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IAS 23 Borrowing Costs 2

IAS 38 Intangible Assets 2

SIC 32 - Intangible Assets-Web Site Costs

2
Group4  Group accounts

IAS 27 Separate Financial Statements (revised)

IAS 28 Investments in Associates (revised)

IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Interests in Other Entities

LSRN \C T B A AC B A

IFRS 3 Business Combinations

Group 5 Non current assets - Il

IAS 40 Investment Property

IAS 36 Impairment of Assets

IAS 41 Agriculture

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

IFRS 13 Fair Value Measurement

Group6  Revenue recognition

IAS 11 Construction Contracts

W | W | W W |Ww

IAS 18 Revenue

IAS 20 Accounting for Government Grants and
Disclosure of Government Assistance

IFRIC 13 - Customer Loyalty Programmes

IFRIC 15 - Agreements for the Construction of Real
Estate

IFRIC 18 - Transfers of Assets from Customers
SIC 10 - Government Assistance-No Specific Relation to

W W | W W W | w|w | w

Ooeraﬂn% Activities
SIC 31 - Revenue- BarterTransacnons Involving
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IAS 17 Leases 4 Groups | Subjects Ya. i
LF&[E:(;' B A UG D A B I ORI 4 Group 1 Presentation of financial statements
IFRIC 12 - Service Concession Arrangements 4 IAS 1 Presentation of Financial Statements 1
SIC 15 - Operating Leases-Incentives 4 IAS 7 Statement of Cash Flows 1
SIC 27 - Evaluating the Substance of Transactions 4 IAS 8 Accounting Policies, Changes in Accounting 1
Involving the L egal Form of a Lease Estimates and Errors
SIC 29 - Disclosure-Service Concession Arrangements 4 IAS 10 Events After the Reporting Period 1
Group 8 Financial Instruments IAS 24 Related Party Disclosures 1

IAS 32 Financial Instruments: Presentation 4 IAS 33 Earnings Per Share 1
IFRS 7 Financial Instruments: Disclosures 4 IAS 34 Interim Financial Reporting 1
IFRS 9 Financial Instruments 4 IFRIC 10 - Interim Financial Reporting and Impairment 1
I;RIC 2 - Members’ Shares in Co-operative Entities and 4 IFRS 8 Operating Segments 1
IFRIC 19 - Extinguishing Financial Liabilities with Equity CMictribt ’

4 IFRIC 17 - Distributions of Non-cash Assets 1
IFRIC 1 - Hedges of a Net Investment in a Foreign 4 Group2  Employee benefits
Fore|gn Currency IAS 19 Employee Benefits 2
IAS 21 The Effects of Changes in Foreign Exchange IAS 26 Accounting and Reporting by Retirement Benefit

5 2
Rates - . Plans
:éL\S 29 Flnanmal Reporting in Hyperinflationary 5 IFRS 2 Share-based Payment 2
IFRIC 7 Approach under IAS 29 Financial Reporting in 5 IFHlC 14 - 1AS 19 The lelt ona Deﬁned Beneflt Asset, P
Income Taxes Non current assets - |
IAS 12 Income Taxes 5 IAS 2 Inventories 2
EIQ 25 - Income Taxes-Changes in the Tax Status of an 5 IAS 16 Property, Plant and Equipment 2

ntity or its Shareholders
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1A 610, Using the Work of Internal Auditors 4 ?{OUP Provisions

15A 620, Using the Work of an Auditor's Expert 4 IAS 37 Provisions, Contingent Liabilities and Contingent 5
Group5  700-799 AUDIT CONCLUSIONS AND REPORTING VBRIE) et n Bkl Dessinnleten iy 5

ISA 700, Forming an Opinion and Reporfing on Financial 4 IFRIC 5 - Rights to Interests arising from

Statements Decommissioning, Restoration and Environmental 5

ISA 705, Modifications to the Opinion in the Independent Auditor’s 4 Rehabilitation Funds

Rel_{mi IFRIC 6 - Llabllmes ansmg from Pammpatlng in a Specific 5

ISA 706, Emphasis of Matter Paragraphs and Other Matter Ma an e

Paragraphs in the Independent Auditor’s Report Independent Group Insurance

12

Auditor's Report

1SA 710, Comparafive Information—Corresponding Figures and 4 - IFRS 4 Insurance Contracts
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1SA 720, The Auditor's Responsibilities Relating fo Other Mineral Assets

Information in Documents Containing Audited Financial 4

800-899 SPECIALIZED AREAS
15A 800, Special Considerations—Audits of Financial Statements

Pr s
1SA'805, Special Considerations—Audits of Single Financial
Statements and Specific Elements, Accounts or ltems of a Financial

Statement g 100
ISA 810, Engagements to Report on Summary Financial 5 dlgalldenlpallpleo o Satallalliylgdealial pleo:lit
giemen
INTERNATIONAL STANDARDS ON QUALITY CONTROL (1SQCs) Subjedts
Imerm}ﬁt;nul Stundﬂrd on fﬂunliw gomrold(ISﬂ() 1, ﬂfuulirv | Grop1 ~ GENERAL PRINCIPLES AND RESPONSIBILITIES
Controls for Firms that Perform Audits and Reviews of Financia ) :
Statements, and Other Assurance and Related Servies ISA 200, Overall Objectives of the Independent Auditor and the
aaage ]
2000- 2699 International Standards on Review Engagements ISA 210, Agreeing the Terms of Audit Engagements 1
ISREs ) .
2400 Engagementsfo Revew Financil Statements 5 ISA 220, Quality Control for an Audit of Financial Statements 1
24]0 Rewew uf Interim Financiol Information Performed by the 5 ISA 230, Audit Documentation 1
ISA 240, The Auditor's Responsibilities Relating to Fraud in an
699 Imernuhonul Siandurds on Assurance Engagements e . 1
{|SAEs| ISA 250, Consideration of Laws and Regulations in an Audit of !
3' 00 Assurun(e Engugemems Other than Audits or Reviews of 5 S S
3400 The Examination of Praspective Financil Informati 5 ISA 260, Communication with Those Charged with Governance 1
¢ Examinafion of Frospecive Financial fnformation ISA 265 (ommunlcuhn Deﬁ(lentles in Internnl Control o Those !
3402 Assurance Repors on Controls at a Service Organization 5
Group10  4000-4699 International Standards on Related Services (ISRSs)
4400 Engagements fo Perform Agreed-Upon Procedures 5 ISA 300, Planning an Audit of Financial Statements 2
Regarding Financial Information ISA 315, Identifying and Assessing the Risks of Material
4410 Engagements to Compile Financial Information 5 Eﬁisgutemem through Understanding the Entity and Its 2
nvironment
Group 11 1000-1100 International Auditing Practice Statements (IAPSs) 15 320, Materiality in Planning and Performing an Audit 9
1000 Imer—Bunl.( (onﬁrmuiion Proced!ues : 6 ISA 330, The Auditor's Responses to Assessed Risks 2
1004 The Relationship Between Bunking Supervisors and Banks 6 ISA 402, Audit Considerations Relating fo an Entity Using a Service
External Auditors Organizaion 2
1006 Auits of the Financial Statemens of Banks 6 ISA 450, Evaluation of Misstatements Identified during the Audit 2
1010 The Consideration of Environmental Matters in the Audit of 6
Financial Stafements Grop3  500-599 AUDIT EVIDENCE
1012 Auditing Derivative Financial Instruments 6 1A 500, Audit Evidence 3
1013 Electronic Commerce—Effect on the Audit of Financial 6 . - .
Statements ISA 501, Audit Evidence—Specific Considerations for Selected Items 3
. ISA 505, External Confirmations 3
Egj-l-l-l-ﬂll JIMJ‘" ISA 510, Initial Audit Engagements—Opening Balances 3
o L‘ % O e omigilall o Lagaall Ligll P ISA 520, Analytical Procedures 3
G o @“ A T‘”b"‘ © ‘ Lc‘ijd)b < LL.UJ: g ‘ ! I5A 530, Audit Sampling 3
Qorae 2 4@l 2 t“"z‘t 4 olduey dilsa ISA 540, Audmng Accounting Esfimates, Including Fair Value 3
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h h b Le JLetl 1SA 550, Related Parties 3
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cAd gl yolaall Jomill ISA 580, Writien Representations 3
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U.S. Securities and Exchange Commission
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5. (With respect to accounting standards) : Apply proposed amend-
ments on the SMEs topic covered by the SMEs international
standard.

6.  (With respect to auditing standards): consider IAASB guidance
related to considerations that should be taken on auditing SMEs.

7. Participation in standards setting due process and its requirement
for the participation of the consultant in meetings and discussions
related to the standard from starting to approval.

8. Providing opinion on the Arabic translation approved for the in-
ternational standard with respect to :-

e Giving arecommendation either for keeping same terminologies
provided in the standard or proposing other terms.

e Giving a recommendation either for keeping same text of para-
graphs or re-write in another form.

2-Consultation work output :

During his study the consultant may conclude that the international
standard can be appropriately applied in the kingdom without being
subject to any change. In this case consultants shall provide appropri-
ate justifications (e.g., similarity of treatments provided in the inter-
national standard or opinion with those of corresponding Saudi stan-
dard, application of the standard in countries of environment similar
to that of Saudi Arabia without facing any problems, studies showing
enhancement of the quality of financial reports on applying the interna-
tional standard or interpretation in a countries of similar environment,
field studies conducted in the Kingdom or in other countries of similar
environment confirming the possibility of application without making
any changes in the international standard or interpretation). Results of
a field survey covering opinions of a sample of interested parties in the
Kingdom shall be considered, in this regard, as an accepted proof. The
consultant shall submit his opinionin aform of report addressed to the
executive committee.

In case that, the consultant proposes amendments (additions, revoca-

tions or modification) on the international standard or interpretation,
he should provide basis of justifications including, e.g scientific stud-
ies or international comparisons confirming the need for the proposed
amendments in the Kingdom environment or in other similar environ-
ments. Result of a field survey covering opinions of a sample of inter-
ested parties in the Kingdom, shall be considered, in this regard, as an
accepted proof. The consultant shall submit his proposals in a form of
report that can annexed to the international standard or interpretation
(and similar report for the SMEs topic) including any modifications (if
any), together with a proposed text for added or amended paragraphs
and a clear reference to revoked paragraphs, beside sufficient expla-
nation to the basis of conclusions reached and accurate references to
paragraphs influenced by the amendment.

Financial aspects of the project
Costs of project include direct costs related to study and preparation
of standards and indirect costs related to management of the project.
Direct costs represents technical, Shariah and regulatory consultants
remunerations, and costs of public discussions, meetings, translation,
preparations and publication. Indirect costs represents costs of project
management and other supporting works. SOCPA prepared a budget
for the project which will be completed within five years.
Post—completion costs include costs of training, consultations provided
to reports preparers, cost related to reconstruction of SOCPA fellow-
ship examination material, and other costs. Other significant con-
tinuous post—completion costs are those related to follow-up of new
publications and updating of standards, as SOCPA should, in the first
place, follow these publications in order to consider its approval in the
kingdom. Furthermore, SOCPA seeks to participate in the activities of
the international boards, submitting comments on the proposed inter-
national exposure drafts, participate in international meeting and host
experts in relevant fields. @
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Subjects

5K 720, The Auditor's Responsibilities Relaing fo Ofher

Information in Documents Containing Audited Financial 4
glenen

800-899 SPECIALIZED AREAS

ISA 800, Special Considerations—Audits o Financial Statements

Groups

I q
ISA'805, Special Considerations—Audits of Single Financial
Statements and Specific Elements, Accounts or ltems of a Financial 5

1SA 810, Engagements fo Report on Summary Financil
giemei

INTERNATIONAL STANDARDS ON QUALITY CONTROL (1SQCs)

International Standard on Quality Control (1SQC) 1, Quality

Controls for Firms that Perform Audits and Reviews of Financial

Statements, and Other Assurance and Related Services

[aaaemern
2000-2699 International Standards on Review Engagements

SREs
2400 Engagements to Review Financial Stafements 5
2410 Review of Interim Financial Information Performed by the 5

3006-}3699 Internationa Siunﬂurds on Assurance Engagements
Rssurance ana?emen!s Other than Audits or Reviews of 5

Group 9

i
3400 The Examination of Prospective Financial Information 5

3402 Assurance Reports on Controls at a Service Organization 5

Group 10 4000-4699 International Standards on Related Services (ISRSs)
4400 Engagements to Perform Agreed-Upon Procedures 5
Reqarding Einancial Informati

4410 Engagements o Compile Financial Information 5

Group 11 1000-1100 International Auditing Practice Statements (JAPSs)

1000 Inter-Bank Confirmation Procedures
1004 The Relationship Between Banking Supervisors and Banks’
External Audifors

1006 Audits of the Financial Statements of Banks

P)ID The Consideration of Environmental Matters in the Audit of
s

1012 Audifing Derivative Financial Instruments

1013 Electronic Commerce—Effect on the Audit of Financial
Stafements

o~ |o~s |~ [~ | o~ | o~

Preparation For the Project:
SOCPA shall conduct the project according to an articulated road map
including acomprehensive study and the participation of all stakehold-
ers. Mgjor actionstaken in this respect are :
preparation of scientific studies about transition to international stan-
dards including the experiences of various countries, advantages and
disadvantages of transition to international standards.
Holding various meetings of technical committeesto study the subject
and conclude to recommendations that serve the national objectives
and achieve the optimum benefits of transition to international stan-
dards.
Prepare a questionnaire for international accounting standards and an-
other one for international auditing standards, in order to obtain and
understand opinions of interested parties with respect to :-
Availahility of expertisein international standards.
Extent of complexity in each standard and considerations that should
be taken with respect to Islamic rules, regulations or technical aspects.
Identification of appropriate date for application in Saudi Arabia.
Sending letters to al concerned sectors including urging them to par-
ticipate in the operation of transition by providing consultants to work

1 4 €M Jgll coalon — V1 210l

with SOCPA.

Publication of information about the project in SOCPA websiteand lo-
cal press, and seeking the participation of interested parties to provide
their opinions to SOCPA and their consultation services to the project.

Scope of work of consultants working on
standards to provide recommendations about
transition to international standards
SOCPA seeks to achieve participation of accounting and auditing ex-
perts in the operation of transition to international standards. Their

scope of work is defined as follow :

1- Scope of work :-

1. Study theintended international standard providedin English and
Arabic languages in order to point out local considerations that
may influence current requirements of the standard such as Sha-
riah requirements, regulatory requirements technical and profes-
sional preparedness for gpplication in the kingdom.

2. Discussion of considerations mentioned in (1) with regulatory
authorities and other stakeholders through questionnaires, inter-
views and other methods of communications.

3. Study standards and opinions, if any, issued by SOCPA corre-
sponding to that international standard, in order to find out any
differences from the requirements of the international standard or
any treatments, if any, not covered by the international standard,
and to propose adding to the international standards, amend or
revokeit.

4. Identify proposed amendments (additions, revocations or modi-
fications) , if any, that should be integrated in the international
standard in order to facilitate its application in the kingdom, to-
gether with sufficient explanation of the reasons for the amend-
ments and a note to the references used in reaching such amend-
ments.



- Year of ] Year of

Groups Subjects ! Groups Subjects !

IAS 27 Separate Financial Statements (revised) 2 IFRS 1 Firstfime Adoption of IFRSs 5

IAS 28 Investments in Associates (revised) 2

IFRS 10 Consolidated Financial Statements 2 Second: International Standards on Auditing, Attestation,

IFRS 11 Joint Arrangements i and other Services:

IFRS 12 Disclosure of Interests in Other Entifies 2 Groups Subjecs Yu;of

IFRS 3 Business Combinations 2

Group 1 GENERAL PRINCIPLES AND RESPONSIBILITIES

Group 5 Non current assets - I
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The implementation of the transition plan requires an appropriate ap-
proach including study of international standards, looking into the ap-
plication stages and to decide whether any changes are needed on the
international standards , or on the current rules and regulations. The
following procedures shall be applied on each of the international ac-
counting and auditing standards :

1. The technical committee (Accounting standards committee and
Auditing standards committee) shall study the international stan-
dard and related interpretations to find out whether it can be ap-
plied asitisor it should be amended to be in line with local rules
and regulations, taking in consideration level of technical and
professional preparedness in the kingdom.

2. Organizing roundtable meetings including financial statements
preparers and users, academics and representatives of supervi-
sion bodies, to discuss the standard deliberately.

3. The technical committee shall discuss comments made during the
roundtable meetings, in order to make any necessary additions or
changes that may enhance the standard or its application in the
kingdom.

4.  Publication of the technical committees’ recommendations to in
order get comments by the public, if any.

5. discuss comments made by the public and make necessary
amendments for the standard to be approved for application in
the kingdom.

Committees’ decisions related to the approval of standards, shall be

integrated in an appendix with each standards, including the text of

paragraphs added or amended and reference to cancelled paragraphs
beside basis of conclusions and reference to paragraph effected by the
amendments.

The official translation of the international standards, particularly that

of accounting and auditing terminologies, shall be reviewed to find out

whether it needs amendment or full trandation isto be made upon mu-
tual agreement with the relevant international boards.

Entities to which converged standards with
international standards would be applied
Keeping in view the complex nature of international standards, SOCPA
will follow theinternational trend in developing two sets of accounting
standards, the first one represents converged standards applied to pub-
licly accountable entities ( such as listed companies), while the second
set, representing topics covered by accounting standards for small and

medium size entities (SMEs), shall be applied to other entities.

Stages of transition to international standards
To achieve best results SOCPA decided to issue converged standards
in phases according to certain priorities including categorization of
standards into groups of correlated topics. To avoid any confusion on
application SOCPA will start with international standards which are
not expected to undergo major amendments in the near future, taking
in consideration the priority based on the current need of the converged
standards.

Follow - up of new standards
and updates in the current standards and

making necessar amendments
Transition to IFRSs and IAASB standards, requires SOCPA to follow
—up any new standards and updatesissued by IASB & IAASB in order
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to be aware of modifications that may arise on the converged standards
. SOCPA should follow the same due process as being applied at the
time of issuing converged standards..

Accounting and auditing
for Shariah compliance transactions :
Considering Saudi Arabia as a leading Islamic country it is pertinent
for SOCPA to have an influential role in providing accounting and au-
diting standards and application guidance needed for Shariah compli-
ance transactions, as such publications may not be covered by the
international standards.

SOCPA'’S future role
The transaction decision requires SOCPA to have active role in influ-
encing international standards before being issued. This role shall be
played by sending comments on various discussions papers, exposure
draft of international standards, suggesting subjected for new standards
and otherwise participationsin IASB and IAASB activities.
SOCPA shall continuein serving interested parties with respect to issu-
ance of application guidance when needed and in issuing professional
standards and opinions for any topics not covered by the international
standards.
Action plan of transition
to international standards
Stages of transition to international standards :-
According to decisions taken by SOCPA technical committees with
respect to transition to international standards, convergence will be
completed within five years in accordance with the above mentioned
stage-wise approach. Standards shall be addressed in correlated groups
according to an appropriate time table as follow:-

First: accounting standards and opinions issued by IASB :-

Groups Subjects

Presentation of financial statements
IAS 1 Presentation of Financial Statements |
IAS 7 Statement of Cash Flows ]
IEL:E nl:sAaouming Policies, Changes in Accounting Esfimates and 1
IAS 10 Events After the Reporting Period 1
IAS 24 Related Party Disclosures ]
IAS 33 Earnings Per Share ]
1
1
|
|

Group 1

IAS 34 Interim Financial Reporting

IFRIC 10 - Interim Financial Reporting and Impairment

IFRS 8 Operating Segments

IFRIC 17 - Distributions of Non-cash Assets

Employee henefits

IAS 19 Employee Benefits

IAS 26 Accounting and Reporting by Refirement Benefit Plans

IFRS 2 Share-based Payment

[FRIC 14 -TAS 19 - The Limit on a Defined Benefit Assef, Minimum
nding Reauirements and their nteraction

Non current assets - |

IAS 2 Inventories

Group 2

LCIECH R )

IAS 16 Property, Plant and Equipment

IAS 23 Borrowing Costs

IAS 38 Intangible Assets

CCHIDCHIECR PO X

SIC 32 - Intangible Assets-Web Site Costs

Group 4 Group accounts



in order to achieve best results and consequently realization of high
quality financial reports

The project was approved by SOCPA board during its tenth meeting
of the sixth session, held on 26.03.1433H (18.02.2012) chaired by H.E
Dr. Tawfig bin Fawzan Alrabiah, Minister of Commerce and Industry.

Due process
Although international standards are of high quality, however it should
be noted that, they are prepared to be applied in an advanced financial
and professional environment where appliers can easily find appropri-
ate application elements such as relevant information needed to apply
fair value, beside availability of professional experts able to deal with
application difficulties and problems, particularly for the reason that
international standards are built on principles which requires the fi-

nancial statement preparers to take various professional judgments, a
matter that needs high professional experience.

Furthermore, these standards provide more than one optional treat-
ment. Therefore the approving authority in each country should se-
lect the option that suits its conditions. Hence, success of transition
to international standards depends on consideration of the environ-
ment conditions where it will be applied, variance of economic sectors
with respect to their ability to understand the requirements of those
standards and availability of qualified persons able to respond to such
requirements. For example, Saudi banks may be able, at present, to
apply international standards, however other sectors may need time to
train their employees in order to be able apply international standards
altogether. Therefore , it is not suitable to force such sectors to apply
international standards before being ready for such implementation.
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SOCPA Project for Transition
to international accounting
& auditing Standards

Authorized during SOCPA board meeting number ten, sixth session,
held on Saturday 26.03.1433 corresponding to 18.02.2012

The certified public accountants’ regulation, issued under royal decree
No.M/12 dated 13.05.1412h, entrusted SOCPA to review, develop and
approve accounting & auditing standards. Up to date SOCPA issued 22
accounting standards, 15 auditing standards and various accounting
and auditing interpretations and professional opinions. In preparation
of these standards SOCPA followed a firm approach which took in
consideration such procedures as those followed in preparation of USA,
UK and international standards. Furthermore SOCPA requires, in case
thereisanissue that no standard have been issued thereof by SOCPA, the
international standards shall be followed in this respect. Itis significant
to mention that SOCPA standards issued recently are in compliance to a

great extent with corresponding international standards.

In the presence of the business world and global acceptance of
the international standards as a set of high quality, SOCPA prepared
a strategic plan aiming to assess and review professiond standards
issued by SOCPA, in the light of the international development.
Consequently, SOCPA prepares a study to find out whether it can adopt
IASB and IAASB standards and therefore issue an articulated policy
with respect to relations between Saudi and International standards. It
is worthy to note, as provided in the IASB website, that Saudi Arabia is
the only country of the group of twenty that did not adopted or have a
road map to apply the international standardsin future.

To implement the strategic plan and respond to the call of the
group of twenty for improving financial reports through adoption
of one set of high quality accounting standards, SOCPA technical
committee studied whether it can transit to the international standards
and as a result of that study concluded that Saudi standards should
be converged with International standards following a trend that takes
in consideration Saudi environment elements such as Shariah rules,
prevailing regulations, or level of technical preparedness, .. etc .

As aresult of the above SOCPA board formed a steering committee
that comprises representatives of the ministry of finance, SAMA and
Saudi stock exchange, in addition to the representatives of SOCPA
accounting and auditing standards committees. The steering committee
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was requested to submit its recommendation for approval of the board
with respect to convergence of Saudi standards with the international
standards.

The steering committee held various meetings to study the
convergence matter and looked into studies prepared, in regard, by
SOCPA accounting and auditing committees. These studies disclosed
that most countries of the world has adopted or planed to adopt the
international standards. The studies also pointed out advantages and
disadvantages for choosing convergence and that the advantages
outweigh disadvantages as the latter is related only to preparedness.
The committee looked also into decisions taken by the accounting and
auditing committees, which included a recommendation to follow a
stage-wise approach for convergence with international accounting
and auditing standards.

After careful deliberation, the steering committee decided, with
the very large majority of its members, on the plan to transit to the
international standards. The steering committee, however, emphasized
that SOCPA should follow in such transition an elaborated plan
that takes into consideration environmental factors and economic
conditions in Saudi Arabia, and that transition should be applied
gradually to allow sufficient time to all stakeholders to get themselves
professionally and technically ready for smoother transition, and




DISAGREEMENT ON UNCERTAINTY

A second major hurdle is the current disagreement between the
IASB and the FASB on accounting for the inherent uncertainty that
insurance contracts generate, as insurers accept the transfer of risk
from their customers and how to account for the resulting profit from
their fulfillment of this obligation .

Both the IASB and the FASB agree that al insurers will have to
report explicitly a probability-weighted net present value of future
cash-flows that is calculated as a statistical mean of the underlying
probabilities . The bone of contention though is the rest of the
insurance liability , an explicit balance that represents the uncertainty
inherent in the probability distribution used to calculate the expected
present value.

The IASB position is that there should be an explicit component
that is always actively re-measured to reflect the insurer’s view on
the remaining uncertainty surrounding future cash-flows. According
to this approach, an insurer would calculate at the point of sale of an
insurance contract the difference between the probability-weighted
present value of inflows, less the probability-weighted present value of
outflows, increased by a * risk adjustment liability’.

Any residua positive difference would be deferred in a
second component of the margin which the IASB calls the
‘residual margin’.

The need for a risk adjustment liability is rejected by the FASB on
the grounds that there are no reliable ways to caculate it so that is
could be a relevant piece of financial information for investors.

The FASB view is that there should be at least two models for
insurance accounting : one for short duration contracts and another
for all other contracts . The short duration contracts model would

require the use of the unearned premium method currently used in US
accounting ('and in many other jurisdictions) during the short coverage
period, and an expected value approach for claims liabilities.

The IASB view the unearned premium method is a simplified
application of a single accounting model and would alow its use
only when it would give substantially the same result as the expected
value plus risk adjustment. This difference in view would appear
to be semantic if it wasn't for the fact that the IASB requires a risk
adjustment liability on the claims provision, while the FASB would
not, thus creating a materially different profit pattern and claims
liahility value between the two approaches.

NO SOLUTION IN SIGHT

The solution of these fundamental differences in view between
the FASB and the IASB does not appear to be in sight. This
problem is exacerbated by EU insurers favoring the 1ASB’s risk
adjustment approach on the grounds that it would offer a significant
implementation synergy with the new EU solvency regime based on
the same valuation principles.

The IASB and FASB will use the next six months to resolve all
these issues, aiming at pulsing a draft accounting standard by the
end of June 2012. For the IASB, that document would be the second
exposure of the future IFRS and it may be limited to the changes over
the first exposure draft released in the summer of 2010. For the FASB
and US insurers, the publication of the exposure draft will be a more
critical step as it will change accounting practices developed over

many years. e
FRANCESCO NAGARI
Global IFRSinsurance lead partner, Deloitte.
WWW.delaitte.cou.uk
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CONVERGING INTERESTS

Moving to a common
accounting standard could
reap big rewards for the
global insurance industry

Francesco Nagari *

The international Accounting Standards Board (I1ASB) is
slowly but steadily moving towards the completion of its
project to write brand new rules for insurance accounting.
The project known as IFRS 4 Phase 11, from the current
International Financial Reporting Standard(IFRS) on
insurance contracts (IFRS 4, Accounting for Insurance
contracts), is being developed jointly with the US Financial
Accounting Standards Board (FASB).

IT a converged solution is achieved, the insurance industry
will be the first to report profits on the same basis around
the world, boosting its changes of attracting investors’

attention and lowering its cost of capital.

The obstacles that remain to achieve this goal are not small and
even when the IASB and FASB have dealt with them, insurers will
have a major implementation challenge to face before they can apply
therulesin practice.

The target completion date for the project is within the next 18
months, with a mandatory implementation date that could be as early
as 1 January 2015. Clearly any slippage on the publication of the final
rules will put pressure on the effective date to accommodate insurers
implementation work.

The IASB and FASB are expected to synchronies the mandatory
application of the new insurance accounting rules with those for
financial instruments. This means that the whole balance sheet and
income statement of insurers will be on anew accounting basis.

INTERACTION WITH FINANCIAL INSTRUMENTS

The interaction between the proposed rules on accounting for
insurance contracts with financial instruments accounting is the main
obstacle for IASB and FASB . Under the current proposal, insurers will
be required to use current assumptions to value insurance liabilities
which need to incorporate market prices when observable, for example
current interest rates for discounting claims and benefits cash flows.
Their assets, on the other side of the balance sheet, would be accounted
for using amix of amortized cost and fair value through income.

Even if an insurer has been able to match perfectly asset and
liability cashflows, there could still be a major reporting issue from the
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combined effect of these two new accounting rules . The issue stems
from the fact that the sheet interest rate volatility experienced in the
last three years to date would always find its way to profit or loss.
Insurers are strongly of the view that thiswill confuse rather that help
investors.

A solution to this conundrum was presented at the Insurance
Working Group on 24 October, which the IASB hosted in London.
Insurance lobby groups argued that it is possible to keep the current
approach on the balance sheet as long as profits are protected from
the impact of short-term market fluctuations . They said of short-
term market fluctuations. They said that these are irrelevant to the
performance of a business like insurance that matches cash flows over
a long period of time . They also argue that the way to achieve this is
to allow the short-term market fluctuations to be accounted for directly
against equity. Their rationale is that this form of accounting uses
the Other Comprehensive Income section of the financial statements
(OCL) to book these assets and liabilities movements .

For along timethe IASB resisted the idea of an OCI solution that
involved assets as well as liabilities on the grounds that this was not
part of its new financial asset accounting standard, IFRS 9, Financial
Instruments. However the last few months and changes at the helm of
the IASB, seem to have softened this stance and insurers hope that a
renewed interest in the OCL solution could offer a way to overcome
this magjor obstacle on the path to completing the drafting of the new
accounting standard.



For example, before the Deepwater Horizon incident, BP disclosed in
general termsthe risks of such an event and its possible consequences.
But any other maor oil company could probably have written the
same. The company-specific impacts of such an event depend on what
exactly happens and where and when and how precisely it affects
people and the environment. All of this varies hugely from incident to
incident and is not predictable .

Even where companies could in theory disclose more specific
information about risks ,there are often cogent reasons why they should
not . Companies compete on their ahility to assess and manage their
risks . If they disclose specific information about either aspect, they
are in effect making a gift to their competitors. Often they get around
this problem by making ineffective disclosures. A typica disclosure
of thissort isalisting of al the committeesinvolved in conducting or
overseeing the company’s risk management and a description of their
inter-relationships. Such information is certainly company specific.
But —in my view- nothing could be more uninformative.

IMPROVEMENT PRINCIPLES

While our report identifies other important limitations of risk
reporting, it also — more positively- identifies seven principles for
better risk reporting which encourage a targeted, integrated and holistic
approach . For banks specifically, risk disclosures have already been
improved by changes in accounting standards and in the requirements
of the Basel Accord.

Users of risk reporting need to berealistic in their expectations. Risk
reporting is inevitably subjective, cannot foretell future events, and
often cannot be very specific without damaging the business. But it
can be improved. The good news is that if companies follow our seven
principles they will produce better risk reporting — and should help to
make future financial crises a bit less likely.

SEVEN PRINCIPLESFOR BETTER RISK REPORTING:

Tall user what they need to know. Users of corporate reporting
want information about a company’s risk so they can make their
own assessment of risk. Companies should focus on this objective in
deciding what to disclose.

Focus on quantitative information. Descriptive lists of risks are
necessary, but too much attention tends to be focused on them ,
Financial statements are full of useful quantitative information about
risk, and this could be added to by more detailed breakdowns on firms’
activities, assets, liabilities and commitments.

Integrate information on risk with other disclosures. This may not
always be possible, because of regulatory requirements . But risk is an
aspect of a business’s activities, not a discrete activity in its own right,
and is best reported as such, rather than in isolation.

Think beyond the annual reporting cycle. Some risks are more or
less permanent features of a business. Others change rapidly. A report
that appears once a year is not the ideal place to provide information
on either sort of risk. The internet might be better.

Where possible, keep lists of principal risks short. Long lists put
people off and they probably won't read them . Shorter is better.

Highlight cure concerns. Users may find it useful to know what risks
are currently most discussed within a company. This would be a real
insight into the business.

Review risk experience . Companies could usefully review their
experience of risk in the reporting period. What went wrong ? What
lessons have they learnt? How do their experiences match up with the
risks that they previously reported? e

Brian Singleton-Green is manager, cor por ate reporting,
ICAEW Financial Reporting Faculty. To read Reporting
Business Risks: Meeting Expectations or to order a hard copy,
visitwww.icaew.com/beeter markets
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BEYOND BOILERPLATE

Therels no reason for
subjectivity and boilerplate
issues to stop risk reporting
being improved

Brian Singleton-
Green *

while much about the global financial crisis remains
disputed, there is one point on which everybody seems to
agree. It was preceded, and to a large extent caused by, a
widespread underestimation of risk .

Everybody also agrees, of course, that we should do our
best to prevent such circumstances ever happening again.
And perhaps one way to do it would be to have better risk
reporting. That way, investors and others will know what
risks are being take on, and can take appropriate action to

reduce them or to protect themselves before it’s too late.

Current demands for better risk reporting often focus on banks, as
they were at the heart of the crisis. But there are also similar demands
on public companies in all sectors. The Financial Reporting Council,
for example, has just issued a report, Effective Company Stewardship:
Newt Steps, which calls for improved risk reporting by companies in
all sectors, particularly in relation to strategic risks and operational
risks.

Calls for better risk reporting go back a long way- at least to
the 1980s — and requirements have been accumulating around the
world since. In spite of this growth, and the continuing faith in it
demonstrated by the renewed calls, it is far from clear how useful risk
reporting has been in practice. Asthereisadanger that current callsfor
improvement will lead to ill-considered regulatory changes, ICAEW
has investigated different aspects of the problem.

In 2010, the Financial Services Faculty’s report, Audit of Banks :
Lessons from the Crisis looked at, among other things, stakeholders’
views on risk reporting by banks. To follow this up, the Financial
Reporting Faculty decided that now would be a good time to review
the experience of risk reporting to date more generally and to look
at how it can realistically be improved. The output from this work is
the latest report in the faculty’s Information for Better Markets series,
Reporting Business Risks. Meeting Expectations.

The report has bad news and good news. On the one hand, risk
reporting has a number of serious limitations which its readers need to
bear in mind. On the other, the report identifies seven principles which
can mitigate those limitations as long as readers are redistic in their
expectations.
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SUBJECTIVITY CONUNDRUM:

Perhaps the most serious risk reporting limitation is its subjectivity.
If you ask a group of people working in the same business to identify
and rand its most important risks, the changes are that each of
them will not only identify different risks, but will also rank them
differently. This seems to be unavoidable. Risks relate to an uncertain
and unpredictable future-identifying themisinevitably subjective. Not
only is risk assessment subjective looking forward, it’s still subjective
when you look back. In this, it differs from financial reporting.
Preparing a set of accounts involves many subjective judgments. Over
time, we find out whether these judgments were right or wrong as
profits and losses are realized .

The same is not true of risk reporting . If a risk does not materialize,
this does not mean that we were wrong to identify it asarisk or that
it has ceased to be a risk . Equally, if we are hit by a problem that we
did not foresee, this does not necessarily mean that our risk assessment
was at fault - not every risk is foreseeable.

BOILERPLATE NOT SURPRISING :

A common criticism of risk reporting is that too much of it is
boilerplate, but if you’re preparing a risk report it’s often difficult
to avoid. Similar businesses face similar risks and so they naturally
describe them in similar terms.

Regulators in the UK and the US are both trying to crack down
on generic disclosures and to push businesses towards disclosing
information on risk that is specific to the business . This is a worthwhile
objective, but it will often be one that is impossible to achieve.



report on output and outcomes. It isimportant to ensure that the effort
of measurement is not wasted and that positive action is taken based
on the results.

The debate on whether what is being measured is truly an impact
or is auditable should not detract from the benefits of identifying,
recording and reporting on what matters even if it does not report on
the whole performance chain .

BEWARE OF COST RATIOS

Measuring and reporting on impact is not easy to do and even the
reporting of activities, outputs and results are far better than the focus
on using accounts to arrive at cost ratios. I have a real concern that, in
the quest for easily quantified measures, there appears to be a worrying
risk that cheap and easy measurements will be used and some seem to
want to return to cost ratios. There is a spurious belief that charities can
be graded by looking at ratios such as fundraising costs in the financial
statements and comparing them to the income raised .

There are good reasons why different charities may have different
cost ratios. Financial reporting standards do not usualy alow
fundraising costs to be carried forward and matched against income
and the reality is that, with most forms of fundraising, there is very
little correlation between what the accounts report as fundraising costs
in a year and the actual amount raised in a year. The most extreme
example is a legacy campaign where the money is spent in one year
and income comes in much later. Even direct mail campaigns show
little correlation between reported income and expenditure. Cold
mailings lead to poor cost rations, even negative cost rations, but they
aredtill important asthey generate new donors and ratios areimproved
in future years.

FINANCIAL REPORTING DATE.

The financial reporting date can also be significant. Consider street
or house-to-house fundraising where the donor signs up to pay a
fixed amount per month . The mechanics usually involve an upfront
payment to an external fundraising company which equates to several
months’ income. If this campaign is run within six months of the year
end the costs charged will inevitably exceed the income recorded.
The following year the accounts will show more income but no donor
acquisition costs.

Cost rations are influenced by a number of factors and fundraising
mix is an important one. For example, legacy fundraising has the
lowest cost ratios while cost ratios for special events and dinners are
usually much higher. However, some types of charities, such as medical
charities, do better at raising legacies than others, such as international
aid charities, and this has little to do with their fundraising skills or
effectiveness. Therefore, some types of charity will have an inherent
fundraising mix that predisposes to alower fundraising cost ratio .

Similarly, some commentators and analysts attempt to build
league tables comparing average staff costs. This can only be done by
dividing the total staff costsin the accounts by the number of staff but
some charities include part-time staff in theirs numbers while others
don’t, and some include overseas staff so any comparison is quite
spurious. Some league tables try and make the public believe that high
staff costs are indicative of waste . | am often caled by journdists
wanting a comments on a charity that ‘seems to be spending most
of its income on paying its own staff’. There is far more to consider
as many charities employ their own staff to deliver mission critical

services. Others may work with partner organizations that deliver the
services. Some charity operations are labour intensive and some others
say campaigning or grant-making may require less staff. There are no
easy comparisons.

COST OFTEN IGNORED

While deliverables matter, so do the inputs and there are many
useful evaluations that highlight what an intervention has achieved
and sometimes criticism that more was not achieved. However, in the
quest to focus on what has been achieved the question of at what cost
is often ignored.

In dl the evauations and performance measurement exercises |
have worked on, the importance of understanding the dynamics of
the whole programme and performance chain has been critical. This
alows consideration of how inputs and resources have been applied
to develop activities that lead to the outputs that shape the outcomes
and impacts. In fact, many evaluations and reports do not consider the
performance chain and its natural interdependencies well dough.

Most projects, programmers, campaigns and other interventions
are resource-constrained and it isimportant to compare what has been
achieved with the resourced and inputs deployed to achieve them.
Value for money isimportant but it is also important to recognize that
in some charitable endeavours, money is a poor proxy for value. @

* Head of non profits at Crowe Clark Whitehill and

special adviser to the Charity Finance Directors Group.
Croweclarkwhitehill.co.uk
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CAUSE AND EFFECT

Impact reporting for
charities is complex and
requires a subtle analysis
on a case by case basis

The challenge is the focus on reporting on outputs, outcomes and
impacts and many organizations recognize that stakeholders are now
focusing on this more than on traditional financial reports. In many
cases, these terms in the performance chain are used loosely and it is
important to be clear about what is being reported (see box).

HOW ARE IMPACTSASSESSED?

There are multiple frameworks for impact reporting with many
evaluation methodologies and much discussion as to the suitability of
each. Purists often argue for a clear causal relationship which can be
quantified between the work of the organization and the impact-in effect

&M Jgll craloa — VI 210

There has been much attention recently on financial
reporting issues for public benefit entities and, while this
might sound like heresy from an accountant, the pounds and
pence do not really tell the story. There is so much more to
reporting than accounts and their historical focus on what
has been raised and what has been spent. The big question
facing public benefit entities is :
identify, record and report on what matters?

how do they effectively

identifying the difference in the indicator of interest with and without
theintervention .

This leads to the challenges of attribution and contribution and
many shy away from such reporting because they believe it leads to
false claims. For example, has the incidence of polio in a particular
country reduced because of the immunization work of one NGO or
because of the clean water and improved sanitation work of others?

With advocacy and campaigning it is even harder-NGOs would
liketo claim and attribute achievementsasaresult of their interventions
but claiming to contribute to the achievement is more credible.

The term impact is used loosely and many impact reports in fact



International Accounting
Standards: New Horizons

standards has been among the topics of great

interesttoregulators, practitioners and academics,
among others, in the Kingdom of Saudi Arabia.
Advocates of the convergence argue that the spread of
the international accounting standards in more than one
hundred countries makes it imperative to catch-up to
realize benefits from the move to a single harmonized set
of accounting standards. On the other hand, opponents
argue that the differences in economic and cultural
systems warrant having our own national accounting
standards. Interestingly, these opposing arguments
that were raised during our deliberations have been,
in fact, raised in many countries
that dealt with the application of
international standards. The Saudi
Organization for Certified Public
Accountants(SOCPA), being the
governing body of the accounting
and auditing profession in the
Kingdom of Saudi Arabia, has
adopted a scientific methodology
to study the matter. SOCPA
has studied the issue, taking
into account the accounting,
economic and legal environment.
SOCPA has also reflected upon
the recommendations of the G20
as well as the experiences of different countries in this
area . SOCPA has also sought the views of different
stakeholders as well as the views of relevant regulatory
bodies such as the Ministry of Finance, the Capital
Market Authority and the Saudi Arabian Monetary
Agency, among others. Based on the assessment of the
above inputs, SOCPA’s board of directors has taken the
decision of convergence with the international accounting
standards. We are certain that this decision will open
new horizons in our profession’s journey leading to the
achievement of the desired results.

Convergence with the international accounting

Dr. Ahmad
Almeghames

Secretary General
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