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Slide 1 
 
Thank you Mr Chairman. A very good afternoon to you.  For those of you who do not 

know me, and I think that covers almost all of the room, my name is Murray Easton.  

I have recently arrived in Moscow to take up the position of Controller with TNK-

BP, having previously worked for BP in a number of locations. 
 

The topic I have been asked to consider this afternoon relates to self enforcement by 

companies who choose to report under IFRS.  I will try to address this by drawing on 

both my wider business experience, as well as the learnings from current issues 

facing me at TNK-BP.  I will also keep my thoughts at a generic level and avoid 

seeking to prescribe a detailed solution.   
 

The first question I had to ask myself is why an internal enforcement process may 

actually be required.  Let me try to address it this way, by considering three phases of 

corporate commitment to IFRS implementation: 
 

1. Firstly, Accepting IFRS Reporting :  an initial acceptance of IFRS as a concept, 

may be little more than mentally embracing the principle of IFRS based 

reporting;  and while this may be significant as a decision point, there is clearly 

limited impact without further action   

2. Secondly, Adopting IFRS Reporting : this next stage of commitment will see a 

company taking physical steps to implement the concept;  this is likely to 

involve developing and embedding the necessary internal processes  

3. Thirdly, actually Achieving IFRS Reporting : this is where it bites; the acts of 

accepting the concept, and implementing a process, are themselves no guarantee 

as to quality of reporting; even though the format of the Financial Statements 

may be IFRS compliant, such a reporting transition carries a significant risk that 

below the surface, the substance of the statements, may not fairly reflect the 

activities of the business in the manner required by IFRS.   
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It is in trying to manage this risk, that I believe some form of self enforcement 

becomes essential for companies.  

(And in a wider international context, particularly relevant to any companies 

affected by the requirements of Sarbanes Oxley).  
 

In summary, good governance, Directors who are aware of their responsibilities, and 

an Executive Mgt Team committed to the integrity, quality and transparency of 

corporate reporting, will most likely be accompanied by an internal process involving 

some form of self enforcement.    

 

So what does self enforcement involve ? ……… 

 

 
Slide 2 - A Framework for Self Enforcement 

 
By definition, the concept of self enforcement is internally focused.  Whilst other 

topics in this session will address various external influences, I would like to look in 

more detail inside the red corporate boundary - the area involving the internal 

preparation of the Financial Statements.    
 

I have highlighted 3 key elements associated with the overall preparation of the 

financial statements, namely, 

- the underlying basis of accounting   

- the consolidation and reporting process 

- the internal review and approval process 
 

Why ?  Well the reason I have done this is to draw attention to the need to firstly 

understand and distinguish what we mean by IFRS reporting. The particular approach 

taken by a company, will determine the extent and scope of the associated self 

enforcement process.  
 

The next slide will illustrate this more clearly. 
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Slide 3 - Basis of FS Preparation 
 
The simplest approach, with minimal disruption for a group of companies, involves 

retaining Russian Accounting Standards, or RAS, as the primary basis for reporting 

by its subsidiaries.  I have referred to this as the ‘top-down’ approach as this would 

involve financial data being fed into a RAS based consolidation, with conversion at 

the consolidated level, from RAS to IFRS.     

 

The alternative approach is where a company requires its subsidiaries to manage the 

conversion of its RAS based accounts, and report to the corporate center in IFRS 

format.  Financial data would then feed directly into an IFRS based consolidation.  I 

have referred to this as the ‘bottom-up’ approach.  

 

Clearly the scope and extent of self enforcement will vary between the 2 approaches.  

  

In the first case, the IFRS conversation is focused largely on the corporate center.  As 

such, self enforcement is simpler in terms of ensuring the proper application of IFRS 

based accounting treatment - partly because of the level of expertise assumed to exist 

at Head Office, as well as the ability to ensure consistent conversion of data.  

 

This approach does carry a major risk however.  It raises the question of whether the 

corporate center possesses all the relevant knowledge required to ensure that all 

material transactions and events, are not just converted to, but are actually being 

properly reported under, IFRS.  In the current environment we operate in in Russia, 

the central consideration of IFRS requirements, is likely to be a long way from the 

tax dominated thought process of a regional accountant preparing RAS based 

statutory accounts.    

 

So while in theory, self enforcement would not need to extend to subsidiaries, there 

will in practice be a need for some additional process to ensure a qualitative, rather 

than a mechanical, conversion of RAS to IFRS. 
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In the second case, self enforcement is likely to be a more onerous process and will 

need to dive deeper into the organization, focusing primarily on subsidiary reporting.  

 

Risks here are likely to arise in respect of regional expertise, education and 

awareness, as well as recognizing the greater probability of inconsistency in 

preparation.  Self enforcement will need to address this directly.   
 

There are two other difference worth briefly noting here: 
 

- in terms of implementing an IFRS based reporting process, the bottom-up 

approach will require more detailed and rigorous planning, and is likely to 

represent a more expensive option   

- secondly, for an organization reliant on quality Mgt Information to manage 

business performance, the bottom-up approach is less restrictive in that it 

enables performance to be consistently managed right down to a subsidiary 

level     
 

In the case of TNK-BP, we are currently undergoing an Accounting Transformation 

Project and, whilst still retaining US GAAP as the basis for reporting, have taken the 

decision to adopt the bottom-up approach in order to secure the associated 

performance management benefits.   

 

So what do we mean by Self Enforcement ?  
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Slide 4 – Enforcement and Assurance  

 
Well, let me suggest to you that what this should not mean, is merely a strict 

downward series of prescriptive orders, intended as a singular tool to force procedural 

compliance.  

 

Yes, clearly processes need to be well defined, procedures developed, and 

expectations understood at all levels of the organization.  For me however, the 

concept of self enforcement carries a much deeper significance.   

 

Simply translated it amounts to ‘taking corporate responsibility for delivery’.   

 

To make this happen, I suggest that a downward executive push to create the 

procedural framework and corporate environment for IFRS reporting, requires to be 

balanced by the upward transparent demonstration to the Executive, that the 

principles of IFRS have been properly applied.   

 

This introduces the dimension of ‘Assurance’ whereby the Executive seek to satisfy 

themselves as to the effectiveness of the reporting process, and the quality of the data 

reported under IFRS.    

 

Let me briefly touch on both of these aspects. 
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Slide 5 – Enforcement   
 
Firstly Enforcement - what is this aspect likely to involve ?  
 
In order to make IFRS reporting happen in an organization, there are some initial 

requirements which will need to be addressed and then subsequently maintained. In 

particular, the need for proper planning & preparation should not be under-estimated.  

Firstly, it will require clear definition of the internal data reporting process, including 

the basis of accounting, and the method of consolidation.  Having set a procedural 

framework, an organization framework can follow.  This will probably require 

serious investment in human resources and an upgrading of the organizational 

capability.  This may well be achieved through a blend of recruitment, and focused 

education and training of existing staff.  Overall, a significant project which ought to 

be properly project managed.    
 

Secondly, corporate expectations need to be clearly communicated.  This will involve 

a clear understanding of roles and responsibilities both in subsidiaries, where 

appropriate, as well as the corporate center.  In this regard, the commitment of the 

Executive Mgt is critical both in assuming, and being seen to assume, accountability. 

Whilst this may be initially evidenced in the form of a series of orders, it will also 

require to be supported by a consistent set of behaviours. Similarly, the role of 

Controller, whether at a corporate, or operating level, is critical to ensuring the 

process is properly designed, implemented and functioning, as well as ensuring key 

process risks are covered by effective controls.    
 

Thirdly, the process of making it happen will require some form of checking to 

ensure that the overall reporting process is functioning as intended.  Key issues here 

will range from ensuring the consistent application of IFRS basics, as well as 

ensuring that adequate help and guidance is sought and received on more complex 

issues.  In this regard, some form of compliance process managed by the Controller 

would not be inappropriate.  This could be well supplemented by a structured 

approach involving the Internal Audit function.     
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Slide 6 – Assurance   
 
And finally to Assurance.  What does this entail ? 
 

In summary, this is the challenge put on the business by the Executive to demonstrate 

that it has properly accounted for its core transactions, and that all material business 

events, contingencies and risks have been identified and properly assessesed in the 

preparation of the Financial Statements under IFRS.  In effect, an internal due 

diligence process. 
  

This will necessarily require some form of regular formal dialogue with the onus 

being placed on the business to demonstrate an ownership of, and accountability for, 

the data submitted.  In the case of a subsidiary, this responsibility would probably fall 

to the Director General and the Chief Accountant.  
 

The objective of such a process is effectively a form of risk management where the 

Executive of the firm can flush out any sensitive issues and either challenge these or 

seek additional advice where appropriate - either in terms of the data or the associated 

disclosures.  Where relevant, Legal opinion may also be appropriate.       
 

In summary, if such a process can be made to work effectively, the combination of an 

open dialogue together with properly prepared data, will go a long way to ensuring 

the quality of the Financial Statements. 
 

Other ways in which the Executive could seek to assure themselves as to the quality 

and integrity of the Financial Statements would be to seek regular input from the 

Internal Auditor - and indeed ensure that the key reporting risks are adequately 

covered in the annual Audit program.   
  

Finally, the acceptance, adoption, and successful achievement of IFRS reporting will 

likely see a change for the External Auditor in Russia with a prescriptive style 

adapting to a more judgemental approach.  Using this independent source to provide 

a form of early warning will provide one additional form of assurance.      
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Conclusion    
 
And that largely concludes my thoughts around Self Enforcement of IFRS. 

 

In summary, the ability of IFRS to be successfully implemented in Russia is subject 

to many factors - as clearly evidenced in the agenda this week. 

    

Ultimately however, success will be determined by the extent of the commitment 

shown by individual companies, and their willingness to take corporate responsibility 

for delivery.  

 

This in turn will be highly dependent on the need for some form of internal self 

enforcement process being recognized and applied.  I suggest that an approach 

focused on combining the 2 aspects of downward enforcement and upward assurance, 

carries the best chance of creating an environment, where IFRS reporting is 

successfully delivered with integrity, quality and transparency.  

 

This concludes my remarks.        
 
 
 


