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Accounting committee proposed opinion on “Additional Disclosure requirements to
serve the needs of the users of financial statements of joint stock companies

Introduction:
Financial statement disclosures are essential information provided by companies to clarify or
interpret certain published financial information to assist users of financial statements in
their decision making related to the entity.
For their decision making purposes, a considerable number of users need additional
information above those already required under existing standards. This is especially evident
in the needs for additional disclosure to assist users in determining the extent of companies’
compliance with Shariah requirements.
It has been observed that the level of disclosure required to serve the needs of the users of
financial statements is often lacking in traditional financial statements in the Kingdom. For
example, companies do not disclose the sources of their investment income in a way that
would assist the user to assess the nature of investment with respect to its compliance with
Shariah requirements. Such disclosure is currently not required by SOCPA accounting
standards. Thus, the accounting committee has decided to issue an opinion to require
companies to provide additional disclosures to meet the users' information needs related to
the level of compliance with Shariah requirements in the financial statements.

Historical background about the SOCPA initiative with respect to disclosure related
the extent of companies' compliance with Shariah requirements

During the discussion at the time of approval of EPS standard, the SOCPA Board in its 4th
meeting of the 4™ term held on 8/6/1428 emphasized on the need that the EPS standard
should reflect the Shariah non-compliant EPS separately. As a response, the Accounting
Standards Committee in its 17" meeting of its 4™ term held on 18/6/1428 requested the
SOCPA Secretary General to prepare a study on this matter. Additionally, the Committee
reinforced the matter in its 24™ meeting of its 4™ term held on 23/5/1429 by considering the
importance of issuing a standard that requires joint stock companies to disclose the extent of
compliance with Shariah requirements in their financial reports.

Under the SOCPA proposed Convergence Plan for IFRS, it is also clearly mentioned that the
Accounting Standards Committee of SOCPA will determine any additional disclosures
necessary to assist users in understanding the nature of transactions according to Shariah
requirements.

Therefore the Accounting Standards Committee has decided to issue an opinion to require
companies to provide additional disclosures in their financial statements to help users in
their decision making process based on the level of compliance of their operations with
Shariah requirements.

Opinion Objective:

The objective of this opinion is to determine the additional information that should be
disclosed to assist users of financial statements in their decision making process which
depends on their understanding of the nature of companies’ operation in light of Shariah
requirements.

Options of Disclosure on the extent of companies' operations compliance with Shariah
requirements

In order to assist the companies in applying additional disclosures related to Shariah
compliance in the financial statements, the Committee decided to offers two options to
enhance the disclosures needed to assess the level of compliance with Shariah requirements



in the financial statements :
Option One (Preferred): Disclosure of certain details about company's operations needed to
assess the level of compliance with Shariah requirements.

Option Two (Allowed): Disclosure of non Shariah compliant operations and related amounts
in the financial statements. The use of this option is allowed only when the company has
disclosed its policy toward its commitment to follow Shariah requirements.

The company must consistently apply one of the above options on all the items referred to
below(assets, liabilities, and income and expenses). However, if the company applies the
first option on certain items and apply the second option on other items, then the company
must disclose its justification.

The selected option should be applied on assets, liabilities, revenues and expenses.

The additional disclosure requirements

I. Company policy

When a company choose to apply the second disclosure option mentioned above , it shall
disclose its policy towards compliance with Shariah requirements related to its
investments, financing and operations (including payment terms with customers and
vendors). For example, the company discloses that it follows the Shariah requirements
related to installment sales and leasing etc., The company shall disclose the mechanism
used to assess its compliance with Shariah requirements. If the company is fully
complied with Shariah requirements in all of its operations, it is enough for the purpose
of applying this opinion to disclose this fact including the mechanism used to determine
compliance.

II. ASSETS
1. Receivables (including trade, notes, installment sales, finance lease, loans, and
other similar accounts.)

The company follows one of the following options to meet the needs of information
users with respect to the extent of compliance with Shariah requirements:
Option 1: Disclosure of details on receivables in homogenous groups on the basis of
type and conditions. Disclosure will include the nature of receivables / loans, terms,
amount and periodical return.

Option 2: Disclosure of all amounts of receivables / loans and their returns which are
not in compliance with Shariah requirements.

2. INVESTMENTS (ALL CATEGORIES)
The company follows one of the following options to meet the needs of the users of
information with respect to the extent of compliance with Shariah requirements:

Option 1: The company discloses in detail the value of its investments in homogenous
groups as follows:

1. Investments in the shares of each company and the returns (or losses) realized and
unrealized for the period as well as the name of the investee company.

2. Nature, conditions, cost of investments in bonds/sukuks andany other debt
instruments and their due dates, returns (or losses) realized and unrealized for the period
as well as the name of the issuer.



3. Investments in investment funds and returns (or losses) realized and unrealized for the
period as well as the name of the fund and its managing entity.

4. Any other financial investments with added disclosure on the nature of investments
and returns (or losses) for the period, as well as the name of the investee.

5. Any financial  investments that  have  beensettled  during the  year and
returns (or losses) realized for the period as well as the name of the investee.

When this option is applied, netting-off between investment returns and losses is not
allowed.

Option 2: The company discloses the amounts of investments which are not in compliance
with Shariah requirements and the amount of returns realized and unrealized for the period.

II1. LIABILITIES

1. Payables (including trade, notes, installment sales, capital lease, borrowing, and
other similar accounts.)

The company follows one of the following options to meet the needs of the users of
information with respect to the extent of compliance with Shariah requirements:

Option 1:

1. Disclosure of details on payables and other financing in homogenous groups on the
basis of type and conditions. Disclosure will include the nature of payables / loans,
conditions, amount of principal and finance. For loans and credit lines, disclosure
should include name of financier for each financing, loan or credit facility.

2. Disclose in detail of the amounts of financing and loans that had been settled during
the year and its financing charges and date of settlement.

Option 2: Disclosure of all amounts of payables, financing and loans and their realized
financing charges for the period which are not in compliance with Shariah requirements.

2. BONDS / SUKUKS

The company follows one of the following options to meet the needs of the users of

information with respect to the extent of compliance with Shariah requirements:

Option One:

1. Disclosure in detail about the types of bonds / sukuks, including the nature and conditions
of each instrument and the maturity and issuance dates, its principal amount and
periodical finance charges.

2. Disclose in detail of the amounts of instruments that had been settled during the year, the
finance charges and the dates of settlement.

Option Two: Disclosure of the amounts of bonds and finance charges with their maturities
and dates of issuance, which are not in compliance with Shariah requirements. For those
Shariah non- compliant instruments that are settled during the period, disclosure should also
include the date of settlement.



IV.INCOME AND EXPENSES

The company follows one of the following options to meet the needs of the users of
information with respect to the extent of compliance with Shariah requirements:

Option One:

1. In addition to requirements of the Revenue standard, the company discloses the amounts
of all the types of its main revenue with added description of the nature of products and
services included in the revenue to the degree that may help users to determine the extent
of Shariah compliance.

2. Disclosure in detail of all other income, including the amount and nature of each other
incidental revenue, expense, gains, or losses to the degree that may help users to
determine the extent of Shariah compliance. Netting off between other revenue/gains
and other expenses is not allowed i.e. the statement should disclose the gross of other
revenue, gains, and the gross of other losses separately.

3. In addition to the requirements of SOCPA Administrative and Marketing Expense
Standard, the company discloses the nature of expenses to the degree that may help users
to determine the extent of Shariah compliance.

4. The company discloses the details of financing and borrowing expenses, including the
nature of each expense and related financing / loans.

Option 2: Disclosure of the nature and amounts of revenues and expenses that are that are
not in compliance with Shariah requirements .

V. Earnings per Share:

In addition to the requirements of the SOCPA Earning per Share standard relating to basic
earnings per share, and when a company choose to apply the second disclosure option
relating to income and expenses, the company discloses the portion of Shariah non-
compliant transactions per share.

Scope of application of this opinion
This opinion is applied on joint stock companies.

Effective date

Joint stock companies are encouraged to apply this opinion for financial periods beginning
on or after 30/06/2012. SOCPA will decide about the mandatory application of this opinion
after reviewing the feedback on the optional application.



