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Abstract. Accurate accounting for liabilities and robust audit analytics are
foundational to financial stability, investor trust, and regulatory compliance—
especially during Uzbekistan’s ongoing transition to International Financial
Reporting Standards (IFRS). Yet many Uzbek enterprises, particularly SMEs,
continue to underreport, misclassify, or inadequately disclose liabilities such as
provisions, contingent obligations, lease commitments, and deferred tax. This study
investigates how modernizing liabilities accounting—supported by data-driven audit
analytics—can enhance financial integrity in Uzbekistan. Through a mixed-methods
approach involving financial statement analysis (n=30), case studies of 8 enterprises,
and expert interviews with auditors, regulators, and CFOs, the research identifies
critical gaps: reliance on cash-based recognition, poor estimation of provisions (e.g.,
warranties, environmental cleanup), and limited use of analytics in audit procedures.
Findings reveal that firms adopting IFRS-compliant liabilities accounting and Al-
assisted audit tools reduced misstatement risks by 40-60% and improved debt
covenant compliance. The study proposes a national framework integrating
regulatory updates, digital audit toolkits, and professional capacity building. The
results offer practical pathways for Uzbek enterprises to align with global standards
while strengthening internal controls and market credibility.
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INTRODUCTION.

The Critical Role of Liabilities in Financial Health. Liabilities—what a
company owes to others—are not just numbers on a balance sheet. They reflect
financial risk, future cash outflows, and legal obligations. Under IFRS, liabilities must
be recognized when:

— A present obligation exists (legal or constructive),

— It arises from a past event,

— And settlement is expected to result in an outflow of economic resources
(IAS 37, IFRS Foundation, 2023).

Yet in practice, many Uzbek enterprises treat liabilities as afterthoughts,
especially non-financial ones like environmental provisions, employee benefit
obligations, or warranty reserves. This stems from:

— A legacy of cash-based accounting under the Soviet system.

— Limited understanding of constructive obligations (e.g., implied warranties).

— Pressure to present “cleaner” balance sheets to banks or tax authorities.

Uzbekistan’s Reform Context. Uzbekistan’s 2022-2026 IFRS adoption
roadmap mandates that all large and medium enterprises prepare IFRS-compliant
financial statements by 2026 (Ministry of Finance, 2022). This includes rigorous
treatment of liabilities under standards such as:

IAS 37: Provisions, Contingent Liabilities, and Contingent Assets.

IFRS 16: Leases.

IAS 12: Income Taxes (including deferred tax liabilities).

IFRS 9: Financial Instruments (debt classification).

However, preliminary inspections by the State Audit Chamber (2024) found
that over 60% of audited enterprises materially misstated liabilities, often by:

Not recognizing operating lease liabilities (pre-1FRS 16).

Omitting warranty provisions in manufacturing.

Underestimating pension obligations in state-owned enterprises.



The Audit Analytics Gap. Even when liabilities are recorded, traditional audit
methods—sampling, manual verification—struggle to detect subtle misstatements.
Modern audit analytics, powered by data mining, Al, and continuous auditing, can:

— Analyze 100% of transactions.

— Flag unusual patterns (e.g., sudden drop in warranty accruals before year-
end).

— Predict risk of understatement.

Yet in Uzbekistan, less than 15% of audit firms use analytics beyond basic
Excel filters (CIPA Uzbekistan, 2023).

Research Objectives. This study aims to:

1. Identify common errors and omissions in liabilities accounting among
Uzbek enterprises.

2. Assess the readiness of local audit firms to apply data-driven analytics.

3. Measure the impact of improved liabilities accounting and audit analytics
on financial accuracy and compliance.

4. Propose a national action plan for regulators, firms, and educators.

Why This Matters Now. With Uzbekistan seeking capital market development,
sovereign credit rating upgrades, and EU trade partnerships (GSP+), credible
financial reporting—including honest liability disclosure—is no longer optional.
Misstated liabilities contributed to corporate collapses in neighboring markets (e.g.,
Kazakhstan’s BTA Bank case). Uzbekistan has a chance to build trust proactively.

METHODS

1. Research Design. A sequential explanatory mixed-methods design was
used:

Phase 1 (Quantitative): Financial statement review of 30 Uzbek enterprises
(2021-2024).

Phase 2 (Qualitative): In-depth case studies (n=8) and expert interviews
(n=20).



2. Sample Selection. Enterprises selected from:

- Manufacturing (textiles, machinery — 12 firms).

- Construction (5 firms).

- Services (banks, telecom — 8 firms).

- State-owned enterprises (5 firms).

All were in IFRS transition (2022—-2025). Audit firms (Big 4 + 6 local) were
also sampled.

3. Data Collection.

Financial statements: Analyzed for compliance with 1AS 37, IFRS 16, IAS 12,

Audit working papers: Reviewed (with consent) for use of analytics.

Semi-structured interviews: With CFOs, chief accountants, audit partners,
State Audit Chamber officials.

Regulatory documents: Ministry of Finance circulars, CIPA guidelines.

4. Analytical Approach.

Quantitative: Error rate calculation, liability understatement %.

Qualitative: Thematic analysis using NVivo 14 (codes: “recognition errors,”

99 ¢¢

“audit limitations,” “regulatory gaps™).

5. Ethical Considerations. All enterprise data was anonymized. Audit firms
signed non-disclosure agreements. The study was reviewed by the Ethics Committee
of Tashkent State University of Economics.

RESULTS

1. Common Liabilities Accounting Errors.

Liability Prevalence
Error Type Example
Type (%)
Provisions Not recognized 58% No warranty provision despite
(1AS 37) 2-year product guarantee




Operating Off-balance 72% Rent commitments not

Leases (pre- sheet capitalized

IFRS 16)

Contingent Not disclosed 65% Pending lawsuits omitted from
Liabilities notes

Deferred Tax | Miscalculated 49% Temporary differences

(IAS 12) ignored

Employee Underestimated 41% Pension obligations based on
Benefits outdated assumptions

Table 1: Liabilities misstatement patterns in sampled enterprises

“We didn’t think a ‘verbal promise’ to fix defective goods created a liability.

IFRS says otherwise.” — Chief Accountant, Textile Factory, Fergana
2. Audit Analytics Adoption Levels.

o Uses Basic Uses Al/Data Continuous
Audit Firm Type ) o o
Analytics (Excel) Mining Monitoring
Big 4 (Tashkent) 100% 75% 50%
Mid-tier local 80% 20% 0%
Small local firms 40% 0% 0%

Table 2: Audit analytics capability in Uzbekistan

Most local auditors rely on checklists and sampling, missing systemic issues.
One case revealed a construction firm had understated warranty liabilities by 320%—
undetected for 3 years.

3. Impact of Remediation. Enterprises that upgraded liabilities accounting
(with audit support) showed:

- 52% reduction in audit adjustments related to liabilities,

- Improved loan terms from banks (due to transparent risk profile),

- Faster IFRS certification by the Ministry of Finance.



“After we modeled our lease liabilities properly under IFRS 16, our debt-to-
equity ratio spiked—but our bank appreciated the honesty and extended our credit
line.” — CFO, Logistics Company, Tashkent

DISCUSSION

1. Why Liabilities Are Underreported in Uzbekistan. Three root causes
emerged:

Cultural: “Liabilities = weakness” mindset; preference for optimistic
reporting.

Technical: Lack of training on IAS 37’s “probability and reliability” tests.

Incentive: Tax authorities historically penalized high expense provisions.

2. Audit Analytics as a Game-Changer. Modern tools can transform liability
verification:

- Al algorithms scan contracts to identify lease obligations (e.g., using NLP on
PDFs).

- Predictive models estimate warranty costs based on historical failure rates.

- Blockchain can verify contingent liabilities in supply chains (pilot tested by Uzum
Bank).

But data quality is a barrier—many enterprises lack digitized records.

3. The IFRS-Specific Challenge. IFRS requires professional judgment, not just
rules:

When does a “constructive obligation” arise? (e.g., after a product recall
announcement)

How to discount long-term provisions?

Uzbek accountants often seek “exact rules”but IFRS is principles-based. This
creates uncertainty without proper guidance.

4. Lessons from Global Practice.

EU: Requires liability sensitivity disclosures under ESRS (2024).

Singapore: Mandates audit analytics for all listed companies.



Georgia: Offers state-subsidized liability estimation software for SMEs.
Uzbekistan can adapt these models.

Problems, Solutions, and Policy Proposals

1. Key Problems.

Problem Consequence
Weak liability recognition culture Hidden financial risk
No national guidance on IAS 37 Inconsistent application
Audit firms lack analytics tools Undetected misstatements
Tax-accounting divergence Disincentive to recognize provisions

2. Enterprise-Level Solutions.

Conduct liability mapping: Identify all potential obligations (leases,
warranties, litigation).

Use free IFRS calculators: EY and PwC offer online lease and provision
templates.

Integrate contract management software: Tools like DocuSign + Al can auto-
flag lease terms.

Train finance teams: Focus on IAS 37 judgment frameworks.

3. National Policy Recommendations.

Issue “IFRS Liability Recognition Guidelines”. — Ministry of Finance should
publish sector-specific examples (e.g., for cotton gins, construction firms).

Launch a National Audit Analytics Platform. — Partner with IT Park to develop
a low-cost, Uzbek-language analytics module for local auditors.

Align Tax and Accounting Rules. — Allow tax deductions for IFRS-compliant
provisions (phased approach).

Mandate Liability Disclosures for State-Owned Enterprises. — As a pilot for
transparency leadership.



Include Liabilities in Auditor Certification Exams. — CIPA Uzbekistan should
update its qualification framework.
“Transparency about what you owe builds more trust than pretending you owe
nothing.”. — Head of Regulation, State Audit Chamber
Conclusion. Improving liabilities accounting and audit analytics is not merely
a technical exercise—it is a strategic imperative for Uzbekistan’s economic credibility.
This study shows that when enterprises move beyond cash-based, optimistic reporting
and embrace IFRS principles—with support from modern audit tools—they achieve
greater financial integrity, better access to capital, and stronger stakeholder trust.
The path forward requires collaboration: regulators must provide clarity,
educators must update curricula, auditors must adopt analytics, and enterprises must
cultivate a culture of honest disclosure.
As Uzbekistan integrates into global markets, its balance sheets must tell the
full truth—not just the convenient part. Recognizing liabilities accurately is where that
journey begins.
Future research could explore blockchain for contingent liability verification,
the impact of ESRS (EU sustainability reporting) on liability disclosures, and Al-
driven real-time provision estimation.
References
1. IFRS Foundation. (2023). IAS 37: Provisions, Contingent Liabilities and
Contingent Assets. https://www.ifrs.org/issued-standards/list-of-standards/ias-
37-provisions-contingent-liabilities-and-contingent-assets/

2. IFRS Foundation. (2023). IFRS 16: Leases. https://www.ifrs.org/issued-
standards/list-of-standards/ifrs-16-leases/

3. Ministry of Finance of the Republic of Uzbekistan. (2022). IFRS Implementation
Roadmap 2022—-2026. https://mof.uz/en

4. State Audit Chamber of Uzbekistan. (2024). Preliminary Report on IFRS

Compliance in State Enterprises. Tashkent.



10.

11.

12.

13.

14.

15.

16.

17.

CIPA Uzbekistan. (2023). Audit Practices Survey 2023. https://cipa.uz/en
Kaplan, S. E., & Mauldin, S. G. (2021). Continuous Auditing and Audit Analytics.
Journal of Information Systems, 35(2), 1-18. https://doi.org/10.2308/isys-2020-
025

Power, M. (2020). The Audit Society: Rituals of Verification (2nd ed.). Oxford
University Press.

Emst & Young. (2024). IFRS in Practice: 1AS 37 Provisions.
https://www.ey.com/en_gl/ifrs

PwC. (2023). Lease Accounting under IFRS 16: A Practical Guide.
https://www.pwc.com/ifrs16

World Bank. (2024). Uzbekistan Public Expenditure and Financial Accountability
(PEFA) Report. https://www.worldbank.org/uz

ACCA. (2022). Professional Judgment in  Financial  Reporting.
https://www.accaglobal.com

KPMG Uzbekistan. (2023). Common IFRS Errors in Central Asia. Client
Bulletin.

Deloitte.  (2024). Audit  Analytics: From Theory to Practice.
https://www2.deloitte.com/audit-analytics

IMF. (2024). Uzbekistan: Financial System  Stability = Assessment.
https://www.imf.org/en/Countries/UZB

European Commission. (2024). Corporate Sustainability Reporting Directive
(CSRD) and ESRS. https://finance.ec.europa.eu/capital-markets-union-and-
financial-markets/company-reporting-and-auditing/company-
reporting/corporate-sustainability-reporting_en

UNDP Uzbekistan. (2023). Digital Transformation of Financial Oversight.
https://www.uz.undp.org

IAS 12 — Income Taxes. (2023). IFRS Foundation. https://www.ifrs.org/issued-

standards/list-of-standards/ias-12-income-taxes/



18.

19.

20.

21,

22,

23.

24,
25,

OECD. (2022). Corporate Governance in Emerging Markets: The Role of Audit.
https://www.oecd.org/corporate/

Tashkent State University of Economics. (2024). Accounting Curriculum Reform
Proposal. Internal Document.

Uzum Bank. (2024). Blockchain Pilot for Supply Chain Liabilities. Press Release.
https://uzum.uz/en

International Federation of Accountants (IFAC). (2023). Technology Readiness
for Audit Firms. https://www.ifac.org

Zimbelman, M. F., & Waller, W. S. (2020). The Use of Audit Data Analytics.
Auditing: A Journal of Practice & Theory, 39(1), 1-25.

Ministry of Investments, Industry and Trade. (2024). SME Support Programs in
Uzbekistan. https://miit.gov.uz

Bank of Uzbekistan. (2025). Financial Stability Report 2025. https://cbu.uz/en
Johnson, P. (2021). Liability Recognition and Market Discipline. Journal of
Accounting Research, 59(3), 987-1022.



