
36 E:328:3C6p [gooogogp:
(0088¢:[g05[g8x qo5B864gcs

20 8:308: 000p5(g¢) 0p¢ vuBonadel
mfepigpsqpiaa: 32[03e0sdEoopd
00lagsode m[gbesontgadesi
(0)GE:03,20p5 oocgpsci
ega[0ea8aCodongpiam: (u8ad:a0dy)
c0§:068EqS

(00) [03o30eep0S§0bsgpigo

o34 ©26E:03E00CE: Fog0dm0005
056030503 aB5:038:9$5C [gSe08E8§
0qC:06005cEiqp: 61 308000
0066e0Eq0dgPieE 0od005a0)
[gocogogpea? elgqicosgi

o)

ou?oooﬁ

oBonad 00gE:0dq)54: 006
eomE85E cndeode oqE:aBEqps
2008:0300 GopaGeedodgpiza0g05
8ogodooneqeagqs

0030 0oqC:0dg)04:
o0qE:eomES)
C005e0dq
[ebop.0oafi0pEap:

20008

B§omgpe 3200803:0dqp000p5(5E)

oBonad
oqC:009|04 022
GomEBI ondeodq
[ge5ap.00q€:03Cqp:

20008

offelopEiaBecyecoopbiqbp:

(Prudential regulations)$¢ 0oC:03$¢ IFRS
d5Ssqp: §058005g 03 oBron0deogsi

odBonad

0BonaH0pd coabgpiadetafgtiosdod
eomnEzncopd 008$8q$3908<73 G&sai IT
5p5:0p0058 962690086003 [GEonCaf

m?oaeag eggqpH 2oEaokiqpa}
0708096800Eg0deS (poen - ooq& s
mq& o&\?oc$ 3060008200305

ﬂ?oore 1055: P! §eSopbqp gpbicok:

odBonad

0B3nH5¢ 0oqCiodg)dgrodaopd IFRS
ocﬁ 3qPe326070E3000665(gE:e0E

Sp [qooosnqpic} Gegiagifbabaacgo’
%800007)3;008@8@3&) &8 [03{o30eqg
208 qpi$ 000 Rg§058005680EgOgSI

odBonad

afeomicg msdgooniean cpbe§iqp Aapbe§iondeg€i8o? B:8iesmtesnEgndaend ma§§acm: (joog 9560 Jo o 9583508 do€eom cocdeBEep 32038qpiE omiqpi{gé eudjgoonidlaopd) cpbe§: 0odegEidet Bionicuizasodi
Q6c§:0089€:803 BiBieantasmniyadaqupd 0m0§fean =03 qp: ([§§er§Eseord oudoadi [geSeconEeenqSioba b [G§e§Ee ooqBiconEd: [§§e2§8¢ conSeadegpSap eaqEiadEyp: 32008:) 0oopBalad eublgoonidlaogbn
B:00:6033290803 (0)¢ ()28 (Bromse0r o8[gpSgpbegpSiog0: G0 2:83205(38) ceBgoonidloopdi pbe§iamsad: mearPBie05c0pds 3§, 6omnpbediap:o? [§8§E0g(aSles BrB:adlopdn cpdeagpiamsasiod oob§§onpbiops B
BiogmEucentgod§Eaomelopt Bienico: (0) apbe§iod qodqiapbadigdf Bionico: (p)apdesialy cgo0donbeofont eeonEgnd§Edl copdi Bienicos () cpbe§iod voovmrsodal 6505881038 eonEgaSondloophn ofesepogt

Bion1001 32608 aBo0pSen cbe: qpiai e FqaBapSop§ i 328803 qpSarsiEEiecroddl

Source: GIZ



Chapter 3 - Proposed Actions

Table 5: Summary of Actions for Strengthening Institutional Capacity

Proposed actions 2015|2016 | 2017 | 2018 | 2019 | 2020 | Priority | Responsible Parties

Establishing and providing
technical know-how and assistance
to the accounting and auditing
experts in CBM so that:

(a) There is a centre of excellence
for the CBM regarding accounting
issues and IFRS/ISA;

(b) They can advise other areas of

the CBM on accounting/auditing

issues and their linkages with

u supervisory and capital issues such 1 CBM
as valuations, impairment, capital,

etc.;

(c) They are enabled to review and
analyze financial statements of
banks on a regular basis;

(d) Creation and maintenance
of accounting database jointly
with supervision staff; and deal
with issues related to the role
and activities of auditing firms in
Myanmar.

The CBM, OAG, MAC and MICPA to

Undertaking workshops and

trainings, e.g. on procedures, 2 CBM, OAG, MAC,
methodologies, tools or templates for } MICPA
accounting and auditing framework

CBM, OAG, MAC,
MICPA

Improving prudential regulations
and their linkages with IFRS

The CBM to strengthen its IT know-
how and capacity to implement a
bank reporting system

Active engagement of CBM and OAG
with regulatory bodies in the region
and at the international level to
discuss IFRS implementation issues

Source: GIZ

This table lists the proposed actions, an indication of the time frame in which each of these actions should be completed
(corresponding to the columns ranging from year 2015 to year 2020 which are covered by the bar), the priority of each
action, and the responsible parties (CBM, OAG, MAC, MICPA] for completing the action. Priority is classified from 1 to 3
with descending order of priority. All actions are important but some should be delivered as soon as possible. Priority
1 is the most urgent and priority 3 can be delivered in the second phase since not all the actions can be delivered at
the same time. Priority 2 should be delivered in the first phase but at a later stage. Priority refers to the importance

of the actions and not the timing.



20082 (p) - 3288[gj00:e000 pdCSigp:

9 0p0qdadEep coCon§igp: ofonaofge:

elogiofpeociedyst qpdgudeodqp:
[45608E¢0¢ eannddlzacogpCigpieloypt 3a6p0sagEypddeam 0gCiadypiaacaeacynd (93, 3a:addlod
5 0g8) aoegapSibogS:
() ooCon§ieoplagps sp5edkgE:
(9)  3qpd3g:deam c08onsieoepyp: ccdecnad(gts
(0)  eoypEomsa0dypiodiancogsencged voqdedCep 323 320p5:pi0RC qEHyd (resource)
H Q%@S:“
(20) 3qpd3gE:8e0m 00gE:a3Eqp:ad comeuopd ddgp:
(€)  20Con&smo0d mrSogEdadyp:

BoJdoniqopqpisé 0noSogepigp:

Gheofitost oxfbupmogacyed opbieiep soiSagecmaoof Geofiaosodiorcd
o0 C:0dgps 02qCI03C0Q 200p5igPist 000M3aQ 300pDgP3NNE (:e0ICk) 63200530703 6e0Egod 2083kod -
(0)  $EE0003820005[g0pd 32qp0eaqE{gpd8eomn ©rqE:n3CanegEa0R05 03GoLRd
:6[g I]eHEP GO0ONOGUESI

() $EE00ommBmeddgoopd  3aqp0seqClgpddeon  oaqliadlepind  320000§[gCis
§Pon:03: 6uHlgtia0? 330:60:q 8300305 2005e0EPERG, 30pdiyp: ([§S8EEeor ouBo
[geSeconCoongCiodq s C onayp:)0gE o3, cusdEoopd 0Coigpiewdoncdeannigadesi
()  88omommmBmeddly oqtdtoeedelgadas 0Comsionndcdeomn  v§cobigpams
5000 0008090063EmndyC  egelrecnnd8EassE coadgpiopE IFRS &3Cep
cbckiqps eaonlgod  esfBu  $Eonommadmeddgegtiaiioncey  olgades
20€o§00dcdeom  oScobigpez: mfgodmevegeloy:  6o0n0508EqSEa0305
[g§n8Eee00d0udona [geSeconenqtodgogest ale et 9cdltsq)

0pa08e000506(03: 383200¢p: 00oCesEgodesi
(G)  eoypomzadypiod §esont8assnngnd eqidopmaenyamnlgliel comEajgp:ad

oopBeS cogplioongpioacgé: - oyddfarge  [sRlgreopst  oografcdqprai
g E:03EsEoqEi0dopmees 3282000¢P: 6905860662005 tpdeuigs

0p0q0e3Eep 0CoEgP: 0RANEOGEEIP0R0D! GgEgIUOOEPSRD:E:0009w  [qodeconComeCiody)d:
[45608EEe005 00donsE coadyps eaqE:EdROCSigP: 365[9E GE:030005E 2EMXEEs6I0D 33,qZ2200
QP3¢ 0§008: 320004 320: IFRS 208 00§:60:98 0803 0§0dgP:ad V:308[gCegdloopdi op§ o E§odgp:a?
Qd[30egC 0§06 codeuNMgIEBER0d eciltimnsmedodyp:ad eagpgSEalacdi

0pq53Eep 33 32005:qP:00p0 0§06:gP30305 3EESE: CPA c0€onSisC §EE000m 320832005(g|
003 208mSigp:ad ¢ESEA0DI 005060050005 0pgPImopd: I3 qqpsa: g&idoComsieolgts
28200503 68008g0d8Edloopdi 0283309326 ogradcdype 93,32004P:03 [§§e§EEe0d vudanad

[geSecontomatiodqodest  ooahgpipe  320063203EqPie0dEF 003 gEe00d  gpraes|gEaopds
0 E:0p0q0P0d  6apa0EMIEELRS 2gCarcubifondlodl oyssefgeeesypisag 228,30000:03¢:

2000 000$8QIC 33,6 5580z (J)Be5SegC 2005980008 ECladN



Chapter 3 - Proposed Actions

3.5 Strengthening Professional Training

Rationale and objectives

The number of qualified accountants (all qualifications included) in Myanmar is very low. This is EEXIE
due to a number of factors such as:

a. Few training centers;
b. Insufficient qualified trainers;
C. Lack of resources of professional associations to increase significantly the number

of new students;
Remuneration structure for qualified accountants; and
Training costs.

Beneficiaries and responsibilities

Due to systemic weaknesses in accounting education in Myanmar, all the key stakeholders
including the CBM, auditors, accounting associations and banking associations should work

together to:
1. Provide conditions conducive to the development of a pool of qualified accountants
recognized internationally.
2. Develop a graduate training scheme in relevant organizations (CBM, OAG and

banks) to encourage recruitment and fast track promotions of internationally
recognized qualified accountants.

3. Introduce scholarships by CBM, OAG and banks to finance at least partially staff
who would like to train for internationally recognized accounting exams and to
finance fully the bank staff which will primarily deal with IFRS issues in the banks
to train them for internationally recognized accounting exams.

4. Disseminate to a broad range of university students the advantages of studying
professional accounting qualifications so as to attract new students and assist
universities to modernize their accounting and auditing program.

To strengthen professional training, one option could involve the OAG, CBM, banks and audit
firms co-financing the costs of IFRS training for new graduates and staff working at their
organizations. By sharing the costs, the total costs per staff will decrease.

The professional associations could develop part-time CPA and internationally recognized
professional qualification courses for the employees. The stakeholders could also set up a
graduate training scheme that will provide employment to new graduates of universities in CBM,

OAG or banks and give them the opportunity to study professional accounting qualifications.

Each organization could employ at least 2 new graduates every year on these conditions.
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Chapter 3 - Proposed Actions

In addition to the recruitment of new graduates, there are other training events that can be
organized and delivered on a regular basis.

First, the Action Plan Committee should organize monthly technical briefings for about 2 hours
each to disseminate IFRS knowledge to all stakeholders. Each briefing should include 2 or 3
speakers. One speaker should be from the CBM and the others could be from the banks and/or
auditors. MICPA should also take part in these events.

The technical briefings should provide update about new IFRS being developed and also focus @R
on existing IFRS that are relevant to Myanmar. Examples of topics that could be presented are:
a. Use of fair value for valuation of investments;
Impairment and provisioning of loans exposures;
Linkages between IFRS and prudential framework;
Impact of IFRS on balance sheet of banks;
New management information systems to comply with IFRS; and
How banks are planning for IFRS implementation.

"~ o o0 o

Second, in addition to the above short briefings, OAG, CBM and the professional associations I
should also organize 1-day technical workshops. These workshops will present and discuss the

issues more in detail than the briefings and will include more speakers who will also present

case studies of how IFRS should be applied.

For the briefings and the workshops to be successful, the speakers for these events should
come from the different organizations such as OAG, CBM, banks or audit firms.

Finally, CBM and commercial banks should send staff from their accounting departments and I
staff who primarily deal with IFRS issues on an ad-hoc basis to training events delivered by other
regulators or international organizations in Europe, South East Asia and in the region. However,

these trainings are either delivered on an ad-hoc basis, as and when required or when they are

offered by international organizations. The above training events are not part of a structured and
comprehensive training plan.

The CBM should develop a proper training curriculum for its staff. This training curriculum @ZIE
should act as a focal point for all types of training required by CBM staff and should be embedded

in the staff development process. The training curriculum should also include training needs on

IFRS and ISA.
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Chapter 3 - Proposed Actions

Proposed activities will include:

1. The stakeholders in the Action Plan Committee should organize and deliver monthly
technical briefings and workshops in accounting and auditing.

2. The CBM, OAG and banks should develop a proper and coherent training plan and
curriculum for their accounting staff, including training the trainers methodology (for
example, developing and providing 3-levels (basic, intermediate and advanced) training
on IFRS/ISA for head office and regional branches of the banks with duration of 4 weeks
for each level in 2015-2017, and update training in 2018-2020).

3. The OAG and CBM should provide training on IFRS and tax linkages to the tax authorities
(head office and regional branches].

4, All key stakeholders should jointly develop bi-lingual course materials and manuals on
IFRS/ISA training, preparing local trainers on IFRS/ISA and provision of IFRS/ISA training
to the representatives of MoF, CBM, local audit firms and professional associations.

5. The universities with the help of the professional associations should develop an
accounting curriculum and syllabus that will allow university students to study
internationally recognized professional accounting qualifications and that in the long
term would comply with the International Education Standards issued by IFAC’s
International Accounting Standards Education Board (IASEB).

6. Leading and fostering discussions between the professional associations and the
universities so that the latter can provide professional and up to date accounting studies
and exams to their students.

7. All key stakeholders should jointly develop a graduate training scheme for accountants
who will be employed by the OAG, CBM and banks.

Responsible parties:

The stakeholders responsible for these actions are the CBM, OAG, MAC and MICPA. The CBM, @&l
0AG, MAC and MICPA will need the assistance and collaboration of other stakeholders such as
banks and audit firms.

Time frames for the activities should start in 2015 or 2016 and vary in length up to 2020.

Strategy outcomes are:

1. Deliver technical updates, monthly briefings and IFRS workshops.

2. OAG, CBM and banks have a proper training plan for their staff.

3. Key stakeholders develop a graduate training scheme which will train employees
for internationally recognized accounting qualifications.

4, Professional associations and universities collaborate to develop an accounting

training program and exams.
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Chapter 3 - Proposed Actions

Table 6: Summary of Actions for Strengthening Professional Training

Proposed actions 2015|2016 | 2017 | 2018 [ 2019 | 2020 | Priority | Responsible Parties

The Action Plan Committee to
organize and deliver monthly
technical briefings and workshops

in accounting and auditing
The OAG/CBM and banks to develop
a proper and coherent training plan - 1 CBM. OAG

and curriculum for their accounting
staff

CBM, 0AG, MAC,
MICPA

Providing training on IFRS and tax

linkages to the tax authorities 1 B, 5l

2 0 &8

Developing bilingual course
materials and manuals on IFRS/ISA
training, preparing local trainers
on IFRS/ISA and provision of IFRS/
ISA training to representatives of
the MoF, CBM, local audit firms and
professional associations

CBM, 0AG, MAC,
MICPA

A

N

The universities to develop with the
help of professional associations

an accounting curriculum and
G syllabus that will allow university
students to study internationally
recognized professional accounting
qualifications

MAC, MICPA

Discussions between the professional
associations and universities to take
place so that the latter can provide
accounting studies and exams to
their students

2 OAG, MAC, MICPA

Encouraging and assisting the

stakeholders in the banking sector to 3 CBM, 0AG, MAC,

develop a graduate training scheme MICPA
for accountants N
D)
. @
Corlmduct a _study on potential IFRS 3 0AG, MAC, MICPA o
online training tools P
)

This table lists the proposed actions, an indication of the time frame in which each of these actions should be completed
(corresponding to the columns ranging from year 2015 to year 2020 which are covered by the bar), the priority of each
action, and the responsible parties (CBM, 0AG, MAC, MICPA)] for completing the action. Priority is classified from 1 to 3
with descending order of priority. All actions are important but some should be delivered as soon as possible. Priority
1 is the most urgent and priority 3 can be delivered in the second phase since not all the actions can be delivered at
the same time. Priority 2 should be delivered in the first phase but at a later stage. Priority refers to the importance

of the actions and not the timing.
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Conclusion

Conclusion

All the actions proposed here were drafted in collaboration with the current stakeholders of the
APC. The Action Plan is an ongoing process and will routinely be updated and expanded when
necessary. Each stakeholder has different authority granted by the Union and different tasks that
need to be takenin order toimplement IFRS. Itisintended that the APC as a group communicates,
monitors and coordinates the activities of the respective stakeholders, but ultimately the actions
that are required will be prioritized and undertaken by the individual stakeholders.

202

The APC will continue to meet periodically to address new challenges and support the IFRS
implementation activities in the banking sector. When it is appropriate additional stakeholders @]
will be invited to join the APC and sub groups of the APC can be formed to take on specific
assignments outlined in the Action Plan. As the APC is a working level committee it is proposed

that in the future a steering committee can be set up to further reinforce the cooperation of
organizations in the banking sector and provide strategic guidance in the implementation and
continuance of financial reporting standards in Myanmar.
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ANNEX

Legal framework of key accounting, auditing and supervisory institutions










