
2nd Meeting of the Eurasian
Corporate Governance Roundtable

��������	
������	
�����	�����
��������	�������
���	����	����

��
Transparency and Disclosure

Kazakhstan

Comparison:
International Accounting Standards (IAS)

and Kazakhstan Accounting Standards (KAS)
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At the December 1999 Joint Commission between the US and Kazakhstan governments, the Government of
the Republic of Kazakhstan pledged to bring its national accounting practices into full compliance with
international standards.  Kazakhstani enterprises, financiers, scholars, accountants, auditors, bank
regulators, and many others strongly encourage the Government to fulfill its commitment by means of full
and expeditious adoption of IAS.  International experts, both within and outside the CIS, also endorse
adoption of standards that conform to IAS.  This letter highlights some reasons why full adoption of IAS is
necessary, and presents four means by this such adoption may be implemented.

The reasons for the various endorsements of IAS are ample.  Enterprises that hope to adopt the best
management practices, receive credits and investments (whether local or foreign), or acquire other
enterprises, must use a commonly accepted comprehensive system of accounting.  The stability and security
of the banking and pension systems depend on international-caliber accounting standards.

Worldwide, it is generally recognized that only two comprehensive accounting systems are satisfactory and
have any possibility of long-term viability: IAS and US GAAP.  Outside North America, only IAS is
satisfactory.  Some economically advanced countries, such as in Europe, can afford to spend several years
making a full transition to IAS because they have reasonably sophisticated and functioning accounting
systems that have developed over a period of several decades or longer.  Such countries are efficient
enough that they can afford a gradual conversion to IAS over a period of several years.  (Even most
developed countries, however, have already encouraged enterprises to apply IAS before the enterprises are
officially required to do so.)

Within the CIS, the situation is more urgent.  At the World Economic Forum held recently in Kazakhstan,
local and international experts emphasized that in order for countries of the CIS to fulfill their economic
potential, their governments must adopt IAS quickly and in full.  The transition to IAS, in Kazakhstan as in
most countries, is inevitable; and whereas the transition will be rather easy to facilitate now, the process
will be more painful and disruptive in several years.  This is due to several reasons:

�� Enterprises are becoming more adept at evading taxes by means of exploiting weaknesses in KAS,
which is the basis for preparing most corporate income tax declarations.  The longer companies are able
to evade taxes, the more they will become accustomed to doing so and the greater difficulty the
government of Kazakhstan will have in collecting taxes.

�� As participants in the world economy interact more and become more sophisticated, IAS is getting
more detailed and sophisticated by means of adding more standards and interpretations.  If Kazakhstan
waits many years before adopting IAS in full, IAS will have incorporated additional standards
concerning sophisticated concepts that will be new to Kazakhstani enterprises.  At that time,
Kazakhstani enterprises may be less eager to make the transition than they are currently, because the
transition to compliance with IAS will require greater amounts of time and effort than it would now.

�� IAS is far more rigorous than KAS but somewhat less rigorous than US GAAP, and the rigor of IAS
will increase over time as IAS and US GAAP converge.  In recent years, the US SEC and the IASC had
already begun to collaborate closely on the development of standards.  In February, the 104 countries
that constitute the membership of the IASC voted to facilitate convergence of IAS and US GAAP in
order to make IAS fully global in application.  The precision, transparency, and quality of IAS and US
GAAP are higher than KAS.  As a result, the scope of discretion and opportunities for creative
accounting offered by KAS is relatively large. This situation may be depicted as follows:

Precision and transparency of accounting standards Opportunities for creative accounting and opacity
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Perhaps equally important, international experience demonstrates that collections by the state budget will
fall far short of their potential to the same degree that there exists inappropriate flexibility in the
comprehensive framework on which tax declarations are based.  In Kazakhstan, that framework is KAS.
Unfortunately, the opacity permitted by KAS exacerbates the current budgetary problems.

The following table estimates the ranking of each existing KAS according to its compliance with IAS on a
scale of 1 (major noncompliance) to 4 (full compliance).

Category (compliance of
KAS with IAS)4 ��� �������	
����

Number of IAS in each
category

1   (major non-compliance
of KAS with IAS)

1, 7, 14, 15, 16, 17, 19,
20, 21, 22, 23, 29, 32,
33, 34, 35, 36, 37, 39

1, 4, 6, 9, 16, 17, 19

2   (moderate non-
compliance of KAS with
IAS)

12, 18, 26, 27,
Framework

5, 11, 13, 19, Framework 5

3   (minor non-compliance
of KAS with IAS)

2, 4, 8, 11, 24, 25, 28,
30, 31

3, 6, 7, 8, 10, 12,14, 21, 15 9

4   (full compliance of
KAS with IAS)

None None 0
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Kazakhstan needs to fulfill its commitment to adopting IAS-compliant standards.  As IAS 1 clearly states,
and as the experts at the World Economic Forum Eurasia Summit clearly concluded, it is impossible to
comply with IAS except through full adoption of all IAS.  There are four main ways in which Kazakhstan
accounting practices may be brought into compliance with international practices:

1) Adopt new KAS that fully comply with IAS, and require use of all new KAS starting 1 January 2001,
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4) Adopt KAS that fully comply with IAS, but as of 1 January 2001, do not require application of any
new KAS.  All new KAS would become effective at a date that the Ministry of Finance considers
appropriate.

Under alternatives 2, 3, and 4, the date selected by the Ministry of Finance for use all new KAS would
ideally be not later than 1 January 2002.  In all four alternatives, enterprises should be encouraged to apply
the IAS-conforming KAS at a date earlier than the required date if they so choose.

Regardless of the alternative selected, the Accounting and Auditing Methodology Department would have
several extremely important roles to perform.  Among them would be to explain the application of
accounting standards to the increasingly sophisticated transactions that will occur as Kazakhstan becomes
more integrated into the world economic system.  USAID would be willing to provide training and other
various forms of technical assistance in the process of adoption and explanation of the standards.
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