Accounting in Kazakhstan:
The Chart of Accounts, IFRS/IAS & Tax Code.

Introduction

During this session you will get a general understanding of accounting procedures and practices in
Kazakhstan. Discussion will be started from an introduction to the International Financial Reporting
Standards/ International Accounting Standards (IFRS/TAS) (four-digit coding, groups of accounts,
etc.) adopted by Kazakhstan in 2006. You will also get an overview of methodological
recommendations to the Chart of Accounts, and their usage for accounting work. This discussion
will be followed by the introduction to an electronic version of the Chart of Accounts, and its
practical use in 1C: Accounting 8.3 (by adding new elements, changing the level of analytics, and
putting additional parameters).

As an accountant you have to be fully aware about Kazakhstan’s legislation related to accounting.
Legislation base is updated on a regular basis, and it is crucial to be aware about all changes in the
legislation. Basic legislation acts governing accounting procedures in Kazakhstan are: Law on
Accounting, IFRS/IAS and their interpretations, Tax Code (updated on annual basis), Customs
legislation, and different instructions.

On our web site you can find full texts of: the Chart of Accounts and methodological
recommendations to it plus its English equivalent, the full text of IFRS/IAS with interpretations,
examples and methodological recommendations, the full text of Kazakhstan’s Tax Code, lists of
correct transactions, and samples of accounting documents' forms used in different accounting
situations (payroll accounting, accounting for fixed and intangible assets (with blanks of acts and
stock-taking documents), accounting for cash operations (receipt and expenses orders, journal of
registering cash documents, cash-book), etc. Most of these documents have been implemented in
1C: Enterprise (but not all!), and have their electronic equivalents. This set is more than enough for
you now to be an equipped accountant.

Please note one more time that methodological base is updated on a regular basis that mean you
must always check for the latest versions of documents in order to follow accounting procedures

properly.

Learning Objectives

This session will help you to learn:

e Organization and structure of the Working Chart of Accounts

e How to make changes in the Chart of Accounts

e How to add new accounts

e How to configure correctly new and existing accounts

e How to set up additional properties of analytics

e Purpose and usage of International Financial Reporting Standards/International Accounting
Standards (IFRS/IAS)

e Basic forms of accounting documents used in Kazakhstan

e Organization of Kazakhstan's Tax Code

o Kinds of taxes existing in Kazakhstan, and major information about them
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Step-by-Step tasks
1. Organization and Structure of the Chart of Accounts (IFRS).

A new instruction providing guidelines for developing the working Chart of Accounts and
introducing new forms of financial reports (Balance Sheet, Income Statement, Cash Flow
Statement, and Statement of Changes in Owner's Equity) is in power from January 5, 2006.
According to this instruction the new Chart of Accounts developed in accordance with IFRS has 4-
digit account codes and shows assets in the order of decreasing liquidity:

Mpunawexue K MHCmpyKuyuy (ocHoea)

no paspabomie pabcyeso NNaHa cHemos Oyx 2anmepeross yyema
dNA OpeaHLBEaUYUT, COCMAasMALLY (PUHAHCOSYH? OMYSmHocmE

8 COOMasMomaUl ¢ MeXdyHapodHEIMU cmaHdapmamu
PUHAHCOSDD M YSMHOCTIL

MNepevyeHb rpynn CHHTETMYECKHUX CHETOB
paBouero nnaHa cyeToB ByxXranTepckoro yyeTa

Paspen 1. KpaTkocpoyHkle aKTUBbI

1000 JeHexHbie CpeqcTea

1010 JeHexHele cpeCcTEa B KACOE B TEHIE

1020 faHesHye cpefcTea B KACoe B BANKTE

1030 JeHexHue cpeacTaa B NyTH

1040 NeHexHue CPEACTER HA TEKYLMY DEHKOBCKMY CYETAX B TEHIE

1050 QeHesH-e CpecTEa Ha TekyWMy BaHoBCEWE CHeTay B BanKTe

10680 [eHemHue CpeACTBa HA ASNO3IHTHBX BAHKOBCKMK CUSTAX

1070 JeHexHule CpeAcTBa HA CNELMANEHLIY CUETaN

1100 KpaTkocpo & thHHAHCOELIE MHBSETHUMW

1110 KpaTeocpouHele NpegocTaARNEHHEE IR

1120 KpaTrocpousele (DMHAHCOBEE AKTHER, NpegHAIHAYSHHES ANA TORIOBMK

1130 KpaTkoCpoUHEe WHBECTULMK, YOEDMABASMER 00 NOraleHHa

1140 KpaTeocpouHele GHHAHCOBRE MHBESCTHUHMK, MMEKIUMECA B HANWYKE ANA
npogasu

1150 Mpoyvue KpaTEocpoMHEE QUHAHCOBEE WHBECTHLMH

1200 KpaTkocpoMHan AeGUTODCKAA 3A00MKEHHOCTh

1210 HKparrocpouHan AebUTOPCKAn 3JAA0NKEHHOCTE NOKyNaTensd W 3a-
KAauHW KOs

1220 Kparrocpouran gefuTopckan 38 0MEeHHOCTE JOUSDHHK OpraHn3ayui

1230 HpaTkocpounaa »AeDHMTOpCKas 3300NMEHHOCTE ACCOUWMPOBAHHEX W
COBMECTHBIX OPraHuaalgui

1240 KparrocpouHan fefuTopckan 3ajonMeHHocTh GUNUanos 1 CTPYET YPHEX
nogpasfensHui

1250 KpaTrocpoukan qefuTopckan 3af0MEeHHoCT s paboTHHROE

1260 KpaTrocpouHan ebWTopckan 3a00MEeHHOCT NO aperge

1270 KpaTrocpoUuHble BOIHAMPEMAEHHSA K NONYYEHWUH

1280 Mpovan kpaThocpodHan geGUTopckan 33 00N eHHOCTE

1290 Peleps No COMHHTENEMEM TReOOBaHKHAM

AHBAPD 2006 [ He 3 BHINETEHD BYXMATTERA ¢ 3
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Under this Chart of Accounts, there are 8 sections:

e Section 1:
e Section 2:
e Section 3:
e Section 4:
e Section 5:

e Section 6: Revenues
e Section 7: Expenses

e Section 8&:

Short-Term Assets
Long-Term Assets
Short-Term Liabilities
Long-Term Liabilities
Capital and Reserves (Equity)

Accounts of Production

Section number gives the first digit of account's code. Each section contains subsections that form
the second digit of the code:

e Section 1: Short-Term Assets

(0]

O O O o oo

Subsection 1000:
Subsection 1100:
Subsection 1200:
Subsection 1300:
Subsection 1400:
Subsection 1500:
Subsection 1600:

Money

Short-Term Financial Investments
Short-Term Accounts Receivable
Inventories

Current Tax Assets

Long-Term Assets for Sale

Other Short-Term Assets

The third digit of the code represents account’s group:

e Section 1: Short-Term Assets

(0]

Subsection 1000:

Money

= Account 1010: Money in Cash Register (in tenge)

= Account 1020: Money in Cash Register (in foreign currency)

= Account 1030: Money On the Way

= Account 1040: Money on Current Bank Accounts (in tenge)

= Account 1050: Money on Current Bank Accounts (in foreign currency)
= Account 1060: Money on Deposit Bank Accounts

= Account 1070: Money on Special Accounts

If accountant needs more details for a particular group (e.g. group 2410 representing Fixed Assets),
it can be broken down into individual accounts that should appear in the order of decreasing
liquidity: 2411 — Vehicles, 2412 — Machines and Equipment, etc.)

Short Methodological Recommendations are included into Instruction on developing the Working
Chart of Accounts, as well. They denote meanings of individual groups.

NOTE: This Chart of Accounts does not contain section for off-balance-sheet accounts. It is
explained by the fact that according to IFRS companies can introduce new accounts at their wish,
complementing existing accounts, and consequently there is no need in off-balance-sheet accounts.
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When you start preparing accounting transactions, to avoid mistakes, it’s also important to know the
following classification of accounts:

Active accounts show increase on debit, decrease on credit and always have debit balance.
Examples of Active Accounts include Money, S-T/L-T Financial Investments, S-T/L-T
Receivables, Inventories, Fixed/Intangible Assets, Work/Construction in Progress, Current Tax
Assets, Other Assets, Outstanding Capital, Expenses, and Accounts of Production.

Passive accounts show increase on credit, decrease on debit and always have credit balance.
Examples of Passive Accounts include Depreciation/Amortization, S-T/L-T Financial Obligations,
Tax/Deferred Tax & Other Obligations, S-T/L-T Payables, Declared Capital, Reserves, and
Revenues.

Examples of transactions involving Active/Passive Accounts are shown below:

1010 (A) — 1040 (A) — money received into Cash Register from Settlement Account
1040 (A) — 1010 (A) — transferred money from Cash Register to Settlement Account
1250 (A) — 1010 (A) — money given to advance holder

5020 (A) — 5010 (P) — declared authorized capital
1040 (A) — 5020 (A) — received money as contribution to authorized capital

3310 (P) — 1040 (A) — paid to supplier for Fixed Assets
2410 (A) — 3310 (P) — received Fixed Assets

Example of using sub—accounts for one of accounts representing fixed asset is shown below
(alternative way is to use subconto 'Fixed Assets'):

2412.1 — machines and equipment in administrative division
2412.2 — machines and equipment in production division

2412.2 — 2412.1 — transferred PC from administrative to production division

You may also save some time for you by remembering frequently used groups of accounts first:

Money:

1010 — Cash Register (in tenge)

1020 — Cash Register (in foreign currency)
1030 — Money on a Way

1040 — Settlement Account

1050 — Currency Settlement Account
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Fixed/Intangible Assets & Depreciation/Amortization & Reserves

2410 — Fixed Assets (can be detailed further by opening additional accounts)
2420 — Depreciation of Fixed Assets (can be detailed further)

2730 — Other Intangible Assets — except Goodwill (2710)
2740 — Amortization of other [A — except Goodwill (2720)

5320 — Reserve on re—evaluation (can include: Additional outstanding capital from re—evaluation of FA)

Inventories

1310 — Raw Materials

1320 — Finished Goods

1330 — Goods

1340 — Production in Progress
1350 — Other Inventories

Receivables/Payables

1210 — Short-Term A/R (kpaTtkocpodHas AeOUTOpCKas 3aA0KEHHOCTH )
2110 — Long—Term Receivables (monrocpounas neduTopckas 3a10JKSHHOCTD )

1250 — Short-Term A/R from employees (kpaTkocpoyHast Ae0OUTOPCKas 3a10KEHHOCTD PAOOTHHKOB)
2150 — Long—Term Receivables from employees

3310 — Short-Term A/P (kpaTkocpouHast KpeIUTOPCKas 3aJA0JIKEHHOCTb )
4110 — Long—Term Payables (nonarocpodnast KpequTopckas 3a05KEHHOCTB )

Revenues/Expenses

6010 — Income from Realization of Goods, Works, and Services
6020 — Return of Goods Sold
7010 — Cost of Goods Sold (COGS)

7210 — General (and Administrative) expenses
7110 — Expenses on Realization of Goods, Works and Services

6210 — Income from retirement of assets (can include: Income from retirement of FA)

6250 — Gain of favorable exchange rate difference
6280 — Other income

6130 — Income from financial leasing

7430 — Expenses on unfavorable exchange rate difference
7470 — Other expenses

Accounts of Production

8010 — Main Production (can include: Materials (in production), Remuneration of labor of Production
Workers, Deductions, etc.)

8040 — Overhead Expenses (can include: Repairing of FA, Depreciation of FA/Amortization of 1A, Utility
Services, Rent Payments, etc.)
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Issued Capital

5010 — Declared Capital (yauTbIBaeTCSl B 3aBUCHMOCTH OT (POPMBI OpPTaHHU3AIIMH 110 TPYTIIaM CUIETOB)

5020 — Outstanding Capital

Advances Given/Received

1610 — Short-Term Advances Given
2910 — Long—Term Advances Given

3510 — Short-Term Advances Received
4410 — Long-Term Advances Received

Loans
3010 — Short-Term Bank Loans
4010 — Long—Term Bank Loans
Rent/Interest

3360 — Short—Term rent obligations
4150 — Long—Term rent obligations

3380 — Short—-Term Interest payable
4160 — Long—Term Interest payable

7310 — Interest expense

Obligations on Remuneration of Labor

3350 — Short-Term obligations on remuneration of labor

4170 — Other Long—Term Payables

Taxes (Payable) & Obligations on Other Obligatory/Voluntary Payments

3110 — Corporate Income Tax (payable) (NOTE: 7710 — Expenses on Corporate Income Tax)

3120 — Personal Income Tax

3130 — VAT (payable) (NOTE: 1420 — VAT to offset)

3140 — Excise Taxes
3150 — Social Tax

3160 — Land Tax

3170 — Tax on Vehicles
3180 — Property Tax

3210 — Obligations on Social Insurance
3220 — Obligations on Pension Payments

Retained Earnings/Outstanding L oss

5410 — Income/Loss for the current year
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2. Organization and Structure of the Chart of Accounts (KAS).

Some time will pass unless all Kazakhstan's companies will implement IFRS/TAS. It is explained by
the fact that the first financial reports according to new standards for companies making transition
in January 2006 are expected to be prepared only by December 31, 2007, as well by the costly
procedure of rewriting accounting policy, conducting double-standard accounting for some time,
making transformation entries, and delays in availability of accounting software implementing new
standards.

That is why we will also briefly consider the Kazakhstan's Chart of Accounts that was accepted in
January 2003 and still used by some companies in Kazakhstan:

TunoeoW Nnad cyeTorR ByXranTepcKoro y4era

Mpeteaz MeHpcTpa diueadcoe Pecrybnuen Kazaxcrad or 18 ceqtapa 2002
roga M-8 Of yreepenerEd TUNoBons NNasa coetos SyEranTepoiono y4era

B uenmx peankayed 3akosa Pecnylnue Kazasctan ot 24 wionR 2002 roga O BHECEHM HIMEHEHHA W
AonanHEsMA B Yeas Mpeagenta PecryBnmod HasaxsTan, weolysd ciny 3acoma, "0 Gykranmeperou
YHETE" MDA 3RBAK

1. ¥TBEPAMTE NpvnaraemeA THNOBOR NNEH CHETOR SyXIAanTepcreng yHeTa

2. MPMaHETE YTEETHBLLIMW Ay ROCTAHOBMNEHIE HALMOHANGHOR KOMHACTHA PEcnylinue HasaxeTas na
GyaranTepcecwsy y-eTy o7 18 noalbpR 19595 ropa M & "0 MedepansHom nnade ceeTos GyxranTe peeorn
YHETA A COR0- N0 IRACTREHNOR [eRTEMMICTH oy wearon”

3, [leNapTamenTy METOAONOMW Sy XTANTERCROND yHETa W AYAHTA B YETAHORNSHHOM NOPAGKE OHeCneunTs
FOCYABPCTBENHYID PEMMCT RALMID HECTOALETD NPHEA3E B MISHKCTEDCTEE KOCTHLHK FH

o, HOWTPOfs 38 mcnonne s HRACTOAIErd NPRKE3E BOANACHTE KA Mepeord swmue-MimsincTpa uHancos
Hanwuess BB

% Haomoaugsd npwaa pooawTcA B edcTeee o 1 swsapa 2003 roga

UEEET e o]

FTREpHAEH

npukasom Musuctpa dhvnancon
Pecnyinuesd Kazaxcran

ot 18 centrBpa 2002 ropa N 433

Tunoeon NAAH cYeTos ByXranTepckora yyerta

Pasgen 1. BreclopoTHme aKTHER

10 Hemameprani-ie aKTHakR

101 M Hma0 e COrnEuUeH i

102 Mponpamesioe ofecnesenre

106 MaTesTe

104 OpraHAasLWoHHEE ZATRATE

105 Mynssinn

106 Mporive HEMATEMANEHEE BITHBN

11 AMopTHIaUKRA HEMATERHANEHBIE AKTHBSE

111 AMOOTIASAL WA HEMATEPHANBHBD AKTHE0S = NALEHIMOHHBIE GOMMALLEHIA
112 AMODTHEILMA HEMATEPHANEHEE AKTHEDS - NPOrpaMMHEe ohecnewaHBse
113 AMOOTIASALMA HEMATEPWANBHBD AKTHE0S « NATEHTW

114 AmopTH2aLMA HEMATEPHANEHED AKTHECS - OPTAHHAALMIHHEE 3aTpaTe
115 AMODTHIILAR HEMATEHANBHEBE AKTHBO0S - My BN

116 AMODTHZALMA HEMATEPHANEHBD AKTHEOS = NPOGNE HEMATEDUAMEHEE SKTHEE
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This Chart of Accounts follows three-digit classification of accounts' codes. Under this Chart of
Accounts, there are 10 sections:

o Section 1: Fixed Assets

e Section 2: Inventory

¢ Section 3: Accounts Receivable and Other Assets
e Section 4: Financial Investments and Money

e Section 5: Owner's Capital

e Section 6: Liabilities

e Section 7: Revenues

e Section 8: Expenses

o Section 9: Accounts of Production

e Section 10: Off-Balance Sheet Accounts

Section number gives the first digit of account's code. Each section has subsections that have 2-digit
codes, for example:

e Section 1: Fixed Assets

(0]

(o}
o
(o}
o

Subsection 10: Intangible Assets

Subsection 11: Amortization of Intangible Assets
Subsection 12: Fixed Assets

Subsection 13: Depreciation of Fixed Assets
Subsection 14: Investments

Subsection number gives the second digit of account's code. Finally, individual accounts are coded
in order within each subsection, for example:

e Section 1: Fixed Assets

(0]

Subsection 10: Intangible Assets
= Account 101: License Agreements
= Account 102: Software
» Account 103: Patents
= Account 104: Organizational Expenses
* Account 105: Goodwill
= Account 106: Other Intangible Assets

Individual account's order number gives the third digit of account's code. This classification is very
convenient and allows quickly identifying and finding necessary accounts within the Chart of

Accounts.
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3. Implementation of the Chart of Accounts in 1C: Accounting 8.3.

The Chart of Accounts is a main component of typical configuration. Structure of accounts and their
properties determine the accounting methodology realized in the given configuration, and influence
practically all parts of configuration concerning book-keeping.

Given configuration of 1C: Accounting 8.3 contains an extended electronic implementation of the
Chart of Accounts authorized by the resolution of the minister of finance of the Republic of
Kazakhstan from December 22, 2005, #426 "On implementing the Working Chart of Accounts":

1C:Mpeanpusrue - Byxranrepun ana Kasaxcrana, peqakuwa 1.0 =]

: Qaitn Mpaeka Onepaumd OcHoeHas gestencHocTe Babk wkacca OC wHMA 3apnnara Mpoeoakw Otueter Mpegnpustke Cepewc Okva Cnpaexa

0l " PR S e TR Moaem 9B
Fr Maan cueros -0 X
leiicteua > = = = ’EIE = f.l Tf ﬁ - T Nepetmi~ [P Otverel = MepefTH B #YpHAN NPOBOLOK,
Haur1erosarme 3af. |beT. (Kon |Ban, |CuyfkoqTo 1 CydkoHTo 2 CySkoHTo 3
Ta CNOMOraTEnEHEIN AN
T JeHewHbIE CREACTES I JeHe#Hble cpeacTea | [06] CTaTeM AEMHEHM. ..
Ta HeHewHbIE CPEACTES B KACCe B TEHME A HeHewHele cpedcTEa | [06] CTaTEM ABMMKEHNM.
T JeHetHele CPEACTES B KACCEe B BandTe A v | HenemHee cpegcTea |[06) CTaTeM AEHMEHH...
Ta HeHekHEIE CRELCTES B NYTH A v | HeHekHee cpeacTea |[06) CTETEH AEHMEHH...
T JeHewHbIE COBACTES Ha TEKYLWMY BaHKD. .. I JeHe#Hble cpeacTEa | [06] CTATEM ABMHEHM. ..
T JeHetHeIe CPEACTES HA TEKYW MY GaHKD. ., A v | HenemHee cpegcTea |[06) CTaTeM AEHMEHH...
T LeHemHEIE CPEQCTEA HE LENO3HTHER 63, A v | HenemHee cpegcTea |[06) CTaTeM AEHMEHH...
T JeHewHbIE COBACTES Ha CNEUMANEHBIY C.. I v JeHe#Hble cpeacTEa | [06] CTATEM ABMHEHM. ..
Ta F.paTkacpoyHBIE BUHAHCOBRIE WHEECTHUMM A
Ta K paTkocpodHEIE NPEAOCTABNEHHEIE 3aF... A v |KoHrparestel Joroeope! JokyreHTEl pacyeTa...
Ts K.paTKOCPONHEIE PHHAHCOBRIZ SKTHEEL N... A Ll eHHEE Gyrari
T K. paTkocpotHEIE MHEECTHUMK, YlEpHHES. . AW L BHHBIE ByYtdarid
Ta K paTkocpoyHEIE HHAHCOBRIE MHESCTHL, .. A v Ll eHHEIE Gyrari
Ta MpoYME KpaTKOCPOYHEIS PHHAHCOBEIE HH... A
T K paTkocpotHan AetUTOpCKan San0mHeH. . I
Ta F.paTkacpoyHan AeGUTORCKAR SannmHeH. . A v |KoHTpareHTel Hiaroenped Mok yreHTEl pacyeTa. .
Ta KparkocpoyHas oetHTOpCKan SanomeH. A v |KoHTpareHTe Joroeope! JokyreHTEl pacyeTa...
Ts KpaTkocpoyHaA 4e0HTOPCKAR SA00MHEH. A v | KoHTpareHTel Horoeope! JokyreHTEl pacYeTa...
T K. paTkocpotHaR AetUTOpRCKaR San0mHKeH. . I v K.OHTpareHTEl Joroesopel JokyYreHTEl paCYETO...
Te KparkocpoyHas oetqTOpCKan SanomHeH. A PaBoTHMEM DpraHu9a...
Ta K parkocpoyHas Sa000#eHHDCTE NOGOTY. . A v |PatoTHuiu opradus... |[o6) Bugel sagonieH. . o

P ManaH cuetos

JLNA NoAYYEHHA NOGCKaSKUY HaxmmmuTe F1 CaP MUM

Electronic version of the Chart of Accounts allows an unlimited number of accounts (groups) of the
first order to be entered into it. If users want to create their own accounts to reflect company-
specific operations, they can create appropriate groups, and later create up to 10 accounts within the
group (under KAS structure of the Chart of Accounts was strictly regulated, but there were an
option to create off-balance-sheet accounts for operations for which there were no appropriate
balance accounts. Current configuration leaves this option, even if this is not regulated by IFRS, and
you can find examples of such accounts in sections 9010 — Rented Fixed Assets...
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1C:Npeanpuarue - byxranrepuna ana Kasaxcrana, pegakuuwa 1.0 mEE

Faiin [paeka Onepauud OcHoeHaA geATentHocTe badk W kacca OC uHMA 3apnnata Mpoeoaku OTtuyetel MNpegnpuatve Cepeuc OkHa Cnpaeka

h T = = -
Ot & -J- Y Flw R B BT M oMem $B
Fr Maan cuetos
DNeicteua » = = =a, ,EE f.l \Ti ﬁ - i Mepeimu = |2 Orvetoli = TMepEiTH B #ypHaN NPOBOLOE.
Kog  + |HaumEHOBaHME Jad. [AkT. |Kon [Ban |CySkoHra 1 CytkoHTo 2 CytkoHTo 3 L
+ T,|9010 Al OcHoEHREIE cpencTEa | KoHTpareHTel
* T,|9011 A OcHoBHRE cpeacTea | FoHTpareHTel
* T,l9012 AMOPTHSAUMA SPEHLOESHHEX OCHOBHBE .. M OcHOEHEIE CpedcTEa | FOHTpareHTEl

... and 9020 — Materials accepted for processing):

1C:MpeanpusTue - Byxranrepun ana Kasaxcrana, peqakuwa 1.0 =]

£ Pain Mpaska Onepaumd OcHoEHaA geaTensHocTE Badk Mkacca OCWHMA 3apnnata MNpoeogkd Otueter Npeanpustie Cepedc Okna Chpaska

H : — e H T
0l & -N - MR TL=1=00 R AR T o
Fr Maan cueroe
Deiictema » = = =a ,EE = (£ \Tf A - 2 Nepetmi~ [?] Orverel = MepedTi B #ypHaN NpOBOMOK,
Kog = HaumerosaHwe 3ag. |AkT. (Ko, [Ban., |Cyfkodro 1 CydkoHTo 2 CySkoHTo 3 o
Il aTepUankl NpWMHATEIE B NEpepatoTky v AW K.OHTpareHTEl HaoreHk natypa Crnaagl
ATEOMANE! HA CENANE W A w F.OHT pareHTEl HomeHenarypa Crnankl
I aTepMant!, NepeiaHHEIE B NPOMSEOLCTED| v A (v KoHTpareHTe HoreHrnarypa

Below is a list of potential accounts that can be created in the Chart of Accounts (if necessary):

Account Name

Rented Fixed Assets

Inventory Accepted for Storing

Materials Accepted For Processing

Goods Accepted for Commission/Consignment

Equipment Accepted for Installation

Forms of Strict Reporting

Loss From Bad Debtors Written Off

Provisions of Obligations and Payments Received

Provisions of Obligations and Payments Given

Depreciation of Fixed Assets

Fixed Assets Leased to Other Companies

This list can be easily extended to face particular company's needs.
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If company needs further detail on specific account (group), it can create additionally sub-accounts
for selected accounts (e.g. create accounts 2411 — Vehicles, 2412 — Machines and Equipment, and
then for account 2412 create sub-accounts: 2412.1 — machines and equipment in administrative
division, 2412.2 — machines and equipment in production division. etc.).

Permissions for creating sub-accounts are set up in configuration mode, and total number of sub-
accounts allowed for specific account is determined by the account mask (in current configuration
usage of sub-accounts is prohibited):

E‘ KoHpuryparop - byxranrepuna anna Kasaxcrana, pepakuua 1.0

=S

Pain [paera Kondurypauwa Ortnaoka AgmupMcTpupoeandue Cepewdc Okna Cnpasxa

0wl & | B @ o @ n TR RN E T B E,
= B (G [ B,
Kondurypauusa X - _
ff MaaH cyeros Tunosoh

DeticTena - = Tt E®
[7] Bysranrepuanakasaxcrana oy QG NHa kona

H- D6wue | b HaHHeie

1% K oHeTaHTE Hymepauus JMHE HaWMEHOBAHWUA

E

B 5 Crpasounuku
[ ] OokyrteHTE
[]--m AypHane pokymeHTos
[]--{..}I MepeduucneHun
& Drvere

I:I--@j Odpatorku

E

= PerBUIMTEI

-

T MNpuzHaku yueTa

ﬁ] MprsHakMH y4eTa cySkoHTO
Sl T atauyHeE YacTH

=
. % P ophisl

|:|---"'r_I MnaHe! BMGOE pacyeTa
[~ '_1 PerucTphl cBegeHHi
- :'}_-. PerucTpel HakonaeHua

&E-[R]| PervcTpbl ysranmepiu ko

JInA NoAYYEHKHA NOGCKaSKKM Haxmm9Te F1

CySkoHTo
Foprel
MakeTe
MogcueTerel

BEOn Ha ocHOBAHHK

MNpaoyes

|@aaa

Macka koga

AETONOPALOK MO KOGY
I nuHa nopAaka

— OcHoBHDE NPEe0CT aENeHHE

+ B Buge koga B BLAE HAMMEHOESHWA

- 3ENPETHTEH cNonk30BaTER 1 poBOK 8%
E"% MprzHakK yueta

-y BanorHed

-] MAaHE! BMA0E HapakTepUETHE, MNpaea

EI'F:, M AaHE! CYETOR Wrrepdeiice LI
&-Tr Hanoroseiit By OfreH AaHHEIMM 3
B-Fr By

oy [

£

JefcTEMA -|| <Hazan || Nanee: || Jakpeme || Crpagka

CaP NUM -
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At the beginning of the Chart of Accounts there is an auxiliary account “000” which does not exist
in the Working Chart of Accounts. This account is used to enter initial balances into the program for
organizations, which have had accounting transactions for prior periods. For example, if company
wants to show reminders of money in cash register from previous periods, it will enter the following
transactions: D 1010 C 000 :

1C:Npeanpuarve - byxranrepuna ana Kasaxcrana, pegakuuwa 1.0 ==
: Pain Mpaska Onepaunk OcHoeHad gestencHocTe Bark Mkacca OC WHMA 3apnnata Mpoeogkw Otyerwr MpeanpusArie Cepewvc Okna Cnpaeka
el » L] EFIEE .

B8 X ypnan onepaumi - 3 X
Deiictema » = = =a E\Zl fes] {I ;}v\._f'i - + Mepeimu~ i) [?] |Mposoakw

OpraHuzauma; | ||x|O.|

Bua aokyreHTa OpraHuzaums K.oHTpareHT s
Onepauma [Aysramrepcku... |SeTo-bneaHc TOO
Y| 31122005 12:00:01 Ad 000002 Onepauma [Bysrammepcku... [AeTo-AneaHc TOD

[ |Z211220051200:02 | AAD0000000 | Beoa HadanbHex ocTaTke... | ABTodneane TOO v
Bysranrepckui yuet | Hanoroges yuer
Ha... AkTWEHD.. |Cuet O |CydkoHrodr] Kommecteo Jr|Cuer K1 |CyfkoHrakTl KonuyecTen KT |Cytdraa
CTR... = CySkonTolr2 Bamora Or CydkorTokT2 Banora Kr Coaepr
CydkoHrodr3 BamorHas cy... CydkorTokr3 BanorHan cy... |Horep
1) w 1010 OcHOEHAA Kacca ana

Mpouve NocTynNEHWA

A 2w 1040 004581450 6 Banke Typand. .. non

Mpoure NOCTYNNEHWA
A A v 1050 03854870 6 AneaHc Banrke [ oo

Mpoyre NocTynneHuA RUEB

20 000,00

A af v 1251 Epererko Cepred Anexcee. .. oo

0nnaTa NoCTABLWMEatd KT
< k]

|'F|' YpHAaN oNepawHi

[1A NoAYYEHKHA NOACK a3KM HasktauTe F1 CaF MUK

Each group (or individual account) in the Chart of Accounts' window has a pictogram resembling
blue letter "T" in the beginning of a line. Accounts created in configuration mode (these accounts
are called predefined accounts) have a yellow dot to the right from icon: Ts. Predefined accounts
can be deleted only in configuration mode. It is explained by the fact that significant part of
documents, specialized and regulated reports provided with configuration are focused on the certain
properties of concrete accounts, therefore any unintentional change to the account can make a
significant harm to the proper functioning of configuration as a whole.

While working in user’s mode, it is not allowed for predefined accounts to change attributes of
Active/Passive accounts, and change settings of quantitative and currency accounting. From the
other hand, for predefined accounts users can change account’s code, title (accounts name or
description), change subordination of account, as well as enter or change additional levels of
analytics (subconto):
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Cuer: 1010
Deictena = 4= (2] @ Mepefmu~ |2

-0Ox

K.op cueta: 110 Bua; |.-’-'-.KTHE:Hbufi

| MoguuHed cuety: !H

H auteHOBaHME: |.D.EHE}KHI:IE CpeQCTEa B KACCe B TEHrE

Ywyer no cuety

JatanaHcoekE

B aniorHEIN
K.onM4ecTEEHHRIA

[] 3anperuTe MCNONES0ESTE B NPOBO0KAY

Bunn cybkoHTo

=EAaEtr !

i Bua T onkko ofopaTEl CyrdrdaEal
JeHekHbIE CREOCTES v
2| CTaTeM QBMHEHHA AEHEKHEN Cpeq. .| v W

0K 3anucate

Jakpeme

Users can also add their own accounts to the COA both in user’s and in configuration mode:

Cyer: HoBwiA

JeficTEMA > o [0 @ Mepeimu~- |2

- 0O X

K.on cueta: |:| Bua; |.-‘-‘-.KTHE=H|:.|WI'Ia|:n:HBHb|ﬁ

|| MoguuHeH cuety: !H

H alrieHoEaHME: |

Yyet no cuety

[ ] 2adanaHcoeem

[ ] BamorHem
[ ] EonmuecTeeHHEI

[ ] ZanpeTiTe Mcnones0EaTE B NpoBOOKAY

Bunn cytxoHTo

R N IR

M |BH.|1 |T|:u1b|<|:| OS0poTE

|EHMMDBDH

0K 3anucate

JaKpeTE

For accounts entered in user’s mode it is allowed to make any changes, as well as delete them.
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To make navigation easier, each section of the Chart of Accounts (e.g. 1000 — Money, 1100 —
Short-term Financial Investments, etc.) is highlighted with yellow color. Moreover, it is possible to
hide all accounts and leave only section numbers to navigate through the Chart of Accounts quickly.

If button Hierarchical List = is pressed, all accounts included into each subgroup will be hidden:

1C:Npeanpuarve - byxranrepuna ana Kasaxcrana, peaakuuwa 1.0 ==

Paiin [paeka Onepauud OcHoeHaA aeATentHocTe badk M kacca OC uHMA 3apnnata Mpoeoaku OTuetel [Npeanpuatve Cepeuc OkHa Cnpaeka

N d B 5 ¢ | n M L= IR <R TS S
Fr Maan cueros -3 X
Detictema ~ = = =4 ,SE f.l \Tf - ‘2 Mepetmu= [ 2] Oruerer = MNepeiTd B ypHan NpoBoaoK
H aureHoEaHWE Jaf. Ak, |Kon |[Ban |CyfkoHTao 1 CySkaoHTo 2 CyskaoHTo 3 L
BenokdorarensHeR Al

+ T,[1000 JeHemHele cpeqcTEa A JeHewHee cpegeTea | [06] CTaTbH ABMHEHH. .

*+ T,[1100 K paTHOCPOMHEIE PUHAHCOBRIE MHESCTHLMM A

*+ T,[1200 K paTkocpotHan AetUTOpCKan San0mHeH. . I

+ T,|1300 Janace A

+ T,[1400 TEeKYWHE HANOMOBEIE AKTHEEI A Hanoru, coopel, otud...|Buae nnaresen s 4...

*+ T,[1500 JoarocpoyHele aKTHERI 407 NPOAa#HKH I BHeoSopoTHEIE AKTW...

* T,[1600 MpoyMe KpaTkocpoyHbIE aKTHERI I

+ T,|2000 JoArocpoyHels HHEHCOBEIE HHEECTHLMM A

*+ T,/2100 JoarocpoyHas oeSHTopCKan San0mHEHH. . A

*+ T,/2200 MHBECTHUMMY YUMTBIBAEMBIE METOAOR 0. I

+ T,|2300 MHEECTHUMOHHAA HEAEMKMMOCTE an JcHOBHEE CpEQCTES

+ T,|2400 JcHoBHEIE CpeacTEa an JcHoBHEIE CpeacTEa

*+ T,/2500 EHOnorHiEckHE aKTHERI A Buonoriieckue akTH. .

*+ T,|2600 P azEenouHEIE W OUEHOYHEIE AKTHER Al

*+ T,|2700 HerarepraneHee akTHER an HerarepraneHee a...

*+ T,|2800 T AosteHHEIE HANOMDERIE SKTHEE! A Hanaru, ctopel, oT4M...

*+ T,/2300 MNpoyde QoArocpoyHbIE aKTHERI I

+ T,|3000 K.parkocpoyHele yHAHCOBRIE DEASaTEN... M

*+ T,|3100 J8azaTensCTea No Hanorar M Hanoru, coopel, otud...|Buae nnaresen s 4...

*+ T,|3200 (fA3aTENECTES M0 APYrM 06AZETEIRH. .. n

*+ T,|3300 K. paTkocpoyHaR KDEAMTORCE 3R SA00THE. . Il o
“Fr Minan cueos
[1A NoAYYEHKHA NOACK a3KM HasktauTe F1 CAF MUM

In this case, if you want to see the accounts included into particular subgroup, double-click its icon.
Subgroup will be opened (in a folder manner), and accounts will be shown:

1C:MpeanpusTue - Byxranrepun ana Kasaxcrana, peqakuwa 1.0 =]

Fain Opaeka Onepawdd OcHoeHaa gestencHooTe Bank wkacca OC wHMA 3apnnara MNpoeogkk Otueter MNpeanpuArie Cepeuc Orkna Cnpaeka

Dol & MR- M M+ M- 9B

|
LY

o ﬂﬁ|

Fr Maan cueroe -3 X
Deiictema » = = = E\Zl ﬁl \Tf ﬁ - 2 Nepetmi~ [?] Orverel = MepedTi B #ypHaN NpOBOMOK,
Koog, H aureHoEaHWE Jaf. |AkT. |Kon |[Ban, |CyfkoHTao 1 CySkaoHTo 2 CyskaoHTo 3 L

* T,|1000 HeHewHbIE CPElCTES A HeHewHele cpedcTEa | [06] CTaTEM ABMKEHNM.

* JeHetHeIE CPEACTES B KACCE B TEHre A JeHewHele cpegeTea | [06] CTaTbH AEMHEHM. .

*+ T,[1020 JeHetHeIe CPEACTES B KACCEe B BanTe A v | HenHewHee cpegcTea |[00] CTaTeM AEMMEHH...

*+ T,[1030 JeHewHbIE COBACTES B NYTH I v JeHe#Hble cpeacTEa | [06] CTATEM ABMHEHM. ..

*+ T,[1040 JeHewHbIE COBACTES Ha TEKYLWMY BaHKD. .. I JeHe#Hble cpeacTEa | [06] CTATEM ABMHEHM. ..

*+ T,[1080 JeHetHeIe CPEACTES HA TEKYW MY GaHKD. ., A v | HenemHee cpegcTea |[06) CTaTeM AEHMEHH...

* T,[1080 LeHemHEIE CPEQCTEA HE LENO3HTHER 63, A v | HenemHee cpegcTea |[06) CTaTeM AEHMEHH...

*+ T,[1070 JeHewHbIE COBACTES Ha CNEUMANEHBIY C.. I v JeHe#Hble cpeacTEa | [06] CTATEM ABMHEHM. ..
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4. Working with Attributes.
Now pay attention to other columns presented in the Chart of Accounts.

o Attribute Off-balance-sheet ("3a0.") allows creating accounts with single-posting property —
when you will be entering new transactions there will be no corresponding account (on
Debit or Credit). Off-balance-sheet accounts also can’t correspond with normal balance
accounts. (NOTE: Under IFRS you shouldn’t use off-balance-sheet accounts, as you
have a right for creating new balance accounts at your wish!)

o Attribute Active ("AkT.") can help to determine whether this account will go to Debit or
Credit side while corresponding with other accounts. Available options are Active, Passive,
or Active-Passive.

o Attribute Quantitative ("Komn.") is designed to show that specified account will be used to
accumulate quantitative data.

o Attribute Currency ("Bain.") allows to specify (by putting a tick sign) that this account will
store data on currency transactions.

4.1. Active, Passive, and Active-Passive Attributes.

You should be familiar with division of accounts into active, passive, and active-passive accounts.
To learn more about this, please consult Page 4 of this handout.

4.2. Quantitative Accounting.

Quantitative accounting is conducted only on those accounts that have attribute Quantitative, and
for which appropriate subconto are specified. In the given configuration quantitative accounting is
set by default for the following groups:

e 1120-1140  Short-Term Financial Investments;
e 13xx Inventories;

e 1350 Other Inventories;

e 136x Reserve on Write-Off of Inventories;

e 2020-2030 Long-Term Financial Investments;
e 2932 Installation of Equipment;

e 8012 Production of goods made on commission;
e 9020 Materials accepted for processing.

NOTE: The attribute of quantitative accounting is not set for Fixed Assets and Intangible Assets, as
they should be entered one-by-one. Subconto "Materials" and "Nomenclature" correspond to the
same directories, which have a unit of measurement as properties. Therefore, if you specified a unit
of measurement for object of quantitative accounting, you will be able to make transactions and
receive reports under the quantitative accounting in the specified units of measurement.

Quantitative accounting on accounts 1310, 1320 and 1330 is conducted in the context of stocks of
materials (goods) and in the context of storage places (warehouses). Moreover, if accounting in the
context of stocks of materials (goods) is conducted both in sum and quantitative equivalents, then
accounting in the context of storing places (warehouses) is conducted only in quantitative
equivalent. It is caused by the division of the book-keeping and warehousing accounting.
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4.3. Currency Accounting.

Currency accounting is conducted by default for the following groups: 1020 “Money in Cash
Register in foreign currency”, 1030 “Money on a Way”, 1050 “Money on Settlement Account (in
foreign currency)”, 1060-1070 “Money on Bank Accounts”, 1110 “Short-Term Loans Given”, 12xx
“Short-Term Receivables”, 1610 “Short-Term Advance Payments Given”, 2010 “Long-Term Loans
Given”, 21xx “Long-Term Receivables”, 2910 “Long-Term Advance Payments Given”, 30xx
“Short-Term Financial Obligations”, 33xx “Short-Term Accounts Payable”, 35xx “Other Short-
Term Obligations”, 40xx “Long-Term Financial Obligations”, 41xx “Long-Term Payables”, and
44xx “Other Long-Term Obligations”. For keeping the list of currencies and their exchange rates in
relation to the national currency of the Republic of Kazakhstan, Directory "Currencies" is used.
While entering transactions on accounts that have currency attribute, it is enough to choose
appropriate currency from directory "Currencies" and specify the amount. The sum of accounting
transaction in national currency will be calculated automatically by the program, as product of the
currency sum and the current exchange rate (exchange rate for the date of operation).

While creating standard reports for accounts with currency attribute, reminders and turnover will be
shown both in national currency, and by each currency separately. If an exchange rate for tenge is
changed, remainders on accounts with currency attribute will be recalculated. Resulting exchange
rates' gains or losses are shown on accounts 6250 "Gain on favorable exchange rate" and 7430
"Losses from unfavorable exchange rate". Reevaluation is made at movement on the account, and
also at the end of each month. For reevaluation of accounts at the end of a month use document
"Closing of the Month".

5. Characteristics of Book-Keeping on Accounts with Subconto.

While working with the Chart of Accounts, you will often face such term as subconto. Subconto are
designed to show additional levels of analytics for selected accounts. It can be also defined as the
second dimension of analytics, apart from sub-accounts, aimed to improve quality of reports and
available only in electronic version of the Chart of Accounts. If you are interested to see cash flows
not only by account (like 1320 - Finished Goods), but also by separate items constituting this
account, select an appropriate subconto (e.g. Nomenclature, Warehouses, or Responsible Persons).
In our example you might be interested to see cash flows by each product, rather than only by
account 1320, thus a first subconto directory Nomenclature is selected. You would also like to
know what are cash flows for each of Warehouses. This directory is selected to show analytics for
the second subconto. Chart of Accounts supports up to 3 analytical subconto levels.

List of available subconto can be accessed through menu Operations => Plan Vidov Haracteristic:

nTHe - byxranrepuna ana Kasaxcrana, pena

Onepaumy | QcHOBHAA nEATENEHOCTE BaHk W Kka
=7 KoncTaHTel

=) Crpasoune...
=] NokyreHTbl...

OTyeT...

g OfpafoTea...

| ..... [MnaH BMa0E XAPAKTERHCTHE. ..

T Mnaucueros..
.

MnaH BMa0E pacyeTa...

PerucTp cESLEHIAE...
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In the appeared window select Typical Subconto Types:

Brtiop ofkexra: lNnan EMQ0B XapaKkTepHCTHE

IHTO THMNOEE
HacTpoiki none30EaT ensi

| O I

| OTreHa |

In the current version of the electronic Chart of Accounts there are 3 reserved types of subconto
(that can be used as additional analytical levels and selected for each account). The structure of
subconto, used in a typical configuration, is defined, on the one hand, by requirements of normative
documents regulating the order of analytical accounting procedures (Instructions on using the Chart
of Accounts), and on the other hand, by the opportunity of getting accounting results in the context
of analytics' objects, both for reporting, and for the internal purposes of the enterprise.

List of subconto that you have opened includes subconto entered in configuration mode, but it is
also allowed to add new subconto in user’s mode:

1C:Mpeanpusarue - Byxrasrepun ana Kasaxcrana, penakuwa 1.0 =]

Faiin [paeka Onepauud OcHoeHaA geATentHocTe badk W kacca OC uHMA 3apnnata Mpoeoaku OTtuyetel MNpegnpuatve Cepeuc OkHa Cnpaeka

O &

% S

--2K 1

B TR =C

B &

M M+ M- G

‘ Mnan BuaoE xapakTepHcTHK Buab cyfkoHTO THNOBHE

Devcrewn ~ = 5 = %5 @, T T4

T Mepedmy =

?

Koo

-

H aktdeHOBaHWE

Tun sHaYeHHA

000003

Buak! 3800M#EHHOCTH NOQOTHETHENX kL

HBDB‘-IHC.I'IBHMB CCbiINka; Bkl Sa00mHEHHOCTH NOJOTHETHENE NHL

0oaotn

Buakl nnaresed 6 GioameT [hoHak)

Mepeudcnerue cobinka: Buobl nnarexed & GoneT [PoHLE)

0001

Hanaru, copel, oTyucneHHa

CRpagoyHHE coemka: Hanory, ciopel, oTuWcigHWa

0oom 2

Pezepetl

CnpaBoyHUE. coeinka: Pezepeel

000013

MNogpasaeneHya

Cnpagounue, cobinka: Nogpasaeneqia opraHusalHe

000014

CraTeM zarpar

CRpaEoyHME coeinka: CTatew satpar

000015

HoreHK AaTYpHEIE FPYAME!

CrpaeoyHu, cobinka: HomeHE AaTYpHEIE FpYRs!

0oao1e

QfbekTel CTPOMTENECTES

CrpaeoyHue, coeinta; DfLekTel CTPOMTENECTEA

0oaom'#

Pacxoe! GuoyiK: nepuogoe

CrpaeoyHue, coeinta; Packonkl Syaywms neproLos

0ooaa

Toxoas! GYAYWKE NEPHOA0E

CnpaBoyHUE coeinka: Joxodsl GYayLlWs nepHonoe

00013

B Ukl M3MEHEHHE B COSCTEEHHOM KANWTans

HBDB‘-IHCJ'IEHME Cohink s BUosl H3MEHEHWH B COBCTEEHHOM EanMTans

000021

Howoakl

CI'IDEIBD‘-IHHK coeinka: Joxoge!

0oa0zz2

B HeofopoTHEE SKTHER!

EI'I[:IEIBIZI‘-IHHK CChIEA! HEMaTBpHaIIbeIE AKTHERI ,EI'IDaBD‘-IHHK coblnka: Buo...

000023

MapTiu

HokyrieHT coblaka: Maprua [pyuHoi yeer ] JokyrerT coenka: OTYeT npous...

000024

,D.DKHMBHI’I:I PACHETOE C KOHTPAr eHT ardid

LokyreHT coblika: TprsogHE R Kaccoeef opgep, dokgreHT coeinka: Mnar...

000025

OcHOBHEIE CREACTES

CrpaeoyHue, coeintka; HegemiMmocTe, S0aHWA M 000pYaoBaHHe

0ooaz?

Teturopel

EI'IpaBEI‘-IHHK CCbBINkKA: KDHI'paFEI'ﬁ'bI,EI'IDaBD‘-IHMK CCBINK S P HIHIECEHE NWLE

000023

Euonoruieckme akTHes!

EI'IpaBEI‘-IHHK coelkA: BHonorHMyeckHe SKTHER

0oa029

HBMaTEDHEI.I'IbeIB AETHERI

CI'IDEIEFD‘-IHHK CCEbINKAl HEMaTBDHEI.FIbeIE dKTHERI

l.l l.' \.' \.' l.' \.' \.' l.l l.' \.' \.' l.' \.' \.' l.l l.' \.' \.' l.' \.'

0oaoz0

Buak! ABM#EHUA CTOMMOCTH PUKCHPOESHHEY SKTHEOE

MepeyucneHie cobinka: Buobl AEMMEHHA CTOMMOCTH P&

CnpaBoyHuE, cobinka: CySkoHTo

I [ 7aH BuncE

JInA NoAYYEHHA NOGCKESKM Haxme9Te F

AETEPHMCTHE ...

CaP HUM
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6. Creating New Accounts and Sub-Accounts.

Accounts entered at a system configuration stage (that Chart of Accounts which is offered by
default in the given configuration) are inaccessible for removal in a user session. Accounts created
in Configuration Mode have a pictogram — blue letter "T" with yellow dot: Ts, and accounts created
in user’s session — blue letter "T" without yellow dot: T. As it was discussed above, it’s still
possible to modify some properties for accounts created at configuration stage while working in
user’s mode.

Let's now practice entering a new account into the Chart of Accounts. For example, we want to add
an account 8013 “Materials (in production)” to the group 8010 “Main Production”. Open the Chat

of Accounts and press button ' on its toolbar to add a new account. Fill in the appeared dialog as
shown on the following picture:

Cyer: 8013 - O =

DeficTEMA »  i4n 7] |8y MNepeimu= |2

K.on cueta: Bua; |.-i‘-.KTHBHbuT1 || MogqMHEH CHETY: HH

H arieHoEaHHE: |MEITE|:IHEIJ'II:I |

Yyet no cuety

[] 2a8anancoew
[ ] BamorHem:

K. 0MuECT BEHHE

[ ZanpetiTe MCnonES0EaTE B NPOBONKAY

Bunm cydroHTo

 :
i Bua Toneko ofopoTEl Cyrri0B0i K.onHyecTEEHHEIR
HaoreHr.natypa ]
2| Crnagk ] ]

0K 3amucate  3akpeme

Finally, press button “OK” to save your changes and close the dialog.

To change the account you should use option "Change" from "Actions" menu...

-p
ff Mnaan cyeTos

Deiictena~| = &= =a EIE = £l vfi s -
= [Hofaeure Iz
= Cromupoeare F3
|—-¥_ HztdeHITE F2 |
EIE HoTaHOBMTE NOMETEY Yla0eHKHA Del

oruse =% or press [F2] or [Enter], or double click on account’s name.

Prepared by Oleg Vlasov, KIMEP University © 2016 Page 18



A new account can be entered into the Chart of Accounts by copying already existing account. To
do this it is enough to place cursor on the line with account or sub-account which will be used as a

sample, and make one of the following: either press [F9], or click pictogram L= , located on the
Chart of Accounts' window toolbar, or select option "Copy" from the "Action" menu. While
copying, data of the new account are automatically filled with data of the current account, and user
has an option to modify it at his wish.

In a similar way as you created you first account, you can enter other production accounts:

1C:Mpeanpusarue - byxrasrepun ana Kasaxcrana, penakuwa 1.0 =]

Fainn Opaeka Onepawdd OcHoedan gedrencHocTe Bank vkacca OCuHMA 3aprinara Mpoeogkk Orieter Npeanpuarve Cepeuc Okna Cnpaeka

0wl & # | NMCECHL=1C

M M+ M- 3B

Fr Maan cuetos -0 X
Heicteun~ = = = ’EIE! = f.l Tﬁr ﬁ - 00 MNepetm = [P Orverel ~ TMepedTH B #YPHAN NPOEOLOK,
Koa = |HaumeHosaHWe 3af. |akT. [Kon. [Ban. |Cygkonro 1 CydkoHTo 2 CydkoHTo 3 o

T, |7E00 Hons e yoeTre OpraHMsaumi YIMTHIBaE. . A [o8) Crareu sarpar [08] KoHTpareHTE

T, |7610 [onA B YORMEE ACCOUMUPOESHHETY OPra... I [of] CTaTeM 3aTRaT [of] K.oHTpareHTel

T, |7620 oA B YORTEE COBMECTHRI ORFAHMZALLMA A [o6] CTaTe saTpat [06] KaHTpareHTE

T, |[7700 Pacwonkl No KOpNOpETHEHOMY NOA0KOAH. .. A [08] Crates sarpar

T, |70 Pacsookl N0 KOPNORATHEHOMY NOAOKOAH... A [o6] CTaTeM satpat

T, [B000 CyeTa NpOM3E0ACTEEHHOMD YYETa I MNogpasnengHna HaordeHe narypHele rp... | [06] CTaTeW SaTpar

T, [8010 JCHOEHOE NpOMSEOLCTED A MNoopasnensHya HorenknarypHele rp...|[o6] Cratew satpar

T, (8011 JCHOEHOE NpOMSEOLCTED A MNoopasnensHya Horenknaryprele rp...|[o6] Cratew satpar

T, [BO012 Il BO W3 AABaNEYECKOrD Chl AW HaraeHk natypa

T (8014 Onnara Tpyoa NPoMsE00 CTEEHHER patod... A [og) Nogpazaenetma  |[of] Crarew satpar

T |8015 OTUMCAEHKA OT ONASTEI TPYAE A [o6) Noapazsaensta | [o6] CTaTeW satpar

T a0e Hak nagHele packos! I MNogpasnengHna CTaTel saTpar

T, [8020 Monydatpukars! COBCTEEHHOMD NPOM3ED... A MNoopasnensHya Horenknaryprele rp...|[o6] Cratew satpar

T, |[8030 B cnororarenkHee NpoMsE0LCTES A MNoopasnensHya Horenknaryprele rp...|[o6] Cratew satpar

T, [B040 Hak nagHele packos! I MNogpasnengHna [of] CTaTeM 3aTRET

T, |9010 ADEHAOEAHHBIE OCHOBHRIE CREACTES W[ AN OcHoEHEIE cpencTEa | KoHTpareHTel

T, (3011 ApEHI0ESHHEIE OCHOBHEIE CPEACTES W A OcHoBHRE cpeacTea | FoHTpareHTel

T, [3012 AMOPTHSEUMA SPEHLOESHHE OCHOBHBER ... | v M OcHOEHEIE CpedcTEa | FOHTpareHTEl

T, [3020 td aTEpUAaNEl NPMHATEIE B NEpepatoTEY v AW K.oHTpareHTel HaraeHk natypa

T, (3021 bl aTepuants Ha crnage W A w KoHrpareHTel HoreHrnatypa Crnagk

T, [3022 t aTepuant!, NepeaaHHEIE B NPOMSBOACTED| v A w KoHrpareHTel HoreHrnatypa =
T ManaH cueTos
JInA NoAYYEHHA NOGCKESKM Haxme9Te F CapP  MUM

You may later want to delete unnecessary accounts. To accomplish this, right-click on the icon of
account you want to delete, and in the pull-down menu select the option "Mark for deletion":

T. |7620 Jona B ydemke COBMBCTHEIN 0P aHKHSALLMEA B
T, |7700 Pacxoakl No KOpNopaTHEHOMY NO4O0XOAHOMY Hanory A
T. |#710 Pacxogel no KopnoparMeHor = Oo6asTs Ins
T, |8000 CuyeTa NpouMEE00CTEEHHOMD Y = Fq
T. |B8070 0 cHOBHOE NPOMSEOACTED = =KOMWpoBaTe
T. 8011 OcHoeHoe npouseoacTen | =y, MsmenuTs F2
T. |8012 [ poMIE00CTED M3 JABaNEYE BLifpaT #
T |8013 =
T |eoi4 Dnnara Tpysa NpoHaBaaCTE: YeTaHOBMTE NOMETKY Wl ANEHUS Del |—
T 80158 OTYHCNEHMA OT ONNaTEl TPYd, i‘ W EpapRHIECK I NPOCHOTE
T |8016 HaknagHels packoak .
T. |8020 My aBpHEETE COBCTEEHH jl MepemecTuTE & rpynny Crl+Shift+hd
T, [8030 BonamorarensHele npousso) Yi JCTAHOBWTE OTEOD W COPTHROBKY CrMCKA...
T. |5040 HaknagHele packogel ﬁ v .
T, la0m0 Y —— ITEOP MO SHAYEHUIO B TEKYLWEH KONOHKE —
T. 9011 APEHIOBEHHEIS OCHOBHEIS C HeTopua oTfiopos 3
Ta [3012 AMOPTHSAUHA SPEHA0E3HHE OTKAloWTE oT6op
T, 3020 M arepuank NpUHATEIE B Nep % C v
T, |9021 M arepuant) Ha crnage —J) ORTHROBKE r #
T. |9022 MaTeprant, NepeLaHHbIE B  BBIBECTH CMHCOK. .. v
Fr Nnar cuerae 9 Hactpoiika crimcka...
YETaHOBMTE NOMETKY Y0 ansHWA ) OfHoeuTs Clrl+Shift+R
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In the appeared dialog answer “YES” to the question “Mark selected object for deletion?”:

T, 8011 [ cHOBHOE NPOMSEOLCTED

T, |8z Mn ]

T (013 1C:Mpeanpuarue

T |8014 Onnara Tpyna npovsscacTes: MorMeTHTE OFBEKT Ha Yl aneHKe?
T (805 OTYMCNEHMA OT ONNaTEl TRYLA

T ame Hak.nagHele packonksl a | | Her

T, (8020 MNonygatpukatel coboTEeHHaT

T, |8030 BronomorarensHee HDDHSBD.Q:: oo

T, 8040 HaknagHele pacxookl

Account’s icon will be marked with a red cross, as shown on the following picture:

T, |82 [MpOM3EOACTED M3 AABANBYECKOrD ChIPEA
ECLE

T a4 nnara TpYla NpoWSEOACTEEHHER PatoHMy
T ams ||:|T'-IHI3.I'IEHHF| 0T ONAETEI TPY1A

To continue the deletion process, close all opened windows in the program, and select menu
Operations => Delete Marked Objects:

1C:NpeanpuaTve - byxranrepuna ana Kasaxcrada, pepakuua 1.0

FPaiin Npaeka | Onepaumd | OcHoEHAaA geATeneHOCTE BaHk v kacca OO

D J = ;w K.oHoTaHTe

CrpagouHuE. ..

HokyreHTel..

OTyeT...

OfpatoTE.a...

MnaH BMACE HApAKTERMCTHE. .
MnaH cueToE. .

MnaH EM00E pacyeTa. ..
PervcTp cERqeHME...
PervcTp HakonneHus. .
PervcTp Gusrammepuud...
PervcTp pacyeTa...
BEuzHEC-NpOUECCH...
Janavu...

MnaH ofirena...

YpaneH4e NoMeYeHHER OOBEKTOE

Molick coeIinok, Ha ofbekTEl
YnpaBneH9e WTOramu...

MNpoEEgEHME 00K YMEHTOE. ..
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Before you proceed, program will need to check whether selected items can be deleted without loss
of data. This is a necessary precaution, as if selected accounts were used in some transactions, upon
deletion of accounts related transactions could also be lost. If number of transactions is big,
checking all possible relationships in which accounts would be engaged can take a lot of time.
You'll see a warning dialog prompting you that checking operation can take some time:

MogroToeka k. Yo 3NEeHKHD NokEYSHHE OEEETOE MOMKET SaHATE NpogoTHHTENEHDE BFIE-'MH!
nFID.IJ.CI.ﬂH{WI'b EEINOAHEHHE I:II'IEIZIEILI.HH?

i la | Her

If you agreed, next dialog appears showing all objects selected for deletion (it could be also
directories' items, documents, transactions, etc.). All of them will be marked for deletion by default,
but if you don't want to delete some of them immediately, uncheck appropriate elements:

B MNouck M ynaneHHe NOMEYEHHEX OGLEKTOBE - O x

o BRINoNHEH NOMCK, NOMEYEHHER: HE YlaneHue ofbekToe. [na NpoBepkM BOSMMOAHOCTM YlaneHHA BEIGpaHHE:
OFBEKTOE HEMKMMTE KHONKY KOHTpok

BriSepuTe ofberTH AN YlanEHHA @ ﬂ Otepeme
HEN

MnaH cyetos TUNOBOH NNaH CYETOE Gysramepckoro yyeta - 5013

Mormeyeno: 1 Bedpano: 1

v | [0KaZEIBATE OGBELTEL EOTOPRIE MOKHD YO3NMTE | W MNokaseEaTE OSEEETEL EOTOPEIE HENESA YOANHTE

CohinkK Ha yaanAemeli ofbexT OTEpETE

Fat

| [0KAZEIBATE CCBIEM HEYD S NAEREX ofeekToE v [MoKAZEIEATE COBIKM Ui anAaeribls OFEEKTOE

Mok | | K.oHTpOnE | I Jakpeme I | Cnpaeka
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Next step is to check whether selected objects can be deleted or not. Press button "Check", and
checking procedure will be started. Upon completion program shows a statistics on how many items
could be deleted, and how many cannot. If some items cannot be deleted immediately, you'll be
prompted to delete links the specified objects in the bottom part of the dialog:

YpaneHue offbEKTOB

ﬂ MNpoKzEE1eH KOHTROAE BOSMOMHOCTH Yl aNEHUA NoMEYEHHEIE 0feekTos. [lna yaaneHHA HamruTe KHOMKY
Hpoanire.

W [naH cyetos THNoBOH NnaH cyeTos Gysranmmepckoro ydeta - 8013

Maormeyeno: 1 Bepano: 1 BosrosHo yaanume: 1 HeeostomHo yoamare: O

MokaskIEATE OBELTE, KOTOPRIE MOKHD YW AIHTE MokaskIEATE OHBEKTE, KOTOPEIS HEESA YANHTE

CrohlnkM Ha yoanaemeld offeekT

HakfpeHo: 0 Yganaster: 0 Hewganasress: O
MoK a3kIEATE CoBNEM HEYOaNAEMBl: OfLEKTOE MokazkIEaTE CoBINKM YOANAEMER O EKTOE

CoofwaTe 08 UnaneHHER OfbEKTay | Hpoanme | | OTrieHa | | Cnpaek.a

When finished, press button Delete. Information panel at the bottom of program's window shows
statistics on deleted objects:

CayxebHole coobweHHa
—————————————————————— FoaneHHE OBBERTOE ———————————————————————
¢ [InaH cueToB THOOBON OMaH CUETOE BYyXDalTepocEono yueTa — S013

4 YO ANEHHE NOMEYEH. ..

JInA NoAYYEHHA NOGCKESKM Haxme9Te F CapP  MUM
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7. International Financial Reporting and Accounting Standards (IFRS/IAS).

As it has already been noticed, knowledge of the Chart of Accounts itself, and even knowledge of
correct transactions is not enough to conduct accounting procedures properly. Another important
document which you always should be aware of and follow is a set of International Financial
Reporting and Accounting Standards (IFRS/IAS). IFRS/IAS are issued by the International
Accounting Standards Board (IASB) and regulate every aspect of accounting activities, providing
necessary methodological and legislative base.

IASB is full-time, independent, standard-setting body and its members are chosen for their expertise
in accounting. Its mission is to create a set of high-quality accounting standards that can be
consistently applied worldwide. This is a difficult mission, but the structure and policies of the
IASB are well-suited to achieve it. The IASB's standards became mandatory for many listed
companies in the EU and other countries beginning in 2005. It was a huge step forward in terms of
international convergence in accounting standards. One set of standards is acceptable in something
like 100 jurisdictions. It is a great benefit to investors and other financial statements users
worldwide.

You can find a complete set of IFRS/IAS (issued at the end of October 2005), as well as
methodological recommendations prepared by leading auditing companies on our class web site:

2005

International Financial
Reporting Standards (IFRSs")

including Inte ndards (LASz™)

International Finandal Reporting Standards 2005

and Interprets

Aboot Uy | Mews | Mestings | Current s | Stendeeds | Rmoures | Commimen

N 1-904730-T9-2
CI-'.I'?H-D?E‘L- >

[ET]
||
gy

817

Methodological recommendations to IAS will allow you to understand text of particular standard
better by providing set of examples demonstrating concepts discussed in the text of standard itself.
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A newer version of 2006 International Financial Reporting Standards (IFRS) Bound Volume (2,400
pages) will be available soon from IASCF shop:

2006

International Financial
Reporting Standards (IFRSs®)

including International Accounting Standards {IASs™)

and Interpretations as at | January 2006

&

Intersatissal
Accounting Stasndards
Biard®

The 2006 International Financial Reporting Standards (IFRSs) Bound Volume provides the
complete consolidated text of the latest version of IFRSs/IASs, IFRIC and SIC Interpretations and
IASB-issued supporting documents — application guidance, illustrative examples, implementation
guidance, basis for conclusions and dissenting opinions — approved at January 1, 2006.

The main changes in this 2006 edition of the Bound Volume are the inclusion of:

The revised Constitution, approved by the Trustees in June 2005;

A new standard - IFRS 7, Financial Instruments: Disclosures;

Amendments to IAS 1 - Capital Disclosures;

Amendments to IAS 39 Financial Instruments: Recognition and Measurement - Cash Flow Hedge Accounting
of Forecast Intragroup Transactions; The Fair Value Option and Financial Guarantee Contracts;

IFRS 4 Insurance Contracts revised Implementation Guidance;

Amendments to IAS 21 - Net Investment in a Foreign Operation;

Three new Interpretations - IFRICs 6, 7 and §;

Amendments to other IFRSs resulting from these pronouncements; together with editorial corrections.

The Glossary of Terms and the Index have been updated.

The volume also includes the IASB Framework for the Preparation and Presentation of Financial
Statements, and the Preface to International Financial Reporting Standards.
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Starting from January 1, 2006 all Kazakhstan’s companies are obliged to act in accordance
IFRS/IAS. This process has begun several years ago when in 2004 Kazakhstan's banks had to move
to IFRS/IAS, and in 2005 joint-stock companies (JSCs) had to accept them. This process in not fast,
however. A new, 4-digit Chart of Accounts, and new forms of financial reporting (Balance Sheet,
Income Statement, etc.) developed according to new standards were accepted only at the beginning
of 2006. At initial stage companies were advised to conduct accounting according to Kazakhstan's
Accounting Standards (KAS) and IFRS/IAS simultaneously, and later prepare transformation
statements. On the other side, developers of accounting software (such as 1C) also need some time
to adjust their programs and configurations to requirements of new accounting standards. The first
configuration fully realizing new principles of accounting, a new Chart of Accounts, and new forms
of financial reporting was released at the beginning of April 2006 on 1C: Enterprise 8.0
technological platform. There are also differences between KAS and IFRS (such as permitted
methods for valuation of inventory — KAS includes 4 methods and allows LIFO, while IFRS is not,
or valuation of Fixed Assets — under IFRS revaluations of FA and inventory are made on regular
basis to ensure that the carrying amount reflects fair market value while under KAS FA may be
revalued once in several years and there is no revaluation of inventory) that complicate a transition
process. Now, let's get accustomed to the major principles of IFRS/IAS.

7.1. Need for International Accounting Standards.

While differing national traditions and experiences led to the development of alternative financial
reporting models, the pressures for intensified development in the global environment have been
evident as the needs of the ever-changing economy demand international harmonization. Major
changes in business practices following World War II have led to demands for the
internationalization of accounting and auditing practices. These changes are found principally in the
evolution of multinational enterprises and, more recently, international capital markets. From these
flow numerous professional practice issues.

Multinational companies (MNC) have grown dramatically and over the past thirty-five years have
assumed a dominant role in many market segments, affecting almost every country, every
government, and every person. From an accounting perspective, the complexity of conducting
international business operations across national borders, each with a different set of business
regulations and often different accounting methods presents a daunting challenge for accountants
and the professional bodies that establish accounting and auditing rules. Some of the significant
complexities confronting international accountants are caused by the nature of the huge
multinational enterprises themselves. The diversity of applicable accounting, auditing, and tax rules
may affect the enterprise's ability to prepare reliable financial information necessary for a careful
analysis of investment opportunities. As the number of countries of activity increases, so does the
complexity.

Some national differences in accounting and reporting approaches remain and need to be addressed,
but the number of such distinctions has diminished markedly. One prime example was the
complaint of many US companies about the competitive disadvantage that presumably flowed from
the US rules regarding accounting for goodwill. Entities complying with accounting standards of
most European countries including the United Kingdom did not need to amortize goodwill, because
it could be charged directly against shareholders' equity at the date of the business acquisition. With
the recent adoption in the US of SFAS 142, however, there will no longer be any goodwill
amortization, so this distinction has been obviated. (In a turnabout, US GAAP now prohibits
pooling of interests accounting entirely, whereas previously the US rules were somewhat more
lenient regarding use of this method of accounting for business combinations. It is expected that UK
and IASB standards may be conformed to this purely purchase-method requirement in the
intermediate term.)
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Other international accounting and reporting matters, such as inflation accounting adjustments,
deferred tax accounting, and translation of foreign subsidiaries' financial statements, also arguably
create disadvantages for some companies, and the persistence of these differences puts pressure on
standard setters to work harder to achieve a level playing field.

The globalization of capital markets has also contributed to the need to address harmonization of
financial reporting requirements. Capital needs were once supplied almost exclusively from
domestic sources, especially in the pre-World War II era. However, since that time, and especially
as a result of major international economic assistance programs after the war, there has been a
significant growth and development of international capital markets. There are now highly
developed Eurodollar, Eurocurrency, and Asia-dollar capital markets in the developed world
economies, especially those in the United States, the United Kingdom, Japan, and parts of Europe.
That the financial marketplace is now global is abundantly evident from the October 1987 stock
market crash and subsequent crises in Asia and Russia, in which all or many major markets plunged
by similar magnitudes.

This vast global capital market needs but does not yet have a common accounting "language" for
the communication of financial information. Recognition of this need is another significant
influence and a major force in the development of, and progress toward, internationalized
accounting and auditing standards. Without this common language there is some doubt that given
diverse national standards, a truly efficient international market will develop, and this may impair
the ability of capital-seeking corporations to compete effectively for the capital otherwise available
in the world markets.

National securities regulators, as well as the International Organization of Securities Commissions
(IOSCO), an organization of securities regulators promoting international coordination, have
recently given increased support to the need for improved international accounting standards, and
therefore to the IASC's harmonization efforts. As discussed elsewhere in this chapter, IOSCO's
endorsement of TAS for cross-border listings, while qualified, promises greatly increased support
for international harmonization of accounting standards. Given the obvious need for global
harmonization of financial reporting practices, if not outright uniformity of generally accepted
accounting principles, the importance of the IASC's efforts can readily be appreciated.

7.2. Convergence in Accounting Standards.

The IASB and its US counterpart, the Financial Accounting Standards Board (FASB), have been
working towards eliminating differences between US GAAP and IFRS to the greatest extent
possible. The IASB and the FASB agreed formally in October 2002 to work towards convergence
in their standards. The two Boards are now working together on several major projects, and they
have essentially decided to coordinate agendas, so that any major project that one Board takes up
will also be taken up by the other Board. In addition, the two Boards have been working on "short-
term convergence", which involves quickly converging in certain areas to whichever Board's
standard is better. That is, this process involves incremental improvements - instead of rethinking
the issue entirely, the Boards look at the two existing models, and pick the better one. Many of the
changes the IASB made in its recent amendments to previous standards accomplished this goal, and
the FASB has put out 4 exposure drafts that would change US GAAP in certain areas to conform to
IASB guidance that is considered to be better.

Clearly, the prospect for convergence in US GAAP and IFRS is very good. In addition, the adoption
or acceptance of IFRS in many jurisdictions in the near future means, of course, that convergence
amongst all of those jurisdictions can also be achieved. That doesn't cover the entire world, but it is
a great start.
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7.2.1. How International standards affect U.S. companies and GAAP.

e There is a clear trend toward adopting IFRS as the single body of internationally accepted
financial reporting standards. In the next few years, thousands of companies will move to
IFRS as a primary basis of financial reporting.

e The IFRS mandate will affect U.S. companies. Some may be required to adopt IFRS to
meet the reporting requirements of an international parent or investor company, while others
may recognize the need to voluntarily supplement their current financial reporting with
IFRS to allow for an accurate comparison with foreign competitors.

e A U.S. company will have to report under IFRS if it is the subsidiary of a foreign
company that must use IFRS; has a foreign subsidiary that must report according to IFRS;
has operations in a foreign country where IFRS use is mandatory; or has a foreign investor
that must report according to IFRS.

e The convergence efforts of FASB and the 1ASB already have changed U.S. GAAP. As
these efforts continue, their effects on U.S. GAAP will multiply. Both boards have issued
exposure drafts relating to the near-term convergence of their goals, and the TASB has
published several statements that narrow the differences between U.S. GAAP and IFRS.

Cross-border investors often find it difficult to understand financial statements that foreign
companies prepare using their respective nations’ accounting principles. But greater uniformity and
efficiency are coming to the international investment community now that most public companies
domiciled within the European Union (EU) will be required to use international financial reporting
standards (IFRS). Currently more than 300 SEC-listed companies are headquartered in the
European Union and thus are required to use international financial reporting standards beginning in
January 2005.

IFRS is a body of accounting and financial reporting standards developed by the International
Accounting Standards Board (IASB). Every major nation is moving toward adopting them to one
extent or another. The European Union requires their use, the United States and Canada are
converging their versions of GAAP with IFRS and some companies in other countries are using
them voluntarily.

This trend may dramatically affect the financial reporting of U.S. companies that own, are
subsidiaries of or have other relationships with foreign entities directly subject to an IFRS reporting
requirement, such as that of the European Union. Many foreign companies registered with the SEC
are headquartered in countries that require them to begin using IFRS in 2005; while these
companies are subject to the U.S. regulatory environment, they also will have to adopt IFRS. And
because U.S. regulators and rule makers are actively supporting convergence, U.S. GAAP will
evolve in tandem with IFRS and thus affect even U.S. companies with no overseas ties.

7.2.1.1. Increasing use of IFRS

A growing number of jurisdictions require public companies to use IFRS for stock-exchange listing
purposes, and in addition, banks, insurance companies and stock brokerages may use them for their
statutorily required reports. So over the next few years, thousands of companies will adopt the
international standards.

Countries in many parts of the world already require companies to adopt IFRS or will do so soon.
The European Commission (EC)—the European Union’s legislative and regulatory arm—issued a
rule that, with a few exceptions, requires all public companies domiciled within its borders to
prepare their consolidated financial statements in accordance with IFRS beginning January 1, 2005.
This requirement will affect about 7,000 enterprises, including their subsidiaries, equity investees
and joint venture partners.
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Significantly, EU companies on January 1, 2005, lost the option of using U.S. GAAP for listing
purposes on foreign stock exchanges. However, under the EC regulation, EU member states may
permit companies to defer adoption of IFRS until 2009 if their shares currently trade on a U.S. stock
exchange and they use U.S. GAAP. EU member states also are deciding whether to require or
permit the use of IFRS for statutory reporting purposes, such as for the disclosures energy utilities
must make to government power authorities.

The increased use of IFRS is not limited to public-company listing requirements or statutory
reporting. Many lenders and regulatory and government bodies are looking to IFRS to fulfill local
financial reporting obligations related to financing or licensing.

7.2.1.2. Impact on U.S. entities

Although the use of IFRS isn’t required in the United States, the new standards could affect the
financial reporting activities of U.S. companies, regardless of their size or of U.S. reporting
requirements. The following is a discussion of four possible situations in which a U.S. company
would be required to use IFRS.

The U.S. company’s international parent uses IFRS.

If a U.S. company has a parent headquartered outside the United States that reports on an IFRS
basis and has shares publicly traded on a European exchange, the subsidiary will have to prepare
IFRS information for inclusion in the parent’s consolidated financial statements. In some situations
a U.S. company’s financial statements previously may not have been consolidated because its
parent’s local version of GAAP did not require it, but that is not so under IFRS.

Consolidated IFRS financial statements must be prepared using uniform accounting policies, so the
subsidiary’s accounting policies must conform to its parent’s for like transactions and other similar
events, such as the measurement of inventories. Unlike U.S. GAAP, IFRS does not permit
inventories to be measured using the LIFO method. Therefore, the U.S. subsidiary would have to
gather information on either an (weighted-) average cost or FIFO basis, depending on the parent’s
accounting policy.

CPAs who previously prepared financial statements for a U.S. subsidiary of a foreign company
have experience converting U.S. GAAP-based financial statements into, for example, equivalents
based on French GAAP. These practitioners will, of course, have to familiarize themselves with
IFRS as a new basis of accounting.

The U.S. company’s foreign subsidiary uses IFRS.

In a U.S.-headquartered multinational corporation, all subsidiaries that are publicly listed in the
European Union must comply with IFRS beginning January 1, 2005. So EU subsidiaries will
submit IFRS statements to the parent, which may have to convert them to U.S. GAAP for inclusion
in its consolidated financial statements. Consequently, CPAs at the U.S. parent company should be
aware of IFRS reporting requirements and identify and resolve any financial reporting issues related
to its consolidated financial statements. To ensure their counterparts at subsidiaries are following
IFRS reporting requirements, practitioners at the parent company should coordinate subsidiaries’
reporting activities. CPAs also might consider advising U.S. companies in this situation to take the
opportunity to simplify their financial reporting processes by settling on IFRS as a uniform set of
accounting standards for their foreign subsidiaries around the world.
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The U.S. company has foreign operations.

U.S. entities that have or are seeking to establish operations in other countries now may be required
by local regulators or lenders to prepare IFRS-compliant statements. This is increasingly common
in countries that have adopted IFRS for listing purposes and it shows how far-reaching IFRS
reporting requirements may become. CPAs should be alert to and prepared to deal with such
situations, of which the following are examples:

e A U.S. company issuing debt or equity in a foreign capital market may be required to prepare IFRS statements.

e A U.S. company may be required by the local government, tax or banking regulator to provide IFRS
statements.

e A U.S. company’s foreign customers, vendors or lessors may require IFRS statements.

e A U.S. company acquired by a foreign business may be required to provide IFRS statements to the acquirer or
a government regulator.

A foreign investor in a U.S. company uses IFRS.

If a publicly traded EU company—for example, a bank— owns 20% to 50% of a U.S. company and
previously accounted for its investment using a form of equity accounting under its local GAAP, the
bank will be required, beginning in 2005, to report under IFRS. Consequently, the U.S. company
will have to prepare IFRS information for purposes of its investor’s equity accounting. (Cost
accounting applies to ownership stakes smaller than 20%; equity accounting is used for investments
greater than 20% but not more than 50%; and ownership of more than 50% constitutes control,
making the owned entity a subsidiary of its parent.)

There also may be cases where the foreign parent of a U.S. company has an investor that is required
to comply with IFRS. For example, let’s assume that a Japanese company is the sole owner of a
U.S. subsidiary. The Japanese parent company reports its consolidated financial statements using
local GAAP, while the subsidiary uses U.S. GAAP for its local reporting. Let’s further assume that
a publicly traded investor based in Spain owns 20% to 50%, inclusive, of the Japanese company.
Because that investor will have to file IFRS statements beginning January 1, 2005, it will need
IFRS information to account for its investment in the Japanese company. Therefore, in order to
apply the equity method of accounting in the Spanish investor’s IFRS statements, the Japanese
company and its U.S. subsidiary both would have to prepare IFRS-based information.

Another form of investment - joint ventures - also may have to be accounted for on an IFRS basis if
it involves a foreign partner.

7.2.1.3. Benefits for volunteers

In addition to the above cases in which IFRS use is mandatory, CPAs may identify situations when
U.S. companies may want to adopt IFRS voluntarily. If such a U.S. company operates in an
industry experiencing significant foreign competition, such as banking, insurance, motor vehicle
manufacturing, pharmaceuticals or telecommunications, the CPA may advise its management to
provide enough IFRS-based information for foreign analysts and investors to be able to compare its
performance with that of its peers and consider investing in the company.

7.2.1.4. Convergence

CPAs should be aware that efforts to create global accounting standards not only are changing the
role of national standard-setters such as FASB, but also are affecting U.S. GAAP. Greater U.S.
participation in the IASB’s activities has influenced its policies more than ever before, as in the
development of accounting standards for business combinations. And now the IASB’s standards are
about to have a strong impact on U.S. GAAP and financial reporting. Recently FASB and the IASB
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have formally agreed to converge U.S. GAAP and IFRS. To that end they have begun to coordinate
their project agendas, with each board agreeing to undertake projects to amend its current standards.
CPAs should stay abreast of these developments to build and maintain their ability to advise their
clients and employers on IFRS-related obligations and opportunities.

7.2.1.5. Looking ahead

Given the efforts to converge IFRS and U.S. GAAP and the trend toward adopting IFRS as the
single body of internationally accepted accounting standards, CPAs shouldn’t underestimate their
impact. While U.S. companies may find it easier to make the transition to IFRS from GAAP than
companies reporting under other bases of accounting, adopting IFRS still may have pervasive and
fundamental effects on a company’s financial reporting, creating a need and opportunity for CPAs
to identify and explain to company management the benefits of and best practices for IFRS.

7.3. Interpretation and Enforcement of Accounting Standards.

Many people, when talking about convergence, tend to focus on accounting standards only. But the
application of those standards is equally important. Remember that, even when accounting
standards are fully converged, the application of those standards will still be dependent upon
accountants and auditors in every jurisdiction around the world. If the application various from
country to country, from auditor to auditor, from industry to industry, etc., we will lose much of the
benefit of having converged standards. Fortunately, there are many groups that are working to
reduce the chances of this occurring. The IASB and its staff are helping, by designing training
programs on IASB standards, by putting resources into IFRIC, the IASB's interpretive body, and by
doing the best they can to write standards in a clear, concise, understandable manner. And the audit
firms have taken up this charge as well. Each of the large firms has strong IFRS training programs,
has put resources into developing a core of IFRS technical experts, and has been actively promoting
IFRS whenever possible. All of these activities are important if IFRS is to be applied consistently
worldwide.

Regulators also have an important role to play with regards to international convergence in financial
reporting. This role goes to the interpretation and enforcement of accounting standards. Securities
regulators must often determine, quickly, whether a company's proposed accounting is consistent
with the relevant standards, in order to decide whether the company should be allowed to sell
securities on the public markets. This issue is not new, as regulators have been dealing with similar
issues related to national accounting standards for quite some time. Unfortunately, it is also not easy
to deal with. Many would suggest that regulators leave interpretation of the standards to the
standard-setter - to the IASB, in the case of IFRS. This, however, is not entirely a satisfactory
approach. The standard-setting process cannot move as quickly as the capital markets, which means
there will always be accounting issues that companies are dealing with that the standard-setters have
not yet had time to address. In addition, if the IASB is to maintain its policy of keeping its standard
are a fairly high "principles-based" level - with less detail that might be the norm under US GAAP,
for example - it will be true that for some issues, the standard-setter will not provide guidance. If, in
the absence of guidance from the standard-setter, the securities regulators are to accept any
interpretation, investors will be subject to multiple conflicting applications, some of which may not
provide transparent information. As a regulator, I do not find this to be acceptable, and I don't
believe many other regulators would either.
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So we will be in the position of making decisions regarding interpretations of the standards. With
the same or similar standards being used in so many jurisdictions, there is the possibility that
different regulators will have different views on the correct application of a standard. That type of
situation would be detrimental to the capital markets, and would of course, undo some of the gains
of convergence in standards. To mitigate against this possibility, regulators are working to develop
processes that would encourage consultation amongst regulators, thereby reducing the chances for
multiple interpretations.

7.4. Benefits from Convergence of National and International Accounting Standards.

From the standpoint of the users of financial statements (e.g., bankers and investors), it is rather
difficult to make relative evaluations of companies that use diverse accounting standards. This tends
to restrict the market for the shares of these companies and therefore greatly affects their rankings
and attributed value. Today, for most businesses, the biggest opportunities lie in international
markets: They have economic activities that extend far beyond domestic markets, they seek
investment capital in foreign countries, and they conduct their operations through facilities in
foreign lands. It is also fairly evident that in the share market arena, global fighters are emerging as
winners, since investors seem to be ignoring domestic competitors and clearly casting their ballots
in favor of international champions. Thus, convergence of accounting standards worldwide will
greatly help the users of accounting and financial information in making informed economic
decisions about these companies.

From the standpoint of preparers of financial statements, the burden of financial reporting would be
greatly lessened with increased harmonization, which would simplify the process of preparing
individual as well as group financial statements. It is a well-known fact that multinational groups
that have non-domestic subsidiaries have huge added costs of preparation of financial statements.
To elaborate the point, consider an example of a company that has a subsidiary that is operating out
of Saudi Arabia, with its parent company based in the United Kingdom, and whose shares are listed
on the New York Stock Exchange. This company will have to prepare three sets of financial
statements:

1) Financial statements to comply with the Saudi standards, to meet the requirements of the
Saudi Arabian company.

2) Financial statements to comply with the consolidation requirements in the United Kingdom.

3) Financial statements to meet the registration and filing requirements in the United States.

This means that enormous additional financial costs have to be incurred not only in the preparation
of such financial statements but also in getting them audited. Imagine if this company were a
multinational corporation (MNC) operating out of fifty countries, most of which had local licensing
regulations that required financial reporting to be tailored according to their national standards. The
company's accounting travails would then be extremely unpleasant, to say the least. Thus, it is
obvious that enormous benefits will emanate from convergence of accounting standards worldwide.

7.5. Reporting Anomalies Resulting from Diversity in Accounting Standards Worldwide.

Significant diversity in accounting standards of different countries not only poses the problem of
additional cost to be incurred for financial reporting but could cause other difficulties for
multinational companies. For instance, it is quite possible for a transaction to give rise to a profit
under the accounting standards of one country, whereas it would require a deferral under the
standards of another country. When a multinational company has to report under the standards of
both countries, one is amazed to see some extremely odd financial results that could sometimes also
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be embarrassing. The case of lopsided financial reporting that instantly comes to mind is that of
German industrial giant Daimler-Benz AG (before its merger with Chrysler), which sought listing
of its shares in the United States in 1993 and ended up reporting a massive loss of $1 billion under
US GAAP, when in fact it had reported a profit of $370 million under its own national (German)
GAAP.

7.6. Major Differences in National Accounting Standards.

The following analysis is by no means an authoritative study of differences in accounting standards
worldwide but is being attempted with the limited purpose of highlighting some of the well-known
major differences in accounting standards. Four countries have been chosen for this comparison: the
United Kingdom, the United States, France, and Japan.

1. Measurement subsequent to initial recognition of Fixed Assets (historical cost vs.
revaluations). Revaluation is more of a choice than a requirement or stipulation. Even those
standards that permit revaluations offer it as an alternative to the historical cost. It is prohibited in
countries such as the United States and Japan, and if used would be considered a departure from
GAAP. In the United Kingdom and France revaluation of assets is permitted, but not all assets are
allowed to be carried at revalued amounts. In the United Kingdom the items that are permitted to be
revalued are property, plant, equipment, and investments. In France, revaluations are rare except
when prescribed by law.

2. Timing of recognition vs. deferrals. Recognition of profits and losses causes major differences
in financial reporting. Sometimes the method used in recognizing profits or losses could cause
differences, and sometimes the number of years over which amortization is spread could cause
disparities in the reporting of financial results. Two examples illustrating the foregoing causes of
differences follow.

a. Accounting for goodwill. There is great disparity among standards with regard to the
accounting treatment of goodwill. Some countries have traditionally given a free choice of either
writing it off to reserves on acquisition or capitalizing and recognizing it on the balance sheet. The
other controversy is with regard to the number of years over which goodwill is to be amortized. The
following summarizes these differences:

1) United States and France. Until mid-2001, both treated goodwill as an asset to be amortized
over its useful life. Under former US GAAP, the amortization period was forty years, while
in France no set limit is prescribed but shorter periods are used. As of mid-2001, a new
requirement in the US (SFAS 142) requires that goodwill no longer be amortized, but rather,
that it be reviewed for impairment on a regular basis, with charges to earnings when
impairment is found to have occurred.

2) United Kingdom. Traditionally, alternatives are allowed: Goodwill could either be written
off on acquisition by a charge to reserves (not to the income statement) or capitalized and
amortized over its useful life. However, amendments to UK GAAP (FRS10) have modified
this approach.

3) Japan. Goodwill is capitalized and written off over five years, but this can be extended if a
longer life can be justified.

b. Accounting for long-term contracts. Long-term contracts could be accounted for under
either the percentage-of-completion method or the completed contract method. Profit recognition
under the methods is vastly different. While the completed contract method postpones the
recognition of profits until the contact is completed, the percentage-of-completion method
recognizes profits during the life of the contract. Following are the methods prescribed under the
various standards:
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1) United States, France, and Japan. Both methods are permitted.
2) United Kingdom. Only the percentage-of-completion method is permitted.

3. Recognition of substance over form in accounting for leases: capital vs. operating

a) United Kingdom and United States. Certain categories of leases (called finance leases in the United
Kingdom and capital leases in the United States) have to be capitalized (capital value of asset leased
is recorded as an asset and future lease payments recorded as liability).

b) France. Capitalizing is prohibited, except for consolidated accounts, for which it is optional.

c) Japan. Although this treatment is not specifically prohibited, there are no accounting rules on this
subject.

4. Financial statement disclosures

a. Related-party transactions

1) United States and France. There are significant disclosure requirements on related-party
transactions.

2) United Kingdom. Traditionally, only details of certain transactions with directors (and other
specified personnel) were required to be disclosed. However, with the promulgation of a
new standard (FRSS), the related-party disclosure requirements have been broadened.

3) Japan. All material transactions with related parties must be disclosed under a footnote
captioned "Conditions of Business Group".

b. Segmental information
1) United States. Applicable only to publicly held (listed) companies.
2) France and United Kingdom. Applicable in the case of all companies.
3) Japan. Applicable in the case of listed companies and should be reported by the parent
company for the group; to be disclosed in a footnote captioned "Conditions of Business
Group".

7.7. Reluctance to Change.

Although everybody is in favor of convergence in the abstract, many may be unwilling to change
the way they actually do things solely in the name of convergence. For example, there are 4
exposure drafts out in the US regarding changes to US GAAP that would conform US GAAP to
IFRS in certain areas. By and large, the changes are in areas that were not perceived to be major
shortcomings in US GAAP, nor are they areas where there was diversity in practice. The changes
have been proposed now in an effort to achieve convergence. Some comment letters on these
documents have indicated a reluctance to make changes in one or more of the areas covered.
Respondents have suggested that these proposals should be put off because of the significant
changes already being dealt with in the US financial reporting environment. Others have suggested
that rather than adopt the IASB's model, the FASB should seek to find an all new, better model.
These are honest concerns, and the FASB will carefully consider them, but they nonetheless impact
the speed with which improvements can be made, and convergence can be reached.

In another example, consider the issue of what is commonly referred to as divided responsibility in
group audits. The US is one of a very few jurisdictions that allow a primary auditor to disclaim, in
the audit opinion, responsibility for a portion of the consolidated entity audited by another auditor.
The collapse of Parmalat has brought this issue to the front of many people's minds. If convergence
is to be reached in this area, it seems more likely that those jurisdictions that allow divided
responsibility would change and prohibit it, rather than the other way around. However, there are
several reasons cited in support of keeping divided responsibility, including the potential for
increased liability to primary auditors, increases in audit fees, and less work available for local or
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regional auditors, as opposed to those affiliated with multinational firms. Again, these may all be
honest and real concerns, but they raise hurdles to achieving the full benefits of one high-quality set
of standards.

Finally, there were concerns that have been expressed in US regarding FASB's proposal to require
the expensing of stock options. Many believe that expensing stock options will cause a loss of US
jobs, or that valuation models for employee stock options are not sophisticated enough. The US
Congress is considering legislation that would prohibit the SEC from recognizing as authoritative a
FASB standard that requires the expensing of stock options. Again, the concerns are valid. But
again, the consideration of these issues raises the possibility that we will not achieve convergence in
this important area of accounting.

It is tempting to think of a single set of high-quality standards are destination that we are aiming for,
but it is important that we all remember that the destination in question moves over time. 30 years
ago, the conceptual framework for accounting standards didn't even consider fair value
measurement as a potential choice. Now, of course, fair value is very often the preferred
measurement. Similarly, it was once considered to be obvious that non-auditors could not write
effective auditing standards. Now many jurisdictions are increasing the input of non-auditors into
the audit standard-setting process. These kinds of changes are to be expected, and come about
because we are constantly striving to improve standards to reflect the best thinking. So it is
important to understand that accounting and auditing standards, oversight and implementation
programs, and other relevant infrastructure elements will continue to evolve and improve over time.
And that isn't a bad thing. Rather, it is part of the process of constantly improving things.

7.8. Relevance of IAS to the Developing Countries of the World.

Many developing nations do not have their own national accounting standards. The generally
accepted accounting principles (GAAP) that they follow are either the UK, US, or international
standards. In certain countries, governments and central banks have made the IAS mandatory.
Rather than reinventing the wheel, the adoption of IAS, which are high-quality standards developed
after a truly international due process, seems to be a step in the right direction, as it will help the
process of uniformity in international financial reporting.

7.9. Application of IFRS/IAS.
7.9.1. Profit-oriented Entities.

IFRSs are designed to apply to the general purpose financial statements of and other financial
reporting by all profit-oriented entities. This includes entities engaged in commercial, industrial,
financial and similar activities.

IFRSs are designed to apply whatever the legal form of an entity but national law or other
requirements usually determine the application of accounting standards, including IFRS, to
particular entities. For example, the EU IAS regulation applies primarily to companies listed on a
stock exchange whereas some countries require all companies, but not other entities, to apply IFRS.

Occasionally the IASC has limited the application of an IAS to certain entities, as it has, for
example, with TAS 14 Segment Reporting, IAS 33 Earnings per Share and IAS 34 Interim
Reporting.

The application of IFRS to public sector business entities is strongly supported by the IFAC public
sector committee. Its guideline Financial Reporting by Government Business Enterprises requires
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that such entities should present financial statements that conform with appropriate national
requirements and IASs (IFAC Public Sector Guideline 1, 9). This guideline was developed with
considerable assistance from the IASC; the IFAC working party responsible for the guideline was
chaired by the author as secretary-general of the IASC.

7.9.2. Not-for-profit Entities

IFRSs are not designed to apply to not-for-profit activities in the private sector, public sector or
government. The IFAC public sector committee (PSC) is seeking to develop a coherent set of
International Public Sector Accounting Standards (IPSASs), based primarily on IASs'. It has
published a draft Guideline for Government Financial Reporting which seeks to make government
more transparent and therefore more accountable. The draft considered four models of accounting:
cash, modified cash, modified accrual and accrual. The project has now moved into its next phase in
which the committee is developing accounting standards based on IASs for use in public sector not-
for-profit activities. By September 2002, the committee had published the following IPSASs:

IPSAS 1 Presentation of Financial Statements

IPSAS 2 Cash Flow Statement

IPSAS 3 Net Surplus or Deficit for the Period, Fundamental Errors and Changes in Accounting Policies
IPSAS 4 The Effects of Changes in Foreign Exchange Rates

IPSAS 5 Borrowing Costs

IPSAS 6 Consolidated Financial Statements and Accounting for Controlled Entities
IPSAS 7 Accounting for Investments in Associates

IPSAS 8 Financial Reporting of Interests in Joint Ventures

IPSAS 9 Revenue from Exchange Transactions

IPSAS 10 Financial Reporting in Hyperinflationary Economies

IPSAS 11 Construction Contracts

IPSAS 12 Inventories

IPSAS 13 Leases

IPSAS 14 Events After the Balance Sheet Date

IPSAS 15 Financial Instruments: Disclosure and Presentation

IPSAS 16 Investment Property

IPSAS 17 Property, Plant and Equipment

IPSAS 18 Segment Reporting

The PSC has issued exposure drafts of IPSASs based on IAS 24 Related Party Disclosures and IAS
37 Provisions, Contingent Liabilities and Contingent Assets and an invitation to comment based on
IAS 36 Impairment of Assets.

7.9.3. Consolidated and Legal Entity Financial Statements

IFRSs apply to both the consolidated and legal entity (separate) financial statements of an entity.
The legal entity financial statements alone cannot comply with IFRSs if the entity is required by
IAS 27 to publish consolidated financial statements.

National law or other requirements may require or allow the application of IFRS in only
consolidated financial statements. For example, the EU IAS regulation requires only that the
consolidated financial statements of listed companies comply with IFRSs. It leaves to EU member
states to decide whether to require or allow the use of IFRS in legal entity financial statements.
Some member states are likely to continue to require or allow the use of tax rules in legal entity
financial statements while requiring the entity to publish consolidated financial statements that
comply with IFRSs.

The publication of legal entity financial statements by an entity that has subsidiaries is not required
or may be forbidden in some jurisdictions. In such jurisdictions, the consolidated financial
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statements are the only published financial statements and techniques such as the equity method and
proportionate consolidation may be required in those financial statements even when the entity does
not have subsidiaries.

7.10. Format of IFRSs / IASs.

The IASC adopted a new format for IASs in the early 1990s. This format has been used for all the
new and revised IASs adopted from 1992 onwards and for all existing IASs from 1994. It will be
adopted by the IASB. The new format links the standards with the related implementation guidance.
The IASC also moved footnotes into the main text (particularly footnotes to definitions) and moved
explanatory material from definitions to guidance paragraphs.

IASs include paragraphs in bold italic type and IFRSs will include paragraphs in bold type. These
paragraphs are the principles (or standards) in the IAS/IFRS. IASs also include, and IFRSs will also
include, paragraphs in plain type. These paragraphs are implementation guidance. The different
paragraphs have equal authority (Preface, 14).

7.10.1. Principles (Standards).

The principles use the word 'should' in IAS and 'shall' in IFRS. An entity must apply the
requirements of the principles to appropriate and material items in order for its financial statements
to comply with IFRSs. For example, paragraph 7 of IAS 2 Inventories states: "The cost of
inventories should comprise all costs of purchase, costs of conversion and other costs incurred in
bringing the inventories to their present location and condition". This means that the cost of
inventories must comprise all the costs of purchase, costs of conversion and other costs incurred in
bringing the inventories to their present location and condition otherwise the financial statements do
not comply with IAS 2. The financial statements would not comply with IAS 2 if, for example, the
entity used a marginal cost approach for the valuation of inventories.

7.10.2. Guidance Paragraphs

These paragraphs do not use the word 'should' or 'shall'. They explain how to apply the principles
but are drafted to reflect the fact that the circumstances of an entity may be different from those of
another entity. An entity follows the guidance paragraphs in appropriate circumstances otherwise its
financial statements would not comply with IFRSs.

For example IAS 2 includes extensive implementation guidance for the principle in paragraph 7.
The guidance includes the following:

The costs of conversion of inventories include costs directly related to the units of production, such
as direct labor. They also include a systematic allocation of fixed and variable production overheads
that are incurred in converting materials into finished goods. Fixed production overheads are those
indirect costs of production that remain relatively constant regardless of the volume of production,
such as depreciation and maintenance of factory buildings and equipment, and the cost of factory
management and administration. Variable production overheads are those indirect costs of
production that vary directly, or nearly directly, with the volume of production, such as indirect
materials and indirect labor.

This guidance explains what the IASB means by the costs of conversion. However, the guidance is
flexible enough to allow for the fact that the actual costs incurred by any one entity may be different
from those incurred by other entities. An entity follows the guidance but adapts it to deal with the
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specific costs of conversion which it incurs. However, its financial statements would not comply
with IFRSs if those adaptations meant, for example, that fixed production overheads were excluded
from the costs of conversion.

Another good example of the relationship between a principle and the guidance can be found in TAS
27 Consolidated Financial Statements and Accounting for Investments in Subsidiaries. Paragraph
11, the principle, requires the consolidation of all subsidiaries; failure to consolidate material
subsidiaries would mean that the financial statements did not conform to IAS 27. Paragraph 12, the
implementation guidance, helps to determine when a parent-subsidiary relationship exists; it
recognizes that control, the determining feature, may arise in different ways.

Guidance paragraphs also deal with the different circumstances which exist in different countries
and which are important in order to ensure that like transactions and events are accounted for in a
like way, no matter how they are structured. For example:

e [AS 7 explains when bank overdrafts (which arise only in some countries) are included in cash and cash
equivalents in the cash flow statement notwithstanding that they are classified as liabilities in the balance
sheet;

e the guidance in IAS 22 points out that legal mergers are a form of business combination and explains how the
requirements of [AS 22 are applied to legal mergers; and

e [AS 19[1993] pointed out that retirement benefit plans are set up and funded (or not) in different ways and
explained how the same accounting standards were applied to these different circumstances.

7.11. Benchmark and Allowed Alternative Treatments.

Some TASs include two accounting treatments for like transactions and events with one treatment
specified as the benchmark treatment and the other as the allowed alternative treatment. Originally
the TASC intended to use the term 'preferred' but switched to the term 'benchmark' because it
reflected the intention of identifying a point of reference, rather than a preference. The IASC
decided not to require reconciliation from the allowed alternative treatments to the benchmark
(preferred) treatments although certain IASs require the disclosure of the effects of using the
allowed alternative treatment rather than the benchmark treatment.
It was the IASC'S policy, and is the IASB's policy, to require the use of a single treatment for like
transactions and events. Therefore, it is inappropriate for an entity to use the benchmark treatment
for certain events and transactions and the allowed alternative for other like transactions and events.
This policy was confirmed in SIC 18 but had previously been overturned in SIC 1 on the LIFO /
FIFO issue.

7.12. Fair Value.

The term 'fair value' is used extensively in IASs and in the early 1980s the IASC agreed a definition
of the term which has been used in all subsequent IASs. It has been modified only to deal with
liabilities as wells as assets.

'Fair value' is a generic term and is defined as the amount at which an asset could be exchanged, or
a liability settled, between knowledgeable willing parties in an arm's length transaction. When an
asset is exchanged in an arm's length transaction, the consideration is usually an indication of the
fair value of the asset Therefore, most business transactions are carried out at fair value. When the
fair value of an asset cannot be determined for an exchange transaction, it may be estimated from
the market value or some other source.
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Fair value is an accountant's, rather than a valuer's, term and reflects the fact that such values may
need to be determined by reference to sources other than an active market. The International
Valuation Standards explain the distinction between the accountant's notion of 'fair value' and the
valuer's notion of 'market value' (IVA 1).

7.13. Disclosure.

IASs use the term 'disclosure' or the instruction 'disclose' in a broad sense, encompassing items
presented on the face of each financial statement as well as in the notes which form part of the
financial statements. Disclosures required by IASs are made in accordance with the requirements of
those IASs and, unless specified to the contrary, such disclosures may be made either on the face of
the relevant financial statement or in the notes.

7.14. Major Steps Undertaken by Kazakhstan towards Accepting IFRS/IAS.

7.14.1. Introduction.

The single most important constraint to financial sector development in the transition economies in
Central Asia and the Caucasus (CACs) is the small size of the economies. To overcome this
constraint, the CACs must integrate their financial markets with each other or larger countries.
Although this goal is not achievable in the near future, progress can be made towards integration by
harmonizing standards and regulations according to international best practices.

In the area of financial disclosure, the international benchmark is IFRS previously called IAS as
promulgated by the IASB. Although training activities for accountants organized and funded by
various donor organizations have been conducted in the countries in this region over the past years,
most large and medium-sized companies have not yet implemented IFRS even in those countries
that have allowed implementation.

Kazakhstan began transition to IAS in 1995 when a Presidential decree required that businesses use
Kazakhstan’s accounting standards. These standards, based on IAS, were officially adopted during
1996-1997. Training and conversion activities were supported by donor organizations. As of today,
most companies continue to use these standards. In 2002 the Law on Accounting and Financial
Reporting replaced the Presidential decree. This law required transition to IAS and/or IFRS
beginning 1 January 2004 for JSC and 1 January 2005 for all other companies except for very small
businesses. This law was amended to delay the dates for transition to 1 January 2005 and 1 January
2006, respectively.

Banks and financial institutions in Kazakhstan were required to implement IFRS beginning in 2003
(amended to 2004). For several years, banks in Kazakhstan that chose to participate in that country's
deposit insurance fund have been required to prepare financial statements using IFRSs as well as
Kazakh reporting standards. Starting in 2004, all banks are required to participate in the deposit
insurance program. Therefore, all Kazakh banks will prepare IFRS financial statements for 2004.
These institutions are now regulated and supervised by a unified financial services agency, the
Agency of the Republic of Kazakhstan on Regulation and Supervision of Financial Market and
Financial Organizations.

Ministry of Finance of the Republic of Kazakhstan (MOF-KAZ) developed a work plan for the
period 2004-2005 to support the transition to IFRS. Key activities in this work plan were issuance
of guidance commentaries on individual IFRS, a model chart of accounts, and guidance on
accounting policy. Contracting for accountant training was also included.
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7.14.2. Compliance of Major Non-financial JSCs for IFRS/IAS.

Prior to 2005, non-financial companies in Kazakhstan were required to comply with KAS, modeled
on TAS. Companies with an “A” listing (for bonds or equity) on the Kazakh Stock Exchange
(KASE) are required to submit audited financial statements; a number of these companies comply
with either IFRS or US GAAP. Approved auditors for “A” listed companies include the “Big Four”
international audit firms (PWC, Deloitte, E&Y, and KPMG) and BDO Kazakhstanaudit; all of these
firms are capable of assisting their clients in complying with IFRS.

The Director of Accounting and Audit Methodology Department (AAMD) and auditors from the
international audit firms agree that most large and medium-size companies in Kazakhstan follow
KAS but few companies (other than “A” listed companies) report in compliance with IFRS in
addition to the required KAS reporting.

In order to provide appropriate guidance on specific issues encountered in practical transition to
IFRS, the professional organizations in the Republic of Kazakhstan should be encouraged to poll
their members on IFRS conversion issues throughout the implementation period so that
knowledgeable professionals can publish timely articles on how to resolve specific implementation
issues.

7.14.3. Constraints to Adopting IFRS/IAS in Kazakhstan.

A major constraint to adoption of IFRS was the lack of a Russian translation of current IFRS.
Kazakhstan has its own national language and may be required to translate IFRS to that language,
but many accountants rely on the Russian language terminology for accounting terms. In many
instances, accounting terms that adequately describe the technical accounting treatments required by
IFRS are not common in the national language. Given the history of the region, many more
accountants know Russian rather than English (the official language of IFRS). It was, therefore,
necessary to have access to the Russian translation of the official standards and interpretations
promulgated by the IASB.

The accountants of enterprises implementing IFRS needed the Russian text and the MOF
departments responsible for issuing guidance on implementation required it as well.

The most recent IASB approved Russian language translation of IFRS was IAS at 2001. Many
significant revisions have been made to the IAS existing in 2001 and new standards have been
issued. Implementation of IFRS as codified in 2001 is no longer appropriate. USAID financed and
managed a Russian language translation of IFRS 2003 but it was never issued in its entirety. Since
substantial changes were made to IFRS for 2004 to form the so-called “stable platform” of IFRS to
be used by the EU countries’ adoption of IFRS for listed companies in 2005, it was more valuable
to devote attention to translating the “stable platform” (IFRS 2004). USAID supported translation
of that edition into Russian as well. It should be noted that the IASCF maintains rights to IFRS and
requires that translations conform to IASC standards. IASCF will sanction only one translation into
any language. The required review procedure to ensure the quality of translation has been
cumbersome for the Russian language translation. Throughout the project, the international and
local consultants corresponded with the IASC and the USAID project team responsible for the
translation to obtain the official Russian language translation of the IFRS “stable platform”.
Although representatives of IASC stated that the translation would be approved soon, it had not yet
been issued in September 2005. In the absence of a current Russian translation of IFRS, the
domestic Accounting Experts made a major contribution to the implementing agencies in all four
countries through their skill in the English language and ability to read and interpret IFRS in their
official English form.
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The international consultant explored the possibility of arranging translation of summaries of IFRS
into Russian language. These summaries which are available on the Deloitte website
www.iasplus.org may be duplicated as long as the copyright information is clearly marked on each
page. While the summaries do not replace the need for the complete standards, they do provide
information that the accountants need now.

MOF-KAZ had developed a plan of activities for transition to IFRS. The plan defined activities to
be carried out by AAMD, the tax committee and the department of legal services. A major portion
of the plan was development of methodological recommendations on application of each IFRS. The
plan also included establishing a web page for IFRS transition, review of laws and statutes for
compliance with IFRS, training of MOF-KAZ staff, training of accountants, translation of IFRS
into state language (Kazakh), seminars for enterprise accountants, and other items. The majority of
the tasks were to be accomplished by AAMD by the end of 2004. Since AAMD had already
established an action plan they were focused on accomplishing the tasks defined in that plan rather
than additional undertakings. The obstacles deemed by AAMD to need the most urgent attention
were:

1) Lack of Russian language translation of IFRS; and

2) Need for guidance on IFRS and how to implement each of the standards.

Whereas the AAMD was not interested in an action plan for overcoming additional obstacles to
IFRS implementation, the Vice Minister of Finance-RK was eager to know international best
practice for successful transition to IFRS. The international consultant developed a list of
considerations/suggestions for successful implementation of IFRS (or “roadmap”) based on
international best practices. This listing included steps necessary to overcome the obstacles to
sustainable implementation of IFRS. The timetable in the “roadmap” was formulated so that it did
not directly contradict the existing MOF-KAZ action plan although in some cases deadlines were
extended

Several suggestions from the best practice “roadmap” that had not previously been included in the
action plan were adopted before the end of the project:

1) MOF-KAZ interpreted the January 1, 2005 deadline for implementing IFRS in JSCs to
mean that companies would be allowed to report according to IFRS in 2005 but that full
compliance with IFRS would not be required until January 1, 2006 (annual reports issued in
2009). Since full compliance with IFRS requires comparative financial statements,
mandating that companies report in compliance with IFRS beginning in 2005 would require
them to restate 2004 in compliance with IFRS. This would entail lengthy reworking of the
previous year’s balances and activities. The project team was encouraged by MOF-KAZ’s
decision.

2) Assistance was requested from EU TACIS to analyze “existing legislative and regulative
acts and to produce concrete and workable recommendations on bringing them in
compliance with the IFRS”6. The work began in April 2005.

3) Changes proposed to the Law on Accounting and Financial Statements in conjunction with
the EU TACIS project above included establishment of a “Consultative body on accounting
and financial reporting” with many functions of an Accounting Standards Board. The
proposed body would be comprised of experienced auditors, accountants, and academicians
appointed by MOF-KAZ.

Therefore, MOF-KAZ should revise their action plan for implementation of IFRS incorporating
suggestions included in the “roadmap” for successful IFRS implementation, taking care to establish
a realistic and achievable timetable.
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7.14.4. Developing IFRS Implementation.

Accounting in the Soviet era was highly standardized and included specific instructions for
accounting and bookkeeping for each and every transaction. Charts of accounts were standardized
throughout all countries and used by all entities. Choices among various acceptable accounting
treatments and flexibility to tailor the system to the needs of a particular organization were not
allowed. Unlike the former system with its detailed instructions for bookkeeping, IFRS are
statements of proper ways to report economic activity. They do not include detailed instructions for
implementation, correct bookkeeping entries or which accounts to debit and credit. Although it is
hoped that over time accountants in Kazakhstan will be able to use professional judgment in
adopting accounting treatments without detailed instructions, this is not possible at the present time.
Specific guidance is required.

An additional problem relating to implementing IFRS that is mentioned earlier is the lack of IFRS
text material. IFRS are copyrighted materials and even in English (official IFRS language) the
bound text or electronic subscriptions are expensive (more than $100). There is a problem with
translations because IASCF has stringent translation requirements and pricing policies. The result is
that IFRS is being required in these countries but the text of the standards is not available to
accountants because of language and price.

Guidance documents (“methodological recommendations”) issued by Ministry of Finance can
include much of the information from each IFRS with specific guidance on implementation without
violating copyright thereby giving accountants access to the substance of each standard.

The Vice Minister of Finance-RK and the Director of the AAMD placed this task as their highest
priority for IFRS’s transition-related activities. Specific implementation guidance documents to be
developed listed in the MOF-KAZ action plan were:

1) Methodological recommendations (commentaries) for application of 31 individual IFRS;
2) Recommendations for developing company accounting policies;

3) Recommended chart of accounts and instructions for its use;

4) Guidance for industry specific accounting treatments; and

5) Revision of recommended forms for source documents.

Methodological recommendations for each IFRS and guidance for developing accounting policies
were considered the most urgent need. MOF-KAZ requested that the “Big Four” international audit
firms, BDO and professional organizations assist in drafting recommendations. The final
methodological recommendation would then be reviewed and approved by an Expert Council
appointed by MOF-KAZ before publication. The Director of AAMD requested that the project’s
domestic consultant act as coordinator for this activity.

The timetable in the action plan for publishing the guidance documents appeared overly ambitious
even with the assistance of the project because of the limited resources in AAMD. The entire
department has 20 employees in addition to the Director and Deputy Director for both audit and
accounting methodology. Ten employees were assigned to the accounting sub-department, only five
to the IFRS division. Most of the staff are recent graduates with little or no practical accounting
experience and little knowledge of either IFRS or the English language. (The official language for
IFRS is English.) It should be noted that over the year of project implementation in Republic of
Kazakhstan, there was considerable turnover in this staff, the most highly experienced staff
members in the IFRS division left the department. Note also that although the original timetable
required 31 methodological recommendations to be issued by the end of 2004, drafting was not
scheduled to commence until the Russian translation of IFRS was available.
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Obtaining a recent Russian translation of IFRS was a major problem. MOF-KAZ expected that the
IASB sanctioned Russian translation of IFRS would be released in early 2004, but it was delayed
and not yet released in the summer of 2005. The most recent Russian Wiley IFRS 2005:
Interpretation and Application of International Accounting and Financial Reporting Standards by
Barry Epstein, et al. language translation available to the staff was the 2001 version of IAS.
Important new standards had been issued after that date and many revisions made to existing
standards, some profound. Guidance based on any version of [FRS before the 2004 version (“stable
platform™) would be incomplete at best. In some cases it would contain significant errors. In order
to provide current IFRS information, the project team:

1) Arranged for subscription to the electronic version of IFRS (English language) from the
IASCF and Wiley IAS 2004, which provides information on application of IFRS.

2) Provided a summary schedule of newly issued standards and changes to existing IAS since
2001.

3) Conducted training sessions for AAMD staff in IFRS theory and concepts with emphasis on
the “stable platform”.

4) Obtained current Russian translations of international accounting textbooks and journal
articles pertaining to IFRS for AAMD staff use.

The domestic consultant’s role as coordinator for the methodological recommendations was
expanded because of the needs of the AAMD. At the insistence of the Director of AAMD, the
methodological recommendations were drafted by AAMD staff (rather than the international public
accounting firms or professional organizations). This process required review and significant input
from the domestic consultant. Three recommendations were drafted entirely by the domestic
consultant due to the complexity of the standard. Each methodological recommendation included:

1) An explanation of the standard;

2) Guidance on how to apply the standard in Kazakhstan;

3) Explanation of how the IFRS treatment differs from KAZAS;

4) Illustrations of how to apply the standard using journal entries for both simple and complex
cases.

After each draft was complete it was sent to the international public accounting firm (KPMG,
Deloitte, Ernst & Young (E&Y), PWC or BDO-Kaz) that had agreed to assist on that particular
standard for review and editing. The domestic consultant communicated with the firm to expedite
review and resolve questions. Upon receiving the edited recommendation document, the domestic
consultant again coordinated review by the deputy director of AAMD and revision of the
recommendation. Once this additional revision was complete, the recommendation was submitted
to the Expert Council for approval.

After unsuccessful attempts to assemble the Expert Council on a regular basis to consider the
recommendations, it was decided that they would communicate by email rather than meet together
as a group. Each member had questions and comments on the recommendations submitted. The
domestic consultant worked with the AAMD staff, the audit firms and the council members to
resolve the issues relating to the commentaries so that a final document emerged that was approved
by the council. This was a lengthy process requiring much time and effort by the domestic
consultant. Success was due in large part to his thorough knowledge of the standards and diplomatic
advice. At the request of AAMD the domestic consultant’s original contract for seven months was
extended to ten and then eleven months (through July 2005) to accommodate this work.

At 31 July 2005, 16 methodological recommendations had been approved by the Expert Council for
official release. Another 15 had been drafted and were being reviewed by the international auditing
firms and/or Expert Council. Materials and guidelines were provided for three additional standards
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in the process of being drafted by AAMD staff. Arrangements were made with the professional
organization CoPAA to review and assist in drafting the recommendations in process at the end of
the project.

The project team also provided assistance to AAMD in drafting the Recommendation on
Accounting Policy (approved by the Expert Council), revision of model forms for financial
statements for companies with state ownership and numerous other issues and accounting
treatments. Although the project team assisted in developing the model chart of accounts, the chart
has not yet been finalized at that time. Lack of a model chart of accounts made correct application
of accounting treatments based on IFRS difficult for enterprise accounts and delayed adaptation of
accounting software used by enterprises to record transactions and prepare financial reports.

Therefore, MOF-KAZ should provide further training in IFRS to government staff, especially in
AAMD. If rules regarding tender process make contracting for high quality training difficult, MOF-
KAZ should request donor aid for such training.

7.14.5. Conducting Workshops for Accountants from Major JSCs.

Training courses on IFRS have been conducted in Kazakhstan for years. Many accountants have
been trained but few companies have actually adopted IFRS. It should be noted that compliance
with IFRS means adherence to all aspects of every applicable IFRS including comparative data for
previous year/s and all necessary notes and disclosures. Although the ultimate goal for major
companies in Kazakhstan is full compliance with IFRS, it is not possible for most companies to
achieve full compliance in the immediate future. The concept of additional notes and disclosures as
required by IFRS is new to companies in the region. International audit firms in the region report
that extensive assistance must be provided to client companies in order to develop required
disclosures for those companies reporting in full compliance with IFRS or US GAAP (e.g. KASE
“A” listed companies). For the purposes of this project “actually adopting IFRS” is interpreted to
mean adopting those accounting policies and procedures that are in compliance with IFRS
accounting and reporting treatments. While training in IFRS should include information on required
notes and disclosures and comparative data required the initial emphasis should be on
implementation of proper accounting treatments.

To assist in developing practical training materials, the international consultant provided examples
of training programs and IFRS conversion materials developed with ADB assistance in Mongolia
and several USAID funded accounting reform projects in countries of the FSU. In addition, each
domestic consultant was provided with the most recent practical guide to implementing IFRS
published by the World Bank Group.

As it was mentioned earlier, the primary focus of activities in Republic of Kazakhstan was on
providing assistance to AAMD in developing methodological recommendations for implementing
IFRS. AAMD considered promulgation of this guidance to be a necessary precursor to training on
conversion to IFRS. MOF-KAZ’s action plan included conducting seminars for accountants in the
regions without help from international donor organizations. The project team understood AAMD’s
urgent need for assistance with the methodological recommendations, but nevertheless saw value in
conducting at least an initial training for enterprise accountants. The Director of AAMD agreed that
assessing the needs of accountants in the major JSCs not already being assisted by international
audit firms would assist them to delineate appropriate training for implementation of IFRS. In
addition, AAMD was interested in educating government staff in both AAMD and tax departments
in the issues that enterprise accountants will face in implementing IFRS.
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One three-day training seminar was conducted in Ust’-Kamenogorsk, a city in the Eastern-
Kazakhstan’s Region, the third most populous region after Almaty and Karanganda. Ust’-
Kamenogorsk was chosen for its wide range of industrial activity. The seminar was conducted in
cooperation with the professional organization CoPAA who invited accountants from major joint-
stock companies in the area. 31 accountants from 24 JSCs participated in the seminar. At the
request of AAMD, 11 regional tax department staff and three members of the Regional Committee
on State Property and Privatization as well as two representatives of a major accounting software
company were also invited. Two representatives of AAMD participated in the seminar as resources
rather than trainers.

The first goal of the workshop was to train accountants from JSCs. Since most JSCs issue financial
reports according to KAS (which largely conform to older IAS) the emphasis in the training was on
recent changes to IFRS and the requirements of the “Stable Platform”. Topics discussed included
the provisions of current IFRS that differ from KAS, required changes in the company’s accounting
policy, and IFRS 1: First Time Adoption of IFRS rather than on practical examples of how to
convert to IFRS. A model chart of accounts had not yet been approved; therefore AAMD did not
want practical case studies included in the program. All approved IFRS methodological
recommendations were distributed to the participants.

The second goal of the workshop was to provide an opportunity for accountants to have access to
AAMD and tax department staff in order to ask questions and get information on plans for I[FRS
implementation as well as for AAMD staff to learn what is happening in the field. The participants,
especially those from JSCs, actively engaged in the training and asked many questions. Questions
were solicited at the beginning of the seminar and at the end of each day as well as during the
sessions. The project team and AAMD representatives devoted the time necessary to provide
comprehensive answers to each question. Some questions relating to tax issues could not be
answered because decisions had not yet been made regarding some of the tax issues relating to
IFRS implementation. Participants’ remarks made clear that they placed high value on the
opportunity for direct and open communication with MOF-KAZ staff.

The third goal of the workshop was to provide information to AAMD to use in designing
specifications for regional trainings financed by MOF-KAZ to be held later in the year. This
information was collected as part of the evaluation forms distributed at the end of the training. The
accountants were asked to indicate preferred format, duration, and topics for MOF-KAZ IFRS
conversion accountant training. This feedback was used by AAMD in the tender offer for the
upcoming trainings.

Responding to questions on the evaluation form, accountants specified the following ways that
MOF-KAZ could act to facilitate transition to [FRS:

1) Hasten publication of methodological recommendations for IFRS.

2) Make available Russian translation of current IFRS.

3) Increase communication with the public. (Example: MOF-KAZ does not report which guidance documents are
in process or when they will be issued.)

4) Harmonize tax and financial reporting. (This is a frequent request by former Soviet accountants but is rarely
practicable.)

5) Establish a web site for information and questions.

6) Provide a detailed case example of transition from KAS to IFRS.

Major obstacles to implementation of IFRS noted either during the sessions or in the questionnaires
included:

1) Need for more guidance from AAMD, especially in terms of a suggested chart of accounts;

2) Need for a knowledgeable official body to field questions on IFRS and transition issues; lack of high quality
training on current IFRS;

3) Lack of availability of Russian translation of IFRS;
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4) Onerous requirement for parallel accounting during implementation;
5) Changes needed to accounting software or cost of new software;

6) Contradictions between current Kazakhstan’s legislation and IFRS;
7) Lack of qualified auditors and consultants; and

8) Lack of support from shareholders for the transition.

Therefore, MOF-KAZ should make the process of IFRS conversion guidance more transparent to
the accounting community by publishing clear information on what specific IFRS guidance will be
issued and targeted release dates as well as IFRS reporting deadlines. The schedule could be
published on the MOF-KAZ website. Without information on what guidance will be issued when,
enterprise accountants tend to postpone implementation of IFRS.

In order to facilitate prompt transition to [FRS, MOF-KAZ should begin practical training in how to
implement IFRS for enterprise accountants in the regions of Kazakhstan as soon as possible. The
training schedule should be planned so that it does not conflict with existing reporting deadlines for
JSC accountants.

After the initial training workshops recommended above, MOF-KAZ should facilitate roundtables
for enterprise accountants and auditors during the period of transition.

7.14.6. Recommendations.

The following recommendations can be used to further facilitate transition to IFRS in Kazakhstan:

1) The government should support additional regional workshops on accounting reform to facilitate exchange of
information between countries transitioning to IFRS. If resources are not available donor support should be
sought.

2) The audit profession should be developed to international standards of quality. Compliance with IFRS can be
determined only by an audit of financial statements undertaken by knowledgeable auditors in compliance with
international standards on auditing. The education, licensing and practice monitoring of auditors in each
country should be evaluated for compliance with international best practices.

3) Deficiencies should be remedied. The international donor community should support development of the
profession if the government in cooperation with professional associations in each country does not have
sufficient resources to do so.

4) The professional organizations in Kazakhstan should be encouraged to poll their members on IFRS conversion
issues throughout the implementation period so that knowledgeable professionals can publish timely articles on
how to resolve specific implementation issues.

5) MOF-KAZ is encouraged to revise the action plan for implementation of IFRS incorporating suggestions
included in the roadmap for successful IFRS implementation which was prepared under the TA, taking care to
establish a realistic and achievable timetable.

6) MOF-KAZ should establish and publish a model chart of accounts as soon as possible. If MOF-KAZ decides
not to recommend a chart of accounts, it should publicize that fact so that professional organizations like the
CoPAA can publish model charts of accounts for companies to use. Without concrete guidance on charts of
accounts, enterprise accountants will be very unlikely to fully adopt IFRS.

7) MOF-KAZ should provide further training in IFRS to government staff, especially in AAMD. If rules
regarding tender process make contracting for high quality training difficult, MOF-KAZ should request donor
aid for such training.

8) MOF-KAZ should make the process of IFRS conversion guidance more transparent to the accounting
community by publishing clear information on what specific IFRS guidance will be issued and targeted release
dates as well as IFRS reporting deadlines. The schedule could be published on the MOF-KAZ website.
Without information on what guidance will be issued when, enterprise accountants tend to postpone
implementation of IFRS.

9) In order to facilitate prompt transition to IFRS, MOF-KAZ should begin practical training in how to implement
IFRS for enterprise accountants in the regions of Kazakhstan as soon as possible. The training schedule should
be planned so that it harmonizes with existing reporting deadlines for JSC accountants.

10) After the initial training workshops recommended above, MOF-KAZ is encouraged to facilitate roundtables
for enterprise accountants and auditors during the period of transition.
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7.15. Abbreviations.

IASB — International Accounting Standards Board

IASC — International Accounting Standards Committee

IASCF - International Accounting Standards Committee Foundation
IAS(s) — International Accounting Standard(s)

E — Exposure Draft (IASC)

ED — Exposure Draft (IASB)

SOP — Statement of Principles (IASC)

DSOP - Draft Statement of Principles (IASC)

IFRS(s) — International Financial Reporting Standard(s) (IASB)
IPSAS — International Public Sector Accounting Standards

SIC — Standing Interpretations Committee (IASC) - used for both the committee itself and the interpretations
issued by the committee

SIC D — Draft interpretation issued by the SIC

EU — European Union

FASB — Financial Accounting Standards Board

FAS — Statement of Financial Accounting Standard (USA)

FEE — Federation des Experts Comptables Europeens

FRS - Financial Reporting Standard (United Kingdom)

GAAP — Generally Accepted Accounting Principles

IAPC — International Auditing Practices Committee

ISA — International Standard on Auditing

ICMG - International Capital Markets Group

IFAC — International Federation of Accountants

IOSCO - International Organization of Securities Commissions
IVSC — International Valuation Standards Committee (formerly The International Assets Valuation Standards
Committee - TIAVSC)

IVS(s) — International Valuation Standard(s)

SSAP — Statement of Standard Accounting Practice (United Kingdom)
KAS — Kazakhstan Accounting Standard(s)

USAID — United States Agency for International Development

JSC — Joint-Stock Company

CACs — Central Asia and Caucasus

KASE — Kazakh Stock Exchange

MOF-KAZ — Ministry of Finance of the Republic of Kazakhstan
AAMD — Accounting and Audit Methodology Department
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7.16 List of IFRS/IAS/IFRIC/ SIC.

The list of International Accounting and Financial Reporting Standards (IAS/IFRS) and their
interpretations (SIC) is provided in the table below:

International Financial Reporting Standard / International Accounting Standard / SIC

IFRS 1 | First-time Adoption of International Financial Reporting Standards

IFRS 2 | Share-based Payment

IFRS 3 Business Combinations

IFRS 4 Insurance Contracts

IFRS 5 | Non-current Assets Held for Sale and Discontinued Operations

IFRS 6 Exploration for and Evaluation of Mineral Resources

Presentation of Financial Statements (revised July 1997; effective for periods beginning on or after July 1,

1AS1 |90

IAS 2 Inventories

IAS 7 Cash Flow Statements

Accounting Policies, Changes in Accounting Estimates and Errors (Note: paragraphs 19-22 of IAS 8 have
IAS 8
been superseded by IAS 35)

Events After the Balance Sheet Date (Revised May 1999; effective for periods beginning on or after
IAS 10
January 1, 2000)

IAS 11 Construction Contracts

Income Taxes (replaced by IAS 12 [revised 1996], Income Taxes, effective for periods beginning on or

IAS 12 after January 1, 1998)

Segment Reporting (replaced by IAS 14 [revised 1997], Segment Reporting, effective for periods
IAS 14 2
beginning on or after July 1, 1998)

IAS 16 | Property, Plant, and Equipment (revised 1998 by issuance of IAS 36)

Leases (replaced by IAS 17 [revised 1997], Leases, effective for periods beginning on or after January 1,
1999)

IAS 18 Revenue

IAS 17

Employee Benefits (replaced by IAS 19 [revised 1998], Employee Benefits, effective periods beginning on
IAS 19
or after January 1, 1999)

IAS 20 | Accounting for Government Grants and Disclosure of Government Assistance

IAS 21 | The Effects of Changes in Foreign Exchange Rates

IAS 23 | Borrowing Costs

IAS 24 | Related-Party Disclosures

IAS 26 | Accounting and Reporting by Retirement Benefit Plans

IAS 27 | Consolidated and Separate Financial Statements

IAS 28 | Investments in Associates (revised 1998 by issuance of IAS 36)

IAS 29 | Financial Reporting in Hyperinflationary Economies
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IAS 30 | Disclosures in the Financial Statements of Banks and Similar Financial Institutions

IAS 31 | Interests in Joint Ventures (revised 1998 by issuance of IAS 36)

IAS 32 Financial Instruments: Disclosure and Presentation

IAS 33 | Earnings Per Share

IAS 34 | Interim Financial Reporting

IAS 36 | Impairment of Assets

IAS 37 | Provisions, Contingent Liabilities, and Contingent Assets

IAS 38 | Intangible Assets

IAS 39 | Financial Instruments: Recognition and Measurement

IAS 40 | Investment Property

IAS 41 | Agriculture

IFRIC 1 | Changes in Existing Decommissioning, Restoration and Similar Liabilities

IFRIC 2 | Members' Shares in Co-operative Entities and Similar Instruments

IFRIC 3 | Emission Rights

IFRIC 4 | Determining Whether an Arrangement Contains a Lease

IFRIC 5 | Rights to Interests Arising from Decommissioning, Restoration and Environmental Rehabilitation Funds

SIC7 Introduction of the Euro

SIC 10 | Government Assistance — No Specific Relation to Operating Activities (IAS 20)

SIC 12 | Consolidation — Special Purpose Entities (IAS 27)

SIC 13 | Jointly Controlled Entities — Non-Monetary Contributions by Ventures (IAS 31)

SIC 15 | Operating Leases — Incentives (IAS 17)

SIC 21 | Income Taxes — Recovery of Revalued Non-Depreciable Assets (IAS 12)

SIC 25 | Income Taxes — Changes in the Tax Status of an Enterprise or its Shareholders (IAS 12)

SIC 27 | Evaluating the Substance of Transactions Involving the Legal Form of a Lease

SIC 29 | Disclosure — Service Concession Arrangements

SIC 31 | Revenue — Barter Transactions Involving Advertising Services

SIC 32 | Intangible Assets — Web Site Costs
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8. Useful Forms of Documents.

Our class web site provides link to the file containing examples for printable form of documents
used in day-by-day accounting work. In particular, you can find forms of documents related to
payroll...
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. cash operations...
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... as well as a full set of acts necessary to conduct properly accounting for Fixed and Intangible
Assets, and reflect correctly stock-taking procedures:
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9. An Overview of Kazakhstan's Tax Code.

The next important legislative document regulating the order of tax accounting in Kazakhstan is
Kazakhstan's Tax Code:

KOAEKC
PECNYBAUKU KA3ZAXCTAH

O HAAOTAX U APYTUX OBA3ATEABHbIX
NAATEXAX B BIOAXET

(HAAOTOBbIN KOAEKC)

no COCTOAHMUIO
Ha 1 aHBaps 2006 .

I'J Ne 53 - 55, 2005 r.
)OI S 7355

" v b o
MaptHep epnycka:

AT®D) baHk

bank ans Yeepennoro Pocra
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This document was introduced several years ago to incorporate lots of separate instructions
regulating the order of computing and paying taxes in Kazakhstan. Now, the most important
statements for each kind of tax are presented as a single document:

Hanoroewnit xomexe. O6man 9acTs

HOOEKC PECMYBINWMKKM KAZAXCTAH
O HANOMAX M APYTX OBABATENEHBIX
MNATEXAX B BIOMKET (HANOrOBbIA KOOEKC)

C uaseHEHUAMU U JONGNHESHURMY O,
21 wapma 2002 2 NehNe 310-I1 0 312-11. 23 woabpa 2002 & Ne 358-1, 8 awdaps 2003 2.
Mo 375, 13 mapma 2003 & Ne 39401, 16 man 2003 & Ne 416-11. 4 wona 2003 & Ne 47511,
10 wens 2003 & Ne 483-1l, 29 wortpa 2003 2. Ne S00-11

1. OBLAS HACTE

Pasgen 1 OBLLME
NONOMEHWSA

Frnasai
OCHOBHBIE NONOHEHHWA

Cmames 1 OTHOWEHWA, perynMpyemMsie HacToAWMM Kogexkcom

HacToauMi Kofess peryiupyeT BNACTHEE OTHOWEHWA NO YETAHOBNEHWD, BBELEHHD W
NOpARKY MCYUCNEHWA W YNINATH HANOMoE W ApyTHX ofAzaTenuHLx NnaTexel B GoaHeT, a
TalHe OTHOWEHAR Me¥ay roCyAapCTEOM B HANOMOMNATENEWHKOM, CEASBHHEE C MCTONHe-
HHEM HENOMOBLY O0AATENLCTE

Cmames 2. Hanoroeoe 3akoHofaTenscTeo Pecnybnui KazaxeTad

1 Hanorosoe JEKOMONATENLCTRO PecryBnvk KA3aXCTaH COCTOMT W3 HACTOAWero Ko
ASHCE, 8 TAKHE HOPMBTHBHLIX NPABOELY AKTOE, NPHHATHE KOTOPLIX NPEAYCMOTPEHD HE
CTOALWKM KopencoM.

2. HH HE KOrg He MoHeT OiTh BoanomEHa o0AIaHHOCTE MO YNNETE HENoroE W ARYTHE
obAZaTaNEHEIX MNAaTeXMEA B BOgMeT He NpeayCcMOTPeHHEY HACTOAWMM Kogarkcom.

3. Hanotv W gpyrwe o0AZaTeNsHBIE MNATEHM B GG0HET YCTAHARNWBAKITCA, BROAATCA, HaME
HAKTCA MM OTMEHAKKTCA B NOPALKE M HA YOI OBMAX, YCTAHOBNEHHLD HECTCRWMM Kaaexkcom.

4, TMpy HENWYMK NPOTHBOPEYHA MEXDY HACTORLLHM KonekcoM u ARYTHMA JRKOHOQS
TENsHEMH akTamy PecryGnni KasaxcTad B Yyenax HanorooSnoseHnA 4ecTEYIOT HOpME
HAacToAWers Hogekea 3anpeljaeTed BRAIGYEHWE B HEHANOMOBOE 3AKOH OIATEMABCTEO HOPM,
PEMYAHPYIOLIHY HANOTNOBLIE OTHOWEHWA, KDOME CNYyYASs, NPeayCMOTPEHHEY HACTORLMM
Kogerzom.

5, Ecnu MesiyHapogHelM Aofo8opoM, paTHUUMpoBaHHeM Pecrybnusol KasaxcTau,
YOTAHCBNEHE WHRE NpaBWna, Y&M Té, KOTODE COASDHATEA B HACTOALEM Kogekce, npK
WMEHRICTEA NpABANE YHIIAHHOMO AONOBODE .

Cmames 2, JencTene HANOrOBOMD 3AK0HOOATENLCTEA

1. Hanoroeoe JaKOHOOATENECTES QeHCTEYET Ha Boed TeppuTopud Pecrybnuen Kasax-
ETEH M PACOPOCTPAHASTCA HA cHMIHYECHNE NHUA, KPHIMYECKHE NHUA W WX CTPYKTYPHBE
MOAPAINENeHHA,

2 JeroHogaTensHele akTe PecryGnuka KasaxcTad, BHOCAWME MIMEHEHHRA W A0NoNHE
HWA B HECTOAWMA HKogere No YCTEHOBMNESKMIC HOBLIX HANSTOB W APYTHX OBAIETENBHLIX NNa-
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32 Hanoroewit konere. OcobeHHAS 9a0TE

2 MNoepRACK NMKBALALMW IBPHAWYECKOro NMYA NPWEHAHHOND DAHKDOTOM, OCYLWeC TN AET-
CA B COOTBETCTENW C 3BHOHOAaTPMLCTBOM "ecnyGnukw KasaxcTad ¢ GaHKpOTCTEE,

Fmasa 10
OCHOBAHMA NPEKPALUEHHWA HANOMOBOMO OBASATENBCTEA

Crnamies 57 MNpexpaiileiie HANRGroBore oGAIATeNLETES QHIMYecKOrD NkLa
Hanorcaos ofR3aTenscTEO IMIMYEcHONe NMUA NPeRpaWaeTcr

1jco cMepTho;

2) cO BCTYTNEHHEM B CHAY DEWEHHA cyaa of OBLABNEHHA Ero yMepLLHM

Cmames 58 MNpekpaweHe HANOroBoOND 0BAIATANLCTEA FPHOMYECKOro NHLA

Hanorosoe oSasaTenboTao IOPMANY BCHORD ANLA NPEKPALLAETER

1) necne NoenHon NRKEXEELWA

21 noecne NoNHOR PECpraHMIaLMi MYTEM NPMCOSAMHEHRNA (B OTHOWEHWH NPHCOSQHHHE
WERGEA KPUANYECKIND MMLA) CAWAHKMA, pasaeneHUs 1 NpeoBpascaanun

2 OCOEEHHAA YACTE
Pasgen 3
OBLME MNONCHEHINA

Mnaea 11
BAALI HANOrOB W APYIMX OBA3SATENBHEIX NNATEKEN B BHOOMET

Cmames 53 OGwMe NONOXEHWA

1 B PecnyGnure KazaxcTaH AeACTEYOT HANGTH ¥ APyTHe oDATETENEHHE NNATENN B
GlogReT YCTAHOBNEHHEE HACTORWNM Kogesoom

2 HanorW Nnogpa3sgenfioTca Ha NDAMBIE W KOCBEHHB @ K KOCBAHHBIM HANOMAM OTHOCAT
£A HANGE HA AOSARNEHHYID CTOMMOCTD W AKLIM3

3 CyMMB HANOMOB W 4pYTHX 0SAIATENDHEI NAATEWER NOCTYNACT B L0X00H COOTRET
CTEYIOWWY BHOARETOR B NopALKE onpeaensHHom 3aroHon PecryGnum KasaxcTan "0 Giog
HETHOH CUCTEME W 38KOHOAATENLCTEOM O PacnyGnMEaHCKoM BIoaHeTe HE COOTBETCTEY
HCALMA Fo,

Cmames 60 Hanor

1 KopnopaTMeHbid nogoxeiHblid Hanor

2 H AMEA AYANBHER NOLoKOLHER Hanor

3 Hanor Ha AobaEneHHYD CTOWMOCTh

4 ALnam

5 Hanom u cneyanbHbe MNBTEM HeaponNanbIcaaTenad.
6 CouMansHER Hanor

7. 3eMensH=i HANOr

& Hanor Ha TPEHCNOpTHEE CPeacTBa

9 Hanor Ha HMYyLWEeCTE,
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Tax Code provides general legislative base for tax accounting, as well as detailed information on
each tax and fee. For those taxes that require separate scales for residents and non-residents, the
necessary information is also provided:

Paszden 7, Ocobennocmu narozoobaoncenun doxodos nepezudenmos 85
Fraca 2 7 O6uue nonoxcenis

Pazpen 7
OCOBEHHOCTH HANOIMOOBNOMXMEHKWA
JAOXON0B HEPE3WAEHTOB

Maea 27
CELME NONCHEHAR

Cmames 175 O6Wees NoncseHne

HacToAwuA paspen packpoiBaeT ocobeHHOCTH OSNOHMEHHA KOPNOPATHEHBIM W MHAWEH-
AYansHEIM NOLCXOIHEIMU HRNOT2MW ACXOACE W3 MCTCYHWKOS B PecryBnuke Wasaxcrad.
NOAYHAEMED HMAMYECKA MU W IODRAHYECEMMA NHLAMKH, ABNAKWMMACA HERE 3MLSHTA MK

Cmames 176 PEafeHTsl W HEDESMAEHTSI

1 Pesvpentamd PecryBnuid KaiaxeTaH B Uenax HacToAwWwers Kopesea NpHaHaKTea
uznvecime nuUa, NOCTOAKHO Npebsieaowmne B Pecrybnnmee KasaxcTad, Hin UeHTD ¥M3HeH
HELY WHTEDECOR KOTOPBX HaxoauTea B PecrmyBnuke KazaxcTa, HNHM yKAIAHHNE B MyHKTe 4
HECTORWed CTATLA

2 OHIHYECKDe NWYO NDMIHASTCA NOCTORAHHE NpebBacuM B PecryBnnke KazaxeTau
ANA TEKYWEro HanoroBorg NEpUoOa. Scn OHSG HaXoaWTCR B PecryGnuee KasaxcTaH He
MEHEE CTA BOCEMUOBCATH TPEX KANEH4ADHEY aHel & Nobom NocneacaaTensHoM 4BeHag
LATHMECAYHOM NEPHOLES, OHAHYHBAKLEMEA B TEKYLSM HANOrOBOM NepUoe
PHaMYEcKoe NAYO TAKHE NPHIHAETCA NoCToAMHO Npetaeanwum B PecryGnnke KasaxcTad
ANA TERYLLErD HANOTOBOTo NEpHOAA, ecNM KonwYecTBo AHed Npefoipanna B PecmyGnnre
KB 3axXCTaH B TEXyWEM HANOTCBOM NEPUOAE W ABYX NPeALYILME HANOToBHX NePHOoLaX.
ONpEAENeHHOe C NPMMEHEHMEN K KENAOMY HANOMGBOMY NEPNOLY HHMEYKAZAHHEX Koadhdu-
LUMEeHTOR, COCTABNAST HE MEHES CTA BOCOMWAECATA TPEX KANSH APHLIX AHel 1 —
KONHMYEcTEBO AHEeR NpeSeBaHNA B TeKyYLWeM HANOroBOoM Neproge, 13 — KonnyecTes gHel
NpefelSaHus B NEpBOM NPedsAYILEM HANOroBoM Neproge, 1/56 — KoNMYecTeo aHel
NpebbBaHKA BO BTOROM NPEABIAYILEN HANCTOBOM Neprane. ECNKM B TEKYLWEM HANOrOBom
nepuoge UKy eckoe NHUYo npoxueano & PecryBnuke KazaxeTad
MEHEETPUALA THKANEHAAPHBIXAHER , TO TAKOE W ZMHECKDE NHLO HE NDWIHAETCA MOCTOAHHO
npebosacwrm B PecryBnure KasaxcTau

Ana yeneid HACTORWErD MyHKTA DUIMYECKOe MY DACCMATDUEASTCH KAK HEDEIMAEHT
OnAa neproga, cNefyslers 38 NocneaHim gHeM NpedolBadnA B PecnyGnuke Hasaxcrad,
SCNM NHUO HE CTEHET PEIWASHTOM B rogy. CNesyiowes 33 rogoM. B KOTOPOM 33KBHYME3ETCA
npeSouiBaHM e 3TOMD NMUA B Pecrynuke KasaxcTaud

3 UeHTp #»03HEHHEX WHTEPECOB W 3MNSCKOND NWUE PARCCMBTPHBASTCA KaK HEXOLA
WKHACA B PecryGnuke KazaxcTad NpW OAHOBDEMEHHOM BRINCMHEHMN CNELYIOLW WX YT NoSWRA

1) uavyeckoe NMUS WMeeT rpaxmancTeo Pecry@nui HaszaxcTad wnM paspelleHne Ha
nposiBadue B PecryGnuke HasaxcTad (BMA HE ¥HMTENLCTEO),

2)ceMEA W (MNM) SNAIHKE POACTEBEHHHEH SHIHYECKOND NHUE NpoHMBaT B PecrmyBnnge
KazaxcTau,

3) Hanmyne B PecriyDnurke KasaxcTeH HELBWHA MOTD W MYLWECTEE, NPHRHBANEHAWETD Ha

Pﬂgal-e coOBCTEBEHHOCTA WM HE WHEIX OCHOBAHWAX IMIMYECKoMY NHUY W (MNK) YneHam erg
“, BOCTYNHOM B NI0GoE EPEMA ANA 2o NPOHMBAHNA W (WAK) ANA NPO¥MBAHKA YneHos ™o
CEMEH

PAIHYSCEUMA NHUBMA-PEIMASHTAMHN, HEIZBMCHMO OT BRPEMEHH WX NPOHHBEHNA B
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You can quickly find and access information on each particular tax by using the Code's index:

257
Mneea 67. CneyWansHeH HENOMoBEE PEsE M DNA OTASNbHEY BHAOE
NPEaNPRHAMATENBCHON REATENBHOCTM ... - 2105
Faanen 16
Opyrve oGAIATENEHLIE NNATEEW
Mnaea 63, CHOP 38 rocyAapeTBEHHYO PeriCTRALIMK KDNIHYSCHWY T 218
Mneea 6%. CHop 3a NOCYLAPCTREHH IO DEMMCTRALIM D WHWEMLyaNEH B
NP ANEAHA MBTE Ned e 2218
Fnesa 70. CHop aa rouyp.apmueuHm pemmpaquu:- npaa Ha HeQSHHM o
HMYLECTRO W COEN0s ¢ HAM | . P 220
Cnama 71 COOP 8 rocyLapeThe NNy D¢l‘rli:'l'nau.m¢- M.ﬂ.rlmrleﬂr:'nﬂuw:
CPEACTE M BHCOHOHBCTOTHEE YETPOHCTE ... —
Fnaea 72, Chop 38 noCyRapcTEEHH YK DErMCTDALIMKD b S RHW e L RN
TRAHCMOPTHEIE CPELCTE W NPHUENOE, PRI |
Mnesa 73, CHop 38 rocyLApCTBEHHYD pcnlu::Tpaumn WODCHHN | PEYHEX W
MANOM EDHBIE CY008 ., I P 222
Fnesa 74, Chop aa rocyp.apmueun pemmpaqum rpamaucm: Emp.wmux
CYROE ey s —
Fhama 75 CHOp 38 I"DCE'M D:’THHHW nernmaum ntuﬂntTHa HBY tl:l-l‘.'.ﬂ.r:'l‘l. 223
Mnasa 76, CGop 3a Npoe3d ABTOTPAHCNODTHRY CPEASTE MO TEPLATODHN
(2 T T T T B e T T ]
FREBa 77, COOP C BYRLIAOHOE ... .c0ver oo ssrersmsersssrmssaste e resesssarsrsssassrerssssasnssrerasaneres o 20
Mnaea 7%, NMuyesanodHsi cGop 338 NPABD 3AHATHA OTASNBHBIMA BHEAMA
LEATEABHOCTH. . e . 228
Fnesa 80, CHop =a El.u.u.nw pnapeubenun Ha HCMENbIoBAHKE pmmac‘rmwn
COBKTDE TENEBAHAOHHEIM W PEAWOSEWATENEHE M OPTaHWIALMAM . 227
Mneea 81. Mnate 38 NOALICEAHWE FEMENEHSMEA YYACTHRMM ... .. i |
Fnasy 82, NMNata 3 NOAEIOBAMWE BOIMLIMA PECyYDCH M ﬂm&pxﬂnt'hmk
HETOMHHEOE . e e i e e (e
Fnasa 83, MNnaTa 28 J@IPAIHEHNE un:rmrul.ul:n CRE b . i e S 232
g 84, NMAaTa 38 NOAEIOBAHWE SHBOTHBIM MADOM ..o 234
Mnaga 85, MNNaTa 38 DecHLE NONEIOBIHHA ., NI R S Y . -
Mnaea 85. MNnaTta 28 HCNONBECEAHWE ﬂ-}nﬁn OXpaHASE B NPAPOAHEL
TEpPUTSEHE ... nis R A S IR .
Mnesa 87. Mnata 3a MCNONBICEAHAE DROWOHACTOTHOND -:nerrpn A R A S .
Fnaes 83, NAATA 38 NONLIOBIHHE Cy SO0 MW BOAM bW K ru'rnun. S—— 239
Fnesa 859, MNneTa 38 PESMEWEHHE HADYSHON (BMIYBNBHOA) PEKNaME. ..o, 240
Mnasa 90, FoCYRAPETBEHHEA MOUMHE ..o , 242
&1, MocyaapoTESHHAR NOWAKHE ... .-
52, Komcynecwmi cBop ... et e e 253
Mnaea $1. TOMOMEHELE PUIBTERE ..o s i e D

You should also know that amendments to the Tax Code are done on an annual basis. Normally, the
updated version of the Tax Code is available in January.

More detailed information on particular taxes can be found in specialized instructions (issued and
updated separately from the Tax Code). For example, instruction on computing the Corporate
Income Tax has a pretty big volume and, of course, couldn't be incorporated into the Tax Code
itself. That is why, to conduct accounting correctly, please be sure that you have an updated
versions of all documents discussed above.

NOTE: Tax rates in Tax Code are presented as Monthly Calculated Indexes (MCI) — 1,413 tenge
for 2010, or Annual Calculated Indexes (ACI) — 16,956 tenge for 2010.

Finally, let's briefly consider the main principles of tax accounting in Kazakhstan.
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10. Main Principles of Tax Accounting In Kazakhstan.
10.1. Kinds of Taxes.

You can receive the prime information about taxes from the document “Tax Code of the Republic
of Kazakhstan: On Taxes and other Obligatory Payments to Budget” (Tax Code). Tax Code states
that as taxes, it is necessary to pay: Corporate Income Tax, Personal Income Tax, Social Tax, the
Value-Added Tax (VAT), Excise taxes, Land Tax, Property Tax, Tax on Vehicles, as well as some
other obligatory payments (fees).

As other budget payments there are fees: for state registration of legal entities, for state registration
of natural persons, license fee for the right to engage in some types of activity and other fees, as
well as fee for outdoor (visual) advertising placement, a state fee, and customs taxes. We will
briefly consider the most important provisions below.

10.2. Corporate Income Tax.

The tax provides, in general case that taxable income of bearer is subject to taxation under the rate
of 30%. The taxable income is defined as a difference between the cumulative revenue and
deductions.

The cumulative revenue of the tax bearer includes all kids of taxes, in particular: the income on
realization of goods (operations, services); incomes on leased property; free received property, the
executed operations, the services provided; dividends; a favorable exchange difference; prizes;
excess of revenues over the expenses received at operation of objects in social sphere and other.

Deductions are costs of the tax bearer connected to receiving cumulative annual income and subject
to a deduction from the sum of the cumulative revenue at the moment of calculating the taxable
income. For example, in case of business trips the following deductions occur:

e Actual travel expenses to a place of business trip and back, including reservation payment
expenses.

e Actual rent costs, including reservation payment expenses.

e Daily allowance paid while on trip within the territory of Kazakhstan, in amount no more
than two monthly calculated indexes (MCI) per day (from 01.01.2009 MCI value has been
set to a rate of 1,092 tenge).

Deductions also include expense on reception and service of persons, with the purposes of
establishment or maintaining of mutual cooperation, as well as for conducting a shareholders’
meeting. Costs associated with organization of banquets, leisure, entertainments or rest are not
attributed to representative expense, and are not subject to deduction. Representative expenses are
deducted within the limits of norms established by the Government of Kazakhstan. Expenses
accrued by the tax bearer on payment of temporary incapacity of workers (sick benefits), maternity
leave, on reimbursement of the harm caused to the worker by a mutilation or other damage to health
related to fulfillment of the official duties are subject to deduction too. Construction costs and other
costs of capital nature, fines and interest are not subject to deduction.

Deductions on fixed assets (fixed and intangible assets) are calculated based on depreciation
payments charged to amortization subgroups. Depreciation charges on each subgroup are calculated
by application of depreciation rate (cannot be above the limits) to a cost balance of the subgroup.
Cost balance of a subgroup of fixed assets is a total amount of cost by the beginning of the tax
period, computed as a total amount on the end of previous accounting period decreased by the sum
of depreciation charges.
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Marginal depreciation/amortization rates for some fixed/intangible assets are shown below:

Type of Fixed Assets Annual Depreciation Rate, %

Buildings, constructions (except oil and gas wells and transmission devices) 10
Machines and Equipment (except machines and equipment of oil and gas 75
production)

Office machines and Computers 40
Fixed Assets not included into other groups 15

For Corporate Income Tax, period is a calendar year and, if organization has been created after
beginning of the calendar year, the first tax period - is a period from state registration up to the end
of the calendar year. Advance payments for Corporate Income Tax are done on monthly basis not
later than 20™ of the current month (see Article 127 of the Tax Code). Taxpayers, not later than on
March 31, the year following the accounting period, are to present tax authorities tax declaration
and appendices to it, disclosing information on objects subject to Corporate Income Tax, and make
final settlements on this tax not later than 10 days after submitting the tax declaration.

10.3. Personal Income Tax.

The Personal Income Tax is paid by the natural persons having incomes, taxable at the source of
payment, and incomes which are not taxable at the source of payment. Some kinds of natural
persons’ incomes are not subject to taxation. For example, the alimony, received on children and
dependents, winnings on lotteries within the limit of 50% from minimum wage; one-time payments
for covering medical services, at child birth, burial, which are confirmed by documents, within the
limit of 8 minimum wages within the tax year; pension payments from State Pension Fund, etc.
Starting from 2009 there is a fixed 10% rate of Personal Income Tax.

NOTE: Prior to 2009 Personal Income Tax was computed according to progressive total method.
As an example, please find below scale for computing Personal Income Tax for 2006:

Amount of Taxable Income Tax Rates

o .
1. Up to 15 Annual Calculated Indexes (up to 185 400 5% from taxable income (up to 9 270 tenge)

tenge)

Tax from 15 ACI + 8% from sum exceeding it (9 270

2. From 15 to 40 ACI (from 185 400 to 494 400 tenge) tenge + 8% from sum, exceeding 185 400 tenge)

3. From 40 to 200 ACI (from 494 400 to 2 472 000 Tax from 40 ACI + 13% from sum, exceeding it (33 990
tenge) tenge + 13% from sum, exceeding 494 400 tenge)

4. From 200 to 600 ACI (from 2 472 000 to 7 416 000 Tax from 200 ACI + 15% from sum, exceeding it (291
tenge) 078 tenge + 15% from sum, exceeding 2 472 000 tenge)

5. From 600 ACI and higher (from 7 416 000 tenge and Tax from 600 ACI + 20% from sum, exceeding it (1 032
higher) 678 tenge + 20% from sum, exceeding 7 416 000 tenge)
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There is tax privilege (tax deduction) for Personal Income Tax bearer in the amount of 1 minimum
wage for every month within the tax year. Obligatory pension payments to accumulative pension
funds (in the amount of 10%), as well as voluntary pension payments are also subject to deduction
from the taxable income.

Declaration on Personal Income Tax has to be presented by taxpayers-residents:

e Having incomes which are not taxed at a source of payment, for example, incomes received
from leased property;

o Parliament’s delegates of the Republic of Kazakhstan, judges;

o Natural persons having money on accounts in foreign banks outside of Kazakhstan, and
some other. (see Article 171 of the Tax Code).

10.4. The Value-Added Tax (VAT).

These are payments to budget from part of the cost on taxable turnover from realization, added up
during production and the circulation of the goods (works, services), and also deductions on import
of goods on the territory of Kazakhstan. The value-added tax (VAT), payable to budget, is
calculated as VAT charged for sold goods, works, services, minus the sum of VAT paid for
received (purchased) goods, works, services.

For years 2005-2006 VAT rate was equal to 15% from taxable turnover. In 2009 VAT rate is
decreased to 14%, and in consequent years it will be decreased to 13% and 12% respectively.
Bearer of the VAT pays the tax to the budget and presents to taxing authority declaration on VAT
fulfillment for every accounting period (calendar month).

10.5. Excise Taxes.

Payers of excise taxes are natural persons or legal entities who produce or import excised goods,
wholesalers or retailers of petrol or diesel fuel, and others. Excised goods are all this kinds of spirit,
alcohol products, tobacco products, sturgeon and salmon caviar, gold, platinum, silver jewelry, cars,
fire and gas weapons, and some other. Excised activities are gambling, organization and realization
of lotteries. Rates of excise taxes are established by the Government of Kazakhstan.

10.6. Social Tax.

Bearers of the social tax are legal entities, individual businessmen, private notaries and attorneys.
The object of taxation: expenses of employer paid to workers in form of incomes in the money or
natural equivalent, including incomes provided by the employer in the form of material or social
boons, or other material benefits. Obligatory pension payments to accumulative pension funds,
payments of grants, and some other are not subject to taxation.

Social Tax is computed according to the regressive scale presented in the Tax Code, separately for
residents and non-residents. Individual businessmen, private notaries and attorneys pay Social Tax
in the amount of 3 MCI for themselves, and 2 MCI for each worker.

In addition, starting from 2005 companies have to pay money on social insurance (social payments).
Social payments’ rate is 1.5% for 2005, 2% for 2006, and 3% for 2009.
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10.7. Land Tax.

Land Tax is paid by natural persons and legal entities having taxable objects on an exercised right
of property or constant usage, and some other. Taxable object is a land lot.

Base tax rates on grounds of settlements (excluding household land lots) are established in tenge per
one square meter of land.

As an example, maximum and minimum rates are:

o Almaty: 28.95 (except for grounds of housing facilities) and 0.96 (for grounds of housing facilities);
e Astana: 19.3 (except for grounds of housing facilities) and 0.96 (for grounds of housing facilities);
e  Villages (auls): 0.48 (except for grounds of housing facilities) and 0.09 (for grounds of housing facilities).

Household land lots are subject to taxation for cities of Astana, Almaty and cities of regional
importance for area up to 1000 square meters — 0.2 tenge per 1 square meter, and for area above
1000 square meters — 6 tenge per 1 square meter.

Settled lands, occupied by parking places, gasoline stations and markets, are subject to taxation
under base rates on the lands of settlements, excluding the grounds of housing facilities, enlarged
ten times.

Declaration on Land Tax is presented to tax authorities not later than March 31, year following the
accounting period. Legal entities pay current payments not later than on February 20, May 20,
August 20, and November 20 of the current year. Natural persons pay Land Tax not later than
October 1 of the current year.

10.8. Tax on Vehicles.

Tax on Vehicles is paid by natural persons — owners of vehicles under property right, and legal
entities having objects of taxation under the property right, economical or operational management.

Specialized medical transport and mining trucks with carrying capacity of 40 tons and more are not
subject to taxation.

Tax calculation is made under the tax rates established in monthly calculated indexes. For cars with
volume of engine (in cubic centimeters) up to 1100, the rate is 4 MCI, from 1100 to 1500 cm® — 6
MCI, from 1500 to 2000 cm’ — 7 MCI, etc., above 4000 cm’ — 117 MCI.

Cargo, special automobiles with carrying capacity (excluding trailers) up to 1 ton — 6 MCI; over 1
ton to 1.5 tons — 9 MCI; over 1.5 to 5 tons — 12 MCI; over 5 tons — 15 MCI.

For automobiles produced in NIS (CIS) countries with an economic life exceeding six years,
correction coefficients should be applied:

e  From 6 to 15 years inclusively — 0.3;
e From 15 to 25 years — 0.2;
e Over 25 years—0.1.

On cargo and special vehicles produced in CIS countries with the economic life exceeding seven
years, the following correction coefficients are applied:

e From 7 to 14 years inclusively — 0.5;
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e  From above 14 to 20 years — 0.3;
e Over 20 years — 0.1.

Tax period for calculation and payments of the Tax on Vehicles is one calendar year. Payment of
the tax to budget is made at registration place of taxable objects not later than July 1 of a tax period.

Declaration on Tax on Vehicles must be submitted by tax bearers — legal entities not later than
March 31, year following the accounting period.

10.9. Property Tax.

Payers of Property Tax are legal persons having taxable object under property right, economic or
operating management, and also individual businessmen having object of taxation under the
property right on the territory of Kazakhstan. Objects of taxation are Fixed and Intangible Assets.
Land, mobile transport, Fixed Assets considered on preservation under the Government of
Kazakhstan decision, bridges, tunnels and some other objects are not subject to taxation. The tax
base on taxable objects is average annual salvage value, defined on the base of accounting data. The
average annual salvage value is an amount equal to one thirteenth of sum calculated by addition of
taxable objects’ salvage values on every first day of the current accounting period, and the first day
of the month following the current accounting period.

Tax period is the calendar year. Legal entities’ tax rate is equal to 1% from taxable objects’ average
annual cost; for individual businessmen tax rate is 0.5%. Property Tax at rate 0.1% from the taxable
objects’ average annual cost is paid by exclusive legal entities, for example, noncommercial
organizations acting in public interests, having no purpose of receiving income and not distributing
this net income or property between participants, excluding religious associations.

Legal entities pay current payments not later than on February 20, May 20, August 20, and
November 20 of the current year. Declaration on Property Tax should be submitted not later than
March 31 of the year, following the accounting period.

Property Tax for natural persons is estimated based on tax rates and depending on property cost.
Please, find below some examples:

e Up to 1 million tenge inclusively — 0.05%;

e From 1 million tenge up to 2 million tenge — 500 tenge + 0.08 % from the sum exceeding 1
million tenge;

e From 2 million tenge up to 3 million tenge — 1,300 tenge + 0.1 % from the sum exceeding 2
million tenge, etc.

e Above 10 million tenge — 23,300 tenge + 0.5% from the sum exceeding 10 million tenge.

Calculation of tax on taxable objects of natural persons is made by tax authorities not later than
August 1 of the tax period. Payment of the tax is made not later on October 1 of the current tax
period.
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10.10. Special Taxation Regime for Small Business Enterprises.

Small business enterprises — natural persons and legal entities — can independently select one of
presented below orders of calculation and tax payment, and tax reporting:

e General regime;

e Special taxation regime on the basis of single coupon;

e Special taxation regime on the basis of patent;

e Special taxation regime on the basis of simplified declaration.

a) Special taxation regime on the basis of single coupon is applied to natural persons whose activity
bears episodic character, i.e. is done in general no more than 90 days in one year. Natural persons
engaged in activity on a single coupon basis without hiring of independent labor, do not pay social
tax and free from state registration as individual businessman. The cost of single coupons is
established by local representative bodies.

b) Special taxation regime on the basis of the patent is applied to individual entrepreneurs not using
hired labor force, organized in the form of personal business and whose income does not exceed 2
million tenge for each 12 month of using special taxation regime. The patent is issued for the period
of not less than one and not more than 12 month. To receive the patent individual businessman
presents to tax authorities application specifying type of activity, Certificate on state registration as
an individual businessman, and documents confirming payment for patent, transfer of obligatory
pension payments, as well as social payments. Tax authorities grant the patent in one-day term after
submission of the application and receipt of documents confirming payment to budget cost of
patent, obligatory pension payments to pension funds, and social payments. The individual
entrepreneur calculates patent cost applying 2% rate to the stated income.

c) Special taxation regime on the basis of simplified declaration is applied to small business
enterprises under the following conditions:

o Individual businessmen, whose average number of workers, including the businessman
himself, equals 25, and marginal revenue to 10 million tenge;

o Legal entities whose average number of workers for the tax period equals to 50, and
marginal revenue to 25 million tenge.

Small business enterprise independently calculates taxes on the basis of simplified declaration
applying appropriate 3% tax rate. (for more details see Article 377).

The simplified declaration must be presented to tax authorities not later than on the 20th of a month,
following the reporting tax period. Payment of taxes to budget is made on time not later than on
25th of the month, following the month after reporting tax period, by equal installments of Personal
(Corporate) Income Tax and Social Tax.

10.11. Special Taxation Regime for Particular Kinds of Entrepreneurial Activity.

Special taxation regime is applied to gambling business, gambling machines, bowling, carting,
billiards, and lotto game business. The simplified regime of tax calculation and payment allowing
submission of fixed cumulative tax, excises, and tax declaration only is established. Rates of the
fixed total tax from the unit of taxable object are established by local representative bodies. Sums of
excise tax and fixed cumulative tax are subject for payment to budget monthly, not later than on
20™ of the month, following the reporting month.
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