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The document of endorse IFRSs for adoption in Saudi Arabia

According to the Saudi Organization for Certified Public

Accountants’ plan for transition to IFRSs

tuilill alyypll
Second stage
druibygll plop i
L igilall | pabigll d1age will disal

Accounting Standards Committee

Saudi Organization for Certified Public Accountants
AR FARVARI-ARA R VAVAT

Introduction:

According to the Saudi Organization for Certified Public
Accountants'(SOCPA) plan for transition to IFRSs endorsed by its
Board during its meeting number nine, sixth session, held on Saturday
26.03.1433 corresponding to 18.02.2012, the decisions made by
SOCPA Committees’ in relation to the endorsement of the FRS, shall
be presented in an appendix to each standard . The appendix will
include the text of the added or amended paragraphs and a clear
reference to the cancelled ones. It will, also, include the basis for
conclusions and specific references to the paragraphs affected by the
amendments.

According to the transition plan and the preliminary agreement with
the IFRS Foundation, SOCPA has translated the text of the standards.
The IFRS Foundation will decide about the status of Saudi adoption
of IFRSs upon the completion of the project and determining
the magnitude of modifications made by SOCPA and upon final
agreement on the official translation of IFRSs.

Following is the text of the SOCPA Accounting Standards Committee’s
recommendation to endorse the IFRSs (second stage), followed by the
individual recommendations to endorse every pronouncement. This
document includes the recommendation to endorse the following
pronouncements:
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The statement of recommendation to endorse the pronouncement of the International Accounting Standards Board (IASB) for adoption in Saudi Arabia (second stage)

The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed the international accounting and financial reporting
standards and related interpretations issued by IASB for the
adoption in Saudi Arabia (the second stage), taking in consideration
the modifications mentioned in this document. These modifications
form integrated parts of the standards as adopted in Saudi Arabia.
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Important points to be considered in reading
this document.
1- The modifications in general are either and endorsement of an
alternative allowed by the standards, additional disclosure, or a
recognition of a Saudi specific factor.

2- The modifications are introduced to the version of the
pronouncements as of 31 December 2013.

3- The modifications appear as a strike-through text for deleted

texts and as underlined text for the added texts.

4- When an [FRS or an IAS is mentioned in any paragraph, it will
be to the standard as it is endorsed for adoption in Saudi Arabia
unless otherwise mentioned.

5- The word “IFRSs” is changed whenever it appears to
‘IERSs as adopted in Saudi Arabia and other standards and
pronouncements endorsed by SOCPA'. That is for ensuring the
legal status of the IFRS in Saudi Arabia and to allow for additional
local requirements.

Following is the detail recommendations for endorsements of IFRS
and modification thereto (if there is any).
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IAS 19 Employee benefits
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The IAS 19 Employee benefits is endorsed taking in consideration the following modification

Modification on specific paragraphs
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142A (addition) A paragraph is added after paragraph 142 to require
an entity to provide disclosure about the components of the assets
of the employee defined benefit plan.

This disclosure is required because of its effect on investors’ decision
in the Saudi environment. This additional paragraph should be read
as follows:

142A The entity shall provide disclosure about the components of
the assets of the employee defined benefit plan in the same manner
as required by the additional paragraph 78(f) of IAS1, which is
added by SOCPA for the detail disclosure of financial assets.
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The IAS 26 Accounting and reporting by retirement benefit plans is endorsed taking in consideration the following modification:

Modification on specific paragraphs O paal e Als bl S A

135A (addition) A paragraph is added after paragraph 135 to require | oy ia¥ <l¥dg (135 @8y 5,24l das 5,48 Calald (4dls)) 1135
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of financial assets and liabilities. If the plan assets represent assets
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return on sukuk and murabahah). The entity shall disclose interest | &2 2xeus Yool Jich poLLI Alad Jyuof cals EPRCLY
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IFRS 2 Share-based payment
A9 Al poilas (pudons (o2 paliaad) gt | bl (e @201 1Y (03 (I 5o )BT (T9d) jleall CAcigILEN (onalonad! dpsgmcad | gl Cialic)
okl Aegad (plall Bllad )b Leoltad Lubud el Lo 5 b (o decle (Juad Lo Jalis gund ylobas) 2 38 il Anin] O oS oo . pobao LS
s ol L] S 2. Lgdcdal Sliciald (1Seay ) Cdlalaad! Fliadly ()0 (10 Ly Blaty Log decuslond | Andlal! 123 (o Zeculnd

The IFRS2 Share-based payment is endorsed as it was issued by the IASB, with the reminder that the ability of the entity to issue share
capital in consideration of goods or services received requires legal bases, which is outside the scope of accounting standards.
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The IFRIC 14 The limit on a defined benefit asset, minimum funding requirements and their interaction is endorsed as it was issued by
the IASB
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The IAS 2 Inventories is endorsed as it was issued by the IASB:
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The IAS 16 Inventories is endorsed taking in consideration the following modification:

Modification on specific paragraphs O yaal e Als b S A

42A.(addition) A new para.graph is a}dded after paragraph 4210 | a0 dol i Glihg 42 5,248 e 5,38 (Bl (3L)) 142
require the use of the service of an independent and authorized | @i Jlacls pas yog Jiiue pased Glods alubiul
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recognised and relevant professional qualification and has recent @0 Olg ¢ Lgawdd (§pou i) Oldally SN Of)liall degig
experience in the location and category of the property, plant and ATMB 509 Aol (3 Liad ¥

equipment being valued. The name and qualification of the valuer
is to be disclosed.
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77 (modification) the subparagraph (b) is modified to be consisted
with the added paragraph above (42A) which requires the use of the
service of an independent and authorized valuer when the entity
chooses the revaluation model. The paragraph should be read as
follows:

77 If items of property, plant and equipment are stated at revalued
amounts, the following shall be disclosed in addition to the
disclosures required by IFRS 13:

(a) the effective date of the revaluation;

(b) whether-an-independentvaluerwas-involvedthe name and

qualification of the independent valuer;

(c) [deleted]

(d) [deleted]

(e) for each revalued class of property, plant and equipment, the
carrying amount that would have been recognised had the assets
been carried under the cost model; and

(f) the revaluation surplus, indicating the change for the period and
any restrictions on the distribution of the balance to shareholders.
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79A (addition) An new paragraph is added after paragraph 79 to
require detail disclosure about the cost of testing and trial operation
of the entity’s assets.

The paragraph is added because of the materiality of such costs in
some industry in Saudi Arabia such as oil and gas, which are not
currently addressed appropriately in the standard. This additional
paragraph should be read as follows:

79A Referring to paragraph 17 (e), the entity shall disclose the

following:
a)- the nature of testing and pre commissioning activities,

b)- the cost of testing and pre commissioning activities that has
been capitalized during the period,

o)-revenue netted against the cost of testing and pre commissioning
activities

d)- the excess of revenue generated, if any, from such activities
over their cost during the period, and

¢e)- the reasons of any delay in performing testing and pre
commissioning activities beyond the date planned.
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The IAS 23 Borrowing costs is endorsed taking in consideration the following modification:

Modification on specific paragraphs

O Bt e Al Al) SOyl

6 (addition) Adding finance cost resulting from murabahah,
tawarruq and other Shariah complaint finance transactions to the
components of finance cost listed in paragraph 6. The paragraph
should be read as follows:
Borrowing costs may include:
(a) interest expense calculated using the effective interest method
as described in IAS 39 Financial Instruments: Recognition and
Measurement;
(b) [deleted]
(c) [deleted]
(d) finance charges in respect of finance leases recognised in
accordance with IAS 17 Leases; and
(e) exchange differences arising from foreign currency borrowings to
the extent that they are regarded as an adjustment to interest costs.

fifinance charges resulted from Murabaha, Tawarrug and other
Shariah compliant finance transactions.
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26 (addition) In addition to the disclosure requirements in paragraph
26 (a), the entity shall disclose separately the finance costs according
to their sources (eg. Conventional borrowing, tawarrug, etc.).
This additional disclosure is required because of the importance
of distinguishing between different finance costs to the investor’s
decisions in Saudi environment. This paragraph should be read as
follows:
26 An entity shall disclose:
(a) the amount of borrowing costs capitalised during the period,
separately categorized according the source of finance (eg.
Conventional borrowing, tawarrug); and
(b) the capitalisation rate used to determine the amount of
borrowing costs eligible for capitalisation.
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IAS 38 Intangible assets
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The IAS 38 Intangible assets is endorsed taking in consideration the following modification:
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Modification on specific paragraphs O yaal e Als At SO A

87A (addition) A new paragraph is added after paragraph 87 to | @is Of dol, ¥ Eliag 87 3,2481 tas 5,48 Lalia’ (4dLss)) 187
require the use of the service of an independent and authorized | 13) @agaitt Jloels as poy Jaius pasd Sledd il
person to perform the valuation when the entity chooses the ol Juo¥I GLid (e AXAY @agai Bale aged Bl Cyylis )
revaluation model for an entire class of intangible assets. gl
The requirement is added to increase the confidence in financial BT @13 a 1 2 AALY Balyid 5 (ool 1As ey
statement since the valuation in Saudi Arabia is still an emerging | ¢\ 4, 2 Ll el masE Jleal of Ausbiug

profession. This additional paragraph should be read as follows: LS 5 Ball oid Se B <35 R,
87A If the entity chooses the revaluation model for an entire class - £ e e

of intangible assets, the valuation shall be performed by a certified | o s
valuer who is independent of the entity and holds a recognised and | Z52&=2 s il Bale) gagen SLA) oylisl 13) 187

relevant professional qualification and has recent experience in the | G292 Arloas pady O comny 45D Awgalll jil Jya!
location and category of the intangible assets being valued. His | S daw 4d ;3155 (uigaidl Jlach pad o pasd
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SIC 32 Intangible assets- Web site costs
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The SIC 32 Intangible assets- Web site costs is endorsed as it was issued by the IASB
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IAS 27 Separate Financial Statements
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The IAS 27 Separate financial statements is endorsed as it was issued by the IASB
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IAS 28 Investments in associates
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The IAS 28 Investments in associates is endorsed as it was issued by the IASB
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IFRS 10 Consolidated financial statements
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The IFRS 10 Consolidated financial statements is endorsed as it was issued by the IASB
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The IFRS 11 Joint arrangements is endorsed as it was issued by the IASB
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IFRS12 Disclosure of interests in other entities
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The IFRS12 Disclosure of interests in other entities is endorsed taking in consideration the following modification:

Modification on specific paragraphs O paal e Als i) SOl

B16A A new paragraph is added after paragraph B16 to require the | (ye zLad¥l dol,5a¥ 160 8,341 day 3,48 Blas (A3Lb)) T 16w
disclosure of the name of other entities in which the entity has interest. (Lgd Lawas Lt Glid i) 6,3 ¥ Olat! ¢ lowi
This paragraph is added because the effect of the additional disclosure | gt Astl jeitial! le algh o,5% LY 10a A8l Coruy

on local investors whom decisions are affected by the nature of the | ,:» 5.1, 3 @5 ey . BLAGY Glyleiiul daday 431y, 5k
entity investments. The added paragraph should be read as follows: ol LS AbLY 1 3,311
B16A , the entity shall disclose the names of all of its investees C S
regardless of the materiality of such investments.
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B16B A new paragraph is added to require additional disclosures | ) o .
about the investees if they are not listed in Saudi stock market. Slaglas (e Thadifl Lol i 116w 8,581 sy 3,80 BLAS 160

This paragraph is added because the importance of the additional Agand] Ggud] 2 Aoyl pud 5V OLAR (o 28l
disclosure to local investors who are may not be able to obtain | S ol mediueld OlxLiad¥! ons deeni ABLOY 018 oy
access to the financial statements of the investees. The added | - Lexd i) Sliiald AW Q31921 () J a8l (1o (Sals ¥ 1B
paragraph should be read as follows: 1ol LeS ABLoY ) 5,000 0l 3e1,5 @i duleg

B16B If the investee is not an entity listed in Saudi stock market, the | dsgact! Ggedt 2 da yro Lgd yaiiad| 48,801 (S5 @t 13 w160

following shall be disclosed: ool Log rLad¥I oo 4312
a. the nature of its activities. Lol Ao - §
b. the detai.l of conventional financial assets such as conventional e D oY ailagd e Ton B AL Ja ¥l - o
time deposits and bonds. I 2 et ;‘j P

c. the detail of conventional financial liabilities such as borrowing
and overdrafts from conventional banks and bonds.
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d. disclosure separately of interest income from conventional financial | o u — ‘: — Sl <
assets such as time deposits and bond no matter how much its amount. gl s “-':‘:‘-‘-‘-‘-” 4Jul ub:ﬁff o Lilgall ul;‘b:g! o8 TLiM‘ .
e. If the investee is a financial institution (such as bank, investing, | :J28¢8! H9se duds pe Juadin ISy clgilun OIS bl Sluadly Al
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disclose its Shariah compliant status if it is available (eg. Shariah | (Lagiy @dle Alolug ~(nels Ayl —Jygdd S —bodicu!
complaint, non Shariah compliant) in the market where it operates. | 4&2gie (JUL| Jrew Ae) y2295 13] Lgatial yo Flad¥| cnd

f.1f it is impractical to provide all or part of the above information, o Jead ) Bawd| & (4381950 il DA ,ddl pse
the entity shall disclose this fact and reasons precluding providing | o Lguans gi odlei Glaglall ;g3 Llae (S @f 13 — 9
such information. Olaglall 0l 1845 aue Uilewiy dddodl ol (ye 7Lad Y|
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The IFRS 3 Business combinations is endorsed as it was issued by the IASB
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The subjects in the “IFRS for SMEs” that relate to the second stage of groups of standards in the transition project
Cpo AL A ULy ZEDal| O3 3 yhaallg Aoyt | Oliiald 9| AAW yu )l jline Clo guin o i g3Lal (pceslomald 2a3gacd ) Ainglf Cialic!
el S 3 (o Ty e 2 A9l Aalond) sl
The subjects of IFRS for SMEs related to the second stage of the transition plan are endorsed as they are issued by the IASB
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The document of endorsement of ISAs for adoption in Saudi Arabia

according fo the Saudi Organization for Certified Public Accountants’
plan for transition to ISAs, and according the IAASB Policy Position
statement regarding the adoption of international standards
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Second Stage
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Auditing Standards Committee
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Saudi Organization for Certified Public Accountants
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According to the ISAs transition plan endorsed by the Saudi | 3yla) (ulons (po Boaliall dgudt palatl I} J‘P:«.”M’Laﬁj
Organization for Certified Accountants (SOCPA), authorized | &gl aulidt dcbomion | - (pd 93Lad (pslomal dadgacat| Aicg!l
during SOCPA board meeting number nine, sixth session, held | cay.yy/v/\A Galgtl o) evw/v/¥1 Coadl g wBaitl duslad
on Sa?urda}/ 2§.Q3.1433 corresponding to 18.02.2012, the | »_ 33,031 ,oilall sleiels Gloutt! iyl B (yrenal @iew A3
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According to the plan and the Statement of Policy Position of the 1AASB (July,
2006), SOCPA has thoroughly examined the ISAs and has prepared Arabic
version for the text of the standards, which is considered the endorsed text.
Following is the text of the SOCPA decision to endorse the ISAs
(second stage):

The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed the following International Auditing Standards for the
adoption Saudi Arabia taking in consideration the following matters:
1 - These standards are effective for audits of financial statements for
periods beginning on or after 12017/1/.

2 - Restricting the definition of the small size entities so not to
include listed entities and entities subject to public accountability
such as investment funds.

3 - Determining the “professional Body” of the auditor in ISA 300 to
mean “Saudi Organization for Certified Public Accountant”.

4 - Defining the term “interim period” for the purpose of auditing
standards so not to be confuse of the definition of the same term for
the purpose of the accounting standards. The stated definition of
“interim period” as such term appear in ISA330 is as follows:

“For the purpose of this standard, the interim period means the
period in which the auditor perform some of the audit work before

the end of the financial year”.

The second stage includes the following standards
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Planning an audit of financial statements
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Identifying and assessing the risks of material misstatement through
understanding the entity And its environment
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Materiality in planning and performing an audit

Ao )b 8%y dada sl die decwid eea Y

The auditor’s responses to assessed risks
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Audit considerations relating to an entity using a service organization
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Evaluation of misstatements identified during the audit
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purpose.” She adds, “This behavior is on the rise, and we are
seeing this manifest into positive impact in our communi- ties as
well as share growth for brands.”

Generational Responses

Nielsen’s business collaborator Natural Marketing Institute
(NMI) performed a separate nine-country online study looking at
the ages at which customers are more likely to respond favorably
to sustainability efforts. The goal was “to separate the passive
eco-friendly consumer from the passionate [one]” and to better
“understand how global attitudes and behaviors are chang- ing
with regard to sustainability engagement.” Millennials (ages 21-
34) are by far the most responsive to sustain- able companies
with goals to serve all stakeholders—social and envi- ronmental
as well as financial. Of the Millennial respondents, 51% pay
extra for sustainable products, 51% check packaging to ensure
positive environmental impact, and 49% prefer to work for a
sus- tainable company. Generation X (ages 3549-) respondents
are the next most responsive (25%, 25%, and 26%, respectively).
Respon- dents in the Silent Generation (age 65 and older) are
least responsive (3%, 2%, and 3%, respectively).

Fenton emphasizes the impor- tance of brand promotion of
sustainability: “Precision market- ing and knowing your con-
sumers intimately will yield the greatest results. It's no longer a
question if consumers care about social impact. Consumers do
care and show they do through their actions. The question is ‘how
is your brand effectively creating shared value by marry- ing the
appropriate social cause and consumer segments?””

Areas of Concern

Half or more of global consumers list six causes as areas of
extreme concern. They are increasing ac- cess to clean water,
improving ac- cess to sanitation, eradicating ex- treme poverty
and hunger, combating noncommunicable dis- eases, ensuring
environmental sus- tainability, and reducing child mortality.

For companies that want to in-
corporate efforts to address some of

5. “MEASUREMENT. Quantify program outcomes and return
on investment consistently across markets.”

Alibaba Group Inverts Stakeholder Priorities

Another recent development that suggests the benefits of
incorpo- rating sustainable business prac- tices is Alibaba Group’s
recent ini- tial public offering (IPO), the largest IPO ever. This
Chinese company is unique in many re- spects. It operates as both
awholesaler and a retailer, calling itself a high-technology market-
place where buyers and sellers meet. The prospectus for its IPO
contains a very unusual objective for the company: “Our mission
is to make it easy to do business anywhere.” The document also
describes the importance of the company’s culture: “We view our

Ethics

culture as fundamental to our success and our ability to serve
our customers, develop our em- ployees and deliver long-term
value to our shareholders.” Note the order of the stakehold- ers
in that quote. Alibaba inten- tionally serves customers first, em-
ployees second, and shareholders third. This is one of the more
sig- nificant differences between this rapidly growing company
and western companies whose incor- poration laws require
shareowner interests to be paramount. In an interview with
CNBC, the execu- tive chairman of Alibaba Group, Jack Ma,
spoke about prioritizing customers first. He believes that if the
customer is happy, the com- pany will succeed and sharehold- ers
will ultimately benefit. In terms of sustainable practices, Ma noted
that the success of the IPO wasn't just the money but a sign of
trust. And he believes delivering on that trust involves further de-
veloping the company’s ecosystem, which includes helping small
busi- nesses not only in China but around the world.

Time will tell whether the Al- ibaba approach is successful
in the long run. In the meantime, con- sumers and investors
are paying more attention to issues of sus- tainability, and
companies need to consider these issues when formu- lating
strategy. SF Curtis C. Verschoor, CMA,
CPA, is the Emeritus Ledger & Quill

these areas into their practices, the study
concludes that a five- part approach
is required for suc- cess in utilizing
sustainability as a brand strategy:

1. “VISION. Be clear, actionable and
global.

2. “ENDORSEMENT. Get adop- tion
and action from senior leadership.

3. “STRATEGY. Focus on outward
messaging and  consistent  cause
messaging.

4. "ACCOUNTABILITY. Use key
performance indicators, inter- nally and
externally.

For guidance in applying the

IMA Statement of Ethical
Professional Practice to your ethical
dilemma, contact the IMA Ethics
Helpline at
(800) 2451383- in the U.S. or
Canada. In other countries, dial the
AT&T USA Direct Access Number
from www.usa.att.com/ traveler/

index.jsp, then the above number.

Re- search Professor, School of Accoun-
tancy and MIS, and an honorary Se-
nior Wicklander Research Fellow in the
Institute for Business and Profes- sional
Ethics, both at DePaul Uni- versity,
Chicago. He also is a Re- search Scholar
in the Center for Business Ethics at
Bentley University, Waltham, Mass., and
Chair of IMA’s Ethics Committee. He
was selected by Trust Across America—
Trust Around the World as one of the
Top Thought Leaders in Trustworthy
Business—2014. His e-mail address is
curtisverschoor@shcglobal.net.
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Curtis C. Verschoor, CMA, CPA, Editor

Sustainability as

A new survey shows that con- sumers
around the world are willing to pay
more for products from companies that

practice so- cial responsibility, and the

largest IPO ever involves a company

that prioritizes customers and em-

ployees over shareholders.

he debate about whether sus- tainable socially and

environ- mentally responsible corporations report more
favorable financial re- sults for shareowners has carried on for
many years.

Studies have already shown that highly motivated,
more productive employees lead to lower turnover and
training costs as well as an improved bottom line. In addi-
tion, investments in local charita- ble organizations and
other efforts to burnish reputation also appear to result
in positive returns. But the most difficult connection to
demonstrate is that customers are willing to pay more
for a product made by a company that at least tries to
achieve broad social good. Now a recent survey by global
consumer research firm Nielsen Holdings N.V. indicates a
strong link between consumer actions and their wishes for
positive social impact.

The survey report, “Doing Well by Doing Good,”
is based on an online poll of 30,000 respondents in 60
countries. The purpose of the survey is to ascertain:

o “How passionate consumers are

about sustainable practices when it comes to purchase
considerations.

e “Which consumer segments
supportive of ecological or other
responsible efforts.

o “The social issues/causes that are attracting the most
concern.”

The methodology for the study includes consideration of
age and gender for each country based on its Internet users,
and it's weighted to be representative of Internet consumers.
It's based on claimed behavior rather than objective
measurement.

are  most
socially

a Strategy

Willing to Spend More

The findings show that 55% of global respondents
“say they are willing to pay extra for products and services
from companies that are committed to positive social and
environmental impact.” This is an increase from 50% in 2012
and 45% in 2011. The Asia-Pacific (64%), Latin America
(63%), and Middle East/Africa (63%) regions express a stronger
willingness than the global average. These percentages have
increased nine, 13, and 10 percentage points, respectively,
since 2011. While the purchasing sentiment in North America
(42%) and Europe (40%) is lower than the global average, these
regions have increased seven and eight percentage points,
respectively, since 2011.

The survey found similar results to a question about whether
con- sumers had made a recent pur- chase from a socially
responsible company. “More than half of global respondents
(52%) say they have purchased at least one prod- uct or service
in the past six months from a socially responsible company, with
respondents in Latin America (65%), Asia-Pacific (59%) and
Middle East/Africa (59%) exceeding the global aver- age. Four
in 10 respondents in North America and Europe say they have
made a sustainable pur- chase in the past six months.” Nielsen
Holdings supported these conclusions by reviewing compar-
ative retail sales data relating to 34 brands in nine countries.

Importance of Responsible Companies

Other corporate initiatives to pro- tect the environment,
be sustain- able, and act in socially responsible ways also are
important to consumers. Globally, two-thirds of respondents
prefer to work for a socially responsible company, 53% check
information on product packaging to ensure sustainable
impact, and 49% volunteer with and/or donate to organizations
engaged in social and environ- mental programs.

Amy Fenton, Nielsen’s global leader of public development
and sustainability, provides a conclu- sion as to the importance
of com- panies acting responsibly: “At the moment of truth—in
store, online and elsewhere—consumers are making a choice
and a choice that is heavily influenced by brands with a social



of the Code relating to this subject, namely clarifying
management’s responsibilities. IMA’s Committee on
Ethics issued a comment letter advocating significant
revisions to the exposure draft, including expanding its
scope to cover more aspects of providing nonassurance
services to audit clients. At its January meeting, the
Board unanimously approved updates relating to the
withdrawal of emergency acceptance provisions,
management responsibilities, and clarifications about
how to prepare accounting records using mechanical
services.

Implementing the Code Worldwide

[FAC includes more than 175 member organizations
in 130 countries, encompassing 2.5 million accountants
in public practice, education, government service,
industry, and commerce.

With a group thatbroad and varied, an IESBA working
group was tasked to determine ways to improve the
usability of the Code, thereby facilitating its adoption,
effective implementation, and consistent application
around the world.

The working group recommended clarifying and
simplifying the language contained in the Code,
highlighting actual requirements for compliance, and
developing an electronic Code. In October 2014,
the Board requested comments from stakeholders on
possible approaches to the Code that could improve its
clarity and usability by revising its structure.

IMA's  Committee on Ethics
plans to respond to this request.
Then in December 2014, the
Board launched a Web-based
version of the Code designed to
provide enhanced access and
greater ease of use and navigation.

The Board also has chosen
to focus considerable attention
on Part C of the Code, which
applies specifically to professional
accountants in business (PAIB).
Phase | of this project consists of an
exposure draft, Proposed Changes
to Part C of the Code Addressing
Presentation ~ of  Information
and Pressure to Breach the
Fundamental Principles. (Phase
I will deal with inducements.)
The proposed changes in Phase |
include:

For guidance in applying the
IMA Statement of Ethical

Professional Practice to your

index.jsp, then

the above number.

e “Fuller and more explicit guidance regarding PAIBs’
responsibilities when presenting information;

e Strengthened guidance on how a PAIB can
disassociate from misleading information;

e An expanded description of pressure that may lead
to a breach of the fundamental principles in the Code
together with practical examples to illustrate different
kinds of situations in which such pressure may arise; and

e New guidance to assist PAIBs in identifying and
responding to pressure that could result in a breach of
the fundamental principles.”

IESBA Technical Director Ken

Siong says, “The development of this enhanced
guidance reflects a rebalancing of the board’s focus to
be more inclusive of PAIBs, a very large and important
part of the accountancy profession.” IMA’s Committee on
Ethics plans to submit advocacy comments concerning
both phases.

Since 2013, IMA has been a full member of IFAC and
is one of only two organizations in the group based in
the United States. IMA members must comply with the
IMA Statement of Ethical Professional Practice, which
the Committee on Ethics is tasked to assure its contents
continue to be no less stringent than those in the IESBA's
Code. SF

Curtis C. Verschoor, CMA,
CPA, is the Emeritus Ledger &
Quill Research Professor, School
of Accountancy and MIS, and
an honorary Senior Wicklander
Research Fellow in the Institute

ethical dilemma, contact the for Business and Professional
IMA Ethics

Helpline at (800) 2451383- in

the U.S. or Canada. In other

countries, dial the AT&T USA

Direct Access Number from

Ethics, both at DePaul University,
Chicago. He also is a Research
Scholar in the Center for Business
Ethics at Bentley University,
Waltham, Mass., and chair of
IMA’s Ethics Committee. He was
selected by Trust Across America-
Trust Around the World as one of

www.usa.att.com/ traveler/ the

2015 Top Thought Leaders
in Trust. His e-mail address is
curtisverschoor@sbcglobal.net.
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IFAC Updates Code

The International Ethics Stan- dards
Board for Accountants (IESBA) is
updating its Code of Ethics to provide

more guidance for professional

accountants in business.

ne of the missions of the International

Federation of Accountants ® (IFAC®), a
“global organization for the accountancy profession
dedicatedto serving the public interest by strengthening
the profession and contributing to the development of
strong international economies,” is to contribute to
the development of global high-quality standards and
guidance in various areas of accounting.

The IFAC group that performs this task in the area
of ethics is the International Ethics Standards Board
for Accountants® (IESBA®).

The IESBA's mission is to set “high-quality ethics
standards for professional accountants” and work
toward convergence of global and national standards.
According to IESBA’s 2013 Annual Report, Reinforcing
Trust in the Profession, issued November 19, 2014,
this mission contributes “to public confidence in
the accounting profession.” The report’s publication
was delayed following the passing of IESBA Chair
Jorgen Holmquist in March 2014, thus it includes
developments and actions from both 2013 and 2014.

In his introduction to the report, Wui San Kwok,
interim chair of the IESBA, writes, “Ethics is the
foundation on which public trust in the accounting
profession is built.” Consequently, the most important

IESBA strategy to continue to reinforce public
trust is to promote the recognition and widespread
adoption of the IESBA Code of Ethics for Professional
Accountants throughout the world.

Outreach to stakeholders continues to be an
important activity that is undertaken by Board
members and IESBA staff. To ensure that the Code
remains relevant in the face of new developments
in the accounting world, the Board established an
Emerging Issues and Outreach Committee.

of Ethics

Final and Potential Changes to the Code
In March 2013, the IESBA published Changes to
the Code of Ethics for Professional Accountants
Addressing  Conflicts  of Interest, a final
pronouncement that provides more comprehensive
guidance of situations that could possibly involve a
conflict of interest. This revision to the Code, which
became effective July 1, 2014, is equally applicable
to professional accountants in business and in public
practice. It's helpful in identifying, evaluating, and
managing circumstances that might involve conflicts
of interest.

Perhaps the most controversial and challenging
topic facing the Board is determining the best
way to provide guidance on whether professional
accountants  should  overturn  their ethical
responsibility to confidentiality when faced with
circumstances that can be considered noncompliance
with laws and regulations. To address this issue, the
Board published an exposure draft, Responding to
a Suspected lllegal Act, in 2012. The draft resulted
in more than 70 comment letters, so the IESBA
sponsored three global roundtables of stakeholders
in 2014. In its January 2015 meeting, the Board
approved the key objectives for accountants in its
new Proposed Response Framework.

On a related topic, on May 20, 2014, the IESBA
published an exposure draft that deals with the ethical
ramifications of independent auditors providing
nonassurance services to audit clients.

Fifty-nine comment letters were received in
response. The exposure draft, Proposed Changes to
Certain Curtis C. Verschoor, CMA, CPA, Editor IFAC
Updates Code The International Ethics Stan- of Ethics
dards Board for Accountants (IESBA) is updating
its Code of Ethics to provide more guidance for
professional accountants in business.

Provisions of the Code Addressing Non-Assurance
Services for Audit Clients, covers only certain portions



Figure 1. Gartner’s Value Chain Model of Analytics

Why did it
happene?

gnostic Analytics
happened?
Descriptic Analytics

Value

How can we make it
happene?

Prescriptive Analytics
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happene?

Predictive Analytics

Difficulty

oursales. If we can anticipate the impact of events
and react to them immediately, we can minimize our
inventory costs and maximize our profit margins. If we
candetermine when a customer’s purchasing habits have
changed, we can spot potential fraudulent purchases or
a new marketing opportunity.

By analyzing the data and utilizing advanced
mathematical models, predictive analytics can provide
actionable knowledge in a timely manner. Maximizing
the business value of predictive analytics requires using
the predictive model’s insights immediately at the
point of contact with the external customer or internal
decision maker and urging them to take action. Thus the
famous Amazon.

com prompt, “Others who purchased this product,
also bought product X,” that implies you would be wise
to follow in others’ footsteps and purchase additional
products as well. It isn’t enough to analyze the data
and extrapolate next month’s sales forecast. The use of
predictive analytics today implies analyzing the data
and taking immediate steps to impact next month’s sales
forecast by presenting actionable choices and solutions
to the external or internal customer at crucial decision
points.

Roadmap to Predictive Analytics

While Gartner talks about the seismic shift in
organizations moving from being application-centric to
data-centric, most companies will experience more of
anevolution than a revolution. Those that have invested
in a traditional business intelligence platform will have
a strong base of quality structured data stores to serve
as a foundation for their analytics strategy. Companies
coming late to the game will have access to better tool
sets and methodologies that will help them get up to
speed more quickly than in the past, especially if they
focus on smaller targeted projects.

>
>

Gartner

The traditional structured data stores containing
internal data will continue to be important building
blocks, but there’s an increased availability of data
coming from new sources that will challenge the
dexterity of both camps. An investment in capturing and
mining unstructured data is becoming more important,
especially as it relates to social media. By analyzing
tweets on Twitter or posts on Facebook, emerging trends
can be identified quickly and acted upon in order to
gain a competitive advantage.

Combining structured data (e.g., a company’s
internal customer information) with unstructured data
(e.g., external social media feeds) will create powerful
predictive analytics models. As more devices and
components are constructed with the ability to capture
data and connect to the Internet, large volumes of new
data are coming online, providing valuable opportunities
for companies with the capability to create predictive
models and generate real-time solutions.

Make the Transition

The roles of business intelligence and predictive
analytics are quickly evolving and becoming more
important for businesses hoping to compete in the global
marketplace. While companies with a strong base in
traditional business intelligence and descriptive analytics
will benefit from their previous groundwork, there are
opportunities for companies starting from a weaker base
to move into predictive analytics in targeted areas that
can quickly generate positive returns on investment.

And what of the department my coworker asked about?
Let’s just say that 2015 will be the year it makes a strong
move up the analytics curve. SF Rod Koch, CMA, PMP,
CSM, is an IT project manager at Utica National Insurance
Group. He is a member of the IMA® Syracuse Chapter
and IMA’s Technology Solutions & Practices Committee.
You can reach Rod at Rod.Koch@uticanational.com.
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TECH Practices

By Rod Koch, CMA, PMP

From Business Intelligence
to Predictive Analytics

I recently received an urgent e-mail from a colleague
asking if a particular department in the company
was “doing data analytics.” My stomach tightened as |
attempted to visualize what exactly the sender meant by
“data analytics.” Perhaps she wondered if the department
had an interface to the corporate data warehouse and was
using reports and dashboards to make informed decisions
to positively impact the department’s revenue. Maybe she
wanted to know if the department was using predictive
models to forecast future demand. Or was she merely
curious as to whether the department was using fact-based
decisionmaking methods vs. to more subjective ones?

Attempting to answer her question led to many
additional questions, but chiefly:

1. What are analytics, and how do they differ from
business intelligence?

2. What additional benefits can predictive analytics
bring above and beyond traditional business intelligence?

3. How do we move from business intelligence to
predictive analytics?

What Are Analytics?

The term “business intelligence” has traditionally
described the field of taking raw data and turning it into
knowledge used to make business decisions (whichthereby
includes some form of data analytics). Forrester, a global
research and advisory firm, defines business intelligence
as “a set of methodologies, processes, architectures, and

technologies that leverage the output of information
management processes for analysis, reporting, performance
management, and information delivery.” Today, however,
“business intelligence” is often used more restrictively.
It includes the traditional data warehouse, associated
dashboards, and end-user reporting, usually accompanied
by data mining and analytics focused on the use of historical
data. The value chain model of analytics, developed by
research company Gartner, is a good way to visualize the
transition between traditional business intelligence and
predictive analytics (see Figure 1).

Last year, Gartner split its analysis of the advanced
analytics market from the traditional business intelligence
and analytics market. In Gartner’s view, advanced
analytics focuses on predictive analytics while including
some diagnostic and prescriptive analytics. In contrast,
the business intelligence and analytics market consists of
traditional data warehouse functionality plus descriptive
(and some diagnostic) analytics. Gartner estimated that,
as of 2012, only about 13% ofcompanies were doing
predictive analytics. The company predicts that, by 2016,
70% of high-performing companies will be integrating real-
time predictive analytics into their business operations.

The Benefits of Predictive Analytics

The underlying assumption for implementing predictive
analytics is that we will gain a competitive advantage if
we can anticipate the future better. If we understand our
customers better, we can anticipate their needs and increase



Dr. Ahmad Almeghames
Secretary General

International standards:

Phase ||

of nations is measured relative to their concrete achievements on the
G re at n e S S ground, and Saudi Arabia is prominent in this regard, where God sent her
sincere and honest leaders since the time of the founder, the late King Abdul Aziz, may God have mercy
on him, through the times of his sons - the kings — until the present time of the Custodian of the Two Holy
Mosques King Salman bin Abdul Aziz, may God prolong his age and duration of health and wellness to
complete the process of construction and developmentin various fields. The advancement of the Kingdom
is quite clear and we enjoy now a comprehensive developmental growth in the aspects of our educational
and economic. Within this overall growth is the development of the accounting and auditing profession.

Saudi Organization for Certified Public Accountants (SOCPA) is moving at a vigorous and swift pace to
keep up with the comprehensive development of our country. SOCPA has resolved to begin transition to
the International Standards after the Board of Directors has adopted in 1433 AH / 2012 AD a plan for the
transition to international accounting and auditing standards. The implementation of the plan requires
adoption of suitable approach including, study the international standards, consider the stages of the ap-
plication, and identifying whether there is a need to make any adjustments on those standards or on the
current rules and regulations, in order to finally apply those standards correctly at the beginning of 2017
for listed entities and the beginning of 2018 for the other entities. SOCPA has finalized the first phase of
the transit project which was approved by SOCPA board at its tenth meeting of the seventh session, and
we went along with the approved plan and adopted the second phase.

In thisissue we present the adoption document of the International Auditing Standards and the adop-
tion document of the International Financial Reporting Standards, prepared for application in the King-
dom - Phase II, which SOCPA has deeply studied and has prepared arabized texts of the international
standards in order to represent the standards adopted for application in the Kingdom.

Finally, I ask God that SOCPA efforts be crowned by success and thank all those involved in the transi-
tion project, which will be positively reflected on the accounting work in the Kingdom and on the economy
in general.










