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The document of endorsement of IFRSs and IFRS for SMEs for adoption in Saudi Arabia

According to the Saudi Organization for Certified Public Accountants’ plan for transition

to International Standards
Susigilall ol ange .l digl

Accounting Standards Committee

Saudi Organization for Certified Public Accountants
AYONT/AY/Y e o AVEFA/Y/YY

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’s Committees in relation to the endorsement of the IFRS,
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, SOCPA has endorsed the
pronouncements of the [ASB after subjecting them to a due process
to thoroughly examine the pronouncements with the involvement of
key constituents. Additionally, and according to the agreement with
the IFRS Foundation, SOCPA has translated the text of the standards.

This document includes the decisions to endorse the following
pronouncements:
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Conceptual Framework for Financial Reporting
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IFRS 9 Financial Instruments
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IFRS 10 Consolidated financial statements
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IFRS 11 Joint arrangements
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IFRS 12 Disclosure of interests in other entities
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IFRS 13 Fair Value Measurement
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IFRS 14 Regulatory Deferral Accounts
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IFRIC 2 Members’ Shares in Co-operative Entities
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IFRIC 7 Applying The Restatement Approach un-
der IAS 29 Financial Reporting in Hyperinflationary
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The statement of the endorsement of the pronouncements of the Infernational 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, taking in consideration the modifications mentioned in this

document. These modifications form integrated parts of the standards as

adopted in Saudi Arabia.

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. Theadditionsare introduced to the version of the pronouncements

as of 1 January 2016.

3. The modifications appear as strike-through for deleted texts and

as underlined for the added texts.

4. When an IFRS or an IAS is mentioned in any paragraph, it will
mean to be the standard as it is endorsed for adoption in Saudi

Arabia unless otherwise mentioned.

5. The word “IFRSs” is read whenever it appears to mean
‘IFRSs that are endorsed in Saudi Arabia and other standards
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and pronouncements endorsed by SOCPA’. The “endorsed”
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standards are IFRSs as issued by IASB in addition to the
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requirements and disclosures added to some standards by

Ll 3l claladlly el ) eyl sl Gadad) o

SOCPA. The “other standards and pronouncements” are those
standards and technical releases that are endorsed by SOCPA
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for subjects not covered by IFRSs such as the subject of Zakat.
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The Conzeptuul Framework for Financial Reporting
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The Conceptual Framework for Financial Reporting is endorsed, taking in consideration the following modifications:
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Modification on specific paragraphs:

c Rl o Aldaal) el

First modification (addition to the objective number3):

This objective is expanded to add to the factors affecting
investment decision regarding the availability of information
about the nature and kind of the entity’s operation and its
financial instruments, and information about kind of financing
cost and investment return. This factor is added because it reflects
the needs of the users in Saudi environment who are conscious
with the compliance of the entities’ operations according to their
cultural values.
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Accordingly, the OB3 should be read as follows:

OB3 Decisions by existing and potential investors about
buying, selling or holding equity and debt instruments
depend on the returns that they expect from an investment
in those instruments, for example dividends, principal and
interest payments or market price increases._In an investment
environment where special consideration is directed towards
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the nature and kind of the entity’s operation and its financial
instruments, the investment decision is largely dependent on

the availability of information about the nature and kind of

such transactions and financial instruments. For example, both

bonds and Sukuk accomplish the same purpose to the entity,

i.e., investment opportunity or financing medium. However,

the investors’ decisions in an environment such as the one in
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Saudi Arabia are directly affected by the availability of detailed
information about the different kind of financial instruments
and their periodic return or cost. Such investors may restrain
from investing in particular entities because of the types

of financial instrument they are dealing in, no matter how

high their return or how low their risk. Similarly, decisions

by existing and potential lenders and other creditors about
providing or settling loans and other forms of credit depend on
the principal and interest payments or other returns that they
expect. Investors’, lenders’ and other creditors’ expectations
about returns depend on their assessment of the amount, timing
and uncertainty of (the prospects for) future net cash inflows
to the entity. Consequently, existing and potential investors,
lenders and other creditors need information to help them
assess the prospects for future net cash inflows to an entity.
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Second modification: emphasis on the nature factor in
assessing the materiality of an item (Criteria number11).

In an investment environment where special consideration is
directed towards the correspondence of the entity’s operation
with the cultural values of the investors, the investment decision
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is largely dependent on the availability of information about the

nature and kind of such transactions and financial instruments.
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This will affect the way the materiality is being assessed for

reporting some types of transactions. This is emphasized more

in the investments and finance transactions. To emphasize this,
a phrase is added to QC11 to be read as follows:

QCI11 Information is material if omitting it or misstating it
could influence decisions that users make on the basis of
financial information about a specific reporting entity. In other
words, materiality is an entity-specific aspect of relevance
based on the nature or magnitude, or both, of the items to which
the information relates in the context of an individual entity’s
financial report. The nature of an item as a factor in determining
its materiality to warrant a separate disclosure is of an extra
importance in the context of reporting in an environment where
special consideration is directed towards the nature and kind of

the entity’s operation and its financial instruments.
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For example, regarding the nature of an item that warrants
separate disclosure, interest amount charged to the profit and loss
of the period is a result of different treatments and transaction

such as conventional borrowing, murabaha financing, finance
lease, and other application of time value of money. These

different types of interests warrant separate disclosure because
of direct effect on investors who are concerned about the nature
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and kind of the entity’s operation and its financial instruments.

Consequently, the Board cannot specify a uniform quantitative
threshold for materiality or predetermine what could be
material in a particular situation.
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IAS 1 Presentation of Financial Statements
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The IAS 1 Presentation of Financial Statements is endorsed, taking in consideration

the following modificatio

First: General clarification:

Al clasa gl Yl

The phrase ‘through profit and loss’ means whenever it appears
‘through recognition in income statement’. The phrase ‘compo-
nents of profit or loss’ means whenever it appears ‘components
of statement of income’. The phrase ‘profit or loss’ means when-

ever it appears either ‘income statement’ or ‘net income’ depend-

ing in the context. For example, this phrase means ‘net income
in paragraph 7 in the context of defining profit or loss, while it
means ‘income statement’ in the context of defining ‘reclassifi-
cation adjustments’. The above phrases appear in paragraphs 7,
8,10A, 38A, 81A, 81B, 82, 82A, 87, 88, 89, 93, 95, 96, 99, 102,
106, 115).

This is because the terms “income statement” and “net income”
is used regularly in Saudi environment.
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Second: Modification on specific paragraphs:
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5 (Modification):

Paragraph 5 is modified because there is a special standard for
presentation of financial statements for non for profit entities in
Saudi Arabia.

5 This Standard uses terminology that is suitable for profit-
oriented entities, including public sector business entities. If
entities with not-for-profit activities in the private sector or the
public sector are allowed to apply this Standard, they may need
to amend the descriptions used for particular line items in the
financial statements and for the financial statements themselves.
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54 (addition):

The requirements of the subparagraph (n) is extended to include
presentation of the liabilities for Zakat payable. This additional
requirement is added because Saudi companies are required to
pay Zakat. This subparagraph should be read as following:

(n) liabilities for Zakat payable, as defined in SOCPA standard
on Zakat, and liabilities and assets for current tax and, as defined
in IAS 12 Income Taxes ...
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78 (addition):

Additional items should be disclosed to provide information to
those investors in Saudi environment whose investment deci-
sions are affected by the availability of information about the
nature and kinds of the entity’s transactions. This paragraph
should be read as follows:

78 The detail provided in sub-classifications depends on the
requirements of IFRSs and on the size, nature and function of
the amounts involved. An entity also uses the factors set out in
paragraph 58 to decide the basis of sub-classifications.

The disclosures vary for each item, for example:

(a) items of property, plant and equipment are disaggregated

into classes in accordance with IAS 16;
(b) receivables are disaggregated into amounts receivable
from trade customers, receivables from related parties,
prepayments and other amounts. These balances should be
sub-classified more according to the nature of the finance
arrangements and their general terms (for example, conven-
tional finance, murabaha) with sufficient disclosures that

enable users to differentiate between different types of re-

ceivables;
(c) inventories are disaggregated, in accordance with IAS 2
Inventories, into classifications such as merchandise, produc-

tion supplies, materials, work in progress and finished goods;
d) provisions are disaggregated into provisions for employ-

ee benefits and other items; and
(e) equity capital and reserves are disaggregated into various
classes, such as paid-in capital, share premium and reserves.

(f) financial assets (including cash, receivables and invest-

ments) are disaggregated into classes according to their nature

and general terms as follows:
i.  Cash.

iii.
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iv.

ii.  Cash equivalents, sub-classified into their nature and gen- 5:“ Aalall lghay by \gingulal Uiy Auai :.\.sﬂ\ Qy'\uf 1
eral terms, with sufficient disclosures that enable users to ) ¥ abea G G 8l (he (il (SaT A4S C"}Al“d‘
differentiate between different types of cash equivalents. M
Term deposits, sub-classified into their nature and general o) Aalall Ledag yds Leiaplal 85 Aade «JaY adlagll jif
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ferentiate between different types of term deposits.
receivables. sub-classified into their nature and general | e} dalall Leda gy g Lgtiandal 188 g Jlinda st i)y

terms (for example, conventional lending and murabaha

financing), with sufficient disclosures that enable users to

differentiate between different types of receivables.
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v. equity investments sub-classified into direct investments

and investments in portfolios and investment funds, with

more sub-classification into different types of portfolios

and funds (for example conventional fund and Shariah

compliant fund according to the fund manager’s classifi-
cation), with sufficient disclosures that enable users to dif-
ferentiate between different types of equity investments.
vi. Disclosure of investments in bonds separately of those in
sukuks, with sub-classification of each into their nature

and general terms, with sufficient disclosures that enable

users to differentiate between different types of bonds and
sukuks.

(g) financial liabilities (including bank overdraft and payables)

are disaggregated into classes according to their nature and

general terms as follows:

i.  bank overdrafts are disaggregated into classes according
to their nature and general terms (for example conven-
tional and tawarruq), with sufficient disclosures that en-
able users to differentiate between different types of bank
overdrafts. This disclosure should be provided regardless
whether or not bank overdrafts are treated as part of man-
aging cash and cash equivalents.

ii.  payables, sub-classified into their nature and general terms
(for example, conventional borrowing and tawarrug; ven-
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dors on conventional basis or murabaha), with sufficient
disclosures that enable users to differentiate between dif-

ferent types of payables.

Disclosure of bonds separately from sukuks, with sub-
classification of each into their nature and general terms,

iii.

with sufficient disclosures that enable users to differenti-
ate between different types of bonds and sukuks.
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82 (addition):

The requirement of presenting revenue is expanded to require
entity to present revenue into_three categories: revenue from
main operations, finance revenue (if it is not its main operation)
and other revenues. This requirement is added because it reflects
the current practice of Saudi companies that distinguish between
revenue from main operations and other revenues. Additionally,
it fulfills the information needs of those investors whose invest-
ment decisions are affected by their understanding of the nature
of the entity’s operations and types of its revenues. The para-
graph should be read as follows:

82 In addition to items required by other IFRSs, the profitortoss
seetionror-the statement of income profitortoss shall include line

items that present the following amounts for the period:

(a) revenue presenting separately interest revenue calculated us-
ing the effective interest method; and presenting other financing
revenue and other revenues separately:
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(aa) gains and losses arising from the derecognition of financial
assets measured at amortised cost;

(b) finance costs;

(ba) impairment losses (including reversals of impairment losses
or impairment gains) determined in accordance with Section 5.5
of IFRS 9;

(c) share of the profit or loss of associates and joint ventures
accounted for using the equity method,

(ca) if a financial asset is reclassified so that it is measured at fair
value through profit or loss, any gain or loss arising from a dif-
ference between the previous amortised cost of financial asset
and its fair value at the reclassification date (as defined in IFRS
9);

(cb) if'a financial asset is reclassified out of the fair value through
other comprehensive income measurement category so that it is
measured at fair value through profit or loss, any cumulative
gain or loss previously recognised in other comprehensive in-
come that is reclassified to profit or loss;

(d) tax expense and Zakat;

(e) [deleted]

(ea) a single amount for the total of discontinued operations (see
IFRS 5).

[(f—) [deleted
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97A (additional paragraph):

A new paragraph is added after paragraph 97 to require detail
disclosure about the entity’s revenue to enable users differenti-
ate between different types from each source presented in the
income statement and to fulfill the information needs of those
investors whose investment decisions are affected by their un-
derstanding of the nature of the entity’s revenues and return on
its investments. This paragraph should be read as follows:

97A An entity shall disclose details about its revenues as fol-

lows:

i.  Revenue from main operations sub-classified into major
types of activities with sufficient disclosures that enable us-
ers to differentiate between different types of revenue from
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main operations.

ii.  Disclosure of finance revenue or interest revenue (if it is not
the main revenue), from conventional time deposit and lending

and bonds separately from other sources, such as those arise
from finance lease, murabaha, and application of time value of
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money, ...etc., with sufficient disclosures that enable users to
differentiate between different types of finance revenues. An

entity must disclose interest revenue from conventional time

deposits and lending no matter how small is this amount.

iii.  Other revenues and gains, sub-classified into different types
of revenues (for example gains from selling financial assets
should be sub-classified into the different types of finan-
cial assets disposed), with sufficient disclosures that enable
users to differentiate between different types of other rev-

enues and gains.
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102 (addition):

Last line of the example is extended to include reference of Za-
kat. This additional requirement is added because Saudi compa-
nies are required to pay Zakat and charged to the Income State-
ment. This subparagraph should be read as following:

102 ...An example of a classification using the nature of expense
method is as follows:

Profit before zakat and tax
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103 (addition)

Last line of the example is extended to include reference of Za-
kat. This additional requirement is added because Saudi compa-
nies are required to pay Zakat and charged to the Income State-
ment. This subparagraph should be read as following:

103 ...an example of a classification using the function of ex-
pense method is as follows:

Profit before zakat and tax
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105A (additional paragraph):

A new paragraph is added after paragraph 105 to require ad-
ditional disclosure about finance cost. The disclosure is required
because it provide important information to those investors
whose investment decisions are affected by the availability of
detailed information about the different kinds of financing costs
during a period. The paragraph is read as follows:

105A An entity must disclose finance cost or interest expense,
sub-classified into different types. such as those arise from fi-
nance lease, borrowing, installment purchases and murabaha,

and application of time value of money, ...etc. with sufficient
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disclosures that enable users to differentiate between different
types of finance costs. An entity must disclose interest expenses

from conventional borrowing and bonds no matter how small is

this amount.
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The IAS 2 Inventories is endorsed as it was issued by the IASB without any modifications.
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IAS 7 Statement of Cash Flows
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The IAS 7 Statement of Cash Flows is endorsed, taking in consideration the following modification

Modification on specific paragraphs. il 88N e Addaal) el
14(addition) (dLa)) 1 ¢
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(f)  cash payments or refunds of zakat and income Al gaill
taxes unless they can be specifically identified with fi- (0
nancing and investing activities; and
(g) ...
35 (addition): :(dLa) 35
Zakat is added to this paragraph to require presenting the | 3831 daudde sadll Aluall (a jo Jal idY 5 3l o3a ) 518 3l Adlia) oy
Zakat paid. This paragraph is read as follows: b LaS Byl 038 Be) 5 o dule 5 Adaiiaall

35 Cash flows arising from taxes on income and Zakat shall | <5l yall e 2330 48l @il e -Juaio JS30 maall of 23 35
be separately disclosed and shall be classified as cash flows | ¢l AaisV e i Ll e i o Gana 5 38 3 g Jaall e
from operating activities unless they can be specifically | A saill 5 & Laind) dada¥l - sane J - Leday ) (Saall (30 (Kool L
identified with financing and investing activities.

Slpaaill na Glpeill bl Sbwbuadl A gl bl jheo Lol
" «elhalllg ou.wb.a.ll
IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
il gl Slalidl” A plgallapubioll o (uigiléll ol fyagewll gl Craoicl
Jungi sl e 50 120 lad o plgall dnwbiall pleo ulao e jalndl, clhadllg dsulrall Cilsdill g
The 1S 8 Accounting Policiés, Changes in Accounting Estimates and Errors is endorsed as it was issued
by the IASB without any modifications.
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IAS 10 Events after the Reporting Period
" yapiill 651 aey S’ 1. plgall apwbioll Jigo gasigilall Gurubioll dagesdl dlgll Ciaaicl

Juagi sl e 50 jan o s plgall anwbioll pleo gulao o jalal
The IAS 10 Events after the Reporting Period is endorsed as it was issued by the IASB without any
modifications.

" Jasdl e 1T plgall apwball jheo el
IAS 12 Income Taxes
o galnll 7 J3all Gl 1T lgall anbiall Jlieo puigilal] Gamwbioll dagewwll gl sl
Juasi sl e 50 jan od plgall druwbiall yleo pulao
IAS 12 Income Taxes is endorsed as it was issued by the IASB without uﬁy modifications.

) Ge8a o Ay pdall g B3N i pase Jea L L Cptal LS 1444 ale jalall BLN jlaa ¢pe Adira Adiid 450 gaad) Angd) &yl 1AiaNa
Adalidal) s Hal) 8 Ay piall g LS 3 g pean Jand B agi Lasd aal 31 s B

It has also issued a .Y%93 Note: SOCPA has issued a modified version of the Zakah Standard that was issued in

technical release about the presentation of the effect of Zakah and Tax on equity if each class of owners agree to bear
Zakah or Tax expenses respective to their interest in the company’s capital

"Ulagollg Oddlg dljlaell™ 11 L"J\JQJM auwbhall jheo Lioli
IAS 16 Property, plant and equipment
"ihasallg Sl ljlasl” 1 pgall aswball Jieo guigildll Gumbiall dagemll digll Craoic!
mmuu.llg alial Le.;_.l!JL;iLoJlﬁl.ll,gJ.v_IJlegic.lllw.djjﬂlgo,g\]gﬂlé.g_mbdl}g&owd;og.cpmﬂ
ayag2ll el 5Laall né Gubiill aalgll heall Cilulbio o fjai 1 2ja Laylya)
The IAS 16 Property, plant and equipment is endorsed taking in consideration the following
modificati

Modification on specific paragraphs.

il 88N e Addaal) el

42A (addition) A new paragraph is added after paragraph
42 to require the use of the service of an independent and
qualified person to perform the valuation when the entity
chooses the revaluation model for an entire class of the
property, plant and equipment.

The requirement is added to increase the confidence in fi-
nancial statement since the valuation profession in Saudi
Arabia is an emerging profession. This additional para-
graph should be read as follows:

pladin) Qi of Lol G8Y @lldy €Y 55l aey 5 el (Al f£Y
sale) 3 gai Bliall A 13) g sl Jlaels Ja 30 5 Jile (adid cilars
.Q\M\}nyb&\jﬁﬂ\ Qh&wuﬁjﬂ\

el ol dalay s @bl 20 gl 8 28 5ol 3l o8 Jaaaill 138 s
3ol 8 o adde 5 A0l gl (e 23 ASLedl) 8 Gl sl igal) a5l
ok LS il 3 53l oda
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42 A If the entity chooses the revaluation model for an entire

YY) ol aall culid pe 4580 Ay i) Bale) 23 s slinall o jlaal 13) T Y

class of property, plant and equipment, the valuation shall

be performed by a qualified valuer who is independent of
the entity and holds a recognised and relevant professional

s;ujﬁﬂ\d\.«c{.g?hm&yua&i‘u}ﬁ\w?)&oigyﬁu“"_l\_\z.d\}
Cald g Lgy o yina durige €O e 4ual 5 3LE e JNELLY) Adin 4 4
il ilazall g Y g ol Hlaal) dae g1 g a8 ga 8 A 3 5d 4al g A8

qualification and has recent experience in the location and
category of the property, plant and equipment being valued.

The name and qualification of the valuer is required to be
disclosed.

A 3o g dans) (o Lad) oy 5 ¢ Ll (5

77 (modification) the subparagraph (b) is modified to be
consisted with the added paragraph above (42A) which re-
quires the use of the service of an independent and autho-
rized 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-anindependent-vatuer-was-invotvedthe
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.

oSlef ddliaal) 5 jaill aa (sl @y 55 5l e () 2all Jaag (Jaas) VY
Jeely pad e (add clend aladinl &5 off ek jidl ) 1€ 48
ol lad) il e 2581 ) JSU g sl Ble ) 3 s Blnall A 1) oy s

ook LS 3yl 038 e 8 At dgle 5 Cilanall s SV

b a5l sale) iley Claaall s CYY) 5 ol Jlaall 2 g i 2 13) VY
Dl o s Ay llaall lalaiyl ) Byl b lee manld o o
Y Ll

el 8le ) e ) (1)

50 o5 ) il pah e e S5 N e ()
[=83s] ()
[d3s] (9)

(sl alaall dlgay 585 2o | Cilaall s <Y ool jlaxll 438 <) ()

s 58 sl 58 (g5l kil Uine g il s3le ) (als ()
,?g_ms_” idaa e

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 stan-
dard. 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 ac-
tivities,

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

c) 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 planned date.

O luaii Zlad) o) 1Y elld 5 VA 5 jal any 5 i Cilas (48l V4
sliidl Jsal noail) Judil) 5 LAY Callss

Cleliall a8 Call<all o3 Jiad Ayl dpaal) ALY o3 o
) g Jailly Adlaiall e Liall Jia 430 gaal) Ay jal) ASLaall Ly et )
LeS 4l 5 jaall oda e 8 o adde 5 Jsall Ll Leallay ¥ 3l
st

LY Call&s dlas o Adlaiall ()VY 5 el cilllaie ) 5 L0 YA
s b e ~ladyl slind) e caay adld

sliiall Cap plal daiall el Qi) S HLssW) dagla ()

58 O Lo ) caa ) el Jaanill i s ) CallSs ()
Bl

oA 55 VA G el CallSs (il Lgama 3l il Y1 ()

3y A 4ddlSs o oy il Jaanill ol LAV culal yl (galé ()
on )
Al

el Jgall
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IAS 17 Leases
o< Jalodl /" hll agac” 1V plgadl ol jhgo uigilall Guuwboll diagewll gl Ciseicl
Leylyl nic 33 il salial lgall jLirall ilyaeill jlicdll né 330 go i plgall dnubnall puleo Gulao

:uageudl dupell ddlaoll na Gubill dalgll jheoll ildbio (o |p.u deja
IAS 17 Leases is endorsed taking in consideration the following modifications:

a lEFA 6aVlgalan - Aaaaell

35

Modification on specific paragraphs.

i A8 o Addaal) el

(31)(e)(iv) (Addition) A subparagraph is added to this para-
graph to require disclosure about contractual terms, for
each party to lease contract that relate to ownership, basic
maintenance, guarantee, and insurance of the leased asset
and the ownership transfer arrangements (if any).
This additional disclosure is required to provide necessary in-
formation to the financial statements users in Saudi environ-
ment to assess the contractual effect of the lease on both of the
lessee and lessor. This additional paragraph is read as follows:
31 ...
(a)...
(e)
@)...
(iv) the contractual terms, for each party to lease

contract, that relate to ownership, basic mainte-
nance, guarantee and insurance of the leased asset,

Qa3 jaal) oda cilllaia ) due 5d 3588 Caliad (ddla)) (£) (@) (T))
Aaleiall Hlagy) die 8 Cayla JS)Apiladl) Clllaiall e Liad) Jal i

g g ade Caalil g alaa 5 Al atibia 5 alicdl Jualy) 4l
(<m0 abivall 480 J5
A pal) ASLaall Ay 8 A 30 ) eniilise Aala AELaY) o3a G
oAbl e O Ao Slany) ssal Apailail)l Y e Gajaill 4 gadl
:@wsﬂ\aﬁﬁc\ﬁ#@n}.ﬁﬂ\}
e M

..(h

)

(M)

Alo dalaid) gy e 8oy (Sl culllaiall (£)
Ju g jis adde cpaill s alaca s Gl aiilua s Jual!

and the ownership transfer arrangements (if any).

(a5 ) il 481

(47) Subparagraphs are added to this paragraph to required dis-
closure about contractual terms, for each party to lease contract
that relate to ownership, basic maintenance, guarantee, and in-
surance of the leased asset and the ownership transfer arrange-
ments (if any) and the contractual effect of termination of the
contract and the accumulated refundable rent upon termination.
This additional disclosure is required to provide necessary in-
formation to the financial statements users in Saudi environ-
ment to assess the contractual effect of the lease on both the
lessee and lessor. This additional paragraph is read as follows:
47...

(a)...

(g) contractual terms, for each party to lease contract that

relate to ownership, basic maintenance, guarantee, and

insurance of the leased asset and the ownership transfer

arrangements (if any). The amount of basic maintenance

if any) shall be disclosed

(h) contractual effect of termination of the contract be-

cause of the force majeure and whether lessee is required

to pay the subsequent lease payments

(i) the accumulated refundable rent upon termination

(the accumulate right to ownership).

lla g 5l sda il ) due 5 <l i il (Ailal) (b-3)(£Y)
dalaial) HlagY) die 3l O Apailaill cldlaidl e ~Lady) Lol il
ALl s il i g agle Cpalill 5 alona s L) ailua s Jeal) dSlay
oS yiall 3 5a Y1 jlaie s cdall Fndl Lalaill JEY) 5 (a5 o)) salicall
el g Jla 8 0] Bauss

A pad) ASLaal) Ay 8 AL 30 sl eddives Aals AELY) 638 Caa
oalidl e O Ao Slany) ssal Adilail)l V) e Gajaill 4 gadl
:&wﬁﬂ\ahﬁc\ﬁ#@n}.ﬁﬂ\}

e BY
..(h
JoaY) Al ddlaial) Loy die 8 o yla JSEdaslail) cilllaidll (3)
palisall AL Ja5 il i g anle el g ailaca s daulul) 4tilua
aa s ) Al Alball dlie e Alady) e (a5 )
OS5 5 ,alal 5 il ja gall Jea) Caliy diall vl doadladll JEY ()
AU 5y clabyy Qlday Yl ey alinwl)
Alaill (3a) dial) Aud Jla 8 350 Gaise aS) yiall 3 aY) laia (L)

(aS) il

oY) 3g8e” VT Ll 8l A gall Ll slaie) 435 )5 s ol al ;d3ada

Note: IFRS 16 “Leases” is not yet endorsed by SOCPA.
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IAS 19 Employee benefits
be palnll “calagall galio” 19 lgall dubioll oo pusigiléll Guwbiall aageall aigll Ginaic
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199l dujall dloall (b Gubill analgll jueall Cillbio o liaiy 452
The 1AS 19 Employee benefits is endorsed taking in consideration the following modifications:

Modification on specific paragraphs.

i 88N e Addaal) el

8 (addition) Definition of “The return on plan assets” is ex-
panded to include the reference of zakat. The revised para-
graph should be read as follows:

The return on plan assets is interest, dividends and other
income derived from the plan assets, together with realised
and unrealised gains or losses on the plan assets, less:

(a) any costs of managing plan assets; and

(b) any zakat and tax payable by the plan itself, other
than tax included in the actuarial assumptions used to
measure the present value of the defined benefit obligation.

3V dadid “Aladll J gual o 3ilall” Cay o aans 55 5 (A8l A
:&wﬁjﬂ\aﬁﬁc\ﬁéﬁ@h}ﬁ\s)n

A gl HAYI Jaall s 2L Y il 555 a2 g ddadd) J geal e ilal)
Sl Aiadl ey diaall LAl o clSdl pa ddadl) Jsaal 0
o La g plas el J gl

Al J gual 5 oY oS3 6 ()

A (L ARal) U G Sl Al Ay 385 6T (@)
Allal) Aal) bl deriional) 4y ) SV Cilial @Y A Aiaalll Ay jual)
saaaal Zadial) ol Y

130 (addition) Paragraph 130 is expanded to include the
reference of zakat. The revised paragraph should be read
as follows:

130 In determining the return on plan assets, an entity
deducts the costs of managing the plan assets and any zakat
and tax payable by the plan itself, other than tax included
in the actuarial assumptions used to measure the defined
benefit obligation (paragraph 76). Other administration
costs are not deducted from the return on plan assets.

5l o3 se) i o ade 5 SIS I 5 LaY) Alla) caas (Rdlal) VY
(b WS

Jseal 3 o) ol sliiall oyl ddadl) J gl e ilall yaad vie VYo
Ay peall GO il Aadl) U8 (e dlad) Aoal g Ay juim 9318 5 (ol g Adasl
8aasall Axdiall o 5l () Aaddinadl) & 5l SV lial J8Y) & diaadl)
Adadll J geal o 2l e s a5l CadlSi -l Yy (VT 5l

142A (addition) A paragraph is added after paragraph 142
to require an entity to provide disclosure about the com-
ponents of the assets of the employee defined benefit plan.
This disclosure is required because of its effect on inves-
tors’ decision in the Saudi environment. This additional
paragraph should be read as follows:

142A The entity shall provide disclosure about the compo-
nents of the assets of the employee defined benefit plan in

the same manner as required by the additional paragraph
78(f) of TAS 1, which is added by SOCPA for the detailed

clad) Lol iy @lldy (VEY o8y 5l aey 58 (il (AiLa)) 1V £Y
bl iy 3a0adll (il gl pilia Tabad J gl i sSa e sl
Ll Lgidlial ) (5) YA 58l & 2l ol AWl J s (e o liadl)
Aalaiall 5 Vol ol Apslaall Sl o s Cpaadacall 43 gad)
Al J sall Jualss e Zladly

Gl e A J a5l e il sbeall il g8 ALY Can s
b LeS ALyl 5 jaall o34 5ol AT agle 5 ALaall 8y pafiuall

s gl adlic ahad J geal i Sa e Fladyl slindl e cnn TV €Y
() YA 38l 83 ) ol Al J V) (e ~laadl) Gslud ity badsdll
sl Fulaall Jlma Iy 638 cpanlanall Bun gaad) gl Lgmilaal )

disclosure of financial assets.
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IAS 20 Accounting for Government Grants and Disclosure of Government Assistance

soghall aiall ¢ pwbioll” T. plgall apwbiall jligo (uigiléll Gawboll dyageull dlgll Ciaaicl
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IAS 20 Accounting for Government Grants and Disclosure of Government Assistance is endorsed taking

in consideration the following modification:

Modification on specific paragraphs.

A8 o Addaal) el

(23A) (addition) A new paragraph is added after paragraph 23 to
require the entity to measure the fair value of government grants
where no active market on the basis of a valuation by an inde-
pendent valuer who holds a recognised and relevant professional
qualification and has recent experience in the location and cat-

egory of the granted assets being valued.

The requirement is added to increase the confidence in the valu-
ation of its assets since the valuation profession in Saudi Arabia
is an emerging profession. This additional paragraph should be

read as follows:

23A An entity is required to measure the fair value of non-mone-

tary grants that have no active market on the basis of a valuation

by an independent valuer who holds a recognised and relevant

rofessional qualification and has recent experience in the loca-

O ay o Tl AV YT Q855 ja ey 588 il (Aill) (1YY
Gk oo Aals Bou L pul G Lpa sSall miall Al dadl)
dige OO se 4y alinall (e JDELY) dia 48 i 6T ade
Jsa¥l Ao 535 adse (3 A b a4l y dABle by Ly b yina

45U 3 5 Al (e ladl) o Ol 5 el 5 (5 yma () A siaall

prsi 8 ALl 200 gl eddiaee 485 L3 sa Jaaedl) 138 s
e 25 ASLaal) 8 gl oy sl Jlaef o daliy 5 gl sua sliiall
o LS A dliaY) 5 jaill oda 5ol j8 a5 4gde 5 ALEL (el

ol ) Al e Aye oSl priall oy g8 dlany o sl O amg 1YY
S35 4 < yine (Jga B se 4l e (pal yid Al (3 g gl
() As giaal) Jgual) Ao gis alge (B Ais b pd 4ply dlia

AT 5 5 A (o ladY) o O 5 e o8 (5

tion and type of the granted assets being valued. The name and

ualification of the valuer is to be disclosed.

"d@ﬂldlbs_llmmjb_migmdmidljm" Ml gﬂga]lé.g_mbp.lljb;zo ! g U'LILI
IAS 21 The Effects of Changes in Foreign Exchange Rates
Ctlosll oyl pacilpsill 7 1 plgallasball aigildll pusboll ayagaullaigllaic

Junei sl g (0 j30 o8 plgall dpsbroll pyloo pualro e jalnll “agyia
The IAS 21 Effects of Changes in Foreign Exchange Rates is endorsed as it was issued by the 1ASB
without any modifications.
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The 1AS 23 Borrowing costs is endorsed taking in consideration the following modification

Modification on specific paragraphs. i 88N e Ad8aal) et
6 (addition) Al 51 3 315l sl Gl i s ) iy (Rl
Adding finance cost resulting from murabahah, tawarruq | <bee (e b e 5 35l 5 Aagl jall Ol e Aaalill i<l
and other Shariah compliant finance transactions to the com- Ang ) e 480 gial) Jy saill

ponents of finance cost listed in paragraph 6. The paragraph 8ol afi agle 5 ddaall gl bbbl Alaiul) AlaY) 038 Cases
should be read as follows: L LS 5 il oa
Borrowing costs may include: L N e
el Y (el cpaati o) oS T
(a) interest expense.calcylated using the effective inter- il 51 Jnee ke e‘Mhu:ﬁ ) s:\zu&\ q}):i F)SN
est method as described in IFRS 9; - 4L A Lol 8dam s LS
(b) [deleted] A tell 8 Gl el g A 5o o0
(c) [deleted] -[jﬂfj] (<)
[=22] (@)

(c'l) fciln.ance chgrges m.rﬁsrfctlof ﬁnancc? lezses recog- i’éé, B8 sl a) 2 shey (3les Lad sl e o
nised in accordance with IAS 17 Leases; an al) 25 )Y sl Apdadll_ad

(e) exchange differences arising from foreign currency il Zial Alae ciloal gl o 44300 Alad) U4 G5 b ()

bolrrowmgs to.the extent that they are regarded as an 5] <l St 3 530
adjustment to interest costs. o Wy (550l Al yall 3 e (pe Al sl slied ()
(Hfinance charges resulted from Murabaha, Tawarruq P PO RO

and other Shariah compliant finance transactions.

Note: The cross reference in sub paragraph (d) will be
changed when IFRS 16 Leases is endorsed, which is not yet
endorsed by SOCPA at the time of publishing this document.

o Ladie () Zoe all 5 jaall 8 Aama jall 3 LEYI juad s :ddaadla
saaiat al i ¢ lai¥) 3580 VT Ll il Ll el slaiel

Axfgll ol jlaal 7 )l s gl
26 (addition) (AL Y1
In addition to the disclosure requirements in paragraph 26 | (1) caosall s dualud) 5 5l 8 53 ) 5l Flady) cllkia ) il
(a), the entity shall disclose separately the finance costs ac- | 5_8ll JMA Lgilan ) Caad AN Jy gl oSS (o ~LadYl Aalaiall
cording to their sources (eg. Conventional borrowing, ta- | Aaitll Jysaill jaas sy Aliaia Jy sail) CallSS (o FladYl Gn g

warrug, etc.). (G5 Auls g 8 U Jus o) e
. » , ) . , o Canil ageg il petinall dardl Cllaiall 134 ila] Caci s
This additional disclosure is required because of the impor- ol L 5l 08 BB 3 4ile 5 oyl (a5 olian

tance of distinguishing between different finance costs to the T, & - sl e
i ’s decisi in Saudi environment. This paragraph | vl < il i
investor’s decisions in . paragrap s Alaia 45 O34 Ales ,a) ufbﬁy‘ S e ()

should be'read as fqllows: ol iy 8 DB e o) 4o At Js gl e
26 An entity shall disclose: (5,5

(a) the amount of borrowing costs capitalised dur-

ing the period, separately categgrized accordjng the la pall i) BY) CASS oo 2p0aT pasiesdl e Jixs ()

source of finance (eg. Conventional borrowing, ta- ia 1

warruq); and '
(b) the capitalisation rate used to determine the amount
of borrowing costs eligible for capitalisation
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IAS 24 Related Party Disclosures
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The IAS 24 Related Party Disclosures is endorsed taking in consideration the following modification

Modification on specific paragraphs.

Al e A8 aal) cdanl

9 (modification of definition):

the definition of Close members of the family of a person is
modified to reflect the definition suitable of the Saudi environ-
ment. This definition should be read as follows.

Close members of the family of a person are those family
members who may be expected to influence, or be influenced
by, that person in their dealings with the entity and include
those who are considered close members of the family accord-

ing to the law or the prevailing Customary norms in the envi-
ronment where the entity operates. In the case of Saudi Arabia,

the following are considered close members of the family of

a person:
(a) that person’s children and spouse or-domesticpartnet;
(b) children of that person’s spouses or-domesticpartnet; and

(c) parents, grandparents, brothers and sisters, grandchildren
and other dependants of that person or that person’s spouse or

domestiepartner.
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IAS 26 Accounting and reporting by retirement benefit plans
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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. il 88N e Ad3aal) et
35 (addition) (ZAL.A\) Yo
Paragraph 35(b)(viii) is expanded to include the reference of | &5 4de 5 (A) (@) duedll gl & 5130 ) 5 jLaY) ddla) <

zakat. The revised paragraph should be read as follows: tok LS 5 jaall oda 3] 3
35 U
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36A (addition) A paragraph is added after paragraph 36 to re-
quire disclosure about the assets and liability of the retirement
benefit plan.

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

36A The report of a retirement benefit plan shall contain dis-
closure about the assets and liability of the retirement benefit

plan in the same manner as required by the additional para-
graphs 78(f) and (g) of TAS1, which are added by SOCPA for
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the detailed disclosure of financial assets and liabilities. If the

plan assets represent assets invested with an insurance com-

pany, the entity shall provide disclosure about the nature of the
insurance (commercial or cooperative).

36B (addition) A paragraph is added after paragraph 36 to re-
quire detail disclosure about the investment return of the re-
tirement benefit plan categorized according the nature of the
investments (eg. Dividends, interests on conventional time
deposits and bonds, return on sukuk and murabahah). The en-
tity shall disclose interest on conventional time deposits and
bonds, irrespective of its amount.

This additional disclosure is required because of its effect on
participants’ decisions in the Saudi environment. This addi-
tional paragraph should be read as follows:

36B The report of a retirement benefit plan shall contain de-
tailed disclosure about the investment return of the retirement
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benefit plan categorized according the nature of the invest-

ments (eg. Dividends, interests on conventional time deposits
and bonds, return on sukuk and murabahah). The interest on

conventional time deposits and bonds and similar instruments
must be disclosed separately irrespective of its amount.
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IAS 27 Separate Financial Statements
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The 1AS 27 Separate financial statements is endorsed as it was issued by the IASB without any modifications.
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IAS 28 Investments in Associates and Joint Ventures
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The 1AS 28 Investments in Associates and Joint Ventures is endorsed as it was issued by the IASB without any modifications.
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IAS 29 Financial Reporting in Hyperinflationary Economies
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IAS 29 Financial Reporting in Hyperinflationary Economies is endorsed as it was issued by the IASB
without any modifications.
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IAS 32 Financial Instruments: Presentation
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IAS 32 Financial Instruments: Presentation is endorsed taking in consideration the following modification:

Modification on specific paragraphs.

@ Jadl) e A2aal) c8anl

2 The objective of the standard stated in paragraph 2 cover how the entity
classifies interest, dividends, losses and gains related to financial instru-
ments. Since some of the Shariah compliant financial instruments that are
in substance covered by this standard 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 present-
ing financial instruments as liabilities or equity and for offsetting fi-
nancial 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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IAS 33 Earnings Per Share
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The 1AS 33 Earnings Per Share is endorsed taking in consideration the following modification:
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Modification on specific paragraphs. i 88N e Addaal) el
13 (addition): 1ALz 13
Zakat is added to this paragraph as it is an expense to the entity. This | 4de 5 sLiiall cild s jme aad s jlicly 5 gall s3a ) 518 311 dslia) o
paragraph is read as follows: sk LS 5 _jaall oda B 8 o

13 All items of income and expense attributable to ordinary equity hold- | sLiiall alell agu) Alasy Aalal) 5 i) 5 i ol oy 23 ie 13
ers of the parent entity that are recognized in a period, including tax | Zuball aeu) dlasy Lalall i s padll s Jad) 355 asen Jﬁ @y
and Zakat expenses and dividends on preference shares classified as li- | 3 311 s iy yall a5 pome @l 8 Lay o3yl 8 cuandl ) o 290 sl

abilities are included in the determination of profit or loss for the period | _kail) <ilel 53l Ll e ddiadll 3 jiaall peu) e 7L Y1 cilay 353
attributable to ordinary equity holders of the parent entity (see IAS 1). (1 Al Aidadll jlae
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IAS 34 Interim Financial Reporting
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The IAS 34 Interim Financial Reporting is endorsed as it was issued by the IASB without -ﬁny modifications.
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IAS 36 Impairment of Assets
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IAS 36 Impairment of Assets is endorsed as it was issued by the IASB without any modifications.
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IAS 37 Provisions, Contingent Liabilities and Contingent Assets
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|AS 37 Provisions, Contingent Liabilities and Confingent Assets is endorsed taking in consideration the following modification

Modification on specific paragraphs. i 88N e Ad3aal) et

(55A) (Addition) A new paragraph is added after paragraph 55 to require dis- | zlady) bl iiY 00 5 jadll aay 3 8 Caliai (Adla)) (TD °)
closure about the nature of the business of the third party that are required to | (ans ol JS adsy a3ild) G oyl Juael daph o
pay part or all of the expenditure required to settle a provision (for example | :JUall Juw o) (pre paada 4 gual 2a )00 sl
cooperative insurance, commercial insurance, financial guarantee). NEBENIE P EREN SR (gl el
This additional disclosure is required to provide necessary information to the | i & Adlall A3l _ediiise dals ALY ol Canng
financial statements users in Saudi environment in order to help them to as- | (& agiielual Slaglaall oda Jial 40 gaiall 4y jall A<Laall
sess the extent of compliance of entity operation with Shariah. This additional | &% 4sle 5 day yi) e sliiall Clilee (381 65 530 o Sa)
paragraph is read as follows: (b LS Adlial) 5 jadl) o3a 3] 3
55A An entity shall disclose the nature of business of the other party that is required to | a yilall il (s ylall Jlae| daph e ~Ladyl cuny fo0
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(60A) This standard requires recognition for the increase in the amount of the pro- | Jawadall dad A 53 31 e daulaall jlaall a5 (RiL)) (\'l )
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vision because of the time value of money as borrowing cost. Since IAS 23 does
not require detailed disclosure about the components of the finance cost included
in the profit or loss, as additional paragraph is added to this standard to require
disclosure of the amount added to the finance cost recognized in the profit or loss
that represent the increase in the amount of the provision because of time value of
money. Also, the face value of the provision, if predetermined, shall be disclosed.
This additional disclosure is required to provide necessary information to the
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financial statements users in Saudi environment about the components of finance
cost and face value of provisions, if predetermined, in order to help them to as-
sess the extent of compliance of entity operation with Shariah. This additional
paragraph is read as follows:
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60A An entity is required to disclose the amount added to the finance cost rec-

ognized in the profit or loss that represent the increase in the amount of the

provision because of time value of money. Also. the face value of the provision

if predetermined, shall be disclosed.

"augololl pt Jgnlll” A plgall duuball jheo togpiallg il
IAS 38 Intangible assets
o¢ Jalnll "augolall pe Janill” A plgall drwbiall jheo Guigilall uwball 1ageull ligll Ciaaicl
Jasi sl e (50 a0 lod plgall anbiall puleo yulao
The IAS 38 Intangible assets is endorsed as it was issued by the IASB without any modifications
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IAS 40 Investment Property
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|AS 40 Investment Property is endorsed taking in consideration the following modification:
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Modification on specific paragraphs.

il A8 e AdRaal) et

32 (modification) paragraph 32 is modified to the entity is required to
measure the fair value of investment property on the basis of a valu-
ation 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 in-
vestment property, for the purpose of either measurement (if the en-
tity uses the fair value model) or disclosure (if it uses the cost model).
For the purpose of preparation of the annual financial statements, an
entity is required eneouraged,-butnotrequired; to measure the fair
value of investment property on the basis of a valuation by an in-
dependent 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 shall be disclosed.
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Modification on specific paragraphs.

i 88N e Addaal) el

75 (modification) paragraph 75(e) is modified to be aligned with the
modification of paragraph 32, which requires the entity to measure
the fair value of investment property on the basis of a valuation by an
independent valuer. This paragraph is read as follows:

75 An entity shall disclose:
(a)...
(e the name and qualification of the indepen-

dent valuer.
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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
roperties held for rental income, for capital appreciation and for those
that the entity held for a currently undetermined future use.
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IAS 41 Agriculture

ploo uilao ¢ palall"acll” 1 plgall duwball jheo Guigilall bl diagewll dsgll Cioicl
o0 liais 1 5 Leylyal ic aei pillg salial lgal] jLinedl Cualyaeill jlicdll g 3310 go o plgal duwbiall

G392l apell 8loall pné Gubillanlgll jheall Sllhio
|AS 41 Agriculture is endorsed taking in consideration the following modification:

First: General modifications: thale cdlyans Y g
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Replacing all examples that are contradictory to Shariah with
suitable examples (para. 3, 4). 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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IFRS 1 First-time Adoption of International Financial Reporting Standards
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IFRS 1 First-time Adoption of International Financial Reporting Standards is endorsed taking in consideration the following modification:
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Modification on specific paragraphs.

il A8 e Addaal) el

11 (modification) the options in para. 11 are limited in relation only
to the recognition of revaluation surplus of property, plant and equip-
ment, where such difference must be recognized in revaluation sur-
plus 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:

11 The accounting policies that an entity uses in its opening IFRS
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 IF-
RSs. 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. if the entity choose

to use the revaluation model to measure a class of property, plant
and equipment in accordance with IAS 16, the revaluation surplus of
property, plant and equipment shall be recognized in the revaluation
surplus account in the equity, and then treated according to 1AS 16

requirements.
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D5A (addition) a new paragraph after (D5) is added to require the use
of the service of an independent and qualified person to perform the
valuation when the entity chooses the use of the fair value to measure
an item of its property, plant and equipment or investment property
to be its deemed cost at the transition date.

The requirement is added to increase the confidence in financial state-
ment since the valuation profession in Saudi Arabia is an emerging
profession. This additional paragraph should be read as follows:
DS5A If the entity chooses to use the fair value to measure an item
of its property, plant and equipment or investment property to be its
deemed cost at the transition date, the valuation shall be performed

by a qualified valuer who is independent of the entity and holds a rec-

ognised and relevant professional qualification and has recent experi-

ence in the location and category of the property, plant and equipment

or investment property being valued. The name and qualification of
the valuer is required to be disclosed.
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IFRS 2 Share-based payment
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The IFRS 2 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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IFRS 3 Business combinations
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The IFRS 3 Business combinations is endorsed as it was issued by the IASB without any modifications,

" yuolill agac” ¢ plladl popaill plgall jeollzogils

IFRS 4 Insurance Contracts
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IFRS 4 Insurance Contracis is endorsed taking in consideration the following modification:

Modification on specific paragraphs.

i 88N e Ad8aal) et

(44A)(Addition) A paragraph is added after paragraph (44) to require
an entity that conducts its business according to cooperative insurance
to disclose certain information about its dealing with the insurance
operation.

This additional disclosure is required to provide necessary informa-
tion to the financial statements users in Saudi environment to assess
nature of the business of cooperative insurance entities investments
in order to help them to assess the extent of compliance of entity’s
operations with Shariah. This additional paragraph is read as follows:
44A an entity that conducts its business according to cooperative in-

surance shall disclose the following:
a) Disclose the bases for the deduction of its share from insurance

operation surplus (For example: Agent fees that deducted after
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transferring a percentage from the surplus to the policy share-
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holders fund; agent fees or mudharaba that is considered an
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expense of the insurance operation; or performance bonus as a
percentage of the surplus.

b) Disclose the bases for the treatment of deficit in insurance op-
eration. For example, providing finance or gardh hasan (interest-
free loan) from shareholders to the insurance operations.

¢) Disclose the company fees related to the management of the in-
surance operation separately from those fees related to the op-
erating activities of shareholders in the statement of income of
insurance operation.

d) Disclose in the policy the contractual position of the company
(For example: statement in the policy that the company is a man-
ager of insurance operation; agent; mudhareb; or absence of such
statement in the policy.
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IFRS 5 Non-current Assets Held for Sale and Discontinued Operations
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IFRS 5 Non-current Assets Held for Sale and Discontinued Operations is endorsed as it was issued by the IASB without any modifications.
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IFRS 6 Exploration for and Evaluation of Mineral Resources
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IFRS 6 Exploration for and Evaluation of Mineral Resources is endorsed as it was issued by the IASB without any modifications.
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IFRS 7 Financial Instruments: Disclosure
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IFRS 7 Financial Instruments: Disclosure is endorsed taking in consideration the following modification:

Modification on specific paragraphs.
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42HA (addition) A new paragraph is added after paragraph 42H to
require the entity to disclose the contractual arrangements of its fi-
nancial instruments and how their return or cost are calculated.

This additional disclosure is required to provide necessary informa-
tion 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 as-
sess the extent of compliance of financial instruments and their return
and cost with Shariah. This additional paragraph is read as follows:

42HA An entity shall disclose the nature of the contractual arrange-
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ments of investment account and other financial instruments such as
bonds, sukuk and derivatives whether the entity is an investor or is-
suer of such instruments. Moreover, the 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).
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42HB (addition) A new paragraph is added after the added paragraph
42HA to require the entity to disclose separately the amount of debt instru-
ment issued, bought, transferred or sold during the annual period.

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 movement of debt in
the entity in order to help them to assess the extent of compliance of finan-
cial instruments with Shariah. This additional paragraph is read as follows:
42HB 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.

42HC (addition) A new paragraph is added after the added paragraph
42HB to require the entity to disclose in detail the financing amounts ac-
cording to the type of contacts used to obtain the finance.
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 ad-
ditional paragraph is read as follows:
42HC In addition to the required disclosure in IAS1 (additional paragraph
78F-G) An entity shall disclose separately the amount of each of the fol-
lowing 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 evi-
dencing 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 operations.
d- Tawarruq (buying goods on deferred payment which is not related to
the ordinary activities of the entity and are bought for the purpose of
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cash sale to third party). Indicators evidencing that the transaction is

Tawarruq include:

i.  The commodity underlying Tawarruq is from the identical com-
modity 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- Tawarruq with authorization of sale (buying goods on deferred pay-
ment 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 con-
struction and manufacturing work and the responsibility for nonper-
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formance). 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 com-
plete).

h-  Sale with lease back as a finance lease (contract to sell and lease back
where the lessee is the seller).
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42HD (addition) A new paragraph is added after the added paragraph
42HC 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 necessary information to
the financial statements users in Saudi environment whose decisions are
affected by the availability of information about some type of risks asso-
ciated 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:

42HD An entity shall disclose types of risks and cost arise from assets
based financial instruments that relates to the ownership risk of the un-
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derlying 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.

42HE (addition) A new paragraph is added after the added paragraph
42HD to require the entity to disclose information about compound in-
strument (such as investment sukuk that comprises leased tangible 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 com-
pliance of financial instruments and their return and cost with Shariah.
This additional paragraph is read as follows:

42HE An entity shall disclose the amount of its compound financial in-
struments (such as investment sukuk that comprise leased tangible assets
and Murabaha financial assets) and the percentage of each component.
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IFRS 8 Operating Segments
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The IFRS 8 Operating Segments is endorsed as it was issued by the IASB without any modifications.
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IFRS 9 Financial Instruments
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IFRS 9 Financial Instruments is endorsed as it was issued by the IASB without any modifications.

13 Gaaai o S pdd) Aigl) Gty oY o VA/V/Y e Il ) G oS (Aol Aslaall julaa (ulaal Lbg 4 a8 ) Alall M A gal) jleall el 3N Gadail) ;A33ada
1Y) Bl Baadd (Al N MA I all Galaval (ha B polaaal) Afheady ¥4 By A gal) Asadaall Jhra (ki lld Cha Yy giSarg caY + VV/V /Y (S sl

L4 ak ) Alall A gal jlsall
Note: The IFRS 9 is to be applied as of 12018/1/ according to IASB. SOCPA is encouraging companies to apply this Standard as of
12017/1/. Alternatively, they can apply the superseded Standard (i.e., IAS 39) as issued by IASB during the period preceding the
effective date of IFRS 9.
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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 without any modifications.
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IFRS 11 Joint arrangements
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The IFRS 11 Joint arrangements is endorsed as it was issued by the 1ASB without any modifications.
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IFRS 12 Disclosure of interests in other entities
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The IFRS 12 Disclosure of interests in other entities is endorsed taking in consideration the following modification

Modification on specific paragraphs. il 88N e Adiaal) et

B12(b)(vii) (addition):
Zakat is added to this paragraph as it is an expense to the entity. This
paragraph is read as follows:

B12 For each joint venture and associate that is material to the
reporting entity, an entity shall disclose:

(€) I

() FESTRT

@......

(vii) post-tax and zakat profit or loss from discontinued operations.
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B13(g) (addition):

Zakat is added to this paragraph as it is an expense to the entity. This

paragraph is read as follows:
B13 Inaddition to the summarised financial information required
by paragraph B12, an entity shall disclose for each joint venture
that is material to the reporting entity the amount of:

(g) income tax expense or income and zakat
expense.
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B16(b) (addition): (EBLa) (@) V1w

Zakat is added to this paragraph as it is an expense to the entity. This
paragraph is read as follows:

B16 An entity shall disclose, in aggregate, the carrying amount
of its interests in all individually immaterial joint ventures or
associates that are accounted for using the equity method. An
entity shall also disclose separately the aggregate amount of its
share of those joint ventures’ or associates’:

(b) post-tax / zakat profit or loss from discontinued operations.
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B16A A new paragraph is added after paragraph B16 to require the
disclosure of the name of other entities in which the entity has interest.
This paragraph is added because the effect of the additional disclosure
on local investors whom decisions are affected by the nature of the
entity investments. The added paragraph should be read as follows:

B16A the entity shall disclose the names of all of'its investees regard-

less of the materiality of such investments.
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B16B A new paragraph is added to require additional disclosures
about the investees if they are not listed in Saudi stock market.

This paragraph is added because the importance of the additional
disclosure to local investors who are may not be able to obtain
access to the financial statements of the investees. The added para-
graph should be read as follows:

B16B If the investee is not an entity listed in Saudi stock market,
the following shall be disclosed:

a. the nature of its activities.

b. the detail of conventional financial assets such as conventional
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time deposits and bonds.

c. the detail of conventional financial liabilities such as borrowing
and overdrafts from conventional banks and bonds.

d. disclosure separately of interest income from conventional fi-

nancial assets such as time deposits and bond no matter how much

its amount.

e. If the investee is a financial institution (such as bank, invest-
ing, financing, insurance and brokerage entities), the entity must

disclose its Shariah compliant status if it is available (eg. Shariah
complaint, non Shariah compliant) in the market where it operates.
f. If it is impractical to provide all or part of the above information
the entity shall disclose this fact and reasons for not providing such
information.
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IFRS 13 Fair Value Measurement
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IFRS 13 Fair Value Measurement is endorsed as it was issued by the IASB without any modifications.
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IFRS 14 Regulatory Deferral Accounts
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IFRS 14 Regulatory Deferral Accounts is endorsed as it was issued Ly the 1ASB without any modifications.
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IFRS 15 Revenue from Contracts with Customers
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IFRS 15 Revenue from Contracts with Customers is endorsed as it was issued b;l the 1ASB without any modifications.
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Note: The IFRS 15 is to be applied as of 12018/1/ according to IASB. SOCPA is encouraging companies to apply
this standard as of 12017/1/. Alternatively, they can apply the superseded standards (i.e., IAS 11 & 18) and related
interpretations as issued by IASB during the period preceding the effective date of IFRS 15.
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IFRIC 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities
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IFRIC 1 Ehunges in Existing Decommissioning, Restoration and Similar Liabilities is endorsed as it was issued by the IASB
without any modifications.
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IFRIC2 Members’ Shares in Co-operative Entities and Similar Instruments
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IFRIC2 Members' Shares in Co-operative Entities and Similar Instruments is endorsed as it was issued by the IASB without
any modifications.
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IFRIC 4 Determining whether an Arrangement contains a Lease
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IFRIC 4 Determining whether an Arrangement contains a Lease is endorsed as it was issued by the IASB without any
modifications.
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IFRIC 5 Rights to Interests arising from Decommissioning, Restoration and Environmental
Rehabilitation Funds
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IFRIC 5 Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds is endorsed
taking in consideration the following modification:

Modification on specific paragraphs.
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(13A) (Addition) A new paragraph is added to require the entity that
participate in decommissioning, restoration and environmental reha-
bilitation funds to provide the disclosures required about the nature
of investment that are added to the other standards relevant to invest-
ments (i., e., [FRS 7 and IFRS 12).

This additional disclosure is required to provide necessary informa-
tion to the financial statements users in Saudi environment about the
nature of the entity investments in order to help them to assess the
extent of compliance of entity operation with Shariah. This additional
paragraph is read as follows:

13A An entity that participates in decommissioning, restoration and

environmental rehabilitation funds is required to provide the disclo-
sures required about the nature of investment that are added to the
other standards relevant to investments (i., e., IFRS 7 and IFRS 12).
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IFRIC 6 Liabilities arising from Participating in a Specific Market—Waste Electrical and Electronic Equipment
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IFRIC 6 Liabilities arising from Participating in a Specific Market-Waste Electrical and Electronic Equipment is endorsed as
it was issued by the IASB without any modifications.
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IFRIC 7 Approach under IAS 29 Financial Reporting in Hyperinflationary Economies
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IFRIC 7 Approach under IAS 29 Financial Reporting in Hyperinflationary Economies is endorsed as it was issued by the IASB
without any modifications.
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IFRIC 10 Interim Financial Reporting and Impairment
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The IFRIC 10 Interim Financial Reporting and Impairment is endorsed as it was issued by the IASB without any modifications.

"dolall doaall jliiol Cibuiyi” IT (IFRIC)  plgall prasaill :;ygsullg guuli
IFRIC 12 Service Concession Arrangements
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IFRIC 12 Service Concession Arrangements is endorsed as it was issued by the IASB without any modifications.
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IFRIC 14 The limit on a defined benefit asset, minimum funding requirements and their interaction
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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 without any modifications.
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IFRIC 16 Hedges of Net Investment in a Foreign Operation
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IFRIC 16 Hedges of Net Investment in a Fore"ign Operation is endorsed as it was ssued by the IASB without any modifications.
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IFRIC 17 Distributions of Non-Cash Assets to Owners
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The IFRIC 17 Distributions of Non-Cash Assets to Owners is endorsed as it was issued by the IASB without any modifications.
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IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments
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IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments is endorsed as it was issued by the IASB without any modifications.
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IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine
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IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine is endorsed as it was issued by the IASB without any modifications.
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IFRIC 21 Levies is endorsed as it was issued by the [ASB without any modifications.
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SIC 10 Government Assistance-No Specific Relation to Operafing Activities
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SIC 10 Government Assistance-No Specific Relation to Operating Acivities is endorsed as it was issued by the IASB without any modifications.
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SIC 15 Operating Leases-Incentives
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SIC 15 Operating Leases-Incentives is endorsed as it was issued by the IASB without any modifications.
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SIC 25 Income Taxes-Changes in the Tax Status of an Entity or its Shareholders
-Jaall dlpa™ To (SIC) adubudl augall Gl ouaill dial powdi Guigiléll usuball diagewdl diugll Ciaoicl
00 120 lod  plgall auwbiall juleo Gulao e jaloll,lgogul dloal ol dliiall (upall gagll a Cilpsil

a5l pe
SIC 25 Income Taxes-Changes in the Tax Status of an Entity or its Shareholders is endorsed as it was issued by the 1ASB
without any modifications.
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SIC 27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease
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SIC 27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease is endorsed as it was issued by the
IASB without any modifications.
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SIC 29 Service Concession Arrangements: Disclosures
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SIC 29 Service Concession A“rrungemenis: Disclosures endorsed as it was issued by the IASB without any modifications.
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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 without any modifications.
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IFRS for SMEs
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The IFRS for SMEs is endorsed taking in consideration the following modificat
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First: General modification:
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1.The word “IFRS for SMEs” is read whenever it appears to mean
‘IFRS for SMEs as adopted in Saudi Arabia and other standards and
pronouncements endorsed by SOCPA. The “endorsed” standard is the
IFRS for SMEs as issued by IASB in addition to the requirements and
disclosures added to some sections by SOCPA. The “other standards

and pronouncements” are those standards and technical releases that
are endorsed by SOCPA for subjects not covered by the IFRS such as

the subject of Zakat.
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2. The phrase ‘through profit and loss’ means whenever it appears
‘through recognition in income statement’. The phrase ‘components

of profit or loss” means whenever it appears ‘statement of income’.

The phrase ‘profit or loss’ means whenever it appears either ‘state-
ment of income’ or ‘net income’ depending in the context.
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Second: Modification on specific paragraphs:
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Section 3: Financial Statement Presentation:

3.25 Additional requirements to SMEs to apply endorsed IFRS when
they decide to make the segment disclosures or earnings per share.
This additional requirement is added to preserve the comparability
regarding these disclosures. This paragraph should be read as follows:
3.25 This IFRS does not address presentation of segment information,
earnings per share, or interim financial reports by a small or medium-
sized entity. An entity making such disclosures shalldeseribe-the-basts

forpreparing-and-presenting-the-information: follow the relevant IF-
RSs endorsed by SOCPA.
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Section 4: Statement of Financial Position:

4.11Additional items should be disclosed to provide information to those

investors whose investment decisions are affected by their understanding

of the nature of the entity’s operations in light of Shariah requirements.

This paragraph should be read as follows:

4.11 An entity shall disclose, either in the statement of financial position

or in the notes, the following sub-classification of the line items presented:

(a) property, plant and equipment in classifications appropriate to the
entity.

(b) trade and other receivables showing separately amounts due from
related parties, amounts due from other parties, and receivables
arising from accrued income not yet billed. These balances should

be sub-classified more according to the nature of the finance ar-
rangements and their general terms (for example, conventional fi-

nance, murabaha) with sufficient disclosures that enable users to

differentiate between different types of receivables.

(c) inventories, showing separately amounts of inventories:
(i) held for sale in the ordinary course of business.
(i1) in the process of production for such sale.
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(iii)

(d)

(e)

®

(2

ii.

iil.

iv.

vi.

(h)

ii.

iii.

in the form of materials or supplies to be consumed in the produc-
tion process or in the rendering of services.

trade and other payables, showing separately amounts payable to
trade suppliers, payable to related parties, deferred income and ac-
cruals.

provisions for employee benefits and other provisions.

classes of equity, such as paid-in capital, share premium, retained
earnings and items of income and expense that, as required by this
IFRS, are recognised in other comprehensive income and presented
separately in equity.

financial assets (including cash, receivables and investments) are

disaggregated into classes according to their nature and general

terms as follows:

Cash.

Cash equivalents, sub-classified into their nature and general terms,
with sufficient disclosures that enable users to differentiate between
different types of cash equivalents.

Term deposits, sub-classified into their nature and general terms (for

example, conventional deposit and murabaha deposit), with suffi-

cient disclosure that enable users to differentiate between different

types of term deposits.

receivables, sub-classified into their nature and general terms (for

example, conventional lending and murabaha financing), with suffi-

cient disclosures that enable users to differentiate between different

types of receivable
equity investments sub classified into direct investments and invest-

ments in portfolios and investment funds, with more subclassifica-

tion into different types of portfolios and funds (for example con-

ventional fund and Shariah compliant fund according to the fund

manager’s classification), with sufficient disclosures that enable
users to differentiate between different types of equity investments.

Disclosure of investments in bonds separately from those in sukuks,
with sub-classification of each into their nature and general terms,
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with sufficient disclosures that enable users to differentiate between
different types of bonds and sukuks.
financial liabilities (including bank overdraft and payables) are dis-

aggregated into classes according to their nature and general terms
as follows:

bank overdrafts are disaggregated into classes according to their
nature and general terms (for example conventional and tawarruq),

with sufficient disclosures that enable users to differentiate between

different types of bank overdrafts. This disclosure should be pro-

vided regardless whether or not bank overdrafts are treated as part

of managing cash and cash equivalents.

payables, sub-classified into their nature and general terms (for ex-
ample, conventional borrowing and tawarruq; vendors on conven-
tional basis or murabaha), with sufficient disclosures that enable
users to differentiate between different types of payables.

Disclosure of bonds separately from sukuks, with sub-classification
of each into their nature and general terms, with sufficient disclo-

sures that enable users to differentiate between different types of

bonds and sukuks.
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Section 5: Statement of Comprehensive Income and
Statement of Income:
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5.5 The requirement of presenting revenue is expanded to require
entity to present revenue into_three categories: revenue from main
operations, finance revenue (if it is not its main operation) and other
revenues. This requirement is added because it reflects the current
practice of Saudi companies that distinguish between revenue from
main operations and other revenues. Additionally, it fulfills the in-
formation needs of those investors whose investment decisions are
affected by their understanding of the nature of the entity’s opera-
tions in light of Shariah requirements. The paragraph should be read

as follows:

5.5 As a minimum, an entity shall include, in the statements of the
statement of comprehensive income, line items that present the

following amounts for the period:

(a) Revenue sub-classified into three categories: revenue from main
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operations, finance revenue (if it is not its main operation) and

other revenues.
(b) finance costs.

(C) share of the profit or loss of investments in associates (see Sec-
tion 14 Investments in Associates) and jointly controlled entities
(see Section 15 Investments in Joint Ventures) accounted for us-

ing the equity method.

(d) tax expense and Zakat excluding tax allocated to items (e), (g)
and (h) below (see paragraph 29.27).

(e) a single amount comprising the total of
(i) the post-tax profit or loss of a discontinued operation, and

(i) the post-tax gain or loss recognised on the measurement to fair
value less costs to sell or on the disposal of the net assets consti-

tuting the discontinued operation.

80

profit or loss (if an entity has no items of other comprehensive

income, this line need not be presented).

( g) each item of other comprehensive income (see paragraph 5.4(b))

classified by nature (excluding amounts in (h)).

(h) share of the other comprehensive income of associates and joint-

ly controlled entities accounted for by the equity method.

(i) total comprehensive income (if an entity has no items of other
comprehensive income, it may use another term for this line

such as profit or loss).
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5.12 A new paragraph is added after paragraph 5.11 to require detail
disclosure about the entity’s revenue to enable users differentiate be-
tween different types from each source presented in the income state-

ment. This paragraph should be read as follows:

5.12 An entity shall disclose details about its revenues as follows:

i.  Revenue from main operations sub-classified into major types of

activities with sufficient disclosures that enable users to differen-

tiate between different types of revenue from main operations.

ii.  Disclosure of finance revenue or interest revenue (if it is not the

main revenue). from conventional time deposit and lending and

bonds separately from other sources, such as those arise from

finance lease, murabaha, and application of time value of mon-

ey....etc., with sufficient disclosures that enable users to differen-

tiate between different types of finance revenues. An entity must

disclose interest revenue from conventional time deposits and

lending no matter how small this amount.

iii. Other revenues and gains, sub-classified into different types of

revenues (for example gains from selling financial assets should

be sub-classified into the different types of financial assets dis-

posed), with sufficient disclosures that enable users to differenti-

ate between different types of other revenues and gains.
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5.13 A new paragraph is added after the new paragraph °,)2 above to re-
quire additional disclosure about finance cost. The disclosure is required
because it provide important information to those investors whose invest-
ment decisions are affected by their understanding of the nature of the
entity’s operations in light of Shariah requirements. The paragraph is read
as follows:

5.13 An entity must disclose finance cost or interest expense, sub-classi-
fied into different types, such as those arise from finance lease, borrow-

ing, installment purchases and murabaha, and application of time value of

money, ...etc., with sufficient disclosures that enable users to differentiate

between different types of finance costs. An entity must disclose interest

expenses from conventional borrowing and bonds no matter how small

is this amount.

L sy ool dlcadll VYoo a8, 5 El aey 3,8 Ciliad VY0
S 5l e Spadt aatl sl oSS J g Adln) ilaliad)
Ol yainall Aaga il slaa sy Zladl) 13 oY Glld oy pal
L) 53 (g2 5 48 yal) ililae Aaglal agagdy dy jLaiinY) agdl )l 3 il
b LaS 5 5l 038 5o ) B o5 Al 5 Aue i) Jay) uall as

) gl i g pemn o sl S e slaid) pradi of Y Y0
Jasaill ) i Al e STl Claias 5 Lyl (g 8 (he Al
At 3l Al ac ) g8 (bt g il yall o b gaill Sl eJia s AY)
e e (B8 e i) (S A Calaliad) aa oxl o il
i g pna e Bliiall padi o gy Al saill Cld 5 padll Aaliad)
Lesdia S U i) g ol (g 53l (pa 230 5dl)

Section 7: Statement of Cash Flows:
7.4 Zakat is added to this paragraph to require presenting the Zakat
paid. This paragraph is read as follows:
7.4 Operating activities are the principal revenue-producing activities
of the entity. Therefore, cash flows from operating activities generally
result from the transactions and other events and conditions that enter
into the determination of profit or loss. Examples of cash flows from
operating activities are:
(a) cash receipts from the sale of goods and the rendering of ser-
vices.
(b) cash receipts from royalties, fees, commissions and other rev-
enue.
(c) cash payments to suppliers for goods and services.
(d) cash payments to and on behalf of employees.
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(e) cash payments or refunds of income tax or Zakat, unless they
can be specifically identified with financing and investing activities.
(f) cash receipts and payments from investments, loans and other
contracts held for dealing or trading purposes, which are similar to
inventory acquired specifically for resale.
Some transactions, such as the sale of an item of plant by a manufac-
turing entity, may give rise to a gain or loss that is included in profit
or loss. However, the cash flows relating to such transactions are cash
flows from investing activities.
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7.22 A new paragraph is added after paragraph 7.21 to require dis-
closure about interests received and paid on finance and returns on in-
vestments segregated according to the nature of different finance and
investment arrangements. This disclosure is required because it fulfills
the information needs of those users who are Shariah conscious about
the entity’s operations. The paragraph should be read as follows:

7.22 An entity shall disclose, if not disclosed elsewhere in the finan-

cial statements, the details of the amounts of interests received and

paid and returns received on investments, together with a description
of the nature of each related finance or investment.
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Section 16: Investment Property:

A paragraph is added to section 16 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

16. 7A for the purpose of preparation of the annual financial state-
ments, an 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 re-
cent experience in the location and category of the investment prop-
erty being valued. The name and qualification of the valuer is to be

disclosed.
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Section 17: Property, Plant and Equipment:

A new paragraph is added to section 17 with the number (17.15E) to
require the use of the service of an independent and qualified person to
perform the valuation when the entity chooses the revaluation model
for an entire class of the property, plant and equipment.

The requirement is added to increase the confidence in financial state-
ment since the valuation profession in Saudi Arabia is an emerging pro-
fession. This additional paragraph should be read as follows:

17.15E If the entity chooses the revaluation model for an entire class
of property. plant and equipment, the valuation shall be performed by a
qualified valuer who is independent of the entity and holds a recognised
and relevant professional qualification and has recent experience in the
location and category of the property. plant and equipment being val-
ued. The name and qualification of the valuer is to be disclosed.
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The document of endorsement of the international auditing, review, other assurance, and related

services pronouncements for adoption in Saudi Arabia according to the Saudi Organization for

Certified Public Accountants’ plan for transition to International standards, and according the

IAASB Policy Position statement regarding the Modifications to International Standards of the
|AASB Board
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Accounting Standards

Committee Saudi Organization for Certified Public Accountants
AYNT/NY/Y e - DVEYA/Y/YY

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 TAASB (July, 2006) regarding the Modifications
to International Standards of the IAASB Board entitled
“A Guide for National Standard Setters that Adopt
IAASB’s International Standards but Find It Necessary to
Make Limited Modifications”, SOCPA has endorsed the
international standards for auditing, assurance and other
services after subjecting them to a due process to thoroughly
examine them with the involvement of key constituents . This
document includes the decisions to endorse the following
pronouncements:
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ISA 200, Overall Objectives of the Independent Auditor and
the Conduct of an Audit
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ISA 210, Agreeing the Terms of Audit Engagements
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ISA 220, Quality Control for an Audit of Financial Statements
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ISA 230, Audit Documentation
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ISA 240, The Auditor’s Responsibilities Relating to Fraud in
an Audit of Financial Statements
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ISA 250, Consideration of Laws and Regulations in an Audit
of Financial Statements
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ISA 260, Communication with Those Charged with Gover-
nance
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ISA 265, Communicating Deficiencies in Internal Control to
Those Charged with Governance and Management
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ISA 300, Planning an audit of financial statements
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ISA 315, Identifying and assessing the risks of material mis-
statement through understanding the entity And its environ-
ment
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ISA 320, Materiality in planning and performing an audit
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ISA 330, The auditor’s responses to assessed risks

el Bl gl el cililaiady ¥+ daalydl baa

ISA 402, Audit considerations relating to an entity using a ser-
vice organization
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ISA 450, Evaluation of misstatements identified during the
audit
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ISA 500, Audit Evidence
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ISA 501, Audit Evidence—Specific Considerations for Se-
lected Items
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ISA 505, External Confirmations
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ISA 510, Initial Audit Engagements—Opening Balances
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ISA 520, Analytical Procedures
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ISA 530, Audit Sampling
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ISA 540, Auditing Accounting Estimates, Including Fair Value
Accounting Estimates, and Related Disclosures
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ISA 550, Related Parties
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ISA 560, Subsequent Events
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ISA 570, Going Concern
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ISA 580, Written Representations
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ISA 600, Special Considerations—Audits of Group Financial State-
ments (Including the Work of Component Auditors)
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ISA 610, Using the Work of Internal Auditors
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ISA 620, Using the Work of an Auditor’s Expert
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ISA 700, Forming an Opinion and Reporting on Financial
Statements
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ISA 701, Communicating Key Audit Matters in the Indepen-
dent Auditor’s
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ISA 705, Modifications to the Opinion in the Auditor’s Report
Independent
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ISA 706, Emphasis of Matter Paragraphs and Other Matter Para-
graphs in the Independent Auditor’s Report
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ISA 710, Comparative Information—Corresponding Figures
and Comparative Financial Statements
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ISA 720, The Auditor’s Responsibilities Relating to Other In-
formation
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ISA 800, Special Considerations—Audits of Financial Statements Prepared
in Accordance with Special Purpose Frameworks
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ISA 805, Special Considerations—Audits of Single Financial
Statements and Specific Elements, Accounts or Items of a Fi-
nancial Statement
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ISA 810, Engagements to Report on Summary Financial State-
ments
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ISRE 2400, Engagements to Review Financial Statements
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ISRE 2410, Review of Interim Financial Information Per-
formed by the Independent Auditor of the Entity
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ISAE 3000, Assurance Engagements Other than Audits or Re-
views of Historical Financial Information
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ISAE 3400, The Examination of Prospective Financial Information
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ISAE 3402, Assurance Reports on Controls at a Service Or-
ganization
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ISAE 3410, Assurance Engagements On Greenhouse Gas
Statements
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ISAE 3420, Assurance Engagements To Report On The Com-
pilation Of Pro Forma Financial Information Included In A

Prospectus
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ISRS 4400, Engagements to Perform Agreed-Upon Proce-
dures Regarding Financial Information
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ISRS 4410, Compilation Engagements
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Following is the text of the endorsement of the pro-
nouncements the [SAs:

The Saudi Organization for Certified Public Accoun-
tants (SOCPA) has endorsed the following International
Auditing, review, other assurance and related services
Standards for the adoption in Saudi Arabia taking in
consideration the following

general modifications:
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1. These standards are effective for engagements for audits
of annual financial statements, review of interim financial
statements, other assurance and related service that com-
mence on or after 1/1/2017.

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

3. Determining the “professional Body” of the auditor to
mean “Saudi Organization for Certified Public Accoun-
tant”.

4.  Adding footnotes to some paragraphs and appendixes in
some standards as follows:

a. Adding footnotes to the appendixes that include the illus-
tration of the independent auditor reports stating that some
modifications has been made to the text of the illustrations
of the independent auditor reports to be in line with the legal
environment of Saudi Arabia. Such modifications have not
changed any components of the report of the independent
auditor as prescribe by each standard.

b. Adding footnotes to the appendixes that include the illus-
tration of the independent auditor reports stating that the
term “auditing standard”, whenever it appears, means the
International Standards of Auditing endorsed for application
in Saudi Arabia according to the Document of endorsement
issued by Saudi Organization for Certified Public Accoun-
tants, which includes some necessary addition or modifica-
tion to conform the application of such standards with the
Saudi environment with no change in their requirements.

c. Adding footnotes to the appendixes that include the il-
lustration of the independent auditor reports stating that
the term “endorsed international financial reporting stan-
dards” whenever it appears, means the international fi-
nancial reporting standards as issued by IASB with the
additional requirements and disclosure added by SOCPA
according to the according to the document of endorse-
ment issued by SOCPA. The other standards and pro-
nouncements are whatever endorsed by SOCPA for sub-
jects not covered by the international financial reporting
standards such as Zakat.

d.  Adding three different notes to the Responsibilities of Man-
agement and Those Charged with Governance for the Finan-
cial Statements section in the illustrations of the independent
auditor report as follows:

6%‘5.\““ @u\ (.\:\‘Jﬂ\ AJA“)A dLACi L.A“‘ )ﬁu\ XYY d}m S
s esoAY) Akl Jlael i elgd 45 5Kl 40 531 AL 20 il yand
amy gl a YoVV/V/Y (e e Lgdde dag pall cdDladl il culaaall

ﬂgy‘)ﬁ&d\&&é)}ussw\&m\qﬂés Agﬁcm}
o Ly AL 5l b Al AN el Jads Y

Bagaadl Aglly el aal el gl el o 2 salall yaas

O SN (el
:g@us)ﬁbul\ Gadle s ol 8 a5 ga Ailn)

el A i) Sl ey A alall Al AL |
il delua Lo cdbaadll sy JA) a4l e pali (Jiiul
@J\@éﬁ;u‘#b.d\ oﬁ&EJJ\}X\ Uil CA\)A\ BrgY
O a5 e Wl paad alg A0 gradl Ay pall ASLaall 3 dpallal)
ke ISty Lo o Jiinall (s laall ol aa) yall g 585 il S

e sl Jtiuall gal jall )l dpagia gill z3laill dpils ddla) -
Lan ) pall 45l el - 35 Wil - iy daal sl yailae ellaaca o
oo 5ol Lo ) A Gy el smadl ) ASLaall 8 Bacindl
Aral el alaa s G s Calaall G0 grial) Aigel) 51 (ulae
LS Zaa)yall A5l el o 0 sl A pal) ALl 3 Baainall
i Loy Ll CauSil 53 gaae e ae (A gal) (sl (e &1y
By b s W Gy s peud) el ASLel 8 el A5l g
pmalaall 2 gacdl gl a5 p0tall dnal yall A 52l ubeall slcic)
ASleal) b yulaall el lllatia (pa Ll CBaill 038 yuad Al 5 i 530

ERPENR

30 ganal) Ay jal) A<laal) d Baadiaall el o @l A o) ulaal) mllaicaa
ol e Cpaa LS Ml 8l A sl el s 5 Lyl s
el @5 (me ) el Lgiblial cilaliad) 5 bl ) A3l I sal)
e 3ball Al el A gall el slade) 488, 80y W g
AV eyl s ubaall s e g8 Gusalaadl 358 gall Agl)
A o))l 5l mlae e G s Cppnalacall 4 sed) Liggd) sadied Lo 2

AN & gim e Jie Al gall ulaall Lgpdars Y gl gal

O AaS gally udlSall 93 oY) Ol 5 e anid & (G g SO Adla) 2o
teh WS Jiuall aal jall o il dia i gl 2 3ladll 8 ddlal) 23 a1




a IEPA AV galan — Ao aaell

67

1.  First one stating that the term “management” is the body
responsible for the preparation of the financial statements
and for their contents towards third parties according to
law or regulation (or according to the engagement con-
tract if there is no specific law or regulations).

2. Second one stating that the auditor shall state in his report
who are those charge with governance in company under
audit according to ISA 260.

3.  Third one stating that the bylaw of the company or its
charter shall be indicated if it includes additional terms
related of the preparation of the financial statements.

e. Adding footnotes to the appendixes that include the illus-
tration of the independent auditor reports in regards to the
singing of the auditor report by the name of the auditor or
the firm stating that it shall comply with CPA law in Saudi
Arabia.

f.  Adding footnotes in regards to the relevant ethical re-
quirements stating that the reference is to the code of eth-
ics endorsed in Saudi Arabia.

g. Adding footnotes in regards to the choice of expressions
used for the auditor opinion stating that the auditor shall
use the expression “...present fairly... ... ” instead of ...
give a true and fair view of...”.
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Detailed recommendations to endorse the standards:
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First: ISA 200, Overall Objectives of the Independent
Auditor and the Conduct of an Audit

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 200 as issued by the IAASB.
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Second: ISA 210, Agreeing the Terms of Audit Engage-
ments

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 210 as issued by the IAASB.
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Third: ISA 220, Quality Control for an Audit of Financial
Statements

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 220 as issued by the IAASB
taking in consideration the Saudi Professional Companies’
Law, which allowed the establishment of a professional com-
pany on General Partnership basis only. Therefore, the defi-
nition of Audit Firm is modified accordingly.

Aglal) il g81) Al pal B gad) A48 (Y Y +) Amal yal) e U
LS ((YY0) Anal ) lra i 538 Cppalaall £ srasdl Aiggll haaic)
el Y we casll ) dxalpall uleal sl Gudadll e s
St s i gadl Ay pal) ASLaall b gl Syl alai il

L Gl Liga 4850 s
& Lo Jsanall Adai) e Gl Aaa) el CiiSa Gy ya3 Jaaad i 4dle
ALl




el Jgall

gl wleoll

Fourth: ISA 230, Audit Documentation

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 230 as issued by the [AASB
taking in consideration The requirements of the twelfth ar-
ticle of the Saudi CPA Law, which requires that Auditor must
retain the audit documents and financial statements of his
clients for a period of at least ten years from the date of the
auditor’s report.
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Fifth: ISA 240, The Auditor’s Responsibilities Relating to
Fraud in an Audit of Financial Statements

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 240 as issued by the IAASB.
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Sixth: ISA 250, Consideration of Laws and Regulations
in an Audit of Financial Statements

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 250 as issued by the IAASB.
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Seventh: ISA 260, Communication with Those Charged
with Governance

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 260 as issued by the IAASB.
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Eighth: ISA 265, Communicating Deficiencies in Internal
Control to Those Charged with Governance and Management
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 265 as issued by the IAASB.
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Ninth: ISA 300, Planning an audit of financial statements
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 300 as issued by the IAASB.
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Tenth: ISA 315, Identifying and assessing the risks of material mis-
statement through understanding the entity and its environment

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 315 as issued by the [AASB.
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Eleventh: ISA 320, Materiality in planning and performing an audit
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 320 as issued by the IAASB.
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Twelfth: ISA 330, The auditor’s responses to assessed risks
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 330 as issued by the IAASB
taking in consideration the definition of the term “interim
period” for the purpose of this standard so not to be confuse
of the definition of the same term for the purpose of the ac-
counting 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”
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Thirteenth: ISA 402, Audit considerations relating to an
entity using a service organization

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 402 as issued by the IAASB.
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Fourteenth: ISA 450, Evaluation of misstatements identi-
fied during the audit

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 450 as issued by the IAASB.
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Fifteenth: ISA 500, Audit Evidence
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 500 as issued by the IAASB.
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Sixteenth: ISA 501, Audit Evidence—Specific Consider-
ations for Selected Items

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 501 as issued by the IAASB.
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Seventeenth: ISA 505, External Confirmations
The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed of ISA 505 as issued by the IAASB.
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Eighteenth: ISA 510, Initial Audit Engagements—Open-
ing Balances

The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed of ISA 510 as issued by the IAASB.
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Nineteenth: ISA 520, Analytical Procedures
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 520 as issued by the IAASB.
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Twentieth: ISA 530, Audit Sampling
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 530 as issued by the IAASB.
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Twenty-First: ISA 540, Auditing Accounting Estimates,
Including Fair Value Accounting Estimates, and Related
Disclosures

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 540 as issued by the IAASB.
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Twenty-Second: ISA 550, Related Parties
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 550 as issued by the IAASB.
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Twenty-Third: ISA 560, Subsequent Events
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 560 as issued by the IAASB.
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Twenty-Fourth: ISA 570, Going Concern
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 570 as issued by the IAASB.

A i) 1(OV +) daal pal) Jlma 19 padl g gl S

Twenty-Fifth: ISA 580, Written Representations
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 580 as issued by the IAASB.
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Twenty-Sixth: ISA 600, Special Considerations—Audits
of Group Financial Statements (Including the Work of
Component Auditors)

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 600 as issued by the IAASB.
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Twenty-Seventh: ISA 610, Using the Work of Internal
Auditors

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 610 as issued by the IAASB.
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Twenty-Eighth: ISA 620, Using the Work of an Auditor’s
Expert

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 620 as issued by the IAASB.
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Twenty-Ninth: ISA 700, Forming an Opinion and Re-

porting on Financial Statements.

The Saudi Organization for Certified Public Accountants (SOC-

PA) has endorsed of ISA 700 as issued by the IAASB taking in

consideration the general additions/modifications stated above

and the following specific additions/modifications:

- Adding footnote to paragraph 42 to give example of the
Other Reporting Responsibility stating “example of Re-
porting on Other Legal and Regulatory Requirements is
what Company Law stated in its clause 135 that the auditor
shall include in his report “...what might come to his atten-
tion about violation of the requirements of the Company
Law or the requirements of the company’s Bylaw”.

- Adding footnote to paragraph 45 in regards to the inclusion of
the engagement partner name in the auditor report for audits of
complete sets of general purpose financial statements of listed
entities stating that “the Saudi CPA Law in its paragraph V stat-
ed that Audit reports issued by the Certified Public Accountant
shall be signed by the Certified Public Accountant himself, in
case of individuals, or by the partner who actually participated
in or supervised the audit in the case of accounting firms. No
other person may be delegated this power of signature. The
Law does not give any exemptions.

- Adding footnote to the titles of paragraphs 50 and
AT71stating that “according to the decision of the SOC-
PA Board to transit to the International Standards of Au-
diting, there is no other set of Auditing standards that
exists in Saudi Arabia and, therefore, such paragraphs
are not applied in auditing environment in Saudi Arabia.
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Thirtieth: ISA 701, Communicating Key Audit Matters
in the Independent Auditor’s

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 701 as issued by the IAASB.
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Thirtieth-First: ISA 705, Modifications to the Opinion in
the Auditor’s Report Independent

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 705 as issued by the [AASB
taking in consideration the general additions/modifications
stated above
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Thirtieth-Second: ISA 706, Emphasis of Matter Paragraphs and
Other Matter Paragraphs in the Independent Auditor’s Report
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 706 as issued by the IAASB
taking in consideration the general additions/modifications
stated above
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Thirtieth-Third: ISA 710, Comparative Information—
Corresponding Figures and Comparative Financial
Statements

The Saudi Organization for Certified Public Accountants (SOC-

PA) has endorsed of ISA 710 as issued by the [AASB taking in

consideration the general additions/modifications stated above

and the following specific addition:

- Adding footnotes to the appendixes that include the illustrations
of the independent auditor reports stating that the structure of the
independent auditor report shall be in line with structure of the
report illustrated in ISA 700 with consideration of the require-
ments of this standards.
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Thirtieth-Fourth: ISA 720, The Auditor’s Responsibili-
ties Relating to Other Information

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 720 as issued by the IAASB
taking in consideration the general additions/modifications
stated above.
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Thirtieth-Fifth: ISA 800, Special Considerations—Au-
dits of Financial Statements Prepared in Accordance
with Special Purpose Frameworks

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 800 as issued by the I[AASB
taking in consideration the general additions/modifications
stated above.
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Thirtieth-Sixth: ISA 805, Special Considerations—Audits
of Single Financial Statements and Specific Elements, Ac-
counts or Items of a Financial Statement

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 805 as issued by the [AASB
taking in consideration the general additions/modifications
stated above.
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Thirtieth-Seventh: ISA 810, Engagements to Report on
Summary Financial Statements

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISA 805 as issued by the IAASB
taking in consideration the general additions/modifications
stated above.
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Thirtieth-Eighth: ISRE 2400, Engagements to Review

Financial Statements

The Saudi Organization for Certified Public Accountants (SOC-

PA) has endorsed of ISRE 2400 as issued by the [AASB taking

in consideration the general additions/modifications stated above

and the following addition:

- Adding footnote to paragraph 1(a) regarding the respon-
sibilities of the practitioner stating that the term “practi-
tioner” is used to distinguish the role of the CPA when he
perform engagements of independent review of financial
statements of companies that he is not the auditor of their
annual financial statements or reviewer of their interim re-
ports.
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Thirtieth-Ninth: ISRE 2410, Review of Interim Financial
Information Performed by the Independent Auditor of
the Entity

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISRE 2410 as issued by the
TAASB taking in consideration the general additions/modifi-
cations stated above.
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Fortieth: ISAE 3000, Assurance Engagements Other than Au-

dits or Reviews of Historical Financial Information

The Saudi Organization for Certified Public Accountants (SOC-

PA) has endorsed of ISAE 3000 as issued by the IAASB taking in

consideration the following addition:

- Adding footnote stating that, according to the Profes-
sional Companies Law, it is only possible to establish
a general partnership. Therefore the definition of Audit
firm is changed to conform with applicable law in Saudi
Arabia
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Fortieth-First: ISAE 3400, The Examination of Prospec-
tive Financial Information

The Saudi Organization for Certified Public Accountants (SOCPA)
has endorsed of ISAE 3400 as issued by the IAASB
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Fortieth-Second: ISAE 3402, Assurance Reports on Con-
trols at a Service Organization

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISAE 3402 as issued by the
IAASB taking in consideration the general additions/modifi-
cations stated above.
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Fortieth-Third: ISAE 3410, Assurance Engagements On
Greenhouse Gas Statements

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISAE 3410 as issued by the
IAASB taking in consideration the general additions/modifi-
cations stated above.

Al oo sl cllal ) (FEY ) asll jlaa g Yy Gl
@l puliad)

aa LS (T ) Akl Hlra i A Cppdaall 43 sraad) Al Caraic )
Bl Glaaldl 3 34V e ST 5 dral el julaad dsall Gudaal) g
Leabiay) Grw A ddlad)

Fortieth-Fourth: ISAE 3420, Assurance Engagements to
Report On the Compilation of Pro Forma Financial In-
formation Included in A Prospectus

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISAE 3420 as issued by the
IAASB taking in consideration the general additions/modifi-
cations stated above.
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Fortieth-Fifth: ISRS 4400, Engagements to Perform Agreed-
Upon Procedures Regarding Financial Information

The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISRS 4400 as issued by the
TAASB taking in consideration the general additions/modifi-
cations stated above.
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Fortieth-Sixth: ISRS 4410, Compilation Engagements
The Saudi Organization for Certified Public Accountants
(SOCPA) has endorsed of ISRS 4410 as issued by the
TAASB taking in consideration the general additions/modifi-
cations stated above.
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Visualization tools enable you to summarize data with
aver- ages, standard deviations, and upper and lower
quartiles, allowing viewers to understand the data’s
context over time.

Don't be afraid to create different dashboards for differ-
ent audiences based on the financial professionals’ area of
expertise and ability to influence change. In any case, all
dashboards should tie back to the core objectives of the
organization, and the interaction should lead participants
to ask the questions they need to ask.

Designing the
Dashboard

Dashboards should portray information in a clear,
concise, meaningful, and efficient way. As mentioned
earlier, they’re meant to provide at-a-glance monitoring,
which can be achieved only if the level of detail for each
audience is kept to a minimum. If additional detail is
required, provide it as a supplement to the dashboard. This
might take the form of a bulleted list that explains large
deviations in historical trend data, or it could be additional
tables that drill down into department, customer, or product
level detail to support an aggregated table in the dashboard.

Dashboard design and development is an iterative
process. After you complete the initial draft and present it
to your audience, invite their feedback as to how well the
dashboard is working for them. Then incorporate this feed-
back into future iterations of the dashboard.

Consistency is important, too, so choose one or two dis-
play media and stick to them. If a single dashboard contains
multiple display media, such as bar charts, line charts, or
tables, the viewer will need to adjust his or her view and
perception to absorb the layout and message of each display.
Likewise, resist the temptation to make the dashboard too
flashy or overdesigned with gauge-like graphics and widg-
ets. As “pretty” as those may seem, they get in the way of
the dashboard’s objective: rapidly and easily informing the
audience. The simpler you keep your dashboard, the better.

After the design is complete, review the dashboard for
overall visual appeal: Are the graphics attractive and easy
to look at? Will the design provide a deeper understanding
of the data? Will it spark action or create a demand for more
information? Remember, the power of data visualization
lies in its ability to drive strategic decisions by helping
management find the answers to key business questions.

Finally, don’t allow the design of the dashboard to com-
promise the integrity of the data. Clearly state the source
of the data, and ensure that it’s valid. If your data can’t be
trusted, it’s likely your message won't be trusted either. (For
more about creating useful dashboards, see “Dashboard
Quick Tips.”)

Maintaining the
System

After you've completed your new dashboard and while
your work is fresh, be sure to document the maintenance
requirements, including who will be responsible for updat-

What’s the overall
trend? What’s

the most striking
comparison?
Providing context

is essential to
dashboard creation.

ing and distributing the dashboard, the frequency of
updates, how often data will be refreshed, and what's
involved in doing all this. The process documentation
needs to include how the reporting mechanism should
be time- stamped, notes indicating when the data for the
measures was retrieved, and descriptive titles of each
component included in the dashboard.

Also, document the dashboard and the data model
that supports it so that you remember how to recreate the
dash- board when you return to refresh the data or when
you pass responsibility for maintaining the dashboard
to someone else. The data model details how data is
documented, organized, stored, and accessed as well as
describes the relationships among different types of data.

Data visualization will become more and more
common among FP&A professionals as they realize the
power of interacting with their data, especially as the
amount of data expands exponentially. As this growth
continues, the pres- sure to provide dynamic insight for
management in action- able slices will continue to rise.

The current business environment demands a richer,
more complex understanding of trends and indicators.
Well-designed dashboards do this while providing the
information necessary for effective decision making. 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
management, strategic planning, operations, mergers and
acquisitions, organization restructuring, and technology
implementation. You can reach her at (719) 3674136- or
rdwolf1@attglobal.net.
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order to do so.

fewer variables per chart.

of excessive detail if you have to.

logos.

cycles of

prototype, test, and adjust.

takeaways from the data.

What Makes a
Dashboard Great?

Most dashboards are designed around a set of
measures, or key performance indicators (KPls), that
include tasks deemed essential to daily operations or
processes and that help guar- antee the success of the
organization if performed well. By presenting KPIs in
consistent formats, dashboard reports allow company
executives to readily spot changes and trends in these
measurements. (For more on KPls, see “The ABCs of
KPIs” on p. 24 and “Sample Revenue and Profitability
KPIs” on p. 25.)

Constructing an effective dashboard is no easy task:
Most FP&A professionals struggle with selecting the right

charts and striking the right balance between high-

DASHBOARD QUICK TIPS

\ Sketch graphs on paper to capture the best way to organize and present the data.
\ Be unique, but stay clear and concise. Address only relevant, key questions.

\/ Put numbers in context. Don’t make your audience have to dig out the previous report in

\ Revisit the design of the report frequently. Routine reporting can get stale quickly.

\ To maintain data transparency, don’t make the graphs too complicated. Stick to three or

\ Stay away from 3D graphs that obscure data and from pie charts that are hard to read.
\ Less is more: If it isn't relevant, don’t put it on the page!

v Keep reports to one page without having to shrink the type size to make it happen. Get rid
\ Don't include nonactionable graphics, such as emoticons and (unless required) company

\ Don't spend weeks or months coming up with a perfect dashboard. Instead, work in short

\ Strive for clarity and a clean look to avoid information overload and to focus on the key

level visualization and detail. For this reason, it's
important to keep the content of the dashboard simple
and specifically relevant to the intended audience. It
should include only a handful of KPls and measure how
the business is perform- ing against them. If you overload
your audience with too many charts and graphs, you’ll
risk losing their attention.

Also, developing dashboards is ultimately a
presentation exercise, not an analytics effort. Effective
dashboards use a variety of techniques from what are
known as sparklines to color variations, but the key is to
show how the data is related and how it provides shared
insight.

Think in broad strokes when putting the charts
together: What's the overall trend? What's the most
striking compari- son? Providing context is essential to
dashboard creation.



SAMPLE REVENUE AND
PROFITABILITY KPIs

Total Manufacturing Cost per Unit Excluding Materials: A measure of all potentially controllable
manufacturing costs that go into the production of a given unit, item, or volume.

Manufacturing Cost as a Percentage of Revenue: A ratio of total manufacturing costs to the overall
revenues produced by a manufacturing plant or business unit.

Net Operating Profit: A measure of the financial profitability for all investors/shareholders/debtholders,
either before or after taxes, for a manufacturing plant or business unit.

Productivity in Revenue per Employee: A measure of how much revenue is generated by a plant,
business unit, or company divided by the number of employees.

Average Unit Contribution Margin: A metric calculated as a ratio of the profit generated by a
manufacturing plant or business unit divided into a given unit or volume of production.

Return on Assets/Return on Net Assets: A measure of financial performance calculated by dividing the
net income from a manufacturing plant or business unit by the value of fixed assets and working capital
deployed.

Energy Cost per Unit: A measure of the cost of energy (electricity, steam, oil, gas, etc.) required to
produce a specific unit or volume of production.

Cash-to-Cash Cycle Time: The duration between
the purchase of a manufacturing plant or business
unit’s inventory and the collection of payments/
accounts receivable for the sale of products that
utilize that inventory, typically measured in days.

EBITDA (Earnings Before Interest, Taxes,
Depreciation, and Amortization): A calculation
of a business unit’s or company’s earnings, prior to
having any interest payments, tax, depreciation, and
amortization subtracted for any final accounting of
income and expenses. EBITDA typically is used as a
top-level indication of a business’s profitability.

Customer Fill Rate/On-Time Delivery/Perfect Order Percentage: The percentage of times that
customers receive their entire order, manufactured to the correct specifications and delivered at the expected
time.

Budget Variance: The difference between budgeted and actual amounts in a particular accounting category.
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Other useful KPIs include working capital, return on equity, current ratio, quick ratio/acid test, debt-to-equity
ratio, inventory turnover, gross profit margin, and net profit margin. Your organization may want to include
others that aren't listed here, depending on what you need to communicate, how often, and to whom.
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variables stray outside predetermined limits.

By using graphics, dashboards can help organizations
focus on strategic priorities, make faster decisions, and
improve return on investment (ROI) by enhancing value
through crisp visibility and focus on revenue and cost
levers. Telling a story simply and effectively through
images makes it easy to communicate and collaborate
throughout levels of the company—giving management
more time to interpret the data and make critical decisions.

Why are dashboards so effective? The human brain
processes numbers and images as discrete chunks of infor-
mation. As a result, reports and tables filled with numbers
are difficult and time-consuming to process. But we usually
understand a single chart or graph immediately. When peo-
ple see data as a “picture” rather than a table, they focus
on what the dashboard is saying. (Figure 1 shows a sample
dashboard and an explanation of what it can measure.)

Consider What You
Want to
Communicate

Before designing the dashboard, think carefully about
the messages you want to convey, the audience who'll
utilize the dashboard, and how often you'll need to
update and disseminate the data.

It's important to understand the audience and to
determine what they need to get from the data. For
example, board members and senior executives require
a dashboard that focuses on information needed to
make high-level strategic decisions. Operations leaders
need a dashboard that focuses on detailed, specific,
and technical information necessary to make short-term
operational decisions.

It's also essential that your audience take ownership
of the data. That’s why it’s extremely important to include
them in the dashboard design process and to present
infor- mation that highlights key, actionable tasks. For
example, if there have been changes in market share or
in the mix of products sold and product profitability over
time, the dash- board should prompt the audience to dig
deeper to under- stand the reasons for the changes and
what needs to be done to right the ship, so to speak.

Use consistent metrics that everyone quickly under-
stands and that match your organization’s objectives, as
well as charts and labels that the audience can understand
easily. (An example of a strong label would be “Monthly
Revenue—Actual vs. Plan.”) It's also helpful to highlight
important items to make sure the audience stays focused
on the right elements. The goal is to convey the strategy
and generate action.

Be sure to validate the dashboard with the audience on
a regular basis to confirm that the metrics are still relevant
since some of them may not be. In that case, revise the
dashboard so it connects with your audience. Creating an
effective and valuable dashboard requires a continuous
improvement process.

THE ABCs OF KPIs

Key performance indicators (KPIs) are
a set of quantifiable measures that
a company uses to (1) determine its
progress in achieving its strategic and
operational goals and (2) compare its
finances and performance against other
businesses within its industry and other
benchmarks. KPIs include both financial
measures, such as revenue and profit
margins, and nonfinancial measures,
such as customer satisfaction, employee
turnover, and quality metrics.

The KPIs should tie directly to the
company’s strategic and operational
goals. When choosing KPIs, it's important
to determine whether the time spent on
collecting, collating, and analyzing the
data is worth the information gained; the
data is accurate, consistent, and reliable;
and the data arrives in enough time to
allow management to act on it.



Figure 1:
Operating Income By Monty - Actual vs. Plan PUTTlNG |T ALL TOGETHER
m;:;' The financial dashboard shown here for our imaginary Company XYZ

illustrates key financial performance indicators that allow management to see

¥ the business at a glance:

e Revenue by month compares actual revenue to planned revenue. In this
= example, monthly actual revenue exceeded plan in January and May, whereas
520 the other 10 months ended with revenue at or below plan. In addition, actual
s10 revenue compared to plan grew progressively worse over the second, third,
o and fourth quarters. Full-year actual revenue was $4 billion, down $0.2 billion

compared to plan.
&S w@*‘ &G
mActual mPlan Operating income by month compares actual to planned operating income.
Here, monthly operating income was less than plan for all 12 months, with

Five - Year Operating Margins the largest variances in July and November. Full-year operating income was

$522 million, down $72 million compared to plan. This is an area of concern

% of Revenue 2010 2011 2012 2013 2014 2015 requiring management’s immediate attention.
Revenue 100% 100% 100% 100% 100% 100% 0 ti . t f sales i lit t of d Id
s a6% 47% 47% 8% 4o% 4o OPerating margin as a percentage of sales is split among cost of goods so
Gross Margin sa%  53% 53% s52% s51% s19% (COGS); sales, general, and administrative (SG&A) expenses; research and
SG&A 2% 27% 26% 28% 29% 20% development (R&D) costs; and operating margin. The proportions are about
R&D 1% 10% 10% 10% 10% 8% what management at XYZ Company expected to see for 2015.
Operating Margin 10% 16% 16% 14% 12% 13%
Net Int Inc & Other 2% -1% -1% -1% -3% -1% Five-year operating margins illustrate trends over time. In this example, COGS
EBT Margin 13% 16% 15% 13% 9% 12% increased from 46% of revenue in 2010 to 49% in 2015. Managers at XYZ

Company should pay special attention to this because of the corresponding
decrease in gross margin from 54% to 51%.

Revenue by region shows the Northeast reporting the highest percentage
of revenue at 30% and the South the lowest at 20%. Operating margins for

each area—which are the more illuminating statistics—are shown in the
accompanying pie chart.

Operating margin percentage by region shows the Northeast with the lowest
operating margin at 21% compared to the West at 29%. This KPI is an area of
concern that management should pay close attention to. The question is why
the Northeast had the highest percentage of revenue but is experiencing the
lowest percentage of operating margin. This lower operating margin is pulling
down the company’s overall profitability.

Five-year cash conversion cycle (CCC) measures the length of time between
when the firm purchased a product from a supplier and the collection of
payments from customers for that product. In this example, the CCC increased

Five - Year Revenue per Employee from 82 days in 2010 to 150 days in 2015. During this five-year period,

Inventory Outstanding increased from 92 to 147 days, Sales Outstanding rose

VIR Tiestsmd from 49 to 72 days, and Payables Outstanding increased from 59 to 69 days. The
:3 CCC is a KPI that requires management to identify and correct the root causes

t':‘

| of the increase in the time between inventory purchases and the collection of
$300 payments from customers. Inventory management, accounts receivable, and
$250 accounts payable are all areas that demand close attention in this scenario.
$200

5150 Five-year revenue per employee increased from $320,000 to $340,000
3300 between 2010 and 2015. During this same time, XYZ Company’s revenue

ssu and number of employees decreased, but the KPI indicates that management
2010 2011 2012 2014 reacted and increased employee productivity over this same time period.
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VISION a9

Company XYZ ¢ Financial Dashboard ¢ Full Year 2015

ith the economy the way it is these days, Revenue By Month - Actual vs. Plan
it's more important than ever for businesses to identify uso w
their most profitable and least profitable functions. $400
From planning and budgeting to moni- toring results pa
and forecasting, company executives need timely s250 -
and accurate information in order to make effective =
decisions. The current business environment demands 5266
a richer, more complex understanding of trends and $50
indicators. =
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How can financial planning and analysis (FP&A)
professionals get the information they need to make
good decisions? Through well-designed dashboards.

A dashboard is a visual interface that provides at- Gz
a-glance views of key measures that are relevant to
a particular objective or business process. Like the
instrument panel on a car’s dashboard, dash- board
reports present a quick, comprehensive overview of
an organization’s status and overall direction. But
instead of speed, RPM, and engine temperature, the
financial dashboard typically dis- plays data such
as total monthly revenue, operating margins, and
per-employee revenue. In addition, like the car’s
dashboard, these reports often display the equivalent
of warning lights that flash when there’s an impending
problem or when certain.

Why are dashboards
so effective? The
human brain processes
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The rate of observed misconduct in the U.S. was reported to
be 30%. While there was only a small difference between
private- and public-sector organizations in both the pressure
to compromise standards and observed misconduct within the
past 12 months, three countries were exceptions: Brazil, India,
and Great Britain. In these countries, the rates experienced by
employees in the public sector were more than 10 percentage
points higher than those in the private sector for both metrics.
Key findings concerning the pressure to compromise standards
and personally observed misconduct within the past 12 months
include the following:
m Abusive behavior and lying to stakeholders, such as
customers, vendors, the public, or employees, were cited as
the most frequent types of misconduct in almost every country.
m China was an exception in problematic behavior. While
lying on the job was a problem, bribery and hiding potential
regulatory infractions were more common incidents than
abusive behavior in supplychain organizations.
m Employees in multinational companies in the private sector
are more likely to observe misconduct (36%) and to feel
pressure to compromise standards (25%) than employees of
companies operating only in one country (29% and 18%,
respectively).
m Employees in “supplier companies” (those providing
services and goods to other organizations) are more likely
than nonsupply-chain companies to experience pressure to
compromise standards (26% vs. 18%), personally observe
misconduct (38% vs. 27%), report that misconduct (66%
vs. 54%), and experience retaliation for speaking up (39%
VvS. 27%).
m A majority of bribery cases in private-sector organizations
include participation by management (23% top managers,
32% middle managers).

In most of the 13 countries studied, employees who observed
misconduct did report it so it could be acted on (median rate
59%). Significant differences in reporting frequency among
countries ranged from India at 82%, United States at 76%, and
Great Britain at 71% at the high end to Russia at 37%, South
Korea at 41%, and Spain at 46% atthe low end.

Reporting misconduct frequently results in retaliation
against the employee doing the reporting. In most of the
GBES countries, at least a third of reporters of wrongdoing
experienced retaliation. At the upper end, the rate of retaliation
is 74% in India and 63% in Great Britain. Generally, reporters
of wrongdoing in the public sector are more

likely to experience retaliation than those in the private
sector. Exceptions are in Germany, where publicsector
retaliation rates are only 17%, whereas in the private sector
they are 55%. The second exception is South Korea, where
publicsector retaliation rates are 33% and private-sector rates
are 41%.

For clarification of how the IMA Statement of Ethical
Professional Practice applies to your ethical dilemma,
contact the IMA Ethics Helpline.

Inthe U.S. or Canada, dial (800) 245 -1383. 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.

GBES cites multiple benefits from greater investment of all
employees in “establishing and perpetuating an organizational
culture that prizes ethical decision making and the raising of
concerns:

m Reduced risk of wrongdoing by parties employed by or

aligned with the organization;

m Increased likelihood that, when it occurs, wrongdoing will

be made known to management within the organization;

m Increased likelihood that the organization will responsibly

handle suspected and substantiated wrongdoing; and

m Integrity in the organization’s performance and its

reputation as a responsible business.”

Management accountants should strive to maintain and
improve the ethical culture in their organization so that these
benefits can be achieved.

Evidence is widely available indicating that a strong ethical
culture helps produce superior results, including financial
performance. 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
for Business and Professional Ethics, both at DePaul University,
Chicago. He is also a Research Scholar in the Center for Business
Ethics at Bentley University, Waltham, Mass., and Chair-
Emeritus of IMA’s Ethics Committee. Trust Across America-Trust
Around the World awarded him a Lifetime Achievement Award
in 2016 as a top thought leader in trustworthy business. His
email address is curtisverschoor@shcglobal.net.

\l HY 8€v 1 ILYAYWNI- 58 ON



GLOBAL SURVEY MEASURES
WORKPLACE INTEGRITY

GBESTM finds considerable productivity benefits from an
organizational culture that values ethical decision making
and reporting. BY CURTIS C. VERSCHOOR, CMA, CPA

OR MANY YEARS, the Ethics and

Compliance Initiative (ECI) has

published a highly respected survey

of ethics in the work- place of U.S.

organizations.

In 2016, the Washington, D.C.- based

organization published its first global

study, the Global.

Business Ethics SurveyTM (GBESTM).
Titled “Measuring Risk and Promoting Workplace Integrity,” it's
de- scribed by ECI President Patricia J. Harned as “a rigorous,
multi-country inquiry into worker con- duct and workplace
integrity, providing insight into workplace ethics in both public
and private sector organizations.”

The study broadly defines
misconduct as a violation of the
law, an organization’s values or
principles, and/or univer- sal
ethical principles, e.g., respect,
fairness, or hon- esty. Nearly
three-quarters of both private-
and public-sector employees
surveyed who felt pressure also
saw misconduct on the job.
GBES concludes there’s a strong
causal relationship ~ between
the 22% median rate of pres-
sure placed on employees to
compromise organiza- tional
standards and the 33% median
rate of exis- tence of actual
wrongdo- ing. In  contrast,
only 17% of employees not
feeling pressure to compromise
standards ~ observed  mis-
conduct at their place of
business within the last year.

In the 13 GBES coun- tries,
the median rate of reported
pressure is 22%, but that varies
widely, with the highest rates
in Brazil (47%), India (40%),
and Russia  (33%). These
three countries are described
in the report as having the
highest overall ethics risks.
The lowest rates of pres- sure
to compromise stan- dards are
in Spain (10%), Mexico (14%),
and Japan (15%). The rate of
pressure to compromise in the
United States was the same as
the global median, 22%.

Significant numbers of cases
of actual misconduct observed
within the past year were
reported, with the previously
referenced global median rate
of 33% in the 13 countries
studied. Wide variations in
ob- served misconduct exist,
with the highest rates being
Russia at 45%, Brazil at 43%,
and India at 40%. Lowest rates
of misconduct were in Japan
at 15% and Spain at 21%.



There’s a fair amount of confusion over the term “open
source.” To be considered a true open source initiative,
the code must gain a certifica- tion standard issued by
the Open Source Initiative (OSI) (https://open- source.
org). This certi-fication affirms that the source code of a
computer program is made available to the public and is
generally for available for free. In order to be considered
OSI certified, a product must meet the following criteria:

® The programmers or holder of the license of the
source code can't collect royalties on the distribution
of the program.

® The distributed program must make the source code
accessible to the user.

® The author must allow modifications and derivations
of the work under the program’s original name.

® No person, group, or field of endeavor can be denied
access to the program.

® The rights attached to the program must not depend
on the program’s being part of a particular software
distribution.

@ The licensed software can't place restrictions on other
software that’s distributed with it.

THE OPEN SOURCE REVOLUTION

The concept of open source isn't new. Back when comput-
ers first reached universities, the underlying source code
generally was passed around freely. It was only when the
business world saw the benefits of modern computing that
vendors began to impose restrictions and charge fees for
each copy. When the internet emerged with its worldwide
broadcasting capability, a mechanism for information dis-
semination, and a medium for collaboration and interac-
tion between individuals, the open source revolution
kicked off.

Software vendors are adopting more and more open
source business models because they allow groups of com-
panies to collaborate in solving information interoperabil-
ity problems without the threat of an antitrust lawsuit. The
companies also make clear gains when the computer-
programming public contributes free improvements back

to the community. In fact, many open source operating
systems and open source financial planning and account-
ing applications are available in the marketplace today.
Linux has become the leading open source operating
system among computer-science students because of
the system’s longevity and availability. These students
will carry this learning with them into the workplace as
they graduate, accelerating the evolution of open source
development.

BENEFITS

Total access to a program’s source code comes with pros
and cons. Proponents of open source often claim that it
offers significant benefits when compared to typical com-
mercial products. Open source, for example gets closer to
what users want because those thousands of users have a
hand in contributing to the code. The open source commu-
nity attracts very bright, very motivated developers. Many
proponents state that technical superiority is typically the
primary reason enterprises choose open source software.
Open source allows for customization because business
users can take a piece of open source code and tweak it
to suit their needs. Since the code is open, it's simply a
matter of modifying it to add the functionality they want,
and they can share those enhancements back to the open
source community and free themselves from the vendor
lock-in that can afflict users of proprietary packages. This
visibility means developers can see the code for them-
selves and be confident in it.

DOWNSIDES

Open source brings several downsides as well. The critical
issue is that there is no guaranteed support. Since many
members of the open source community develop the
code in their spare time as unpaid volunteers, there’s a
chance that some of the programs in the open source
directory haven't been updated in a while and may not
function properly on newer operating systems and varying
interfaces.

Open source operating systems and open source soft- ware
have come a long way over the years, and there are many
reasons to incorporate the technology into the enter- prise.
Management accountants shouldn’t be expected to learn
how to code but at the minimum should add open source
to their professional vocabulary before choosing the next
operating system or open source software applications in
order to best assess return on investment. SF

Liv Watson is the senior director of strategic customer initiatives
at Workiva, Inc., and is a member of IMA's Des Moines Chapter.
She can be reached at liv.watson@workiva.com.

Daniel Smith, CMA, is the director of data science and innovation
with Syntelli Solutions and is a member of IMA's Dallas Fort Worth
Area Chapter. You can reach him at daniel.smith@syntelli.com.
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Based on consent from The Institute of Management
Accountants, we will be republishing martials appering

TECH PRACTICES

OPEN SOURGE ESSENTIALS

in IMA's magazine (Strategic Finance)
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BY LIV WATSON AND
DANIEL SMITH, CMA

What every management accountant

needs to KnOw about open

source systems.

ne of the main roles of management
account- Oants is to provide
insights and informa- tion to
facilitate impor- tant economic
decisions for their companies. To
deliver on these expectations, they
must understand the difference
between open source account- ing
applications and proprietary closed
source systems.

WHAT ARE THEY?

The operating system is the most important com-
puter application for developing software. It manages
the computer’s memory and all the processes, as well
as all of its software and hard- ware. The operating
system coordinates these processes to make sure
each software program gets what it needs to perform
its tasks. It also allows the user to communicate with
the com- puter without having to know how to speak
the computer’s programming language.

Software such as accounting applications and
server operating systems can be categorized by
technology, ownership, licensing, and usage, among
other characteristics. Source code is the underlying
programming language for develop- ing a functional
operating system or software. Most source code is
covered by copyright, which, along with contract
law, patents, and trade secrets, provides the legal
basis for its owner to establish exclusive rights. The
source code can beavailable for either an open
source or a propri- etary closed source system.

17101110010

A proprietary closed source system is an envi-
ronment in which the owner retains intellectual
property rights, usually copyright of the source
code and sometimes patent rights. The vendors
who choose to develop a proprietary closed source
operating system typically limit the num- ber of
computers on which software can be used and
prohibit the user from installing the software on
extra computers. Restricted use is enforced through
a technical measure, such as product activation
with a product key or serial number, or a copy-
protection statement. The primary business model
for closed source software involves the use of
constraints on what can be done with the software
and the restriction of access to the original source
code.

An open source system is an environment where the
source code is available to the gen-eral public use
and/or modification from its original design. Open
source code is typically created as a collaborative
effort in which pro- grammers improve upon the
code and share the changes with the community.
The general rationale for this open source movement
is that freeing programmers from concerns over
pro- prietary ownership or financial gain will result
in a more useful, bug-free product for everyone to
use license-free. The concept also relies on peer
review to find and eliminate bugs in the program
source code. Linux is the best-known and most-used
open source operating system, but there are many
accounting and financial planning applications
available in an open source environment.



Dr. Ahmad Almeghames
Secretary General

The documents of endorsement of the
International Standards are re-formulated

in a single document

Upon the grace of God Almighty, the constant sup-
port obtained by SOCPA from the government of the
Custodian of the Two Holy Mosques, the efforts that go
to any length by officials from all relevant sectors, and
the faithful efforts made by professional colleagues who
also devoted their time and grant SOCPA priority and
essence of their experiences and ideas, SOCPA made
during the past twenty five years, significant steps to
achieve its objectives, represented in the promotion and
development of the accountancy and auditing profes-
sion and all other related matters that might enhance
its status. Perhaps the endorsement of the International
accounting and auditing standards in its four stages,
within the project of transition to the International stan-
dards, is the most prominent achievement in the year
2016. The implementation of the transition plan to the
International standards was based on a number of ac-
tions including discussion and study of the International
standards by the technical committees; considering reli-
gious and regulatory aspects; and development of plans
foractualimplementation through translation of the In-
ternational standards into Arabic language and discuss-
ing comments made during the round-table meetings
in order to make any necessary additions or changes

that may enhance the standard or its application in the
Kingdom. Comments from other competent and inter-
ested parties has been requested through the website.
The Board of Directors endorsed the recommendations
of the technical committees and took a number of de-
cisions to address the challenges that have occurred on
the old standards, by updating and endorsing the new
standards, even if their date is subsequent to the date of
application of the standards in the Kingdom. In this is-
sue we present to you the documents of endorsement of
the International Standards inits four stages after being
re-formulated in a single document and endorsed by the
Board of Directors at its eighth meeting for the eighth
session.

Considering SOCPA good reputation and its extend-
ing communications with the IFRS Foundation, the body
overseeing the International Accounting Standards
Board (IASB), the IFRS Foundation has published the
endorsed International Accounting Standards Arabic
translation prepared by SOCPA, on its website. In con-
clusion, T ask God to grant success to SOCPA and I thank
all those in charge of the transition project, which will
reflect positively on the accountancy work and economy
in generalin the Kingdom of Saudi Arabia.
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