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Based on consent from The Institute of Management
Accountants, we vill be republishing martials
appering in IMA' magazine (Strategic Finance)

These cross-functional best practices
can help your company MANAGE
WORKING CAPITAL effectively to
meet the challenges of a global economy.

By RENITA WOLF

L3 gacal) A pall ASLL

1108) (ol — £YFTY Lo
(doslas Huuad) YYO 1)) ¢ Caila
YYOYVYY i uSla

AT« A A aagll 0yl

b2 e =S
0=l 4 0 &—? L“

v U

brosip L1251 30368
H+8=

POy
wilogg drwbgl legl | |guill Alaeiwlll
adgall gl pyal

IMA ETHICS STATEMENT

OLMe Y - OISy pladl ol

AcadMe ¥ Olonsly 5oyt

® -
byl sl i)l 36,4
EAVY LT, :VuS\'A — LAVYEN S il

il

S Olagad) udy

Technology

)




I1L|.LI|_'L|]" K mlgjll ;glszull ng_'u" cjtg (‘g0 il ul:uull apios ditall djlal  jubg

3351531 Aol 5l AadlB o sletialy . dan Ll s Aucalonl | 2
LAl gt solall (31 Jemenilt Soatiall Adastl 2

Sle Lol 7 mall edluaill delatint 20 Galedl L8l LS
@lsall 2 aBlaally AE 53l cndsilEl caladl Al
Ladul

390l IS delais | UM gl 3510 ulxa o I
AV VO/NY/YY slayy¥l ade (i) Aialyl L
fade Aol 3igt 5ol delially 3Ll 1039 Alas anliy
ol L_’:"” JLQ-CS“ Jo Lle Aoyl ailegongll 2 1,30 oy

Mol il gl ol g dllpl gl |y IS payidisal

LS Bgas g culel 3l g ol ety (Augalll jud Jgo¥ls
LU Q515301 Julosy Bpuaull claaaill 2alal QLS (o yat LS
BNl @l Claadl (s 7548 Sl Al G (e ey

WL (- VO PSS (g PO
ﬁ\.&lb‘é“ L__gjl Jobicie 20 LlasHl s o980 of Eugll Jolsy
Lialodl Ly ofinLilly cnaanslSYy il o oluaia ¥y
Ll 29 pols IS dussaall A el ASLally laalanls daa | M
el 1o Gstnas el e Tunpe Bamy Las ale (S oyl

.43L4.u)La.A5 a).t___‘»Lq.Aj o)S'ﬁ J,y.atij ua:'_sls‘}!b

Jal Lgs a9 Il gl bl 2 LS gl Ligll 2an )3 303
Lpalall malill jyshatd SIoull il le Aagladll @il yall Junidi
2 Al aladl O (nSady Arulonll alud qulaill il yeag
e G2l dplall Jlms 20 Lpasdl B)lally aUYI (o cilaslad]
LS 2 Gy sy land]

Jlme 2 S Sl e comdly 535 Bgll o Sl sz
laslont 2 Bleaw¥ly (S dyed e el danl,dly Loulsdl
cAeleadly dualal) 3,501 (595 (00 3) 5y

QLS den )3 Ayl
ALY Al oty

c gl

2l Adeull sulall (389 duyaly Ly i
g cra JS ity ald o1 WL gy g gy
V)

WOpxge HHLESY (Gaels

(Slges g coulags alidgg

dadlge Sl Ly am

Oy degazma yaldl
S-S 0]

) v | B N S WY

G Aegll ol e

st Gleginge cdgli

sl cgo 2 Lelsly 2L

)Ua:ﬂ Jedidg ‘L.,JL.LI Bepe:vii W PRU)

ealall Jumedy AJUL @Slsally (5 Sl

lilaally Adn il BBy AJUI Glsall (byey aliill 3 U

Al JgoVy a3elly crinadly u@dl cblases A3l @l



w] 2PV ATl Galan - AP 1ol

=0 il i | i
‘ ! l"r i I"!LJ‘- .I‘ i
| It il Uy

LUy aladll Aatlell ¥l e 3L Aigll 28Me 4l (ye
oda (yeunlly clgesdy dan ol Jub Agll QloTy gle aelsdy
oe seokEdly SLE aMily ol @l gically yulall LU
Sle oiall pran aom iy 2 02a e i LS (el &5l
iy Ul &laa Yl cls puatll e A5 IS5 Apansy 3 y5emy pll]
gl uad

plad 31031 ulea 50y85 Gle delenl 2 Gulll plbl LS
LinuT aaie g aY V1 alad &y o] 23315kl 5 A%l Calaais. Y+ V0
gl Aley Sl A 3550l &5l

fuizpl Ciléllygll e oLl anill agio diall 6] | yulag

539all gl 01 deleinl SO Zgll 3)1af (ulns ;
ﬁ\“\‘\/b\'/\“\ BN agy e @il el J.CLLC'
A pl 01358 (2 3055 58l deLuall g 55l=idl ju59 lae iy
Sl Jlea¥l Joos Lle dayull cile gingll 2 el 5301 e Tane
Sl elallell le @leddl =5y slael layul e ol
s sl (oo Lol Bualond| (SIS0 b (o S35 Sl il
o ol 2 g Ruianll 4imi¥y alaill alSaf Cally e JS
L3, Y1y Zo Lol alall sl dads g Aatliell culew el LIS3,|
Al ol sl e gl
e Loy auiy @ilelyaly uwlas ping ) A=S3U1 ola Caugig

Uuigilallvuunlan)l oUAj oBalvlo)lh o W dusaill dial

ia (1) anig @iluwlg  waluwl buclgiyl 2o

IR Al el G a5l dsaie plasly o 51,5 ())

Cenladl Gomy HIASY) Bgde plal cund @iyl 3 ()
ccatlell Ligilall

3L Zigll Blglie e BLAYI Agae plak b 513 (V)

Onplme Gy Cadd) dpde Guda Lund ol,y),3 (V)
Lged @Sl @A Glgas I Lgidls g cnsiil®

Lol Ayl Calige oo ASTA Aalill Ula] (V)
Sl gy Gle Jyamdl (9o e ddgell alglyl fAan ey
O (L) 3,200 2 55,19l Aygaall Gdas 2 HIaill @IUALE 01505
Ommeadl) o lal cyacalond] allad (e g pally Aialill 3aLL
(AT iie) Gle auss Y Adle dal yaug susly A Hgles ¥ B0
) ealasly of (Ll e ) e J&5 Y5 Jbs

e o G AS A0 By H10YT dyghe pla] pe

ER TR NP A

AlSaielallss J10cC
e leint oo plall bl allas
ears Al 3)34.\1 @L.uj‘j ouLA.u.”
—AVEYV/Y /AN sl Vg LI
SJL.?L"JJ 3)‘}5__” J_J_Sj dala L_UB);
allfiie o Bylls 5euSutl A lalol
O G55 s St Ayginc g cepa !
e b G e L P e OO S e O oS
(el Sgace (s mualpol LY delially 3yleill 3yl
enll el s Jale 3s3lall HLaial] Aiselll cnal sunsy
(YY) @ynoly Jleae¥l Jgan Sle G yull Lliad!| s yaialy
t Y 2 b 1,3

JAeaall 359 dadmy cod 1513 (YY)




Oy

Sl lS 5l Lol (IS g3 Higll 0535 6 (oo
0o i) LAl Coaliall oyally gl glis Jod a3y

(s0Cpa) Lugll Wley HLan! Lgie 3l Ligll Lganss Lall ool
A ail] 30 yall G cye canEill 31,01 3 LS Ll I Chugy sl
Aigl! At W) s ulidy Brlees Leinla Lle 3,uall;
gyl o paill ] alin) g Aewtll oty 1 ASslaadl cilaally
Laazill Sile sinsll e 1aae JedS Lills gl Lgona all A yaid]
2 ey Auladl aludl o a3l Zan s Ll Ziges
el gt welalss Auigl! gl jusles

ago w -l doghy Al diagl pguul | & c)Lid el

—— ST
| o gaunlaal ageuiiag)
SOCPA

Ml ﬁimjl dllgj

{:AL:. d._'Lc.) Ces R ;JJJ\ wb. <Lo.1a.u
Yo LYY s s JT upalose o ol ULl (s, 801 cyapo
deses (y deaxi BYv. et ﬁﬁ.A-Li:J‘ 2239 ‘_,JL’.A A=)y AV ETY P:ﬁ‘ =
4.«2: ﬁ-\gﬁ MLAYU 4.;&35_’.1\ ga.Jaj.u” ul.g> (R e 45)[.1.&6—! uu.‘.uj\
Olnwn=dl 2 Joall Garw cnla Loy dulidl A ds oIl 1oy all pa sue
Ldals
oo s (o0 il gmnd lidled 2 Hgll 3500 il 3
all i Elaalolly bl s sy il (ol ol
Gl pamyd Sbly 2l g S0V Lgsdse Gle Amiis pinsy

ol 11 plol dwyil gl llgli IJJJJ |20 disall

)L.ul‘ ‘)_v d.‘u.u.!j U.A}S}J‘ tUa.a.U 4.9;>5_U

daliz ] Ay ,ud! éﬁ‘ﬁd‘ Jo> Lglhll cilaglall ymg3 2 JJudl (s (s Of &gl Joliy
Lasse L)SLAiﬁ dadant dgaydl Jeluadly Laywlicy Lgile gingag Lalan digll S5 4!

4SS MJM‘F')J‘)J&}J&L@JM}W‘M\PJG‘M
e ole et L;.m Aoyl el pld Jalid! JI) slae Bl sl (palidly asSa]
(AT V1) AVEYA/VEYY ale Ma Lalas Bigll g9 L3l 5
\j.t.”j 44.%..” ‘\_‘LG)J N B GA‘)_!_” d..d.ﬂ‘ (T g
w—?‘ﬁ‘ 2 Al Ayl als, 1 M\-‘»U Grabing duagSadl Al bl 2 o0l
caSLasl Al galipg calall caluciudlly de Sl
Silygs e Jaias ll gl poladl § Ll Zga sl Zumiasill ol sl e
Lozl Jeall ()99 de gidl digll cile ginpll ol )99 ddgudl 4-*%'31‘3 Lldl ples

T

el

by
Ydfopy
o Jtd S LS

calelhhsl] (nad

g &Sl asesyg



(O -ervipligilay - AP el

logll e by gty gl s i agios il 3] g

Lad elg cddodl yolall Jle &vusd S aaloiad b ddgud]
Sl sleiely g ules sas 5 ZSLEN pulall gy 3l
LanY Lgzensl3 0l oy Lim 3G wlall (e Yoo ssasdl sl
cASLedl 2 Adgudl yolall Gudal Foslid

oo Laslaiel Jls supuad! solall Gudad Lle oliill ¢ -
e did a5 o B plell (re Yoy gl 3)10] ulxa
Bogcnd| plall Il (6531 5ye Jpoel 2215 AL @313l gt
Guslaly laill et o ol placad! s lglpdad 315 sl e
aay Jsrall Bsbe ondl henald Lang J155 Y 3l 3Ll bl
“ C AT Walke

il alpicl 2ip dugal

3yoall I deleinl 2 Al 3y0a] Luloe 81.'@'
Balell aVEYV/ ¥/VY 2 adailly Al
el yuolall 2 cdas Sl alglaill Gle a¥eVo/)Y/YY
wlall ) Jsmtl Alad slaiely a¥ )Y ale 255055 o3l 2is
clunl ol Aapud yolas Jome Bugus yules s oo Ad gl
Baga yuolas
Sy L3 Liliamy sasasdl ulall of olecasdl 2 1051,
aag clgd audad oT e AI) 5T ASLEN pplall 2. (adh ud
o LeS sl 128 2 0,1,3 Guloel] sl 28301
bl ) sl alad gy 2aall olelll Gaysd -

(o  pyel paall 6 wigipg éeral il il cyoi agion diall iyl | yulag

Ryl Y1 e Linspe Lellad it gl Jitinds Lautie (Y)
A Lad i A A usiS

(oalidl @Sy by ANaBY clblad¥ly wlgndl e eIy Gubabg
Soiyg osbatind) Gosliog AU Fe¥) 2 calelaibly 3 pubacdls
G|

Lty &gl jplall Gdaty &o3lll wLaill gls 3T iasys
Jie AW Gpaadl Bia (3, 8Y Aeslil oladll Wb s ALl
ol 9ol Laatd of 5o0 Lgdyls 2 5T (UL Ggaadl 2 Ayl olS )
Solis Jie Adle eilive Ll ﬁ AU Goud! 2 Wgluie ddguaa
el

3 ysiuall lidall Jodl Hlaall Gadss LgiSass oslaatl 3ay Lof
LIS gty A0 gl bl Baudas (ye Yot emondl Aaugiag

il plog

Al el o I ull Bl 51 e 0 |
oalaiel (paun (n:u-._” daiugiag byl el

bl 5 1] Sl Aad 2 30 gall el (o RN Bl ylas

Cayad ‘n:._».ll daiugiag dyiuall aladdl Gl 1,8l iy Laag,
Gl5h iy g3 a1 SLAT 5 Lty Al e Gl ayd
Ueliwall puinzt ¥ g€y oy LI onsiwall ale (058 @ls 4dls
L dslaltl

AV YL 2 Laladl Al Liuall ucols 5Ll iy

2 g Aol el ﬁ AU Gga> Q‘j.ﬁ Jelus S PRV (\)
Q‘j)ié“ ol fia )‘.\_m? lean,bs 2 alaall sl cils 4 “AL:‘_ B
;\5“5)}_@.21‘6)\5 Jﬁ|..\3ﬁ‘:,+'q-ijigﬂajdj‘,\3)‘al.aé}u.%gjﬂm
(a5 57 Bl 3158 2 S

gl gl ylog gl 8 i a5l

Lax |l Aaladl polal Jomill § 9 dia L
@l dals Gle Lgie Loyog gl
bl e Jomill 20 8520w (e ps
oaa Jie 2 ASLAL ol o Agall Ayl
2 alll didiay webon onatigll o bzl
Gl a3V Jd elldg diglly diall digd!
faa of ehla coyel Lgdls cpacdd gl yulall
IS O il gl 5T i (ST 2
Onelmall Lsgecdl daglly ibe 3,5 (e
356> & alewdl Glo mgoy>y onsilall

sl Badad e Alaimd YISV

A e oplally gl r.O .
Lol e liall Zsgacdl JAs2]
hli 4858 4y a0 Jg> Aile dbe (Splass
Al Bssaeddl Lol yulas oo Jsmtll 2
il Bty Lase @i lly A5l jlall
sy ¥ ag oo bl Bialill deliadl ala3 2
Hpey bl 3,8 j3e 4T uyle T
Lol
Holas By e ] A ok Chagy
ey g0 9 2lae ¥l (e Ty Jsmmill Jor e

Al @l Andall clipled] Jndl paw s
im Jolgdll oyd Guasiy ol Jobag

e etelly pratall uslall dlilae o
Gudatd Sldlaally clalll oda fie jscas
Salll ol sae of Liwae . Adsull ulall
lesile le Al sal gl o 1813 ol

G ALl o g 5T A S Gabadl )
A LY aids b 2 sl cdlyY
@bl Ll jpnmll dwyall dalyf
Bl e waibladianl (yes cegilal Bl



3l jmol» o 2oy IMA (ol gl 2200 gg cll il igal
il Ll gl - il Laggicl

1mna

Cro seticall Golaidl ds gl yain A1 Adladll ola Aald) ol LS
Ol 91 Gl dgass i ilall Cnpanlomall Asgacd| Aisgll e IS
@ly Aadall @loylell Jndl gyt 356> 2 aleadl Lo cgunys
Sl Jaliy LBl <))y gasiy daloll @Ylrlly 23301
ol pobiana Vg alena¥l 93 oo Jalsidl (o pd Guasis
Al

Orralomiy sl IMA 001531 sl | dgas Sy 7 a0 4l (0
ol gill Zumyall 4a33L0 138 pmieren USL2 CMA (CPA .CITP (il
IS Jading e il gacal sl (pe suaadl (L cgie olailly oyl e
(S | (1S ] S s elenen 3l 20 HLalell 3515 g (3Ll
553 IS ulS 3l i alSs ) el 2 Gl e STy e sV s
Bal) L] ol ALl 2 el ol puiil] CadlSSy ool 38151
@ Buols 3yals sy JUI @llad gl oo 1S 10 Jres Zaclill
o Jolal s 2 Lappe |3 (g3 g (] Jlome 2

8,5 sl oo oSl gl e ey Ll 10 2 Gt
WLl Jals oo U clelhaall e cuiwaill oloiudl HLS (e
ol (CMA (1ML 95 @8 ded| @gn (po O5Sas $1g Leaslag
Shinl BaS Jom Aals Gl o oalll deall a0 Gl
¥ AL Iy 2 e copdlotl cndylo¥l bl sgan Lo
syl Jundl L€ o yall 5 Jandl 9 (po e gazme pa33)
~olaglallg

sens pe @alis 3ySie cudy of Guw Lgll ol HSAL ol
2 Legin Lo Wyidin plad 33Me (aals gl o) la¥! Cnlnl
51 033 1 3,000 28 s i an g Rsalondl g e
gl L Laall AalBly Aiall &gl ol ya| Lgie sue diige c¥lna 2
Gyl oolaill puslad Aaad LST,s) ABLEY) sia 30y (S0

Al Aol digay B,

The Association of
Accountants and
Financial Professionals
in Business

aidgo yolaiy auudl

yuoleollagal.a
IMA 051531 Ccalond] gae poo Il )2i VL gl 0 'l 19
IMA 0, 15¥1 Cenalsdl agal pol 1 pa33L) dae
L U530 gl ymally ol ool ity (21 daeg¥1 3 lly
cla )W Lags e o Guatll wl e Wyl — Al
Baddy aYVV/E/VEIT Galgll _aVEYY/V V=T sl el
- ool Pl €,
ALl Jlae W slaT el yledd daad) st 3a s le a3l 38
35 gl 3150 4y AL Ly cnbalall e Gy Lag — @lall 3l e
385 CUISs Jslodl (e e gazma pa33l adiy plun¥ly gl le
colS il A bl Aabiell LaEl (o ,b 2 Liesie
Lkl Lige 4y a9 I @l ol gl Al pe3ll Gug
03l 5a3ady liie dansy slaid¥l cilegae jojad 2o daxlylly
sy Aabill Lealply ol Jleal darial Ligll 4 asa ol
laill sda Lle onadlall suclus Lol oo 3l a8 cileslall
1391 1 patiead JS5 3l ASliall el )3t 3L3Y Lgas cplalanlly
" Lgalaal guass 2 elaall el

10



DIEPV AV calan - A 110]1

-
-

aital allgj e | aygll {19 220 (g

(SOCPA) digll ALey e Cyliolond| (rculomoll AL AUETS O oA g3LEN Cpcculomald Aasgacad| gl yoy
Tsigl) el 2 a5y planill (p Itse g (hay LA 1 3130 uajliianl as Ul

el jijallie
ES




(0 Gr>T degame (0gilal (uloeld dasgand! Aiigl) Byla) ulome el
Jemidl Aad (e ZAILI) Al 1 2L s Dan (L9 dpaalnd| 2 23 gad) pslal
hHlae! Grdaildl @it aY VY ale 2. ol Lo | OF Guw | Ad gud| polaolt

- Al 3L AY Y ale Al (e
ASLall & polall GUS (e Guodald ddlis] Oldlate sleie¥) H,8 aad Ady

Al (e ddal) 108 2 3y gdiis (sB9
ralalls Wylae A ,d) ola 2 Suaiall Adgud! julall medle (aas s Ledy
At da g

T L

e Jo3
gl wleoll




E
3
ey
|
E.
S
2
A
a
=
3
wJ
q

=
(0%

leie slana¥l sLaall 5,m Ll Jsw¥l ole lagasds
Lima Lol ole I 58,00 350 2 iy ¥ sl
G Jsio Il Aol il cililate Lggle Gabad ¥y gl
) Goybo e Lasladil 3LEGL (g4

Ofiel @ G wpasmid ddiadt aileglsd Hlall Glas @
lilliie dle Gaall @ crag gl Liizma Jyloall i Juo¥!
o xa o1 JS o Balall alylae ¥l iy 2 Lo «luall
e Hlaiis 3lAie

Lzl Wglull iz Jpo¥l (oye ol Hhall o @
Sldlaie lanyg I 380 Als 2. Jundie (S gl
Jh Sl ol 3091 Jum 91 15 s Lol 202,80 Bl
29 Baxly dlales 2 Lgis (almill @ Ae gazmn Lgunns oo
Sl @l 3y Jso e Aegame oo 3ole daladl 2
P Ugi B g (e 3o 9l B gl B g Lguna pe JSES
ol 02 Bmlally sl sleall gonas ¥ JELT Jroes (L2
Bl 2 e sl OIS (mye g o desenll el
colel 315 Jpa ¥l Bk oy Jumiie JSin AU 38,

Y Al gl il Jgeo¥ 15T sl Ll massl @
Ll 2 5

335 Ul ALl e Jyo ¥ Linal Gl Sleall Shais @
S, A1 2 e egiiins crealidl le Lgayss 5Ll
Rl ld 30 Aduns cledsd slell Sha @
25 slagica¥1 1)3 jyl5 2 oslagiaal 5,all JuadU L yiall
Sleall g JEU S e 251 ulall ale] ooyl s5
Sl ey Juo¥l 2agd 2 dogegl] ulid clillaie Gaukss
U

) Aionll 5o e Jolatl) 2SI alala’ jlaall 250 @
o1 slaiaaly Layl,3 oLad] 3,05¥1 5,5 Lesie

i Jya¥l e Bluads ilalisd] ol lall by @
yaticall e calileadly apld Al ALgloall

¥ d) Awlsdl Hlins

sl Slaall g S o ol @aseall laell 4L @
) LIsll Sl epis B a8 oapandl slaall o wling
S sl Ll o Y1 Syl Ll (e s sales
9l Adgs yolaa yuad Laie Logund g ol ya 3ue diuusd
Al ‘:,Jj...\_” Slell ety LS v d3Me Lgdy Lfnusd e
L OLdLiie geam i) slaall g J13

Lin il Lusdl (e A3l slaal] ol il ) FoLis
S JSE pmend] slall allay Le 355

L“SJLQ;::«-M}”)LZJ-” 1€ @d) dewload) Hlinse
95y -9l Slaall 13g) e Gasacs slns sas Y @
@3l aSle e 5uS calmd ST Ll 1agd 050 o
IO (o Fsgmaall S yall ASLel i 2 (ppoadicaal] ALY
SLAl o157 2 ealas Lill Buylaall Jsuo¥1 ulls (e #LadYl
Ll Ll Gy on (Jya¥l R e il
Sl BLall Ly dadiss L3l Ayylaadl Jew¥ el 4l

Jadiomd | Wgliitl & Jgo¥! 0 @By Iy, 3l sleae

el Lo
Byagacdl el 2 135 cneginge sl slall Glais @
A iYL 3l Lesd alall Lad¥ls (o yall jlins 2 Laus
Slat Lo 2l Jouo¥ las 2 Sy 3 pateall il
Gl Ll Clany deasdl s sl Jsodl
“ ccne sl i Pl Racly Aluads lllaie
Bl Andlall o Byds sl Slaall o Gl (ed @
R PR RET NPT WESUR TARCITE A PN T
(3=l Bole e Lo oT) Jaall (e Lgblial 3L (553



2l AL Sga¥ Y @By Aot | Hline

Dbl s Cauag . jLall 1ag) files 352 Hlias Y @
sLadll Layoas Sl UL el ga¥1 (o yad Golia g 50
LI Jgo¥ o Buolally A8Le Boax of wleljll Lol Ll
oo AU ol ot e oty s AW el 33091
Bya> o931y alle wlal 3l g Adle Jyeol A uuall Hslaia
Slustly bV alaygy Sulall ot Gley dSle
Lolall Lgsd iy L3 @Vl Loy c@3Mall @l elSL
T AU el Y AU S o

LelS ads (AL 31531 yagn oyl lall 1ia cslbal Laag,
BLaiell I S, 3B 2 Lgauind oSomy (21 5 ¢ alladl]
oud Sy ladie elladl JSally pagadl ()5S Le dales
ASUI Baamd ollaitl Sl 355 AU @l ga¥1 (aayg . Ll
T Ale olgal e a3y (Layags 2. cilalyl s LeiSly
dag,ll ailedly ASHI Fgas clgal Aol olewd! o
5liall gesd! Jin Al ulgal 0o ims 1y . UL bl Ly
Sl Ll e catat w3 jLéta) Gaslis (as ailasgg
celladl LISl udg Lo o g Ll ASla B ol

GOl Lad W1 A Olgal¥ 1V @) I 0,550 slens

Jead @ azs AIUT elga¥l e dulall elagaal [ e
oawail @ Lalia (Jaiws 19y Hlas 20 Flad¥l cildlatie
Sle caias ¥ Sl 3 bl e rlad) Hlae
Y3y U o,all ol slall gas) Adle elgi L
Ol Jodll (Sang (T wliie 2 (awmsdl e zlasdYl
zlad¥l olyais Glall lagh Jilie gasew Hlias uag ¥
Y AIU Bl 2 LVl (ol Gasaad! Hlaldl 2
e ol Hhiall 3 133 G B lyEs ek el
LYl e 3,38 Ve Lle iy Le Il dalia] (3,3n V-
zlad¥l clillaia jleall 13 lasyy . 5leally 438,11 2agda|
Bl 5lal Ly L) 5 Gl el ¢l 2 1 90Y e
LedT of A 2 E,.'U.‘ el ‘:,Jj.ﬂ\ Sheall) of YY 2 ‘:,_b.ﬂ‘
beall 12 o0y W Laay coliH dlage covnd

2 claliad| @udy oliddl ddllhes ga sLall lia cun @
gl Q‘}A‘Y‘ Lieal @290 (ya Ol Sal AU Lgallgd
Sblell gag deabeg (I LYy sLasll I 58,00
35140l I 3Ll Lgl oy St AL ol 9391 ye 5L
SLALI 3500] Lay o Il Bauylally il 3,5 Bulgs 2.4
) bl el

GLadll ol 2 Lo «olaill e Gle Hlall s Gubi @
3)lie LIU alal pine Jie) ALdd Al clgal Lepad )
alliy (slacd! Zunly @blasy Juamill cod ablas e
elaee Bdle Bewcuga Jia) 3,88 Alle ol gl Lgad 1 Ll
oo iy (ST L (Adle @lgal e 3)le Lailal3ally Lelguni
LI sl goB sLall aluszinl o e csllall ZLasyl
bleell Lgin a3 (gutas

e Jo3

gl leoll

Loz ddiod LT 5T (L1l 2 Faeal b 35 Ji ud (re)
g Sl ol laadl alls ] LoVl Lgied §Lasy¥ s
a1 Ll aeioad UL @592l 15 2 suss ol 5Ll
ASyall dolis 2 desmiad] @llaal Caupill s gy
B, 3)1s] e o (Bl Jpua Wl de byt Lo 5a9)
2 Al o sasll el Ll i Gl Lgailinag Loaa ylass
copatly Ayl aSLed A uiall Jie sLiiall salall dolil]
Bl 2 jslaill 5T el suall el yLaall Canyail) 1a e LS
c okl yyshatll @lS it Jsdl sa LeS sliiall galall dolial]
Shlaall wl @55 L opdg el s & jueh Lesy
Usladl Bagall ol 2 4l o ye s Ahslall daalls 2 ,Leiiie]
o S Bygun oy Les (S5l AS1B 2 (55T I 3,50 (e
I3 - Ll el (aniey Legd sLadall I 38,00 (e gl 411
Gulais 38,50 Loyl 3l @lylaadl Hlall faa 3l 2
Lgaog Aiina ol aumd Lidg Uiy o6 sLeiiias¥ sLaadl Ca yad Lgule

el @llie Lo le alyle¥l @l it el

Aelypdl a6 o) dwltl Hloas
59 ol Hleadl 1agd Blae gosae Hhas sy Y @
AU @Slyall 350 Gle S Guloml 3T sleadl 13d 0055 0
ool DS (e Bssacadl A pall BSLell Ahg 2 ppisdiensl]
3y osloly Lliiag (e 3l 2l sel) Bysumd) J50Yl
Lguailiad as

lae Le) Goguontl Jyua ¥l (ulid 5o slaall 12 dieuiy Lo 500
o) 2dIST Lgia Lgylae Alslall Lgiaddy (3eidl LYl
shasdl 3yl 2 Aslall Lgiagds Luely3l cleuill (ulidy
Beaall Gold Sy Lasie cllg padl GallSS Lgie Lagylas
gale slaie V) oSy @3y, Alsladl

alad) LBt ubd oY p—sg g.”l‘)ﬁ).ﬁl”)\.»uﬁ

laa gy hall 10 Bles gos2w Hlas uax Y @
Loulidl sl pingg Aslall Acall Capyad yiags ) Hlaall
mesd ol Llsd 2 b 3l sulall 2 Lgslasn
oo ALl Bedll Cayad o o (laladl Fedll alasioly
A3 Loyl dains i 5T JaoT g dali i g1yl L
oobaal )5 2 Byl 2 oS Ll g pallad Alslas 2
s (67) Bl Baaadl Byl el 2 Cappatll 23 g
dilan e Sy paadl Glls IS 1) Lae LBl (i (zo>)
T asd Aapybe alazialy jade 4 - jdlee S
sy (Asladl Legall Ll lasly Gl Hladl s gong
(ALl Badl] ulal G liall cilsLasy!

g A3l Bl ol el g 3T Ll 18 Ssa Leag
Ol (ALl Fagall ol ial 3ayMU1 ciboslall a5 Lasy . 255
Jode oy Aalall daall (uldl 3k sue Slasy Hlall faa
) I3l e A 5 ey (3 gl



E
3
=
3.
2
=
a
=
3
wJ
q

-
8]

Sl gV g e Al ol Alinds euldlnia Luall ,39 @
Creg - A3 gl AOLeBY! Slaaddl Gl 2 Loy clgubadig (AU
Jso¥l 2 dogugll aiais L] Hlall adlay Lo (oo
3] Gaybs e Ha I Jeladl Jaadl UM e Alal] 20U
Ol aney Y1 Jalall Ja ) 4a505 2 (el lia
cpanazll e jloas LI 31 & a0l Aegal!

wos=ll e duulmall ddunds aldlaia Hlell j59 @
Lapll ol ¥y ccnba3it¥ s Joua DU dogamil] (S
Sl 2 Loy Aad gl edlalally Ll ol @I U
OsSe dagmill o Gle Hliall uS5as  aia V) culileall 2
Leslitia g 3Ll cp (ualg Aum yLx (Bl ol e Jalaill e
s eLaill o Jaladll sy lall (ol ,e ¥y Ll
@l53 a3 Tl Gl IS 13] Loyl Slalad de gaell
adle @Sleal Y1 il sluel wie of A,k Al
Y s sl aladd) Uy ) caliang dlndia
S Al elaatl 2. Lehletw! we s Lede doyid
o gl Ling yLeall Bty Loy - AhLall Lagally Lguwss
@Sleall 2 Aaslatl wlaat) o Lin V1 cdleall jlalit
Lol A gl

Aagall dogd i oy dogill @l3de 15l Hlall saxy @
2 let¥) 2 Lo gy cgaiill 3aadl dogmiy (Alslall
leandly CecalSU L) 388 s LeS . Lin 1 cululeal]
o gl lBMe ya

A &l polall Gadad <) @8 U 580 slias
8pn Jo¥ S

bl Gadas 2 Baelaell Gl e 5 lall s @
elall e LYl a8 damy o By JoY 2dsd)
Gulad sie 4 Cagyall cpad Adeudl Hwlall L1 Al
Laag of coamy ,0h dale 3ulad Lgild Bugus Aupculms Al
O8I Bagand! el e Bl st Sl Gdatt] bl
colS Sl suwlall coe Yoo 3ol olall 3Ll Gulad Leie
Bagaad| ulaell Jsill Ji 1 sl ol Liske Lgaudas
Llee @ulaid Slall s el Uy Bubesy 5y (463
oard Goball 34K @lildy) a8 Gk o Jo=ill
pwlall

cileliey aile i Hlall 1ha g lasuss 3ST JSius @
aldlaill jasd Gy B0 Gudadll cldlaie (ae (e
Gedaill 331 cilaglall JS Lt a5 Y B Ll of 3uzall
Balall Lewlsad] Gl G Jie oy oaay 3L
ETTETINPPL [FOVRSPRETPR SN ISYEI PR WT(RCPI
CAlea g Al laal! 2 el yletiY g a3l

L 2. AJUN Sleall (oye 32T cilidlaie Hlall j25 @
AU 3S5all @l5s M (o ye dol il Wl crag o Jyoxi]
Il B Bl 20 1Y) sadendl yolacll Lidg 3use
CA0Lal] B Byl 2 B (A5l A Bulgd 2 A0
Al Jo=ill Aolall Flad¥l aldlaie Hlall j8s LS
Ladedl yulall

AU oY aaal (1) e plaad¥l Hlall (2a iy @
Fae 5l calaslall () I Lgila¥y sLaiall LI 38 all
AU l9a¥1 e BB blrall (o et ol 2SIl
bl iy ol Loyl e samdl S3a¥1 asdl Uiz 2 Lo
Baeall ylolimay Wgreall Jloliag AslanYl

Lobolews 3,001 Glual Lesdll alaladyl Cay
AeSll laliadll auiiy pbalall @l 3,05Y Lellyal
Al bslil Glblrell 3Laall (oyed gue Glin cilasles
Sasig aLaall 3yla] Lalise HLE Lisls 305l @ileglall
sLaall aluzial oo dale syl Lae clalad¥l ola
oo 1 ol all (o patll e g 3L el 53U

O Silga¥1 24 @) LI B0 Hlens
3sY1 2 5Ll (oll gosaadl Hlually 3)lie @
ook Oldlaie Gty Jolall ol Slall ols Al

Gasmadl Slaall e Lopdgn Calins (s

S L]y @l 480 Aluads cldiaie jlall ;b @
Josoey Aalerll BT s 2 Ley AU clal 3091 g Jgun!
RPFCS PR OSBRI TR PR

Lo Lal 32U Jouo ¥l caviatd eildlaie Hliall ;25 @
d\-a-ﬂ‘-icé}g.d 1539 suaiicad | 231l of Aaladl daatly yulss
ozl 3l ailanty AIW el 5,0y slaatl
@ Galad! Cagaatll laall iy - I oS goiBlacl!
el L AL 31503019 LU B 315581 G 3y
Bl o B Jpo ¥l (ulid 2 saalall o jlall yaels
3 1) Boaiieal | AL uliall ga LYl oy lalall
Agas ooyl

Of ptely AU clel ¥ Cavind calillaia Hliall 59 @
Oly dadrieal| LA Lo AIUI clal 330Y1 Luld 2 5uc Ll
5850 Aire olel3Y Alsladl Aedlly Guldll ga oLl
Agre dogyd Lgd

ssdall 2 Lmendl culinall Luld! bl lall ,5 @
e S Lgie Auulonlls Lelund (S ¥ 3l

LI Joo ¥l caiant sole) 2888 il HLall 29 @
AIUL JooI Lgiylal 2 3Laall Jleal g s Jl> 2
chdies S cauail dalel e Auwlall @3 o Cansls
AU el I Cauas 3ale ) (g1 Hluall pie bilatlg

de Aol Aeail AU @lga¥l uld jlall cagl @
Alalall yaew e Filima (6S3 03 Lilly (IeY1 @LaYl
Legall Calizs Lesie Guclmell 3lunds ilslds) olaels
c o LY e Alalall s cpe 3L 31530 AlsLall
LS @lyiall 2 3l Jew¥l Guld lall caol @
Uslall Gadl Boaiied| 2K Cotld B LELIRY
Logall ((LSUI Boam 2 (gT) 2V Jolad) 5t M5 pe
(> 5B 2 (oT) 35l 5T Il IO (e ALl
LU @luall 2 adll el 3y uld ool LS
le it 2.) A1sLadl Aaally of daaiiod| AL Lolan
.(53..3.2.4



ol

*»

ogll |

dyjoll dClpgll 4 dubil
Lin dagiopl dgal

(puigiall (ol d12go will disall )

The document of endorse IFRSs

e Jo3

gl wleoll

agall plogll algic! adig
Joaill 60

5“|_E|g fqmlo ul

3l Lyl

for adoption in Saudi Arabia

According to the Saudi Organization for Certified Public

Accountants’ plan for

transition to IFRSs
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Introduction:

According to the Saudi Organization for Certified Public
Accountants’(SOCPA) plan for transition to IFRSs endorsed by its
Board during its meeting number ten, 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
for the purpose of executing the transition to the IFRS . 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 decision to endorse the IFRSs
(third stage), followed by the individual decisions to endorse every
pronouncement. This document includes the decisions to endorse the
following pronouncements:
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The statement of the endorsement of the pronouncements of the International Accounting Standards Board (IASB) for adoption in Saudi Arabia

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 (third 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 (if any) in general are either an
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 2014.

3- The modifications appear as a strike through text for
deleted texts and as underlined text for the added texts.

4-When an IFRS or an |AS 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
‘IFRSs 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).

AT 0B 3o 43T Aage Oiltas Do
faberie! idh Lgloms £ (D g O) polall e Al it St -
Sl doliul i bl Slalad| gf Les zoead! Jiladl sy

udgand! A dl Aol

lan oo (pe Bubetiall Oyl N1 (e oliaT LTl JL ) @3 Y
AYVE/NY/PY 2 b LS lhg At gt dcuulont |

aawgindady LA ol ygtaag . plae dadwy SOLT pglad v
o

SLaYLd 5T (93 slae ST (AN Hlae SI,a0 2. 55Lal o 1) ¢
S5 o Lo gt Byl ASLa) 2 Gl il el 35S
HES N s B Aauall CMualll (s LU (BMS

Layliels Gayg Ledal (I jydild ddgud! yulalh Bylee 1)a5 -0
Ao pall ASLall 2 Bedaill Bieiall W o ,pEilt Adgudl yolati-
Tdgacdl Aicgd! Lbdatiad ol 6, ¥! Olylko¥lg prolally Zosgawd!
salall Godad delian mu D2 LIy (gLl (newlouelt
AL Hlos CiLillae 3929 BOISe] lanaly ESLol) 2 gl

OO g A9l Olyluo ¥ slelie ¥ Auluadil Oy Hat o Lesdy
(©a2g 0l Lele als

Ay LaLus Oifylaatt €+ @By gt Aeulnt yline ¥ g
IAS40 Investment Property

=0 (A9 Aot polas udoms (g paliall doylaiiw ¥ Sl laatf < £+

(08) 13m0 paalont] jlins (i gILEN (naslonald B gacd| Al kel

Aoagaat Ao yal) ASUat) 2 Gedath) Ao gl jleall Slilbatia (e T ¥ 23 Loyl,8) e wad L) colial Lgad) HLad S Oodbatd ) jLaa ¥l 2 23 ¥

IAS40 Investment Property is endorsed taking in consideration the following modificatio

Modification on specific paragraphs.

32 (modification) paragraph 32 is modified so the entity is
required to measure the fair value of investment property on
the basis of a valuation by an independent valuer who holds
a recognised and relevant professional qualification and has
recent experience in the location and category of the investment
property being valued

This addition is to increase the financial statements users trust in
the entity valuation of its investment property. This paragraph is
read as follows:

32 This Standard requires all entities to measure the fair value of
investment property, for the purpose of either measurement (if
the entity uses the fair value model) or disclosure (if it uses the
cost model). An entity is required encouraged-but-notrequired,
to measure the fair value of investment property on the basis of a
valuation by an independent valuer who holds a recognised and
relevant professional qualification and has recent experience
in the location and category of the investment property being
valued. The name and qualification of the valuer is to be disclosed
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75A (addition) A new paragraph is added after paragraph 75
to require separate disclosure of the amount of the investment
properties held for rental income, for capital appreciation and for
those that the entity held for a currently undetermined future use.
This addition because of the effect of such information on the
users’ decisions in Saudi Arabia, especially its effect on future
cash flows and on the calculation of Zakat due. This additional
paragraph is read as follows:

75A An entity shall disclose separately the amount of investment
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properties held for rental income, for capital appreciation and for
those that the entity held for a currently undetermined future use.
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JAS36 Impairment of Assets is endorsed as it was issued by the IASB
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IAS41 Agriculture is endorsed taking in consideration the following modificat

First: General modifications:
Replacing all examples that are contradictory to Shariah with
suitable examples (para. 3, 4, 44). For example, as in paragraph 4,
example of pigs and their products is replaced with cattle and its
products. Similarly, the example of vines and its products is replaced
with olive trees and their products
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Modification on specific paragraphs.
13A (addition) A new paragraph is added after paragraph 13 to
require the entity to measure the fair value of hiological assets
and produce where no active market on the basis of a valuation
by an independent valuer who holds a recognised and relevant
professional qualification and has recent experience in the location
and category of the biological assets and produce being valued.
The requirement is added to increase the confidence in the valuation
of the biological assets and produce since the valuation profession
in Saudi Arabia is an emerging profession. This additional paragraph

Aalal) Zedll (uld @i O dolyiad \¥ ol 8,240 way 3,58 Calia VY
e Gupbo (o Aadd Gaw Leh a1 Auguand) Olniidly Jguad
g Byias dcige OMaGe dudly BLA) e MY Ao 48 L840
Dagaod| Glniidly Jpuo ¥ 2ue g alige 2. A By aadly @dMe Dl

LAl (09T 2 AL @319aY pontiniue 5% 53La3Y 98 Janald| 148 Cocwg
(Pl (o o ASLalI 2 gl st Jleol O duolug dgumt ! Let g™

Bow Ll (rud ) dagiond) JouoS) @9aW) dclons pgdy O com INY

O it (e Al Al) SOy

Adbjeg dauul (o TLad¥ | @i g cLgagdi (o 4!

:g.\:i LS @L«a?" 5043 ol 3¢y @ ddeg.aiald)

should be read as follows:
13A An entity is required to measure the fair value of biological

g dlo (639 Lgy Byae ‘”,.hg.n' JB5e o) Ja%ue (reid s Aadd

assets that have no active market on the basis of a valuation by

an_independent valuer who holds a recognised and relevant
professional qualification and has recent experience in the location
and type of the biological assets and produce being valued. The
name and qualification of the valuer is to be disclosed.
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IFRS5 Non-current Assets Held for Sale and Discontinued Operations
Bt pud Glloally et Loy dadiond | AlglCill pud Jgun¥1 1008y I 5y BUY gt jluall (et g3LaH (praalomeld Arsganatl Aligl| Ciiiic!
cJRuad (1 il (4 jei LeS (gl Al | jctlas pudons (42 jabiat!

IFRS5 Non-current Assets Held for Sale and Discontinued Operations is endorsed as it was issued by the IASB

A0t el (pulid s\ ¥y IR o BT (9ot yLiati s Livoln
IFRS13 Fair Value Measurement
oS ¢ 901 At | s (pudns (4 paliat) Al aLall Al (ulid : \Yiady (I o pild Fgul ylheall (pcigilal) clomeld dsgad | Aig!l Citalic|
cdoal g1 il (pe yolo

JFRS13 Fair Value Measurement is endorsed as it was issued by the IASB
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IAS32 Financial Instruments: Presentation is endorsed taking in consideration the following modification

Modification on specific paragraphs.

2 The objective of the standard stated in para. 2 cover how the
entity classifies interest, dividends, losses and gains related to
financial instruments. Since some of the Shariah complaint financial
instruments that are in substance covered by this standards result
in finance return and cost, the phrase “finance return and cost” is
added to this paragraph. This paragraph should be read as follows:
2 The objective of this Standard is to establish principles for
presenting financial instruments as liabilities or equity and for
offsetting financial assets and financial liabilities. It applies to
the classification of financial instruments, from the perspective
of the issuer, into financial assets, financial liabilities and equity
instruments; the classification of related interest, finance return and
cost, dividends, losses and gains; and the circumstances in which
financial assets and financial liabilities should be offset.
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IFRS7 Financial Instruments: Disclosure is endorsed taking in consideration the following modificat
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Modification on specific paragraphs
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421 (addition) A new paragraph is added after paragraph 42H
torequiretheentitytodisclosethe contractualarrangementsof its
financial instruments and how theirreturn or costare calculated.

This additional disclosure is required to provide necessar
information to the financial statements users in Saudi
environment whose decisions are affected by the availability of
information about the nature and type of the entity transactions
in order to help them to assess the extent of compliance of
financial instruments and their return and cost with Shariah.
This additional paragraph is read as follows:

421 An entity shall disclose the nature of the contractual
arrangements of investment account and_other financial
instruments such as bonds, sukuk and derivatives whether the
entity is an investor or issuer of such instruments. Moreover, the
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entity shall disclose how the return or cost of such instrument
are calculated (e.g., interest, rental income, full participation
limited participation with upper or lower limit of the return,
revolving Murabaha).

42] (addition) A new paragraph is added after the added
paragraph 42H to require the entity to disclose separately the
amount of debt instrument issued, bought, transferred or sold
during the annual period.

This additional disclosure is required to provide necessary
informationtothefinancialstatementsusersinSaudienvironment
whose decisions are affected by the availability of information
about the movement of debt in the entity in order to help them
to assess the extent of compliance of financial instruments
with Shariah. This additional paragraph is read as follows:
42] An entity shall disclose separately the amounts of investment
in debt instruments (e.g. bond, sukuk and receivables) bought,
transferred or sold during the annual period.

42K (addition) A new paragraph is added after the added
paragraph 42] to require the entity to disclose in detail the
financing amounts according to the type of contacts used to
obtain the finance.

This additional disclosure is required to provide necessar
information to the financial statements users in Saudi
environment whose decisions are affected by the availability of
information about the nature and type of the entity transactions
in order to help them to assess the extent of compliance of
financial instruments and their return and cost with Shariah.
This additional paragraph is read as follows:
42K In addition to the required disclosure in [AST (additional
paragraph 78F-C) An _entity shall disclose separately the
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amount of each of the following type of finance contracts:

a- Conventional loan (direct monetary finance)

b-Zero interest loan (gardh hasan).

c-Murabaha (sale or purchase on deferred payment).
Indicators evidencing that the transaction is Murabaha include:

i. The commodity underlying Murabaha is not from the
identical commodity such as shares and metals traded in
exchange markets.

ii. The commodity underlying Murabaha is from type of
goods needed in the entity’s ordinary operation.

d-Tawarrug_(buying goods on deferred payment which
is not related to the ordinary activities of the entity and are
bought for the purpose of cash sale to third party). Indicatiors

1 (oo AOW) dgdal) 61931 (pe £99 JSI Jrgeit!
(silen (8D Jrga) (GBS 45,8 .
sy (y0y8
Ol (e Ol yastl @al e . (Ja ¥l alu o1, gi an) domlpe .z
1l Lo Aol p0 Alalal |
Fo Bdaoid) abud) ol (0 Bmasl )l (o abead! (9S5O -
-J 9l Blawi 2 Alglaill Halally mguwd!
Wgl3d B! doLiowd Lae domal )b Jone ol (9983 O, i
G
Loror (oo Blitcial! (purt 11 doLiidl il 2 o Wl b ¢1,8) By -

evidéncing that the transaction is Tawarrug include:
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i. The commodity underlying Tawarrug is from the identical
commodity such as shares and metals traded in exchange markets.

ii. The commodity underlying Tawarruq is from type of goods
that are not related to the entity’s ordinary operation.

e-Tawarrug_with authorization of sale (buying goods on
deferred payment with concurrent authorization of the seller to
resell to third party). Indicator of such contract is the presence of
the authorization for resale with the contract.

f-Istisna’ finance (a finance contract where the creditor bear
the construction and manufacturing work and the responsibility for
nonperformance). Indicator of such contract is that the contract is
written as an Istisna’ contract between two parties: the contractor
and the customer and not as purchase and sale or loan and

borrowing.
g-Future leasing finance (lease of assets before its construction
is complete).

h-Sale with lease back as a finance lease (contract to sell and
lease back where the lessee is the seller).

421 (addition) A new paragraph is added after the added
paragraph 42K to require the entity to disclose type of risks
and cost arise from the financial instrument that relates to the
ownership risk of the underlying assets including any cost of
basic maintenance, if there any, and risk of the issuer profit or
loss sharing, or the presence of third party guarantee of all or
some of those risks.

This additional disclosure is required to provide necessar
information to the financial statements users in Saucﬁ
environment whose decisions are affected by the availability of
information about some type of risks associated with financial
instrument that are assets based instrument in order to help
them to assess the extent of compliance of financial instruments
with Shariah. This additional paragraph is read as follows:

421 An entity shall disclose types of risks and cost arise from
assets based financial instruments that relates to the ownership risk
of the underlying assets including any cost of basic maintenance, if

there any, and risk of the issuer profit or loss sharing, or the presence
of third party guarantee of all or some of those risEs.

42M (addition) A new paragraph is added after the added
paragraph 42L to require the entity to disclose information about
compound instrument (such as investment sukuk that comprises
leased intangible assets and Murabaha financial assets) and the
percentage of each component.

This additional disclosure is required to provide necessary
information to the financial statements users in Saudi
environment whose decisions are affected by the availability of
information about the nature and type of the entity transactions
in order to help them to assess the extent of compliance of
financial instruments and their return and cost with Shariah.
This additional paragraph is read as follows:

42M An entity shall disclose the amount of its compound

financial instruments (such as investment sukuk that comprise
leased tangible assets and Murabaha financial assets) and the
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JIFRS9 Financial Instruments is endorsed as it was issued by the IASB
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JFRIC2 Members’ Shares in Co-operative Entities and Similar Instruments is endorsed as it was issued by the IASB
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ol ulovs (e yabialt i Ales 2 Lol 2lial Gl gonidlh el o 9l peandid] laiols (ilall (sl duagacd| digl| alie!
Jankad (5T il (p yobass LS Fgd| Aeaulnd

FRIC16 Hedges of Net Investment in a Foreign Operation is endorsed as it was issued by the IASB
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JFRIC19 Extinguishing Financial Liabilities with Equity Instruments is endorsed as it was issued by the IASB
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IFRS1 First-time Adoption of International Financial Reporting Standards
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IFRS1 First-time Adoption of International Financial Reporting Standards is endorsed taking in consideration the following modificatio

Modification on specific paragraphs.

11 (modification) the options in para. 11 are limited in relation
only to the recognition of revaluation surplus of property, plant
and equipment, where such difference must be recognize in
revaluation surplus within equity and then treated according
to IAS16 requirements.

This modification is for the sake of consistent subsequent
treatment and not to make such surplus available of immediate

distribution. This paragraph should be read as follows:

11The accounting policies that an entity uses in its opening
[FRS statement of financial position may differ from those that
it used for the same date using its previous GAAP. The resulting
adjustments arise from events and transactions before the date
of transition to IFRSs. Therefore, an entity shall recognise those
adjustments directly in retained earnings (or, if appropriate,

another category of equity) at the date of transition to IFRSs.

Specifically, the revaluation surplus of property, plant and

equipment shall be recognized in the revaluation surplus

account in the equity, and then treated according to IAS16

requirements.
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The subjects in the “IFRS for SMEs” that relate to the third stage of groups of standards in the transition project
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.The subjects of IFRS for SMEs related to the third 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 to the Saudi

Organization for Certified Public Accountants’

plan for transition fo ISAs, and according the

|AASB Policy Position statement regarding the adoption of infernational standards.
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Third stage
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Auditing Standards Committee Saudi Organization for Certified Public Accountants
AYSNO/NY/YY - NEYY/Y/NY

According to the ISAs transition plan endorsed by the Saudi Organization
for Certified Accountants (SOCPA), authorized during SOCPA board meeting
number nine, sixth session, held on Saturday 26.03.1433 corresponding to
18.02.2012, the 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.
According to the plan and the Statement of Policy Position of the
IAASB (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 1SAs (third stage):
The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed the following International Auditing Standards for the
adoption in Saudi Arabia taking in consideration the following matters:
These standards are effective for audit engagement beginning on or after 12017/1/.
The third stage includes the following standards
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ISA 500, Audit Evidence
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ISA 501, Audit Evidence—Specific Considerations for Selected Items
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Prescriptive analytics also utilizes advanced automated
data-driven decision-making tech- niques (e.g., optimization
and simulation mod- els) to evaluate the alternatives and deliver
these recommended decisions in a timely

manner. In “TechRadarTM: Customer Analytics Methods,
Q1 2014,” Forrester Research cites a good example that subtly
differentiates the transition from predictive to prescriptive:

Predictive: Create a propensity model to predict the
propensity of a customer to buy the same product as a second-
time purchaser.

Prescriptive: Utilize the propensity scores to target second-
time buyers the minute they walk into the store or visit the
company website.

For example, my (Brad’s) company uses mobile diagnos-
tics to promote cross-selling and up-selling opportunities. Our
mobile technicians who are working on an engine can now
remotely notify a customer: “You are currently due for an oil
change and fuel filter. Would you like me to go ahead and take
care of those while we repair your engine?”

The most commonly cited benefits of prescriptive ana-
lytics include enhanced insight into both personalization
opportunities (specific) and consumer habits and patterns
(general), clearer vision as to how to maintain current
equilibrium (such as how to maintain the current business
activity/profitability), and elevated awareness of social media
impact.

Figure 1. TechRadar: Customer Analytics Methods, Q12014
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HOW TO TRANSITION TO PRESCRIPTIVE ANALYTICS

Most studies and commentary on prescriptive analytics
in- dicate that the roadmap should maintain the existing ana-
Iytical tools in use and supplement them with additional tools
that incorporate social media, unstructured data, and advanced
automated decision methods. Forrester also sug- gests that the
life-cycle stage of the company impacts deci- sion making as to
the appropriate tools to use (see Figure 1).

THE FUTURE OF ANALYTICS

Our earlier example of the electronic fast food coupon
shows that analysis of device usage is a prescriptive tool in
the early stages of development. It has the potential to pro-
vide valuable context around behavior and other customer
dynamics. Firms that need deeper insights into why a cus-
tomer acted in a certain manner rather than just the action he
or she took are likely candidates for prescriptive analyt- ics
tools. At the end of the day, there may be some in- stances
and circumstances where firms will maximize business value
by remaining in their current analytics phase. Nevertheless,
awareness of prescriptive tools and their potential to drive
customer engagement and increase

revenues is still important informa- tion to have.

While prescriptive analytics was once a futuristic concept,
more mainstream applications are quickly appearing with
the ability to influ- ence the customer purchasing deci- sion
and improve corporate prof- itability. Unfortunately for the
fast food company and my (Rod’s) credit
card company, they didn’t know that I had
just finished eating lunch. Con- sequently,
| didnt take them up on their offer.
Nevertheless, | was im- pressed with their
leading-edge use of prescriptive analytics
and look for- ward to taking them up on
another offer sometime soon. SF

Bradford Hamilton, CMA, CPA, is
a cor- porate IT controller at Cummins
Inc. in Colum- bus, Ind. He also is a
member of the IMA® South Central
Indiana Chapter and IMA’s Tech- nology
Solutions & Practice Committee. You
can reach Brad at bradford.a.hamilton@
cummins.com.

Negettes

Source: Forrester Research, Inc., www.forrester.com, used with permission.

Rod Koch, CMA, PMP, is an IT
project man- ager at Utica National
Insurance Group. He also is a member
of IMA’s Syracuse Chapter and IMA’s
Technology  Solutions &  Practices
Committee. You can reach Rod at Rod.
Koch@uticanational.com.
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TECH PRACTICES

FROM PREDICTIVE TO

BY BRADFORD HAMILTON, CMA, !
CPA, AND ROD KOCH, CMA, PMP

Dlgltal devices make it easier to analyze
customer profitability. Up- grading to prescriptive
analytics will allow companies to stay ahead in

the market.

ere’s an experience many con- sumers have
these days. This one happened to one of us
(Rod): My credit card company began of- fering
electronic coupons from retailers that | could
download to my card. Then I would automati-
cally receive the discount from that retailer
when | made a pur- chase. I'm not a regular
patron of fast food places, but | added a fast
food coupon to my card in case | happened to
be pressed for
time and needed a quick meal. With that, |
signed out of my account and forgot about it.
Several weeks later, while | was driving, my cell
phone suddenly “dinged,” indicating an incoming
notification. The notification alerted me that I hadn't
used my coupon yet and that the fast food vendor had
a restaurant nearby. Initially | was shocked because |
had always read about this technology as an exam-
ple of what retailers would be able to do in the future
through combining the geolocation abilities of phones
with other information they had acquired from their
customers. My next response was, “Cool, I'm finally
being re- warded positively for surrendering all of my
data to my credit card company.” | was a little worried
that my credit card company seemed to know where
I ' was, but overall | was pleased that the company
seemed to use prescriptive analytics to serve me, the
customer, better.

BENEFITS OF PRESCRIPTIVE ANALYTICS

In the first segment of this business intelli-
gence and analytics series, Rod introduced the
concept of analytics, defined analytics, and
described a continuum of analytics. Then he
referenced the Gartner value chain model of
analytics to help frame further discussion, and
he identified some of the benefits of predictive
analytics and established a roadmap for tran-
sitioning on the continuum to predictive ana-
lytics. (See Rod’s first article, “From Business
Intelligence to Predictive Analytics,” in the
January 2015 issue of Strategic Finance.) Now
let’s discuss prescriptive analytics.

In 2013, research company Gartner referred
to prescriptive analytics as “the final frontier
of analytic capabilities.” Prescriptive analytics
attempts to influence or recommend an action
to be taken within a given time constraint in
order to realize a desired outcome. Prescriptive
analytics incorporates unstructured data (such as
videos, images, sounds, and texts) with the tools
utilized in previous analysis (such as structured
data, business rules, and customer surveys) to
enable business analysts to identify the actions
needed to drive predicted out- comes and to
gain insight into the potential impact of each
alternative action.



STORY UPDATES

For-Profit College Giant Settles Fraud

Education Management Corp. (EDMC) settled an illegal
recruit- ing and consumer fraud whistleblower lawsuit with
the U.S. government for $95.5 million. Attorney General
Loretta E. Lynch said, “Operating essentially as a recruitment
mill, EDMC’s actions were not only a violation of federal
law but also a viola- tion of the trust placed in them by their
students—including vet- erans and working parents—all at
taxpayer expense.” The law- suit claimed EDMC, which has
approximately 100,000 students in 32 states, had received
some $11 billion through aggressive recruiting from 2005
through 2011—with 90% financed by tax- payers through
student aid programs.

Separately, EDMC also agreed with state attorneys general
to forgive $102.8 million in unpaid loans of former students.
Loans of current students aren’t affected by the settlement.
The settlement also includes agreement to increase trans-
parency in the recruiting process and to avoid compensation
based on number of new students enrolled. The settlement
includes agreement to be more transparent in recruiting in
terms of completion and post-graduation prospects.

Taxpayers deserve better stewardship of their resources,
and students deserve a better return for their time and effort.
See the September 2015 column, “The Student Debt Crisis,”
for more details about the questionable practices of some
schools that contribute to the growing problems around stu-
dent loans.

and objectivity for all serv- ices. Although philosophi- cally

a principles-based document, the book seems to be full of
detailed and prescriptive rules.

ETHICS GUIDANCE

As these various codes demonstrate, accountants have a

number of sources

to draw from when exam- ining the ethics aspect of the

profession. The pre- scriptive, concise commu- nication of
specific behav- ioral standards, as seen in the IMA Statement
of Ethical Professional Practice and some of the other ethics
codes discussed, effectively enables management accountants
to act ethically

Why CEOs Manipulate Earnings

An analysis by Forbes magazine, “Four Reasons
Executives Manipulate Earnings,” explains reasons CEOs
use to rationalize management of earnings. First, the report
says, their bonuses depend on it. Since “performance
based” bonuses were made tax deductible in 1993, a larger
proportion of executive com- pensation is being based on
exceeding predetermined adjusted earnings targets. The
targets can exclude various cost items and are usually neither
audited nor comparable year to year, leading to emphasis on
short-term results.

Second, executives want to continually lower the perform-
ance bar to assure receipt of a bonus whether the company
succeeds or not. The Forbes study showed companies would
increase “cookie jar” reserves to save for reversal to beat tar-
gets in future years.

The third rationalization for earnings misrepresentation is that
“everyone else is doing it.” A study by Simi Kedia, Kevin Koh, and
Shivaram Rajgopal, titled “Evidence on Contagion in Earnings
Management,” found that “earnings manipulation at companies
was strongly related to the percentage of firms in the same
industry or the same region that had announced restatements [of
their financial statements] in the previous 12 months.”

Last, Forbes believes executives face very little accountabil-
ity, usually getting to keep bonuses that through legal or regu-
latory actions are later determined to be unearned.

It's difficult to see how current executive compensation
practices really do align with the long-term, sustainable
inter- ests of shareholders. See last month’s column, “The
Trouble with Earnings Management,” as well as the column
from January 2015, “The Pay-For-Performance Misnomer,” for
more on this topic.

and to consider their responsibilities to all groups in society.
SF

Curtis C. Verschoor, CMA, CPA, is the Emeritus Ledger
& Quill Research Professor, School of Ac- countancy and MIS,
and

an honorary Senior Wicklander Research Fellow in the
Institute for Business and Professional 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
se- lected by Trust Across America- Trust Around the World as
one of the Top Thought Leaders in Trust- worthy Business—2015.
His e-mail address is curtisverschoor® shcglobal.net.
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their families while acting in the best long-term interests of the
profession as a whole.

IMA® (Institute of Man- agement Accountants) members are
required to behave ethically, according to the IMA Statement of
Ethi- cal Professional Practice (the Statement). When joining the
organization or renew- ing, members must com- mit to complying
with the Statement, which includes overarching principles
that express values as well as standards to guide conduct. The
overarching principles include honesty, fairness, objectivity, and
responsi- bility. Members face disci- plinary action for failure to
comply with 13 specific standards for competence, confidentiality,
integrity, and credibility. Addition- ally, the Statement outlines
guidance and specific steps to consider when resolving ethical
conflict.

OTHER ETHICS CODES

The Financial Executives International (FEI) Code of Ethics
contains obligations for its members that are very similar to
those in the IMA Statement. These include honesty and integrity,
completeness of information, compliance with laws, action in
good faith and due care, and confidentiality. There are other
obligations as well, such as to “proactively pro- mote ethical
behavior as a responsible partner among peers, in the work
environ- ment and the community” and to “achieve responsible
use of and control over all assets and resources employed or
entrusted.”

The FEI Code of Ethics includes the mission of expending
“significant

efforts to promote ethical conduct in the practice of financial
management throughout the world.” Further, the FEI code
embodies rules “regarding individual and peer responsibilities,
as well as responsibilities to employ- ers, the public, and other
stakeholders.”

The Code of Ethics for internal auditors published by the
Institute of Internal Auditors (IIA) contains four principles: integrity,
objectivity, confidentiality, and competency. Each has several
rules of conduct that prescribe actions that internal auditors must
take to remain in compliance with the IIA ethics code. The IIA
definition of inter- nal auditing points out that the function is an
“inde- pendent, objective assur- ance and consulting activ- ity”
within an organization that is “designed to add value and improve
an organization»s operations.”

Finally, the IESBA Handbook contains five fundamental
ethical prin- ciples with which all pro- fessional accountants
are expected to comply, including those employed in
business. The principles are integrity, objectivity, professional
competence and due care, confidential- ity, and professional
behav- ior. The Handbook groups threats to compliance
with those fundamental princi- ples into one or more of the
following categories: self- interest, self-review, advo- cacy,
familiarity, and intimidation.

Safeguards that elimi- nate those threats or reduce them to an
accept- able level may be created through external factors like the
profession, legisla- tion, or regulation or

ADVICE

IMA ETHICS

HELPLINE

For clarification of how the

IMA Statement of Ethical Professional Practice ap- plies to your
ethical dilemma, contact the IMA Ethics Helpline.

In the U.S. or Canada, dial (800) 2451383-. In other countries,
dial the AT&T USA Direct Access Number from www.usa.att.com/
traveler/ index.jsp, then the above number.

The IMA Helpline is designed to provide clarification of
provisions in the Statement of Ethical Professional Practice,
which contains suggestions on how to resolve ethical conflicts.
The helpline cannot be considered a hotline to report specific
suspected ethical violations.

through factors internal to the work environment. The
underlying approach of the Handbook is to describe how
professional account- ants should deal with ethi- cal issues by
evaluating threats and safeguards. It discusses conflicts of inter- est
and lists steps the pro- fessional accountant in business should take
if he or she can't resolve an eth- ical conflict, including resigning
from the employ- ing organization.

ACCOUNTANTS IN
PUBLIC PRACTICE

In contrast with those for management accountants, the ethical
responsibilities of independent public accountants, particularly
those serving publicly held audit clients, are more restricted. Rule
201- of the Securities & Exchange Commission (SEC) Regula-
tion S-X was “designed to ensure that auditors are qualified and
independent of their audit clients both in fact and in appearance”
so that their services are entirely focused on the mission of
protecting the interests of investors, cred- itors, and the general
public.

More than 70% of the IESBA Handbook deals with ethical
matters important only to account- ants in public practice rather
than those employed in business. Because of its importance, the
subject of independence takes up the bulk of these pages. Other
matters covered include professional appointment, conflicts of
interest, second opinions, fees and other types of remuneration,
marketing professional services, gifts and hospital- ity, custody of
client assets,



ETHICAL BEHAVIOR
FOR MANAGEMENT
ACGOUNTANTS

The ethics requirements for manage- ment
accountants reflect their diverse responsibilities
in serving a variety of constituencies. Several
organizations provide guidance to help. BY
CURTIS C. VERSCHOOR, CMA, CPA

T'S WELL ESTABLISHED that members of the

accountancy profession have a responsibility

to serve the inter- ests of many stakeholders in

soci- ety, including those of the general public.

For example, the first words of the Handbook of

the Code of Ethics for Professional Accountants
(Handbook) mention the interests of the public: “A
distinguishing mark of the account- ancy profession is its
acceptance of the re- sponsibility to act in the public interest.”
The Handbook is published annually by the Inter- national
Ethics Standards Board for Account- ants (IESBA), a part of the
International Federation of Accountants (IFAC).

IFAC’s broad definition of the public interest in IFAC Policy
Position 5 is “the net benefits derived for, and procedural rigor
employed on behalf of, all society in relation to any action,
decision, or policy.” Because the accountancy profession
touches on every aspect of society,

the public includes all groups and individuals—
consumers, investors, taxpayers, and citizens. According to

IFAC, deter- mining whether an action, decision, or policy is
in the public interest involves two phases: assessing net ben-
efits (to see if benefits out- weigh the costs) and con- sidering
whether the issue

was evaluated with trans- parency, public accounta- bility,
independence, com- petence, adherence to due process, and
participation of a wide range of societal groups.

IMA ETHICS STATEMENT

Management accountants in particular have diverse
responsibilities to serve the needs of a variety of con-
stituencies. They must maintain the highest stan- dards of
ethical conduct while serving the require- ments of the
organization where they are employed and the public at large.
They also must be respon- sible to themselves and
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improved working capital management. By streamlining cross-
enterprise processes, as well as processes involving suppliers
and customers, companies can minimize inven- tory throughout
the value chain. For example, high inven- tory costs could result
from problems with an internal production process or a supplier’s
delivery lead times. They could also result from a needlessly
complex product design, a problem that the engineering group
may be able to resolve.

Companies often can achieve substantial gains by reducing raw
materials and work-in-process inventories through product design
and process improvements, improvements that can lead to smaller
safety stocks, time buffers, and batch sizes. This requires a thorough
analysis of customer demand patterns, production throughput time
and variability, and supplier lead times. These improve- ments can
greatly decrease raw-material and work-in- process inventories,
but they require end-to-end process improvements across the
value chain from the supplier to the customers.

Accounts Payable

Does your organization have problems with accounts payable?
This could be the result of making payments ear- lier than necessary
or from failing to negotiate payment terms with suppliers. Fast-
paying companies are at one end of the spectrum; at the other
end are companies that lean on the trade and use unpaid invoices
as a source of financ- ing. Between these two extremes is a more
effective, inte- grated approach to payment renegotiation that takes
into account all aspects of the customer-supplier relationship from
price and payment terms to delivery time frames and product-
acceptance conditions.

If you haven’t done so, your company should bench- mark
terms and conditions against industry best practices and eliminate
early payments, except when attractive dis- counts are offered.
When renegotiating payment terms, consider the length of your
relationship with your suppliers as well as competitive loyalties. In
addition, linking suppli- ers’ payment terms to their performance
in areas such as delivery accuracy, complaint ratios, and order
lead times can improve underlying processes and reduce working
capital overall.

Accounts Receivable

High levels of due and overdue receivables could be a result
of delayed payment reminders and late dunning, but they could
also result from problems with product quality or a failure to meet
customer expectations. By aligning service levels with customer
needs in areas such as order lead times and delivery schedules—
and tying those service levels to payment terms—companies can
improve cash flow and customer service at the same time.

But a word of caution: The goal of shortening customers’
payment terms must be balanced against the risk of jeop- ardizing
the relationship. Companies should always seek a fair, mutually
beneficial, and nonconfrontational solution.

Some companies, particularly project-based businesses and
manufacturers of large, costly products with lengthy production
cycles, have cash flow problems caused by a mismatch in the
timing between incurred costs and receipt of customer payments

(the construction industry is a per- fect example). One way to
ensure a steadier flow of cash is to better align incurred costs with
customer payments by asking for a down payment and setting up a
series of stag- gered payments to ensure that most receivables have
been collected by the time of delivery.

Measuring and
Monitoring

Many companies don’t systematically track or report granular
data on working capital. This is a challenge because getting data
from multiple legacy systems into a consistent and usable format
can be tedious and time- consuming, making it difficult to execute
strategy on an ongoing basis.

Data collection should be built into the company’s core IT
processes, which can draw on a single integrated sys- tem to
automate the process. Using ERP systems, organi- zations are
able to disseminate information faster than they would be able to
by using more conventional means, such as written reports. The
accumulation and use of data are qualities of an effective working
capital management system.

Metrics also have an important place in your system as long as
they're aligned with overall company strategy and communicated
across the organization. Metrics may change year to year as the
strategy changes, so make sure that yours are specific to your
industry and company.

Keep the number of metrics manageable so that you and
other financial leaders in your company can communicate them
clearly and employees know what to focus on. Five or fewer key
metrics are plenty. They should be monitored at all levels within
the organization from the executive offices to the employee break
room. Posted metrics help keep everyone focused on achieving
improvements.

As you can see from this discussion, the reasons to con- sider
a system of working capital improvements are com- pelling. By
analyzing each component of working capital along the value
chain, companies can identify and remove the obstacles that slow
cash flow. Done right, working capi- tal management generates
more cash for growth along with streamlined processes and lower
costs. In addition, boards understand that efficient management of
working capital can potentially free up cash for other uses that can
build shareholder value.

For finance leaders such as you, who are charged with growth
and are determined to steer strategy, effective work- ing capital
management can provide the cash your organi- zation needs to
succeed now and in the future. SF

Renita Wolf is a Colorado-based financial executive who
works with businesses to define and implement business
growth and operational improvement strategies. She has
global experience in financial manage- ment, strategic
planning, operations, mergers and acquisitions, organiza-
tion restructuring, and technology implementation. You can
reach her at (719) 3674136- or rdwolf1@attglobal.net.



WORKING CAPITAL MANAGEMENT:
KEY PERFORMANCE INDICATORS

Key performance indicators (KPIs) tracked over time can highlight trends that are improving or deteriorating
and can be used to compare a company to its competitors. These trends may uncover areas that require
additional research, leading to improvements in working capital management.

Here’s an example of important cash conversion cycle KPIs for companies that carry inventory:
Days’ Inventory Outstanding (DIO): DIO calculates the number of days it takes to sell the entire inventory; the
smaller the number, the better.

DIO = Average inventory / cost of goods sold per day
Average inventory = (beginning inventory + ending inventory) / 2

Days’ Sales Outstanding (DSO): DSO measures the number of days needed to collect on sales sold through
accounts receivable; again, the smaller the number, the better.

DSO = Average accounts receivable / revenue per day
Average accounts receivable = (beginning accounts receivable + ending accounts receivable) / 2

Days’ Payables Outstanding (DPO): DPO measures the company’s payments to vendors through accounts
payable. The longer accounts payable are outstanding and the company holds onto cash without compromising
vendor relationships and its credit rating, the more time the company has to maximize its investment potential;
the larger the number, the better.

Cash Conversion Cycle (CCC): CCC measures the length of time between when a firm buys a product from a
supplier and the collection of payments from customers for that product.

CCC =DIO + DSO - DPO

Example:

($ IN MILLIONS) 2014 2013
Revenue $12,000 $10,000
Cost of goods sold $4,000 $3,200
Inventory $1,600 $2,500
Accounts receivable $680 $640
Accounts payable $1,100 $1,300
Average inventory (61,600 +$2,500) /2 =$2,050

Average accounts receivable ($680 +$640) /2 =$660

Average accounts payable ($1,700 +$1,300) /2 =$1,200

Days’ inventory outstanding $2,050 /(54,000 /365 days) =187.1days
Days’ sales outstanding $660 /(512,000 /365 days) =20.1days
Days’ payables outstanding $1,200 /($4,000 /365 days) =109.5 days
Cash conversion cycle 187.1 +20.1-109.5 =97.7 days

€O Hv scv1 11 epewn(- ¢g oN



SUPPORT
ACTIVITIES

INBOUND
LOGISTICS

OPERATIONS

OUTBOUND
LOGISTICS

Figure 1:

GONFIGURING THE VALUE GHAIN

%

VALUE
WHAT
BUYERS
ARE
WILLING

MARKETING TOPAY

&
SALES

SERVICE

PRIMARY ACTIVITIES

Source: Michael E. Porter, The Competitive Advantage: Creating and Sustaining Superior Performance, Free Press, New York, N.Y., 1985.

Companies that use a cross-functional approach to
working capital management don’t wait for problems to
occur; they anticipate them and, when necessary, make
quick adjustments. By analyzing each component of work-
ing capital along the value chain and streamlining key
processes, organizations can identify and remove the obsta-
cles that slow cash flow.

Too much working capital usually means that too much
money is tied up in accounts receivable and inventory. The
typical knee-jerk reaction to this problem is to aggressively
collect receivables, suppress payments to suppliers, and cut
inventory across the board. Unfortunately, this approach
addresses only the symptoms of working capital problems,
not the root causes.

A more effective approach is to reassess and refine key
processes across the value chain, processes that can lead
to significant reductions in working capital. Companies
must analyze the entire value chain from product design
to man- ufacturing, sales, and customer service to identify
hidden interdependencies and maximize savings. The key is
to uncover the underlying causes of excess working capital
across the entire value chain.

By refining end-to-end processes, companies can reduce
buffer stock, decrease restock times from internal and
external suppliers, and improve cash collection and pay-
ment cycles.

Bestpracticesin working capital managementthatinclude
new processes, expertise, and supporting technology work
together to reduce working capital requirements across the
three primary drivers of inventory, accounts payable, and
accounts receivable. Companies need to manage all three
simultaneously across the value chain to free up cash to
fund strategic investments while delivering improved results

to

shareholders. It's actually a rather simple formula: Strong
disciplines in working capital management lead to strong
disciplines in operations, which lead to significant gains
in resource productivity and profits. (For a checklist of best
practices in working capital management, see page 41.)

Impact on Customers, Suppliers,
and Partners

Companies must look for ways to simplify processes and
eliminate costs, keeping in mind how these changes may
affect other areas in the value chain. Improving working
capital management can affect customers, suppliers, and
partners. For instance, lowering the level of spare repair
parts or reducing product customization could lead to a
major reduction in inventory. But how would these meas-
ures affect service quality, marketing strategies, or other
aspects of the business?

Building strong, transparent relationships with cus-
tomers and suppliers is the key to flexible working capital
policies that are mutually beneficial and that can be adapted
to business cycles. Having strong external relation- ships
means a company has room to negotiate new agree- ments
with customers or suppliers that are mutually beneficial to
everyone.

Now let's take a deeper dive into the three critical
areas mentioned earlier—inventory, accounts payable, and
accounts receivable.

Inventory
Excess inventory is one of the most overlooked sources
of cash, frequently accounting for most of the savings from



Cash Management Culture

As financial professionals, the ability to establish the
infra- structure to support working capital improvements
is in your tool belt. With your training and experience,
you can provide the leadership needed to build a cash
management culture that includes a formal working
capital strategy, appropriate drivers and metrics, and
clearly communicated policies across the organization.
The result will be enhanced accounts receivable,
accounts payable, and inventory management processes,
which will lead to work- ing capital improvement.

An effective program should start with a “tone at the
top” directive from the board of directors, CEO, and CFO.
Senior management should make it clear that improved
working capital is linked to both business and individual
performance. Because working capital touches so many
different parts of an organization, finance leaders should
collaborate with other leaders within the business
to share the goal of improving working capital and
adding the program into their systems, analytics, and
performance metrics.

There are levers throughout an organization that can
help drive working capital improvements, such as manag-
ing inventory more efficiently, embedding specific
working capital metrics in forecasting, and improving
the manage- ment of accounts receivable and accounts
payable. Metrics should be built into the improvement
program’s goals and used as a consistent feedback
mechanism so that finance and treasury can monitor the
program’s effectiveness and impact. Additional measures
can be used to determine the capital required to fund
manufacturing processes or to create dashboards that

provide daily views of metrics that impact cash flow and
working capital over time.

How do you sustain working capital improvements?
There should be company-wide incentives that foster
man- agement focus and change, as well as real links
to business performance and overall compensation. You
should also have the flexibility to adjust for external
factors that may adversely affect working capital, such as
changes in the global economy, the limited availability
of financing resources, and suppliers who are unable
to meet company needs because of their own internal
capacity challenges.

Of course, approaches to improving working capital
management will vary depending on the industry and the
company’s situation, but they should have three overall
objectives: (1) reduce inventory, (2) speed up collection
of receivables, and (3) reconsider payment terms.

Cross-functional Approach

Cash flow management is a cross-functional
organizational concern. To gain an enterprise-wide view
of cash manage- ment, it’s important to track sources
and uses of cash by both type and location. It also
means engaging the sales, procurement, and operations
functions in a meaningful way. All this takes place along
the value chain, which is a set of activities that a company
operating in a specific industry performs in order to
deliver a valuable product or service for the market.
Michael Porter first described and popularized the
concept in his 1985 best seller, Competitive Advantage:
Creating and Sustaining Superior Performance. See
Figure 1 for his value chain example.

WORKING CAPITAL MANAGEMENT:
IMPLICATIONS FOR SMALL COMPANIES

Working capital management is especially important for small companies with limited financial

resources. They may have trouble accessing working capital through debt and equity markets
because smaller com- panie are considered riskier, making it harder for them to secure loans. In
addition, small companies are generally charged higher interest rates compared to large companies.
Many small companies are seasonal or cyclical businesses that often require working capital
to meet their financial obligations during the off-season. For example, an indoor waterpark or a
restaurant with a lot of outdoor seating may do significantly more business during the summer
months, resulting in large payouts at the end of the tourist season. Nevertheless, the company
must have enough working capital to buy inventory and cover payroll during the off-season, when
revenues are lower.

If you work for a small company, a cash flow projection can help you manage your cash so
the com- pany can pay its bills on time. It's a great tool for setting sales goals and for planning for
expenses to sup- port those sales. As your business grows, it can also help you plan for a large
expenditure, such as an equipment purchase or a move to a new location, so that you have the cash
on hand when you need it.
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orking capital is the lifeblood of

every organization. The excess

of current assets over current

liabilities, ithasthe powerto create

or destroy value for shareholders.
Three key components of working capital are inventory,
accounts payable, and accounts receivable, which
analysts examine for clues to a company’s financial
soundness and operational efficiency. I'll discuss them
in more detail later.

By reducing the cash conversion cycle—a key metric
mon- itoring the length of time between when a company
buys a product from a supplier and the collection of
payments from customers for that product—companies
can increase prof- itability significantly. The cash
conversion cycle measures how fast a company can
convert cash on hand into even more cash on hand. The
longer it takes a company to turn raw materials into sales
revenues, the longer that company’s working capital is
tied up and can’t be utilized to grow its business and
increase profits.

Smart, efficient management of working capital can
poten- tially free up cash for other uses that can build
shareholder value. The extra cash can also reduce the
company’s reliance on debt or other forms of external
financing while, at the same time, help to strengthen the
balance sheet and enhance opera- tional performance.
And, depending on the company’s plans for growth,
the extra cash can also be used to build shareholder
value through mergers and acquisitions. Investors
usually take this as a good sign since working capital is
often considered a proxy for the strength of how well a
company is run.

The Challenges

Working capital is a simple concept because it’s all
about freeing up the company’s cash. Unfortunately,
many organi- zations face serious internal challenges
that can interfere with their ability to do so. As they’ve
discovered, it's one thing to recognize the need for
working capital improvement and quite another to
understand what steps to take to improve cash flow.

To put this into perspective, here are some current
chal- lenges to improving working capital:

Limited access to needed information. Many
companies lack the real-time data and metrics needed
to evaluate the effectiveness of their working capital
strategy and improve it.

Lack of formal structure. It can be difficult to sustain
the working capital improvement effort without a formal
structure. Few companies have a formal improvement
program with clear ownership across the organization,
or, worse, they lack the tools and the capabilities to
implement such a program.

Too many stakeholders and perspectives. The
widely distributed nature of working capital can make
it difficult to implement a working capital improvement
program. Each stakeholder is likely to have a different
perspective on how to enhance working capital and the
relevant priorities.

Time constraints. Organizations often struggle to
focus on improving working capital because of other
priorities competing for their attention.

Finance leaders are in the best position to address
these challenges. As guardians of cash flow, they’re the
profession- als who are often positioned to do the strategic
visioning and lead a working capital improvement effort.

WORKING CAPITAL
MANAGEMENT:
BEST PRACTICES CHECKLIST

An organization’s working capital management
improvement program should include:

v Aligning overall operational processes with stated
strategic intent

v Engaging executive-level support for, and
involvement in, working capital improvement

v Centralizing and standardizing financial
transaction processing to drive maximum efficiency
and to draw meaningful insights from underlying
data

V/'Taking a cross-functional approach to working
capital accountability and continuous improvement
of receivables and payables processes

v Using data from an enterprise resource planning
(ERP) system to inform daily credit and collection
activities

v Conducting real-time analysis of cash flow
drivers to ensure reliable forecasts and optimize
spare cash

v Analyzing, measuring, and advising operating
units on how to increase the return on working
capital

v Designing custom measures of working capital
management that are relevant to operating units’
business models

v Applying quality and productivity tools to
process- improvement efforts in finance

v Leveraging change-management principles and
practices in finance

v Identifying and resolving data discrepancies on
the front end of the process

v’ Managing working capital risk

v Offering self-service to drive efficiency

v Conducting transactions electronically whenever
possible and working with vendors so they can do
the same



IT'S ONE THING TO RECOGNIZE THE NEED FOR

WORKING CAPITAI_ IMPROVEMENT AND QUITE

ANOTHER T0 MINDERSTAND WHAT STEPS T0
TAKE TO IMIPROVE CASH FLOW.
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Based on consent from The Institute of Management
Accountants, we will be republishing martials
appering in IMA's magazine (Strategic Finance)
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These cross-functional best practices
can help your company MANAGE
WORKING CAPITAL effectively to

meet the challenges of a global economy.

LAY

By RENITA WOLF
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Dr. Ahmad Almeghames
Secretary General

Successful transition to
International Standards
requires training

Praise be to God, prayer and peace be upon the Prophet Muhammad, God>s blessing and peace be upon
him and his family and companions.

The success of the plan of transition to international standards involves consideration to be given to the
environment in which those standards will be applied and to the disparity between the economic sectors
with respect to its ability to accommodate the requirements of those standards and to having adequate
professional competencies capable to apply the standards. The ability to apply international standards
may be available, at the present time, to financial institutions while other sectors may need to take some
arrangements to prepare their technical and professional staff, before being obliged to apply the require-
ments of international standards all at once. Therefore SOCPA was keen to launch specialized programs
dedicated for the application of international standards and presented by a group of specialists possess-
ing theoretical knowledge and practical experience. SOCPA has begun the implementation of those pro-
grams from the beginning of 2015 and they were attended by a significant number of people who are spe-
cialized and interested in the accounting and auditing profession. The programs will continue until the
end of 2016 for training on all international standards in each of the cities of Riyadh, Jeddah and Dammam.
Furthermore, SOCPA Board adopted the third phase of transition to international standards in account-
ing and auditing, at its third meeting for the eighth session. This phase represents the penultimate stage
of the transition project, according to the transition plan approved by the Board of Directors at its ninth
meeting for the sixth session in order to be applied as of the beginning of 2017.

Itake this opportunity toinvite those specialized and interested in the accounting and auditing profession
to participate by giving their opinions on a number of international accounting and auditing standards
covered in the fourth and final phase of the transition plan, which can be found at socpa website and we
look forward to receive your comments and views by early May, 2016.

In conclusion, I'ask God for culminating our efforts successfully and I thank all those involved in the tran-
sition project, led by Dr. Abdulrahman Al-Resin, Assistant Secretary-General for professional standards.
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