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Abstract

This thesis investigates the suitability of Intdéroi@al Financial Reporting
Standards (IFRSs) for Saudi Arabia by examining leeceptions of accounting
users and preparers. It explores the informatioadseof the main users of
accounting, the factors that represent barrietsgé@doption of IFRSs, and the costs

and benefits of the adoption of IFRSs.

The study compares Saudi Accounting Standards (B&® IFRSs. In addition, a
questionnaire survey was conducted and semi-stectiaterviews were carried out
to examine the issues in greater depth in ordanswer the research questions. The
political nature of accounting standards is ingeded, as well as theories of
accountability and decision usefulness in ordenterpret the results and explore to
what extent and in what manner these frameworksctiom in the Saudi

environment.

The Islamic accountability framework would suggistt companies represented by
owners and managers are accountable to their stllegk’ interests, and owners
and managers must protect those interests andsks@verything that may help
them to discharge their accountability. However findings presented in this
thesis suggest that practice of the Islamic acatdility framework is limited. The

influence of religious factors on the accountingteyn is limited in some cases as
there is inadequate disclosure and transparen@)) as a lack of information

required for Sharia compliance; this affects usatslity to make decisions. The

results also reveal some evidence that accountargiard setting is dominated by



political (rather than ‘user-needs’) consideratioRarthermore, economic factors
override social and cultural factors, includinggign, in terms of their influence on
the accounting system. The results suggest inirtlzht religious factors will not

represent a barrier to the use of other standaicts &s IFRSs.

The findings suggest that the adoption of IFRSslévgontribute to enhancing the
quality of financial reporting. The results alsoveal that financial reporting

prepared on the basis of IFRSs provides more ofinf@mation required for

decision-making. The results also suggest thaketigrto some extent, agreement
among participants as to the suitability of IFR8sSaudi Arabia, and that their
benefits would eventually overcome the difficulti}sd problems that may arise
from their adoption, although it is still be necagsto consider certain specific

requirements, such as those related to Sharia law.
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1 Introduction

1.1 Introduction and Motivations for this study

Over the past few years, many developing countréa® begun to use International
Financial Reporting Standards (IFRSs), as laidbyuthe International Accounting
Standards Board (IASB), due to the steady rise uftimational companies seeking
overseas investment. Some researchers have statied tould be beneficial for
developing countries to adopt these standards @&elk 1994; Halbouni, 2005 and
Tyrrall et al.,, 2007). Nevertheless, there is saebate amongst academics and
practitioners concerning the extent to which IFR&s be adopted by these nations,
as environments vary from country to country ang fédct that adoption of these
standards may be detrimental, as they have beezioped for capital markets in
developed countries (Hove, 1989; Perera, 1989;drjs1990 and Larson, 1993).
Saudi Arabia is one of the countries for which thesandards could be either

beneficial or detrimental.

Saudi Arabia has the world’s largest oil reservas ia therefore a nation which can
play a vital part in the world economy. Efforts baveen made to take advantage of
the oil reserves in order to develop the countrg amake it prosperous. Saudi
Arabia recently joined the World Trade Organisatf/iTO), and its stock market
activity has increased, as has foreign investmerihé country. Moreover, Saudi
Arabia’s economy is supported at certain timeshefyear by the influx of around
four million Muslims who come to Saudi Arabia to thee Omirh and Hajj (Shoult,

2006). These pilgrimages take place mainly durivggrhonth of Ramadan and the
1



first ten days of the Al-hajah (the last month loé tHegira calendar). According to
the World Bank (2007), Saudi Arabia ranks firstadif Middle Eastern countries,
and twentieth in the world, as a favourable envimment for foreign direct

investment (FDI).

Saudi Arabia differs from other developing courdria general, and from other
Arab countries more specifically, in several walysr example, Saudi Arabia is a
relatively rich country and its laws are heavilfluenced by Islam. In addition,
unlike most developing nations, it has never beelonised by any developed
country (see 4.3 for further information). Moregv8audi Arabia differs even from
other Arab countries in its accounting practicee(5.4.3.3). It may therefore be

inappropriate to apply conclusions from studiestber countries to Saudi Arabia.

Some researchers have pointed out that attentigardmg IFRS adoption has
focused mainly on developed countries, and thabiild be useful for the IASB to
study developing countries in greater depth in orde better understand their
accounting needs. There has been a dearth of igagshs into the process of the
adoption of IFRSs in developing countries. This basn highlighted by the studies
of Watty and Carlson (1998), and Dawahy et al. B0®&pecifically, no prior
studies have investigated their relevance to SaAtahia and some researchers have
called for an empirical investigation into theirtability to Saudi Arabia (see Al-
Mogbel, 2003).The present study will attempt tb thiis research gap. It will also
attempt to address the reasons as to why theréd®s no complete adoption of
IASs/IFRSs by Saudi Arabia, although other coustreccounting standards are

used as a starting point for Saudi Accounting Stethel (SASS).



1.2 Research Objectives and Questions

The overall aim of this study is to explore thetaility of IFRSs for Saudi Arabia.

This objective will be divided into sub-objectives, follows:

To examine and discover the accounting needs ali@aabia.

What are the needs of users of accounting infoonati Saudi Arabia?

To examine Saudi Accounting Standards (SASs) as paoed to
IASs/IFRSs in order to identify the differences atelermine which system
can better satisfy user needs from the perspectixespondents.

What are the main differences between SASs andsIBR& which system

can better satisfy users’ needs?

To provide an understanding of the factors (cultisaues) that must be
taken into account when considering the adoptiolrBSs in Saudi Arabia.

What are the underlying factors (cultural issuelatt may influence the
adoption of IFRSs in Saudi Arabia, and which issueght act as barriers to

their adoption?

To examine the difficulties and problems occurrthging the transition to
IFRSs in Saudi Arabia
What problems and difficulties would Saudi Arabs@cef when applying

IFRSs?



Understanding the factors or reasons that migltt #&udi Arabia to adopt
IFRSs, and the benefits of this adoption

What factors can influence and benefit from thé ddbption of IFRSs in
Saudi Arabia?

What are the benefits of applying IFRSs in the Samdronment?

1.3 Summary of the Research Methods

In order to achieve the research objectives andenthe research questions, the

present study uses different sources of data,|lasvia

Saudi accounting standards (SASs) and IASs/IFR$s e@mparedn order
to identify the main differences between them asd these differences to
explore which system is most suitable for satigfyusers’ needs, through

guestionnaires and interviews.

A questionnaire survey was conducted among prepaserd users of
external reports, members of the professional adeuy body, the Saudi

Organization for Certified Public Accountants (SGRNd auditors.

A series of interviews were conducted with prepaeerd users of external
reports, members of the professional accounting ybothe Saudi

Organization for Certified Public Accountants (SGRNd auditors.

! This thesis mainly focuses on companies whichiated on Saudi stock market.



Using a mixed-method approach permits a more thlgiroand comprehensive
investigation of the subject than the use of on¢hotk alone. The mixed-method
approach also helps to achieve cross-validatiotatd (Hussey and Hussey, 1997,
Silverman, 2000). The combination of two approaghesnits the shortcomings of

each to be overcome (see Chapter Five).

1.4 Contributions of this study
This study contributes to knowledge of the topiariany ways, and may be found

useful by others in the future.

e As can be noted from the literature (see Dawala).e2002 and Al-Mogbel,
2003), there have been several calls for a sepavamination of each
developing country. Therefore, this study will atf# to fill the general gap
in the literature on the relevance of IFRSs to tmiag countries, and a
more specific one, by studying Saudi Arabia. Initold to responding to
the call for more country-specific studies in thheaaof IFRSs relevance to
developing countries, as mentioned previously, BaArdbia has many
unique features which are not found in other dguelp countries; therefore,
any general conclusion on developing countries matybe applicable to a

country-specific study.

e Banks in Saudi Arabia have begun adopting IFRSadttition, SOCPA has

decided to use these standards in cases wheredtgen® SASs. This study



explores the impact of IFRSs on the quality of lsfikancial reporting and

their potential impact on companies’ financial repg after adoption.

This study provides a clearer understanding of féetors which may

influence the adoption of IFRSs in developing caestin general and in
Islamic countries in particular by using Saudi Aeabs a case study. This
study also determines whether these factors cdmatveers to IFRS adoption

in Saudi Arabia.

This study contributes to an understanding of tslaniic accountability
framework with regards to accounting practice iudaArabia. It is also
explains the process of setting accounting starsdand discusses the main
influences on this process, particularly by examgntihe political nature of

setting accounting standards of an Islamic couikkeySaudi Arabia.

Although Saudi Arabia may differ from some Islancuntries, this study
may be useful for other Islamic developing coustrie gaining a clearer
picture of the differences between Islamic coustby comparing some of
the findings of this study and other studies, aedhaps in applying the

results of this study to their countries.

This study offer insights to the IASB when exam@ithe suitability of

IFRSs in a developing country (Saudi Arabia), ardl@ing the obstacles
associated with transition to IFRSs. Moreover,hesrhain aim of the IASB
Is to provide financial reporting that is useful fccounting user to make

6



decision, this study contributes to the exploratdrihe usefulness of their

standards for the decision-making framework in adbaontext.

The Saudi Organisation for Certified Public Accamis (SOCPA) will
benefit from this study by acquiring a clearer viefathe suitability or non-
suitability of IFRSs to Saudi Arabia, and the bésednd problems involved
in the integral adoption of IFRSs. In other worithés study contributes to an
understanding of potential difficulties associatgith adoption of IFRSs in
Saudi Arabia. On the other hand, how Saudi Arahia lzenefit from these
standards is also examined. Moreover, universiti€zaudi Arabia may find
this study useful if expanding their courses ineinational accounting.
Furthermore, this study provides the Capital Mavkethority (CMA) with
user perspectives about the current level of diseld as the enforcement

body of listed companies on the Saudi stock market.

This study provides useful material for researcdlaeedemics with an
interest in international accounting research inegal, and also in Saudi
Arabia, as there is a dearth of studies and relse@garding accounting

standards and IFRSs in particular.

This study may be useful to other interested parteich as local and

foreign investors.



1.5 Structure of the Thesis

Chapter 1

This chapter contains an introduction to the thesuding the research objectives
and questions. The motivations for this study areluded, a summary of the
research methods is given and the contributionghéoknowledge are presented.

Finally, an outline of the thesis is given.

Chapter 2
This chapter discusses accounting standards settidghe reasons for differences

in international accounting, and accounting harrsatnon.

Chapter 3

Literature on accounting in developing countriesragiewed. This chapter also
contains a discussion of IFRSs, including their pidm and their relevance or
otherwise to developing countries. Moreover, theptbtical framework used in this

study is discussed.

Chapter 4
This chapter discusses Saudi Arabia’s accounticgdraund and the factors which
may influence it. Accounting regulations, SOCPA,dasexisting accounting

standards are also discussed.



Chapter 5
This chapter presents the research design, tharobsenethodology, samples and

data collection.

Chapter 6

In this chapter the results of questionnaire sus\ad interviews are presented.

Chapter 7
In this chapter the final results are discussedeiation to prior literature and
theoretical frameworks in order to answer the neteaguestions and fulfil the

research objectives.

Chapter 8
The limitations of the study, the conclusion, receemdations and suggestions for

future study are presented in this chapter.



2 Background to International Accounting Harmonisation

2.1 Introduction

The purpose of this chapter is to review literattgiated to accounting standards and
international accounting harmonisation. SectiondisZusses the setting of accounting
standards in general. Section 2.3 reviews priodisfuin international accounting in
terms of international accounting differences. Bec.4 deals with the history of
international accounting harmonisation and expldnesbenefits of and barriers to the

harmonisation of accounting.

2.2 Accounting Standards

Walton and Aerts (2009, p.71) staté&he foundation of financial accounting consists
of a set of assumptions, conventions and rulesrregfeto as Generally Accepted
Accounting Principles (or GAAP).There is no general GAAP standard and the
essentials vary from one country to another baseiti® objective of accounting in each

country. This influences the setting of accounstandards in each country.

2.2.1 Accounting Standards Setting
Before discussing the political nature of accoumstandards setting it is useful to look

first at the differences between regulations ane@aives in the accounting systems of
different countries, which lead to differenceshe brientations of accounting standards
setting among countries. Ball et al. (2003) ardna the setting of accounting standards

differ between common law countries with markeentation and code law countries

10



with planning orientations. In common law countrisch as the US, the UK and
Canada, there is a high demand for high qualitgrfamal reporting with more disclosure
because these reports serve the public and ladjeidnal shareholders. Therefore,
enforcement for the setting of accounting standaaises primarily from the private
sector. In these countries the setting of accogrsgbandards is also derived from the
independent accounting profession and to some estdrect to the intervention of
government regulatory bodies (Wyatt, 1991). Goveni® are involved in the setting
of accounting standards in countries that have degsficant capital markets (Brown

and Tarca, 2001).

In code law countries, such as France and Japaauaiing information is used by a
variety of stakeholders, including suppliers, ctedi and the government. The setting
of accounting standards in these countries is goinearily in the public sector (Ball et
al., 2003). Governments may be involved in accognstandards setting in these
countries (Alexander et al., 2005)nformation asymmetry more likely is resolved by
‘insider’ communication with stakeholder represdivas, so there is a lower demand
for high quality public financial reporting and diesure (Ball et al., 2003, p.242).
Government involvement in the setting of accountstgndards is more likely in
developing countries in particular; however, theeleof involvement varies from one
country to another. For example, in a country lMkailand the government is directly
involved in the setting of accounting standardsu@idgaran and Diga, 2000).
Furthermore, in Malaysia and Singapore governmargsmore likely to intervene in

accounting standards setting (Ball et al., 2003).

The theoretical framework section (Chapter Thresgu$ses the influence of lobbyists

on the setting of accounting standards and thetivatoons.
11



2.3 International Accounting

International accounting can be defined as: “actingrfor international transactions,
comparisons of accounting principles in differentiatries, harmonisation of diverse
accounting standards worldwide, and accountingrimé&tion for the management and

control of global operations” (Igbal, 2002, p.4).

According to Nobes and Parker (2000), there arers¢veasons to study international
accounting. One is historical, as certain countniage contributed to the development
of accounting. The rise of multinational compar(ld®Cs) is another reason, as MNCs
are constantly growing and their need for inteoral accounting is therefore growing
too. A third reason is that of harmonisation; salestudies have attempted to
investigate the compatibility of accounting praesian different countries. However,
there are certain problems facing internationaloanting, which include existing
accounting diversity. Therefore, in order to gaibedter understanding of the causes of
this accounting diversity, some of these causdsbeiinvestigated in this section. This
section will also contain a discussion of accouptiarmonisation. Finally, accounting

classifications will be discussed.

2.3.1 Causes of Differences in International Accounting
Roberts et al. (2005, p.156) state: “The accounsygjem is the outcome of complex

processes and it is influenced by, and also inffaepa number of clear factors”. Many
studies have maintained that the differences betve@eounting systems in countries
are caused by economic and institutional differen@dueller, 1967; Nobes, 1998).
Moreover, some other studies cite the culturaledéiices between countries. These
studies were based on Hofstede’s model (Gray, 1988er and Niswander, 1995;

12



Chanchani and Willett, 2004). It can also be argted the variations in accounting
systems from one country to another are causedhdyifferent accounting needs in
different countries (Briston, 1978; Hove, 1986; Blaaugh et al., 2006). It seems that
differences in environmental factors mentioned a@beve the reason for different
accounting targets and, as a result, for diffestahdards (Samuels and Oliga, 1982).
Therefore, there are differences not only betwesreldped and developing countries
but also between countries in the same regionanirgia similar culture. Some factors
influencing accounting systems have been presdnté&hdebaugh and Gray (2002), as
illustrated in Figure 2.1. The following sectionsaliss prior studies exploring these

factors and their influences on accounting systems.

International Enterprise Enterprise
Culture ] o
Factors Ownership Activities
Economic .
Accounting
Growth .
Profession
&Development
| Finance
Accounting &
Regulation Capital
Market
) Legal
Taxation
System
Social ) Accounting Education & Enterprise
. Inflation o
Climate Research Activities

Figure 2-1: Environmental Influences on AccountingDevelopment.
(Source: Radebaugh and Gray, 2002, p. 21)

2.3.1.1Legal System
The legal system is one of the main factors inftiregy accounting systems. Western

Legal system can be divided into code law and comiaw (Roberts, et al., 2005;

Alexander et al., 2005; Jaggi and Low, 2000). Maezpin some countries the legal
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system is more affected by religions such as Islam¢ch should influence accounting
in Islamic countries (this will be discussed lagerd in Chapter Four). According to
Jaggi and Low (2000), code law, or Romano-Germ&wg began with Roman law.

This group has been classified into French-origé#erman-origin and Scandinavian—
origin (Jaggi and Low, 2000). The French code s an influence on some other
European countries, as well as Asian and Africanntiees that were colonised by
France, while the German code has influenced tha ystems of Switzerland, Japan,

Korea, and certain other countries (Jaggi and 12000).

According to La Porta et al., (1998), ScandinaJeam is very close to common law.
Common law began with English law. It depends ohave®ur and has been formed
mainly through case law, evolving from judicial ggans in particular cases. Among
the countries that use this legal system are thethd&kKUS, Canada, Australia and India
(Jaggi and Low, 2000). Accounting regulations diffeom country to country
depending on the type of legal system used. In tt@snthat use common law,
accounting rules are independent of the law andwading regulations are organised
and formed by professional organisations; in addjticompany law is not highly
specific (Alexander et al., 2005). On the otherchaompany law in code law countries
is much more detailed and explanatory, and the movent usually sets and formulates
accounting regulations (Alexander et al., 2005)cakding to Meek and Saudagaran
(1990), in common law countries limits are estdidd by law and within these limits
professional judgement is required. In contrastpanting rules in code law countries
are generally very prescriptive and proceduralhviiie laws specifying minimum

requirements.
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Other studies, such as those by La Porta et &98)1have found that the legal systems
of both common and code law countries have a gnepact on the development of
corporate ownership, corporate capital structure] eapital markets. According to
Jaggi and Low (2000), legal systems can have atdareindirect bearing on financial
disclosures. For instance, the development of ComepaActs or accounting regulations
that set out broad requirements for measuring asaoding financial information are
directly influenced by legal systems. Tax lawstipafarly in code law countries, can

also influence measurement and disclosure policies.

2.3.1.2Sources of Finance
Sources of finance create another factor that gxerstrong influence on accounting

development. There are various kinds of financevigeos; these providers may be
individuals or organisations that can supply detequity finance (Roberts et al., 2005).
The most common finance providers are banks, sbllefs and governments (Meek
and Saudagaran, 1990; Alexander et al., 2005hdrcase of developing countries, the
World Bank plays a major role by providing loans,does the International Monetary
Fund. As a result these organisations attempt fectathe accounting regulations in
these countries, for example, by exerting pressmdhem to adopt IFRSs (Karim,
2001; Annisette, 2004; Alfredson et al., 2005).allyet al. (2007) report that the World
Bank made the adoption of IFRSs a condition in oMie Kazakhstan to obtain

financial aid.

Sources of finance influence accounting systemslifferent ways. This influence
varies depending on whether equity finance or fiebnhce is more significant. Where
equity is more important, accounting regulations repared in order to be useful in
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assisting investors in decision-making; howevergemghdebt is more important the
accounting measurement rules are formed with arast to aiding creditors (Roberts
at el., 2005). When capital for investment is pded by banks, most enterprises are
comparatively small and family-owned; this is these in Italy and Germany, for
example (Zysman, 1983). In such countries there rbaylittle requirement for
disclosure, as banks have a significant influencecarporate policies and practices.
However, in the UK, the US, Australia and certatinen countries, the principal source
of finance for most companies is shareholder equitlyich results in the need for
greater disclosure and external auditors (MeekSeautlagaran, 1990; Nobes, 1998), as
shareholders (finance providers) are often unabléave private access to internal
accounting information or involvement in a companyhanagement (Meek and

Saudagaran, 1990; Nobes, 1998).

The above information shows that finance sourcgspda important role in influencing
the accounting systems in different countries, Itegu in variations between the
systems in these countries. As mentioned previotiséyWorld Bank is one of the main
organisations influencing accounting systems inetiging countries, because it
provides these countries with various kinds of rices. This will be later discussed in

greater depth.

2.3.1.3Culture
Many studies indicate that cultural factors haveigmificant influence on accounting

development (Gray, 1988; Doupnik and Salter, 1996 most widely-known theories

supporting this claim are those of Hofstede (198@) Gray (1988).

16



Hofstede (1980) identified certain dimensions ofiaral culture. These dimensions
are: high and low power distance; high and low wagaty avoidance; individualism
and collectivism; and masculinity and femininityoviRer distance refers to how cultures
deal with inequalities in status. High power dis@ncountries have strongly
hierarchical organizations (e.g. Latin Americantihaé&urope, and Asian countries).
Uncertainty avoidance refers to the extent to whagaivocal situations are accepted
and the extent to which conformity is demandedrstitutions (Baydoun and Willett,
1995). A high uncertainty avoidance culture seekssttucture social systems in a
highly ordered and predictable way. Nordic and Ar§hxon countries are low in
uncertainty avoidance, while those in southern peirand Central and South America
are high. Individualism refers to the interactidmmembers of society with one another
and the extent to which the interests of the imtlied are prioritised over those of the
wider community (Baydoun and Willett, 1995). Thesmalinity/femininity dimension
refers to highly differentiated gender roles in gthmasculinity is seen as representing
power, ambition and competitiveness, while femtyirplaces greater emphasis on

sensitivity, ‘caring’ and emotions.

Hofstede’s theory proposes that societies are tafleby various technological and
environmental factors, and consequently developdifferent societal values above.
These values affect institutional processes, inolyéhformation needs (Baydoun and
Willett, 1995). However, Hofstede's theory belongsthe literature of cross-cultural
psychology and does not pertain specifically taoaoting. Therefore, Gray (1988) tries
to extend Hofstede’s theory in order to understaoche of the mechanisms through

which culture might influence the design of accamttechnology and accounting
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practices. Gray (1988, p.8) identifies a countrgtdtural norms as influencing the

following contrasting values in accounting:

Accounting can be more professional or statutt®ypreference for the exercise of
individual professional judgment and the maintereaatprofessional self-regulation as
opposed to compliance with prescriptive legal reguients and statutory control.”

The second contrast is uniformity as opposed trilflity. “A preference for the
enforcement of uniform accounting practices betwamnpanies and for the consistent
use of such practices over time as opposed tobflexiin accordance with the
perceived circumstances of individual companies.”

The third contrasting variable is conservatism @timism. “A preference for a
cautious approach to measurement so as to copethathncertainty of future events as
opposed to a more optimistic, laissez-faire, reskitg approach.”

The fourth is secrecy as opposed to transparéAcpreference for confidentiality and
the restriction of disclosure of information abdbe business only to those who are
closely involved with its management and finan@agpposed to a more transparent,

open and publicly accountable approach."

Gray (1988) modelled the relationship between Huaolss cultural values and his
(Gray’s) accounting values, as illustrated in Table. The particular areas of practice
which, it is suggested, are affected by these kibata The areas were initially described
by Gray as those of authority, measurement andodise. Gray anticipates that a high
level of individualism in a society would be linkéd the use of individual judgment
and would thus have an effect on professional atoay bodies (Baydoun and Willett,

1995). However, high individualism also suggestsgiings concerning guarded
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disclosure practices, possibly implying that a emnative calculation rule, such as the
lowering of cost and market value, will be less yap as distrust arises from

conservatism (Baydoun and Willett, 1995).

Gray’'s model proposes that all accounting policgislens at a national level are made
in response to cultural values that are explicabtbe terms of Hofstede’s study (Salter
and Niswaner, 1995). Gray's model mirrors Hofsted®incept of cultural dimensions,

with accounting terminology replacing cultural temslogy (Askary, 2006).

Table 2-1 Relationships between Gray's accountingmensions and Hofstede's cultural dimensions

Cultural Values Accounting values (Gray)
(Hofstede) Professionalism | Uniformity Conservatism Secrecy
. - + ? +
Power Distance
Uncertainty - + + +
Avoidance
a.a o + - - -
Individualism
N ? ? - _
Masculinity

Note {(+) indicates a direct relationship between theevaht variables; (-) indicates an inverse
relationship. Question marks indicate that the meatdi the relationship is indeterminate.
(Source: Baydoun and Willett, 1995, p.71)

Many previous studies (Perera, 1989; Fechner algbig, 1994; Baydoun and Willet,
1995; Chow et al., 1995; Doupnik and Salter, 1998lter and Niswander, 1995;
Sudarwan and Fogarty, 1996; Askary, 2006) use Graybdel to investigate the
influence of culture on accounting. All agree thalture influences accounting systems.
For example, Baydoun and Willett, (1995) find tbaltural factors influence and shape
accounting and disclosure practice. This result alas reached by Jaggi (1975). Some
studies, such as Perera (1989) and Baydoun andetWW{l995) agree that the
accounting systems of developed countries may odttee needs of developing

countries.
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Moreover, Askary (2006) mentions that Gray’s hygsih of accounting authority is
confirmed completely for some developing countrggh as Iran, and moderately for a
country such as Bangladesh or Jordan. However, mxskZ006) finds that Gray’s
hypothesis of accounting authority is totally réget for some countries, such as
Pakistan. This indicates that the results for amentry cannot be generalized to relate

to all countries. More studies of culture will biseclissed in 4.3.3.

2.3.1.4Economic Development and Growth
According to Haitani (1986, p.4), the tefilmconomic system’refers to a Complex of

organizational patterns among individuals and grewmgaged in activities of fulfilling
human material neetls

Arpan and Radebaugh (1985) argue that the extegbwdérnment involvement in the
economic sector is a key point in the economicesystThey classify countries into
three groups, the first being communist countrieswhich the government has
complete control of production resources and atinemic operations, and makes
almost all decisions concerning economics. In soolntries the government is
practically the sole user of economic informatiom @ccounting systems are therefore
employed mainly to promote government systems. Aeting systems in those
countries are therefore designed to serve the gowvent's objectives (Almalaje, 1998).
The second category is that of market-capitalisint@es in which most economic
activities are owned and controlled by the privaeztor, with a broad scope for
individual participation in such activities. Tharthcategory is that of market-socialist
countries, which include countries where the pavagéctor is dominant but where a
certain amount of central government regulationliappas well as countries where
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ownership is to a great extent in the hands ofgiiwernment (Arpan and Radebaugh,
1985).

Furthermore, according to Roberts et al. (2005¢pantry’s economic system is the
most important factor in determining its accountiregulations. More specifically,
some studies have been conducted on the relatphstween economic growth and
accounting systems, and have found a strong andiveoselationship between a
country’s accounting system and its economic gro(@oboke and Wallace, 1990;
Adhikari and Tondkar, 1992; Sedaghat et al, 19@&untries where a capital market
exists will try to establish an accounting systémat {provides more disclosure in order
to help find high quality accounting informationathis helpful in making economic
decisions (Adhikari and Tondkar, 1992). MoreovetfoA et al. (1993) find that
different capital markets, accounting standards amtlepreneurship among states all

affect financial reporting requirements and thednkee financial reports.

Furthermore, business types influence accountigglagons. For example, countries
that depend on foreign trade or countries whereyntampanies have become MNCs
will attempt to focus on accounting regulationsttearve and solve the problems of
currency transactions and translation (Robertsl.et2805). According to Chamisa

(2000), the increase in the growth of MNCs willnease the differences in accounting
systems. According to Roberts et al. (2005), actiogrbased around gas and oil are
significant for some countries such as the US, edeiaccounting related to fields such
as agriculture are more important for developingntoes than for developed countries.
As a result, each country may have different camceiegarding their accounting

system and the sectors used for accounting.
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2.3.1.5Profession
Another important factor responsible for differesce accounting systems is the

accounting profession. The accounting professionveaty from country to country for

many reasons. For example, there are differencebanregulation of professional

bodies, depending on the legal system in use in eagntry (Roberts et al., 2005). The
quality of financial reporting is influenced by thebustness and capabilities of the
accounting profession. For example, in countrieth & strong accounting profession
auditing reports will be more reliable; this is rtbe case in countries with a weak
accounting profession (Nobes and Parker, 2006xh&umore, there might also be a
connection to ownership: in a country with few pallgtowned companies (e.g. France)

the influence of the accounting profession is ref&ld (Nobes and Parker, 2006).

2.4 Standardisation and Harmonisation

Standardisation is the movement toward the usenefsingle accounting standard and
the use of the same accounting rules, and harntmnisg the effort to decrease the
differences between accounting systems and encetinaguse of similar methods (Tay
and Parker, 1990; Haller and Walton, 2003). The ofkd¢he similar methods by
companies in different countries helps improvedbmparability of financial reporting
(Archer et al., 1996).

Many factors contribute to the increasing needhammonising accounting standards.
According to Gray (1988) and Radebaugh et al. (RO€@& increase of FDI, the
development of MNCs, the growth of financial maskeind the influence of such
organisations as the World Bank, the IASB and tRBI lall assist in supporting

harmonisation and the concept of having a sing®waating system. In this section,
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the benefits of and obstacles to accounting stalsdaarmonisation will be presented,

as well as efforts which have been made to obhasnharmonisation.

2.4.1 International Accounting Standards Board

Introduction

In history, associations of the accounting profasstarted in major towns and cities
and then were brought together into national actognassociations by the
governments in the countries they were in (Forredi@96). In the 20 century, these
national bodies formed international links and cdhmating professional bodies (ibid).
Forrester (1996) stated that accountants begastttogether from time to time within
their own countries and internationally then totiggrate in congresses and conferences.
The first one was in the United States in 1904 sinde then there have been many

more, especially in Europe (Forrester, 1996).

According to Forrester (1996), accounting harmdroesawas a goal of accountants in
many different countries, although this was not ¢hse with auditing. The desire for
harmonization increased with the increase of mafltomal companies as this would

facilitate their operations (ibid).

Background of IASC

1973 the establishment of the International AccmgnStandards Committee (IASC),
with headquarters in London. This was set up thamkke efforts of Sir Henry Benson,
a prominent English accountant, who saw that thatketo be greater consistency in the

greatly varied worldwide accounting practices inlesrto meet the requirements for
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comparing financial statements from different comstas trade and commerce became

more and more globalised (Camfferman and Zeff, 2007

According to Zeff (2003), the IASC’s members inlifaconsisted of members of the
accounting profession, financial managers and schdom nine countries: the US, the
UK and Ireland (taken together), Holland, Germdfgnce, Australia, Canada, Japan
and Mexico. It was an ambitious undertaking and WA8C soon started to set
accounting standards that were generally fairlyifiee, and to which more attention
was paid by emerging economies than by developedtdes. However, with the rapid
globalisation in the 1980s and 1990s, the IASC bedgabe taken more seriously by
developed economies as it raised its standardshigheer level. This was undertaken
largely in response to demand from regulators ofisges markets (Nobes and Parker,

2006).

According to Camfferman and Zeff (2007), in order function efficiently capital
markets must be able to rely on high quality actiognand financial reporting; these
are also prerequisites for effective corporate gusece. However, due to conflict
arising in business interests, it is no easy mdtearrive at an agreement on what
constitutes appropriate accounting standards. Ahothe IASC’s function is often
viewed primarily as a technical one, it also hapoétical aspect that has a strong

influence on its technical processes.

According to Zeff (2003), until 1987 none of the miger bodies of the IASC, apart
from the CICA in Canada, had the authority to ratilfinancial reporting in their

respective countries. Therefore, not many firmsthese countries adhered to the
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IASC’s standards in their financial reporting. Cdrapce with the 26 standards it had
issued until 1987 was a major issue for the IASBesSE standards were nonetheless
fairly flexible and applicable to matters prevalentnost businesses, which allowed for
interpretation appropriate to the requirements radfiviidual nations. According to
Camfferman and Zeff (2007), the IASC’s membership987 included board members
from Nigeria and South Africa, who had been adrdifte 1978, as well as associate
members from many other accountancy bodies, inotudhe Institute of Chartered
Accountants in England and Wales (ICAEW) and theeAoan Institute of Certified

Public Accountants (AICPA).

After its formation in 1977, the IFAC sought a margvith the IASC but this was
rejected by the latter. The United Nations (UN) ahd Organisation for Economic
Cooperation and Development (OECD), by engagingnfigdves in international
financial reporting, also began to appear as rit@lthe IASC’s authority. The IASC
soon realised that in order to maintain and devdtop authority and encourage
adherence to its standards they would have to éxtleeir membership outwith the
accountancy profession to join to IASC and adogirtBtandardCamfferman and
Zeff, 2007). With this aim in mind, a course of swaerable expansion occurred,
including the 1981 establishment of a Consulta@veup, which encompassed a broad
range of organisations including the Internatio@damber of Commerce and the

World Bank, and the admission of Italy to the board983 and Taiwan in 1984.

1987 saw major changes being introduced by the |A®owing a meeting in
Australia in March of that year. A major restruatigy programme was undertaken and a

concentrated effort was launched to reduce thabiléy of their standards, making
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them more rigid and less open to interpretatiomugh the ‘Comparability project’.
The main objective of this was to win the backifighe regulators of securities markets,
particularly in nations with sophisticated capitabrkets. The internationalisation of
capital markets increased steadily, and with itrawgng need for consistency in
international accounting standards (Camfferman Zeffl 2007). Haller (2002) stated
that in this year the International OrganisationSgfcurities Commissions (IOSCO)
came into being and began to exert a strong inleem the IASC. An agreement was
reached between the IASC and I0SCO that the menabéhe latter would attempt to
introduce a requirement that the financial repgrtaf overseas firms wishing to list
themselves on the stock exchanges of IOSCO menthattrees should comply with

IASC standards (Street, 2002).

The results of this agreement did not materialsentended, for several reasons. The
greatest demand for stock exchange listings caom firms seeking listing on the US
stock exchange, which therefore had to comply Wil Generally Accepted
Accounting Principles (GAAP). This was a requiretng&ipulated by the US Securities
and Exchange Commission (SEC), which exerted a sgong influence within the
IOSCO. Another reason was that the IASC’'s standamdse still incomplete,
particularly those regarding financial instrumenigowever, in 1995 another agreement
was reached with I0SCO, wherein I0SCO assentedntioree IASC standards,
provided the IASC board could finalize a group obre’ standards by 1999 (Street,
2002). This, with great effort, the IOSCO was ablelo by the end of 1998, although
many of the standards thus developed varied, aibesiderably, from those in general

operation in the majority of developed economies.
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In addition, by the mid-1990s IASC standards hadeghgreater acceptance in Europe,
including winning the support of the European Cossiwan, who had previously been
unfavourable towards the IASC. At that time somé¢hee standards met with general
approval, while others were less satisfactory, igtdAS 39, dealing with financial

instruments (Camfferman and Zeff, 2007). Howevdresé standards were not
universally adopted, especially in countries withllvestablished national accounting
systems. They were particularly resisted by the thK,US, Australia and Canada, who
in 1993 set up a group which came to be known aso@Hscuss accounting issues and
possible solutions to them. The US Financial Actmg Standards Board (FASB)

were particularly outspoken in their criticism dfet IASC, and the SEC, while less

vociferous, was also critical.

IASB

In 2001, the International Accounting Standards @uitee changed its name to the
International Accounting Standards Board (IASB) amdierwent major restructuring
(Zeff, 2003). This was largely at the behest of 8€C, without whose support the
members of the board realised that the IASC coubd continue to function.
Nonetheless, due to a very half-hearted endorsenfethie IASC’s core standards in
May 2000 on the part of IOSCO, it looked increakjrasg if US GAAP standards would
prevail over those of the IASC. This did not conb®at, only because the European
Commission has obliged all listed companies inEbeopean Union to use IASs from
2005 for group accounts. This move represente@raeindous advance for the IASC

(soon to be the IASB).
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The EC’s motivation for this action was primarily prevent the virtual hegemony of
the US GAAP and the consequent diminishing of Eeaopinfluence in international
trade and commerce. There are fifteen members enlABB Board, most from

developed countries (IASB, 2010). They are selebtethe IASC Foundation Trustees
on the basis of their relevant technical knowledgel experience rather than from
which part of the world they are (IASB, 2010). Gantly, the IASB and the FASB are
dominant in the domain of financial reporting, witie IASB issuing IFRSs that are

used in the private sector in many countries woidiew

Sir David Tweedie (IASB’s Chair) mentioned that mauniform standards enable
investors worldwide and increase their confidentecompanies’ financial reporting
(Dunne et al., 2008). However, it is argued thaB3AFRSs bear the stamp of some
developed countries, such as the UK and the US,odmelts have identified a strong
Anglo-American influence (Wallace, 1990; Craig abiga, 1996b; Flower, 1997,
Kikuya, 2001; and Fry and Chandler, 2007). Alexarated Archer (2000) investigate
the previous structure of the Board of the IASC asplorted that the majority of its
members came from developed countries. Their foglisupported Rivera’s (1989).
Criticism has also been levelled at the new strectaf the IASB, a structure that the
USA approved but which continental European coastrivere initially against
(Oliverio, 2000). According to Buchanan (2003), th®& brought pressure to bear on the
IFRSs. This raises the question of how suitableGASandards are for developing

countries.

2.4.2 Developed Economies and IFRSs
According to Whittington (2005), the adoption oREs bydeveloped economies was

encouraged by the International Accounting Starsl@@dmmittee (IASC) since its
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establishment in 1973, and particularly after 1985.2000, the set of standards
formulated by the IASC was approved by the Inteomatl Organisation of Securities
Regulators for use by their members. IFRSs are aovepted for foreign entrants by
most international stock exchanges; in the USA, dw@r, they are acceptable, but
accounts must also be compatible with the Generadlgepted Accounting Principles
(GAAP) used in the US. Whittington (2005) also geth out that many countries
formulate their accounting standards taking theermdtional standards as a basis.
Around a hundred countries intend to require mvallFRSs for listed companies in the
near future, if they do not already. For instar€anada has intend to adopt IFRSs by

2011(IAS Plus, 2010).

2.4.2.1European Union and IFRSs
In 1995 the Commission at last admitted that thectiives on financial statements were

inadequate and began attempts to bring about grieétenational harmonisation, both
within and outwith the EU. Since then the Europ&ammmission has tended to
announce that EU firms should use IASB standardsltty and Aerts, 2009). In 1999
the Commission realised the practicalities and fisnéhat could be gained from
greater international harmonisation, and took tievvthat IFRSs appeared to be the
most suitable standards for international finanoéglorting needs (Yu, 2006). In June
2000 the Commission declared that accounting shbeltéarmonised still further and
that all listed European Commission firms oughtissue consolidated financial
statements conforming to IFRS (Whittington, 2005lih and Aerts, 2009).

In order to smooth and encourage cooperation, @&ededse the differences between
EU Directives and IFRSs, EU 2001 and 2003 amendddurth and seventh directives
to make them conform more closely to IAS 39 (Walkowl Aerts, 2009). Since January
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2005, all listed companies in the EU must prephegr financial statements according

to IFRSs (Irvine and Lucas, 2006).

2.4.3 Benefits of and Obstacles to Harmonisation
Global application of a single system of accountiagilitates the understanding of

financial statements from different countries, battthey can be more effectively
compared (Choi and Levich, 1991; Nobes, 1990). Heirt this era of commercial

globalisation, potential investors are able to carepvarious firms’ reports in order to
decide which they prefer to invest in (Larson, 1,9B8rvis et al., 1991). Adopting a
unified accounting system will facilitate the mowemh of capital and other resources
across borders, and decrease the expense invalvéte ipreparation of accounting
statements (Tyrrall et al., 2007). Moreover, immesrof developing nations, the adoption
of IFRSs will help to reduce the expense and timelved in issuing new standards,
increases the efficiency of the stock market andkeamafinancial statements more

understandable (Asharf and Ghani, 2005).

However, accounting harmonisation involves considier expense, although there are
many benefits to be gained from a unified accognsystem. In addition, several
elements must be considered, such as culture, mack@omy and political systems,
which differ considerably from one country to arestiand therefore represent possible
barriers to establishing an accounting systemdaatwork well in all countries (Nobes
and Parker, 2006). Developing countries may haeeiip needs and, as a result, the
IASB may not consider their needs (Perera, 1980addition, professional accounting
bodies may be weak in some countries; this is ohebstacles to harmonising
accounting standards. This is particularly true developing countries, as these
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standards require a strong effort in order to beléemented effectively. Moreover, one
of the orientations of the IASB is to use the fatue method in many cases for assets
and liabilities such as IASs 39/40 and 41, deahvair value. It has been argued that
the objective of this is to provide accounting ss&rth the opportunity to make
decisions based on the evaluation of a compangstasand liabilities (Kosonboov,
2004). However, in some cases, and in most devedoguntries, fair value is difficult
to obtain, as there is an absence of an activeehfsk most assets. This represents one
of the major disadvantages of the fair value mettikamkonboov, 2004). Therefore, this

may reduce reliability compared with historical t{®arth, 1994).

2.5 Summary and Conclusion

In this chapter, the literature related to accounstandards setting has been reviewed.
Then the literature regarding international accmgnivas discussed. Finally, the effort
toward accounting harmonisation, and the benefitsdifficulties have been presented.
The previous literature indicates that the abowtofa have an important influence on
accounting development and have led to accountingrsity. These factors have
therefore been discussed in order to show thelwante on an accounting system. In
addition, as the topic of this study is the suiigbiof IFRSs to Saudi Arabia, these
factors will be discussed in the next chapter vepecific reference to the influence
these factors have on accounting systems in dewmgl@ountries and on the accounting
system in Saudi Arabia, particularly in Chapter -ou

As seen above, the IASC/IASB have made an effodeteelop one accounting system,
and some organisations, such as I0OSCO and the VBari#t, support this orientation.

This has led to an increase in the number of camadopting IFRSs. The next chapter
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reviews existing literature about the adoption ledsie standards and its relevance to

developing countries.
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3 Adoption of IFRSs and Theoretical Framework: Reiew

of the literature

3.1 Introduction

Chapter Two introduced and discussed issues retatedcounting standards setting,
reasons for international accounting differencead aaccounting harmonisation.
Although some of the factors that influence an aotiog system have already been
discussed in Chapter Two, this chapter reconsioieresof these factors in the context
of developing countries, as the case study is Sawabia. It will be necessary to
explore some of these factors in even more deptbnwiliscussing Saudi Arabia
separately in Chapter Four. In addition, the thecakframework will be discussed.
This chapter is organised as follows: section 3stubses previous studies on the
impact of accounting education, the accounting gesibn, cultural, economic
development and economic growth, as well as otlaetofs that can influence
accounting in developing countries. At the end mrsary will be given. Section 3.3
discusses the adoption of IFRSs by developed anela@ng countries, and the
relevance of these standards to developing cosntigection 3.4 discusses the

theoretical framework that will be used in thisdstu
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3.2 Accounting in Developing Countries

Developing countriéshave been defined by many organizations and studiech as
those of the World Bank (2002) and Wallace (198¥th of these studies concluded
that developing countries are in the middle of @roic growth. In addition, the World

Bank defined them as countries of low and middé®inmes.

3.2.1 Variations among Developing Countries
Although some of the factors that can influenceoaaoting systems have been

discussed in the previous chapter (see 2.2), othi#lrde explored in this section in

order to discover their influence on developingrdoes.

Prior studies maintain that the differences betwaeoounting systems in various
countries are caused by economic and institutioiifférences (Nobes, 1998). Other
studies cite cultural differences, with some ofsthatudies being based on Hofstede'’s
Model (Gray, 1988; Salter and Niswander, 1995; €hani and Willett, 2004). The
variations in accounting systems from one countryahother are caused by the

differences in the accounting needs of those cmm(Briston, 1978; Hove, 1986).

2 According to Scott (1970); Perera (1989a); FardP1); Bannock et al. (1992); Selvaraj (1993); and
Lawrence (1996), among others, a developing couniay possess some or all of the following
characteristics, to varying degrees:

e Agriculture and mineral resources form the basithefproduction sector.

e Production is employed for both internal and expgrpurposes, the aim of the latter being to
acquire funds to purchase goods and services frarseas.

e Their economies are in the process of transformatidthout productive industrial production
sectors

There is a high illiteracy rate.

There is an oligarchic political system.

Wealth is concentrated in the hands of a small ritino
The government is heavily involved in the economy.
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Chamisa (2000j states that the differences between developingntdes are
highlighted by the fact that they have a much beoaassortment of economic and

social indicators than do developed countries.

Caution is advised; it could be harmful to attertptgeneralize conclusions from a
study of one country's accounting system as beintalde conclusions for other
developing countries, as environmental and accogntieeds vary from country to
country (Peasnell, 1993). Any important changeshebe factors in any country may
influence the policies and regulations of accountiRor example, a country that is
trying to develop its stock market and attract Fdy need to improve its accounting
system; this may be a motivation for the adoptiérniFiRSs (Zeghal and Mhedhbi,

2006).

3.2.1.1Accounting Education
Education is a significant factor that influencex@unting systems in any country

(Zeghal and Mhedhbi, 2006). According to Bristo@{&), certain developing countries
have based their accounting education system dnothdeveloped countries, such as

the US.Some developing countries were influenced by fereagcounting education

® He mentions that variations between developing t@mare due to certain factors, which he uses to
classify these countries into groups. The firsthelse factors is geographical region (e.g. Afrisia,
Europe and the Middle East); the second, histodoal economic background, such as countries that
were colonised by others (e.g. Mozambique) and tt@msnwhich were colonisers (e.g. Portugal).
Nobes (1998) mentions that the latter factor magiggificant when exploring accounting systems in
developing countries; for example, it may explaiffedences between the accounting system in
Gambia, which was colonised by Britain, and thatG#mbia’s neighbour, Senegal, which was
colonised by France. Chamisa (2000) also mentianmtdes that became communist and then
changed back to capitalism (e.g. Egypt), the grofigleveloping countries with rapid economic
development (e.g. Malaysia and Hong Kong), andallfim countries with abundant natural resources,
such as some of the countries of the Middle Eastuding Saudi Arabia.
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while they were colonized. Countries such as Siaogg@Malaysia and Indonesia, which
were invaded by developed countries and influenoedheir lifestyles and systems,
still use the same system of accounting educatramch might be incapable of
producing accountants able to meet the needs wfdbentries’ economic development
(Yapa, 2003). Accounting information produced adowmy to developed countries’
accounting systems is not useful in making decssicygarding developing countries

(Perera, 1989a).

Education problems in developing countries comenfunsuitable textbooks and an
insufficient number of qualified staff and teachernso might contribute to producing
gualified secondary school graduates (Halbouni5208loreover, Agami and Alkafaji
(1978, p. 195) maintain that:

“An educational system which is effective in onentoy might poorly serve
the educational needs of another country if theiomst have drastically
different economic systems or social and cultuedtisgs.”

Briston (1978) also found that the professionabaating philosophy in Indonesia was
based on that of the US and many of the texts tsddach accounting in Indonesia
were American. Gulf nations have also been infleeniby the accounting systems of
developed countries in that they rely mainly ontf& and the UK for their accounting
textbooks. In Saudi Arabia, for example, many Ameani textbooks are translated into
Arabic and used to teach university students. Ma¥goSaudi Arabia also uses
Egyptian textbooks, which have been influenced bgn€h and British accounting

systems (Ernst and Young, 1993).
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Among developing countries, education may contaltot shaping accounting systems
and may particularly influence the adoption of astng standards within the country.
For example, the level of adoption of IFRSs by d@weg countries may differ from

one country to another depending on the educatieel lof the accountancy staff, who
need considerable training in professional judgni8treet, 2002). Zeghal and Mhedhbi
(2006) find a positive relationship between levéleducation and the adoption of
IFRSs in developing countries, as developing coestwvith a high education level and

well-trained accounting staffs are more capabladaipting IFRSs.

In summary, it can be said that the developmerddofcation in developing countries
may be influenced by developed countries and may swt their accounting

information needs (Kosonboov, 2004). Moreover, @tacte education may also
represent a barrier to the development of accograystems in developing countries.
Unqualified accountants and low levels of educatiod training may be two obstacles

to some countries’ adoption of IFRSs (Zeghal anckditbi, 2006).

3.2.1.2Accounting Profession
Many developing countries suffer from a lack of @auting professionals, as

accounting education is inadequate. Moreover, imesodeveloping countries
accounting is not even recognized as a profesa®iit, is in developed countries such

the US and the UK (Radebaugh, 1975).

The accounting professions in five Asian countiiEklaysia, Singapore, Indonesia,
Philippines and Thailand) were compared and coteridsy Ninsuvannakul in his 1988
study. The findings of this study indicate thahaligh these countries chose to develop
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their accounting professions in a comparable marthey did not achieve the same
results due to the variations in the degree to lwhiweir trading economies had
developed. Auditing characteristics in Asian co@strwere investigated by Favere-
Marchesi (2000), who recommended that auditingdsteds in Vietnam, Brunei and
Thailand be raised through the introduction ofcstrules for ongoing professional

education.

According to Chamisa (2000), three factors thattromte to the difficulties in
developing accounting in developing countries aedearth of funds, a scarcity of
skilled personnel, and insufficient experience e formulation of local accounting
standards. Xiang (1998), in his study of Chinesmanting standards, draws attention
to the problems that arise from a shortage of gsadmal or independent auditors, and
points out that professional discernment on the piaboth management and auditors
would be necessary in order to bring IFRSs origngain Anglo-American countries

into effect.

3.2.1.3Culture Studies
Culture and its influence on accounting systemsheen discussed earlier (see 2.2.3).

In this section literature dealing specifically vileveloping countries will be explored.
Hofstede’'s Model was used by Chow et al. (1995 tomparative study of culture in
China and Anglo-American countries. They found malmgstic differences in the
accounting system, indicating that it is often idifft to adopt the accounting standards

of one country to another country.
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Based on Hofstede’s four cultural values, Pere(a389b) generalised perception of
developing countries was that they were colledtiiserefore having a low level of
accounting professionalism (Gray, 1988), and theythad a strong degree of
uncertainty avoidance and significant levels of podistance. A high level of secrecy
in developing countries may influence accountingcpice by leading to a low level of
information that should disclosed (Arpan and Radgha 1985; Jaggi, 1975). As a
result, external auditors may have difficultiesoistaining the information they require
(Arpan and Radebaugh, 1985). In addition, any megahformation involving any
individuals related to accounting practice may bptksecret. For example, companies
may keep secret any information that may harm tbemfluence investors’ confidence

in these companies.

According to Kantor et al. (1995), Arab countries aimilar in their religion, culture

and legal systems. Hofstede (1980) classifies Ammtries into a homogenous group
including Saudi Arabia, Egypt, Lebanon, Libya, lraod Kuwait. These countries are
presented as having large power distance, low ididalism, high masculinity and high
uncertainty avoidance (Kantor et al., 1995). Howegeme differences in accounting
systems exist between them. For example, Saudii@fads regulations and policies

that may be different from other Gulf countriesg(&ection 5 for these differences).

Different cultures within developing countries miaad to differences in accounting
systems. Nobes (1998) notes that one country’stamtopf an accounting system may
be attractive to other countries sharing a sintldture. For example, the adoption of
IASB standards may be easier and more attractiveléoeloping countries that are

influenced by Anglo-American culture (Zeghal and edhbi, 2006). The English
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language may be a factor marking a difference batwaeveloping countries with
regards to the adoption of IFRSs, as English faslithe adoption of IFRSs by
developing countries where English is spoken mbsen tin countries which do not

speak English (Abd-Elsalam and Weetman, 2003).

3.2.1.4Economic Development and Growth
Many studies have focussed on the relationship dmtweconomic growth and

accounting systems in developing countries. A sfroelationship exists between
accounting and various environmental factors, sasheconomic growth (Cooke and
Wallace, 1990). Moreover, there is also a positiglationship between economic
growth, the securities market and accounting inédrom in developing countries

(Sedaghat et al., 1994).

In most developing countries the government is ieawolved in economic activities.

This could be partially due to the political sturet predominant in such countries, their
dependence on natural resources as a source oicénand a small, or even non-
existent, private sector. The high degree of gawemt involvement in economic

activities affects the process of accounting stedglaetting in various ways. For
instance, the government will be the main usercgbanting information and may set
standards which suit its own ends (e.g. Perera9d)98In addition, accounting

standards could be incorporated into legislatiog. (&IHashim and Arpan, 1988), and
government involvement in setting accounting statglamay be necessary if the
accounting profession is underdeveloped or nontentisand therefore incapable of

setting standards, or of setting them within a seable time scale (e.g. AAA, 1978).
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The reliability of financial disclosure may also ibgproved if legal disclosure standards

are in existence (Jaggi, 1975).

Many Arab countries have been classified by the lavBank as low income, such as
Egypt, or high income, such as the Gulf countriesluding Saudi Arabia. However,
the majority of these countries, including Saudatia, have economically inefficient
stock markets (Kantor et al., 1995). This may sagdleat accounting systems were
designed more to serve governments. However, srak countries are currently
starting to rethink their accounting system in oreassist in increasing the efficiency
of the stock market and increasing investors’ aerice, as most of the countries have

adopted IFRSs.

In developing countries, economic factors play gomeole in shaping the accounting
system. It has been argued that in countries wiheréevel of economic development is
high, the accounting system has become more impodiae to its association with

economic development (Zeghal and Mhedhbi, 2006)rthEtmore, developing

countries which are more open to external econgnpiadicularly those of developed
countries, consider the adoption of an internati@eaounting system more frequently
than those countries which are not (Zeghal andd¥lbe 2006). This may be because
these countries need to satisfy or influence dgezlocountries, where greater
importance is placed on the private sector and thei is therefore the maximisation of

shareholders’ wealth.

Furthermore, developing countries where capitalketarexist try to adopt accounting

systems that may provide more disclosure thatlgflefor investors’ decision-making
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(Adhikari and Tondkar, 1992), because accountirfigrination has come to be more
important for the public (Nobes, 1998). In most @eping countries, financial

reporting is the main source of accounting infoiorafor investors (Chamisa, 2000).
In addition, it has been argued that the existeviceapital markets in developing
countries is one of the motivations for these coestto adopt IFRSs (Adhikari and
Tondkar, 1992). This suggests that capital manketg play a role in a country’s choice

of accounting standards.

3.2.1.5Colonialism
Many developing countries have been colonised weldped countries, such as the

UK and France, and they have been influenced byattoeunting practices of these
colonial powers (Choi and Mueller, 1978; Meek araudagran, 1990; Baydoun and

Willett, 1995).

British influence in several countries is very leegtablished. The British Companies
Act, together with customary reporting and auditiegiuirements, was imposed on
virtually all of the countries where industry hadeln developed to any great extent
under British colonial rule (Briston, 1978, pp.10U8). In the view of Briston (1978)
and Hove (1986), among others, such an influenseltee in a situation where
developing countries’ accounting practices may meflect these countries’
requirements, because of cultural differences batwdeveloped and developing
countries. For example, the specific rules of disate that Western countries follow
may not be relevant to developing countries’ ussrds (Baydoun and Willett, 1995).
In Egypt, accounting regulations provide more dethirules concerning how
accounting transactions must be recorded and fialreporting prepared. These may
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not be culturally suitable for Egyptian accountamtsen applying IFRSs, which in

some cases use professional judgment (Dahawy, 208R).

Some Arab countries have been influenced by cadtiois by developed countries; as a
result their accounting system has been affectetthdse countries. For instance, Egypt
has adopted elements of both the French and Batisbunting systems (Kantor et al.,
1995). Egypt’'s accounting system may be differentf the accounting systems in
other Arabian countries that were not colonisedlbyeloped countries, such as Saudi

Arabia.

3.2.1.6Legal System
It was noted that legal systems influence accogrgystems, leading to differences in

accounting systems between countries (see 3.1Hg.ldgal systems of developing
countries may cause differences in accounting Bystas some of these countries have
been influenced by the legal systems of developmthicies and may therefore be
different from countries which have not been thnffuenced. For example, in Africa
French law has been an influence in many counthesugh colonialism (Jaggi and
Low, 2000). In other developing countries, suchsame Arab countries, including
Saudi Arabia, the legal system may be influencedetigion. The accounting system
will then be different from those of other develagicountries in which religion does
not have such an influence. In Chapter four thituémce will be discussed with

specific reference to Saudi Arabia.

Some former Soviet countries are influenced byrthéstory, and their accounting
systems have their origins in the Soviet plan/chadged system (Bailey, 1995). For
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example, in Kazakhstan, accounting system cordrekercised over enterprises’ assets
and operations with the aim of measuring the extdérthe alignment of enterprises’
performance with the goals of the national econgptaa (Tyrrall et al., 2007). Another
example is found in Thailand, where a macro-usemted approach is used in
accounting. In addition, Thai accounting regulasidvave traditionally favoured a more
conservative, credit-oriented, and tax-driven aotiog system, similar to that in Japan

(Saudagaran and Diga, 1997).

3.2.1.70ther Influences
Influences on accounting in developing countriesy ntc@me from some finance

providers, including organisations such as the Wdkhnk and the International
Monetary Fund (IMF), or from other organisationacls as international accounting
firms (IAFs) and multinational companies (MNCSs).i§ Imfluence may drive some of

the accounting systems of developed countries.

3.2.1.7.1 Sources of Finance
From the previous discussion it can be seen thatstburces of finance play an

important role in influencing the accounting sysseof different countries, resulting in
variations between countries’ accounting systeansl their different methods for

sourcing finance (see 2.2.2).

Nobes (1998) notes that finance providers withinoantry may lead to accounting
differences between countries, stating that fingmroeiders may be internal, such as
banks, the government and family, or external, saglshareholders. Most developing
countries are, according to Nobes’s classificatlmased on internal finance providers.
As a result, timely and frequent accounting infotioraare required (Nobes, 1998) (see

section 2.3.1.2 for more detail). This is the dassome developing countries, such as
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Saudi Arabia, as well as in some other Arab coestrHowever, with the current
development of the stock market in Saudi Arabiavijglers may become external
finance providers, which are beginning to increa&e. a result, there will be an

increasing need for greater disclosure to the publi

In the case of other developing countries, the Wdhank plays a major role by

providing loans, as does the International Monekargd. These organizations attempt
to have an effect on accounting regulations ingh@sintries, for example by exerting
pressure on them to adopt IFRSs (Karim, 2001). & loeganisations use IFRS adoption
as a condition for receiving their funds (Chami2@00). This was the case for the
World Bank, which insisted that Kazakhstan ado®3E as a condition of its continued
economic aid (Tyrrall et al., 2007). It may therefde inferred that some other poor,
developing countries, such as some African cowtrieay be influenced by the

demands of the World Bank.

Many developing countries have been prompted bywoeld Bank and the IMF to

adopt privatization policies. These organizationieldva great deal of power in the
management of the present-day global capitalistesygAnnisette, 2004). However,
the degree of influence these organisations hawe beadifferent among developing
countries, as these organisations may not influgheeaccounting systems of some
developing countries, such as Saudi Arabia. Saualbia is rich and thus the influence

of these organisations may not be present.

3.2.1.7.2 International Accounting Firms (IAFs)
Some authors have indicated that IAFs are sigmfichannels for developed countries

to transfer their accounting technology and infleeraccounting practices (Perera,
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1989a; Briston, 1990; Rahman et al., 2002). Acecydio Hove (1986), these firms
provide training programmes and offer scholarshipfocal people. As a result, they
can have an impact on accounting practice and tsm iafluence the choice of
accounting standards. According to Al-Rumaihi (199&Fs are influential due to their
size, reputation, expertise and global presence,tla® major roles they play in both
national and international accounting bodies (Brgston, 1990). In Kuwait lenders and
investors have more confidence in the reliabilityimancial statements audited by local
accounting firms which are joined to one of the $Ahan in those audited by local

accounting firms which do not have such an affdiatAl-Mudhaf, 1990).

3.2.1.7.3 Foreign Companies
Foreign companies are one of the principal wayswhich accounting ideas and

procedures are transferred from one country tohemofThere is nothing new in this.
For instance, double-entry bookkeeping and otherowatting procedures were
introduced into England and other European cowntiiethe 18 century through

trading with companies in Italy (Lee, 1975).

According to Al-Rumihi (1997), the structure of acating standards adopted in
developing nations is influenced by multinationatporations (MNCs) because of the
economic power wielded by these companies, a powkh stems from their size as
well as from the diverse and international natufeheir activities. Rahman (1987)
indicates how MNCs affect the structure and formaoitaof accounting standards in
developing countries:
¢ MNCs, due to their economic power, may collabotatstop governments from
setting accounting standards that may be counténeadVNCs’ interests, and
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may also exert their influence on international amigations such as the
International Monetary Fund and the World Bank t@kenthem put pressure on

developing countries not to set such standards.

e In addition, due to their financial capacity, MN@e able to employ pressure
groups to oppose governments that wish to estahfifaxible accounting

regulations.

e Developing countries have recently been trying titraet international
investment (see also Cooke and Wallace, 1990) entharefore unlikely to set
the type of accounting standards which, althougly timay be suitable for the

country’s requirements, could deter foreign investo

3.2.2 Summary
Previous studies show that accounting systems weldeging countries may be

influenced by some factors, including the accognprofession, accounting education,
culture, economic development and economic groMitbreover, accounting systems in
developing countries may differ based on the degwe&hich these factors influence
each accounting system, as mentioned previouslys Tdicates that all or most
developing countries should consider their indigidtequirements and not think that

accounting systems among developing countrieshareame.

Islamic developing countries need an accountingesysthat serves their religious

need$and takes into consideration the economic elemeih&haria law, such as the

4 Khan (1994) notes the following accounting infotima required by an Islamic society:
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preparation of true figures for Zakat purposes,gt@hibition of riba (interest) and the

use of accounting as a way to achieve Islamic adetility (Taheri, 2000).

One of the main problems that developing countsiefer from is education level,
which may directly influence the choice of accongtsystems in these countries. In
addition, some developing countries suffer from aakv accounting profession.
Although some developing countries have chosendaptalFRSs as a quick way of
establishing accounting standards (Al-Rumahi, 1988se standards require qualified
accounting personnel to implement them appropyiafehe next section discusses the

adoption of IFRSs by developing countries.

3.3 The Adoption of IFRSs by Developing Countries

This section discusses the motivations for develpgountries to adopt IFRSs, as well
as the pressure they face to do so. It also dissuise acceptance of IFRSs by
developing countries and emerging economies, are rtdevance of IFRSs to

developing countries and emerging economies.

e The real figure of Zakat due and the accounts daZaupervisory agencies; the collections,
distribution and effect of Zakat.
The fairness with which an enterprise deals witeinployees.
The extent to which an enterprise fulfils its prees and honours its contracts.
The effect of the enterprise on its environment.
The adherence to Islamic precepts of businesssetifi@n enterprise in its transactions with
customers, competitors, the government and otrenags; and

e The enterprise’s contribution toward the social aadnomic development of society.
Furthermore, Abuhmaira (2006) asserts that accogntiformation should offer information on Sharia
compliance, report prohibited transactions and ubke of income gained from such transactions, and
proceeds according to the ex-auditing contracebéished by the Sharia’h committee.
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3.3.1 The Motivation, Pressure and Support for Adopting FRSs
According to Whittington (2005), a possible motator the adoption of IFRSs is the

requirement for a global language of accountancyecmirement which came about
because of the growing internationalisation of dpnarkets. International accounting
standards facilitate comparisons between firms aipgy in the same markets while
having headquarters in different countries. Consion of the accounts of such firms
would also be greatly facilitated by the existermfea common set of accounting
standards. Moreover, in countries where no natic@iounting standards exist,
adopting international standards would mean they ttould rapidly inspire confidence

when entering global capital markets (Whittingta@05).

In addition to the above, Fry and Chandler (20@&jesthat adoption or modification of
IFRSs by developing countries saves the time afwdtefhich would be required to set
their own national standards. It is also held bypneahat adopting IFRSs leads to a
better quality of accounting in developing courdri€lurner, 1983), and thus to
increased competitiveness in the international tabpnarket (Saudagaran and Diga,
2003). IFRSs can also be seen as a good opportfmitydeveloping countries.

According to Saudagaran and Diga (1997), in additoothe cost-saving aspect of their
adoption, IASs/IFRSs are theoretically not a reitet of the accounting policies of a
single country, and adopting them can thereforeabenalized more easily from a

political point of view.

However, in some cases adoption may not be optigoate developing countries may
adopt IFRSs because of pressure or influence frémexbernal or international

organisations such as these uses IFRS adoptiorcasdiion of providing assistance.
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These include the World Bank, the International ®tany Fund (IMF), and
international accounting firms (IAFs) (Rahman, 20@@ooper and Morris, 2004;
Sucher and Alexander, 2004). International accaogriirms (IAFs) can also play a role
in influencing developing countries and emergingreanies to adopt IFRSs (Cooper et
al., 1998; Chand, 2005). According to Street an@yG§{2002), countries may be
motivated to comply with IFRSs if they wish theirdinesses to be listed overseas, or if
they may wish auditing to be carried out by an [#d¥ further details of IAF influence,

see 3.2.1.7.2).

On the other hand, some Arab countries, such adi @aabia, have Sharia law as a
guide in all aspects of life, and find that it istralways easily compatible with IFRSSs;
certain issues must be considered. For exampkmisllaw forbids interest, but no
provision is made for this in IFRSs (Hussain et a002). The factor of religion is
therefore one of the environmental factors which e investigated in this research in

order to discover to what extent it will affect tredevance of IFRSs to Saudi Arabia.

In the present day, free trade puts pressure on &Q6tries to adopt IFRSs. The UAE,
for example, has established Free Trade Zones whpiesent the largest trading zone
in the Middle East. This has led the UAE to addfR$s in order to internationalise
forms of financial reporting (Haswell and McKinno20D03). Some GCC countries
enjoy a good relationship with the European Unieb), and the exchange of trading is
increasing. This has also led GCC countries to atlpSs, as since January 2005, all
companies listed in the EU must prepare their tredrstatements according to IFRSs

(Irvine and Lucas, 2006).
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3.3.2 The Acceptance of IFRSs by Developing Countries andemerging
Economies

Saudagaran and Diga (2000) argue that the majofityeveloping nations adopting
IFRSs do so as a way of gaining acceptability m ititernational business world but
with no genuine intention of making the fundamenthbnges to their economic,
political and cultural environments that would kexessary for the high-quality reports

demanded by IFRSs.

By the 1990s most emerging economies that were rendf the IASC had adopted
IASs (Cairns, 1990; Gernon et al., 1990) withowagly adapting them, or in some
cases without adapting them at all (IASC, 2000)akding to Street et al. (1999) many
firms, both national and international, are willpw@gdopting IFRSs, which means that

IFRSs are achieving acceptability by firms in agtical way.

Some Arab countries in the Middle East have adopf#tlSs. Egypt, for example,
adopted IASs gradually between 1987 and 1992. Tareréwenty Egyptian accounting
standards (EASs) which are almost identical to LARp/pt then adopted IASs in 1993
through its capital market law, and in 1996 the rameounting board was established
and began to issue Egyptian accounting standandf®rooing to 1ASs (Abd-Elsalam,

1999).

In Jordan, the Society of Public Accounting waslesshed in 1987 to serve accounting
needs. However, until 1988 this association was afge to develop accounting
objectives in Jordan; the information given by fin&l reporting was insufficient to
serve users’ needs and the companies did not krfoehwgtandards they should follow.

The accounting profession in Jordan therefore rescended a move towards the
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adoption of the IASs (Al-Rai and Dahmash, 1998)teAfconsidering environmental
factors, they concluded that the adoption of IASdhe principal accounting standards

in Jordan would be useful.

According to Al- Shammari (2005), in June 2003 tRelf Co-Operation Council
Accounting and Auditing Organisation (GCCAAO) firmd the first draft of its
accounting and auditing conceptual framework (GCQAAR003b). This framework
proposes that accounting standards appropriateetbusiness environment of the Golf
Co-Operation Council (GCC) countries should be dase IFRSs issued by the IASB.
This is logical in that IFRSs have been acceptedlbCC member states apart from
Saudi Arabia, which adopts them in cases wheretiseno Saudi standard (GCCAAO,
2003a). Irvine and Lucas (2006) state that the WB&ted Arab Emirates) requires its
banks and companies listed on the stock exchangeefrare their financial statements

according to IFRSs.

Following this discussion of the acceptance of IER$ many developing countries, the
guestions which arise are how relevant IFRSs atbege countries, and to what extent

are they able to satisfy the countries’ needs @ef®89; Mir and Rahman, 2005).

3.3.3 The Relevance of IFRSs
Considerable debate has arisen as to the relevadnEdRSs to developing countries.

One school of thought holds that IFRSs are as egiglk to developing countries as
they are to developed countries (Cairns, 1990).esgmstill further and claim that the
adoption of international accounting standards wolglad to economic growth in
developing nations (Larson, 1993). However, thiads a widespread view and it has
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met with considerable criticism from other quartdos example from Samuels (1993)

in his criticism of Larson (1993).

How suitable IFRSs are for emerging economies diffeom country to country,
depending on many varying elements. These elenmecitele the economic, political,
cultural and legal environments, as well as thentgis historical background. This
topic has aroused considerable controversy amaegstrchers, with some, such as
Briston (1978), Samuels and Oliga (1982), Pereg894), and Hove (1986) expressing
doubts as to the relevance of IASs to developinght@s. Some of these papers have
generalised their findings although they examinecdfe countries. Their unsurprising
and rather obvious conclusion is that the needdeskloping countries differ from
those of Western countries. However, this conclussoonly to be expected, due to the
limitations inherent in examining developing couggras a homogenous unit while
ignoring the fundamental differences between suatuntries, not only in
socioeconomic terms but also in their relative esagf development, and in comparing

them to the very different environment of Westeoaordries.

Others papers examine a single case study or twe studies from developing
countries, include those of Prather-Kinsey (2006pwses Mexico and South Africa,
Lin and Chen (2000) who use China, Chamisa who bs#sBotswana and Zimbabwe
(1994), and only Zimbabwe (2000), and Perera (19850 uses Sri Lanka. The
conclusions of the papers in this group differ dejieg on the type of economy, the
history of development and the sociopolitical ditora in the country. However, some
of these studies conclude that IFRSs are relevahtwauld be beneficial to countries

such as Zimbabwe, Mexico, and South Africa, attiiigy this to the advantages of
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accounting harmonization (see 2.4.2). In contre@te find that the harmonization of
IFRSs would be pointless or even detrimental tontwes such as Sri Lanka, Egypt and
many others; they attribute this to the disadvasgagf accounting harmonization (see
2.4.2).

As IASs are by nature complex and elaborate, doudpht be cast on their relevance to
developing nations where both the economy and tegorstandards are under-
developed. Carlson (1997) argues that, althougtaicerules of accountancy are
applicable to all countries no matter what theiagst of economic development,
elaborate and refined reporting requirements may shperfluous in emerging

economies. Hove (1986) suggests that IASs may motsuitable for developing

countries as their accounting aims differ from #tho§developed economies.

It has been suggested that the IASB is concernedlaply with developed countries
where there are strong private sectors and capaskets, and has therefore formulated
IASs bearing in mind the requirements of such coesit rather than those of less
developed ones (Samuels and Oliga, 1982; Rive&9)1€hamisa (2000), based on the
findings of his case study of Zimbabwe, concludeat tiIASs are appropriate to
developing countries, provided that they are cépitaconomies with a strong private
sector and a capital market. This result is coaststvith Chamisa (2000), who finds
that IASs have become relevant to developing natdhre to ever-increasing economic

and commercial globalisation.

In other studies, the adoption of IFRSs is congiddreneficial for developing countries.
According to Roussey (1992), IASs enable developmgntries to provide accounting

information relatively cheaply and easily, whiletla¢ same time encouraging investors.
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In addition, El-Gazzar et al. (1999) assert that tise of IASs in the preparation of
financial statement assists comparability betwemnpanies in different countries and

may also encourage confidence in a country’s firdmeporting.

The relevance of IFRS to Kazakhastan has been erdnhy Tyrrall et al. (2007), and
they conclude that IFRSs are required for the berddf international investors.
However, to fulfil this requirement it would be mssary to implement IFRSs only
gradually and in certain appropriate matters, rathan adopting them in their entirety
at present. Nonetheless, this situation may chantfee future, as the private sector and
private capital markets are developing, which cooddan that IFRSs will become

increasingly relevant (Tyrrall et al., 2007).

Halbouni (2005) also conducted a survey in Joradasstigating the suitability of IASs
to Jordan. Her study used questionnaire methodsltect primary data. The findings
indicate that the respondents’ backgrounds affedteslr answers regarding the
suitability of IASs to Jordan. Moreover, the fingsalso showed that the IASB is able
to produce accounting standards that can be useéveloping countries. Moreover,
the Jordanian regulators’ motivation for adoptiAg$ was to increase the reliability of

Jordanian financial information.

In their 2002 study Joshi and Ramadhan investigapagions on IASs from members
of the accountancy profession employed by smatjelg family-run firms in Bahrain.
Their study also investigates the appropriatends$A8s to the type of company
involved in the study with regard to the relatioipshetween cost and benefit, an often

controversial matter. Twenty-two of the thirty-ssempanies (85.2%) claimed not to
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have any problems with the interpretation of IABswever, while the majority of the
companies (twenty-five) maintained that their actants were capable of preparing
financial statements that complied with IASs, ofdyrteen had offered their staff any
training in such preparation (Joshi and Ramadh@®2f Twenty-two of the companies
stated that the implementation of IASs did not tesuany major expense for them,
while the overwhelming majority (twenty-six, repeesing 92.8%) stated that IASs
were very useful in helping reach the aims of thieaincial reporting and enhancing its
efficiency. Joshi and Ramadhan (2002) also poiatgdhat several international bodies,
such as the World Bank and the IASB, believe inrtlevance of IASs to developing

nations.

Aljifri and Khasharmeh (2006) examine the stabildf IASs in the United Arab
Emirates. The findings show that company size sgaificant factor affecting 1AS
adoption. The findings also show that the qualityimancial reporting improved after
the adoption of IASs. Moreover, the adoption of $ABroduced more advantages,

which may encourage other companies to adopt them.

3.3.3.1Summary
This section has reviewed previous studies invastig the suitability of IFRSs to

developing countries, including a number of Aralurdoies. Most of these studies
reached the similar conclusion that the adoptiohdA&s by developing countries
brings advantages such as increased comparabilitinancial reporting between
countries, and an increase in investor confidefdt¢ese advantages may lead most
developing countries to adopt these standards utitbensidering of the environmental
context of the country. These studies also merthah some developing countries may
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face certain difficulties in adopting these standdaasnd in some cases adoption may be
disadvantageous for these countries (see e.g.a&P€t885). However, other studies
found that IAS adoption did not give rise to probe(see e.g. Joshi and Ramadhan,

2002).

All of these studies, particularly those focusing Arab countries, have ignored the
factor of religion, or did not consider this facttr be an important influence on
accounting regulations. For example, Abd-Elsala890y stated that listed companies
in Egypt are not influenced by Islam. Religion wlbt be overlooked in this study, as
Islam is one of the most important factors in juxdgthe relevance of IFRSs to Saudi
Arabia. Furthermore, all the studies examined $jge@ountries; however, it is
important to point out that developing countriee aonetheless heterogeneous and
what may apply to one may not apply to otherss lthierefore inappropriate to make
generalisations as to the relevance of IASs to ldpugg countries, even if they have
similar cultures (such as GCC countries) becausseticountries may differ from each
other based on their own regulations. Some diffegsrare listed:

e Saudi Arabia attempts to apply Islamic law to @bmomic transactions. As a

result, Zakat must be taken into consideration.calinpanies must pay this to

the government and this must be indicated in tHancial statements.

® Abd-Elsalam (1999) examines the introduction angliagtion of IASs to accounting disclosure
regulations of capital markets in developing coestr using Egypt as a case study. Her study
demonstrates that accounting disclosure by listedpanies in Egypt increased considerably in the fou
years between 1991 and 1995. The greatest CMLodigd was found to be on the part of the biggest
companies in the public sector trading on the HEgyptStock Exchange, while the greatest IASs
disclosure came from firms that were audited by @fiethe six major international accountancy
companies (Abd-Elsalam, 1999). There is no singlear explanation for these findings, although
theories regarding the link between the featurgsadficular firms and their different disclosuregtices

are examined in this study, as are theories commemamency and capital requirements. The study also
discusses the significance for policy-making agsiom the findings.
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Moreover, SOCPA has issued standards for Zakatt@ndsee Chapter four).
On the other hand, other Gulf Countries do not lgadards dealing with this
matter, and Zakat is not compulsory. Hussain et28l02) examine accounting
standards and financial statements and find thareds Saudi Arabia collected
Zakat from Saudi and GCC shareholders, this washeotase in the rest of the
Gulf countries. Furthermore, in Saudi Arabia taxcdlected from foreign
shareholders by deducting a certain amount fromdwgends distributed to
them. On the other hand, tax in Oman is paid by pames without
differentiation between nationals of Gulf countréesd foreign countries, and in

amounts based on the size of their staff (Husdaéh,e2002).

All banks in Saudi Arabia are required to appoimb texternal auditors, who
should have at least five years’ experience andeggstered by the Saudi
Ministry of Commerce. However, in some of the ot C countries only one
external auditor is required. (Hussain et al., 2008is may reflect the strength
of the regulatory body. As will be discussed laten, enforcement body is
important to implement accounting standards effetfi(see Ashraf and Ghani,
2005). It seems that SAMA is a stronger regulatoogy within the banking
sector than the bodies of other GCCs. This wilréiected in the accounting
standards implemented and will contribute to primgd information for

investors.

In addition to the above, in Saudi Arabia the Mirjisof Commerce accords
SOCPA the authority to issue accounting standanid,SOCPA has the right to

grant licences to public accountants. This is hetdase in other GCC countries,
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where only the governments have not delegated agnland control of the

accounting and auditing professions (Al-Shamm#&953).

Based on the previous literature, and to the biegti® researcher’'s knowledge, there is
no study in existence prior to the present thds$ €xamines the relevance of IFRSs
specifically to Saudi Arabia. This represents acaesh gap in the area of IFRS
suitability for developing countries (Saudi Arahiaich until now has been neglected
in existing literature. This study will thus focus Saudi Arabia, which may be
interesting for several reasons, particularly asilit consider the influence of religion
and cultural factors on the adoption of IFRSs. Mweeg, this study comes after the
recent development of the Saudi stock market ared rdpid increase of listed
companies in the Saudi stock market, in additiothéocountry’s efforts to attract FDI.
Moreover, this study was conducted after SAMA’'sisien that all Saudi Arabian
financial institutions must prepare their finanai@porting according to IFRSs and the
application of SOCPA, that other listed compantezutd use IFRSs in the absence of a
suitable SAS. This study will collect stakeholdepgrspectives on these decisions, in
addition to exploring their perspectives on whettgrse decisions are in accordance
with the development of economics in Saudi Arabrad gahe world. Moreover,
stakeholders’ perceptions about the current acaoysystem after those two decisions,
and its ability to serve Saudi users’ needs, wdl dathered. As a result, this study
investigates the suitability of IFRSs to Saudi Asahnd examines their impact on the

quality of financial reporting.

59



3.4 Theoretical Framework

This section outlines the political nature of aguing standards setting and discusses

the Islamic accountability framework and the demisusefulness approach.

3.4.1 The Political Nature of Accounting Standards Settig
Prior literature argues that accounting standattihgds a political activity and not only

technical in nature (Zeff, 1972; Solomons, 1978yldaand Turley, 1986; Matthews
and Perera, 1996; Fogarty, 1992; Fogarty etl&94; McLeay et al., 2000; Stoddart,

2000; and Brown and Tarca, 2001; Georgiou et BD42Kwok and Sharp, 2005).

Kwok and Sharp (2005) argue that the importancethef final stage of setting
accounting standards is not only to reach the &miranswer” but to make choices
between differing views of interested groups thatyressentially conflict. Therefore,
the possibility that accounting standards may mosditisfactory to all interested parties
is a potential concern (Yu, 2006). Thus, a groug.(enanagers, investors, auditors,
etc.) that is affected by accounting standards waftempt to influence accounting
standard setting rules according to their own neegseferences (Matthew and Perera,
1996, p.117). This action is collectively refertedlobbying” (Sutton, 1984). The next
section discuses the interested parties and thaivations for lobbying for accounting

standards.

3.4.1.1Lobbyists and their Motivations
Prior studies have identified some groups that aféect accounting standards setting

(e.g. auditors, preparers/managers, users, etgldfTand Turley, 1986; Nobes, 1992;
Tandy and Wilburn, 1996; Larson, 1997; McLeay et2000; Hill et al., 2002). These
groups attempt to lobby for their preferred accounstandards in order to protect their

own interests (Brown and Tarca, 2001; Deegan anerrdan, 2006). Each group has
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different interests and incentives, and attemptstioence the government or other
regulatory body to put into place legislation theahgs them economic benefits (Kwok,

2005; Deegan and Unerman, 2006).

Internationally and in IASC/IASB standards, resbars have found that the proposal
of accounting standards is still under the inflleet interested parties. Guenther and
Hussein (1995) use the case of FIFO accounting adsths an example and find that
the IASC provided more alternative methods to €fioal acceptance from those who
voted on this proposal. Furthermore, it was noked the influence on the IASC was a
combination of interest from the US and the UK (Kgmand Larson, 1993; Hove, 1990).
However, the US contributed less to IASB projebtmtany EU country such as the UK
(Larson, 2007). Hansen (2010) provides evidencesihecess in lobbying the IASB is
associated with the ability of the country to impan the viability of the IASB,
measured by financial contributions and the sizénefcapital market in that country.
More discussion about lobbyist groups and theiremtiwes for lobbying will be

presented next.

Users

According to Alexander et al. (2007), users of ficial statements differ according to

their needs, and include investors, employers, lgrgp customers, etc. For example,
investors need information that can help them ndd@sions (e.g. whether to buy or
sell). Customers need information that can helpntkeow whether the enterprise will

continue or not, particularly if they are long-ted®alers. Lenders need information that
can help them determine whether they will be paleknvdue, etc. Users of financial

statements need full disclosure of the informatioat they require when dealing with
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accounting standards (Saemann, 1999), and incgedisenlevel of disclosure is also
necessary (Kelly and Newton, 1980; Miller and Reddi1986). This may be because
users of external accounting information may nad fadditional information easily

provided when they need it (Kosonboov, 2004).

According to Gavens et al. (1989), a financial iation user’s decision to make
submissions concerning the proposed standards depenthe extent to which they
think the standard setters will be influenced bgnth Weetman et al. &996) findings
reveal that the reason users frequently do notorespo written submissions was that
they (users) felt it was pointless. Whereas Sufi®@84) found that rich investors are
more likely to lobby than consumers of financiatetments, Weetman et al. (1996)
suggested that they saw greater disclosure as aovpgrmitting them to ask more
specific questions. On the other hand, Tandy anlbwf (1992) and McLeay et al.
(2000) are of the opinion that preparers are mueknied to lobby than users. This view
Is consistent with Kwok’s (2005) findings, whichdionate that although benefits for
users groups are the primary target of IASs/IFRBs, changes that been made on
segment reporting and intangible assets projedisate that preparers had a significant

influence.

Academics

Several researchers recognize academics as a gf@ageounting standards lobbyists.
Academics may lobby by supplying theories as inputhe final choices of accounting
standards (Taylor and Turley, 1986). However, thiitg of academics to influence
accounting standards setting may differ among c@mstFor example, Tandy and

Wilburn (1996) found that American academics havinged influence on American
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accounting standard setters. Tandy and Wilburn esstgd that the limited power of
academics to influence accounting standards settingtheir feeling that they

(academics) have low probability to lobby accoumtstandards. On the other hand,
academic communities in some countries may have miban influence on the setting
of accounting standards; this may be true in bewebbping and developed countries.
For example, McLeay et al. (2000) found that Gerrmaaademics exerted influence

over accounting standard setters’ decisions.

Auditors

Auditors are another group that may try to lobbgcamting standards setters. For
example, auditors favour standardisation becauseciteases auditing risk (Deegan and
Unerman, 2006). Moreover, international accountings may influence the choice of
accounting standards; their support of the adopdiolASB standards is an example.
Because they are looking to create advantagesh@angelves when countries adopt
IFRSs, such as the enhance of their advantages ratemal accounting firms by
increasing the need for their services and reduitiagosts of training their staff (Choi

et al., 1999) (see section 3.2.1.7.2 for more Hetai

The influence of auditors on accounting standattingemay be clearer in some cases,
as they may share the same interests as prepBraxs (L984). This influence may be
more or less dependent on the relationship betvaghtors and managers of the
enterprise (Taylor and Turley, 1986; McLeay et 2aDP0). According to Taylor and

Turley (1986), auditors’ advice may affect managepsnions; in turn, managers can
influence accounting standards. On the other hauaditors may influence and favour

those standards that management requires, as tiggy have a tendency to assist in
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fulfilling their clients’ needs (Watts and Zimmermal986; Deegan et al., 1990).
However, the interests of auditors and preparerg omflict in some cases. For
example, preparers may be against the proposaltamidards that result in more
disclosure, in contrast with auditors, who supgbrs proposal (Yu, 2006). This is
because more disclosure may lead to some competiisadvantages for companies

(Kosonboov, 2004).

Management/Preparers

It is the management of a business that is prignagkponsible for preparing and
presenting its financial statements. Prior stu@eg. Ang et al.2000; Hill et al, 2002)
found that the company managers exert a strongeinfle on accounting standards
setting through their influence on the standardtesse Georgiou et al. (2005), found
that large companies with a high debt covenant adtscin the US stock market
frequently lobby accounting standards. He also dotivat these companies usually try
to lobby the proposal of accounting standards aassat with their income

measurement, in contrast with standards that maglated to disclosure.

Some researchers argue that corporations try tbyldbr accounting methods that
enable them to manipulate their income (Kenny aats&n, 1993; Georgiou, 2002),
particularly methods that reduce profits. This rbaybecause they want to avoid some
employee demands, such as the demands for wagsmases (Deegan and Unerman,
2006). A recent international example of the indusb lobby accounting standards is
the effort made by some EU banks against the @visf provision(the classification
and measurement requirements for financial instnig)eof IAS39. “Banks in several

EU countries argued that some of the provisiomrA& 89 would result in their accounts
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showing significant volatility which did not reflethe underling economic reality, and
this could be damaging to a bank’s standing” (Deegad Unerman, 2006, p. 72). In
2008 the IASB began putting these amendments e agenda, and in 2010 these
amendments will replace all requirements of IAS 8% standard will eventually be

replaced by IFRS 9 (Financial Instruments) (IAS81Q@).

Some empirical research provides specific evidathes the IASC/IASB is largely
influenced and lobbied by MNCs. For example, thggbst MNCs in the world
contribute to lobbying the IASC/IASB; the majoritf corporate letters come from
these companies (Larson, 1997). Sikka (2001) abds gowerful groups, such as
MNCs and the Big Four, are served by the IASs/IFB&Ssng process. MNCs try to
lobby IFRSs because the use of them by severaltiwesinstock markets reduces the
cost of listing these stocks and because these awegp may appear to comply with
IASs/IFRSs and then try to influence the substasfcthese standards (Larson, 1997).
Although there are mixed powers in the setting sscof IASs, preparers have a more
important influence than users; this is indicateaht the final changes of segment
reporting and intangible assets projects associatéiul the preference of preparers

(Kwok, 2005).

Some researchers argue that company managers’ atiotivmay in some cases be
slightly different from companies’ incentives. M@ess may choose to lobby for
accounting methods that maximise their interestandigss of the companies or
shareholders (Saemann, 1999). Managers in somearo@spmay play major roles in
lobbying setters because their rewards are diretgjyendent on the report of income

(Yu, 20086).
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Governments

Governments are interested in the activities ofrfesses as a result of their interest in
the allocation of resources. They require informratirom financial statements in order
to regulate business activities and set taxatiditips, as well as to compile statistics

on national income, among other things (Alexandet.e2007).

As mentioned previously, in many countries the goreent does not exercise great
control over accounting bodies, as these bodiesdependent; therefore, government
influence may well vary from country to country. rFmstance, governments in
countries without a strong private sector try totipgate in the process of setting
accounting standards in order to protect the capigaket from inefficiencies of capital
resource allocation and also from market failurellévland Redding, 1986; Brown and
Tarca, 2001). On the other hand, in countries aigtrong private sector, government

influence may be negligible or even non-existeny&/ 1991).

Some studies indicate that governments in devejpgountries exercise a strong
influence on the progress of accounting standagtting, as one of the functions of the
government in such countries is that of serving@unting regulator (Perera, 1989).
For example, The Capital Market Authority in Saddabia was established on"16
June, 2003, and brought into being by the Capitarikét Law. The CMA’s main
objective is to supervise and develop the capitatket in Saudi Arabia. Moreover, it
can issue regulations for investors in Saudi Arablawever, this organisation still
belongs to the Saudi government and, as it is dkpgnon the government, the

government supervises its work. This is the casdl ithe GCC countries.
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3.4.2 Islamic Accountability Framework

3.4.2.1Introduction to Accountability
The term ‘accountability’ was defined by Kaler (20Cas part of responsibility and

belonging to the causal responsibilities, and heaseneaning providing answers, as
reporting or ‘giving an account’ of the state o$pensibility and how it is going. Gray
and Jenkins define accountability as “an obligatmpresent an account of and answer
for the execution of responsibilities to those wdmdrusted those responsible” (1993,
p.55). Moreover, according to Knell (2006), accalnility applies to those who have
the authority and responsibility to provide theividuals on whose behalf they make

decisions and act with reasons justifying theircas.

Accountability may be divided into political, publi managerial, professional, and
personal accountability (Sinclair, 1995; Mulgan0@Q Each type of accountability is
defined according to the motivations of the indiatland the interest and concern of
the related parties (Mulgan, 2000). For examplalitats view accountability as a
financial or numerical matter, political scientistse it as a political imperative, legal
scholars as a constitutional arrangement, and giploers as a branch of ethics. Public
sector accountability means that “those who aregethwith drafting and/or carrying
out policy should be obliged to give an explanatadrtheir actions to their electors”

(Glynn, 1985, p. 143).

Day and Klien (1987) argue that managerial accduilita is multi-dimensional,
encompassing fiscal, process and programme acdwlitytas well as accountability

for regularity efficiency and effectiveness.
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“Fiscal/regularity accountability is about makingise that money

has been spent as agreed, according to the apmtgpniules;

legal accountability can be seen as a counterpathts, in so far

as it is concerned to make sure that the procedarekrules of

decision making have been observed. Process/efficie

accountability is about making sure that a givemrse of action

has been carried out, and that the value for mohag been

achieved on the use of resources. Programme/eféadss

accountability is about making sure that a givemnirse of action

or investment of resources has achieved its int@mdsult” (Day

and Klien, 1987, p.27).
Gray et al. (1996) state that accountability ise“tuty to provide an account (by no
means necessarily a financial account) or reckoointpose actions for which one is
held responsible” (p.38). From this definition, #ecountability framework represents
the link between two parties. Accountability is @pligation on the parts of those who
are accountable to those who represent the acasuiiite. principals). This is done
through giving an account (i.e. providing infornoalj necessary for the accountee to

make decisions (Perks, 1993).

In a business context, the accountability relatigmss constructed between two parties,
the first being the accountor (organisation or cany), which represents the
responsible party, and the second being the aceeurgpresented by shareholders and
stakeholders, including the public (Benston, 198Zherefore, from the above
definitions it is clear that financial reports uséave the right to know what actions are
taken by a company’s management. However, someergrimention that some
management information may be damaging to accosinémrd may create some

disadvantages (ljiri, 1983).

In certain cases, it is possible to play both ralethe same time. For instance, Bovens

(1998) contends that in a large enterprise indiaisiltare accountable in that their
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actions contribute to the enterprise’s conduct;ahterprise is accountable as if it were
an independent agent; the top management of tleepeise are accountable for how the
enterprise is run; and all concerned with the @nige have equal accountability for its

performance.

Organisations may discharge their duties accortbripe accountability framework by
providing the information for parties through diéat financial reporting and auditor
reports (Mashat, 2005). As a result, a companyiantial reporting represents one of
the main ways and best examples of how a compangisagement may discharge their
responsibility to accountees. However, accountesg vary in terms of what they look
for or require in financial reporting informatioRor instance, investors hope to collect
signals in the financial reporting regarding shianee. The ability of the company to
pay to discharge their debts is a concern for twegliand local communities look for
different services provided by a company, as welhaicators of the extent to which a
firm is concerned with the social elements of itivaties (Falgi, 2008). Regarding the
variations in the needs of accounting users, saaearchers have mentioned that the

information finally provided to some users may hefiicient (Gendron et al., 2001).

Bonds in the accountability framework constitute fpower relationship. The power
given to accountors may limit their ability to disecge the accountability held toward
those who are accountees. Stewart (1984) argues tha

“To define a bond of accountability it is not safént to define
the person or institution which accounts and thespe or
institution which holds to account; the activitesvered by the
bond of accountability, which we will call the “fte of
accountability”, must also be defined. A person vatoounts
may be subject to different bonds for differenivétaes.”
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Mraovic (2003, p. 167) argues that “it is not quasible that the major power in the
organisation lies in the hands of managers”. Howewecountability (including
accountability to society) is an obligation for angpany (Monks and Minow, 2004).
Monks and Minow believe that awareness of accoltiittalvithin companies should
increase, and that companies must ensure thereafextive system for accountability
in place, helping the company discharge its respaitg and duties. Gray et al. (1993)
assert that the accountability approach is assatiat a great extent with the argument
for the moral duty of organisations to discloseoinfation to individuals, groups, and
segments of society entitled to such informatioeneé€, this approach does not take

into account any systematic analysis of authonitgieergence.

All the above groups and other stakeholders arkirigoto achieve the objectives of
accountability: to ensure that managers pay atentd and give reasons for their
activities to the owners (Rutherford, 2000) andetsure that there is no misuse of
company resources (Stewart, 1984). Moreover, soesearchers mention that
responding to the demand for accountability mayatleantageous for companies by
increasing their investors’ confidence (Colley, 200 increasing the level of

accountability leads to more transparency (Gragl.etl996). Others have argued that
an increase of transparency within the organisdéads to conjunction and, as a result,

reduces conflicts of interest (Mashat, 2005).

Furthermore, some researchers mention that araigerna the level of accountability by
company management leads to more advantages faothpany’s home country by
increasing foreign capital (Monks and Minow, 2004gcording to Perks (1993), it is

the agency relationship that affects the motivation improving the degree of
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transparency. This is because principals hope harge transparency to a point where
the agent’s accountability is increased, whereasntagdo not wish their accountability

to increase, as this would also increase theirorespility and curtail their freedom.

3.4.2.2Islamic Accountability
Islamic law pays much attention to organising alationships between the individual

and God, and between the individual and othersofting to Lewis (2001), Sharia’s
duties are divided into two main parts. The fissthe duty of the individual to his/her
creator (God), which is calletbadat (worship)’. The second is the duty of the
individual to others, which is calleiluamalat (transactions) All these relationships
are organised by Sharia and all Muslims must foltbes requirements and regulations
of both Sharia duties (Falgi, 2008). All the regigias and requirements of both Sharia
duties are mentioned in the Holy Quran or in theoed source of Sharia, which is
Sunna (what the prophet Mohammed said or did). Assalt, everything has been
covered and organised by Sharia and any personregresents himself as Muslim
must follow Sharia. Allah has mentioned in the HQwran that everything is perfect
for Muslims:

“...This day | have perfected for you your religioand

completed My favuor upon you and have approvegdarislam

as religion...” (Quran: 5/3.
As it is the last verse of the holy Quran, thissee(Ayah) possibly suggests that an

accountability framework has been mentioned inhiblg Quran almost 1,400 years ago,

® Worship represents the basis of all Muslims’ awjoincluding the acceptance of Shahada (witness);
Salat (prayer); Zakat (paying charity); Saum (fagtiand Hajj (Pilgrimage) (Lewis, 2001).

" Muamalat (transactions) represent the relationship betwatbers in all aspects of life, such as the
relationships within families, in business and exuits and so on.

8 Translations of all verses in this thesis aredcitem this website: http://quran.com/
71



meaning that this framework was already mentionefdrle any researcher studied any

accountability framework.

Hesab(account) is the root of accounting (Kamla, 200%)central Muslim belief is
that Allah will account for everything on Judgmdday and every individual will be
held accountable for what he or she did and whetiesr actions were in keeping with
Sharia or not. Allah has mentioned that everybodi/lve asked about her/his actions
and the wordHesab(account) is mentioned more than eight times & hibly Quran
(Askary and Clarke, 1997). As Allah has mentionedhie Holy Qurangvery person
will be asked to account for their actions on thg df judgment:

“And stop them; indeed, they are to be question@ltan, 37:24)

“So by your Lord, We will surely question them @&hout what

they used to do.” (Quran, 15:92-93).
Allah created humans on the earth with the Islamamet oflstekhlaf (vice-regencyy,
and the form of trust,individuals will then be trustees for everythingtthave from
Allah, such as goods and property. As a resultiyewelividual will be held accountable
for their actions by Allah (Lewis, 2001). Accounilélp, then, is the main basis for the
Islamic system and all relationships within anyamsic society must consider this

concept (Aljirari, 1996).

° Falgi (2008) points out that the traditional Islamperspective ofstekhlaf(trust) views humans as vice-
regents to whom Allah has entrusted. He mentidghat] for instance, in the holy Quran, Allah says:
“I will make upon the earth a successive author{fQuran, 2:30). The concept Istekhlafcomprises
three parts, the first of which is that Allah, wische owner of everything, is the entruster: “TkaA
belongs whatever is in the heavens and whatevierttse earth” (Quran, 2:284). The second part is
that Allah then entrusts the earth to the trusteesthe human race; and the third part is thatkvis
entrusted, i.e. the world and everything in it. Ei@nthe concept ofstekhlaf implies that the
relationship between God and human beings is basettlegation, as God (the owner) delegates the
management of the world to humankind, thus makihgmt responsible for populating and
constructing the world according to God'’s requiratedAl-Jirari, 1996).
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Kamla (2005, p.119) indicates that “the basic santies betweerhesabin Islam and

‘accounting’ lie in the fact that, just as every $im has a responsibility to carry out the
duties described in the Quran, so too are the negmeagt and providers of capital in a
business enterprise accountable for their actiotis inside and outside the enterprise”.
In this context, accountability refers to the acdability to God that necessitates
compliance with Sharia, the main aim of which isathieve social justice within the
Islamic community (Umma). Therefore, one of thenpipal aims of accounting in an
Islamic society is to provide information that shés the accountability of those in the

Umma (Lewis, 2001).

According to the accountability framework in Islathe relationship consists of two
parties: the accountor and the accountee. In bssier example, the accountor may be
the management of a company who are accountablgh&r actions and should
discharge their accountability to the accounteey wiay be the community (Umma) or
society (Lewis, 2001). In addition, investors, dtmiders and other stakeholders
represent accountees for the companies under tweit@bility concept (Falgi, 2008).
Some researchers argue that financial reportinthesone way for managers of a

company to discharge their accountability to sgciet

Based on the above and on the accountability frasrievit is argued that full disclosure
by companies is a way of discharging their resgmlityi to the Umma (society) -
investors and other stakeholders. On the other ,hiamited disclosure and private
accountability are insufficient to reflect the cept of accountability from the

perspective of Sharia law (Baydoun and Willett, 2@hd Lewis, 2001). In the Holy
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Quran, full disclosure is mentioned in several gtaby referring to “relevance”, one
meaning of which is the disclosure of all fact. Ating to Lewis (2001) and Maali et
al. (2006), relevant information from the perspeztof Islam means that financial
reporting should disclose true, fair and accurat®rmation. Regarding truth, it is
mentioned in some places, such as:

“And do not mix the truth with falsehood or conk##e truth

while you know [it].”(Quran, 2:42)
And in terms of the aspect of justice:

“O you, who have believed, be persistently standimng in

justice, witnesses for Allah, even if it be agaiypstirselves or

parents and relatives. Whether one is rich or p@diah is more

worthy of both. So follow not [personal] inclinatiplest you not

be just. And if you distort [your testimony] orusé [to give it],

then indeed Allah is ever, with what you do,

Acquainted.”(Quran, 4:135)
Furthermore, disclosure should include all inforioraton legal and illegal activities,
employee policy, the use of resources and the ysabétthe environment, and
information regarding these activities and the oeador them (Haniffa, 2004). Haniffa
(2004) also mentions that all of this informatiannecessary from the perspective of
Islam and is associated with principles such asregency and justice. It is necessary to

disclose this information based on the accountghdloncept, even if this information

conflicts with the company’s interest (Napier, 2R07

Man is not the owner of what is around him butné§/@ “vice-regent” entrusted by God
with the responsibility for these things, suchasity, property, resources, business and
so forth. Therefore humans must be honest and dhuma property and resources based
on Sharia law and according to Allah’s will. He she can discharge his or her
accountability to Allah and then to those who repré accountees. According to Napier

(2007), the principle objective of accounting ifdaim is to discharge and achieve
74



accountability to Allah. This differs from the bness accountability perspective in

Western countries, where accountability is to dtalgers and owners have priority.

Thus, a business or the manager of a company mastige Sharia law in all the
company’s transactions. This includes avoidingidgaith interest when borrowing or
lending; moreover, they must report any activitieat are not associated with Sharia
law (Gambling and Karim, 1991). The Holy Quran ni@mé the prohibition of Riba
several times and emphasises that this is not elaecording to Islamic law.

“And whatever you give for interest to increase hiit the
wealth of people will not increase with Allah.”(Carr, 30:39)

“Those who consume interest cannot stand [on the D&

Resurrection] except as one stands who is beintehday Satan

into insanity. That is because they say, "Traddjust] like

interest.” But Allah has permitted trade and hasbidden

interest. So whoever has received an admonitiom fnis Lord

and desists may have what is past, and his aféstsrwith Allah.

But whoever returns to [dealing in interest or uguw those are

the companions of the Fire; they will abide etelypal

therein.”(Quran, 2:275)
According to Sharia law, banks cannot charge custenmterest and must employ a
method whereby both the risks and returns are dhaeéveen the borrower and the
lender. Islamic banks cannot invest in any compidway does not conform to Islamic
law, or lend to any company that produces or selighing which is against Islamic law
(e.g. alcohol) (Roberts et al., 2005). Moreover,nagers of Islamic banks are

accountable to Islamic society and should work etiog to Sharia law within the

Islamic environment (Al-Baluchi, 2006).

Furthermore, a company’s manager is accountabledisclosing information that

enables Muslims to calculate the appropriate amotidiakat, which represents one of
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the orientations of accounting as fulfilling thecaantability of humans to Allah (Adnan

and Gaffikin, 1997). Some researchers argue tleainplication of this for businesses is
the need to provide useful information to all Mosdi based on their obligations as
Muslims (Maali et al., 2006). The information disséd in the financial reports must be
reliable, true and complete in order to enable suseispecify the amount of Zakat and
fulfils their religious responsibility (Lewis, 20D1Because the disclosure of truth is
significant in an Islamic context, it applies totlbondividuals and businesses (Napier,
2007). Thus, the manager of a business must beshonéhe work that he or she does

and thus fulfil his/her religious responsibility.

To sum up, the accountability framework is the maasis of the Sharia system and all
Muslims must apply this concept to every aspectheir lives in order to discharge
their accountability to Allah. Moreover, in busisesl persons (such as managers) who
are responsible within the company must apply ttamework and work within it in
order to discharge their accountability both toahllthen to their accountees, such as
society, investors and other stakeholders. Thidystues to determine the degree to
which the accountability concept is practiced witBiaudi companies in the Saudi stock
market, and examines the role of Sharia as appdiesbmpanies’ transactions, as this
study explores the suitability of the commerciat@mting system IFRSs within the

Islamic country of Saudi Arabia.

3.4.3 Decision-Usefulness Approach
It is a long-established idea in accounting rededhat accounting systems should

provide information that is useful for decision-ree&k The decision-usefulness
approach “stresses decision models and focusega@siah makers” (Belkaoui, 2004,
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p.3). More than half a century ago, Chambers inditd'the use of accounting
statements as the basis for making decisions dftipah consequence” (Chambers,
1955, p. 17). He stated that “the information ¢esl should be relevant to the kinds of

decision the making of which it is expected to litate” (pp. 21-22).

The decision-usefulness approach contends thatatigfaction of users’ requirements
should be the primary consideration in the genemabf accounting information.
Sterling (1972) supported this approach, statingiéiv accounting as a measurement
communication activity with the objective of proind useful information.” Gray et al.
(1987, p.68) summarise the basic arguments of ideeisefulness as follows:

e as accountants, we prepare information

¢ information is of no importance unless it is read

e information is used for decision-making

e therefore accounting must provide information ikatseful for decisions.

A number of professional bodies in several coustrfe.g. the US, the UK and
Australia), as well as the IASC, have espousedtimeept of decision-usefulness as an
aim of financial statements. The FASB’s Statemédrftinancial Accounting Concepts
No. 1 issued in the US in 1978 (para. 37) states:

“Financial reporting should provide information tbelp

present and potential investors and creditors arideo

users in assessing the amounts, timing and unceytaif

prospective cash receipts from dividends or intesesd

the proceeds from the sale, redemption, or matuoity

securities or loans” (FASB, 1989, p.17).
However, certain researchers (see Staubus, 1998 hmued that the theory of

decision-usefulness is “not being accorded theeesthat it merits. It has not won
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complete acceptance by the FASB” (p. 588). Thibasause account preparers have
managed to restrict its influence and scholars haaid it scant attention (Staubus,
1999). IASC also stated that objective of finanoggdorting is

“To provide information about the financial positip

performance and changes in financial position of an

enterprise that is useful to a wide range of usensaking

economic decisions.” (IASC, 1989, paras. 22 and 23
Furthermore, the UK’s Accounting Standards Boat@B() took this approach, stating
that the objective of financial statements is to:

“Provide information about the financial position,

performance and financial adaptability of an entesp to

a wide range of users in making economic decisi¢ASB,

1991, para. 12).
As decision-usefulness focuses on external user@cebunting information, the
question arises as to who these users are. Thatedsnsensus on this among scholars
and practitioners. For instance, Belkaoui (2004}idguishes between four sets of users,
who are both concerned with the activities of orgaions geared towards profit-
making. He mentions that the company provides agaoy information to the capital
suppliers, [to whom] it provides (a) financial statents, (b) press releases, (C)
analysts' meetings and (d) fact books. To the ouste and suppliers, it provides
information about product/services quality. To #t@mmunity in general, it provides
information about (a) environmental effects, (b)péoyment effects and (c) tax returns.
To talent, it provides information about (a) betefi(b) employment policies, (c)

compensation and (d) job-related informatior(Belkaoui, 2004, pp. 38-39). Each

group is interested in different kinds of infornaatiand has its own goals.

78



Researchers of the decision-usefulness approach bhswally investigated various
groups of financial statement users in order te@alisr what information they use or
consider useful. In order to do this, the reseaschave used various methods, such as
guestionnaires (Lee and Tweedie, 1979). The mygjofithese researchers highlight the
group of investor analysts, as this group is careid to be expert users (Mallin, 1999).
Some researchers employ the decision-usefulnes®agpto analyze and interpret
their results, such as Beattie and Pratt (2003)ebMer; Dunne et al. (2008) used it to
assess the benefit of IFRSs for users’ decisionimgalcompared to national GAAP.
The present study also uses this approach to assesgtent to which IFRSs are useful

for providing more useful information for users’ai@on-making.

In many Islamic countries financial reporting imsmered a main source of accounting
information (Ahmed, 1988; Ba-Owaidan, 1994; Al-Rezeand Karbhari, 2004).
Financial reporting should therefore provide infatran of a quality enabling
accounting users, such as investors, to make dasisFor instance, Al-Razeen and
Karbhari’'s (2004) study finds that the balance sla@d income statement represent the
most important section of an annual report forrtfaority of users. On the other hand,
some researchers have found that financial regpdaes not represent the main source
of accounting information (see e.g. Rahman, 20BBhman’s study finds that users

base their decisions on advice from advisory sesvic

Although some of these studies use Saudi Arabiarsuas an example (e.g. Ba-
Owaidan, 1994; Al-Razeen and Karbhari, 2004), tresgnt study differs by using a
decision-usefulness approach. Most other studieasfmn determining, from users’

perspectives, which parts of financial reports raest significant for each user group
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without trying to discover whether the contentlodde parts is useful for their decision-
making or not. Moreover, none of these studies ths approach to discover the

decision-usefulness of financial reporting basedF&Ss. Therefore, to the best of this
researcher’s knowledge the present study will leefitist attempt to assess the decision-

usefulness of financial reporting based on IFRSSaundi Arabia.

The decision-usefulness approach is not withoutrtgs. Difficulties are involved in
dealing with conflicts between different users’ uggments (Cyert and ljiri, 1974), in
persuading users to express their opinions on wifiatmation is required (Carsberg
and Day, 1984), and in the trade-off between indram usefulness and the cost of

disclosure (Edwards and Smith, 1996).

The present study contributes to existing litemtby examining the usefulness of
financial reporting to Saudi Arabian users in adeoice with the full adoption. Saudi
Arabian accounting users may be different from ¢hms Western countries need. In
Islamic countries prior studies argue that thera eed for an accounting system that
serves religious needs and takes into considertitmeconomic elements of Sharia law,
such as the accurate preparation of figures foaZplkrposes and the use of accounting
as a way of achieving Islamic accountability (Tah2000). Furthermore, accounting
information should offer information on Sharia cdiapce and report prohibited
transactions and the use of income gained from $swactsactions (Abuhmaira, 2006)
(see section 3.2.2 and Chapter Four for more Jle@il the other hand, the provision of
information useful to decision-makers has beenl&#B’s primary consideration in

disseminating its programme of harmonisation. ltinteresting to test whether the
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decision-usefulness approach is addressed by fjbetives of IASB standards in Saudi

Arabia.

3.4.4 Summary
Accountability and decision-usefulness represem thain objectives of financial

reporting (Basheikh, 2002). It may be suggested th@od practice of Islamic

accountability will increase levels of disclosuvéhich may provide accounting users
with more information to facilitate decision-makif@arker, 1991). However, given the
political nature of accounting standards setting ttvo objectives above may be

difficult to achieve.

As seen from the discussion of the Islamic accdilittg framework, users in an

Islamic society such as Saudi Arabia need moreifspéisclosure, and their decisions
are influenced according to the level of informatmrovided by companies. This study
explores perspectives on the current level of feati®n accounting users feel about
current disclosure in Saudi Arabia; the extent locly Saudi companies discharge their
accountability to financial report users will alse explored. Moreover, it is interesting
to explore whether IFRS adoption in Saudi Arabidl wontribute to increasing the

quality of financial reporting, thus increasing w#&an-usefulness for accounting users
and in turn essentially helping accounting pregaischarge their accountability to

stakeholders as well as increasing the level okfrarency.

3.5 Conclusion

This chapter discussed the differences of accogrdystems in developing countries
and the factors leading to these differences. Topton of IFRSs was also discussed,

as well as the theoretical framework that will lsed in this study.
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Although there are some differences among devejppountries resulting from the
influence of factors such as culture, the econoeducation and so forth, some
countries have choseto adopt IFRSs as national accounting standardsm Rhe
literature it can be seen that the reasons for tatppFRSs are economic, particularly
for developing and emerging economies, such asitteenpt to attract FDI, or to save
the time and expense of issuing national GAAP. Moee, these standards may be
adopted due to pressure from such organisatiotisea®d/orld Bank and the IMF, who

use their aid as a lever to exert this pressure.

The relevance of IFRSs to developing countries emeérging economies depends on
the environment of each country. This study wiltde on Saudi Arabia as a case study
to investigate the relevance of IFRSs. Many factififerentiate this country from other
developing countries; for example, it would be sifssd as a comparatively rich
country, and Saudi commercial law is more heawvijuenced by Islamic Sharia rules
than that of any other Islamic state. According&mmuels and Oliga (1982), accounting
needs for each country should be considered separathey also argue that
accounting standards based on one country's emveotal needs may not be suitable

for another country.
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4 The Background of Accounting in Saudi Arabia

4.1 Introduction

The aim of this study is to explore the suitabibflFRSs in the Saudi Arabian context,

and this chapter will first present an overviewtlnd Saudi Arabian environment as a
background for the study. It will then investiga@me of the factors which have had
the greatest influence on the development of adooyim Saudi Arabia. These include

the influence of politics, religion, culture andoaomics, as well as other factors, such
as foreign influences. Furthermore, accounting legns and the establishment of

accounting bodies and accounting standards in Ssnadiia will be explained. Finally,

a conclusion will be drawn.

4.2 Background of Saudi Arabia

The capital of Saudi Arabfais Riyadh, and Mecca (the direction of all Musiimayer
in the world) and Medina (city of Prophet Mohammad the two holiest places in the

country and indeed, for Muslims, in the world. Bvgear many Muslims come to these

' The First Saudi State was established in 1744 wBkeikh Mohammed bin Abd al Wahhab
established himself in Diriyah and gained the suppbPrince Mohammed bin Saud. Together with its
allies, the house of Saud became dominant in Aratmatrolling most of the Najad, although not the
coasts (MEAP, 2007). They agreed to adopt Islamgislation and call the country the Kingdom of
Saudi Arabia (KSA) according to the house nameRAinaihi, 1997; Al-Turaaiqi, 2008). According to
Hamden (2005), this Saudi state lasted for aboutrdg-five years until, disturbed by the increasing
power of the Saudis, the Ottoman Sultan instrudietiammed Ali Pasha to reconquer the area. It was
Ali's son, lbrahim Pasha, who accomplished the ,tafeating the Saudi (Wahhabi) forces in 1817.
However, a few years later, the Saudis returngubteer and established the Second Saudi State ih. 182
This lasted until 1891, when it was conquered kg Ah Rashid dynasty of Ha'il. In 1902, bin Saud
reconquered Riyadh and, after further victories, tiodern nation state of Saudi Arabia was created i
1932 by King AbdulazizSaudi Arabia occupies around 80% of the ArabiarirBea. The population of
Saudi Arabia is 19 million, of which approximatdy million are expatriates (Hamden, 2005). Theee a
thirteen provinces, each with its own provincigpital, situated in different regions of the countBaudi
Arabia has borders with Irag, Jordan and Kuwath®north, Yemen and Oman to the south, and Qatar,
Bahrain and the U.A.E to the east. Also to the &aite Arabian Gulf, and the Red Sea lies to thetw
(Shoult, 2006).
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cities from all over the world to make pilgrimagegher Omrih or Hajj). Arabic is the

official language, and the Arabic calendar (Hegisa)ised (Shoult, 2006). The official
religion of Saudi Arabia is Islam, and its influenpervades all aspects of life in the
country, including accounting practices and theoanting profession. There are two

public holidays, Eid-al-Fitr, which marks the edfdRamadan, and Eid-al-Adha.

4.3 Political System

4.3.1 Background Information
The political system is one of the most significanluences on the accounting

profession in any country. Saudi Arabia is an altgoinonarchy with no experience of
democracy. Laws are based on the Quran and theaBuand are issued by Royal
Decree. The main legislative bodies are Mhaglis al-Shura(Council of Consultation)
and the Council of Ministers, which has the Kingtashead and the Crown Prince and
Prime Minister as members. The purpose of the bahMinisters is to help the King
carry out his duties. The sixty members of Majlis al-Shurg based in Riyadh, are
chosen by the King. These two bodies have the pdwéake initiatives or approve
public policy (Basheikh, 2002). Saudi Arabia hasanébeen colonised by any Western
country, but some of these countries have exemedfluence on accounting in Saudi

Arabia through accounting education or the develapnof the capital market.

4.3.2 Government laws and Accounting Regulations
The Saudi Arabian government has introduced selenra and regulations to respond

to the changing requirements of Saudi society. Agnibiese laws, those which concern
accounting include the Income Tax and Zakat Law, @ompanies Law, the Law of

Certified Accountants, and the Foreign Investmeaw L The Saudi government formed
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the Saudi Organization for Certified Public Accamts (SOCPA) in 1992 to serve and

organize accounting needs.

According to Al-Rehaily (1992), these laws providasic guidelines for auditors, as
well as some regulations to improve the reliabilitfy accounting information. For
instance, the Companies Act (Article 130) requitieat at annual general meetings,
shareholders appoint auditors from among those wh® licensed to practice
accounting in Saudi Arabia. Articles 136-142 spedtlfe responsibilities and rights of
the auditor in examining a company’s books and ndscoMoreover, the Income Tax
and Zakat Law requires all companies to submitrthieal financial statements, after
attestation by a statutory accountant, to the Zakad Income Tax Department.
However, although these laws have doubtless hads#tiye effect on accounting
practices in Saudi Arabia, they are nonethelesg general in nature and do not have a

great deal of specificity (Al-Rehaily, 1992).

4.4 Legal System

Islam™ is the official religion of Saudi Arabia, and akpects of life are based on

Islamic teachings.

! |slam means ‘submission’, and its followers aresMus, i.e. those who submit (to Allah’s will).
According to Lewis (2001), the five Pillars of Isla which are the foundation of the legal system in
Saudi Arabia, are the following:
e Testifying that there is no God but Allah, and Motmaed is His messenger
Praying five times each day.
Giving alms to the poor and the disadvantaged (@aka
Fasting between sunrise and sunset in the morfdawwfadan.
Making the pilgrimage (Hajj) to Mecca if health afitancial circumstances permit.
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The main source of the legal system in Saudi Arabighe Quran, which contains
guidelines not only for the behaviour of individsiabut also tenets governing all facets
of social and community life. The Sunnah, contagnivhohammed’s (PBUH) directives
as to how the ideals of the Quran can be appliguantical terms, is the second source.
ljma and Qiyas are other sources (Basheikh, 2008.former is the interpretation of
certain Islamic traditions as decided by theologianthe first few hundred years of
Islam, while the latter serves to resolve new ot emerging from scientific and
cultural developments though the application oh@ples from the Quran and Sunnah

(Basheikh, 2002).

Accounting and accounting policies in a countryeliaudi Arabia are therefore
influenced by Islamic Sharia law. According to LewR001), Islam has a major role,
based on the Sharia, in how business should beucted] how accounting ought to be

undertaken and how banking and finance should ¢enared.

“In addition to providing a set of business ethi¢slamic economic

and financial principles have a direct impact up@tcounting

practices and policies. These principles includesmmportantly, the

institution of Zakat (the religious levy) and theolpibition of riba

(usury), and the institution of an interest-freeceomic system.”

(Lewis, 2001, p.104)
Islamic Sharia law forms the basis of the Saudibfera legal system, and also governs
all facets of commercial and financial transactjowsiich means that the financial
regulations laid down by Western economies may betsuitable for adoption in

countries which are influenced by Islam, due to dhergences between Western and

Islamic culture (see Table 4-1). Islam endorsetectivism rather than individualism,
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and emphasises the Unity of God (Allgh)n terms of accounting, this means that full
disclosure of accounting information requires thscldsure of this information to
society as a whole, whereas in Western societeesdhcept of disclosure is much less
broad and considerably more personal in scope @aydand Willett, 2000). In
Western societies, the morality of trade and conomés essentially a man-made one,
while in Islamic countries it stems from Islamicesia law. It is the duty of all Muslims
to obey this law, and this obedience extends tanftral dealings and accounting

practices (White, 2004).

According to Gambling and Karim (1986) and Lewi®(2), there are three main
differences between Sharia-based Islamic finammiattices and those of the Western
world. The first is an absolute prohibition of inwvement with businesses concerned in
any way with things which aréaram (forbidden) to Muslims, such as alcohol,
gambling and pork or pork derivatives. The secanthé interdiction ofiba. Although
this is more accurately translated as ‘usury’s itnost generally used to mean ‘interest’.
The third is the attempt to refrain frogharar, which can be translated as ‘speculation’.
The ban orriba comes from the Quran, which states: “Those whosaom® interest
cannot stand [on the Day of Resurrection] excepiresstands who is being beaten by
Satan into insanity” (Quran 2:276). In Islam, itnist acceptable for a lender of money
to have a pre-determined and assured return, \wieldorrower assumes all risks; this

also applies to preferred stock. This representsbetacle to the adoption of Western

2 “The Unity of God is defined by thawhid, which requires a total commitment to the will@bd and
involves both submission and a mission to folloe$hari'ain all aspects of life” (Baydoun and Willett,
2000, p.80).
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accounting standards, as interest is an esseitibbp many, such as the restructuring

and amortization of debt (White, 2004).

According to Sulaiman (2003), not only is Sharia k&t variance with certain aspects of
Western accountancy, but it also gives rise toaarer information for which Western
accounting does not offer any provision., notablthwegard to the payment @akat
The correct calculation of Zakat to be paid is cboaped. For example, it is payable at
a rate of 2.5% on any money which has not been fasexhe year, and also on salaries.
This is also the rate at which Zakat for tradin¢geeprises is payable, being calculated
on net profit and net worth. Investment income, &esv, is subject to 10% Zakat.
Ibrahim (2000) argues that providing a fair basisthe calculation of Zakat is one of
the principal aims of Islamic accounting. Thuserthis a need for an accounting
system capable of correctly computing and discipgimee amount of Zakat payable
(Taheri, 2000; Ibrahim, 200¢). It may be suggested that conventional Western
treatment of assets on a balance sheet is cleatlgppropriate for these calculations,
and cannot provide the necessary information ferctbrrect computation of the amount

of Zakat payable (White, 2004)

13 According to Ibrahim (2000), Zakat is differenbiin the conventional tax system, although similar in
certain respects. In a conventional tax system,egowents may use taxed income for numerous
purposes. They will generally have several priesitior expenditure, among which will be the economy
and particular industries; therefore, there will b&rious fiscal policies such as capital gains tax,
inheritance tax, and tax-exempt expenses. Thistishe case with zakat, as it has only one purpose
its rate is fixed and cannot be altered by the gowent (Ibrahim, 2000). The Quran (9:60) provides
criteria for eligibility to receive zakat paymerftem the zakat fund.

14 Uthman (1997, p.35) mentions some of the critegguired for the collection of zakat. These include
outright ownership, having more than is required fasic needs, not being in debt, and stock that is
taxed no earlier than one lunar year after its &itipn. In general, in Western business, accougntin
policies are chosen with the intention of reducthg amount of tax payable as much as possible.
However, the selection of accounting policy for aiakas quite a different aim, which is to enharee t
well-being of the beneficiaries and thus to pronsmeio-economic justice (Haniffa et al., 2004).
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Table 4-1 Main variations between Islamic and Western a@unting systems

Characteristics Western Financial Accounting Systems Islamge%%rr;t)orate
“ilesvpiel e Economic rationalism Unity of God
Secular Religious
Individualistic Communal
Principles Profit maximization Reasonable profit
Survival of fittest Equity
Process Environment
. . Based on ethical law
Based on modern commercial law;
o from Quran
. permissive
Criteria
Limited disclosure Full disclosure
Personal accountability Public accountability

(Source: Baydoun and Willett, 2000, p.82).

Sharia offers alternative financing arrangementshsasmudharabahmurabahahand
musharakah According to Sulaiman (2003musharakasignifies, broadly speaking,
any term to describe an agreement of associatiodenty two or more parties.
Mudarabais a type of limited liability business alliance &k capital is entrusted by
one or more investorsghib al-ma) to an agent-managemn@darib. This agent, acting
in the capacity of the trustee(s), receives nodfife or fixed percentage of profits. It is
up to him to trade with the capital, and if a pradi made, he then returns the capital
together with a previously agreed-upon share ofptiodits to the investor(s), retaining
the remainder of the profit for himself. Shouldridhée a loss, this is borne entirely by
the investor(s), the agent being held to have sedf@ loss in terms of the time and

effort he has expended.

It can be seen from the above that there is a feremtcounting standards to deal with

the procedures and mechanisms involved in Shargtant financial transactions in

Saudi Arabia, and to meet the needs of Saudi Analgars.
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4.5 Economic System

4.5.1 Background Information
In the past, Western Asia was ruled by differerdilAtribes and had very few sources

of income. Basic agriculture was the main econoautivity and some revenue was

earned from those making pilgrimages to the Hoc$, such as Mecca.

There was little need for accountancy in such anrenment (Elkharouf, 1985), but
this changed with the discovery of oil in the 14880s. Oil became the principal source
of income for the government of KSA, particulariyr@n oil prices rose to their highest
ever in the late 1950s. The oil industry began wilk export of crude oil, and
progressed to oil refining and the export of petoh-based products. A rise in oil
prices then boosted the economy and allowed foust@l diversification. A global
recession then resulted in a drop in oil priceadileg to relative economic instability.
However, the Saudi government realized the advisalmf a move away from an
economy based on a single commodity, and creatddeapanded other sources of

revenue for the country (Al-Rehaily, 1992).

Basheikh (2002) reports that the Saudi governmastdegun a number of development
programmes, notably seven five-year developmenispl&he reason for these was to
allocate in a well-organised way the abundant nessuthe country gains from oil
revenues. The first development plan was carridcbetween 1970 and 1975, and the
last complete one was from 2000-2005. The eightieldpment plati is being carried

out at present. The basic concepts behind theas plte as follows:

1 According to Presley and Saudi British Bank (SBBQ@6), the overall aims of all the development
plans are:

e To promote internal security and stability in SaAdabia, and to protect the Islamic religion.

e To maintain and spread Islamic Sharia law and uptstamic values.
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e To restate the government’s commitment to the digsation of Islam and its
social and cultural values.

e To support free enterprise provided it benefitsahtre community.

e To create a wide range of facilities and institnsidhat will enhance the social

and personal lives of all Saudis.

e To decrease dependence on petroleum as the siogieesof the country’s

revenues.

e To complete the solid infrastructure necessaryctoese the other aims.

4.5.2 Business in Saudi Arabia
The majority of businesses in Saudi Arabia are @vbg a single person or family

(Chang and Kumawala, 1994). According to Anast@&8Q), most companies in Saudi
Arabia are small and family-owned, and only theustdal companies are medium-
sized or large. There are currently around 7,008llsmedium-sized, large, and foreign
companies in Saudi Arabia (Ministry of Commerce dndustry, 2006). In 2000,

foreign investment was permitted in Saudi Arabibe Baudi government at that time
encouraged foreign companies by offering incentigegh as tax discounts and

allowing foreign ownership to take loans from Sauminks belonging to the

e To raise standards in education and health caceder to enhance the lives of Saudi citizens
and develop the country’s human resources.

e To decrease dependence on petroleum as the smgieesof the country’s revenues.
To complete the solid infrastructure necessaryctoese the other aims.

According to Soufi and Mayer (1991), by the 1980sstnof Saudi Arabia’s basic infrastructure was
established, which allowed the government to difierthe economy from being almost entirely
petroleum-based: any economy dependent on one cdityni® constrained and open to risk. Therefore,
since the second development plan, the Saudi gmesrinhas focussed on the development of the
country’s agricultural and industrial sectors. Dsgertain obstacles and challenges the econommy ha
flourished, in particular over the past twenty-fivgars, and much has been achieved (Basheikh, 2002)
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government. By 2005 there were a total of 642 treanterprises, of which 174 were

industrial enterprises (SAMA, 2006).

According to Al-Rehaily (1992), the rapid growth thfle Saudi Arabian economy has
greatly affected the accounting profession. Thexe Ieen a rise in per capita income
from oil revenues, which has led to increased comtion. Imports and exports have
both increased. All sectors have been involved ametbpment plans in which huge
sums of money have been invested. Great changestaleen place over the past thirty
years in the forms of business enterprises aci€3A, with the trend moving away
from traditional individual or family-owned busirses and towards partnerships and
corporations (CMA, 2009). Since the early 1970sdatesiderable rise in the number of
corporations has led to a demand for a broad rahgecounting services, and therefore

to an increase in the number of firms offering ssetvices (Al-Rehaily, 1992).

4.5.3 Saudi stock Market

4.5.3.1Background Information
The first joint stock company, the Arab Automoliempany, was established in Saudi

Arabia in 1943. By 1975 there were 17 public consrbut at this time there were no
regulations (Basheikh, 2002). This number increaapdlly during the economic boom
of the 1970s, when many large corporations and janture banks were set up, but the
market remained informal until the early 1980s, whiee government began a rapid
development programme. In 1983 the Saudi Arabiaméiary Agency (SAMA) was

given the responsibility of regulating the mark&agheikh, 2002).
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According to Al-Rumaihi (1997), share-trading imediation was restricted to
commercial banks in order to improve the regulatoaynework. In 1989 automated
clearing and settlement were introduced, and thewmng year saw the introduction of
the Electronic Securities Information System (ESI8¢veloped and operated by
SAMA. In October 2001, the Tadawul system for seims trading, clearing and

settlements was initiated.

4.5.3.2The New Development of the Saudi Stock Market
The Capital Market Authority (CMA) in Saudi Arabisas established on $&June,

2003, in the wake of the Capital Market Law. The £Mprimary aim is to oversee
and develop the capital market in Saudi Arabias klso able to issue regulations for
investors in Saudi Arabia. Four Saudi academicsvsetected to work in the CMA.
Their recent decisions include the division of eakhre into ten parts, with a limit of a
5% increase or decrease of the value of each gvarg day. Most investors in Saudi

Arabia have accepted this (CMA, 2006).

Foreigners, even if they are not resident in thadS#rabia, are now permitted to
invest in the Saudi stock market. The Saudi stoakket is now the largest in the Arab
world as far as capitalization is concerned, anddS€apital Market growth between
1996 and 2005 was high, with a huge increase imtheber of transactions, volume
and value-trading. Market capitalization increadgdl,490% and the all-share index
increased by 1,122.04%. According to SACMA (20QFgre are around 105 listed

companies in the Saudi stock market. The Saudkstwrket comprises eight sectors:
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Banking, Services, Industrial, Cement, ElectricBlecommunication, Insurance and

Agriculture (see Table 4.2)

Table 4-2 Number of listed companies in the Saudi stock anket

Sector Number of listed companies
Banking 10
Services 26
Industrial 36
Cement 8
Electrical 1
Telecommunication 2
Insurance 13
Agriculture 9
Total 105
(CMA, 2007)

However, although the Saudi stock market is vergdacompared to the markets of
other developing countries, recent studies havendothat, like those of most

developing countries, it is not efficient (Dahed9®; Onour, 2004).

At the beginning of 2006 the stock market crashiéds was a ‘wake-up’ call to the
Saudi stock market authority who, in July 2006, nfalated regulations and
requirements for greater disclosure and compliamitie corporate governance, which
were submitted to SOCPA for approval. In additidre CMA began to make an effort
to attract foreign direct investment (FDI) by praing and developing the financial
reporting of companies in order that it might beacer and more informative for

investors (CMA, 2007).

1By the end of December 2009 the number of theseaaies had increased to 139 (Tadawul, 2010).
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4.5.4 Privatization
The Supreme Economic Council (SEC) was establightidthe aim of assisting in the

development of the private sector in Saudi AraBiace the beginning of 2001 the SEC
has been in charge of overseeing economic polibiasencourage investment in the
private sector, as well as acting as an intermgdatween the various governmental
bodies concerned with putting these policies intacfice. The Saudi government
decided to encourage expansion of the private seci diversify the economy in an
attempt to promote economic activity that was rastdal on oil and petroleum products,
which had traditionally been the backbone of thentry’s economy and the principal

source of its wealth (SAGIA, 2006).

According to a United Nations report, between 18Af 1995 the share of GDP from
the private sector rose by 24% to reach almostdidlie total GDP, and three-quarters
of the GDP did not come from oil. In this respdbie private sector has been much
more successful than that of several other devwajppations, particularly those in Latin
America. In fact, in only 20% of emerging economilegs the private sector contribute
more than half of the GDP, while in the majorityistttontribution does not even

account for 30% (Hassan, 1998).

The government of Saudi Arabia has been followingtrategy of privatization of

government-owned enterprises. The principal airto idecrease the country’s reliance
on petroleum, as mentioned previously, and to ergmuprivate investments (SAGIA,
2006). Many economic activities previously belomgito the public sector, such as
telecommunications and power services, have besatiged and opened to private

investment. According to SAGIA, in 2006 there weremre than twice as many
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newcomers to privatized industries as in the previgear. In recently privatized

enterprises, the government nonetheless retainara sf 25%.

The government of KSA remains committed to the tgment of the private sector
and the diversification of the economy, as can dendrom its Eighth Development
Plan, which covers the period 2005 to 2009 and wfacuses squarely on privatization
and the encouragement of private investment (SAG096). According to Al-dehailan
(2004), the Saudi government is in the processhahging its role in the economy:
where previously it was the dominant active forcethe economy, it is moving

gradually towards a more passive and supervisdey ro

4.6 Saudi Arabian Culture

The best-known study to date on Arab culture isstéafe’s (1980) empirical study, in
which he placed all Arab countries together in anbgeneous group, speaking one
language (Arabic). Saudi Arabia was included is tmioup. However, the study did not
mention that there are differences, often importams, between Arab countries. As
culture has been defined and its influence disclupseviously (see section 2.2.3), the
following discussion will specifically concern Saudlrabia. This discussion will be

based on Hofstede’s dimensions.

(1) Power Distance:According to Hofstede’s study, Arab countries begloa the high
power distance group of countries. Saudi societyliisded into many tribes, and
generally the regulation of these tribes dependsherpersonality of the individual in
the tribe with the authority to make regulatiorissialmost always the head of the tribe

who is in this position (Sabri, 1995). In Saudi Bieathere is an uneven distribution of
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wealth. As a result, the majority of the populatiamo have limited means, depends on
the minority, who are wealthy and thus have povBabfi, 1995). Furthermore, there
are other characteristics which indicate that Sa\dibia is a high power distance
society; for instance, children usually treat thmarents with great respect and parents
in turn instil obedience in their children. In Saddabia, managers make decisions

autocratically and paternalistically (Bhuian, 1998)

(2) Uncertainty Avoidance: Saudi Arabia belongs in the category of high uratety
avoidance societies, as Saudi society tends taabenalistic and seek protection, and
religion is the main source of authority, which istss in avoiding insecurity (Al-
Rumaihi, 1997; Basheikh, 2002). Hofstede (19803sifeed Arab countries, including
Saudi Arabia, as being higher in uncertainty avocgathan the USA and the UK, but
lower than Japan and France. In Saudi Arabia,iogliglays a major role in forming the
culture, and Saudi people usually use it as pratedtom unknown situations, with

adherence to the principles of Islam limiting unamty among them.

(3) Individualism vs. Collectivism: According to Hofstede (1980), Arab countries
favour collectivism. One of the features of Saudkisty is that it relies heavily on
relationships with family and friends. As Islam tise principal influence on Saudi
culture, children are expected to stay close t@ {erents and look after them during
their lifetimes by serving and obeying them, paacly when they grow old.
Consequently, collectivism will be high in this se&ig. To give another example, Islam
also exhorts people to stay together in the graheg belong to, and to contribute to

these groups through ideas and discussion. Howsftieyld there be any conflict or
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argument within the group, it is up to the leadkethe group to settle it. In this sense,

Saudi society is very cohesive and collectivist.

(4) Masculinity vs. Femininity: Saudi Arabia is an Islamic country and Islam do&s n
to any great extent distinguish between men andewmoAl-Rumaihi, 1997; Basheikh,
2002). However, Hofstede classified Arab countaeshigh masculinity societies, and
this does appear to apply to present-day Saudesodlthough men and women have
a right to work and engage in business activitteg, majority of the workforce is
formed by males; the opportunities open to women areicésty, and women are not
represented in high-ranking positions. For examfiere is gender segregation in
education, and women can only teach in the fenedéans. Women's dress code and

conduct are strictly regulated.

However, the masculinity-femininity dimension in idtede's findings does not appear
to have a strong impact on accounting, and a letkwben this dimension and particular
features of Saudi accounting culture is not apgdigart from the fact that women are

not represented in accounting standard settinggulatory bodies)

Therefore, based on Hofstede’s categories of alltdimensions, Saudi Arabia has
high power distance, high uncertainty avoidancsgtrisngly collectivist and is, to some
extent, a high masculinity society. Gray (1988)dustofstede’s model to link social
values to accounting values (see Chapter Two).rbfged that accounting values would
impact accounting systems. Based on Gray’s claasiin, Saudi Arabia’s accounting
system should have the following features: statwantrol, high secrecy, some degree

of conversation and uniformity. Among the principanplications of such
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characteristics are the dominant role of friendshkipd family relationships, a
nationalistic bias and an inherent lack of transpey in Saudi society (Al-Rumaihi,
1997). These factors pervade the domain of acaoginh such ways as to allow
nepotism and kinship ties to override economic oratie, and cause secrecy
surrounding any negative reports of improper actogrpractices (Al-Rumaihi, 1997).
These particular features of Saudi culture mayierice the accounting system and then
lead us to suggest that, to some extent, a linkdert Gray’s accounting values (based
on Hofstede's dimensions) and particular featuresSaudi accounting culture is
apparent. In such an environment it is to be exuethat a conventional accounting

system would be ineffective (Al-Rumaihi, 1997).

However, the evidence suggests that Gray's modeded on Hofstede’'s dimensions)
needs to be moderated, because the accountingnsiyst®audi Arabia should provide
full disclosure and more transparency, based on diseussion of the Islamic
accountability framework (see Chapter Three), aadabse of the CMA’s efforts to

enforce Saudi companies’ disclosure accordingdoksiarket requirements.

New culture
Modern-day Saudi culture is influenced by Westeuttuce; this effect can be seen
especially in the younger generafionThe influence of the cultures of developed

countries on Saudi culture appears to extend t@uwdmg in that many of the

" This influence may alter the culture at this leseSaudi society, as it leads to changes in deps=ech
and attitudes. These changes can have many causésas studying abroad. Many parents send their
children (male and female) to study abroad, angl thay stay outside Saudi Arabia for up to seven
years, with the result that, when they return, theipg with them their experience of a different
culture. Another cause is the media, as currendlgy iew people receive only local television
channels; the majority have many TV channels, tlicly foreign ones, and this means that their
children can see and listen to what they wish. &Hastors may apply to the introduction of new
cultures into any society (Klausner, 2002).
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individuals who set accounting standards completiedir higher education at

universities in the USA, the UK or other Westermtiies.

4.7 Accounting Regulations

4.7.1 The Companies Law

4.7.1.1Company law
According to Basheikh (2002), the Aramco Companyg Wee first company to produce

oil in Saudi Arabia in the 1930s. It was a fore@mpany. However, as the number of
companies increased, there were no laws or regofatfor local companies, and
companies used the rules and regulations of othemtdes. The Companies Law, first
issued by the Saudi Ministry of Commerce in 1965¢generally held to be the main
authoritative reference for the accounting profassilt was amended in 1982, and
again in 1992 (Al-Rumaihi, 1997; Al-Mogbel, 2003kight types of business

organizations are recognized by the Companies l@eneral Partnerships; Limited
Partnerships; Partnerships Limited by Shares; kEditiability Companies; Joint

Ventures; Joint Stock Companies; Variable Capitaim@anies; and Cooperative
Companies. The Companies Law thus contains a lbgals for the accounting

profession (Ministry of Commerce, Companies Law).

4.7.1.2Financial Statement Requirements
There are 234 articles in the Companies Law. Tleseern formation, registration

processes, partners and directors, etc., but #rerm fact few guidelines on accounting
and auditing regulations (Ministry of Commerce, 2P0For instance, Article 120 states
that a company’s board of directors must issuatstent at the end of every financial
year. This statement should comprise a balancet,sheprofit and loss account, a

review of the assets and liabilities of the compaayd a report on the company’s
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activities and financial situation over the courdethe previous financial year (Al-

Mogbel, 2003). The firm’s books and documents mastrutinized at any time by an
auditor who must have a license to practice in S&udbia and be approved at an
ordinary general meeting. The firm must submibib®ks and documents to the auditor

at least 55 days before the ordinary meeting tplase.

Al-Mogbel (2003) stated that despite the fact that Companies Law makes up part of
the Saudi Arabian accounting regulations, nonasoéiticles deals with accountancy or

accounting standards. Shinawi and Crum (1971, p.dthPe:

“The Companies Act did not discuss such mattersaasounting
principles, professional ethics, auditing standards the creation of a
professional body of accountants in Saudi Arabia.”

4.7.2 The Accountants Law
In 1974, the Accountants Law, comprising thirtyefiarticles, was introduced by Royal

Decree No. 43 (SOCPA, 2007). These articles coathithe specifications and
requirements for external auditors to be registemsdlicensed public accountants.
Article 14 contained a declaration of the estalptisht of a committee to be called the
‘High Committee of Accounting’, which would work thi the Ministry of Commerce in
a consultative role. The main functions of the Cattea were laid out in Article 16,
these being to offer advice and suggestions fohaust of developing accountancy in

Saudi Arabia (Al-Mogbel, 2003).

4.7.3 The Income Tax and Al-Zakat Law
As the national infrastructure is supported digefittm oil revenues, Saudi nationals do

not pay income tax, although foreign nationals mtstwever, each Muslim, male or

female, who has approximately £800 or more in momewyssets, is obliged to pay
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Zakat (Al-Mogbel, 2003). Zakat is sometimes tratezlaas “alms-giving” and is a
religious tax levied at the end of every year ahiaimum rate of two and a half per
cent of total money or assets. The money goes tsvahnarity and the relief of the
poor. It is a requirement of Islamic Sharia lawmt thakat be paid by every Saudi citizen
(unless they possess less than £800), and it nestbe paid on the Saudi share of

profits from enterprises owned jointly with foreigivestors.

According to Al-Mogbel (2003), The Income Tax andkat Law has been amended
several time since its introduction in 1950 by Rdyacree No. 17/2/28/3321. This law
essentially concerns accounting practice. For mr&tain Article No. 6 it is stated that
all individuals and business enterprises engagedmmercial or investment activities
must keep organized accounts detailing the busimegstal proceeds and expenses

over the course of the year.

4.8 The Establishment of Accounting Organizations

There have been some endeavours to set up a poof@saccounting body in Saudi
Arabia for the development of accounting in the rdop and to establish precise

standards. The following section offers a shortexevof such endeavours.

4.8.1 The Saudi Accounting Association (SAA)
The attempt to improve the accounting professiofandi Arabia dates back to 1979,

during a meeting between the head of the MinistrfCommerce and Abdulazaz Al

Rashed, the head of the Al Rashed accounting®firfilne Al Rashed accounting firm

'8 One of the oldest local accounting firms in Saiidibia.
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was given permission by the Ministry of Commerceptrform a study of how the

accounting profession could be promoted (SOCPA7200

In 1981 King Saud University also organized someksioops to begin studying how
accounting functions could be promoted, how acdognétandards could be set, and
how they could meet the needs of the developingliSazonomy. Therefore, the Saudi
Accounting Association (SAA) in the Department ofccdunting at King Saud
University was created (SOCPA, 2007). AccordingAtéMogbel (2003), as the SAA
was set up within an academic establishment, ifgectibes were understandably
founded on an academic approach to accountancyseTbéjectives included the
development of the concepts of accounting in S&udbia and the encouragement of
contributions from members of the accounting preifes to the development of these
concepts. The SAA also tried to encourage the stpaf ideas between the SAA and
others with accounting responsibilities, both in@aArabia and overseas, and also to
provide advice and promote research with the ainnmgroving the development of

accounting in Saudi Arabia.

The results of the above effort clarified the obyexs of financial accounting, and the
first accounting standards in Saudi Arabia wereadsin 1986, namely, the ‘General
Presentation and Disclosure Standards’ (SOCPA, anReport, 2007). Five years
later, to continue to promote accounting functitre Saudi Organization for Public
Certified Accountants (SOCPA) was set up, and theidtty of Commerce withdrew

authorization from the SAA.
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4.8.2 The Saudi Organization for Certified Public Accountants (SOCPA)
The Saudi Organization for Certified Public Accamt (SOCPA) was established by

Royal Decree in 1992 (SOCPA, 2007). It is run bBaard of Directors comprising
thirteen members, with the Minister of Commerce Gisairman. The Board also
includes six certified accountants, two represargat of university accounting
departments, and the Deputy President of the GeAewdit Bureau (SOCPA, 2007).
The other members are the Deputy Minister of Coremethe Deputy Minister of
Finance and National Economy, and a representative the Chamber of Commerce.
SOCPA is financed by subscriptions, income fronesaif its publications, and state
subsidies. It establishes technical committees tepare general rules for the
administration of the profession. Committee memlagesin the accountancy field and

include academics, accountants and company repatises (SOCPA, 2006).

At present, among SOCPA’s activities are the foifayy

e The development and issue of accounting standarus,deciding appropriate
methods for measuring, presenting and disclosingeas of financial
statements.

e The development and issue of auditing standards Qertified Public
Accountants licensed to practice in Saudi Arabiag dhe assessment of
auditors’ proficiency.

e The development of a review programme to oversegd#rformance of CPAs
and ensure that they adhere to standards and tiegsla

e The development of the principles and rules of @mde of Professional
Conduct.

e The preparation and management of the SOCPA felfipresxam.

e The propagation and carrying out of training progmes for professional
development.

e The establishment of a specialist information ecemtraking use of the most

recent technology.
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e The issue of a specialised professional newslg&teaccountants and auditors.
e The organisation of conferences and seminars iousating and auditing.
(Source: SOCPA, 2006).

4.9 Saudi Arabian accounting standards

4.9.1 Influences on Accounting
Although Saudi Arabia did not adopt any foreign@aectting standards, there are three

ways in which foreign influence on Saudi accountimgactices operates: through

foreign accounting firms, foreign companies aneigm accounting education.

4.9.1.1International Accounting Firms
A foreign accounting firm was the first accountiimgn to be licensed to practice public

accounting in Saudi Arabia. By the end of 1968 ¢heere twenty accounting firms
from six countries, including Saudi Arabia, opergtiin the country. Foreign
accounting firms have been considered to have haggative effect on the local
accounting system. Enthoven (1991, p. 272) stated:

“In many [developing] countries, foreign accountifgrms operate.

They tend to follow foreign accounting/auditing pooncements,

which may not help develop useful local standarda. general,

accounting firms are not involved adequately inigloand economic

programmes; not do they assist sufficiently in ilful§ the

accounting needs of smaller firms either directly hrough

development institutions.”
Foreign firms still make up a considerable promortiof all the accounting firms
operating in KSA. At the end of 1985, 39% of ak thccountants and auditing offices
licensed to practise accounting in Saudi Arabiaewereign (SAMA, 1986). However,

at the present time this figure is lower and mdsthese offices are local (SAMA,

2006). The “Big 4” firms are also represented imd@aArabia, either with branches of
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their British or US offices, or by having estabéshan association with another firm

operating in Saudi Arabia.

There are currently four international accountimgn$ in Saudi Arabia, i.e., Deloitte
Touche Tohmatsu, KPMG, PricewaterhouseCoopers WC)Pand Ernst & Young.
These firms indirectly influence the use of IASdany to use them (Al-Rumaihi,
1997), since they benefit when a country in whiodythave offices adopts IASs/IFRSs
(see Chapter Three for more detail). Some of theleymes who work in big
accounting firms in Saudi Arabia are non-Saudi, aad result they may tend to use
their own preferred accounting standards. Moreavyay may advise Saudi employees

to go to the USA or other developed countries Heirttraining (MEER, 1992).

4.9.1.2Foreign Companies
Foreign companies are one of the principal wayswhich accounting ideas and

procedures are transferred from one country tohemofThere is nothing new in this.
For instance, double-entry bookkeeping and othertowatting procedures were
introduced into England and other European countrighe 18 century through trade
with companies in Italy (Lee, 1975). According td-Rumaihi (1997), the Saudi
Arabian economy has developed rapidly over the ffadiy years, and many foreign
companies, particularly from Britain and the USAgvl had an important role in
building the country’s infrastructure, such as maaridges and schools. For instance,
in 2004, 63% of the total value of development cacts was awarded to foreign

contractors (SAMA, 2005).

Foreign companies may have had a negative effeth@iocal accounting system, but
they have had a positive effect as well. Saudf stathese firms have been introduced
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to modern accounting practices and the use of modechnology in accounting
operations. Some of these firms offer their Sauddgate staff the opportunity to travel
overseas for further study and training in vari@reas of accounting (Al-Rehaily,
1992). However, one negative effect is that foreigpmpanies use accounting
principles which are employed in their own courgr@gnd which are not always relevant

to local needs because of cultural and environnhdiffarences.

4.9.1.3Accounting Education
Like the governments of most developing countrieg, Saudi government has sent

many students abroad, especially to the UK andJBA, to study in various domains,
including those of business and accounting. In 20@te were around 30,000 Saudi
students studying overseas on scholarships. Howetrés number increased
dramatically after encouragement from the Saudieguwent, e.g., the King Abdullah

bin Abdulaziz Programme for Studying Abroad (sesriote 5).

According to Al-Rumahi (1997), the influence of éaggn education on accounting in
Saudi Arabia stems from the fact that as facultymimers come from various
accounting backgrounds, a variety of courses arghtain accounting principles and
auditing. All the courses take into consideratibe ®accounting environment in the
country where the faculty member’'s degree was takeaddition to the above, many
students obtain their degrees (Masters or PhD) ftenUSA or the UK, and on their
return to Saudi Arabia some of them tend to empliffgrent policies and ask for other

accounting standards to be adopted, dependingeanativn ideas and experience.

Furthermore, most accounting departments in SauabiA's universities include many
Egyptian academics who can influence the teachingcoounting courses and thus
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influence accounting practices in Saudi Arabia. Fexample, at King Khaled
University, 80% of the academic staff are from Hgygnd as a result they can
communicate their ideas and advice to studentabadexert an influence through their
contributions to department policies during thasidence (KKU, 2008). Moreover,
they may transfer the influence of British accongtio Saudi accounting, as Egypt was

colonised by Great Britain (see section 4.3.5).

In the GCC countries (Gulf Council Corporation Ctigs), most members of the
accounting profession have been trained at uniiessn the USA or the UK, although
some of them receive their training locally. Acdagito Kantor et al. (1995), in Saudi
Arabia members of the accounting profession havenbgained at King Saud
University, King Abdulaziz University, and the Uensity of Petroleum and Minerals.
However, they were taught with textbooks from Eggptthe USA, and most of the
teachers at these universities received their éduca Egypt or the USA. Kantor et al.
(1995) also point out that some members of thewdarg profession received training
in the USA or the UK. As a result, some of thosenbers may tend to prefer to adopt
some of the accounting systems or standards ofl@w®e countries, and the effects of

this depends on their position in the accountindybo

It would appear from the above that accountingands Arabia has been influenced by
Western accounting in various ways. As a resulthid, the setting of accounting
standards in Saudi Arabia will combine different@mting standards from different

countries, as will be discussed in the followingtem.
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4.9.2 The Setting of Accounting Standards
Before SOCPA was established in 1992, the SAA wespansible for preparing

accounting standards in Saudi Arabia. Since 1992 mbsponsibility has fallen to
SOCPA (Article No. 19). According to SOCPA (2002he setting of accounting
standards passes through ten stages before apps@ealSOCPA, 2007; Al-Mogbel,
2003). However, the setting process may be infladnby some parties’ interests
according to the political nature of standardsirsgt{see Chapter Three), particularly
because of SOCPA's inability to control this praces provide accounting standards
that are appropriate for all stakeholders in Sardbia (see section 3.9.4). However,
according to this researcher’'s knowledge no rebejaresently exists that assesses the
process of setting SASs or explores whether thiscqss is driven by political
influences which are reflected in the final standafrhis study will contribute to

providing evidence of that process.

4.9.3 Existing Saudi Arabian Accounting Standards
Before 1992 only one set of accounting standards$ lbeen issued by SAA: the

“General Presentation and Disclosure”, in 1986.sThiandard was based on the
standards of three countries, the USA, GermanyTamdsia (SOCPA, 2002), and was
updated in 1997 (Beshiekh, 2002). According to Addel (2003), these countries
were chosen and classified according to the folhgwactors: a) the extent to which the
accounting profession was developed in the counly;how far the economic
environment of the country resembled that of Safidhbia; and c) the possible
advantages Saudi Arabia could obtain from exisbndies in the country. Moreover,
according to Al-Amari (1989) these countries welnesen according to certain salient

points. Hence, the USA was chosen because of dhlyadeveloped accounting
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profession; Germany was chosen because of itsdadsegulations, and Tunisia was

selected as it was a developing country.

As in may 2008, there are 17 Saudi accounting stasd(SASs), 16 of which were
issued by SOCPA and all of which, with the exceaptad the Zakat and income tax

standard, were based on IASs and USA GAAP and drdsirds (see Table 4.3).

Table4-3 SASs up to the present

N Standards Year of issue
General presentation and disclosure 1986

2 Foreign currency 1997

3 Inventory 1997

4 Related party disclosure 1997

5 Revenue 1998

6 Administration and marketing expenses 1998

7 Research and development cost 1998

8 Consolidation of financial statements 1998

9 Investment in securities 1998

10 Preliminary financial reports 1999

11 Zakatand income tax 1999

12 Fixed assets 2001

13 Accounting for leases 2001

14 Segmental reports 2002

15 Accounting for investment according to propeigts 2002

16 Intangible assets 2002

17 Accounting for government grants and subsidies 2003

Source: (SOCPA, 2007)

The Saudi Arabian Monetary Agency (SAMA) requirels lzanks and financial

institutions in Saudi Arabia to prepare their finmh statements in accordance with
IFRSs. Other listed companies are required to pectbeir financial reporting based on
SASs. However, in December 2002 SOCPA stated thathé case of there being an
accounting issue for which no accounting standargrofessional opinion has been
issued by SOCPA, the accounting standard issuethéyinternational Accounting

Standard Committee for that issue shall be constére generally accepted standard

in this respect” (SOCPA, 2007).
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4.9.4 SOCPA and Future Challenges
Nowadays, there are certain challenges facing SOCHH#st of all, the number of

people who can assist in studying and preparingdiSaocounting standards is
insufficient. Moreover, many qualified accountateésd to work for large companies
and accounting firms in Saudi Arabia, as SOCPA oapay them such high salaries
and bonuses. Finally, the contribution of society giving feedback on the new
standards issued by SOCPA is inadequate, as théasthis usually introduced before
the final stage (see section 3.9.2). In this resesats opinion, SOCPA will face greater
challenges in light of the increase in accountinfprimation requirements and the
delays in issuing and improving accounting stanslaltds one of the intentions of this
study to contribute to assisting SOCPA by invesingaone of the solutions which
SOCPA may use in the near future through an exammaf the relevance of IFRSs to

Saudi Arabia.

4.10 Comparison Between SASs and IFRSs

This section compares Saudi Accounting Standard$¢yand International Financial
Reporting Standards (IFRSs) or International Actiogn Standards (IASs). Two
standards have been excluded from the comparisotheae are no comparable IASs
for them. They are the Zakat and Income Tax stahdamd the Administrative and
Marketing Expenses standard. This comparison iserbaded on the main variations in

the perspectives of both IASs and SASs, such amitil@fis of term, scope and

9 Based on August 2006 meeting between the reseassttbrthe chief of SOCPA in his office at
SOCPA.
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accounting treatment; and presentation and dis@osguirements. The results of the

comparison are presented in detail in Appendik@;key differences are as follows:

The main differences between SASs and IASs/IFR&anlitheir alternative
accounting measurements. For example, IASs offeatgr flexibility for

assigning the cost of inventories by using the LIMDereas the SAS permits
only the use of weighted average cost formulas assigning the cost of
inventories. Moreover, under SASs historical cesised more than fair value,
as the Ministry of Commerce permits the use of ¥alue in market share only.

However, fair value is widely used within IFRSsy(dAS 40 and 41).

Although in some cases SASs require more disclotwar IASs/IFRSs (for
instance, in SASs 8 and 14), IASs/IFRSs generalijyire more disclosure and

detail than SASs.

The presentation of IASsS/IFRSs are more easily staiedable than SAS
because IASs/IFRSs show all necessary detailsmwii@ standards, but in most

cases SAS leads the reader to the interpretataiiose

Another difference is the framework and objectitrest the standard may cover.
For example, in SAS 10 and IAS 34, the scope of $8% expanded to include
the excluded activities and unusual sections, gand losses which are

probably held.
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4.11 Summary and Conclusion

As mentioned previously, the aim of this chaptetoisnvestigate some of the factors
which have had the greatest influence on the dpuwabmt of accounting in Saudi
Arabia. These include the influences of religioojitics, culture and economics, as
well as others, such as foreign influences. Thigptér provides an overview of the
history of Saudi Arabia. Furthermore, accountingutations, the establishment of

accounting bodies and accounting standards havedgxained.

The influence of culture is a common obstacle whiohy confront accounting
harmonization in any country, and Saudi Arabiaksly to be faced with this obstacle
as Saudi culture is formed by Islam, which may konfvith IFRSs on several issues.
As a result, there is a need for accounting andtiagdstandards to deal with the
procedures and mechanisms involved in Sharia-camipliinancial transactions in
KSA. SOCPA has issued special standards to meetndeels of DZIT for the
calculation of Zakat. On the other hand, SOCPA \ate pressure from many
interested parties to adopt and implement IFRSs, arnthe reasons for this pressure
being the encouragement of FDI. The Saudi Stockk®tafuthority (SMA) began to
make an effort to attract FDI by promoting and depmg the financial reporting of
companies in order that it might be clearer andemoformative for investors; one of

their suggestions to SOCPA was to adopt IFRSs.

It would appear from the above that accountingands Arabia has been influenced by
Western accounting in various ways, and as a resuhis the setting of accounting
standards in Saudi Arabia will combine different@mting standards from different

countries. SOCPA was established relatively regentl 1992, and therefore there has
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been some delay in preparing accounting stand&@&PA has issued 17 accounting

standards so far, the most recent one being in.2003
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5 Research design

5.1 Introduction

This chapter presents and discusses the researttodeeemployed in this study to
reach the objectives detailed below. This studysugeestionnaire surveys and
interviews, in addition to a comparison between SAfd IFRSs. This chapter is
organised as follows: firstly, there will be a dission of the research objectives and
questions; the research methodology is then besipted, followed by a discussion of
the research methods, including the justificatitmrschoosing them, their design and

administration, and the selection of the sample.

5.2 Research Objectives and Questions

The overall objective of this study is to find auhether IFRSs are relevant and useful
for Saudi Arabia. To reach this overall objectiitas necessary to divide it into several

specific objectives, as follows:

(2.1)To examine and discover the accounting needt $audi Arabia and then find
out whether they differ from those of Western countes
The literature demonstrates that differences dasiveen the cultural environments of

developed and developing countries, leading teeddfices in the information needs of
each country’s users (Ngangan et al., 2005). Ngargjaal. (ibid) state that the
differences in users’ information needs are nobteacross different countries, and

even between various user groups in the same gountr
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Chamisa (2000) states that the differences betaeeeloping countries are highlighted
by the fact that they have a much broader assottofesconomic and social indicators
than do developed countries (see Chapter 2). litiaddmany studies maintain that the
differences between accounting systems in vari@ustcies are caused by economic
and institutional differences (Mueller, 1967; Nop&998, 2004). Other studies cite
cultural differences, with some of these studieadgbased on Hofstede’s Model (Gray,
1988; Salter and Niswander, 1995; Chanchani anteityi2004; Dinget al, 2005). The

variations in accounting systems from one countryahother are caused by the
differences in the accounting needs of those cmmiiBriston, 1978; Hove, 1986;

Radebaugh, Gray and Black, 2006), as well as nkE@mental factors that influence
and cause the differences between accounting systendeveloping countries (see

Chapter Three).

As Saudi Arabia is a Muslim country, Islam is thepipal influence on daily life and
all activities in Saudi Arabia. Business and conuageincluding accounting, are also
influenced by Islam. Some factors influence usedsen any Islamic country, such as
the duty of all Muslims to pay Zakételigious tax) (Lewis, 2001; Napier, 2007) (see
also Chapter Four). Full disclosure and transpgreare Sharia requirements, and
through applying the Islamic accountability framekv¢see Chapter Three), accounting
preparers can provide more appropriate accountimgrmation to users, thus
discharging their accountability. Based on the &bbterature and the discussion of
Saudi Arabia’s accounting background (see Chaptethé following question will be
addressedwvhat are the needs of users of accounting inforonaith Saudi Arabia@his

question will be sub-divided into three questiofiy:Who are the users of accounting
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information in Saudi Arabia? (2) What do these aseged? (3) Are they different from

those of Western countries?

(2.2)To examine Saudi accounting standards as conmeal to international
accounting standards in order to identify the diffeences and determine which
system can better satisfy user needs.

This objective will be divided to two sub-objectire

(2.2.1) Identify the differences between SASs akf8isIIFRSs.
(2.2.2) Explore stakeholders’ perceptions of wirsghtem may better serve their needs

and which they would prefer to be applied in SaArdibia.

According to Boolaky (2004), some countries havepaeld IASs/IFRSs in their entirety,
without any modification (full adoption); on thehetr hand, some countries adopted
these standards as part adoption, making some icaithhs based on local needs.
IASs/IFRSs have been used for different purposesame developing countries.
IASs/IFRSs have been used for different purposes®ine developing countries. Some
countries, such as United Arab Emirates have adopfdRSs as their national
accounting standards, while others, such as Maaysive used them as a basis for
their national standards but have modified thersuib local needs (IAS plus, 2010). In
some cases, such as Saudi Arabia, IFRSs are ussd thwa national standards do not

offer a provision for a particular case.

Saudi Arabia is the only GCC country with a profesal body of accountancy
(SOCPA); this body uses IFRSs only as a startingtpo preparing local standards
(Mirghani, 1998). Moreover, SOCPA permits the uselFlRSs where there are no

SASs. The banking sector however has already adldpfeS. From the discussion of

117



the theoretical framework, it seems that an apjpatgraccounting system in Saudi
Arabia (see Chapter Three) would help to incredse level of accountability.

Therefore, this study attempts to examine and ewalthe progress of IFRSs, their
relevance to Saudi Arabia and their ability to miet accounting needs of an Islamic

country.

A comparison between SASs and IASs/IFRSs (see €hdmur) is made to help
determine the main differences between them. Thimsparison is made by analyzing
the content and requirements of each set of stdadarterms of the information that
must be disclosed, the presentation of informatibaut each set of standards, and the
different accounting treatments, if any, betweemthMoreover, some of the results of
the comparison will be included in the questionemito gather respondents’ opinions
on to what extent the existing Saudi Accountingh8gads (SASs) and IFRSs/IASs can
meet the needs of accounting systems users in @aallia. The question i$¥/hat are

the main differences between SASs and IFRSs aitl gystem can satisfy user needs?

(2.3)Understanding the factors that must be takennito account when considering
the adoption of IFRSs in Saudi Arabia (or understading the factors (cultural
issues) that may prevent the complete adoption oFRSs in Saudi Arabia).

Prior literature shows that several factors shdaddtaken into account, e.g. culture,

market economy, and political system, which vasaglly from country to country, thus
presenting obstacles to the establishment of anuating system that can function well
in all countries (Nobes and Parkar, 2006). Soméiasufind that the language of IFRSs
and the development of accounting education maylasobstacles to the adoption and
implementation of IFRSs in developing countries ¢délsalam and Weetman, 2003;

McGee at al., 2003; Asraf and Ghani, 2005; Tyreakl., 2007).
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According to Tyrrall et al. (2007), IFRSs may failcover all the accounting needs that
might be present in some developing countries. ¢bidd be an issue in Saudi Arabia;
some Arab countries, such as Saudi Arabia, use&hara guide in all aspects of life
and find that this is not always easily compatiblth IFRSs, as there are certain issues
which must be considered. For example, Islamicftaids interest, but no provision is
made for this in IFRSs (Hussain et al., 2002). defi is therefore one of the
environmental factors that should be taken intooant when considering adopting
IFRSs. The question here Wthat are the underlying factors (cultural issudgttmay
influence the adoption of IFRSs in Saudi Arabia] amich issues might act as barriers
to their adoption? The answer to this question will be sought thfo8gudi accounting
preparers’ and users’ opinions about factors thghtprevent the complete adoption of

IFRSs by Saudi Arabia (e.g., Islam).

(2.4)Examining the difficulties and problems occuring during the transition to the
IFRSs in Saudi Arabia
Prior literature suggests that, although thereraamy advantages to having a single

accounting system, harmonization would be costly difficult due to cultural
differences (see Chapters Two and Three for motailjeand the question of which

standards may be applied globally would be preSgmall et al. 2007).

Some studies have found that IFRS adoption injtiafisults in some expense and
difficulties, such as difficulty in interpreting éBe standards, training accounting staff,
the need for consulting services, translation mols, and standards being too broad
(Joshi and Ramadhan, 2002; Srijunpetch, 2004 amchllgt al., 2007). The question
here is:What problems and difficulties would Saudi Arataiee when applying IFRSs?
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This question will be answered through the coltectiof Saudi stakeholders’

perspectives. These viewpoints will be acquirestlfirby asking preparers of financial

statements in the banking sector about the actoblgms and difficulties experienced
during the transition to IFRSs; secondly from tlegspectives of the preparers of the
financial statements of other listed compafiliebout the problems and difficulties
which may be expected to occur during the transitm IFRSs; and finally by asking

users and external auditors about their perspectdiethe problems and difficulties

when using newly-adopted IFRSs during the tramsiti

Therefore, the above question will be divided to sub-questions.

(1) What were the main problems and difficultiest e banking sector faced during
the process of adopting IFRSs?

(2) What are the main problems that other listethpanies may face when transferring

to IFRSs?

(2.5)Understanding the factors or reasons that mighlead Saudi Arabia to adopt
IFRSs and the benefits of the adoption

This objective will be divided into two sub-objecs:

(2.5.1)To determine the different influences that &n play a major role in the
development of SASs and whether they can influen&audi Arabia to adopt IFRSs
Previous literature (see Chapter Three) has sugmjeébtit certain organisations exert

great pressure on developing countries and emeggiogomies to adopt IFRSs. These
organisations include the World Bank, the Intemadi Monetary Fund (IMF), and

international accounting firms (IAFs) (Ouattara,989 Rahman, 2000; Hooper and

2% Other listed companies mean all listed companiestay banks.
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Morris, 2004; Sucher and Alexander, 2004). Accaydin Street and Gray (2002),
countries may be motivated to comply with IFRSsdose they want their businesses to

be listed overseas and because they may want atolpérform their audits.

The World Bank in particular uses its position derader of aid money to developing
countries to put pressure on them to adopt IFRSm»igktte, 2004; Alfredson et al.,
2005). According to Rahman (2000), some develomiogntries need to follow the
requests of certain organisations, such as thed\Rahk, in order to receive the help
they require. This means that the World Bank cajuest that developing countries
adopt IFRSs, or make this a condition of awardimank and other financial aid. For
example, Tyrall et al. (2007) reported that the M/&@ank made the adoption of IFRSs
a condition for Kazakhstan to obtain financial aithe question here i8Vhat factors

can benefit from the full adoption of IFRSs in SaAm@bia?

The answer to this question will be sought thro&gudi accounting preparers’ and
users’ opinions on the influence behind the adoptiblFRSs, if any. These viewpoints
will be acquired firstly by asking preparers ofdntial statements in the banking sector
about their motivations behind the adoption of ISR&condly from the perspectives of
the preparers of the financial statements of oliseed companies about the expected
influence on the adoption of IFRSs; and finally dsking users and external auditors
about their perspectives of the internal or extemmquences that might occur in the
adoption of IFRSs. Therefore, the above questidhbeidivided to three sub-questions:
(1)What were the banking sector’s motivations fdo@ting IFRSs?

(2)What are the expected motives for the full adopdf IFRSs in Saudi Arabia?

(3) Which stakeholders of Saudi Arabia will benefdst from the adoption of IFRSs?
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(2.5.2) An examination of the advantages and bentfiof Saudi Arabia adopting
IFRSs
Prior studies suggest that there are many bertefitee gained from adopting IFRSs.

For example, Fry and Chandler (2007) state thaptadp or modifying IFRSs in
developing countries saves the time and effort Waild be required to establish their
own national standards. IFRSs lead to a betterityuad accounting in developing
countries (Turner, 1983) and thus to greater coitiyetiess in the international capital
market (Saudagaran and Diga, 2003). IFRSs carbalseen as a good opportunity for
developing countries. According to Saudagaran aigh [P1997), as well as the cost-
saving aspect of their adoption, IFRSs are thezayi not a reflection of the
accounting policies of one single country; adoptingm therefore can be rationalized

more easily from a political point of view.

The adoption of a single accounting system willphehpital and other sources move
more easily across borders, and reduce the coatajunting statement preparation
(Tyrrall et al., 2007). Moreover, in terms of dey@hg nations, the harmonisation of
IFRSs will help reduce the expense and time inwblu@ issuing new standards,
increase the efficiency of the stock market and enéikancial statements more
understandable (Belkaoui, 2004; Asharf and Ghad@52 Nobes and Parker, 2006).
Decision usefulness is an objective of the IASBdssussed in Chapter Three. It was
argued that decision usefulness is one of the faetfiecting adoption of IASs/IFRSs.
The question here isWhat are the benefits of applying IFRSs in the dbau

environment?
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The answer to this question will be sought thro&gtudi accounting preparers’ and
users’ opinions. These viewpoints will be acquifedtly by asking preparers of
financial statements in the banking sector aboeitr #xperiences of the actual benefits
they had gained after the adoption of IFRSs; sdgofidm the perspectives of the
preparers of the financial statements of otheedistompanies about the benefits and
the advantages which may be gained from the adom@mpared with the current
situation with SASs; and finally by asking usersd axternal auditors about their
perspectives on the benefits and advantages ofdR&Saudi Arabia. Therefore, the
above question will be divided to two sub-questions

(1) What benefits and advantages did the bankintpsgain after adopting IFRSs?

(2) What are the expected benefits and advantafjeslapting IFRSs for other Saudi

Arabian listed companies, compared to the currgnation?

5.3 Research Methodology and Approaches

The choice of research methodology and how a relseaconducts research depends
on their own ontological and epistemological balig¢hat is to say, their beliefs about
the social world and what is known in it, and tla¢une of knowledge and how it can be
acquired (Snape and Spencer, 2004). The cultureeamdonment of both researcher

and participant also play a large part in deterngrthe research approach taken (ibid).

Epistemology has been defined as ‘the researchers regarding what constitutes
acceptable knowledge’ (Saunders et al., 2009, p.B&ording to Hopper and Powell
(1985), epistemology is the branch of philosophyhassned with the nature of
knowledge and the basis of proof which forms knalgks as well as how to acquire

and transmit knowledge. The present study will @egknowledge through interaction
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with individuals and actors involved in the studjre knowledge is therefore of a more
personal nature (Hopper and Powell, 1985). Theeptestudy aims to investigate the
relevance, usefulness and challenges involved pieimenting IASs/IFRSs in Saudi

Arabia, through exploring the perspectives of imtlinals included in the study sample.

Pragmatism is“a position that argues that the most important
determinant of the research philosophy adoptetiesresearch question,
arguing that it is possible to work within both pgingst (quantitative)
and interpretivist (qualitative) positions. It ajgd a practical approach,
integrating different perspectives to help to odileand interpret
data”(Saunders et al., 2009, p.598).
Quantitative research is highly structured, obyextiand generally uses quantitative
measurement, whereas qualitative research (intenigsra) focuses on the details of a
situation and the reality behind these detailss therefore more subjective (Collis and
Hussey, 2003). Pragmatism is particularly suitdbtemixed method research, and this

researcher considered a pragmatic approach to besuiable for this research, which

combines both quantitati¥’eand qualitativé methods.

The two methods can complement each other (FielagFielding, 1986); use of both
can therefore be advantageous (Patton, 1990). Sthdy will use both quantitative
(through closed questions) and qualitative (throogken-ended questions) methods in

questionnaire surveys and semi-structured intei@Wis strategy was chosen as it

2L According to Robson (2002), quantitative reseasebks to determine the existence of a constant
relationship between events, or between two vagabl

2 Qualitative research, on the other hand, emphasizeds rather than quantification in data colkecti
and analysis (Bryman, 2004). Qualitative reseatbbugh, assists in comprehending a phenomenon,
assessing the essential motifs that appear inetearch, and ultimately assisting in the constnabf a
theory (Easterby-Smith et al., 2002). Qualitatiesearch is based on data in the form of words rathe
than numbers, and conclusions are based on datastmat quantified, such as attitudes and values
(Rudestam and Newton, 1992).
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was considered to be the most appropriate for amsgvehe research questions. As the
aim of the research questions is to investigate @escribe the motives for, and
benefits, problems and difficulties of, IFRS adoptiuse of both methods is considered

to be in keeping with this aim.

According to Marshall and Rossman (1989), reseascsteould use the approach which
will best assist in answering the research questidrhe mixed-method approach
permits a more thorough and comprehensive invegiigaf the subject than would the
use of one method alone. The mixed-method appraisih helps to achieve cross-
validation of data and avoid any information biasick could stem from the use of a
single method of gathering data (Hussey and Husk®97; Silverman, 2000). The
combination of two approaches permits the shortogmbof each to be overcome. For
instance, a large sample can be covered througlyubstionnaires, whereas it would

not be possible to interview them all due to timnatations.

However, it is possible that questionnaires may gather detailed information; this
issue may be overcome through use of a more irhdglitative method in interviews.
Finally, the quantitative approach used in the tjoesaires helps compare answers
between sample groups and find the significanedifices between them regarding to
their position. This is one of the advantages efdhantitative method (Saunders et al.,

2009).

5.4 Data Collection

To achieve the present study objective and ansherdsearch questions this study

employs two data collection methods. These metiaitibe presented in this section.
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5.4.1 Questionnaire Survey
The survey is the method most commonly used byarekers in collecting primary

data (Aaker et al., 2001). Denscombe (2003a, pa¢s that:‘the word survey means
to view comprehensively and in detail. In anothems® it refers specifically to the act
of obtaining data for mapping"Questionnaires are a group of questions designdd a
sent to a sample of people. Their main purpose ishtain information about the

sample’s attitudes and opinions concerning theesilgf the research.

Hussey and Hussey (1997), Babbie (2001) and Densed¢g®03b) outline some of the

advantages of questionnaires: questionnaires aomoetcal, they permit wide

coverage; they are comparatively easy to arrandeaanlyse; and they avoid personal
interaction with the researcher. On the other h&&hscombe (2003b) mentions the
following disadvantages of questionnaire survelys:response rate is variable and may
be low; questionnaires may feature incomplete arlgecompleted responses; they
limit and shape the nature of the response; andrékearcher is unable to probe

responses.

However, Al-Hajji (2003) and Burgess (2001) offemee suggestions for mitigating
these disadvantages. Namely, the researcher skoojpdoy administration skills to
maximise the response rate, align the procedurb Wié research objectives, and
minimise bias. The questionnaire should be canefalinned and designed in a manner
which will maximise effectiveness, keep costs lamd simplify the analysis of the
results. It can be to the researcher’s great adgantio have personal contacts with the
firms or other bodies with which the research W#l carried out. Finally, researchers

should try to cover the whole population.
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Questionnaires can be administered through the pgsinterview (face-to-face), by
telephone or by e-mail (Oppenheim, 1992). Postaktjonnaires involve the researcher
posting the questionnaire and covering letter te #ample, enclosing a stamped
addressed envelope for the return of the complgtedtionnaire. If the survey is being
carried out within a firm, use of internal mail mde an option. According to
Oppennheim (2000), although this method of adnenisy questionnaires is simple
and inexpensive, it seldom generates a high respoate; the response rate is
frequently 10% or under. This presupposes that dhlyse who are especially
concerned with the issue have answered; therefosample bias problem arises, as
these respondents will not accurately represenptipeilation. There are various ways
in which the response rate may be improved. Fdamte, questions should be clear,
unambiguous, and non-controversial (Dillman, 19&3}an also be worthwhile to send
a follow-up questionnaire to individuals who hawa nesponded at the first one; this
will certainly generate a few more responses, wic@h then serve to check any bias.
Another way in which the response rate can be as@e is to offer an incentive by
making it clear that a small gift will be sent tth those who return the completed

guestionnaire.

Questionnaires administrated over the phone cancdievenient and much less
expensive than face-to-face interviews, while & same time permitting a degree of
personal communication (Bell, 1999). It is possiile employ a fairly long

questionnaire using this method and it also maltiegtieg responses to delicate or
complicated questions easier. While the responsemay be high, there nonetheless

remains a bias as the respondents will be all paopb have a phone and are prepared
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to answer questions asked of them by someone tay iever met before. In terms of
face-to-face interviews, Bryman (2004) states titatis possible to administer
questionnaires on the street, in the interviewaesie or office, or any other suitable
place. Electronic (email) questionnaires are arekat method of distribution; this

method is very rapid and inexpensive, and thegemerally a fairly high response rate.

This study uses postal questionnaires, as this adeit more inexpensive than other
methods (except email) and anyone can contribubeowaging respondents to
complete the questionnaires. Moreover, the respuadeere able to complete the
guestionnaires at the time and place of their peefge. This particular advantage is not
found in another administrated method such as relaict mail (emaiP®, as in Saudi

Arabia internet networks are not readily available.

5.4.1.1Sample Selection
Finn et al. (2000) state that both the resourcethatresearcher’s disposal and the

anticipated rate of useable questionnaires retudetdrmine the size of the sample
Therefore, if a poor response rate is anticipakedresearcher should distribute more
questionnaires than the sample size required. Ot @dvantages of the questionnaire
is that it can cover a wider sample than intervi¢gldsnscombe, 2003). Therefore, this
guestionnaire was sent to stakeholders who expedletive relevant and useful

information.

Four different questionnaires were distributed be tstudy sample. The first was

designed for preparers of financial statements gceountants) in the banking sector, as

%% The researcher attempted to send some questiosnéremail, but there was no response. Therefore,
the researcher decided to use the postal system.r@¢earcher suggests that this method was
preferred by respondents because they could filtteiquestionnaires anywhere they wanted.
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they are required to issue their financial statemdrased on IFRSs. The second
guestionnaire was designed for preparers of fimdrstatements (i.e. accountants) in
other sectors (insurance, industrial, service itrgilysas they must issue their financial
statements based on SASs. The third questionnaisedesigned for users of financial
statements (i.e. financial analysts/fund manageskérs). The user groups of financial
statements include those who make at least modesatef corporate annual reports.
The fourth questionnaire was designed for extemo#tiors working in accounting firms
(local and ‘Big Four’) and Certified Public Accountants (CPAs). Theseugsohave
been considered by some previous studies which iexahrelated issues of IFRSs in
different developing countries, such as Joshi aach&lhan (2002), Kosonboov (2004)
and Tyrrall et al. (2007). More information and tjfisations of the choice of each

group will be discussed next.

5.4.1.1.1 Financial Analysts (FA)/Fund Managers (FM) (users)
According to Harding and Mckinnon (1997), financalalysts are one of the groups

that can provide useful information, as they de#h wccounting information. Members
of this group are regular users of financial staets in Saudi Arabia. They can
therefore be assumed to have sufficient knowledgleexperience to answer the survey
questions relating to financial statements. AltHotigere are 87 FAs and FMs in Saudi
Arabia (CMA, 2008), only 30 were active accordirgy their listings in the Saudi
Capital Market Authority (SCMA). Theest (57 FAs and FMs) are still not fully
operational and some of them have started workinlg wery recently and therefore
may not be in a position to give useful informatidtence, those who are included in
the sample have at least one year’'s work experiéifegr names, addresses and other

information were obtained from the CMA in April 280
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5.4.1.1.2 External Auditors
A questionnaire was distributed to the externalitausl working in the ‘Big Four’ and

local accounting firms. This group can provide usefformation as they perform their
auditing work under accounting standards. Thereev&0 external auditors and CPAs
in Saudi Arabia as of April 2008; their names arttirasses were obtained from

SOCPA. All members in this group were surveyedisagopulation is relatively small.

5.4.1.1.3 Financial Managers of Listed Companies (Preparers)
Companies listed on the Saudi Arabian stock mankee been chosen as one group

who may be affected by any accounting standardearcountry, as they prepare their
financial statements according to these standdiadstefore, they may provide useful
information about the standards they currently arsg also about the usefulness or the
difficulties and problems of IFRS adoption. Thesepanies will be divided into two
categories. The first will be the banking sectertlas sector is only permitted to issue
their financial statements based on IFRSs; thisigneill provide useful information
about the adoption of IFRSs and the transition fi®ABs to IFRSs, as well as their
experience in preparing financial reporting undéR$s as well as SASs, as they dealt
with SASs previously. There are 10 banks listed @hdhembers in this group will be

surveyed, as its population is relatively small.

The second category is that of companies (aparaoks) in other sectors on the Saudi
stock market (industry, cement, services, eletyritelecommunications, insurance and
agriculture), who must issue their financial stadets based on SASs. Although these
companies prepare their financial statements basefASs, they can provide general

information from another perspective about IFRSptid0, as they use IFRSs in cases
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where there are no SASs. Moreover, they can prowiftemation related to current
accounting practices. According to the Saudi Stex&hange (Tadawul), in April 2008
there were 105 listed companies; only 80 were delu— the most active ones, who

had been on Saudi stock market for over a year.

Information on all listed companies (names, adé®sstc.) is available on the Tadawul
website. The questionnaire was distributed to ialrfcial managers in all companies
listed on the Saudi stock exchange, as they ameapity responsible for preparing the
financial reports for companies in Saudi Arabiaeyare also responsible for the
compatibility of financial reporting with accounginstandards. Furthermore, their
experience is usually extensive compared to ottedf working in companies in the

financial sector. However, some staff in their dgpant may have relevant experience
with IFRSs, particularly in the banking sector. Agesult, five more questionnaires

were sent to each CFO, asking him to distributentte staff.

5.4.1.2Questionnaire Design
Previous literature was considered when develoghiegquestionnaires; moreover, the

result of the comparison between SASs and IFRSs takesn into account. The

questionnaires are divided into five parts. Thestfisection covers respondents’
background and current job title, level of eduaatiprofessional qualifications and

experience in their current occupation. The secsgudion covers questions about the
respondent’s perceptions of the users, the useexis) and financial reporting under
IFRSs. In this section, some questions differeqhgedding on the position of each
respondent. For example, preparers of accountifagnration (banks and other listed
companies) were asked different questions tharsusmadl external auditors. Preparers
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were asked about the main users of their finarmejbrting and about some elements
contained in their financial reporting. On the oth@nd, users and external auditors
were asked about their level of satisfaction reigardhe information disclosed based

on both banks’ and companies’ financial reporting.

The third section addresses perceptions concethaglifficulties and problems of the
transition to IFRSs in Saudi Arabia and the factibygt must be taken into account
when considering their adoption (or to understdredfactors, e.g., cultural issues, that
may prevent the complete adoption of IFRSS). Ia feiction preparers (banks and other
listed companies) were asked more questions regartie main costs that banks
incurred/companies may incur when implementing IERShe fourth section addresses
perceptions of different influences that could péaynajor role in the development of
SASs, and the advantages and benefits of adod&@R&d in Saudi Arabia. The fifth
section compares SASs and IASs. The bank samplexcisded from this section, as

this section is more focused on issues of fairevalu

The questionnaires used both closed and open-eqdestions. Closed questions
provide a fixed number of alternative answers (Saumnet al., 2009) while open-ended
guestions give respondents freedom to write thein @nswers in their own words
(Fink, 2003). Closed questions are quick and easyelspondents to answer (Saunders
et al., 2009). However, the loss of spontaneity tr@danswers based on the available
choice represent one of the disadvantages of clgsedtions. Therefore, although
open-ended questions may be time-consuming andretpyre more effort from the
respondent, they provide greater freedom and speityaof answers, as well as more

probing and detailed answers (Oppenheim, 1992). dpen-ended questions in the
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guestionnaires can provide detailed data; howesamne issues can be explored in even

greater depth in interviews.

There are varying types of closed questions, sschises, categories, ranking, rating,
guantity and matrix (Saunders et al., 2009, p.3lfb)his study the form of the closed
guestions on the questionnaires was based onrey tfbe using a Likert scale. This
form is most frequently used by researchers. Rafgrus are asked to choose their
level of favourable attitude toward statements teelato the questionnaire subject
(Saunders et al., 2009). One of the advantagdsedfikert scale is that it is simple for
both respondents to answer and for researchersd® and analyze. Respondents were
requested to choose their views on a five-poinettilscale. The first rank of this scale
was set as unfavourable and last rank as favour&#de instance, “1 = strongly

disagree” to “5 = strongly agree”, or “1= not prefiele” to “5= preferable”.

5.4.1.3Pilot Testing and the Administration of the Questimnaires
A pilot study provides a good way to refine theegash instruments and help make any

changes to the research plans before the studgried (Creswell, 1998). As Arabic is
the official language of Saudi Arabia and the mgjoof the survey population have
difficulty in dealing with English, the questionnes were translated into Arabic and
then given to two academics to check the translaBoth translators are fluent English
and Arabic speakers, with majors in accounting. qinestionnaires were also sent to an
English language specialist whose main languag&afic. The questionnaires were
then amended, according to the comments receivitdr the feedback was received
from the above test, the questionnaires were @tedeto check their reliability and
suitability in achieving the research objectivesseyding them to fourteen members of

133



the sample as a pilot study (see e.g., Babbie, )20Bleven questionnaires were
collected. The comments on the gquestionnaires aeoeit some questions needing to
be clearer, some needing to be joined together ame question and some less
important questions being deleted in order to k#ep questionnaires a reasonable
length. Finally, the modification of the questioimea based on the pre-test, if any was

required, was done.

While pre-testing the questionnaires, the researulsted SOCPA to ask for help.
They responded by sending e-mails and lettersltexé¢rnal auditors to ask them to
spend some of their time filling in the questiomaai and sending them to the
researcher. At this time, the researcher also atthto contact the rest of the samples
via email and phone to introduce the research akda their assistance by answering
the survey questions. On October 6, 2009, the mmestires were mailed to the
samples and delivered to those who had agreed|powith their distribution. This
distribution date was chosen because it is thé diay of the working year in Saudi
Arabia, and the researcher assumed that all siadldvbe back to work after a good
summer holiday. Therefore, the targeted numbeegifondents would be available and
it would be helpful for them to approach the quastaires with their minds refreshed

after the holiday.

After two weeks, follow-up email and telephone gallere made to those who had not

responded. Furthermore, although, questionnaires sent to all selected population in

Saudi Arabia, the researcher spent two weeks ih edg where the majority of the
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survey population are located (Riyadh, Jeddah aaardam¥* in order to be available
to visit those who had not responded to the quesdimes. In addition, he posted the
guestionnaires to them again, locally. Thus, tiseaecher spent a great deal of time and
expense attempting to elicit a good response Faten the end of November until mid-
December there was a public holiday in Saudi Aralsiame of the respondents
promised to return the questionnaires after workumeed following the holiday.
December 16, one week after the holiday, was tle daportunity to finalise the
collections. The researcher then made a quick statl the questionnaires to check

them before the analysis, and removed those witst ofdhe answers missing.

5.4.1.4Questionnaire Respondents
Table (5-1) shows an overall response rate of 40'®is rate represent 93.3% of the

Chief Financial Officers approached in the banksegtor, 30% of Chief Financial
officers in listed companies of other sectors, 48f%he financial analysts and 41.1% of

the external auditors.

Table 5-1 Respondent groups and Response rate

. L . Response
Group Population Sample Distributed Received Rate (%)
Chlef. Financial Officers 10 10 15+ 14 93.3%
(banking sector)
Chief Financial Officers
(listed Companies in othe 80 80 80 24 30%
sectors)
Financial analysts and Fur 30 30 30 12 20%
mangers
External auditors 170 170 170 70 41.1%
Total 290 290 295 120 40.67%

* Five more questionnaires were sent to two bankstfuer staff that have a good knowledge of IFRSs.

24 Almost 99% of the population are located in theiies. It is easy for the researcher to contaet th
remainder by telephone.
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This response rate seems satisfactory, particutamgpared with the normal response
rate for postal questionnaires, which is expeatelet almost 10% (Oppenheim, 1992),

and compared with other similar studies (JoshiRachadhan, 2002, Halbouni, 2005).

5.4.1.5Data Analysis
Quantitative data collected from the questionnamese analysed using computer

programs; the data were coded and then analysed 881SS for Windows. Descriptive
analysis of the results was conducted to obtaimtbkan score for all closed questions
and the frequency of respondents’ answers. Comggropen-ended questions, the
questionnaires were read and shorter answers wheeted under one code in order to
enter them into SPSS to determine the frequencythef problems, difficulties,
advantages and disadvantages. Moreover, unitstafata analyzed the same way the
interview data was (see section 5.4.2.4). All datae entered in Arabic in order to
maintain the reliability and validity of the resyjltfrom which the interview questions

will emerge. At the end the questionnaire resultsentranslated into English.

Because the respondents were from different caggydfinancial managers, auditors
and users), and to explore the differences in arsswdann-Whitney and Kruskal-

Walllis testing was used to find out whether thefedé@nces between groups was
significant, at a 5% level of significance. Theseottests were used because the
variables in questionnaires were ordinal and nohgnales; moreover, the sample of

this study is considered small (Pallant, 2001).a88s8e many Mann-Whitney tests were
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used to follow up the Kruskal-Wallis test to findet specific groups with significant

differences in answers, the Bonferroni correciomethod was used.

5.4.2 The Interviews
The posted questionnaires alone are not enougbhiewe all the research objectives,

particularly as some of the questions require figdbut in more detail and going into
greater depth about banks’ experiences of the amopt IFRSs. For this reason and for
other purposes, such as the general benefits ohghdifferent methods and the benefit
of the interviews in particular, to discuss and ksemny clarifications on the
questionnaire questions, to address more speaifgstopns than those included in the
questionnaires and to collect any other materiamisstructured interviews were
undertaken with a number of the preparers and werscounting information in Saudi
Arabia. According to Easterby-Smith et al., (1981grviews have many similarities to
questionnaires but the principal difference is thiad interviewer is able to seek
clarification to the respondent’s answers and o#ay clarification concerning the
questions, should this be required. In additiom, ititerviewer is able to observe and

make deductions from the respondent’s body language

The advantages of interviews have been stated by Johnson (1991) and are as
follows:
e They permit the researcher to elucidate the rakobeahind and objectives of
the study, discuss the interview before it stanis @spond to any questions the

respondent may have.

% Instead of using 5% as a level of significancedach test, this method uses the critical value%f 5
divided by the number of tests conducted (Field530
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e The rate of participation in interviews is normadjyeater, and therefore more

useful than, for instance, distributing questionesior surveys to participants.

e An experienced interviewer can assess the intergé&swvoutlook and manner
and use this to discuss the questions in greaphdthus gaining more than a

shallow answer.

e An experienced interviewer can also assess anvieteee's non-verbal
responses, notably body language. This can frelyudrg very useful in
inferring meanings that are not expressed verldajiythe participant and can

therefore add considerably to the information gaiftem the interview.

Interviews may be structured, semi-structured amtructured. Semi-structured
interviews permit flexibility in questioning andehinterviewer is often able to draw the
respondent out and elicit further information (Fora and Frey, 1998). According to
Patton (1990), an unstructured interview does rs& pre-determined questions but
functions on the supposition that subjects and teqpres will spring from the context.
Structured interviews use only pre-prepared questand lack the flexibility of semi-
structured interviews. They therefore allow no sd@r obtaining more information
than would be obtained through a questionnaireesurMeither of these methods was
considered suitable for the purposes of this reseavith the semi-structured interview
method being deemed the most appropriate. In tihei-steuctured interview, the
questions concentrate on a number of particulantpdiut, as mentioned previously,
offer certain flexibility and scope for the integewer to elicit further information from
the interviewee (Bryman, 2004). Furthermore, semiesured interviews allow the

interview questions to vary according to the positiof interviewee and their
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experiences; additionally, this method provides arpmities to discover issues not

considered previously and then help answer tharelseuestions (Kosonboov, 2004).

5.4.2.1Sample Selection
David and Sutton (2004) suggested that it is pts$tds the sample size to be estimated

according to the experience of the researcher baddsources available in terms of

expenditure and time.

A series of semi-structured interviews was condiietéh individuals with significant
experience and knowledge of SASs and IFRSs. Tls¢ $eries of interviews were
conducted with the preparers of financial statesiethiis study covered all the major
industries in Saudi Arabia (banking, insuranceustdal, services). The second series
of interviews were conducted with users of finahcsatements i.e., investors,
academics, tax and Zakat officials. Furthermorelitats from (local and ‘Big Four’)

were interviewed.

Interview respondents were selected based onpbsition and experience (e.g. CFO).
They were chosen based on their ability to makergoortant contribution to the study,
and their involvement in setting SASs or using fficial information. Some revealed
experience and interest through their contributmithe questionnaire surveys, making
them useful to interview for more in-depth informat Furthermore, some
interviewees recommended other key persons thatléte interviewed to gain more
insightful information. Through interviewees' reamendations, the researcher was
able to gain access to other interviewees who welleng to be interviewed more
easily than expected.
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5.4.2.1.1 Accounting Standard Setters in Saudi Arabia
There were 13 members of the Accounting StandaamEdas of April 2008; their

names and addresses were obtained from SOCPAgiidup was included as they are
responsible for setting the accounting standardSauadi Arabia and they can provide
useful information from their perspectives on SABs the adoption of IFRSs. Two of

them were interviewed.

5.4.2.1.2 Auditors
An explanation of this group has been given abbtive;auditors were interviewed.

5.4.2.1.3 Regulators
It is important to take into consideration certaggulators, such as the head of

Company Management in the Saudi Ministry of Commerad the head of the Saudi
Stock Market Authority, as they represent the gonent and they both have
relationships with listed companies; therefore, drem each of these groups was
targeted to be interviewed. However, they declitedbe interviewed as they did not

have available time during the interview period.

5.4.2.1.4 Academics
This group includes the academic members of thewnng departments at Saudi

universities who are interested in internationatcanting or accounting standards in
general. The researcher looked at the staff istee accounting departments of leading
universities and found that there were several ewacs in financial or international

accounting who could provide useful information arswer the interview questions.

Their details were collected and two were intenagdw

5.4.2.1.5 Investors
This group is important, as they contribute todegelopment of the country's economy

and because they are looking for information thaynhmelp them make correct
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decisions. It is therefore important to obtain thmarspectives on the companies using
SASs and IFRSs in Saudi Arabia. Individual investmiay not have enough experience
concerning the differences between listed compahigisuse SASs and IFRSs to issue
financial statements; therefore, they will not beluded in this sample. The focus will
instead be on the institutional investors represgbrity financial analysts in Saudi
Arabia. Two of them were interviewed. Their detailere obtained from Tadawul in

April 2008.

5.4.2.1.6 Zakat and Tax Officers
This group is also an important group in Saudi Aaads they use financial statements

to compute ZakatThis group is unique to Saudi Arabia. Therefoleyt may have
different perspectives about the standards thatildhime used to help them compute
Zakat in Saudi ArabigEach city in Saudi Arabia has a Zakat and Taxd®ffbut there
is only one system for the computation of Zakat.oTmembers of this group were

interviewed.

5.4.2.2Interviews with Respondents
All the above groups were targeted to be intervibwihe interviews began after the

analyses of the questionnaires. Twenty interviewsevweonducted (see Table 5-2). Two
of the targeted sample refused to participate imtrview as they were very busy and
did not have time; however, one of these individuaad been covered by the

questionnaire survey.
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Table 5-2 Number of interviewees
Group Number of respondents

Standard setters

External auditors

CFOs of listed companies
CFOs in the banking sector
Zakat and Tax officers
Financial analysts
Academics

Regulators

NNNPROWODN

Total 20

5.4.2.3The Design of the Interview Guide and its Administation
Before the interviews the researcher summarisedtidpes that should be covered

during the interviews. The agenda or topics of theerviews were sent to the
interviewees before the interviews were conduc&dpplying this information to the
interviewees enables them to prepare themselvpsotade relevant information. This
serves to increase the validity of the informatprovided (Saunders et al., 2009). The
interview questions or themes were derived fromliteeature, the comparison of SASs

and IFRSs and the information and results frongtnestionnaire analysis.

Interview appointments were arranged by telephoNeé.interview sessions were

conducted face to face in the interviewees' offieath the exception of one, where the
interviewee was met outside his office. At the begig of each interview session the
researcher explained the purpose of the study laaddntributions that interviewees
could make to the study. Each interview lastasveen one and two hours. During the
interviews attempts were made to answer all thernwgw questions; issues that were
expected to be sensitive were left until the endhef interviews, as the longer the
interviewees are in discussion with the researtihermore likely it is that their trust

and confidence will increase (Healey and Rawlind®93).
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Although the researcher tried to adhere to the esszpi of the interview themes, the
contents of interviews were largely governed byftoe of the interviewees’ thoughts.
Occasionally the researcher would probe for momgagation, or interrupt to ensure
the interview session remained on track. Througlatiuthe interviews, the researcher
made notes anthpe recordings, with the permission of the inemges, with the
exception of one, who refused to be recorded. Tée af the recording will help
increase the accuracy of the data and help thandss focus during the interviews

rather than having to concentrate on writing notes.

5.4.2.4Analysis of the Interview Data
The analysis of the data collected from the inem& may be carried out via content

analysis software or traditional content analySarious kinds of software, such as
NVvivo softwaré®, may be used for software analysis. The researbhsrtried to
examine this software and how it deals with datth@éArabic language, and finds that
there are problems, as the software has diffiagaltgading Arabic. It is difficult to find
software that can support Arabic languages efftbrem view of this, and not wishing
to lose the effectiveness of some of the data wisdmg this software, the researcher
considered it preferable to use traditional contamdlysis by carrying out the coding
and data retrieval manually. This also offers tdeaatage of keeping the analysis in
the same language as the researcher's own, whiamore conducive to discerning

implications and nuances in the interviews.

?® This software supports various languages, suchragidh and Spanish; on the other hand, as is
indicated on theé\Vvivowebsite, it may not work as expected when the dat¢atered in a language
which reads from right to left, such as Arabic. Téet is moved to the left when importing the file;
addition, when the coded text is viewed, the saféwaccepts some parts of the text and cuts others.
Moreover, it brings the words up reading left tphti causing the words to overlap, and reads words
which are not coded.
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This method has been used by some researchersespnboov, 2004; Srijunpetch,
2004) and it can be summarised as follows:

1- The codes are extracted from the text by spegfikey words or sentences which
may help to later answer the research questions.

For example, one of the research questions conteenslentification of the problems
and difficulties that listed companies may face whest adopting IFRSs. As fair value
problems were mentioned in this interview and iheos$, “fair value problems” will
represent a code. All respondents who mentiongdfditavalue represented a problem
will be placed under this code, whose frequency valnoted.

2- This code and other codes regarding problemsd#fidulties collected under one
node or title named “problems and difficulties that caanpes may face in Saudi
Arabia” (see Appendix 3).

3- The frequency of these problems and difficulteegered into a table to find out
which problems or difficulties have the highesgfrencies.

4- This table compared the problems and difficaltted from the open questions in
the questionnaires and they were grouped undattbeenode(see Appendix 4).

5- Next, the supporting arguments noted duringitherview session or transcribed
from the tape supported this table, leading to deépterpretation and discussion of

these problems (see Appendix 4).

5.5 Conclusion

This chapter has presented the research objecneshe research questions that were
informed by the prior literature. Then there waseaploration of the most appropriate
approaches that may be used to answer the resgagstions. It was decided to choose

a mixed method by employing both qualitative andrditative approaches, using two
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different research methods in this study to redwh dbjectives. There were several
reasons for this choice and these reasons wenasdisd in this chapter. This study uses
questionnaire surveys and interviews, in additiondtawing a comparison between
SASs and IFRSs. The sample for each method, asaséheir administration and data

analyses have been presented and discussed.
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6 Description of results

6.1 Introduction

This chapter investigates the different perceptioihaccounting information preparers
and users in Saudi Arabia concerning the suitgbdit IFRSs to Saudi Arabia. The
chapter will therefore present their opinions as thsue as well as other issues relating
to the suitability of IFRSs to Saudi Arabia. Thenaof this chapter is to give a general
picture of the findings of both the questionnaiweveys and interviews, while the next
chapter will explore the combined results of theesjionnaires and interviews,

including discussions underpinned by the theorktraanework and prior literature.

This chapter is based on the analysis of the quesdires returned by Chief Financial
Officers (CFOs) in the banking sector, CFOs of pthsted companies, external
auditors and financial analysts/fund mangers. Adtalysis of the questionnaires, semi-
structured interviews were conducted with the aimgaining deeper insight into
important issues relating to the suitability of BRto Saudi Arabia. Interviews were
conducted with CFOs in the banking sector, CFOstbér listed companies, external
auditors, financial analysts, academics, standettérs and members of the Department

of Zakat and Income Tax.

This chapter will be organised as follows: sectibexplains and discuss information
about the respondents of both the questionnairdghaninterviews. Section 3 reports
the respondents’ perceptions concerning the magnsusf accounting information in

Saudi Arabia and their needs. In section 4, peimeptof the difficulties and problems
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during the transition to and implementation of IBRIS Saudi Arabia, and cultural
barriers will be discussed. Section 5 exploresplreptions of factors affecting the
adoption of IFRSs and what advantages there mafp libis adoption. In the final
section respondents’ perceptions concerning thepaoson between Saudi accounting
standards (SASs) and international financial repgrtstandards (IFRSs) will be

explored.

6.2 Respondents’ Backgrounds

6.2.1 Background of Respondents to Questionnaire Survey
Table 6.1 shows that 50% of respondents have Bathelegrees and 43% have post-

graduate qualifications (37% have Master’s degaees6% have a PhD). The table also
indicates that the majority of respondents (90%J)ehaore than five years’ experience
in their position, while 38% have more than 16 geaxperience. In addition, the table
shows that 66% have a professional certificate, anithese 43% have either CPA or
another professional certificate from another coyntand 23% have SOCPA

certification.

6.2.2 Background of Interviewees
Table 6.2 shows a list of the interviewees withrtigeneral background. All except one

have at least a Bachelor’s degree. More than bed#ived their education outside Saudi

Arabia and some have work experience outside Ssnadhia.
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Table 6-1 Information about respondents to the questionnige surveys

FM (Banking FM (Other listed External Financial
. . Total
sector) companies) auditors analysts

F* % F % F % F % F %
I 0 0 0 0 3 | 43| o o| 3 | 2
response
Lessthan5 | 3 | 514 1 4.2 6| 86| o 0| 10| 8
years
5-10 years 3 21.4 4 16.7 20 28.6 2 16| 29 24
11-15 years 2 14.3 11 45.8 14 20 6 50 33 28
LIPS €I 6 | 429 8 33.3 27| 384 4| 33| 45 | 38
more
Total 14 100 24 100 70 100 12 100 | 120 | 100

FM (Banking FM (Other listed External Financial Total

Lgvel of sector) companies auditors analysts
education F % F % F | % F % | F | %
g 1 7.1 0 0 6| 86 0 ol 7 6
response
T 0 0 2 8.3 0 0 0 ol 2 1
Bachelor
Bachelor 8 57.1 9 37.5 40 57.1 3 29 60 50
Master 4 28.6 13 54.2 18 24.3 9 7] 44 37
PhD 1 7.1 0 0 6 8.6 0 0 7 6
Total 14 100 24 100 70 100 12 100 | 120 100

FM (Bankin FM (Other listed . Financial
Professional s(ector) 9 C(()mpanies) External auditors analysts Total
qualifications F % F % F % F % F %
No response 1 7 8 34 8 11 1 8| 18 15
None 2 14 9 38 9 13 3 25 23 19
SOCPA 1 7 4 16 21 30 2 17 28 23
Sammed| 50 0 0 32 46 2| 17 4 | 35
country
Other 3 22 3 12 0 0 4 33 10 8
Total 14 100 24 100 70 100 12 100| 120 | 100

*F: Frequency
** No response: information not provided.
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Table 6-2 Information about interviewees

N Interviewees Background information

1 | Standard Setter 1 Local audit firm

> | standard Setter 2 As_socia_lte Professor and head of department in di pablic
university

3 | External Auditor 1 Partner in an international aditin

4 | External Auditor 2 Partner in an international audit firm and Mastelegree from
the USA

5 | External Auditor 3 Manager of an international adidin

6 | External Auditor 4 Partner in a local audit firm and work experientseétting
SASs.

7 | External Auditor 5 Partner in a local audit firmtkve PhD degree

8 | CFO of banking sector 1 CFO in the banking sector with 36 years’ experience

9 | CFO of banking sector 2 CFO in the banking secith work experience in the USA

10| GFoltbanking sestor 3 CFO in the banking sector with experience in anotaf
country

11 | CFO of banking sector 4 CFO in the banking secitn wPhD

12 | CFO of other listed company 1 CFO of other listed company with work experiencdandan

13 | CFO of other listed company 2  CFO of other listechpany with a Master’s degree

14 | CFO of other listed company 3 CFO of other listed company with a Master’'s degree

15 | Academic User 1 Professor in a Saudi public unitsers

16 | Academic User 2 Assistant Professor in a Saudi public university

17 | Financial analyst 1 Work experience with a brokerfugn

18 | Financial analyst 2 Work experience with a brokerage firm

19 | Zakat and Tax officer 1 Head of financial managetwéth a Master’'s degree

20 | Zakat and Tax officer 2 Specialist in Zakat and Tax

6.3 Perceptions Concerning the Needs of Main User Growp of
Financial Reporting in Saudi Arabia

The purpose of this section is to contribute towargg the research questiowhat
are the needs of users of accounting informatioisaudi Arabi& by providing the
perspectives of both preparers and users of adoguittformation on the questions
from both the questionnaire surveys and interviews. the questions on the
questionnaires differ in this section between sangwbups according to participants’
positions, the analysis each sample’s questionsbeilseparate, and the next chapter

will present the overall discussion and conclusion.
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Results of the closed questions in the questioesawere based on the views
respondents expressed using a Likert scale of §lrangly disagree to 5 = strongly
agree). Results of these questions report and sthewmean response, standard
deviation and level of disagreement (answer reogrdl or 2) and the level of

agreement (answer recording 4 or 5).

6.3.1 Banking Sector

6.3.1.1Analysis of Questionnaires (from the Banking Sectgr
Table 6.3 indicates the perceptions of banking gmexs about significant users of their

financial statements. The respondents agreed dveatlthe first six user groups listed
in this table represent the main users of themrfalal statements, as they gave a level
of agreement of more than 50% (group recording 8)oiFurthermore, the first three
groups, namely, “institutional investors”, “Depadnt of Zakat and Income Tax” and
“government”, had a high level of agreement (mtwa@nt85%; group recording 4 or 5)

from the respondents as being the most signifigaats of their financial statements.

Table 6-3 Significant users of financial statements of #gnbanking sector

Question 1: How significant a user of your finan@tatements is each of the following groups?
Level of Level of

N Groups of users Mean S.D d|s?1g:)ere2r;1ent ag(]‘rleoerrr;nt

% %
1 Institutional investors 4.50 .760 0 89
2 Department of Zakat and 4.43 756 0 87
Income Tax

3 Government 4.43 .756 0 86

4 Financial analysts 4.21 .802 0 78

5 Individual investors 4.00 .679 0 78

6 Creditors 3.86 .949 7.1 64

7 Academics in accounting fields 3.29 726 7.1 29

8 Customers 3.07 .997 21.4 29

9 Employees 3.07 1.072 28.5 36

10 | Suppliers 2.79 1.051 35.7 29

1=strongly disagree, 2=disagree, 3=indifferent,gkea and 5=strongly agree.
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After their views regarding the main users of thigiancial reporting had been gathered,
the questionnaire respondents from the bankingoseotre asked to what extent, in

their opinion, their financial reports (preparedéad on IFRSS) meet users’ needs.

Table 6.4 indicates that the respondents agreedhé financial statements prepared
under IFRSs met the needs of the main users of $tasements in general. Specifically,
the respondents believed that two of the most fsogmt user groups (“institutional
investors” and “government”) were served well lnyaincial statements prepared under
IFRSs, as they scored them with a mean of more theand showed a level of

agreement of more than 50% (group recording 4 .or 5)

Table 6-4 Perceptions about groups that may be served blfRSs

Question 2: To what extent do you agree that firemeports prepared under IFRSs meet the needs of
each of the following users?
Level of Level of
N | Group of users Mean SD dls?lggeregent ag(;;fe:rné()ant
% %

1 | Institutional investors 4.36 .633 0 93
2 | Individual investors 4.21 .69P 0 86

3 | Academics in accounting fields 4.14 .663 0 86
4 | Government 4.14 770 0 79

5 | Financial analysts 4.0p .679 0 79
6 | Creditors 4.00 679 0 79

7 | Department of Zakat and Income Tax 3]79 .893 0 49
8 | Employees 3.64 .842 7.1 57

9 | Suppliers 3.5(Q .855 7.1 43
10 | Customers 3.5( .85b 14.3 57
1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

However, although prepares believed that the Deyant of Zakat and Income Tax was
the second most significant user of their finanstatements, Table 6.4 shows that the
needs of this user may not be completely servefinayncial statements prepared under
IFRSs (level of agreement of less than 50%). Thagig is an important one, as their

objective is to calculate the amount of Zakat basedompanies’ financial statements,
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as payment of Zakat is the duty of all Muslims.dad, some researchers have argued
that the primary objective of accounting in Islasrto enable Muslims to determine the
amount of Zakat (see Chapter Six). This will becdssed in greater depth in the next

chapter.

Respondents were also asked about issues thahpogtant for disclosure in financial
reporting from an Islamic perspective. Table 6.6veéh some elements that should be
disclosed in financial reporting from an Islamiagective in order to enable users in
Saudi Arabia to make decisions in accordance withtenets of Islam. Respondents
were asked to express their views as to whethesetkements were included in their
financial statements or not. The respondents teridedisagree that banking sector
financial statements prepared under IFRSs inclsdett information. This is indicated
by the fact that all the statements in this talblews a level of disagreement (element
recording 1 or 2) above the level of agreementniel® recording 4 or 5) in the
responses, except for the third statement, “inftionathat enables Muslims to
determine the amount of Zakat”, for which 50% (itemsording 3) of the respondents

indicated that they were “indifferent”.

Table 6-5 Views of respondents to the questionnaire suryeregarding elements that should be
included in balance sheets from an Islamic perspeee

Question 3: From an Islamic perspective, financigborts should include the elements listed belpw.
To what extent do you think that your financialagp include the following elements?
Level of Level of
Statements Mean SD dlsz'zllg:)erezr?ent ag(;ze()errgiznt
% %
Full disclosure of any and all relevant
information which facilitates the users’ 2.57 1.284 43 21
economic and religious decision-making
Financial instruments not related to interest 2.931.492 43 36
Information that enables Muslims to
determine the amount of Zakat 3.07 1.207 21 29
The disclosure of interest paid (if any), the
reasons for this payment and the steps whic
should be taken to avoid such interest in th(-!.}'71 1.383 36 21
future
1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.
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Furthermore, questionnaire respondents in the bgnkector were asked an open-
ended question (Question 4) about the method ofadisre of information which might
be needed by the Department of Zakat and IncomeaBagne of the main users in

Saudi Arabia. Their answers are presented in Téble

Table 6-6 Ways of providing information for Zakat, according to respondents

Questions 4: How do you deal with those users wdealparticular information that may not be served
by the adoption of IFRSs, such as those who wamddinancial statements to compute Zakat?

Way of Providing Information Number of Responses
Give additional disclosure or information when resped. 8
Same as income tax disclosure 4
No reason or comment 2
Total 14

Table 6.7 also shows that 64% (who answered wiscase of 3) of respondents are
“indifferent” as to the suitability of IFRS balansheets for Zakat calculation, while
another 14% of respondents disagreed and 21% agoveedheir suitability or
unsuitability.

Table 6-7 Perceptions about the suitability of IFRS balace sheets for the calculation of Zakat

Question 5: To what extent do you agf Level of Level of
with the following statement? Mean sSD disagreement agreement
IFRS balance sheets, which include cert (Lor2) (4 or5)
items such as goodwill and capitalis % %
expenses, are suitable for the calculation of3.07 616 14 21
Zakat.

1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

Respondents who believed that IFRS balance shdetf wclude certain items such as
goodwill and capitalised expenses were suitabléhercalculation of Zakat commented
that they provided all relevant information for Bug calculation. On the other hand,
those who thought that such a balance sheet wasuitable commented that IFRSs
balance sheets do not have all the details negessaalculate the amount of Zakat,
and that Zakat is based on wealth creation andubes rnot easily derived from

traditional financial statements. One respondergressed the opinion that banks
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should publish two forms of financial statementse dor Zakat purposes and one for
stakeholders’ purposes, as in the USA, where comepassue two forms of statements,
one for SEC filing and one for the IRS (InternalvBeue Services Department), as

these have different accounting methods.

6.3.1.2Analysis of Interviews (Banking Sector)
All the interviewees who are CFOs in the bankingt@ebelieved that their financial

statements provide a great deal of disclosureaiesblders. In addition, they believed
that their financial statements provide the relé\disclosure for those users concerned
with Sharia, such as the Department of Zakat acdne Tax. They stated that they
provided any information requested by the DepartnuérZakat and Income Tax in

separate sections and indicated any conflict betwieese and the requirements of the

Department of Zakat and Income Tax, if any.

All of the interviewees agreed that they made dsates about interest, such as the
interest rate charged, in a separate section){titlet used a different name for it:
“special commission”. They mentioned that the namss changed because of the
prohibition on charging interest in Saudi Arabiaovitver, one interviewee indicated
that this section (title) may not necessarily becHjc to interest. Only one interviewee
from a bank representing itself as an Islamic Baimklicated that any interest was
given to charity, which could help usé&rsHe added that interest appeared in their

financial statements because of customers’ late tepayments and not because the

?" This banks the only one that known in Saudi Aradsdully Islamic bank. This one the only Islamic
bank that included in this study because the dbheks that called Islamic banks still not operating
while the data collection of this study.

% This interviewee thought that the need of usepigut interest towards charity rather than usasit
income the way traditional banks do. However, asslamic bank and according to Sharia, it should
not deal with interest at all (see Chapter Four).

154



bank conducted their transactions in the same mawmether banks. It was noticed that
this interviewee tried to avoid providing directsarers on the topic of interest; his bank

represents itself as an Islamic one.

Moreover, all the interviewees, when asked whethey had fully Islamic products,
stated that they had two channels, one providipgoduct that is in accordance with
Sharia law, and another for traditional produatsjlar to other banks. They mentioned

that they have the same accounting treatment dfedt dnly in procedure.

To sum up, although banks in Saudi Arabia attemfollow Sharia law, it seems that
their financial reporting may to some extent diselanformation that is insufficient

from an Islamic perspective. Moreover, it is difficto find banks in Saudi Arabia that
do not deal at all with interest, as interest existit Saudi banks do not disclose it
clearly, and instead misleadingly give it anothame. In addition, they not provide
sufficient and appropriate disclosure for the DZThis will be discussed in greater

depth in the next chapter.

6.3.2 Other Listed Company

6.3.2.1Analysis of Questionnaire Responses from Other Listt Companies
Table 6.8 indicates the perceptions of respondehtsher listed companies in Saudi

Arabia about the significant users of their finahcstatements. There was general
agreement that the first ten groups represent @ia osers of their financial statements,
as they gave a level of agreement of more than f@3swer recording 4 or 5).

Furthermore, respondents believed that the firatr fgroups represent the most
significant users of their financial statementstresy showed a level of agreement of
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more than 80% (answer recording 4 or 5) on thesmupy These groups are
“institutional investors”, “financial analysts”, feditors” and “Department of Zakat and

Income Tax”.

Table 6-8 Significant users of financial statements of ber listed companies

Question 1: How significant a user of your finad@ttements is each of the following groups?
Level of Level of
N Groups of users Mean SD d|sz';1lg(r)ere2r;1ent ag(;;fe:rné()ant
% %

1 | Institutional investors 4.79 415 0 100
2 | Financial analysts 4.58 .504 0 100
3 | Creditors 4.54 779 0 83.3
4 | Department of Zakat and Income Tax 4.42 .881 8.3 .6 91
5 | Individual investors 412 741 0 79.1
6 | Academics in accounting fields 3.67 1.167 12.5 62.5
7 | Government 3.58 1.501 25 62.5
8 | Customers 3.38 1.096 33.3 58.3
9 | Suppliers 3.33 1.274 33.3 58.4
10 | Employees 3.29 1.083 29.2 41.7

1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

However, as shown in Table 6.9, respondents beali¢hat of these most significant
groups, only the Department of Zakat and Income Waxild be satisfied with the
information disclosed through their financial staents. They scored the Department of
Zakat and Income Tax with a high mean score andigeed a high level of agreement
of more than 80% (answer recording 4 or 5) for theumile the other most significant

user groups were scored with a lower mean score.

Questionnaire respondents from other listed congsanere asked about their views on
whether financial reporting based on IFRSs may eséhe users of their financial

reports or not. As Table 6.10 shows, the resultgsst that the most significant users
of listed companies’ financial statements, apaoimfrthe Department of Zakat and

Income Tax, could be well satisfied with financtdtements prepared under IFRSs.
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Table 6-9 Perceptions about groups that may be served ISASs

Question 2: To what extent do you agree that thierimation disclosed in your financial statements
under SASs serves each of the following users?

Level of Level of
N Groups of users Mean SD dls?lggere;ent ag(;ze(()erng)ant

% %

1 | Suppliers 4.29 .999 8.3 79
2 | Employees 4.21 1.021 8.3 75
3 | Department of Zakat and Income Tax 4.21 721 0 83
4 | Customers 4.14 1.037 8.3 67
5 | Government 4.04 1.160 16.7 71
6 | Creditors 3.96 .908 8.3 75
7 | Academics in accounting fields 3.88 1.262 12.5 67
8 | Individual investors 3.87 1.154 16.7 62
9 | Institutional investors 3.75 1.113 16.7 58
10 | Financial analysts 3.58 1.316 25 62
1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

Table 6-10 Perceptions about groups that may be served byRSs

Question 3: To what extent do you think that eddhe following users will be satisfied with finaalc
reports prepared in accordance with IFRSs?

Level of Level of
N | Groups of users Mean SD dls?lgroerezr?ent ag(;ze()errggznt

% %

1 | Institutional investors 4.54 721 0 87.5
2 | Suppliers 4.50 .780 0 83
3 | Creditors 4.46 .932 8.3 87.5
4 | Financial analysts 4.45 .858 4.2 79
5 | Employees 4.38 .924 4.2 79
6 | Customers 4.33 .816 0 79
7 | Academics in accounting fields 4.33 917 4.2 79
8 | Individual investors 4.25 1.032 12.5 83
9 | Department of Zakat and Income Tax 3.9p 1.018 18 50
10 | Government 3.83 1.049 8.3 52

1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

6.3.3 Users

6.3.3.1Analysis of Users’ Questionnaire
Questionnaire respondents were asked two questithes;first was about their

perceptions concerning the usefulness of finarstialements (of the banking sector)
prepared under IFRSs. Their answers are presemtédhle 6.11. The second question
was about their perceptions concerning the usedslré financial statements (from

other listed companies) prepared under SASs. HBmswers are presented in Table 6.12.
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Table 6.11 shows that just over 58% of respondagteed that financial statements

prepared under IFRSs met accounting users’ needs.

Table 6-11 Perceptions of financial analysts concerningriancial statements prepared under IFRSs

Question 1: (For wusers of financig Level of Level of
statements of banks on the Saudi st Mean SD disagreement agreement
market). To what extent do you agree t (Lor2) (4 or5)
information disclosed in their financig % %
statements meets your needs? 3.58 .515 0 58.3
1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

On the other hand, as Table 6.12 shows, althougit mepondents were “indifferent”
(58%), some of them tended to disagree that firrhstatements prepared under SASs
disclose information that can meet their needs éradose 4 or 5). They supported their
view with comments such as that most listed congsaim Saudi Arabia do not make
disclosures as they should when issuing finand¢etesents and that transparency is
not exist. They mentioned as an example that Badr@directors’ ownership and
rewards are not clearly disclosed. One respondadt that also applied to financial

statements in the banking sector.

Table 6-12 Perceptions of financial analysts concerningnfancial statements prepared under SASs.
Question 2: (For users of financial stateme Level of Level of

of any other listed companies (not banks) Mean sD disagreement agreement
the Saudi stock market). (Lor2) (4 or 5)

To what extent do you agree that informat % %
disclosed in their financial statements meet52.50 674 416 0
your needs?

1=strongly disagree, 2=disagree, 3=indifferent,gtea and 5=strongly agree.

6.3.3.2Analysis of Interviews with Accounting Users
Interviews with users provided results very simitarthose above, with additional

clarification and interpretation. Academics andafinial analysts stated that listed
companies in Saudi Arabia fail to provide certaiformation that can help users make
decisions. Financial analysts tended to agreeligtad companies and banks did not
provide sufficient information to help them advigevestors. The deficiencies in

required information are presented in Table 6.13.
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One financial analysts mentioned that the onlyedlstompanies that provide better
information, were those attempting to implementpooate governance guidelines. He
added that although there is insufficient disclesudisclosure had nonetheless

improved in the previous two years.

Table 6-13 Deficiencies in required information

N Examples of deficiencies according to accountingeus

1. Insufficient disclosure, particularly in the recdimtancial crisis, causing an inability
to provide accurate information to investors

2. Out-of-date information

3. Place of investment not disclosed

4. Listed Companies do not assist financial analystptoviding more information when visiting
companies, instead referring them to financialestents; however, their financial statements do
not provide certain informatiéh

5. Lack of information regarding companies’ perfarmes such as information that could predict the
company’s future

The interviewees from DZIT stated that they do mmie specific requirements because
they use financial reporting as a starting poirtt had their schedules to work on items
disclosed in financial reports: they begin with@npany's income and add any item
from the financial statement they think should beluded in the Zakat statement and
delete items which are already added by the compadythat they think should not be
included. They also discuss what they want with gantes or banks until the amount
of Zakat is finalised. Interviewees from the DZImdicated that some companies
sometimes prepared a separate balance sheet fOeffatment of Zakat and Income
Tax. Interviewees suggested that listed compameSaudi Arabia should provide

separate financial reporting for Zakat purposespaging Zakat is a duty for all

* Some may suggest this demand is unreasonable leettausisk of insider trading might increase if
companies were to provide more information in nmegti However, when a company exists and
works in an Islamic society it is required to preifull information for accounting users even if
releasing this information may be disadvantage@asr{bling and Karim, 1991).
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Muslims and therefore, because we are in an Islamuntry, companies should use
accounting as appropriate way to provide the relewvdisclosure to assist the
department in calculating the correct amount ofafakinterviewees from the DZIT

also mentioned that some listed companies take tpd years to pay their Zakat.

It seems that accounting users in Saudi Arabia sodfer from insufficient disclosure

and transparency in financial reporting. Howeveammparing between the levels of
disclosure of listed companies and the bankingosethere was a slight preference
shown for financial reporting in the banking sectbecause disclosure there is
perceived to be better. In addition, existing ficiahreporting in Saudi Arabia may not
assist in calculating the exact amount of Zakats T$sue will be discussed in greater

depth in the next chapter.

6.3.4 External Auditors

6.3.4.1Analysis of Questionnaires of External Auditors
External auditors were asked their views on finalnsiatements in terms of their jobs

as auditors, i.e. whether they find it easier tdiafinancial reporting prepared under
SASs or under IFRSs (Question 1). Table 6.14 shthas 26 respondents chose
financial statements prepared under IFRSs, whilelze those prepared under SASs.
13 stated that there was no difference between dreh® did not answer the question.
Some of the respondents explained the reasonshéir thoice. These reasons are

presented in Table 6.15.
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Table 6-14 Perceptions concerning the comparison of fin@ral statements prepared under SASs
and IFRSs, in terms of facilitating auditing work

Question 1: As an auditor, which of the followimgahcial statements Frequenc o

do you consider easier to audit? quency 0

No answer 9 12.9

Financial statements prepared under SASs 22 31.4

Financial statements prepared under IFRSs 26 37.1

No difference 13 18.6
Total 70 100.0

Table 6-15 Reasons for respondents’ answers about thein@ice of SASs or IFRSs

Reasons for choice N

Financial statements prepared under SASs

are easy to implement. 6
are easy as we have more experience in using them 4
meet the experience of listed companies’ accourstiaff 2

Financial statements prepared under IFRSs
are sufficiently comprehensive to cover all listedmpanies’ needs an

. 10
subjects

are easily comparable with those of internatiomahpanies. 4
are regularly updated and improved 2
are a good source 1
are suitable as far as presentatiordisulosure are concerned 1

Regarding the problems that external auditors amcerned with, related to either
IFRSs or SASs (Question 2), they pointed out that greatest difficulty related to
IFRSs is “the implementation of such standardsA&s 32 and IAS 397, followed by

“translation of IFRSs”. Table 6.16 shows theseidliffies.

Table 6-16 Issues related to IFRSs or SASs
Question 2: Which particular accounting standardsues (related to either IFRSs or SASs) most
concern you in your capacity as an auditor of list®mpany financial statements? Please explain why.

Problem N
Problems related to SASs
e Some cases not covered by SASs 5
o Insufficient interpretations in some sections ofS8/and no practical examples 4
e No expert body to issue, improve and update SASs 3

Problems related to IFRSs

IASs 32, 39, 40 and 41 are difficult to implement
Translation of IFRSs

Fair value

Difficulties for listed companies in implementinigdnce leases
Investments and related standards for evaluation

Lack of knowledge of IFRSs on the part of some canigs
Alternative accounting treatments for some stanslard

NNWWWR~O
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6.3.4.2Analysis of Interviews of External Auditors
All interviewees also believed that the difficutief certain more complicated IFRSSs,

such as IAS 32 and IAS 39, are the most importaetsan terms of auditing. When
asked what made these standards difficult, theljegkphat they are very technical and
require considerable expertise to apply. Moreoteese standards have undergone
several changes and updates in recent years. Titeraualso mentioned that there is a
lack of knowledge and understanding of these stalsdan the part of listed companies,
as there is a dearth of suitably qualified indialduto deal with the standards and

changes to them.

For difficulties related to SASs, Table 6.16 shdkat “there is no expert body to issue,
improve and update SASs”. This is followed by “SAf8snot cover all cases or areas”.
Furthermore, none of the interviewees agreed te8sSare sufficiently detailed or

informative. One interviewee mentioned that onebfmm with SASs lies in the

application of certain methods which may be comfgsio preparers, such as the
application of weighted average on inventory, asyrested companies are not able to
measure this. He also mentioned that it is bettgjite the company a choice, but the
company should choose correctly. Interviewees roeatl that SOCPA has not

attempted to update standards and depends solefjuestions from user to explore
standards issues; otherwise they do not care alpal#iting the standards. Interviewees
also believed that they suffered from delays idiesgo their questions to SOCPA, and

their questions or requests were not dealt witeadly.

Interviewees indicated that the reason for thiha the SAS Committee has not given
full attention to their work, as all of them are @oyed elsewhere or have their own

business and therefore do not have time to updamtenaprove SASs. However, one of
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the interviewees believed that this problem alsamst from a fault of the auditors
themselves, as they should read the standards tmar@ughly and discuss any issues

arising from them with the setters.

Interviewees suggested some solutions to overcdmaset problems. For example,
SOCPA should bring in full-time staff to work on SAsetting, pay more attention to
the standards, follow changes in the Saudi econdithyp the gaps in the SASs and
continue to improve them. The interviewees alsassated that SOCPA should create a
‘helpdesk’ to assist and support users’ understandif SASs, and reduce the time
required to answer users’ questions. Another atera is that they should apply IFRSs

as comprehensive standards as there are manyetiefes in SASs.

6.4 Perceptions of the Difficulties and Problems arisig from the

Transition to IFRSs in Saudi Arabia, and Cultural issues

6.4.1 Difficulties and Problems during the Transition to IFRSs
The purpose of this section is to contribute tonsarghe research questiowhat would

the problems and difficulties of applying IFRSsthe Saudi environment beThis
question was addressed from the perspectives bfyeparers and users of accounting

information in both questionnaire surveys and wigws.
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6.4.1.1Questionnaire Results about the Problems and Costssociated with the
Transition to IFRSs

Almost all respondents agreed on certain probldmaswould occur as a result of the
transition to IFRSs (see Table 6.17). Moreover,hegmup separately mentioned
certain other problems that, from their perspestivauld influence their relationship
with financial reporting. Accounting information gparers, for example, mentioned
problems which may create additional costs and tgkenore of their time, such as a
lack of qualified personnel and knowledge of IFR®&aining of accounting staff and
changes to computer software systems. Accountirggsumentioned the lack of
knowledge and awareness of these standards, andiffloeilties in understanding

financial reporting based on IFRSs, while exteraadlitors mentioned that financial

reporting may take more time to audit (see Takl&y.

Table 6-17 Perceptions of questionnaire respondents regding overall problems and costs of the
transition to IFRSs

Problems and costs Frequency Rank
Lack of qualified personnel and knowledge of IFRSs 34 1
Lack of knowledge and understanding of complicatehdards 19 2
Comparability with old financial reporting 13 3
Training of accounting staff 8 4
Changes to computer software systems 7 5
Language issues 6 6
Fair value issues 6 7
Lack of professional specialists 6 8
Readiness of management and the management corgnfiomit 4 9
disclosure
Other problems and costs 42 10

Total 145
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Table 6-18 Perceptions of questionnaire respondents regding problems and costs of transition to IFRSs

Banks F Other listed Companies | F Auditors F Financial analysts F
Difficulties in understanding an Knowledge,

Knowledge of IFRSs 6 | Lack of qualified personne| 6 | using IFRSs, particularly th| 17 | experience ang 6
complex standards (e.g. IAS 39) awareness

Staff training 5 | Problems of fair value 4 | No problems 15 | Training and learningl 3

Readiness of manageme

Changes to computer syster Lack of qualified personnel i

5 |and the managemel 4 . 14 | Language issues 2

and data programmes . . companies

community for disclosure

Adjustment of old financial Adjustment of old financial
None 3 4 8

statements statements
Difficulties in implementing
the complex standards (e 1 | None 3 | Lack of professional specialists 6
IAS 39)

. , : Improvement of

Adjustment of old financia 1 | information systemg 2 | Translation problems 4
statements

associated with disclosure
Adjustment of policies an
Conflict between users 1 | procedures to adhere 2 | More time needed to make chang 3
IFRS requirements
Some standards have mag

Limitation of resources 1 | than one accountini 2 | More time-consuming audits 3
treatment
Branches of banks outside
Saudi Arabia using differen 1 | Training and learning 2 | Limitation of dominate 3
methods
The ability to understan > | Fair value issues >
IFRSs
The ability of local
auditing offices to| 1 | Adjustment of systems 2
implementing IFRSs
Total | 24 | Total 33 | Total | 77 | Total | 11
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In addition, the questionnaire for banks and otls#ed companies contained an extra
closed question on their perception about soméetosts that other listed companies
may face, or which faced banks during their tramsito IFRSs, with these costs being

based on prior literature.

Table 6-19 Perceptions of questionnaire respondents regding costs that banks incurred during
IFRS implementation

What are the main costs your bank incurred whilpléementing IFRSs? (Please tick as many as |you
consider relevant.)

Cost Yes (%)
Training of accounting staff in IFRSs 78.6
Consulting service 50
Purchase of technical literature 35.7
Changes to software systems 64.3

Table 6-20 Perceptions of questionnaire respondents regding costs that other listed companies
may incur when implementing IFRSs

What are the main costs your company may incur filoenimplementation of IFRS in Saudi Arabia?
(Please tick as many as you consider relevant.)

Cost Yes (%)
Training of accounting staff in IFRSs 88
Consulting service 79
Purchase of technical literature 42
Changes to software systems 42

In the banking sector, 78.6% of respondents consild#he training of accounting staff
to be a significant cost, while 14.3% did not (Sedle 6.19). On the other hand, 88% of
respondents from other listed companies considiertiedbe a cost that companies may
incur. The significance of the cost of changesditwsare systems was also confirmed
by the survey respondents in the banking sectaesponse to a closed question, as
64.3% answered “yes” to this question, while thisvaer was given by only 40% of
those from other listed companies (see Table 6.28ple 6.19 shows that 50% of
respondents from the banking sector mentioned plagy for consulting services when
they transferred to IFRSs. However, 42.9% stated they had not paid for such

services. On the other hand, 80% of respondentghar listed companies think that
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they will need consulting services (see Table 6.Z@ples 6.19 and 6.20 indicate that
the survey respondents from the banking sectorl¥y.and other listed companies
(60.0%) do not think that the purchase of techniitatature will represent a cost to

their companies.

6.4.1.2Interview Results Regarding Problems and Difficultes with IFRSs
There was general agreement from the intervieweealligroups on problems and

difficulties, which were similar to those mentionbyg the questionnaire respondents.
However, some mentioned that these difficulties nbegyend on the knowledge of each
person and the awareness of accounting staff oE#-IRor example, external auditors
mentioned that the adoption of IFRSs in Saudi Axalmay present difficulties for
auditors in local accounting firms but not for teaauditors working in Big Four firms.
Moreover, some interviewees mentioned that bigdistompanies may not face great
difficulties as they usually have high quality asoting staff and the ability to train
their employees and send them abroad, which may@dhe case with small listed

companies. This issue will be discussed in gredgpth in the next chapter.

6.4.1.3The Suggestions of Interviewees for Solving thesedblems
Interviewees provided some suggestions to overcdimese problems. These

suggestions are listed in Table 6.21; further dismn of these suggestions will be

presented in the next chapter.
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Table 6-21 Suggestions by interviewees for overcoming fstems that may result from transition to
IFRSs

N Suggestions

1 Education and training for both accounting séaifi management should be carried out

2  SOCPA should increase training courses and impttoeie content

3  SOCPA should work closely with Saudi universitiedry and improve the content of accounting
educational background. External auditor 5 mentlotteat Saudi universities do not include
accounting standards in their curricula and thay tthould do so, even if only by asking students
to do some research on IFRSs as homework; for deaimgking them to compare the advantages
and disadvantages of IFRSs and SASs.

4  SOCPA should also work closely with SAMA

5 Workshops are needed and experts should be Hranghom outside Saudi Arabia to give
lectures on IFRSs to teach those who prepare anahi@rested in them

6 Research on IFRSs should be increased, and prokleootd be discussed with companies before
the standards are put into use

7 IFRS resources should be increased (financithnieal and HR)

8 Systems should be modified and amended

9 SOCPA can organise alternative methods of IFRBahkde for Saudi Arabia

10 Textbooks relating to IFRSs should be updatedstaded and provided

6.4.2 Cultural Issues

6.4.2.1Questionnaire Results Concerning Cultural issues
The purpose of this section is to contribute towaarsthe research questiowhat are

the cultural factors that may influence the adoptai IFRSs in Saudi Arabia and what
issues may act as barriers to their adoptiof®is question was answered by collecting
the views of preparers and users of accountingrmmition from both questionnaire
surveys and interviews, as follows: all sample geowere asked an open-ended
question:Which factors (cultural issues) do you think may distacles to the full
adoption of IFRSs by Saudi Arabia? White question was asked about culture in the

widest sense, encompassing, inter alia, religiahlanguage issues.

Respondents to the questionnaire were asked aldturat issues that may conflict
with IFRSs. They mentioned certain cultural isstieg may act as barriers to the full

adoption of IFRSs. Table 6.22 shows that the maltu@al issue is “conflict between
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IFRSs and Sharia law”, as Sharia law informs dilvées in Saudi Arabia and business
is no exception (see Chapter Three). The second immp®rtant issue was “language
issues”, followed by an element known as “Saudilgdi or nationalism. In addition,
some respondents mentioned that certain IFRSs nuwmfliat with the Saudi
environment and system of government. Some alsdiomexd that lack of accounting

knowledge among the majority of statement users loeag cultural issue.

However, individual cultural issues seem to difiemm each group’s perspective. The
majority of banking sector respondents stated tifiate would be no culture issues or
that they did not know of any, and only one mergithat the main cultural issue is the
conflict of IFRSs with Sharia requirements. Theswga for their answers may be
because they have already adopted IFRSs withoutansideration for these cultural
issues. The results (see section 5.3.1.1) indittze interest exists, although it is
forbidden by Islam. Sharia requirements were meetioby all the other groups, and
three other groups also mentioned Zakat issueshwhere not mentioned by those in
the banking sector. Another example is the langussiee, which was not mentioned by
respondents from the banking sector or other listgdpanies, while it was mentioned
by external auditors and particularly by responsleinobm local accounting firms,

implying that local accounting firms will face mockfficulties related to languages

issues than those in the Big Four. Other issuee alsp touched upon (see Table 6.23).
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Table 6-22 Overall views of questionnaire respondents azultural issues that may act as barriers to
full adoption of IFRSs

Cultural issues F Rank
Sharia requirements 25 1
e Zakat requirements
e Interest issues
e Finance leasé$

None 14 2
Language issues 14 3
Saudi pride 13 4
Unsuitability of some IFRS procedures to the Saundironment 7 5
Lack of accounting knowledge on the part of thearmgj of financial 5 6
statement users
Other cultural issues 12 7
Total 90 -

6.4.2.2Results of Interviews on Cultural issues
All the interviewees agreed that the omission okalastandards in IFRSs did not

present a problem and that having a Zakat standar8ASs is not particularly

advantageous as this standard almost representshenincome tax. The interviewees
also agreed that interest is a key issue. Howekey, confirmed that interest exists in
Saudi Arabia and that it is dealt with by bankse(section 2). The interviewees also
mentioned that charging amortisation at a fixed fat long-term financial assets is not
acceptable from a Sharia perspective, as underaSlhaar a fixed rate should be set for

investments; and only sell them and take your profi

Furthermore, language issues were not mentionetheasy problematic for most
interviewees, as high level bank staff memberswai-educated and almost all speak
good English. Interviewees from among the extemalitors in the Big Four also
mentioned that language was not an issue as they tesources and most of them

speak English. However, they mentioned that langusgues would represent problems

% Finance leases are mentioned here because theydtterent accounting treatments under Sharia and
IFRSs. This will be discussed in the next chapter.
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for accounting staff in other listed companies dadal accounting firms. These
interviewees also mentioned that although Arabisieas of IFRSs may be available
from the IASB, some translations of updated staglanay be translated late into

Arabic and may represents an issue or problem.

During the interviews Saudi national pride in SABas also discussed in order to
discover their opinions on this issue. They wereidéid, with two interviewees

believing that this was an issue that could dellRS adoption, as they thought Saudi
Arabia would lose sovereignty by not having its ostandards and using standards

based on those of other countries. Other groumalidhink this represent an issue.

Some of the interviewees expressed the opinionthiesé is a lack of knowledge on the
part of majority of accounting users in Saudi Aealegarding accounting standards in
general, whether IFRSs or others. Intervieweesedtahat lack of accounting

knowledge on the part of accounting users reducesptessure on the preparers of
accounting standards regarding demands for mootodige and also leaves decision-

makers to choose standards.

Some of the interviewees also indicated that sofrine orientations of IFRSs may
conflict with the system of government; for instanthe Ministry of Commerce is not
allowed to revalue fixed assets, while IFRSs altbesuse of fair value in fixed assets.

The interviewees believed that the main conflicoiy between Sharia requirements
and certain IFRSs, and that this conflict cannotrémolved, as each has their own

orientations.
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Table 6-23 Views of questionnaires respondents on culturagssues that may act as batrriers to full adoptiorof IFRSs

Banks N Other listed Companies N Auditors N Financial analysts N
None 2 No Zakat standard 4 | None 12 Conflict with Sharia law 2
Do not know 2 None 4 | Saudi nationalistic pride (SASs are { 12 Language issues 2
best)
Conflict with Sharia law 1 | Sharia requirements 2 | Language issues 12 Zakat issues 1
Saudi pride 1 | Zakat requirements 8
Unsuitability of some IFRS procedury 7
to the Saudi environment and t
adjustment of certain procedures
Sharia requirements / Interest problen) 5
Lack of accounting knowledge on th 5
part of the majority of financia
statement users
Debate about adoption in Saudi Arabi; 2
The beliefs | that IFRSs are not suitall 2
to Saudi Arabia
careless businessmen by accounti 2
profession
Finance leases 2
Disclosure 2
Total 5 Total 11 Total 69 Total 5
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6.5 Perceptions of Factors affecting IFRS Adoption andAdvantages

of this Adoption

6.5.1.1Questionnaire Results on the Factors Affecting IFRSAdoption and its

Benefit

The purpose of this section is to contribute tonaaisg the research questiond/Hat

factors can play a major role in the developmen&aiSs and to what extent can they

influence and push Saudi Arabia to adopt IFR$s®1‘What is the benefit of applying

IFRSs in the Saudi environmentBy providing the perspectives of accounting

information preparers and users on the questiol®ibf the questionnaire surveys and

interviews. Firstly, the questionnaire sample gowere asked two closed questions,

shown below:

Table 6-24 Opinions of questionnaire respondents about STPA's decision
Question 1: In December 2002 SOCPA stated thatlfencase of there being an accounting issue
which no accounting standard or professional opinteas been issued by SOCPA, the accour
standard issued by the International Accountingh8&ad Committee for that issue shall be conside
the generally accepted standard in this respect".

for
ting
red

To what extent do yo Level of Level of
agree with SOCPA' disagreement agreement -
decision? LT = (Lor2) (4 orb5) Sig
% %
4.31 .785 0 80.2 .23

Mean Values-Scoring: 1= Strongly disagree; 3= Ifigliént; 5 = Strongly agree.

(*) indicates the statistically significant differees of responses between respondent groups &#the

level.

Table 6-25 Opinions of questionnaire respondents about 3AA's decision

Question 2: For the past few years SAMA has requak banks in Saudi Arabia to prepare their
financial statements in accordance with IFRSs.

To what extent do yo Level of Level of
agree  with  SAMA'S disagreement agreement -
decision? ST = (Lor2 (4 or 5) Sig
% %
4.65 767 0 82.3 .08

Mean Values-Scoring: 1= Strongly disagree; 3= Ifgliént; 5 = Strongly agree.

(*) indicates the statistically significant differees of responses between respondent groups &#4he

level.

Table 6.24 shows that respondents showed a higHl t@vagreement (80.2%) with

SOCPA’s decision to use IFRSs as a second choicases where no applicable SAS
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exists. In addition, Table 6.25 shows that thereaiggeneral consensus (82.3%
agreement) amongst the respondents of the queatrersurvey regarding the adoption

of IFRSs by the banking sector in Saudi Arabia.

Statistical Analysis of Tables 6.24 and 6.25

As all sample groups were asked the same questthiss,analysis will assist in
discovering the differences in answers between ggodccording to the Kruskal-
Walllis test, there is general agreement among tbepg (level of sig = 087 and more
than 0.05) regarding their opinions on SAMA’s dems and there is no statistically
significant difference in responses among grougve{l of sig = 238) regarding
SOCPA's decision. It appears that all sample grasp® the same answers and agreed

with both decisions.

In Table 6.26, respondents were also asked to arswen-ended questions regarding
SOCPA’'s and SAMA’s motivations for orienting towardFRSs. The respondents
believed that IFRSs being more comprehensive tie®sSvas the strongest motivation
(22% of all motivations), followed by the compaldpiof the financial reporting of

Saudi companies with that of foreign companies (L8Phey also held that another
motivation was to provide information about finadgposition, performance and cash
flow of an entity, useful to a wide range of useth outside and inside of Saudi
Arabia when making economic decisions (6%). Sonspardents also thought that
Saudi Arabia joining the World Trade Organisatigil{O) was another motivation for

these decisions. Finally, SAMA’s wish to give imtational credibility to banks’

financial statements was also cited as a motivg#ét).
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Table 6-26 Perceptions of questionnaire respondents of &IPA’s and SAMA'’s motivations for IFRS adoption

Banks

Other Listed Companies

N N Auditors N Others
Help investors ang 3 | IFRSs are mord 7 | IFRSs are more comprehensive than SASs| 21 | Comparability with 3
customers to understarn comprehensive international banks
financial reporting
Communicate with globa 3 | Regular updating of IFRSy 4 | Comparability and the relationship betwe 15 | Accompanying with 3
economics local and foreign banks improvement
More transparency 2 | Accurate comparability 4 | Saudi Arabia joining the WTO 8 SASs not sufficient tg 2
with international financia meet all needs
reporting
Global acceptance 2 | Increase FDI 2 | International credibility of banks’ financig 6 | do not have enoug 1
statements information
Comparability 2 | After the Enron problemn Wider use of IFRSs 5
SOCPA has changed |
IFRSs rather then U
GUUP
Harmonisation of financia| 2 | Accord with others 2 | Transparency 4
reporting
Monitor the managementfd 1 | To break down thd 2 | To benefit from the experience of th 3
using resources dependency on US GAAP countries which already have adopted them
Prepared by a reliabll 2 | Problems of international stock markets 2
professional body
To break down thg 2 | Understandable by all 2
dependency on US GAAP
Inability of SOCPA to| 1 | Some international companies have subsid| 2
follow global changes companies in Saudi Arabia
Foreign investors and financial analysts nj 2
rely on them for decision-making
The realization that IFRSs suitable f 2
economics adverbial
The absence of bank standards 2
To monitor all items and details in banks f 2
covered by SASs
Adherence only 1
Combination of international concepts 1
Total 16 Total 32 Total 77 Total 77
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6.5.2 Factors that may Influence the Adoption of IFRSs inrSaudi Arabia
This section presents respondents’ views on thageep (groups) who influence SASs,

as well as their opinion on who may influence thdemion of IFRSs in Saudi Arabia.
In the questionnaire, the respondents were asked thosed questions to discover their
opinions on who influences the setting of SASs, clvhiactors may play a role in

promoting IFRSs, and which groups will benefit frétfiRS adoption.

6.5.2.1Questionnaire Results
The results, illustrated in Table 6.27, suggest #larespondents believed that the

greatest influences on SASs were those of intemaliauditing firms, academics in
accounting fields, and the Saudi stock market. ilyg fewer than half of the

respondents believed that the government, mulanaticompanies, foreign investors,
the global capital market and local users’ needste® an influence on SASs. The
results also suggest that Islamic principles h#tle influence on SASs. On the other
hand, all respondents believed that internatiosadling organisations had no influence

on SASs either.

Statistical analysis from Table (6-27)

All sample groups were asked the same questioneftire, this analysis will assist in
discovering the differences in answers between ggodéccording to the Kruskal-
Walllis test, the results suggest that there afereifices in responses among the samples
(p =.00) regarding the influence of multinationahganies on SASs. According to the
Mann-Whitney test (see Appendix 1), significantfeliénces appear between financial
analysts on one side and CFOs of other listed carapand auditors on the other side.

Financial analysts tended to disagree that muitinats influenced SASs, as only one
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of them agreed while eight disagreed and three vieddferent’. However, the other

groups tended to support the statement that mttimel companies influenced SASS;

they reported a high level of agreement on thigenaflthough the Kruskal-Wallis test

shows that there are significant differences betwgeups regarding international

lending organisations (i.e. the World Bank), thendaVhitney test (see Appendix 1)

shows that these differences are not significant.

Table 6-27 Perceptions of questionnaire respondents onfinences on SAS development

Question 3: To what extent do you think that edcthe following groups influences the development
of Saudi accounting standards?
Level of Level of
disagreement agreement .
Factors Mean SD (1or2) (4 or 5) Sig*
% %
International auditing firms 3.63 .647 10 73 .33
Academics in accounting fields 3.47 673 10 58 .29
Saudi Stock Exchange 3.46 .697 12 57 .89
-I\r/lhe' government (e.g. the 3.38 754 17.5 48 65
inistry of Commerce)

Multinational companies 3.31 .795 21 51 .00*
Foreign investment 3.30 .758 17 55 A3
Global capital market 3.29 .814 22.5 52 .26
Local users’ needs 3.22 .835 26 48 .13
Islamic principles 3.15 .866 31 46 .66
International lending 34
organisations (i.e. the World 2.97 .809 31 .03*
Bank)
Mean Values-Scoring: 1= Strongly disagree; 3= Ifigliént; 5 = Strongly agree.
(*) indicates the statistically significant differees of responses between respondent groups &#4he
level.

The results shown in Table 6.28 suggest that iatemal auditing firms, foreign

investors, multinational companies, global capitairkets and the Saudi Stock

Exchange influence

IFRS adoption.

However,

onlyf haf the questionnaire

respondents believed that accounting academiostnetional lending organisations,

local users’ needs and the government influencé&Ia&option.
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Table 6-28 Perceptions of questionnaire respondents onfinences on IFRS adoption in Saudi
Arabia

Question 4: In your view, to what extent will eawththe following groups influence the adoption| of
IFRSs in Saudi Arabia?
Level of Level of
Factors Mean SD d|s(alg:)ere2r;1ent ag(]‘rleoerrr;nt Sig*
% %

International auditing firms 3.78 .522 5 83 14
Foreign investment 3.72 .549 5 78 .30
Multinational companies 3.62 .663 10 72 .00*
Global capital market 3.50 .698 12 62 .0
Saudi Stock Exchange 3.44 .754 16 60 .88
Academics in accounting fields 3.39 774 17.5 56 6 .Y
International lending organisations 23 "
(i.e. the World Bank) 332 | 830 55 00
Local users’ needs 3.29 .75p 17.5 49 .0a*
The government (e.g. the Ministry of 392 855 26 50 71
Commerce)
Islamic principles 2.78 .852 50 28 .83
Mean Values-Scoring: 1= Strongly disagree; 3= Ifigliént; 5 = Strongly agree.
(*) indicates the statistically significant diffarees of responses between respondent groups &fthe
level.

Statistical analysis from Table 6.28
According to the Kruskal-Wallis test, the resultgygest that there are differences in

responses among samples regarding internationdinignorganisations (p = .00).
According to the Mann-Whitney test (see Appendixthg group of financial analysts
did not hold a strong belief that international demy organisations influenced the
adoption of IFRSs, as only two of them agreed, evBgven disagreed and one was
‘indifferent’. However, other sample groups belidvéhat these organisations did
influence the adoption of IFRSs, as members ofetigesups showed greater agreement

than did the financial analysts.

According to Kruskal-Wallis test, the results sugigéhat there are differences in
responses regarding the influence of multinati@mashpanies (p = .00). According to
the Mann-Whitney test (see Appendix 1), the finahanalysts’ group again showed a
lower level of agreement on this point than thesptihree groups. Only three financial
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analysts agreed that multinational companies infted the adoption of IFRSs, while
there was a high level of agreement on this matténe other three groups. Moreover,
Table 6.28 illustrates that there are significaffecences among user groups regarding
the influence of local users’ needs on the adoptibl-RSs in Saudi Arabia (p = .03).
According to the Mann-Whitney test (see Appendixréspondents from the banking
sector did not think that local users’ needs hadiafluence on the adoption of IFRSs,
as none of them agreed, in contrast to CFOs ofrditted companies group, who
agreed that local users’ needs may influence IFRptoon. However, only half of the
financial analysts agreed that local users’ neaflsenced the adoption of IFRSs in

Saudi Arabia.

Table 6-29 Perceptions of questionnaire respondents abowgfroups that will benefit from IFRS
adoption

Question 5in your view, to what extent will each of the fallng groups benefit from the adoption |of
IFRSs in Saudi Arabia?
Level of Level of
disagreement agreement .
Factors Mean SD (1gor 2) ?4 or 5) Sig *
% %

Multinational companies 3.87 .357 1 88 A5
Foreign investment 3.84 430 2 87 24
International auditing firms 3.78 51 4 82 .60
Global capital market 3.69 .632 9 78 A1
Saudi Stock Exchange 3.62 .609 7 69 .p2
International lending organisations 15
(i.e. the World Bank) 353 | 745 65 10
Academics in accounting fields 3.50 .709 12.5 66 6 3
Local users’ needs 3.48 .678 10 57 .00*
The government (e.g. the Ministry 333 792 20 53 11
of Commerce)
Islamic principles 2.83 .823 44 27 .01*
Mean Values-Scoring: 1= Strongly disagree; 3= Ifighiént; 5 = Strongly agree.
(*) indicates the statistically significant diffevees of responses between respondent groups &ééhe
level.

As can be seen in Table 6.29, the results suggasall the questionnaire respondents

believed that multinational companies, foreign stees, international auditing firms,

global capital markets, the Saudi Stock Exchangiermational lending organisations
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and accounting academics would benefit from thephodie of IFRSs in Saudi Arabia,

and that the greatest benefit would be to the timste groups.

Statistical analysis from Table 6.29

According to Kruskal-Wallis test, the results sugjgéhat there are differences in the
responses among samples regarding the potentiafibgained for Islamic principles
from the adoption of IFRSs in Saudi Arabia (p =).®dowever, according to the Mann-
Whitney test (see Appendix 1), these differencesat significant. Furthermore, Table
6.29 indicates significant differences among ther ggoups regarding the benefit of the
adoption of IFRSs to local users’ needs (p = .@@cording the Mann-Whitney test
(see Appendix 1), significant differences appe&tsvben CFOs of banking on one side
and CFOs of other listed companies and auditortherother side. Respondents from
the banking sector showed a low level of agreerardtmost of them were ‘indifferent’,
in contrast to other groups, who provided a higrelleof agreement on the benefit to

local users’ needs from the adoption of IFRSs.

6.5.2.2Results of Interviews about Factors Affecting IFRSAdoption
The interviewees believed that the greatest inftesron the development of SASs were

international accounting firms, the government, dacaics and the Saudi Stock
Exchange. They also believed that Islamic prirgphay not have a great influence on
SASs and that they were not influenced at all bgrimational lending organisations.

In terms of factors influencing the adoption of BRin Saudi Arabia, all the
interviewees believed that the greatest influerazaecfrom international auditing firms

and foreign investors.
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Some of the interviewees also mentioned that adoaumcademics may not have a
great deal of influence on the adoption of IFRSstheere is lack of attention paid to
these standards in universities. Moreover, the@ss a dearth of material (including

books) related to IFRSs in Saudi Arabia (see se@)o

The interviews supported the results from the qoesaire survey that indicated that
foreign investors, international accounting firnasi\d multinational companies would
benefit from the adoption of IFRSs in Saudi Arabiche interview results also
suggested that the government may benefit less th@radoption, as it may conflict
with certain systems in Saudi Arabia. The resuls appear to suggest that the
adoption of IFRSs would benefit investment oppadties and then the private sector,
rather than being used by the government to planaasist in local public needs. most
of interviewees believed that all parties, apastrfrislamic principles and international
lending organisations, would benefit from the adwptof IFRSs, particularly those
parties with international characteristics, as thaye a strong relationship with foreign
parties. However, some interviewees think thatatheption of IFRSs will increase the
level of disclosure and the use of fair value. Wik lead to more transparency, which

is one of the main Islamic principles.

6.5.3 Perceptions of the Benefits of IFRSs

6.5.3.1The Quality of Financial Reporting
In this section, questionnaire respondents weredslosed questions about the quality

of financial reporting based on IFRSs (Question 6).
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The results of the questionnaire survey seem t@esigthat the implementation of
IFRSs in Saudi Arabia will increase the qualityfiofincial reporting. Table 6.31 shows
that 80% of respondents believed that the adopifolrRSs would help increase the
comparability of financial reporting among coungtievhile 77% also believed that the
reliability of financial reporting would increasec almost 73% were of the opinion
that the understandability and relevance of finaneporting would be enhanced by
the adoption of IFRSs. The questionnaire resposdenin the banking sector provided

a higher level of agreement than the other groups.

Table 6-30 Perceptions of questionnaire respondents abothie quality of financial reporting based
on IFRSs
Question 6: To what extent do you agree that thplémentation of IFRSs in Saudi Arabia wi
improve the quality of financial reporting?

Level of Level of
disagreement agreement .
N Mean SD (1gor 2) %4 or 5) Sig*
% %

1 Relevance 3.80 975 15 71 .09
2 Reliability 4.08 724 2 77 .59
3 Comparability 4.17 .748 1 79 45
4 Understandability 3.93 .837 5.8 73 A4

Mean Values-Scoring: 1= Strongly disagree; 3= Ifigliént; 5 = Strongly agree.
(*) indicates the statistically significant diffarees of responses between respondent groups &#tte
level.

The results from the interviews suggest that oVénal interviewees indicated that the
adoption of IFRSs would improve the quality of ficgal reporting in Saudi Arabia,
and this will be reflected in investment opportigsf as it would help increase
investors’ confidence in Saudi financial reportifidne interviewees believed that this
would be the greatest benefit from the adoption [lBRSs. In addition, some
interviewees added that transparency and accuramyldwbe enhanced with the
adoption of IFRSs. Interviewees from the bankingg@ewere more supportive of this

than the other interview groups, as most of thenficoed that IFRS adoption would
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improve the quality of financial reporting. On tlther hand, some interviewees
mentioned that the quality may not improve, asdéh&andards need a strong body to
enforce their implementation, and such a body imdSArabia has limited ability to do

SO.

6.5.3.20ther Benefits
Questionnaire respondents were asked open-endetianseabout their opinions on

other advantages of IFRS adoption in Saudi Aradftay providing their perceptions of
the quality of financial reporting after the adaptiof IFRSs (Question 7). This open-
ended question gave respondents the opportunigxpoess their opinions in greater
depth. Overall advantages of IFRS adoption areepted in Table 6.32 and the

advantages mentioned separately by each groupeserned in Table 6.33.

Table 6.32 shows that the questionnaire respondepisorted their answers to the first
question regarding the quality of financial repogtunder IFRSs, as they suggested that
the greatest benefits of adopting IFRSs would leertiprovement of the comparability
of companies’ financial reporting. Moreover, as che seen from Table 6.32,
respondents also suggested that the quality ohdiaha reporting would increase as
there would be more transparency in financial repgr This would lead to an increase
in foreign and local investors’ confidence in thau8i Arabian financial reporting
system, which in turn will increase foreign dir@ctestment (FDI). Respondents found
this to be the third greatest benefit of the adwptdf IFRSs in Saudi Arabia. The
questionnaire respondents also suggested thatfaihe greatest benefits would be to
adopt and use well-established standards in altsopnd to have updated standards
that take into account economic changes. The regma also suggested that these
standards have good resources.
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Table 6-31 Perceptions of questionnaire respondents abohénefits of IFRSs in Saudi Arabia

Question 7: What are the advantages of the adoptbiFRSs by Saudi Arabia compared to the
current situation?

Advantages Frequency %
1 Enhance the comparability of financial reporting 38 26
2 Have comprehensive, improved, regularly updateddstals that 28 19
consider economic variables
3 Facilitate the growth of foreign direct investrteim Saudi Arabia 17 12
4 Increase the transparency of financial reporting 14 10
5 Transfer knowledge 10 7
6 Enter international markets 8 6
7 Save the time and effort needed to issue Saaddatds 8 6
8 Used by foreign users 5 4
9 The harmonisation of accounting languages inaittkoutside Saudi 5 4
Arabia
10 Other 16 6
Total 150 100

The questionnaire respondents also believed thadi S&rabian listed companies can
enter international markets and then have an oppitytto grow their capital through

the quotation of their shares on foreign stock retwkIn addition, the respondents
believed that IFRS adoption would facilitate thansfer of accounting ideas and
experiences both to and from Saudi Arabia (knowdedigansfer). Moreover, the

respondents also suggested that Saudi Arabia vgawie the time and effort needed to
issue Saudi standards, and reduce the cost ofgeittid producing Saudi accounting

standards.

The results of the interviews show that the majooit interviewees indicated that the
greatest advantages of IFRS adoption would be frdwe the quality of financial
reporting, create greater comparability and trarespay, and make financial reporting
more consistent. The interviewees believed tinedd advantages would help users and

local and foreign investors have more confidencdinancial reporting. As a result,
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foreign investment would increase, which would bemajor advantage, as the

interviewees also mentioned.
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Table 6-32 Perceptions of questionnaire respondents of aa@ntages resulting from the adoption of IFRSs in S&di Arabia

Banks N Other Listed Companies N Auditors N Others
Comparability 8 | Comparability with companies in differef 12 | Harmonisation of all financia 14 | Comparability
countries statements inside and outside Sa
Arabia
Easy for users outside ¢ 3 | Attract FDI 6 | Increase FDI in Saudi Arabia 11 | More transparency
Saudi Arabia to use an
analyse
Global consistency 3 | BEasy to understand as it is familiar tot 2 | To have a complete package | 25 |1 do not have enoug
majority of users outside Saudi Arabia standards which consider econon information
variables
More transparency 2 | Suitable for wusers, particularly i 2 | To link local and internationg 8 | Suitable disclosure
disclosure accounting ideas
Improved and update] 3 | Enterinternational markets 2 | More truthfulness and transparency | 8
standards
To respond to regulators 1 | Decrease the cost of accounting § 2 | To facilitate Saudi Arabia’s entrand 6
auditing into international markets
To reflect the fair value o Common understanding for financi 2 | To save the cost involved in issuil 8
assets reporting and analysis procedure new SASs
Improve performances 1 | Do not know 1 | The harmonisation of accountin 4
languages in Saudi Arabia
Increase capital 1 To exchange experiences 2
Easy global communication| 1 To improve the Saudi stock market | 2
Global acceptance 1
Total 25 Total 29 Total 88 Total

186



6.6 The Comparison between SASs and IFRSs, and the Adogn of
IFRSs

The purpose of this section is to contribute tonaaisg the research questiond/Hat
are the perceptions of respondents about the méferences between SASs and
IFRS®’ and To what extent can the existing Saudi Accountirgdtrds (SASSs) or
IFRSs/IASs meet the needs of accounting users udi $aabia? by providing the
perspectives of preparers and users of accountifgmation from questionnaire
surveys and interviews. Some of the questionsigngiction are based on the results of

the comparison between SASs and IFRSs (Chaptee)hre

6.6.1.1Analysis of Questionnaire Results
Questionnaire respondents were asked four questiomst their perceptions related to

a neutral stance of IFRSs to Saudi Arabia. Thears$gnts were also asked about the

timing of IFRS adoption.

The results in Table 6.33 suggest that questioanaspondents’ overall perceptions
were more supportive of IFRS adoption than the afs8ASs by listed companies on
the Saudi stock market. In addition, there werestatistically significant differences
between the mean answers of the sample groups,lyaotker listed companies,
external auditors and financial analysts. All reggpents held the similar view that
IFRSs usually improve on SASs, and supported dygpfication in Saudi Arabia. They
also believed that although IFRSs were created éetnthe needs of developed
countries, they were still able to serve usersametbping countries. Moreover, they
believed that even with the existence of SASs,etlvesis a need to adopt IFRSs. The

level of agreement for Question 2 was higher tienlével of disagreement. The level
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of agreement was relatively low at 43%, with 28%adreeing and 29% declaring

themselves “indifferent”.

Table 6-33 Perceptions of questionnaire respondents on @hneutrality of IFRSs and some key
differences between SASs and IFRSs

Level of Level of
disagreement | agreement -
N Statements Mean SD (Lor2) (4 or 5) Sig
% %
IFRSs are usually an improvement
on SASs and it would be
1 preferable to apply them in Saudi 3.87 693 1 64 57
Arabia
5 All IERSS are sgitable for the 317 822 26 43 48
Saudi Arabian environment
IFRSs were established to meet
user needs in developed countrjes
3 | and are not capable of meeting2.39 .795 56 20 71
and satisfying user needs in Saudi
Arabia
There is no need to adopt IFRSSs|in
4 | Saudi Arabia because SASs are2.27 .789 59 19 41
superior
Mean Values-Scoring: 1= Strongly disagree; 3= fiedént; 5= Strongly agree.
(*) indicates the statistically significant differees of responses between respondent groups a¥he
level.

Table 6.34 shows the perceptions of the use ofviime and historical cost in Saudi
Arabia as being the one of the main differences/denh SASs and IFRSs (See chapter
four). The results suggest that the respondenieveel that investment in property
should be measured by fair value. They also bdli¢kat fair value provides useful and
accurate information for economic decision-makiagd that the use of fair value is
more accurate and preferable to the historical w@thod in terms of computing Zakat.
Some respondents gave reasons for their choideeofige of fair value method or the

historical cost method in investment property. €ahi35 shows these reasons.
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Table 6-34 Perceptions of the respondents regarding usé fair value and historical cost in Saudi
Arabia

Level of Level of
disagreement | agreement -
N Statements Mean SD (Lor2) (4 or 5) Sig
% %
Investment property should be
5 measured by the fair value methaod 3.87 814 21 61 15
Investment property should be
6 | measured by the historical cagst 2.19 .804 62 20 .07
method
Use of the fair value measurement
2| in investment property prowd_es 4.07 674 7 63 53
useful and accurate information
for economic decision-making

Mean Values-Scoring: 1= Strongly disagree; 3= fiedént; 5= Strongly agree.
(*) indicates the statistically significant differees of responses between respondent groups a¥ihe
level.
In general, to what extent do you
think that either fair value or
8 | historical cost is more suitable ag a3.86 1.091 7 63 .55
basis for the purposes of
computing Zakat?
Mean Values-Scoring: 1= Historical cost greatlyferable; 3= Indifferent; 5= Fair value greatfly
preferable.
(*) indicates the statistically significant differees of responses between respondent groups a¥ihe

level.

Table 6-35 Reasons for respondents’ answers concerning appropriate method in investment
property in Saudi Arabia

Reasons
Fair value should be used because:
. The price of real estate increases and it is nptagiate to evaluate it by historical cost
that does not reflect its value on a specific date
. Some companies manipulate the system by sellingstate and buying it back again at its
fair value
Historical cost should be used because:
. There is a lack of qualified people or firms touateal estate
° Some companies may manipulate the price of reateeby inflating it

The respondents were also asked closed questinewdeang ‘yes’ or ‘no’) about the
timing of IFRS adoption, and Table 6.36 shows tsssiliggesting that questionnaire
respondents were in favour of the immediate adaptibIFRSs (45.8%), or thought

that they should have already been adopted (34 B&tyever, 8.3% thought that it was
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too soon to implement IFRSs in Saudi Arabia an@%0did not give an answer. Some

of the reasons for their answers are presentedlheT6.37.

Table 6-36 Perceptions of questionnaires respondents regling the timing of IFRS adoption

Which of the following statements is the closest tgour personal opinion? (Tick one)
Overall CFO CFO (other External Financial
response (banks) listed companies)| auditors analysts
F % F % F % F % F %
No response 13 10.§ 0 0 2 8.3 10 143 1 8.3
IFRSs  should
M been 41 | 342| 6| 429| 10| 417 22 314 3 250
adopted earlie
in Saudi Arabia
It is too early to
implement
IFRSs in Saud 10 8.3 1 7.1 2 8.3 7 10.0 0 0
Arabia.
This is a
suitable time to 55 45.8 7 50.0 9 375 3l 443 g 66}7
adopt IFRSs
It is difficult to
adopt IFRSs in 1 .8 0 0 1 4.2 0 0 0 0
Saudi Arabia
Total 120 100 | 14 100 24 100 | 70| 100 12 100

Table 6-37 Respondents’ reasons for their answers concéng the timing of IFRS adoption
Reasons
This is a suitable time to adopt IFRSs because:
The current world market is open and Saudi Arabisjbined the WTO
Starting now is better than waiting, in order teeggihe implementation a head start
There is worldwide agreement on the implementatioirRSs
SOCPA have created a professional environmenistadile to deal with IFRSs
Foreign investments are currently increasing indbAwmabia
SASs were able to some extent to cover the regeinésrof the preparation of financial
reporting, but currently, in view of rapid globdlanges, there is a real need for IFRSs
. The Saudi economy is now related to other econoritieshe world; Saudi listed
companies have subsidiaries outside of Saudi Arabdhforeign companies have begun to
open subsidiaries in Saudi Arabia

IFRSs should have been adopted earlier in Saudi Aksa because:
. If IFRSs had been adopted earlier, they would diydse fully implemented
. Most countries have adopted IFRSs, so in ordeStardi Arabia’s financial reporting to
be comparable, understandable and relevant toothtitese countries, Saudi Arabia should
also have already adopted them.
. IFRSs were issued several years before SASs aritl Smbia should have adopted them
earlier, at the same time as banks in Saudi Ardibia

It is too early to implement IFRSs in Saudi Arabiabecause:
. IFRSs require the existence of a strong local atiwog standards committee to work on
the standards, understand what the appropriatdastds are, make any adjustments required,
and control the implementation of the standardsder to benefit from their implementation
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6.6.1.2Analysis of the Interview Results
Although there was debate amongst the intervie\asdse the suitability of all IFRSs to

Saudi Arabia, most of them believed that not aR#s were suitable for Saudi Arabia
and that some SASs are still needed. All the interees from the banking sector
believed that all IFRSs were suitable for SaudibdaaOne CFO of a listed company
was of the opinion that there was no religious fEwbwith the adoption of IFRSs, at
least from his point of view, as some conflict altg exists in Saudi Arabia between
Sharia law and SASs. One standard setter also onetithat even the Zakat Standard
in SASs has little influence by Sharia requiremeatsd IFRSs had more advantages
than SASs as accounting standards in Saudi Ar@lma.external auditor thought that it
was better to follow the global trend and specifg tmain points of conflict with the

Saudi environment in financial reporting and diseltheir effects.

The interviewees also believed that SASs were #@aflgrbased on IFRSs and other
standards. However, some believed that the Saudioement had its own special
characteristics, as all activities are informed Sfyaria law, and that therefore some
IFRSs were not suitable for Saudi Arabia, suchhasd standards which deal with
interest and employ benefit standard. Moreover,omting to the Ministry of
Commerce, the use of the fair value system is dichih Saudi Arabia, and most IFRSs

tend to use fair value.

Most of the interviewees believed that IFRSs shdwdd adopted in Saudi Arabia.
However, some of the interviewees thought that st#R&s would have to be modified

to meet the demands of the Saudi environment. Tdgerity of the interviewees were
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of the opinion that the adoption of IFRSs would m&audi Arabia towards the global
concept of accounting harmonisation, and as atrésdign investors would have no
difficulty understanding Saudi financial reportifithe majority of interviewees were of
the opinion that the advantages of IFRSs outweighed difficulties and that Saudi
pride did not mean that the effort put into SASewstl be ignored, but that the public

good should be paramount.

On the other handhis study suggests that the interviewees wereahaif the same
opinion, as some were against the adoption of IFRS&udi Arabia (two interviewees
in particular). They were negative toward the aotopdf IFRSs, expressing the opinion
that SASs best serve the current situation in SAtabia and that IFRSs would still be
used in cases where there was no appropriate SA& thought it was too soon to
implement IFRSs in Saudi Arabia because IFRSs redhne existence of a strong local
accounting standards committee with all the necgssssources to work on these
standards, to understand what the appropriate atds@re, to adjust them if needed, to
provide assistance, and to enforce their implentiemtan order to benefit from them.
External auditor 2 believed that SOCPA, with itgrent abilities, could not adopt
IFRSs, and that this was one of the reasons for O use IFRSs only in the

absence of SASs.

Regarding the use of fair value, overall the inawresults suggest that although most
of the interviewees acknowledge the advantageaioi&lue over historical cost, there

are great concerns by some of them about fair viale@surement in Saudi Arabia and
the present application of fair value. Some inemges mentioned that due to the lack

of measuring methods, such as the absence of iae atdrket for the majority of assets,
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the lack of qualified valuators and a controllingdly, historical cost is still preferable.
In terms of investment property, they did not bedi¢ghat an active market existed, and
to avoid individuals’ assumptions, historical costneeded. In Zakat, according to
Sharia law, fair value should be used, but in viefwvthe difficulties involved in
measuring fair value, historical cost may also jygliad. All the interviewees suggested
that before Saudi Arabia begins to use fair vathe,aforementioned issues should be
addressed and resolved. Suitable guidelines shHmilgrovided to measure fair value
and the information systems should be improvedsgisain the provision of reliable
information about assets to facilitate correct siecis being taken. Otherwise, historical
cost should still be applied by making some modtfans to IFRSs to suit the Saudi

environment.

6.7 Conclusion

The purpose of this chapter is to report the resafithe questionnaires and interviews.
It began by describing the responses of accountsegs regarding accounting needs in
Saudi Arabia. Moreover, the views of external auditregarding issues of accounting
were reported. After this, problems, difficultiasdacultural issues that may be a barrier
to the adoption of IFRSs were described. Finally ienefits of adoption and factors
that will influence or benefit from adoption wereported. This chapter presents the
results from both questionnaires and interviewsassply. In the next chapter the
results will be combined and discussed in greagpthdin order to answer the research

guestions.
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7 Discussion of Results

7.1 Introduction

This chapter discusses the combined results ofwtbedifferent research methods, i.e.
questionnaires and interviews, which were usedxfboee the suitability of IFRSs to
Saudi Arabia. The results from these methods wesertbed in the previous chapter
(Chapter Six). This chapter is organised as follosestion 7.2 examines and discusses
the main accounting users in Saudi Arabia and theoounting needs, as well as
respondents’ views about the suitability and adwptf IFRSs in Saudi Arabia. Section
7.3 discusses the cultural issues that may ach@is to the full adoption of IFRSs in
Saudi Arabia. Section 7.4 explores the difficuli@esl costs that other listed companies
in Saudi Arabia may face during the transition ERR$s. Section 7.5 discusses the

benefits that may result from the adoption of IFRSs

7.2 Accounting Information and Standards Needs in Saudirabia

This section presents the findings of the studwardigg the main users of accounting in
Saudi Arabia and their accounting needs. The sediist identifies the main users of
companies’ financial reports and then discussesethsers’ needs. The suitability of
IFRSs to Saudi Arabia is then examined, followedalgiscussion of parties who may

influence, and benefit from, IFRS adoption in Safudibia.
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7.2.1 Accounting Needs in Saudi Arabia

7.2.1.1Users of Companies’ Financial Reporting in Saudi Aabia
The literature review shows that financial repaytshould provide useful information

for users to help them make their decisions (FAS®/8). This objective remains a
target of the IASB (IASB, 200%) Some researchers believe that investors andaredi
are the most important users of financial repor{ifign, 2005). However, according to
Islamic accountability framework this is not thesean an Islamic society as all users,
including society, should be considered, and itherefore important that accounting
information be disclosed to society as a whole (W(Lewis, 2001; Napier, 2007).
Furthermore, all true and factual information, euwgiormation in the firms’ disfavour
(Napier, 2007), should be disclosed (as discussatkiail in 3.4.2)This implies that

Saudi society represents an important stakeholeegi( 2008).

The findings of this study indicate that the masemgroups in Saudi Arabia are
institutional investors, financial analysts, thep@egment of Zakat and Income Tax (a
user group unique to Saudi AraBSfaxreditors, individual investors, the government,
and academics in the accounting field (see Ch&pigr

However, the findings suggest, somewhat surprigjntilat accounting preparers in
Saudi Arabia do not consider Saudi society to b@ramthe main user groups of

financial reporting, only two of questionnaire resdent (one from banks and one from

*! This was confirmed by a statement of IASB Chairn&in David Tweedie to the Economic and
Monetary Affairs Committee.

%2 The DZIT represents a different type of user frAnglo-American accounting users, because Saudi
Arabia is an Islamic country and it is a duty dfMuslims to pay zakat. As mentioned previously th
main objective of accounting from an Islamic pecdpe in Islamic societies such as Saudi Arabia is
to enable every Muslim to determine the correct am@f zakat due (Gambling and Karim, 1991;
Adnan and Gaffikin, 1997) (see section 2 for maztais).
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other listed companies) stated that Saudi socepyesents one of these main users.
Academic interviewee 2 commented:

“Unfortunately, Saudi companies usually fail to sater the interests

of society, which is very important. There are oalfew companies,

such as the Abdulatefi Jammel Company, which tgigocharge their

responsibility of accountability to society (ummah)
Some interviewees referred Saudi companies’ igroarari society’s role to the lack of
Saudi companies considering Sharia a priority, @mel companies’ inability or
unwillingness to protect society’s interests. Mat@o some interviewees mentioned
that there is an absence of regulations helpingratect society’s interest, particularly
in view of the fact that society does not have gbeer to protect its own interests in
Saudi Arabian companies. It may be suggested, tihamn,although Saudi companies
attempt to follow sharia requirements, they maijl stinflict with it in ignoring the
society’s interest and then the practice the adedwity framework is limited (see
section 7.3.1.1.2.2 for more detail). Moreover, timging may suggest that Saudi
companies added the DZIT as one of their main ussrause they recognise them as a

main group, not for social reasons but becaus®#i& has more power and authority

than the other groups.

7.2.1.2Users’ Needs from Financial Reporting in Saudi Araia

7.2.1.2.1 The Need for More Disclosure and Transparency
As noted in section 7.2.1.1 all Saudi companieaukshdisclose all information that

serves accounting user needs (see Chapter Threeofer detail). However, this study
suggests that even though they are recognisedimsrgrusers by preparers, most

primary users in Saudi Arabia, such as those wipoesent the private sector (e.g.
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financial analysts and fund managers), suffer feolack of disclosure and transparency
on the part of companies on the Saudi stock malfkeancial analyst 2 commented:

“In Saudi Arabia, as private institutional invesgr we have

difficulties in finding appropriate disclosure, whi is not the case

with other investors who have power and can prateeit rights, such

as the DZIT and all government institutional inwest”
Financial analyst 1 and Academic 1 mentioned thatdnly companies that provide
better information, and particularly disclosure,re&véhose which implement corporate
governance guidelines. Only the banking sectorgoasl implementation of a corporate
governance system, in contrast with companiesharatectors such as the services and
industry sectors (Hussainey and Alnodel, 2008).s€h@mpanies represent fewer than

7% of companies on the Saudi marKEadawul, 201Q)Therefore, it may suggest that

the rest of the companies do not provide suffictestlosure for users.

The two interviewees added that although theregsfficient disclosure, disclosure had
nonetheless improved in the previous two yeardhaps because the Capital Market
Authority (CMA) had been established. In this refydinancial analysts may obtain
extra information from the CMA as well as from canpes’ financial reports. The
CMA assists financial analysts in obtaining infotioa relevant to making investment
decisions, perhaps because they believe that tiflihelp improve and develop the
Saudi stock market. Financial analyst 1 mentioted when the CMA was established
in 2003 they started encouraging companies listedhe Saudi stock market and

monitoring their disclosure; as a result, inforroatifor investors began to incre@se

% Since their establishment the CMA have been tryingnsure companies on the Saudi stock market
continue to enhance disclosure and implement régoka They also penalize companies that do not
disclose and update relevant news. In additiory #itempt to organise workshops and conferences,
and try to protect investors from any unfair matagion in the Saudi stock market (CMA, 2009)
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However, the interviewees also wished that reguabodies in Saudi Arabia would
work more closely together and attempt to impromeldsure for investors. Academic
2 stated:

“The CMA should also work more and closely with teistry of

Commerce to update accounting regulations and ebligmpanies in

Saudi stock market to implement the regulations tiedp investors in

the Saudi stock market to make their decision.”
In summary, with improvements in terms of disclesaince the establishment of the
CMA, most of the participants (users) of this studgre still dissatisfied with the
current levels of disclosure and transparency iactoe (see Chapter Six for user
requirements). This finding therefore leads ushimk that some of Gray’'s (1988)
dimensions may explain present accounting pradticBaudi Arabia. However, this
model essentially conflicts with Islamic theory aBHaria requirements (see Chapter
Four). The above finding therefore suggests thltdsclosure, which is important
from the Sharia perspective (see Chapter Threey, ealimited. This finding is not
strongly consistent with the decision usefulnessnwork adopted by some bodies,
including SAMA, SOCPA and CAM, which are responsilfior controlling and
enforcing accounting regulationsThus, this may suggest that users’ ability to enak
suitable decisions will be impacted. It may alsggast that current levels of disclosure
and transparency are associated with accountingapees, but not with users’
preferences. Therefore, it can be suggested tepapers disclose information based on
their interest, even to those users that have p(&iT), as greater disclosure leads to

competitive disadvantages (see section 7.4.4).eftwe, it can be said that accounting

% According to article 45 of the Law of the Capitdiarket (2004), issued by the Capital Market
Authority, all information that may affect the fueudevelopment of companies and businesses must
be disclosed, as must any information necessarynfastors and their advisers to assist them in
making decisions.
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preparers have more ability than accounting usersrder to protect their interests and
have a greater ability to lobby accounting regoladi at present in Saudi Arabia (see

Chapter Two for a discussion about their influeacd interests).

However, comparing banks’ financial reports pregareder IFRSs (under the auspices
of SAMA) and those of other listed companies predaunder SASs (for which
SOCPA is responsible), accounting users agreedfitraicial reports prepared under
IFRSs provide more information than those prepaneder SASs. Thusnost users
prefer financial reports prepared under IFRSs; ffisiems to imply that SAMA is a
stronger and more capable regulatory body than FO@Rs will be discussed in
greater detail in section 7.4.4) or IFRSs are beHewever, the question that arises is
whether these standards are appropriate for Sauadiia@ as it is a developing country
in which accounting needs may differ from thosel@veloped countries, as accounting
needs are related to various factors, such asreubociety and so forth. Section 7.2.2

discusses the suitability of IFRSs to Saudi envirents.

7.2.1.2.2 Financial Reporting for Zakat Purposes (Religious Dty)
According to prior literature and as an Islamicydaccurate and truthful Zakat figures

are important in Islamic society, and this is nwicy for economic purposes, like
taxes (Taheri, 2000; lbrahim, 2000) (see Chapteur Hor more detail). Most
participants suggested that financial reportingisgrreligious purposes is important in
Saudi Arabia as an Islamic country, as opposeduteest financial reporting, which

prioritizes economic purposes over religious ones.
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Respondents from the DZIT mentioned that althobghDZIT has the power to acquire
what information they want as they are part of gogernment and are a government
agency, the DZIT still faced difficulties from lest companies during the process of
calculation. This result suggests that Sharia lawnot considered a priority, in
particular regarding Zakat payments in listed commgel financial reporting, and
economic purposes being favoured over Sharia, ghviisg rise to conflicts with Zakat
purposes. Appendix 5 shows an example of one coynwhn, based on its calculation,
paid only 743,927 SR. However, According to the DZlhe correct amount of Zakat
should have been 2,547,620 SR. One DZIT interviemventioned that as an example,
listed companies deal with amortisation in wayg thay differ from the Department of
Zakat and Income Tax’s stance on the matter, whmtreases the amount of Zakat
they should pay. Therefore, some respondents steghygat listed companies in Saudi
Arabia should have separate financial reportingZtakat purposes, based on the correct
Zakat standard.
External auditor 4 stated:

“Accounting standards that exist in Saudi Arabiaveano relationship

to Sharia law. For example, in the setting proocalsSASs, Sharia law

is not considered at all and the Zakat standardn$y to help clarify

and simplify things for the reader. As a resufttdd companies and

banks in Saudi Arabia, when they prepare financgplorting, do not

consider the specificities and requirements ofDepartment of Zakat

and Income Tax and so the Department of Zakat acdnhe Tax does

its own calculation.”
One respondent expressed the opinion that bankddspablish two forms of financial
statements, one for Zakat purposes and one foelstédkers’ purposes, as in the USA,

where companies issue two forms of statementsfareEC filing and one for the IRS

(Internal Revenue Services Department), as these different accounting methods.
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This accounting need will be discussed in sectid} With a view to discovering
whether the current accounting system in Saudi idrabrves this need and to what

extent this need may act as a barrier to the anlopfi IFRSs.

7.2.2 The Opinion of Respondents Regarding the Suitabilt of IFRS Adoption
for Saudi Arabia

The majority of respondents to both questionnaares interviews support the adoption
of IFRSs in Saudi Arabia, as these standards wdeder satisfy the country’s
accounting needs. Moreover, respondents agreedRR&s have desirable advantages
over SASs. However, some respondents still thiak tlot all IFRSs are suitable for the
Saudi Arabian environment because some of thesdaids may be difficult to apply
(see the discussion of problematic standards itiose€.4.4) or, at least in theory, may
not be compatible with Saudi culture or Sharia (ikgt section will explore this issue)

or may conflict with commercial law.

The present study appears to suggest that thedéagreement regarding respondents’
support for IFRS adoption does not in fact reflacperception that all IFRSs are
suitable for the Saudi environment, but rathertexi®cause respondents felt that local
users’ needs (48% level of agreement) and Islamiciples (46% level of agreement)
do not have a great influence on SASs at presameSnterviewees mentioned that
some features or specifications for Saudi Arabiaaaslslamic country would not
present problems. For instance, the CFO of Listadpany 3 was of the opinion that
there was no religious problem, at least from hagpof view, that would conflict
between Sharia law and IFRSs (see section 7.3 doe nhetail). Moreover, one standard

setter also believed that even the Zakat Standar8ASs has limited influence by
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Sharia requirements, and IFRSs had more advantagesSASs (for those benefits see

section 7.5).

7.2.3 Parties that will Benefit from the Adoption of IFRSs in Saudi Arabia
It has been argued that IFRS adoption by developmuotries may happen because of

the relevance of these standards to financial axtowy or because of financial
reporting requirements to provide investors witlbegssary accounting information, but
that the accounting profession in developing coestmay face great constraints in

their adoption (Peasnell, 1993; Chamisa, 2000).

The finding suggests that there is overall agreg¢rarrthe adoption of IFRSs in Saudi
Arabia may contribute to making more informationdamore detailed disclosure
available ingeneral. However, external parties (e.g. FDI, MNf@sl big accounting
firms) will benefit more from IFRS adoption thartemal parties (e.g. local needs and
Islamic principles). In this regards the questiarmaesults indicate that there were
significant differences among respondents from baakd other listed companies
regarding the benefit of the adoption of IFRSsdcal users’ needs (p = .002). Other
listed companies reported a high level of agreememontrast to respondents from the
banking sector, who showed a low level of agreemanst of them were ‘indifferent’.
One interviewee stated that this may be becaugmmdents from listed companies
thought that IFRSs may provide more disclosure ti@nSASs currently used by all
listed companies. Moreover, some interviewees ftbenbanking sector believed that
the benefit of IFRSs depends on users’ educatieel lend their familiarity with and
understanding of IFRSs. The CFO of Listed companglsd believed that most
financial reporting users would not notice the dem in financial reporting if
accounting standards changed. (More detail in y.4.4
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The majority of respondents mentioned that theeiase in FDI was one of the greatest
benefits of the adoption of IFRSs in Saudi Arabima @t the same time the greatest
influence on their potential adoption in the coynkinancial Auditor 1 stated:

“I'm not saying that Saudi Arabia must adopt IFRBst as | told you

before, it will help when foreign investors comeas obviously their

understanding is of international standards. Asrénpeople go into

bonds (SAKOK) issues increasingly you will needige accounting

frameworks which are understood widely around tloeldvthan use

Saudi Arabia standards. Because if a company SA@es and issues

a bond (SAKOK) in the international market, theyecddo prepare

financials that are understood more widely in therldl than those

based on Saudi accounting standards.”
Some prior studies argue that many developing cmsnhave recently attempted to
attract international investment and are thereforkkely to set accounting standards
which, although they may be suitable for the cogstrequirements, could deter
foreign investors. In Cooke and Wallace’'s view @99.102), it is likely that
developing countries will react to the requiremeotsoreign companies wishing to
invest in them, which may imply that developing ctriies are dependent on
multinational companies from developed nations.sTikithe case at present in Saudi
Arabia®, as it currently hashe best environment for FDI of all Middle Eastérab
countries; it attracted FDI of approximately US$8@8lion from MNCOs in 2008,
compared to 2003, when FDI was US$14 billion (Sgaré 7.1). This may explain
SOCPA'’s 2001 decision to use IFRSs in companiésdiisn the Saudi stock market in

cases where there are no appropriate SASs. Folip@#&MA'’s decision to fully adopt

% This company is one of the biggest companies erStiudi stock market.

% However, Saudi Arabia is rich country and some suygest that it needs FDI as it tries to move from
an oil-based economy to a more diverse economy,iangeds increased FDI in other sectors,
because the population is increasing. Moreovergthernment is also trying to privatise wholly or
partly its owned entities, opening new windowsFarl (SAGIA, 2006).
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IFRSs in all financial institutions in Saudi Arapthese two decisions met with strong
agreement from the respondents of this study (rimaa 80% level of agreement on
both decisions), which suggests that the majoriitsespondents prefer the adoption of
IFRSs. This was confirmed by the interviewees ftbmbanking sector who mentioned
that the adoption of IFRSs by SAMA happened foernnational reasons, such as attract

of FDI.

The findings then suggest that economic conseqsemitiecause Saudi Arabia to adopt
IFRSs because the Saudi Arabian government is gayieater attention to attracting
FDI. Moreover, it would provide the financial repiog required by FDI, regardless of
local users’ needs, as these needs are not tategreat consideration by accounting
regulators. It appears from the findings presemethe next section (see section 7.3)
that religious factors and local needs have limitgtlence on SASs; this will also
facilitate the adoption of IFRSs in that economactbrs are more influential than
religious factors that culture shape factors wherosing accounting standards in Saudi
Arabia.

Figure 7-1 Growth of FDI in Saudi Arabia from 2004 to 2008
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In addition to the benefit of IFRSs adoption to FDiost respondents suggest that
international accounting firms and multinationahgmanies will benefit from the full
adoption of IFRSs and at the same time have gmrdatence on their adoption.
According to Hove (1986), these firms provide tnagn programmes and offer
scholarships to local people in the firms’ home ntdes. Most of the interviewees
indicated that the influence of IFRSs comes fromftitt that they are international and

are used in more than one country.

Moreover, some interviewees mentioned that thesesfprefer to deal with the same
standards in different countries so that the trajrof their staff may be the same and
employees can move across various countries wittocbuntering any issues arising
from a variation in accounting standards. Priod&s have indicated that international
auditing firms are significant channels for devedpcountries to transfer their

accounting technology to, and influence the acadagnipractices of, developing

countries (Perera, 1989a; Briston, 1990; Rahmaal.e2002) (see Chapter Two for
more detailed discussion). As a result, they care lzen impact on accounting practices
and also influence the choice of accounting stadsdar Saudi Arabia. In Saudi Arabia,
the Big Four in particular will benefit from the @ation of IFRSs as there is a lack of
knowledge about these standards among most Sacmlirgants (see 7.4). Hence, the
Big Four will be in a position to increase theicame by offering training services,

consultancy and so forth. This could be interpreteadne of their primary motivations
for supporting IFRSs, (see Chapter Two for theitiwadions for lobbying accounting

standards).
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It can also be seen that there is a relationshiywd®sn FDI, MNCs and big accounting
firms, as they may work together toward the adoptbIFRSs. Some have argued that
investors desire and have more confidence in thabigty of financial statements
audited by international accounting firms affilidtevith one of the big IAFs than in
those audited by local accounting firms withoutrsaa affiliation (Al-Mudhaf, 1990;
Joshi and Ramadhan, 2002). This may explain SAMédgiirement that at least one of
the external auditors appointed by the Saudi bankector for financial reporting be

from one of the Big Four firms.

To sum up, it seems that the accounting systemaumdiSArabia may be driven by
foreign investment needs rather than accountingdsie€his result confirms other
results in this study that indicate that influenafelocal users’ needs and Islamic
principles on the development of SASs is limited .tAe same time, local users’ needs
and Islamic principles seem to have limited infleeon or benefit from the adoption of
IFRSs, as discussed above and as will be discussel but one of advantages of
IFRSs is to increase the level of disclosure inegain, this may serve local user needs
(see section 7.5). The above findings thereforie litconsistence with accounting
objectives in Saudi Arabia as an Islamic countee(€hapter Four), and with Islamic
theory (see Chapter Three), whereby accounting Idshprovide full disclosure and

serve local needs, particularly religious requirataesuch as Zakat (Lewis, 2001).

7.2.4 Summary
This section answered the first questi®ihat are the needs of users of accounting

information in Saudi Arabia?and second research quest{@vhich standards (IFRSs
or SASs) can meet the needs of accounting us&audi Arabia from the perspective
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of the respondents?Moreover, this section contributes to answering@aesh question
5.1: What parties can gain greater benefit from the fdloption of IFRSs in Saudi

Arabia?

This study suggests that the main accounting ne&audi Arabia is financial reporting
that contributes to increasing the level of disatesand transparency in the financial
reporting of companies on the Saudi stock marl@hpared with the current situation.
Furthermore, the findings of this study support ddeption of IFRSs in Saudi Arabia
as a possible contribution to solving this probléinthe same time, IFRSs may be the
main accounting need for FDI, which has increase®audi Arabia. Moreover, the
results suggest that accounting users need finangporting that provides useful
information for Sharia requirements, such as theparation of figures for Zakat

purposes; the current accounting system does fiettréhis need.

However, although the findings suggest that at gaeshe influence of the Islamic
factor on SASs is limited, some respondents thivédt hot all IFRSs are suitable for
Saudi Arabia, and that some of these standards teebd modified, as they may be
difficult to apply at present (see section 7.4.1)nmay conflict with the Ministry of
Commercial Law (see section 7.4.2). Moreover, sparticipants believed that Saudi
Arabia is an Islamic society and its interests mustconsidered. Some participants
mentioned that some standards, such as Zakat stisndaould base on other standards
such as AAOIFI, which are set only for Islamic saations (Abuhmaira, 2006),

particularly as SASs may fail to serve these négels section 7.3).
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This result contributes to understanding the facttnat influence the national
accounting system in a developing country such agdiSArabia, and to what extent
this system is able to serve local user needs. fEs8It also contributes to a better
understanding of factors influencing the adoptidnIlERSs in Saudi Arabia and
provides an opportunity to assess their approprése to the needs of Saudi Arabia as a
developing country, and to what extent these staisdarovide enough user information,

compared with national accounting standards.

7.3 Cultural Issues

This section discusses cultural issues as a patdyairier to the full adoption of IFRSs
in Saudi Arabia. The discussion will begin by exaimg the role of Sharia law in the
accounting standards and in practice in Saudi Araoid whether it may represent a
barrier at the present time or not. After this, theguage problem and other cultural
issues, such as Saudi pride and accounting iliyeraill be discussed. This section
will also discuss the Islamic accountability franoelvin Saudi Arabia according to the

findings of this study.

7.3.1 The Extent of the Role of Sharia in Business Transdéions and its Influence
on Accounting Standards in Saudi Arabia

It is clear from the literature (see Chapter Fdbat Islam may be a factor influencing
accounting regulations in Islamic countries suctbaadi Arabia. It may also produce
accounting systems in these countries that are glifferent from accounting systems
in developed countries where this factor does naste The main objective of
accounting from an Islamic perspective in Islamocisties is to enable every Muslim
to determine the amount of Zakat they owe, and ub ipto practice the Islamic
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accountability framework, as described previouSgifibiling and Karim, 1991; Adnan
and Gaffikin, 1997). The Department of Zakat ancbme Tax was identified as one of
the most significant users of financial reportimgd one which wields considerable
influence due to its governmental authority (sedise 6.2.1.1). Accounting needs in
developing countries may be different from thosed@veloped countries, because of
cultural differences and other factors (see Chapteee). As a result, accounting
standards influenced by developed countries’ nemdd) as IFRSs, may not be suitable

for Saudi Arabia.

However, the findings suggest that the Islamicdaetill not represent a barrier to the
adoption of accounting systems from developed c@msmtsuch as IFRSs, for several
reasons. First, this study suggests that thednflta of Sharia law on business or
accounting practices is limited. One example of lihnétation of the role of Sharia in

Saudi Arabia’s accounting system is that interestiba, which may also be translated
as usury) exists in some of Saudi Arabian listechganies’ transactions. Moreover,
SASs have a limited consideration of Sharia law tledexisting accounting system has
a limited ability to provide accurate informatioor fZakat. In addition, the influence of
developed countries has become apparent in théateguof business and accounting
systems in Saudi Arabia, which may facilitate tdeg@ion of IFRSs. All of the above

points will be discussed in the next section.

7.3.1.1The Limitation of the Influence of Sharia Law on Aaounting Regulations

7.3.1.1.1 Interest Issues (Riba)
This study has shown that transactions involvingrast do occur. First of all, interest

exists in some Saudi bank transactions. Questiommaspondents from the banking
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sector agreed that some of their transactions wedbinterest (see Table 6.5). All the
interviewees also confirmed that some of bankirendactions are influenced by

interest.

Moreover, although Saudi banks attempt to follovar&h requirements, some of the
banks, including those that represent themselvdgemg completely Sharia-compliant
deal with interest but differ from other banks hyimgg the interest to charity An
interview with the CFO of one such bank confirmédttthis bank also dealt with
interest; firstly through transactions between thak and other banks outside and
inside of Saudi Arabia, and secondly through soraestctions taking place between
this bank and some of its customers who made layenpnts. The CFO of this bank
mentioned that his bank does not apply interestustomers at the beginning of a
contract, but a penalty (as he called it) is apbieecustomers who do not repay on time
at the agreed-upon time. He commented that:

“....if it is the case of interest, if you are a Slkaacompliant

bank you don’t earn interest. Any interest that yget is

immediately purified. It is not even taken inte bank’'s P and

L; it straight away goes into a charity account. vel if

because of a mistake of the other party beingfatenonths in

making a payment to us and because of that he’s\gays

interest, even that interest we don't take. Thégrest is also

immediately taken into purification, for charity.”
When the researcher asked whether applying intéoekite payments, even if they
were a mistake on the part of the customer, mag tha bank to be the same as
traditional banks, the CFO mentioned that his bdo&s not give loans with interest

whereas other banks do, and that interest chargedses of customer error is given to

charity. It was noticed that this interviewee tri@davoid providing direct answers on

¥ However, compared with other Saudi banks it sedrat this bank pays more attention to applying
Sharia law in their transactions.
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the topic of interest. This may indicate that thgi¢ is sensitive for him as he may want
to avoid giving any answers that harm the bankoltld be suggested that if this bank
represents itself as an Islamic bank, it shouldkwommpletely according to Sharia and
use the complete Islamic form for its trade, avagdihe application of any additional

payment that is forbidden by Sharia law.

In addition to the above, another issue raisedi;gtudy was that, perhaps surprisingly,
even though interest is involved in transactionSatidi listed companies, many users
do not know the extent of that involvement, or nrageed be entirely unaware of its
existence, as all the interviewees from the banlsector mentioned that they made
disclosures about interest rate under a differeamhe) that of “special commission”.
Interviewees indicated that the change in termigpldrom ‘interest’ to ‘special
commission’ is because in an Islamic country (Samdibia) the word ‘interest’ may
attract people’s attention. This suggests thatethesks try to hide the fact that they
deal with interest from most people; their actishsw that the substance and the form
of their work differs. The CFO of Bank 2 stated:

“In Saudi Arabia, you are not allowed to use theravinterest,

at all, even if there is some. We show “speciahgussions”.

That's what we say. The word interest is not noset in any

financial statement. You will never see that ig bank in Saudi

Arabia. Special commission or special rate comrarsss what

we say”
The findings suggest that there is indifélgal prohibition against using the word
‘interest’ that might suggest that the regulat@aNA) are complicit in the deception

that influences accounting users’ ability to knowether interest exists or not. This

%% There is no directly related article in SAMA’s syst, on their website, or any directly related
document sent to the banks (as interviewees matjoregarding changing the term ‘interest’. This
may suggest that this guidance was given indirgbtiyugh meetings or via email, etc.
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reflects the weakness of accounting regulators istharging their responsibility
according to the accountability framework (See Gdaphree). It may be argued that
enforcement is not considered overly importantsiarhic law, because of the ultimate
accountability to Allah (see David and Brierley,859. However, in a country like
Saudi Arabia, whose legal system is based on Slaadawhich uses the holy book
(Quran) and the Sunnah (the habits of prophet Mohaai) as guidance, enforcement is
important, as emphasised in some verses of thenQswah as*And let there be
[arising] from you a nation inviting to [all thats] good, enjoining what is right and

forbidding what is wrong, and those will be the@sgsful.”(Quran 1:104).

Furthermore, in reality the regulation of businasd accounting in Saudi Arabia is not
highly influenced by Sharia law. The implication tfe comments made by the
guestionnaire respondents and the intervieweeshas $ASs have limitations in
reflecting Sharia requirements. The results ofghestionnaires indicated that 54% of
respondents from all samples agreed that Islamiwiptes limited influence on the
development of SASs. Some of the interviewees roeetl that listed companies in the
Saudi stock market whose transactions may involverest were considered by
standard setters as providing accounting treatnientaterest income from loanshis
result is consistent with the studies of some Muadcholars, such as Al-osami (2009),
who compared loan policies when new companies begha listed on the Saudi stock
market and their shares became available to théicpibe found that some listed
companies still had loans with interest; thereftwe,considered that the investment in

these companies arant®. CFO 3 of the other listed companies stated:

% Moreover, in 2009 (1430H in the Islamic calendaf}o8ami updated the list of companies that
conformed to Sharia, investment in which was tleeepermitted by Sharidélal), and found that
only 31 out of 133 companies (23%) on the Saudikstnarket made their transactions according to
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“Companies in Saudi Arabia involve interest in sowfe

their transactions, and as a result some SASs w#hlthe

cost of loans.”
However, present study suggests that as it is piteldi to charge or receive interest
according to Sharia law, the banks and other lis@mpanies are at fault for using
interest. It may suggest that the political natfraccounting preparers and regulators is
clear as they attempt to lobby and influence actingrregulations from economic
motivations, regardless of users’ interests and démands of society and culture.
However, this should not be the case because Paalia uses Sharia law as a guide

and all companies should fear sanctions for brepl&maria law as they will be

accountable to Allah (See 3.4.1 in Chapter Three).

Thus, this study suggests that the role of Sharthe practice of accounting regulation
in Saudi Arabia is solely a matter of effort on theat of individuals; this also depends
on the individuals’ knowledge of Sharia I&#w For instance, SASs appear to be
influenced by the extent of the individual's retigs beliefs. As a result, the degree of
consideration given to Sharia requirements durimg process of setting SASs may
differ from one member to another, depending on 8hno attendance at each meeting.
Standard setter 2 confirmed that there is a cdnfi@tween SASs and Sharia law as

SASs impose a calculation of interest for capigasks. When asked to elaborate, he

Sharia law. However, he also mentioned that it Ehoat be understood that none of the transactions
of these 31 companies involve interest, as alhe§¢ companies deal with banks in Saudi Arabia and
have transactions with banks whose transactionstdlra matter of debate among scholars in Saudi
Arabia (http://www.halal2.com/main.asp?id=73).

“9When issuing accounting regulations within the yood regulator, all participants may differ as some
attempt to apply all Islamic principles while otheanay think that it is not important to apply all o
them as each individual has different views regaydiow Sharia deals with this issue. Moreover,
some people may be influenced by other culturesthiné that Sharia principles should not apply to
accounting regulations or even to business (somehmbieve that Sharia should apply at the mosque
but nowhere else).
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replied that SASs should serve the Saudi environraed be associated with Sharia
law but added:

“As you know, we are human and each person hasfereint concern

for Sharia. SASs are issued and influenced byp&ople who are at a

certain meeting because at each meeting there malyfterent people

in attendance.”
He also added that anything concerned with intesdastconflict with Sharia law.

In summary, regarding interest issues, this stutygssts that interest exists in the
transactions of some companies on the Saudi stackanhand that the role of Sharia in
business practice in dealing with interest is ratsistent with the religious beliefs of

Saudi society. Therefore, any conventional accogrgiystems influenced by developed
countries’ accounting needs, such as IFRSs, maybess suitable accounting practice
for companies’ transactions in the Saudi stock eiattkan SAS, at least for the present.
Also, IFRSs dealing with interest will not be bars to the adoption of IFRSs in Saudi
Arabia. However, the accounting systems of develagmmintries, such as IFRSs, may
not in theory suit developing countries, particiyeaudi Arabia, where the culture is

shaped by Islam (see Chapter Three).

It has been suggested that the reason some reglatilowing interest exist is because
some accounting regulations in Saudi Arabia wesemsally based on those in some
developed countries, such as France, the UK andJ®w. Interviewee 2 from the
DZIT mentioned thatregulations of Zakat and income tax were basedSwmottish,
German and French laws and the system is old arsdriza been updated yetAl-
Mehmadi (2004) found that banking laws in Saudibdaavere closer to laws in some
developed countries, such as France, which alloglirde with interest. In addition,

banks in Saudi Arabia deal with interest and atgresent the main creditors for other
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Saudi listed companies on the Saudi stock markethwapply interest from loans.
Hence, IFRSs used in developed countries may asoesbd in Saudi Arabia without
this system being considered irrelevant at thietbecause of the similarities between
Saudi Arabia and developed countries in accourgnagtice in terms of interest. Some
researchers mention that the similarity of the aoenvironment in developed and
developing countries is one of the factors suppgrtthe adoption of IFRSs in
developing countries (Briston, 1978; Chamisa, 20aB)s is the case at present in

Saudi Arabia.

7.3.1.1.2 The Limitation of the Accounting System in Meeting Society’s
Accounting Needs

7.3.1.1.2.1 Zakat or Islamic Duty
This section discuses Zakat issues, and the limmsitof Islamic accountability which

IS necessary in Saudi society.

Although a traditional balance sheet is not sugdbl Zakat purposes (Napier, 2007),
this study finds, somewhat surprisingly, that tipecifications for Zakat currently in
practice in Saudi Arabia do not represent barrershe full adoption of IFRSs, for
several reasons.

Firstly, it seems that the existing Saudi standdodsZakat do not provide sufficient
information for DZIT requirments. In addition, withe absence of a real standard or
special financial statement for Zakat purposes,DEET only uses financial reports
from Saudi companies as a starting point. Mosthef questionnaire and interview
respondents were of the opinion that the SAS amnbylates where the amount of Zakat

must be disclosed. The CFO of listed company 1 ioeed that the SAS, for Zakat
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purposes, involves only how to present and dischasmunting information but does
not concern itself with Zakat or interest. Morequare standard setter stated that:

“Unfortunately there is no real standard for Zakad, Zakat is paid on

!ncome and this is wrong. Zakat should be fromlitheand tax from

Income.”
Secondly, the results indicate that the adoptionlFi®Ss in Saudi Arabia might
contribute to achieving some of the purposes ofZdkor example, IFRSs are oriented
to use fair value over historical cost, which meassentially that all items for Zakat
purposes should be recorded according to fair vdMeali et al., 2006). The
interviewees from the DZIT believed that with theewof fair value the DZIT’s income
may increase, and the use of fair value is morerate and preferable over historical
cost from the point of view of Sharia. The CFOisfdd company 2 mentioned:

“Zakat standards in SASs use historical cost, wasrer Zakat
purposes and according to Sharia, fair value shddduised”

Finally, the limitation of the influence of Shamales on SASs implies that the use of
SASs or IFRSs in Saudi Arabia is the same as fé@hasia purposes are concerned.
However, at least the adoption of IFRSs may ledwerotisted companies in Saudi

Arabia to enhance their disclosure. The CFO of Baakided:

“IFRS have been developed for conventional banks bu
indirectly they may help conventional banks to emeatheir
Sharia compliance because they will help to givegaod
disclosure. The Sharia Committee will see moreildetad they
will see exactly what you are doing.”

External auditor 2 stated:

“Islamic accounting standards do not exist theosadiyc and
practically in Saudi Arabia as in other Gulf Coules such as
Bahrain, as they must be used for any Islamic bankBRSs and
SASs are the same when it comes to dealing withiaSha
requirements, and neither of them considers Shkma when
setting standards.
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On the other hand, one of the interviewees mentidhat the use of IFRSs in Saudi
Arabia may lead to issues between the DZIT and emmes that use finance leases.
External auditor 2 indicated that at present, axcpce, financial leases lead to the main
conflict between Sharia and IFRSs. The items cthsse receivables in IFRSs are
required to be disclosed as assets according teiaShHdoreover, IFRSs involve
establishing amortisation at a fixed rate for ldagn financial assets; this is not
acceptable under Sharia law, which only permitngethem and making a profit. In
addition, all evaluation of financial instrumenssbhased on a discounted rate, so that
future cash flow must be discounted at a fixed. rdt@vever, under Islamic principles
this is not permitted and it must be registerecpratsent value without applying a
discounted rate. Therefore, the registration offih@ncial lease as receivable under an
IFRS is also subject to Zakat, according to the ddmpent of Zakat and Income Tax.
This affects all companies using this kind of caotr as they must pay corporate Zakat.
This may be interpreted as a cost and benefit cuesee, as adopting IFRSs would

increase costs for these companies.

To sum up, it seems that the current accountingesyand regulations in Saudi Arabia
may not assist in providing accurate amounts ofaZakurthermore, SASs have
limitations in serving one of the main users ofhagial reporting in Saudi Arabia (see
7.2.1.1) in calculating Zakat. These findings maggest that the religious factor,
which was discussed in prior chapters as an infleeon accounting in developing
countries, particularly Islamic countries, and aimmdifference between accounting
systems in developed and developing countries, drdg a limited influence on

accounting systems in Saudi Arabia. Some sug@estaccounting systems should

essentially exist to serve Zakat purposes (see @Giamland Karim, 1991) but this is
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not the case in Saudi Arabia .As a result, IFRSpado in Saudi Arabia does not
represent a problem in terms of Zakat objectivesaareligious duty. Moreover,

adoption may help make Zakat calculations moreigedry using fair value.

7.3.1.1.2.2The Evaluation of Accountability Framework from an Islamic
Perspective

It was argued that according to an Islamic accahihity framework, companies which
are represented by owners and managers are acoleutttaheir stakeholders’ interests,
and they must protect those interests and disa@wseything that may help them to

discharge their accountability to society (Ummaki}Jirari, 1996; Lewis, 2001).

However, it appears that listed companies in Sambia contradict the Islamic
perspective of accountability. From the questiormaiesults and interviews with
individuals in the banking sector it seems thastliy, some of their transactions involve
interest, which conflicts with Islamic principleddoreover, they do not provide
appropriate disclosure by not giving interest tsrect name or providing the amounts
which would help users to make Sharia-compliant apgropriate decisions. This
means that these banks do not to some extent sksttathful information, which is
significant in an Islamic context (Napier, 20078€s3.4.1. in Chapter three). As a result,

they do not discharge their duty of accountabtlityaccounting users.

In addition, although banks are trying to satidfgit customers by providing products
associated with Sharia and having a Sharia comenitigt helps by giving approval for
these products, the effort of banks to limit the o interest seems weak. The CFO of
Bank 2 adds:We have a Sharia board. They approve our produdtbatever we want

to do on the Islamic side, we need their approwat &nd only then can we launch it.”
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However, some interviewees expressed their congleont these committees, as they
may be influenced by the bank management, partigula banks that are mainly
family-owned, because the management appoints ttmsenittees. This implies that
the type of ownership of Saudi Arabian banks may réffected in the bank’s
transactions and the extent to which it follows r&haequirements; it is possible that
bank owners may put their interests ahead of tmegairements. Moreover, some
interviewees mentioned that the influence membérth® Sharia board have on the
approval of banks’ transactions using Islamic paisiuimay differ depending on their

understanding of Sharia law, regulations and reguents.

In relation to Zakat, this framework does not apgeghly effective in practice either,
as it should be in Saudi Arabian listed comparaesprding to Muslim beliefs From
the findings, it appears that although the DZIT teespower to obtain the final amount
of Zakat, they still have difficulties with some mpanies in Saudi Arabia, as
sometimes companies do not accept the final amotihts leads to long disputes and
therefore it takes a long time for the amount okaato be paid. The final amount
might also not be paid correctly, which means thase companies (or managers) fail
indirectly to protect the interests of, and disgeatheir duty of accountability to,
society. Moreover, the findings suggest that actingiregulators pay less attention to
providing an appropriate accounting system thapseletermine the amount of Zakat
(see section 7.3.1.1.2). This suggests that aceoguistystems in Saudi Arabia are

limited in serving local needs fully.

1 Zakat is paid to poor people who are part of Saodiety (Ummah), and the DZIT is the only agency
that can collect Zakat and control the processalaZ calculation. Furthermore, Zakat information is
needed more in Islamic society than in Westernedgciln addition, Islam is not recognized by
limited liabilities and a company’s liability is a@xtension of its owner’s liability (Khan, 1994).
Therefore, managers must supply the information tieeeded for society as whole and for Zakat
purposes particularly
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It has been mentioned that members of Islamic sodave a right to know all
necessary information, even information that magatigely affect companies (full
disclosure) (Napier, 2007). However, some reseascaggue that not all information
needs to be disclosed, but information that hefygsaudischarge their accountability to
Allah must be (Baydoun and Willett, 1997). Thisdstisuggests that listed companies
in Saudi Arabia do not fully understand the bord&raccountability as they do not at
least acknowledge that Saudi society is one of maers and that they should protect
its interests. In relation to the amount of infotima that should be disclosed according
to Baydoun and Willett, the findings suggest there is lack of information that is
necessary from an Islamic perspective and whichulghibe disclosed by Saudi listed
companies. This may explain their views that thenganies’ financial reporting is
geared toward those who have power like the govemymor power within the
government. This result provides strong evideneg ttie economic factor overrides the

Islamic factor in terms of influence on Saudi actmg.

To sum up, although some listed companies in Satabia try to apply Shariew and

try to discharge their duty of accountability touBaaccounting users and hence to
Allah, the findings suggest that most companieSaudi Arabia do not conform to
Sharia law in some of their transactions and assalt they do not fully comply with
the Islamic accountability framework. On the othand, it can be seen that the political
nature of accounting standards and economic corsegqa are most powerful in
explaining the setting of SASs. Moreover, it carsben that economic factors are more
prominent than cultural factors in Saudi Arabia,ickhleads to an inappropriate

accounting system.
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7.3.1.2The Changes in Saudi culture as National Cultures @verge
As mentioned previously, the culture of Saudi Agabvhich is shaped by Islam, differs

from the culture of Anglo-Saxon countries where #SRwvere developed (see Chapter
Three). However, in recent years the influencetb&ocultures has increased in Saudi
Arabia and the convergence of cultures may fatélithe adoption of IFRSs. It appears
that this influence has created a new culture (mo&=audi culture) in Saudi Arabia,
which may supersede Sharia requirements. ModermiSauture is influenced by
Western culture and this effect can be seen péatigun the younger generation. This
influence may alter the culture at this level ou@asociety, as it leads to changes in
dress, speech and attitudes. These changes caaubedcby several reasons, such as
studying abroad. Many parents send their childeestidy abroad, and they may stay
outside Saudi Arabia for up to seven years, with rigsult that when they return they

bring with them their experience of a differenttaue.

This appears to suggest that people who set adogurggulations are influenced by
the cultures of developed countries, as many cfehedividuals were educated in such
countries. Analysis of the backgrounds of the doeskire respondents and
interviewees (Tables 6.2.1 and 6.2.2 in Chapter) Skxows that some of these
individuals have high qualifications from the USA the UK. Another cause is the
media, as currently there are very few people wéceive only local television

channels; the majority have many TV channels, oiiolg foreign ones, meaning that
their children can see and listen to what they wilhese factors may apply to the
introduction of new cultures into any society (Kdaer, 2002). Moreover, the love of
money and the desire to increase capital may evercome Islamic principles in some

221



cases. Finally, there is a growing presence in iS&tabia of certain people known as
“liberals”, who believe that the practice of Shasteould be applied only in the mosque

and not outside it.

However, it seems that Saudi accountants adhelegéd forms of regulation, even if
they were educated in Anglo-American countries vaidtounting systems that stress
substance over form and adherence to principlégrahan rules. As seen previously,
most of the interviewees mentioned that banks mdBArabia are not allowed to use
the word “interest” and instead use the term “sglecommission”; however, interest
exists in reality (see section 6.3.1.1.1). Intemges from the banking sector indicated
that they are regulated by SAMA and simply folloheit regulator. Some of the
interviewees stated that SAMA represents a fatHeyse sons are the banks in Saudi
Arabia, so banks should follow and pay heed onlys&MA. This may explain why
questionnaire respondents from the banking sectoe @wlmost indifferent (the mean is
2.71) to the question of whether or not the balasteset shows “disclosure of interest
paid (if any), the reasons for this payment andstiees which should be taken to avoid
such interest in future”. It was suggested thahaory SAMA members observe Sharia
requirements in order to avoid society’s censuretmnging the term for interest but in

practice they do not care about those requirensdrah.

This raises interesting questions as to why these ot adopted the ‘substance over
form’ concept of both religious principles and whats learned in their Anglo-

American education. This study suggests that ecanconsiderations may override
both cultural and religious needs, and educatia.discussed previously, the role of

education may contribute to the transfer of soméheffeatures of certain developed
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countries where capital plays the principal rolel amay affect regulation. Currently,
Saudi Arabia, represented by the capital markehaaity CMA, is trying to attract

foreign investors. Moreover, SAMA adopted IFRSdwiit any consideration for Saudi
culture, which is essentially influenced by Islaas, this study finds that SAMA is
looking for economic and capital advantages arwhlg trying to satisfy Saudi society

by providing additional channels to provide Islamproducts in Saudi banks.

Interviewees from the banks were asked why this Wasy commented that they have
branches outside of Saudi Arabia; moreover, theshed to enter international markets.
On the other hand, they believed that they satisfiee requirements of Saudi users.
This was consistent with the questionnaire resulitbjch found that the main
motivations for banks to adopt IFRSs were in otdeenter international markets and
because of insufficient national standards. The GFBank 2 added:

.. In fact Sharia bankers issued Sharia-compli&ainds. So

we can issue a bond which is for a conventionalkband we

can issue a bond which is Sharia-compliant, so ttayboth sit

together. The principles of conventional bankimgl é&Sharia-

compliant banking are different. That is very cleaut they

don’t have to clash with each other, they canidig-y-side.”
To sum up, it may suggest that the above discussiows strong evidence of the ability
of the SAMA group to protect their interest morartlhother interested parties (such as

users) in Saudi Arabia, and their ability to lodmcounting regulations and standards.

7.3.2 Language Issues
Some researchers have found a positive relatiofstipeen countries where English is

the main language and the adoption of IFRSs (Alsatleh and Weetman, 2003).
Chamisa (2000) and Hove (1986) argued that cosnivieere Anglo-American culture
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exists find the adoption of IFRSs easy. This isabse the main language of the IASB
iIs English. This ease may also be attributed toAhglo-American influence on the
development of IFRSs (Zeghal and Mhedhbi, 2006). $audi Arabia the official
language is Arabic; however, since 2008 an offiéiehbic translation of IFRSs has

been available.

From the findings it was noted that the majority inferviewees did not mention
languages issues as a problem, and only a fewiguoeaire participants agreed that
language is an issue. Participants who mentioneguiges as a problem were from
local accounting firms or the CFOs of small listamanpanies, in contrast to those from
banks and the Big Four. One interpretation of thesy be that individuals in the Big
Four and the banking sector are well-educated amdbsa all of them speak good
English. This is in contrast to local accountindicafs, which do not have such
resources and may therefore find IFRSs to be algmrobMoreover, it may also be
suggested that languages are not a problem beoétise issuing of an Arabic version
of the IFRS by the IASB. This result suggests thatlanguage issues involved in the
adoption of IFRSs in Saudi Arabia will have moreaof impact on local accounting

firms, and local and small listed companies.

However, it does not mean that language issuesnatllbe problem in Saudi Arabia,
even with official versions prepared by the IASEchuse there may be a time lag
between the issuance of a new standard, updatedastis or an interpretation and its
availability in the national languages (Larson &tcket, 2004). The most recent Arabic
version of the IFRS released in early 2008 (IAS81(®, which may indicate that all

standards issued or updated to date have not bmesiated into Arabic. Hence, some
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interviewees mentioned that an updated Arabic lagguranslation was required from
the IASB; otherwise, issues of translations woechain. External auditor 1 was of the
opinion that IFRSs were very dynamic and regulapggated, so the Arabic translation
must be updated to keep pace with changes, or theudd be a gap between the
English and Arabic versions.

“Although, English is widely used, it is not thdiahl language of the

Kingdom. Translating the standards will be an isasewell, since

IFRSs are very dynamic and will change rapidly. ékdangly, the

translation has to be updated at the same spedter®@ise, there will

be gap between the English and Arabic.”
Another problem with translations issued by the BAS that they may be difficult to
understand and may be of poor quality (Larson anee§ 2004). One external auditor
commented that:
......... Moreover, the translation of IFRSs is notderstandable.”
He suggested that in Saudi Arabia people who depeak English may find financial
reporting difficult to understand, particularly #e English terms for some items are
changed; for example, he mentioned that some usass be confused as the term
‘balance sheet’ was replaced by ‘financial positidinis view is consistent with studies
reporting that despite the IASB’s effort to provid#icial translations of IFRSs for

those outside Anglo-American culture, these coastnvere still less familiar with

IFRSs (see Larson and Street, 2004; Zeghal €G08).

It is also apparent from the findings of this stutiat local offices and small listed
companies still suffer from language issues, paldity as they do not have adequate
resources. In addition, prior literature suggestat tthe translation of accounting
terminology, including the IFRS, is problematic @&, 2004; Doupnik and Richter,

2003; 2004, etc.; Dahlgren and Nilsson, 2009; ¢se Zeff, 2007). This is especially
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likely to be case with Arabic translations, beca@isabic is less closely related to
English than, for example, other European langualjeaddition, there are different
varieties of Arabic spoken in different regionstiwthe same words often carrying
different meanings. It is therefore possible thairgle Arabic translation may not be
understood or applied equivalently, at least ndil wiefinitions of technical terms are

standardised. Further, Arabic translations areupdated frequently enough.

In addition, the language problem may appear inrdBAtabia to a greater extent than
in other countries because of the weakness ofef@elatory body in dealing with the
demands of the local offices or users who may hesafficiently familiar with IFRSs,
and who as a result need help with language ids@essection 6.4.4). For example, it
was argued that in developing countries supportha@sms are needed to ensure that
future changes to IFRSs and any related interpoetatare updated in translation
(Abedelsalam and Weetman, 2003). This means tlusetlparties in Saudi Arabia
presently face real problems with limited resour@esak enforcement body, financial
and educated staff, etc.). Consequently, it magesigthat the effective implementation
of IFRSs in Saudi Arabia by some listed companiayg be questionable. This may lead
to suggestions that some of the advantages of IRRSB$ioned by participants, such as

increased disclosure, may be limited.

7.3.3 Other Cultural Issues
e Saudi Pride

Saudi national pride in SASs was also frequentlyntioeed, among other cultural
issues in Saudi Arabia, particularly by respondémthe external auditors group. This
may be because all respondents who mentioned ft@relocal accounting firms, and
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some are non-Saudi. This issue was not mentionezhipyof the respondents working
for the Big Four accounting firms. Hence, it cansieen that the type of workplace may
play a role and influence respondents’ views athéorientation of the adoption of
IFRSs. Prior studies argued that culture factiuémces the practices of company’s
financial reporting (see Perera, 1989b; Adams, 20UBerefore, Because Big Four
employees come from different cultures; each ong have a preference for certain
accounting standards or may prefer accounting atasdhat are in use in their culture
or home country. Another interpretation suggesas tte Big Four will benefit from the

adoption of IFRSs and their incomes will increageploviding such services to their
clients in Saudi Arabia (See Chapter Three). Thiglysfinds that those who have the
greatest influence on and will have the greatesefits from the adoption of IFRSs in

Saudi Arabia are the Big Four accounting firms (@aetion 7.2).

During the interviews this issue was also discusgé the interviewees, two of whom
believed that this was one of the issues that cdeldy IFRS adoption, as they thought
that Saudi Arabia would lose sovereignty by notihgnits own standards and using
standards based on those of other countries. Bdtiese respondents were working as
standard setters, so this opinion may reflect tpeide in standards to which they
contributed. They also believed that even if otandards are used as a basis, in the
end the output was in Saudi Arabia’s name. They aientioned that the experience
and culture of standard setting in Saudi Arabia ldvde lost. On the other hand, other
interviewees thought that Saudi pride should noaibessue, but because some Saudi
people are very nationalistic and unwilling to gucany change, particularly if it comes
from outside Saudi Arabia, they thought that imgmaent and change would decrease

such nationalism. Among the principal implicatiook such characteristics are the
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dominant part played by friendship and family nelaships, nationalistic bias, and an

inherent lack of transparency in Saudi society RAimaihi, 1997).

Therefore, it can be suggested that continuing afs8ASs in Saudi Arabia simply
because of nationalism and the independence ohganational accounting standards
and accounting protectionism may lead to accountiifigrences and an inefficient
capital market that cannot compare to the advastageinternational accounting
standards (Chandler, 1992; Hughes, 1999). Moshefinterviewees suggested that
decision-makers should look at this subject from ploint of view of the advantages
that IFRSs may bring to Saudi Arabia, which outwesgich issues as nationalism. It
may be seen from the above that each group otpaatits (e.g. the Big Four) wishes to
protect their interests and each group may lookhatadoption of IFRSs in Saudi

Arabia in terms of how they can benefit from thetibn.

e Accounting llliteracy
The questionnaire respondents also mentioned ttaiuating illiteracy among the
majority of financial statement users may be aieariThis issue was mentioned five
times by the external auditors group. However, o#gample groups did not mention
this issue. This may suggest that other groups a@towant to show their lack of
knowledge of IFRSs. Moreover, some of the inter@esvthink that there is a lack of
knowledge on the part of accounting users in Sambia regarding accounting
standards in general, whether IFRSs are in usetpmich reduces the pressure on the
preparers of accounting standards regarding demfordshore disclosure, and also

leaves decision-makers to choose the standardswudi Arabia. Therefore, lack of
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knowledge of accounting information between useesy rdelay any changeover to

IFRSSs, or even the improvement of SASs.

One interviewee from a listed company also belietret some financial reporting
users do not care much about financial reportirdywaii not notice the changes when
accounting standards change. This may suggest ldlcat of user knowledge of
accounting regulations leads regulators to speadgounting standards within the

country according to their interests.

The findings suggest that accounting illiteracy Saudi Arabia may refer to the
deficiencies in in-depth accounting education. T#O of Bank 4 mentioned that the
understanding of financial reporting depends onubker’s level of education. Some
interviewees mentioned that most people in Saudibiar do not understand what
accounting as a profession is and most of themkthiat accountants are merely
“cashiers”. As a result of this, it can be saidtthdack of education and knowledge
among users of accounting regulations in Saudi iardtas led to an increase in
accounting illiteracy, which may represent a caltrarrier for the adoption of IFRSs

at present. Problems of education will be discussied.

7.3.4 Summary
This section answered the third research quesWgha( are the underlying factors

(cultural issues) that may influence the adoptidriFRRSs in Saudi Arabia, and what

issues might act as barriers to their adoption?)
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The results suggest that cultural issues actingaasers to the adoption of IFRSs in
Saudi Arabia include language problems, Saudi paidé accounting illiteracy. Prior
literature suggests that conflict with Sharia reguients should have been identified as
a main barrier; however, this study suggests thatent accounting practices do not
greatly comply with these requirements and thatitifleence of Islam on accounting
regulations in practice is limited; as a resulty atcounting system influenced by
developed countries, such as IFRSs, may be appliedresent in Saudi Arabia.
Moreover, more Sharia-compliant accounting is ndadeSaudi Arabia, as mentioned

before (see section 7.2).

From the findings it seems that the implementatadnan Islamic accountability
framework is weak in practice, is not applied etifeely and is not practised through
the financial reporting of companies in the Sawdcls market. Political nature and self
interest appear to have a strong impact on aceayrmgractice, in addition to the
dominance of economic factors over cultural factarSaudi accounting regulations.
From the findings it seems that there is a callirfigreased attention towards practicing
the Islamic accountability framework through anre@ase in the level of disclosure and
transparency. This result may conflict with somdtwre frameworks, such as the
Hofstede-Gray framework, which suggests that Sa&udbia (included within Arabic
countries in this model) should have a secretiveoasting culture; however,
frameworks drawing on Islam (such as the Islammoantability framework) suggest
that there should be transparency. It can be steféisat these models (for example,
Hofstede-Gray) may not be applicable to Saudi Axas Islamic accountability with
transparency is required to override these moddtsvever, at present accounting

practice in Saudi Arabia is associated with someediisions of these models.
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Regarding the language issue, an official Arabicsiom of the IFRS is available.
However, the findings suggest that language maly mapresent a difficulty in
implementing IFRSs effectively in Saudi Arabia, tmadarly for those with limited
resources, such as small listed companies anddacalinting firms. This problem may
be greater in Saudi Arabia because of the wealegpsainal body providing assistance

with related translation issues.

This result contributes to an understanding of fdxetors that influence accounting
systems in a developing Islamic country that regmesa major market in the Middle
East (Saudi Arabia), and to what extent these facsapport or form barriers to its
adoption of IFRSs. This study also contributes tovgling an understanding of the
Islamic accountability framework with regards taremt accounting practices in Saudi
environments, and to what extent this framework idates an Islamic country.

Another contribution of this study is drawing atien to the misunderstandings in
English-to-Arabic translations of IFRSs, which mawfluence the effective

implementation of IFRSs by Saudi listed companies.

7.4 Problems and Costs that May Result from Applying IRSs in the

Saudi Arabian Environment

7.4.1 The Requirement of Professional Judgment in Applyig IFRSs, and
Problematic Standards

From the literature, it can be seen that the apgtin of IFRSs in developing countries

may require considerable effort, familiarity, an@iring in professional judgment
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(Doupnik and Salter, 1995; Kosonboov, 2004). Initaid it has been pointed out by
certain researchers that countries where accowntaatis primarily on following rules
may face difficulty in implementing IFRSs, and sotmae may be required before
those accountants become familiar with IFRSs (Kdafiviaclullich, 2003). This study
finds that one of the main problems that otheedistompanies in Saudi Arabia may
face is that Saudi accountants are unused to exggcprofessional judgment. This
problem was a concern for some questionnaire aedvisw respondents. This suggests
that this issue may appear more in Saudi Arabia timasome other developing

countries, for educational and cultural reasons.

This study suggests that the education system mfbyence individuals’ ability and
judgement. Some of the interviewees attributed Baacdountants’ unfamiliarity with
professional judgment to accounting education indb@Arabia, which is based mainly
on US education programmes and materials, and dscpsimarily on rule-based
accounting and provides guidelines and detailettuosons. Moreover, US textbooks
have been widely used in Saudi universities foroaswerable period of time, with
many of them having been translated into Arabic, Aasdemic 1 pointed out.
Furthermore, IFRSs are not dealt with in Saudi ersities (see Chapter Four for more

details).

Culturally, ways of thinking influence professionatigment (Tyrrall et al., 2007). The

findings of the present study suggest that paBanfdi culture plays a large part in this
issue and contributes to the tendency not to makegsidns based on judgement, as
most people in Saudi Arabia are obedient to themdérs. As seen in the literature

discussed in Chapter Four, Saudi society is divideml many tribes, and generally the
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regulation of these tribes depends on the perdgnali the tribe’s authority figure

(Sabri, 1995). The members of the tribes shoutddiso him and take advice from him.
This is in keeping with Hofstede’s (1980) classifion of Arab countries, including

Saudi Arabia, as high power distance societies. elihmr, some interviewees
mentioned that principle-based accounting may kse®@ to personal ethics; however,
as can be seen from the discussion of the roléhafi& law, accounting preparers tend
to prioritise economic purposes over religious odds may suggest that judgment

may be influenced by personal priorities.

Some interviewees mentioned that professional jongge will be more widely used
with IFRSs, particularly with more complex standalich as IASs 39, 40 and 41.
These standards have already been mentioned instbdy as being particularly
complex and problematic standards for Saudi acemisitto deal with. This may help
interpret why most participants mentioned thesadsteds as more difficult than other

standards. The next section provides a discusgitrese standards.

e Problematic Standards

Another issue arising from the application of IFR&s$he Saudi Arabian environment
is also linked to education: the issue of cert&R3s which require a high degree of
awareness and understanding. Two of these stand#&8s32 and IAS 39, were
mentioned most frequently by questionnaire respotsd€l9 times; see Chapter Six)
and interviewees. Respondents stated that thesestamalards are very technical and
that their correct application requires experiencehe financial sector. Some of the
interviewees also mentioned that there have beeaty cizanges to these standards over

the last few years, leading to further complexdag, accountants’ knowledge of the
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standards has to be updated concomitantly. Anvieeee in the banking sector
mentioned that they contain many types of deriestithat are difficult to master. CFO
of Bank 2 stated:

“IAS 39 is very complex. The other standards aré that complex.
IAS 39 talks about all financial instruments. Innka we use credit
sensibly. IAS 39 talks about hedge accounting,ve@vies, options,
loans, impairment and such things. The rules ag/ \complex. In
some cases the rules can be interpreted slightfgréntly. You and |
may be reading the same standard and | may thirkishwhat the
standard means, but you may say, no, that's nott whaeans, it
means something else.”

CFO of Bank 3 added:
“Basically, the main problem was the applicationlaS 39, which is
where you have to mark all your assets and liabgiand you have to
take operations on the basis of future cash flowfat was the big
difficulty for all the banks at that time.”

Other IFRSs were also identified as being compfex;example, IFRSs 2 and 7.
External auditor 1 stated:

“Yes, IFRS 2 is a complex standard. This deals w#lyments in

shares — compensation plans and share-based paypteerd, so you

may have share-based payment plans, so you mayshave-based

payments for employees or others. That's a vergptex standard

and requires quite a lot of understanding. NovSaudi Arabia there

are companies which are introducing schemes basedFRS 2.

Because there are no Saudi accounting standardghisy they are

applying the IFRS, so this standard has becomee quitlely known

now in Saudi Arabia.”
Standard setter 1 asserted that these standardsrapdicated not only for Saudis, but
also for those in developed countries, such asceéramhere implementation of 1AS 39
was rejected due to it complexity. This impliesttBaudi Arabia will inevitably face
difficulties. This result is consistent with intatronal literature, such as Srijunpetch
(2004); Tyrrall et al. (2007); and Dunne et al. & which finds that these standards

can pose difficulties in some developed and dewetpgountries. However, these

standards may present particular difficulties in@aArabia for several reasons.
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Firstly, there is the question of quality of edueaf as in Saudi Arabia the education
system is different from that of developed coustii&e the UK, which is represent
high contributors to IASB (Larson, 2007), and mayé a strong influence on IFRSs
(see Chapter Two). Therefore it may be suggestatttie education level in Saudi
Arabia is not as high as it needs to be in ordamgglement these standards. In Saudi
Arabia, students are provided with materials angeioteaching assistance and the
system is centred to a great extent around teachdesturers, as the Saudi education
system has been influenced by that of the US ($ept€r Four). However, in the UK
students are also provided with materials and tasgis from teachers and lecturers, but
in contrast to Saudi students, who rely more onheis or lecturers, UK students must
rely on their own independent learning to a faragge extent, which leads to them
gaining skills that will assist in dealing with acmting standards that require a degree

of professional judgemefit

Furthermore, the weakness of the professional @&audi Arabia may contribute to
increasing the difficulties involved in implemergithese standards. The interviewees
believed that SOCPA had difficulty providing asarste regarding SASs, as they do not
have sufficient time or personnel to assist indigld making enquiries about them. It is
therefore logical to assume that they may findffiadilt to answer questions on IFRSs

(see section 7.4.4). Moreover, some features ofdiSaulture (see Chapter Four)

2 This difference was noticed by this researchecturers in Saudi universities lead students diyetctl
necessary information by collecting the materiatezed in exams in one file and putting it in the
library, and advising student to focus on this iregaration for the exam. However, in UK
universities, lecturers put several references Kband articles) at the end of lecture, and stigdent
will make more of an effort to cover all theseferences in preparation for the exam. Therefore,
students in this case rely on themselves to prefjparexams. This helps them develop their thinking
and use their professional judgment, as oppos&atmli students, who in most cases repeat what the
lecturer wants.
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discussed in the section above may contributedaterthe difficulties in implementing

these standards.

SAMA (the regulator of the banking sector) obligeahks to encourage their staff to
become familiar with these standards and overcdrag tifficulties regarding them.
SAMA played a major role in educating and trainthgse in the banking sector in
order to produce efficient staff at all levels altte deal with these standards, in
particular the more complex ones. Indeed, threethef questionnaire respondents
indicated that they had diplomas or certificatedHRSs, while others had high level
qualifications, with some of them having gradudtedh institutions in the UK.
The CFO of Bank 1 stated:

“Those in the banking sector are almost expertenuse of IFRSs by

now and they can deal with any problem arising friblem, as a great

deal of time and money were spent in educatindg atadut IFRSs. In

addition, SAMA asked banks to concentrate on sdcication at all

levels of accounting staff in the banking sector.”
He also indicated that because of this educatiooanenow lecture about IFRS issues,
mentioning that he gave a talk on IAS 39 in NewRYdre also stated that Saudi Arabia
should be proud, as in 2001 it was the first cqutdrimplement IAS 39. Moreover,
SAMA had prepared guidance for the application BR$s. The CFO of Bank 3
mentioned that SAMA checks regularly with banksareling the awareness of their
staff about how to work with IFRSs. He added thedrg three months SAMA checked

how many people were aware of compliance and add&dthey had a compliance

department working on this matter.

As a result, most participants mentioned that tet@xamples, interpretations and
guidelines for IFRSs are needed prior to their &abption in Saudi Arabia. Moreover,

they suggested that work should be done to ImpB®EPA; experts should be brought
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in and advice taken from SAMA. In addition, workglaare needed and experts should
be invited from outside Saudi Arabia to give leesion IFRSs that teach and prepare
individuals interested in them. The intervieweesoasuggested that SOCPA should
create a ‘helpdesk’ to assist and support usergnoterstanding the standards, and

reduce the time currently required to answer uggrsstions.

To sum up, it appears that SAMA is by no means @anawf the problems that might
arise from the implementation of IFRSs in Saudibdaand recognises that education
and training are key to minimising such potentiglgpems, which SOCPA and Saudi
listed companies should take into considerations $hggests that training costs will be

among the main expenses associated with the adogfti&RSs in Saudi Arabia.

7.4.2 The Use of Fair Value
In most developing countries, fair value is difficto obtain, due to the absence of an

active market for most assets. This may represemiod the major disadvantages of the
fair value method (Kosonboov, 2004). Therefores thiay reduce reliability compared

with historical cost (Barth, 1994).

The results suggest that most respondents agre#tkaadvantages of fair value over
historical cost, although some were still concerabdut the fair value measurement of
assets in Saudi Arabia when adopting IFRSs. Thesealgthat historical cost would be

better in the current Saudi environment for seveessons. Firstly, the level of

economic growth may affect the determining of fatue in Saudi Arabia, as there is
no reference for the price or market for assetstdpan the Saudi stock market. The
CFO of other listed company 1 stated:
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“At the present time in Saudi Arabia it is diffictdtrely on fair value
to take your decision. The fair value measurendems not exist in
Saudi Arabia as there is no active market, no digalipeople to carry
out the valuation and no body to control the measeant methods...”

External auditor 3 stated:

“1 greatly prefer to use fair value, as it providediable information

to the users; however, as most assets do not haeetave market and

it is difficult to obtain fair value, then histoat cost should be used in

Saudi Arabia.”
However, it can be suggested that even with thstex¢e of the Saudi stock market,
fair value figures may be to some extent unreliavld inaccurate for decision-making
purposes. This is because although the Saudi starket is very large compared to
those of some other developing countries, includithger Arab countries, recent studies
have found that, like those of most developing toes, it is not efficient (Dahel, 1999;
Onour, 2004). Therefore, the Saudi stock markedtils developing and most of the
interviewees believed that the price of shares wstmisted companies may not
represent the true fair value of the companiestreshaThis may be because some
elements of Saudi culture influence most individaakstors in the Saudi stock market,
as they tend to follow others (when buying or sellshares) and act according to
hearsay, which may increase or decrease some caspahares without reflecting
their fair pricé®. Saudi culture emphasizes joining groups and gstithers about any
matter, as Hofstede (1980) classified Arab coustae strongly collectivist (for more
details see Chapter Four); however, sometimes tlgseps do not have any
knowledge or experience of the Saudi stock maiket. CFO of other listed company 1

stated:

“People in Saudi Arabia tend to follow others. Taker stock
market...if people believe that one company is the& been it is

3 In Saudi Arabia most individual investors simplyykand sell shares on the Saudi stock market based
on others’ opinions, and they take advice from geotihrough the Internet or other gatherings
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difficult to change their minds; therefore our ault in share trading

is still developing.”
Secondly, in addition to the absence of referefmethe prices of all assets acting as a
barrier to the use of fair value in Saudi Arabiame interviewees mentioned that no
regulating body to enforce and control the evatmatnethod exists, which may also
represent a problem. External auditor 2 commenietl $audi Arabia was different
from developed countries in that those countrigs ltave better indications of price
based on fair value. He stated:

“In most developed countries there are strong stoeakkets, bodies to

which those who make wrong valuations are accouefdiut in Saudi

Arabia unfortunately we do not have any systenotdrol valuations

based on fair value, which may lead to volatilecps and then wrong

decisions.”
Finally, interviewees were of the opinion that dfied valuers were scarce in Saudi
Arabia, and some of the interviewees also mentighatithe opinion of valuers may be
influenced by company management. The CFO of digted company 3 said:

“Independent valuers will be appointed by a managérmemmittee

that may influence their decisions as to the vélue

The discussion of cultural issues (see section indicates that the impartiality of

valuers may be called into question.

The above results may explain why the Ministry @in@nerce does not use fair value
for assets that do not have a market in Saudi Aras seen in the comparison of SASs
and IFRSs (see Chapter Four). SASs do not allowet@uation of fixed assets, while
IFRSs allow for the use of fair value in fixed asselrhe Saudi government may

therefore face challenges with regard to this is6U€RSs are adopted, until such time
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as the accounting environment is developed to atpehere the use of fair value in

Saudi Arabia becomes feasible.

Overall, the results suggest that there is agreemerhe advantages of using of fair
value in Saudi Arabia. However, some respondent® wencerned about fair value
measurement due to the lack of measuring methodsiding the absence of an active
market for the majority of assets and the lack oéldjied valuers and any robust
regulatory body. Therefore, most of the interviesvemiggested that before Saudi
Arabia begins to use fair value, the aforementiorssties should be addressed and
resolved. Suitable guidelines should be provideshéasure fair value, and information
systems should be improved in order to assist enpttovision of reliable information
about assets to facilitate correct decisions b&kgn. Otherwise, historical cost should

still be applied by making some modifications t® &5 to suit the Saudi environment.

7.4.3 The Limited Knowledge of IFRSs
Prior studies mention that one of the main probleéha may face most developing

countries during the adoption of IFRSs is accoustaliimited knowledge of these

standards (Kosonboov, 2004; Halbouni, 2005).

The findings suggest that there is a lack of qigalifaccounting personnel in Saudi
Arabia generally and in listed companies in pafléicuand that this could lead to
constraints in the implementation of appropriatecaating standards. Although the
level of education is increasing, and some indigldware being educated abroad (see
Chapter Four), most interviewees attributed theitdition of Saudi accountants’
knowledge of IFRSs to the lack of training and edion about IFRSs, and that no
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attention is paid to these standards by Saudi wities or SOCPA. This means that the
education system in Saudi Arabia represents onmaih problems in applying an
accounting system like IFRSs; to date, some int@rges then mentioned that there is
no appropriate system to help overcome potentiatdities should Saudi Arabia adopt
IFRSs. Some facilities that may help improve gyabf education, such as group

discussion and computer use, are still comparativeited.

However, after SOCPA’s decision to use IFRSs inaghsence of SASs, the findings
suggest that SOCPA still has insufficient and imappate courses regarding to IFRSs
in Saudi Arabia. This finding may raise questiobsw SOCPA'’s ability to supervise
the full implementation of IFRSs. One external #mdibelieved that there was
insufficient information on IFRSs in some of theucses organised by SOCPA. He
mentioned that some training courses mislead peeple wish to attend in that the
information given in the course does not corresgorttie title of the course. He added:

“l attended this course that was supposed to baiabomparing SASs

and IFRSs, but unfortunately the content of thersmubore no

relationship to the title of the course. Instetds course was an effort

to support SASs.”
Another interesting finding is that courses relatetFRSs in Saudi Arabia may be used
by regulators to address their interest in andepegice for accounting standards in
Saudi Arabia. Some interviewees mentioned that SOGRjanizes few sessions on
IFRSs; moreover, the content of these sessionsuestipnable. External auditor
asserted that when SOCPA organised workshops ose®wabout IFRSs, he noticed

that some of those provided were led by people didonot accept that any standard

other than SASs should exist in Saudi Arabia oividdals with little experience of
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IFRSS". This result may reflect the nationalism of sona&i@® people, which is part of
Saudi culture (see Chapter Four) and may in sorsescaverrule economic motivations.
Furthermore, it could be suggested that SOCPA grdppto promote their interests
even in the content of the courses or programmesg frovide, by attempting to
persuade their audience of the superiority of SA®ss finding supports the political
nature of accounting standards (see chapter Tlae@)may explain the lobbying of

regulators on the setting and the choice of aceogistandards in Saudi Arabia.

Furthermore, some of interviewees also indicateat this problem (limitation of
knowledge of IFRSs) was caused by the lack of sdpgomaterials on IFRSs, such as
textbooks. They believed these should be provideB@CPA or another related body.
It has been noticed from the literature (see Chidpter) that US textbooks have been
widely used in Saudi universities for a considezgiriod of time, with many of them
having been translated into Arabic. Academic 1 cem@d that in Saudi Arabia, many
American textbooks are translated into Arabic asdduto teach university students.
Furthermore, in Saudi universities there is litlencern for accounting standards in
general; in particular, there is a lack of instimcton IFRSs in Saudi Arabian curricula.
Some universities only have two hours of instructabout international accounting
during preparation for Bachelors degrees. Somearelsers argue that comprehensive
courses in universities make a significant contriouto decreasing the difficulties of

the initial implementation of IFRSs (McGee and Pragenskaya, 2003). Therefore,

* He went on to say that those providers have beemimg courses across Saudi Arabia for a long time,
and usually during these courses they try to eniphdkat SASs are superior to IFRSs. Their views
influence the content and material of these couragssome 80% of the sessions are about SASSs,
despite the session being organized to discuss is$R8s.
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the results suggest that the dearth of courseleirSaudi curricula will be one of the

factors leading to an increase in the difficultyplementing IFRSs in Saudi Arabia.

To sum up, the results suggest that there is adadualified staff and that not only
listed companies but also local accounting firm# suffer from this; they receive no
support in terms of education or training. Moregtkey do not have updated copies of
IFRSs and are unable to deal with these standacisube of their limited knowledge
and resources. This may lead some of them to lgerefirms and go to one of the Big
Four firms. All questionnaire and interview respent$ confirmed the need to increase
the number and quality of training courses on IFR&sSaudi accountants. They
indicated that this would be one of the main caolség Saudi companies would incur

when adopting IFRSs. These costs will be discussdte next section.

e Training of Accounting Staff

The findings suggest that training of accountirafsepresents the main expense banks
faced and other listed companies will face. Somenrwewees suggest that training
must extend to all levels of staff, including maeisy The CFO of Bank 2 stated that
the main problem his bank encountered was the gesdtof education required.
Some interviewees suggest that expenses will barred not only for training
accounting staff in Saudi Arabian companies bub dty training auditors in local
accounting firms, as they may know less about IFB@s staff working in the Big
Four. External auditor 2 said:

“As IFRSs in Saudi Arabia are being used by bankd @surance

companies and these are being audited mainly bytbd-our and by

big local firms, difficulties concerning training eeds will be
encountered by those working in smaller local effi
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However, some interviewees mentioned that the ab#taining accounting staff may
differ depending on company size. The CFO of Baskated:

“In contrast to large companies, small companiesthie Saudi stock

market may find difficulties in the adoption of IERat the present time

due to the limitation of their companies’ resourc&berefore, IFRSs

should initially be adopted by large companies.”
The implication here is that some small listed cames will suffer more and may in
some cases be unable to overcome problems restditony the implementation of
IFRSs, particularly as they may not receive assegtdrom the accounting body due to
the limitation of the abilities of this body (seection 7.4.4). This raises the question of
whether all other listed companies on the Saudikstoarket should adopt IFRSs at the

present moment. It may suggest that if small congsamay not able to implement

IFRSs effectively, the benefits of adoption woutikase.

In summary, this cost (training of accounting 9taffill be faced by other listed

companies. At the same time, training is the mogiortant method for overcoming the
problems of implementation (see section 8.5). Hawethis result is inconsistent with
Joshi and Ramadhan (2002), who found that increagst$ did not arise in Bahrain
when companies adopted IFRSs. However, their stvay conducted amongst small
companies, where training costs may be unavoidddlereover, most developing

countries suffer from a lack of education and teaghresources; these problems
include a lack of qualified teachers’ at most ediocal levels, including secondary
school, leading to unqualified students, unsuitabldébooks and inadequate training
(Bailey, 1995; Solodchenko and Sucher, 2005). Jasti Ramadhan did not provide
comments or interpretations for their results, ibuhay be inferred from the findings

that there was a higher level of education and kedge prior to the adoption of IASs
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in Bahrain, or that there are greater educatiorblprmos in Saudi Arabia and fewer

training sessions.

Some interviewees in this study were clearly camegrabout the lack of teaching
resources (mentioned above) and thought that thes@lems exist in Saudi Arabia.
They suggested that training in IFRSs is requimed that SOCPA should consider the
expansion of their IFRS training sessions, as theyot currently run many training
courses and the courses that they do run offeffiogmt information which at times is
irrelevant. Interviewees were of the opinion theyt should bring in experts to conduct

all training related to IFRSs.

7.4.4 Other Problems of IFRS Implementation
The findings suggest that the transfer to IFRSSaudi Arabia may result in other

problems.

e Comparative Figures for the Previous Financial yeaon the Basis of IFRSs

The results suggest that this issue is one of prablthat banks faced and other listed

companies may face. The CFO of Bank 2 said:

“The first time we adopted it the main problem was lo deal with

was a great deal of education. There were systeanges we had to
deal with and a lot of system limitations. Theeréhwas restating the
prior figures, because when you adopt IFRS, itosjast for that year.

The comparisons have to be restructured and thas wamajor

difficulty.”

The CFO of Listed company 3 also mentioned thatiffeeulties in adjusting previous
financial statements is one of the major problemshought his company would face,

as the previous statements were based on SASdantketv ones would be based on
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different standards. This issue was mentionedxtgreal auditors and by those in the
banking sector and in other companies, althougtbpdinancial analysts. This may be
because this issue does not affect them. Howeter,atljustment of the previous
financial year’s figures on the basis of IFRSsaspmportant to investors as they need
to be able to make comparisons between a compéngiscial years. If the statements
being compared are not prepared according to thmee standards, decisions may be
inaccurate. This means that the adjustment of oliséed companies’ figures is

important order to facilitate comparison of statatse in addition to the time this

requires, companies may also incur greater expeasesaff must be paid overtime and

all previous accounting treatments will need tadegewed.

e Alternative Methods in IFRSs
Although the IASB produced IFRSs to serve accogntisers by providing comparable
information that may be useful for their decisioakimg, the assistance offered by
IFRSs may be limited in terms of comparability,there remain some alternatives to

choose from in the standards (Srijunpetch, 2004).

Results in this study suggest that there was desmgent among respondents regarding
alternative methods. Some thought that alternasiveounting treatments in IFRSs
constitute a problem while others thought it mayameadvantage for Saudi Arabia.
External auditor 5 mentioned that more alternatizeounting treatments in IFRSs led
to difficulties of comparability among companies emhone company chooses one
treatment and another company chooses a differeatwithin the same accounting
standard. Moreover, Academic 1 and Standard s2tégreed that IFRS adoption may

cause comparability problems in some cases. Theinteoviewees mentioned as an
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example that one company may choose to apply haatocost while another may
choose fair value; they also mentioned alternatie¢hods of inventory cost. This result
confirms the results of comparison between SASI&REs (see Chapter Four). They
refer to the alternative methods within IFRSs te plursuer of different countries over
IASB. The CFO of Listed company 3 added:

“Some IFRSs offer more than one choice, such @s/entory you can

use one of three methods to register the cost.s Ty lead to

disparities between the financial statements of tempanies in the

same sector.”
On the other hand, some interviewees thought therhative methods in IFRSs may be
advantageous, particularly in Saudi Arabia. SOCR mdopt IFRSs while at the same
time choosing the most suitable accounting treatnfen the Saudi environment.
External auditor 4 said:

“Alternatives in accounting treatments would be eguiable as they

would allow SOCPA to choose the appropriate altéx@aaccounting

treatment for the Saudi environment.”
Most of the participants who thought this is amésvork in the setting of SASs and are
more opposed to adoption of IFRSs than other refgus. This may suggest that their
experience may have influenced their answer, asrtiteey have answered according to
their interests by adhering to SASs in Saudi Arablas result provides more evidence

of this group’s attempts to influence the choiceaofounting standards, such as their

effort to influence the content of current IFRS ks@s (see section 7.4.3).

The overall result suggests that, although it mayse problems, it could at the same
time be advantageous for SOCPA to organise aligematethods that would better suit

the Saudi environment.
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e Management and new Disclosure

Some of the questionnaire respondents (from CFOsotbér listed companies)
identified the readiness of management and the gesment community for disclosure
as a problem. However, some interviewees thougtitttiose companies may not want
to change current accounting practices becausechiaisge will lead to an increase in
their expenses. The CFO of Listed company 1 added:

“This difficulty lies in their not accepting the ahges and not liking

the changes because they do not understand theséastls, as they

come from overseas and they may not have suffi@eabunting

knowledge to help them to make the changes. Taeyte maintain

the status quo.”
This may suggest that those companies weighinghepcbsts and benefits of the
changes to another accounting practice which miiyeince their answer. They may be
concerned about additional disclosure, which mayl l®® a competitive disadvantage
compared to other companies (Kosonboov, 2004). figsslt is also associated with
some current features of accounting practice irdBAtabia, such as the high level of
secrecy (see Chapter Four), even though Shariaiples require full disclosure from
these companies (see Chapter Three). In additiesetcompanies are small (as can be
seen from an analysis of their backgrounds); th&sy monfirm that small companies
could suffer more than large companies from IFR®p#dn in Saudi Arabia; for
example, in terms of the limitations of their sysgein dealing with new disclosure
requirements. This finding suggests that accounpngparers are considering the

financial consequences of changes from currentwstowy practice, and they may

compare the costs and benefits of such a change.
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e Weakness of the Enforcement Mechanism

The findings suggest that one of the problems Sataiia may face is the weakness of
the enforcement mechanism, as a strong regulatoegisired to enforce appropriate
implementation of these standards. From the expegief the banking sector it seems
that their regulator, SAMA, played a major roletire transition to IFRSs; therefore,

IFRSs in the banking sector were implemented effelgt This was achieved through

the banks’ efforts to educate their staff, provile banking sector with experts and
enforce improved disclosure and appropriate impieat®on of IFRSs. The CFO of

Bank 3 stated:

“...You must disclose current rates, market ratekthas. It's difficult
to do the additional disclosure if you are not g, because SAMA
may come and chedkr this disclosure under IFRS, | will give you
one example, now in the new disclosure of IFRS cavutell your
shareholders more detail. Sectors we invest i, tilanufacturing, we
need to give information for all sectors.”

Banker 2 added:

“...SAMA brought a lot of people in who were veryammsant with
IFRSs, even at the senior level. For example, Bad¥lakherji knows
the standards very well. Abou Al-Sheikh, his agststhe is well-
known. All these people in SAMA, they know thedsta@ls, so it's not
difficult. It's just that people need to study tldi bit.”

However, the findings suggest that SOCPA’s abiltyimited. Most respondents think
that SOCPA suffers from a lack of full-time membegsalified people and financial
resources, which may make them unable to contral iamprove the accounting
profession. Some of The interviewees also belighad they suffered from delays in
replies to their questions to SOCPA, and that tlgiestions or requests took a
circuitous route. External auditor 2 stated:

“...Unfortunately, though, it takes a long time foOGPA to

respond to questions; three weeks may go by b#iesegive an
answer.”
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External auditor 1 stated:

“I have met with many members of the SOCPA boand,rone

of them is full-time. They all work in various pésc Maybe they

meet once every three months or something like sloathey do

not have enough time to deal with the standardsl. tAat's why

the gaps are coming. They should probably haveetingeevery

month.”
Therefore, there is some concern that IFRSs inrabetors might not be effectively
enforced. One interviewee believed that what istnmaportant is not so much what
accounting standards are used, but how they aoecenf. There was agreement among

the interviewees that SOCPA did not enforce thelempentation of accounting

standards as it should.

It can be suggested that SOCPA, with its currenlitiab, may find it difficult to
implement IFRSs as effectively as SAMA. Therefdree findings suggest that some
interviewees had the impression that even with IkR@ementation in Saudi Arabia
there would be a lack of disclosure that may affiecestors’ ability to make the right
decisions. Weak enforcement allows some charatibsrisnd behaviours (see Chapter
Four) to dominate accounting in such a way as ltmvahepotism and kinship ties to
override economic rationale; secrecy surrounds aegative reports of improper
accounting practices (Al-Rumaihi, 1997). Therefarean be suggested that, given the

current situation with SOCPA, the effective implertation of IFRSs is questionable.

7.4.5 Other Costs of IFRS Implementation
Some previous studies mention that specific cagtshacessary in most cases, such as

those involved in changes to software systems @esmicz and Tomaszewski, 2006).
However, the findings suggest that, comparing bebhweespondents from banks and

those from listed companies, 64.3% of individuaisthe banking sector had made
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changes to their software while only 40% of thosmmf listed companies had (see
Chapter Six). This suggests that the experiencendiiduals in the banking sector
influenced their answers, while companies may ba tgreat extent unaware of the

problems that result from the transition to IFR&&T current accounting practice.

Some writers have mentioned that inappropriateigeed procedures and systems are
among the problems that accounting systems in dpw& countries suffer from
(Chandler and Holzer, 1984). Banker 2 stated thair tsystem had many limitations
when it came to the disclosure requirements of KR&Sd they found themselves
obliged to change the software. Changes in IT systenay be necessary as IFRSs
generally require an increased level of disclosumg for example, consolidation and
financial instruments (Deloitte, 2005). The CFO Bdnk 3 mentioned that before
implementing IFRSs they had to modify their systeand software, as their systems
were not only required to collect information aedard transactions but also to provide
more analysis and data in order to satisfy theirement for greater and more detailed
disclosure of information. He added that their systvas now compatible with IFRSs.
The CFO of Bank 4 stated:

“Because IFRSs require greater disclosure, you #hdave a good

system, particularly in investment in ... and isuiss that are based on

judgement, such as cash expected from customergelisas in

provision loss.”
The CFO of Listed company 2 asserted that improvirffgrmation systems is a
necessity associated with the disclosure requir&sredriFRSs. He added:

“...IFRSs need more disclosure and then we need exfework on

information systems and make improvements to tAémse people

should be auditors, as they have appropriate expee and deal
daily with financial reporting.”
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This finding is associated with the opinion thatenms of disclosure, accounting users
tend to prefer financial reporting from the banksertor rather than from other listed
companies. At the same time this finding confirniseo results that suggest that other
listed companies are concerned about increasetbslise after the adoption of IFRSs
and indicates why they consider this to be a prakileat management may face (see

section 7.4.4).

Although some studies, such as that of Tyrrallle(2907), found that the transition to
IFRSs creates a need for consultants, 42.9% sthtddthey had not paid for such
services. This may suggest that SAMA played a heakfrole in assisting banks to
overcome problems involved in changing to IFRS (section 7.4.4. for SAMA’s

efforts). Moreover, it may also suggest that thekioeg sector found help from the Big
Four accounting firms, as Saudi law requires atikdsao appoint two external auditors,
at least one of which must be from the Big Fouevitius findings of this study showed
that the Big Four will be among those groups thentdfit most from the adoption of

IFRSs.

On the other hand, 80% of respondents from otlséedi companies thought that they
would require consulting services. This may refl8audi Arabian companies’ limited

knowledge of IFRSs. One of the interviewees from lanking sector mentioned that
Saudi companies may benefit from consulting provibdg the banking sector, as they
have sound knowledge of an efficient system forS6RHe also mentioned that SOCPA

should encourage companies to prepare themsehlebei@re full implementation.
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7.4.6 Summary
This section answered the fourth questi@fhat would the problems and difficulties of

applying IFRSs in the Saudi environment be and leam these problems be
overcome?)

In conclusion, it can be seen that the implemematf IFRSs in Saudi Arabia will
create some problems and costs. These includekafaelevant knowledge that may
help Saudi accountants to apply professional judgmi@ir value issues, alternative
methods in some standards, comparability with previfinancial statements, training
costs, the need to adapt IT systems, and consugéngces. All these problems will
result from the adoption of IFRSs in Saudi Aralblawever, some studies conducted in
developing countries or even in some Gulf countfeesd that IFRS adoption is not
necessarily costly (see e.g. Joshi and Ramadh&?2).2The present study therefore
suggests that compared to other Gulf countrieethex weaknesses in IFRS education
and training, as well as in Saudi Arabia’s accauntprofession and enforcement
mechanism. Thus, most respondents in this studyiged some suggestions to

overcome these problems (see section 8.5).

These results contribute to understanding the problthat occur when developing
countries make the transition to IFRSs, the reabehid these problems and how they
can be overcome (see section 8.5). Moreover, thdinigs show that one potential
reason behind the accounting problems is the absehsufficient study material on

IFRSs. This study thus contributes to internatiditakature by providing necessary
material through its examination of IFRS adoptiondeveloping countries such as
Saudi Arabia. Furthermore, this study contributgs gooviding evidence of how

accounting preparers tried to lobby the choiceagbanting standards through the use
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of cost and benefit comparison to protect theienest when they participated in this

study.

7.5 Benefits of IFRS Implementation in Saudi Arabia

In this section the benefits resulting from thensiion to IFRSs in Saudi Arabia will be
explored. First, there will be a discussion of it@rovement of the quality of financial
reporting, followed by a discussion of some of ttker benefits, such as saving the
time and cost required for issuing SASs, the adopdf high-quality standards, and an

increase in the level of disclosure.

7.5.1 The Quality of Financial Reporting
The literature indicates that the quality of fineha@eporting in developing countries

will improve with the adoption of IFRSs, as thesd#l welp increase competitiveness
between countries’ capital markets (Saudagaran Rigd, 2003). Furthermore, the
implementation of IFRSs will increase the efficignof the stock market when
companies publish financial statements that cambee easily compared, understood

and relied upon (see Chapter Two for more details).

Although there appears to be overall agreement gmespondents that the quality of
financial reporting (reliability, relevancy, compaility and understandability) will
increase after the adoption of IFRSs in Saudi Arabiiere was some disagreement
among the interviewees regarding this matter. Tiestionnaire respondents believed
that the implementation of IFRSs in Saudi Arabid wicrease the quality of financial
reporting. On the other hand, some of the intereesvmentioned that the quality of
financial reporting in Saudi Arabia might not beflienced or improved by the

transition to IFRSs.
254



Regarding comparability, some interviewees mentotmat the adoption of IFRSs in
Saudi Arabia would create greater comparability madsparency, and make financial
reporting more consistent. The CFO of Bank 1 stated

“One of the biggest advantages is that we talkating agencies and
research analysts. We can compare our accountsiyoagcounts we
can see anywhere in the world. That is standardisaand we can
understand their language. That is a very big adage. It would not
be like that if we had our own standards. For imst&, if you go to
China and try and understand a Chinese bank’s ladasheet you
could go crazy. A Japanese bank is even worse.”
The CFO of Bank 2 stated that having one standavdldvfacilitate comparison

between companies’ income and performance. Hedadde

“Yes, for example, if this company is using IFR8d has a profit of

100 million, and another company is using anotitandard and has

a profit of 80 million, you don’t know which onehistter because they

have not used the same standards. Now, the IFRSsGradopted

everywhere but slowly there is a convergence. m Ws, the US

GAAP is one standard and the IFRS is another. Hisesy in Europe,

they follow IFRSs. So slowly what is happeninghey/tare trying to

converge and trying to mix into one standard wortt&yw
As a result, foreign investment would increase,clvhwould be a major advantage, as
almost 87% of questionnaire respondents suggestiiarepresents the element that
will benefit most from the adoption of IFRSs in S8adrabia. The CFO of Bank 2
stated:

“There are many advantages because Saudi Aralaavesry attractive

country for investment. A lot of foreigners can eaand invest if their

financial statements are represented in a formaticlwvhis

understandable to the outside world.”
In addition to the benefit of comparable finanaigborts between listed companies in
Saudi Arabia and those outside the country, sonterviewees mentioned that

comparison among companies within Saudi Arabia wdrease, particularly with

insurance companies belonging to SAMA, which resgiithese companies to prepare
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their financial reporting based on IFRSs, and betwather listed companies which use
SASs. External auditor 5 was of the opinion that:

“The use of IFRSs rather than SASs will signifigargtiuce the costs

and solve problems of the preparation of more tHarancial

reporting in Saudi Arabid.
This suggests that the adoption of IFRSs in Saudbid may benefit these companies
more than other companies in other sectors. Thesganies are increasing on the

Saudi stock market (CMA, 201®pand, in the current situation, preparing more than

one financial report costs them more than otherpaones who prepare only one.

On the other hand, some interviewees were stilceored about comparison. Standard
setter 1 mentioned that some IFRSs provide mome ¢dha accounting treatment, which
may decrease comparability between companies. Sautiers have argued that the
adoption of IFRSs may not provide consistency acrosuntries, attributing this to
cultural differences and to the alternative methtitst some IFRSs provide. Each
country may choose appropriate methods based aaircdactors, such as their prior
national standard. For example, KPMG (2006) fouhdt tthere was a degree of
inconsistency in some of the financial reportind=tf countries, and that the accounting
treatment methods chosen in some standards wegeteadf by the previous national
standards. For example, with IAS 19, companiestaty Iprefer to use the corridor
approach, while companies in the UK prefer to isedquity method. Therefore, those
respondents (who argued that comparison may naoease) think that comparison

benefits will be limited.

*® These companies increased dramatically on the Saodk market, from 2 companies in 2008 to 27
companies in 2010 (CMA, 2010).
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Following the comparison made between SASs and $HR& Chapter Four) the IAS
allows an alternative method for assigning the adshventories by using the LIFO,
whereas the SAS permits only the use of weightedageecost formulas. This implies
that Saudi Arabia may continue to choose weightestagye cost formulas after the
adoption of IFRSs, which in certain cases may kagroblems when comparing with
companies outside Saudi Arabia that have choosth@nmethod. This is because some
methods are more popular with companies than otfsers section 7.4.4) or, as this
study suggested previously, that companies compasts and benefits and try to
address their interests using alternative methédisexample, regarding fair value and
historical cost (see Chapter Four), one intervie@eeFO) mentioned that because
Saudi Arabia uses only historical cost at preskist,company records the cost of the
property that they have according to historicaltchewever, its value according to fair
value is high. This is beneficial for the compaand they will pay a low amount of
Zakat. Therefore, companies may adopt the method which derses their interests.
This suggests that comparison among companiesudi aabia may be problematic
unless the choice of method is organised by thela&wyy body. However, this body not
as strong as it should be, which suggests thasidecusefulness and the ability of

accounting users to make decisions may be affésesdsection 7.4.4 ).

Secondly, most of the interviewees believed thateustandability would also increase.
Moreover, some of them even suggested that afeerattoption of IFRSs, financial
reporting would be easier to understand. Exteraditar 1 stated:

“...I'd say they’'d be easier. Because when you lobk \are users of
financial statements, when you are studying, orryfoiends, after
your gradation in professional qualifications, whd you do? You
do a CPA, or you do a U.K. Chartered Accountanecyyau do and
ACCA. These are all international qualifications.o Dyou study
international standards? Yes. And if those arestandards you are
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studying, then it is easier for you to understaid®&d rather than
national standards.”

Banker 1 stated that the difficulties in understaganay only be temporary, adding:

“Financial statements under IFRS could be difficéttr users to

understand. It is usually the case, but having stidt, IFRS

disclosures are so well thought-through it is alinas art and not a

science. They have brought the disclosures s ¢toshe reader, so

even a non-financial person will be able to intglintly understand

some financials. Maybe the first time, but | thin& more difficult part

is when a company adopts IFRSs for the first tiffat is when most

of the difficulties will happen.”
Furthermore, some interviewees (particularly premamand external auditors), when
asked about the possibility of user difficulty inderstanding financial reporting after
the adoption of IFRSs, mentioned that the essentater was that understandability
for experts would increase, and that it was notartgnt for laypeople, and experts
should understand IFRSs or SASs. This may givenditation of the view of those
respondents to the inference that accounting irdiSAtabia is not primarily geared
towards serving accounting users. If this is theecdt would be in conflict with the
objectives of Islamic principles according to Islaraccountability (Lewis, 2001) (see
Chapter Three), and even with the objectives ofiledgry bodies, including the IASB
and SOCPA (see Chapter Three). This result alsbromthe study’s finding, which is

that Islamic principles and local users’ needs dbinfluence accounting standards in

Saudi Arabia in an appropriate manner (see sectighand 7.3).

On the other hand, two of the other interviewedgebed that in some cases financial
reporting may be difficult to understand, particlydor ordinary users. They attributed

this belief to the user’s level of education. Thaserviewees mentioned that some
parts of financial reporting may be difficult to derstand. Banker 4 gave the phrase

“emptive monetary” as an example: it is difficuttr fany ordinary user to understand.
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External auditor 5 also mentioned as an examplé¢ slome students refer to a
“statement of financial position” instead of a “@ate sheet”. However, he was of the
opinion that this was not a significant matter dhnat the management in some listed
companies pretended not to understand in ordervead aapplying some standards
which may not serve their interests. This view aagistent with the previous finding

that some companies did not want to change to IF&SHis change might lead to

increased expenses (see section 7.4.4).

Some interviewees also disagreed with the idea [fFRS adoption in Saudi Arabia
would contribute to improving the quality of compesi financial reporting. An
external auditor and an accounting setter suggetad there was no relationship
between the adoption of IFRSs and an improvemetitarquality of financial reporting.
External auditor 5 stated:

“Accounting standards did not prevent the last essrom happening

and the important thing is not so much what accimgnstandards are

used, but how they are enforced.”
Both of the aforementioned interviewees linked iovad quality to a strong
enforcement mechanism. In some countries, suchakistBn, the adoption of IFRSs
did not improve the quality of financial reportirejd other factors influenced the state
of financial reporting, such as the lack of a btalyprovide investor protection (Ashraf
and Ghani, 2005). Therefore, it may suggest thatattoption of IFRSs alone in Saudi
Arabia will not contribute to improving the qualiof financial reporting; it would also
be necessary to have a capable regulator thatroarde enforcement mechanisms and
protect user interests, particularly with the loewvdl of consideration given by

accounting preparers to Sharia.
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To sum up, it seems that there is overall agreemerthe increase of the quality of
financial reporting after the adoption of IFRSsSaudi Arabia, but this advantage will
only be gained on the condition that all regulatbodies in Saudi Arabia, such as
SOCPA and SAMA, are efficient. Moreover, the lesEkbducation of accounting users
needs to increase in order to increase the leveha&f understanding of financial

reporting based on IFRSs.

7.5.2 Other Benefits
The results of the questionnaires and intervievesveld that the adoption of IFRSs in

Saudi Arabia would provide some other advantagesh sis SOCPA’s ability to save
the time and money involved in issuing SASs, anreased level of disclosure

compared with current standards.

e The Reduction in Costs and Time Involved in IssuingASs

The majority of respondents suggested that SaualbiArcould save the time, effort and
money involved in issuing SASs, which essentiallgymmot satisfy and meet local
accounting users’ needs. External auditor 4 belietvat foreign investors would be
more confident when they found that the financegarts of listed companies were
prepared according to IFRSs rather than SASs, whhely are not familiar with.
External auditor 1 stated:

“...When there is a body which is developing inteioral accounting

standards which are more widely used — and now ékenU.S. is

going to be using IFRSs — does a country need iee his own

standards or can it use international standardsttban be used by

other countries as well? Do you really need to stwene and effort in

having your own body, developing standards whicly mat be kept

up-to-date because people cannot spend so muclotinigem? If the
standards are developed and revised you can use.the
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However, one interviewee mentioned that the time effort spent on SASs would be
lost when IFRSs were adopted, and that this woeld lzonsiderable waste. Because
this respondent was working in SAS setting, it msaggest that his answer may have

been influenced by his personal experience.

e Adopting High-quality Standards, Increasing Capital and Entering
International Markets
Most of the interviewees also confirmed the mosesgjionnaire results when they
stated that Saudi Arabia could have well-establisstandards that are regularly
updated and improved. One of the advantages ofrnaienal accounting
harmonisation for developing countries is the awwopiof well-prepared standards
(Wolk et al., 1989). Some respondents mentionettiimadvantage is more important
for Saudi Arabia because IFRSs are regularly upidate contrast with the present

situation in Saudi Arabia, where regulators (SOCRB®) busy with the issuance of new

standards and ignore the updating and improvenfea8s.

Moreover, some of questionnaire respondents aldevied that Saudi Arabian
companies could enter international markets and tie/e the opportunity to grow
their capital in foreign stock markets. Externadliéor 1 added:

“...Moreover, for the advantages, | can also say tiare will be the

use of well-established standards in all areasnténest, increasing

the comparability with international markets.”
In addition, some of respondents believed thatattheption of IFRSs in Saudi Arabia
would facilitate the transfer of accounting idead axperiences both to and from Saudi

Arabia (knowledge transfer). This is associatednhwptior studies that argue that

adoption of a single accounting system would helpital and other sources to move
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more easily across borders, and reduce the coatajunting statement preparation

(Tyrrall et al., 2007).

e Increasing the Level of Disclosure
Most of the respondents in this study suggestediBRS adoption would improve the
level of disclosure, implying that IFRSs may respém user demand (see section 7.2).
CFO of Bank 2 stated that:

“There’ll be a marked improvement. Not just in gtyabf production,

but the disclosure is also very important. If yae a listed company
in Saudi Arabia, the IFRSs tell you that you haweptiblish your

results by such and such a date, and you can’t keegt if you've had
a bad year. You need to publish your numbers byezific day and
when you publish you are exactly saying whethetvwgochanged any
of the policies, whether there is any standardst y@u have not
adhered to, etc. So the auditor clearly statesoifryaccounts are in
accordance with IFRSs or not.”

The CFO of Bank 4 also believed that since 200trtial reporting under IFRSs had
become more transparent and featured more diselogwan in 2007. This was
associated with changes and improvements to IFR&srnal auditor 1 added:

“Yes, to a certain degree. The Big Four are all foyemuch trying to
do good quality stuff there. I'm not familiar witbther firms’
financials. I'm familiar with the financials of th&ig Four I'm
commenting on. Good practice in disclosure is alyethere. I'll give
you an example. IFRS 7 came in, the disclosuresitaibe financial
instruments. There’s nothing in SOCPA about that,the Big Four
have gone in and adopted the IFRS 7 in Saudi fiagto a limited
degree, but still so. The quality has already inveah, so people are
adopting some of the international practices whbey add value. Yes,
there will be a certain degree of change, but iniwbe huge.”

Increased disclosure was also mentioned as a bengfie adoption of IFRSs in Saudi

Arabia, particularly for shareholders and for inees. The CFO of Bank 1 commented:
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“The most difficult one for us to implement was §R. It was to do
with risk disclosure. This was implemented into &R but that was, |
believe, a bit difficult........ We are not usednbaking that level of
disclosure, so this was a quantum leap in disclesiliis like saying
you look at me and describe me to someone; yousegnI'm a
gentlemen, I'm a man, | wear specs. Now when tiRSIEomes, you
will say | wore a shirt and my shirt is this colou's a long sleeved
shirt etc, etc. Now the IFRS asks you, tell me fiow put on your
shirt. First | put my right hand, then my left hand... But what is
coming up is IFRS 8 and what IFRS 8 deals with pgrating
statements. Now operating statements will be & littore difficult
than IFRS 7. Why? Because IFRS 8 says that it'sthetoperating
statement alone that you disclose, meaning thatilyeihvestment,
corporate, treasury and others are not what youcldse in the
operating statement. In the operating statement disalose how the
CEO of the corporation looks at his business orat&s his business.
So in an NCB corporate and treasury might be loakieid one go...”

However, some interviewees, particularly the CF(Bahk 1 and External auditor 4,
agreed that more disclosure was good, but may atsteaders and such users may
have difficulty understanding the reports. The GF®ank 1 added:

“There is a big advantage in having a financial tet@ment that is

transparent so that readers can make a reasonalilgment. On the

other hand if you give too much information thedeamay not be

able to decipher what is important and what is ysamant and he

might not make the correct judgment. Similarlyyou give him too

little he might not be able to make the correcigjnent either. So our

advice is good and it is important but we need &e ut very

judiciously. We need to make certain disclosureg g@borately and

certain disclosures can be made briefly.”
It can be seen from this quote that an elementaafdBculture is reflected in this
answer: high power distance (see Hofstede, 19&0)diSociety is divided into many
tribes, and the regulation of these tribes genem@ddpends on the personality of the
individual in the tribe with the authority to makee regulations; it is almost always the

head of the tribe who is in this position (Sabi993%). This respondent is trying to

reflect the features of a leader who tries to lethers.
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Other listed companies on the Saudi stock market na& prefer the increase of
disclosure as it may lead to disadvantages for tfs&@®a section 7.4.4). Companies may
keep secret any information that may harm them rdluence their investors’
confidence. This may be the case in Saudi Arabiealme most companies are
essentially family-owned (Chang and Kumawala, 1984)l the owners still own a big
part of company shares. This may indicate why kel disclosure are so low. In
contrast with those companies where the majoritpwfiers are external shareholders
and companies may try to disclose more informationkeep their shareholders
confident. However, as companies are working instamic country they are required
to apply Islamic accountability effectively andlfmw Islamic principles that require full
disclosure even if it is disadvantageous (Gambhmgl Karim, 1991) (see section
7.3.1.1.2.2). It may be suggested that increasiadevel of disclosure could contribute
to increasing the extent to which companies diggh#ineir accountability. As a result,
companies in Saudi Arabia will discharge their agtability to accounting users more
than they currently do. Moreover, increasing theelef disclosure also influences the

decision-usefulness of accounting users (see sectn3).

To sum up, this study suggests that the level etldsure will increase after the
adoption of IFRSs in Saudi Arabia, compared todineent situation. Particularly with
remain of effort of enforcement from CMA. This résus consistent with the
comparison between SASs and IFRSs, which revealdRRSs generally provide more
detail and disclosure than SASs (see Chapter Fltuniay suggest that this result may
conform with Sharia law, which requires full disslwe and transparency (see e.g.
Baydoun and Willett, 2000 and Lewis, 2001), patady when accounting users

participated in this study suffer from a lack ofomnmation being disclosed at present in
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Saudi Arabia (see section 7.2). Therefore, it maggest that those users may be

provided with more or all of the information thaey need.

e Some Benefits for the Requirements of Saudi Society

As mentioned in section 6.2.1.2.2, one of the nrards in Saudi Arabia is correct
accounting policies to determine the correct figor@akat. One of these policies is to
record all items for Zakat purposes, and accordinépir value at the time of Zakat

(Maali et al., 2006).

The results suggest that the use of fair value easenaccurate and preferable to the
historical cost method in terms of computing Zaf@8% of respondents agreed; see
chapter Six). Moreover, fixed assets should essgntbe measured by fair value
according to Sharia law. External auditor 1 stated:

“Zakat is based on historical cost data income, athis higher than it

should be ...should you value your wealth based erfain value or

historical cost strictly going on the idea of Zakat a person and not

a business? Is it the price you paid to acquire giodd, or is it the

current value of the gold you possess? What's thewar? The

current value of the gold you posses$o that's the fair value then,

from an Islamic point of view.
This means that the adoption of IFRSs in Saudi iaratll serve the DZIT, as the
orientations of Zakat and some IFRSs will convergthe use of fair value. Therefore,
the transition to IFRSs will respond to some Sheeguirements. The use of fair value
will assist the DZIT in determining accurate Zakgtres, and interviewees from the
DZIT indicated that fair value should be used, eviethis meant that the DZIT's

income would decrease in some cases compareditwase with the use of historical

cost.
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7.5.3 Decision Usefulness
The objective of many accounting standard setsersh as the IASB and the FASB, is

to provide financial reporting that enables investo make useful decisions. Moreover,
in Saudi Arabia there are some organizations, siscBOCPA and the CMA, whose

objective is to help Saudi investors make usefualgiens.

However, the findings of this study suggest thashazcounting users in Saudi Arabia
stated that in general and at present they werbleina obtain adequate information
from the financial reporting of companies on the@atock market to help them make
decisions. In addition, the questionnaire resutis eterviews with individuals in the
banking sector suggest that, firstly, certain bagkiransactions involve interest and
secondly, that in referring to interest by a eupisémterm and not providing its
amount clearly, companies do not offer adequatelatisre enabling users to make
Sharia-compliant and appropriate decisions. Theeefinose users are unable to make
correct decisions. Thus, this result suggestsdbatpanies on the Saudi stock market
are currently in conflict with the main objectivé financial reporting as mentioned
above. They (users) have expressed the desir@fgpanies and banks in Saudi Arabia
to be more informative and more transparent. Howewehen asked in the
questionnaires about their preference between diabreports prepared under IFRSs
and financial reports prepared under SASs, thegdtdnat the financial reports from

the banking sector provided more information.

The findings also show that there is overall agregnamong the respondents that the
adoption of IFRSs will increase the usefulnessnyestment decision-making. This

study suggests, firstly, from the discussion oftisec7.5.1 (the quality of financial
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reporting) that most respondents suggested thaadoption of IFRSs will provide
accounting users with comparable, reliable and rgtaledable accounting information.
Furthermore, the level of disclosure would increes@pared with the current situation
(see section 7.5.2). This was confirmed by a redgonfrom the banking sector who
mentioned that all new standards, such as IFRSsd78arequired banks to provide
greater disclosure for accounting users (see $e@tib.2). Furthermore, this study
suggests that there is agreement concerning thefitseof the use of fair value in Saudi
Arabia, most respondents also agreeing that fdirevarovided useful and accurate
information for economic decision-making. Moreovdre use of fair value is more
appropriate than historical cost according to Sheequirements, which emphasize the

use of the fair value of figures in balance shémtZakat purposes.

However, some respondents were entirely convineatithe adoption of IFRSs would
not assist useful decision making, for some reaseinstly, comparability benefit will
be limited due to multiple alternatives within somsiandards. It was suggested that
Saudi companies may use the appropriate alternativarder to protect their self-
interest (see section 7.5.1). Secondly, some il@&ees argued that financial reporting
under IFRSs may be difficult to understand, paliidy for users with limited
knowledge of IFRSs. This is one of the major proifdefacing Saudi accountants,
particularly with the current level of educationdalack of adequate, comprehensive
training sessions (see section 7.4.3). Howeves,shidy provides some suggestions for

overcoming this problem (see section 8.5).

Furthermore, some of the interviewees were of thi@ion that with the use of fair

value at present in Saudi Arabia, there is a risknanipulation of the price of assets
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and the provision of inaccurate information for idem makers. They mentioned that
this risk existed because of the lack of fair valneasurements, a strong regulatory
body and qualified valuators, as well as the absesic an active market. Those
respondents (who think that adoption does not ingrdecision-usefulness) suggest
that even if IFRSs were implemented in Saudi Aralieere would be a lack of
disclosure which could have an effect on investability to make appropriate
decisions, due to the reasons mentioned abovedditi@n to the lack of a strong
professional body with the authority to enforce dredp implement these standards

effectively.

To sum up, the overall results suggest that thatdécision usefulness of financial
reporting under IFRSs will increase with the adwoptiof IFRSs, however, this
improvement may be limited. The decision-usefulfemsiework in Saudi Arabia may
be affected by some Saudi cultural features thatilate accounting practice through
accounting regulators and preparers. For exampéndship and family relationships,
nationalistic bias and an inherent lack of transpeay, which allow nepotism and
kinship ties to override economic rationale, aridvalsecrecy to surround any negative
reports of improper accounting practices (Al-Rumait®97). Therefore it may be
suggested that accounting regulators and prepar@ysattempt to protect their interests
and also weight their costs and benefits regardiéslse needs of accounting users; a
weak regulatory body makes this situation worseaAssult, the IASB’s objective of
decision-usefulness based on financial reporting beaachieved with some limitations
if the adoption of IFRSs is carried out at the predime. This adoption is nonetheless

preferable to the current situation according tssthrespondents, particularly with the
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clear effort made by some bodies in Saudi Arabighsas the CMA (stock market

regulator body) to enforce listed companies to pl®wappropriate disclosure.

7.5.4 Summary
Regarding question number 5.2Vhat is the benefit of applying IFRSs in the Saudi

environmer®”

Results of this study suggest that there was dvagatement that the benefits of IFRSs
in Saudi Arabia would outweigh the problems andixo$he results suggest that the
adoption of IFRSs in Saudi Arabia will change andreéase the quality of financial

reporting, which will help attract investors. Moxer, there are other benefits of IFRS
adoption, such as reducing the costs and savintinteethat SOCPA spends in issuing
SASs, increasing the level of disclosure comparid gurrent standards, and reducing
the cost and time needed to issue more than oardial report. However, the results
suggest that to benefit from all the advantagels-BS adoption, a strong enforcement
body is required; this was currently a concernnhast respondents. Although financial
reporting based on IFRSs may be useful for decisiaking, some respondents were
still concerned that decision usefulness is aftedy the level of education of

accounting users, the alternative methods proviogedsome IFRSs, and the weak

enforcement mechanism.

The results contribute to an understanding of tygaict of IFRS adoption on the quality
of financial reporting in Saudi Arabia. Moreovehey help explore to what extent
financial reporting based on IFRSs will increaseisien usefulness after their adoption
in Saudi Arabia, in comparison to the current gitia
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7.6 Conclusion

This chapter presents the combined results of thestgpnnaires and interviews and
explores the accounting information needs in Sa\dibia and the perception of
respondents regarding the adoption and suitabaityFRSs in Saudi Arabia. The
cultural factors that may act as barriers to thepéidn of IFRSs were also discussed, as

were the drawbacks and benefits of IFRSs to SatmhiA.

The results of this study indicate that the priatigccounting need in Saudi Arabia is
financial reporting with greater levels of disclosuand transparency. Moreover,
financial reporting which serves religious purpo&éskat) is also needed. The findings
of this study support the adoption of IFRSs in $ardbia, as this may contribute to
resolving this issue as well as encouraging FDliciwhs continuing to increase in
Saudi Arabia. However, there was some disagreeagetd the suitability of all IFRSs

to the Saudi environments.

Some of the interviewees stated that not all IFBf@ssuitable for Saudi Arabia and
some of them may need to be modified. One of thstmurprising findings of this
study is that the Islamic religion, which shapeschlture of Saudi Arabia, will not be a
barrier to the adoption of IFRSs in Saudi Arabig,tle influence of this factor in
accounting regulation in Saudi Arabia is limitebhstead, certain other factors such as
accounting education and the weak regulatory badgaudi Arabia may be the main

barriers to the adoption of IFRSs.
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The findings suggest that the benefit of the adopof IFRSs in Saudi Arabia would
outweigh the problems and cost of these standaid®e respondents also provided
some suggestions for overcoming these problemd) ascincreasing education and
training in the use of IFRSs. The results alseceatthat financial reporting prepared
under IFRSs will provide a more suitable basisdocounting users to make decisions
than , exists currently, as financial reportinglviié more comparable, reliable and
understandable. Moreover, there will be more infaron that will assist in decision
making. However, some respondents were still corszkiabout the weakness of the
enforcement body, which may influence the qualityfinancial reporting based on

IFRSs.
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8 Conclusion

8.1 Introduction

This chapter represents the main conclusions of ghresent study. Section 8.2
summarises the research objectives and questiestios 8.3 summarises the methods
that were used to answer the research questior$io®e8.4 summarises the key
findings. Section 8.5 addresses the suggestiosm@rirom this research. Section 8.6
deals with the limitations of this study. Possii®k for future research are set out in

section 8.7.

8.2 Research Objectives

This study aims to investigate the suitability &RISs to Saudi Arabia and provide
understanding into the related issues of IFRSs by:
e Determining accounting needs of Saudi Arabia.
¢ |dentifying the differences between SASs as conth&welASs/IFRSs in order
to explore the participants’ perspectives of whgystem can better satisfy

users’ needs.

e Exploring the cultural issues that must be takeéa account when considering
the adoption of IFRSs in Saudi Arabia.

e Exploring the difficulties occurring during the misition to using IFRSs from

the current situation in Saudi Arabia.
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e Investigating the factors that might motivate anfluence Saudi Arabia to
adopt IFRSs, and the benefits and costs of thiptamo

8.3 Research Strategy

In order to achieve the above objectives a pragnagiproach was used. This approach
allowed the researcher to use quantitative anditgtiaé research (Saunders et al.,
2009). A quantitative method provides a generaupécof the issues surrounding IFRS
adoption in Saudi Arabia. Moreover, the use ofrimtetive approaches with qualitative
methods allows the researcher to follow furtherestigations in depth. Apart from
comparing the content of SASs and IASs/IFRSs, #regptions of Saudi stakeholders
were collected through a questionnaire survey adi-structured interviews. 295
questionnaires were sent to participants in thestiprenaire survey (CFOs of banks and
other listed companies, financial analysts andraateauditors). The overall response
rate was 40.6%. Semi-structured interviews wereedatth preparers of financial
statements and covered all the major industrieSandi Arabia (banking, insurance,
industrial, service). The second series of intevgievas conducted with users of
financial statements, i.e., investors, academizs,and Zakat officials, and auditors

(from local and Big Four offices).
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8.4 Key Findings

e This section discusses the findings that answer tesearch questions related
to the needs of accounting information users in S#uArabia, and
respondents’ perceptions on whether SASs or IFR8s satisfy users’ needs

The findings reveal that accounting preparers imdSaArabia indicate that their
financial reporting is prepared for institutionavestors, financial analysts, the DZIT,
creditors, individual investors, the government acddemics. They considered these
groups to represent the most significant groupsyever, they did not include Saudi
society among them, which should be a prioritylisied companies working in Saudi
Arabia (see Chapter Three). This finding was attribute@doounting preparers weak
acknowledgment of some of the priorities of ShaHance, they may implement the
Islamic accountability framework inadequately. Sopaeticipants also attributed the
fact that they did not mention society to a lackaotounting regulations geared towards

protecting the interests of Saudi society (sed@®Gt3.1.1.1).

Although accounting preparers acknowledge the Bogmce of the aforementioned
groups as the main financial reporting user grotips, findings suggest that few of
these groups (users) are satisfied with the cutexals of disclosure and transparency
(see section 7.2.1.2). This may impact the ahidftgccounting users to make decisions.
This suggests that financial reporting of Saudieiscompanies at present may be
limited in terms of achieving one of its objectiyashich is decision usefulness, as
emphasized by various accounting bodies both irmndeoutside Saudi Arabia, such as
SOCPA and the IASB (see Chapter Three). The reswdig also show that accounting

preparers tend to avoid greater disclosure for then self-interest (see section 7.4.4),
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which could explain why they make more of an effortobby accounting regulation in

Saudi Arabia than do users.

Accounting users were of the opinion that accognpireparers provided disclosure that
was insufficient for religious purposes, such aerimation that assists in calculating
the amount of Zakat. Although the majority of usars not satisfied with the current
level of disclosure, the results indicate that tlaeg satisfied with financial reports
prepared according to IFRSs compared to those e @acording to SASs, in terms of
level of disclosure. The findings show that theraswan overall consensus on the
adoption of IFRSs in Saudi Arabia at present, &y thave several advantages over
SASs. However, the findings also appear to sugiedétsome respondents think that

not all IFRSs are suitable for the Saudi environtmen

The findings reveal that the motivation behind déldeption of IFRSs in Saudi Arabia is
primarily economic and that full adoption is exmettto have a positive effect on
increasing FDI, which is currently one of Saudi Bieas main economic objectives (see
section 7.2). The results indicate that althoughabcounting system after the adoption
of IFRSs in Saudi Arabia would still serve locatagnting needs in terms of religious
purposes, it would more significantly serve investtnand economic purposes. The
majority of participants mentioned that the benefit of IFRS paidm will be more

significant for foreign parties, such as FDI antkinational accounting firms, rather

than local parties.
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e This section discusses the findings that answere@gh questions related to
cultural issues that may influence the adoption I6fRSs in Saudi Arabia, and
to what extent these issues might act as barrierthie adoption of IFRSs

The findings suggest that the religious (Islamiagtér shaping Saudi culture (see
Chapter Four) has a limited influence on its actiognsystem, as the results indicate
that interest is involved in some of the transaxgiof most othr companies and banks
on the Saudi stock market. However, although soffwet® have been made by some
SASs setters to follow Sharia principles, SASd &tive limitation in terms of their
consideration of Sharia. From the findings, it sedhat the existing SAS concerning
Zakat does not assist in providing appropriatermttion for Zakat calculation. This
has led the DZIT to use companies’ financial rep@s only a starting point. This is
evidence that although accounting preparers aclednye that the DZIT is one of the
main users of financial reporting, this group (DXI3 not satisfied with the information
that is disclosed. Thus, the findings suggest Wit the effort of listed companies in
reflecting Sharia principles, there are still défemn terms of operating within the
Islamic accountability framework. Consequentlyaisic accounting users are unable to

make fully informed decisions.

The findings indicate that the degree to which Bhiaw is observed in the process of
accounting standard setting depends on individfiatte The results also suggest that
economic factors override religious and culturatdas in Saudi’'s accounting system.
Moreover, the political nature of accounting staddsetting is dominant. Regulators
and preparers have more power to protect theiraste through the accounting system

than do accounting users.
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The results suggest that the deficiencies of adaayipractices in reflecting the local
Saudi environment and culture is a result of thakvenforcement mechanism as well
as the influence of Western culture on Saudi celamd regulators. Therefore, IFRSs
may be adopted by Saudi Arabia at present. Thenfysdshow that the this adoption
would in part assist in achieving certain religiqugposes, such as greater disclosure
and the use of fair value, which may be more apptgpthan historical cost for the

calculation of Zakat.

One cultural issue may arise from IFRS adoptiorsaudi Arabia: the translation of

IFRSs from English into Arabic. The results indec#éitat this may pose a problem for
small listed companies in Saudi Arabia, for thecktonarket and also for local

accounting firms, as they have limited resourcelaip them overcome this problem.
The problem would be exacerbated by the fact theretis a weak enforcement system
which may not be helpful to these companies anchsfinf they need assistance.
Participants are concerned about the gap betweelategh standards and their
corresponding translations. Moreover, although Araersions of IFRSs are available
on the IASB website, there is concern about tlaisdlation and its relevance to all Arab

regions.

Some participants mentioned that Saudi pride vapresent another cultural issue;
however, the interview results indicate that itnist a major issue. This issue was
mentioned by individuals with experience workinghwthe setting of SASs, which may
suggest that they are attempting to keep theirtsffioom being lost. Another cultural
issue suggested by some respondents is that ofir@oeg illiteracy. Some participants

relate this issue to the lack of sufficient accaumteducation in Saudi Arabia. The
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results suggest that this issue contributes to wadtoay preparers not increasing the
level of disclosure and also contributes to leawrgision-makers to choose accounting
standards in Saudi Arabia, regardless of user nedudsh helps them (preparers), put

their interests before those of accounting users.

In conclusion, the findings suggest that the usinefislamic accountability framework
is limited in practice, and that politics and selerest dominate accounting practice in
Saudi Arabia. Moreover, economic factors exertrangfer influence over accounting
regulation than do Islamic and cultural factorswhwer, the priority of accounting
should be to reflect and serve Sharia requirerffgisese Chapter Four). Therefore, the
majority of participants suggest that the aboveucal issues and actual accounting
practice (in terms of reflecting religious needs) bt represent great barriers to the
adoption of IFRSs. However, IFRS adoption is siBkociated with some problems

which will be discussed in the next section.

e This section discusses the findings that answer tesearch questions related
to difficulties/problems and costs occurring during éhtransition to IFRSs in
Saudi Arabia

The findings suggest that the adoption of IFRSsl Wwé associated with some
difficulties and costs for some companies on thadatock market. However, the

results indicate that these problems and costsapply more to small companies and

“® However, the weakness of Sharia implementatioressricted by the existence of interest in some
companies’ transactions and the lack of full disale, although this does not mean that there is no
religious impact on business in Saudi Arabia atHilere are clear efforts to follow Sharia law Ih a
aspects of life in Saudi Arabia, including businassl accounting which are in many respects much
better than in other Islamic countries. Howeveer¢hare limitations which have been mentioned in
the findings of this thesis.
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local accounting firms rather than the Big Four,ilnom the adoption of IFRSs will be

advantageous.

The results suggest that one problem is accountanftamiliarity with the use of

professional judgement, particularly regarding esgly problematic standards, such as
IAS 32 and IAS 39; these two standards are higidhrical. Other standards that could
also cause problems are IFRS 2, IFRS 7 and IFR#8t interviewees mentioned that
these standards require a good deal of experiemtesxgpertise. It may be suggested
that some dimensions of Hofstede (1980) and Gra8§)L such as high power distance
and high levels of statutory control and secrecyyndominate some accounting
practices at presefi(see Chapter Four), in addition to the weaknessaogbunting

education, contribute to exacerbating this probtetated to the adoption of IFRSs in
Saudi Arabia. It suggests that accounting users fimdydecision-making difficult, as

their ability to do so may be affected by professigudgement or the lack thereof.

Another problem may arise from the use of fair ealAlthough most participants,
particularly in interviews, agreed on the advansagefair value over historical cost,
this is inconsistent with the questionnaire resultsey expressed their concern about
the use of fair value measurements in Saudi Arasasurrently there is a lack of an

active market, a lack of suitably qualified indivals and a weak regulatory body.

The findings also suggest there is limited knowtedgf IFRSs on the part of

accountants in Saudi Arabia, which may be attribletsto the lack of appropriate

“"The weak practice of Sharia requirements and dskamic theory, such as Islamic accountability, by
most companies lead us to apply some of these gimen (which essentially conflict with Islamic
theory) in accounting practice at present (see @hdour).
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education and training. Some interviewees sugdpegtdven with the current training
sessions on IFRSs, the number and content of rigaisessions is inadequate. Some
participants think that the organisers of thesesisas are influenced by accounting
setters who essentially prefer that SASs contiousetused in Saudi Arabia rather than
other accounting standards such as IFRSs. Thoseipants agree that these training
sessions focus mainly on supporting the use of S&fBispresenting the advantages of
SASs over IFRSs. This result may provide some exeéhat the organizers (SOCPA)
try to influence the content of these sessi@amgl offers evidence as to how this group
attempts to lobby accounting standards in SaudbiAral his raises questions regarding
the benefit of the content of current sessionsiwtoeasing knowledge of IFRSs among
accountants. The findings also suggest that theltde& materials on IFRSs in Saudi
Arabia also contributes to creating this problenme Tresults suggest that training
accounting staff will be the main expense otheéetlscompanies will incur (see section
7.4.3), although this will be a way in which othisted companies will increase their

knowledge of IFRSs (see section 8.5).

Furthermore, the findings suggest that alternatethods of IFRSs may present a
problem, as there are some IFRSs which may lingitabmpatibility that the IASB is
attempting to achieve through accounting harmoiisaSome participants mentioned,
as an example, that some standards allow userofdhie or historical cost. Moreover,
more than one method can be used to measure theféngentory. Some interviewees
suggest that this may affect decision-usefulnessysi decision-making ability may
therefore affect. However, some of the participamisthis study suggested that
alternative methods may be advantageous for Sawdbi@d as it would become

possible to choose methods appropriate to the Samdronment while at the same
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time achieving accounting harmonisation. For exanmmh Saudi Arabia only the
weighted average method is allowed for measurirgcthst of inventory; as a result,
this method may still be used within the choice sthndards. Moreover, some
respondents think that this is a chance for Saudbia to addresses some particular
accounting needs to IASB to be within the alterrestimethods of standards. Some
interviewees mentioned that the alternative methadd-RSs constitute the IASB’s

response to political lobbing from different coues:

From the findings, it also appears that one majablem is the weakness of the
enforcement mechanism, as SOCPA'’s current capamatynot be sufficient to enforce
the implementation of IFRSs. This would therefoedl mnto question the benefit of
implementing IFRSs; this may influence investorsmiaking their decisions. Some
participants think that the lack of current levétgsclosure and simultaneous weakness
of the enforcement body may reduce the ability s#ra to make the decision to some
extent. Some interviewees indicate that SOCPA muffem a lack of suitably qualified
members with sufficient free time to devote thewsglto SOCPA’s requirements. In
addition, all the members work part-time and domett regularly; as a result, they do
not have sufficient time to deal with accountingnstards and their related updates at
present. Moreover, this body takes a long timedal avith and answer most enquiries
regarding SASs. Therefore, the effectiveness ofSIkRplementation in Saudi Arabia

IS questionable.

The results also suggest that other costs, suathasges in software systems and
consultation services, will be incurred by Sausidd companies, as they will need to

adjust their systems to be compatible with newldgae requirements. This was one
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of the problems that company CFOs expressed coratsut, offering evidence as to
how CFOs try to weigh up the costs and benefithefchangeover to IFRSs, as their
interests will influence their opinions. The fingsclearly show that this group tried to

lobby the choice of accounting standards.

e This section discusses the findings that answer tesearch questions related
to the benefits of applying IFRSs in the Saudi eromment

It appears from the overall findings that the migyoof respondents agreed that the
adoption of IFRS would be beneficial to Saudi Aealilostrespondents agreed that
financial reporting would improve in terms of redecy, reliability, comparability,

understandability, and as a result both foreignestiment and investor confidence
would increase. However, some participants disagtbat the adoption of IFRSs

would improve the quality of financial reporting ather listed companies.

The results also suggest that there are other ibgnsfich as saving the time and
expense involved in issuing SASs, particularly gi8OCPA’s current situation. Some
participants thought that SOCPA should stop issiBAgs, which are unfamiliar to
foreign investors, and should use instead IASBdseds, which take into account the
dynamics of the economic situation and are regulapidated. Moreover, although in
some cases SASs provide as much disclosure as kidR@smore, IFRSs provide more
disclosure in general than SASs and cover mossdaséetail (see section 4 for more
comparisons between SASs and IFRSSs). This resa#isigciated with the questionnaire
and interview results that confirmed that the lewél disclosure would increase
compared to the current situation. This findingasisistent with the Sharia requirement,

which requires full disclosure (Lewis, 2001; Napi2007). However, some participants
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suggest that the level of disclosure may be affebtepolitical influence and the effort
of accounting preparers to guard their own selnedgts by trying to reduce the costs
which greater disclosure may incur (see sectioY.Zhis may be particularly true in
view of the weak regulatory and enforcement medmnn place. As a result, users
may not find the information that they require, athiwould be reflected in their ability

to make decisions.

The findings suggest that a strong regulatory hedgquired for the adoption of IFRS,
and it was suggested that SAMA would play a sigaiit role in the effective
implementation of IFRSs in financial institutior ome interviewees also indicate that
IFRS adoption in Saudi Arabia may contribute to vmtmg some information
associated with Sharia requirements, such as gréastgosure and the preparation of
figures according to fair value, which would be maelevant than historical cost

figures in Zakat calculation.

Regarding decision-usefulness, it appears from fithdings that there is overall
agreement that financial reporting based on IFR8g¢ be useful for decision-making.
As with the adoption of IFRSSs, the results sugtfest the quality of financial reporting
and level of disclosure will improve. However, soregpondents suggest that decision
usefulness is influenced by the weakness of thereament body. Moreover, these
respondents think that decision usefulness is ialgenced by the strong lobbying of
accounting regulators and preparers. In additios,affected by the education levels of
Saudi users and their lack of knowledge of IFR3®ré&fore, they think that even after

the adoption of IFRSs in Saudi Arabia, this objeztinay still be questionable.
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To sum up, it appears that the adoption of IFR$aeihtribute to increasing the quality
of other listed companies’ financial reporting; sequently, decision usefulness will

improve.

8.5 Contributions

The findings of this study contribute to a great@mprehension of factors affecting the
adoption of IFRSs in Saudi Arabia as well as agsgs® what extent IFRSs are
suitable for the requirements of Saudi Arabia. Tresults also contribute to a
comprehension of the factors that impact upon to®wanting system in Saudi Arabia,
and the extent to which this system is appropriatelocal users’ requirements by

offering them sufficient information.

Moreover, the findings contribute to an awarendst® problems that may arise when
developing countries make the transition to IFRBs,reasons for these problems and
how they can be resolved. One of these reasonstdaeg to the findings, is the dearth
of study material on IFRSs. This study thereforetebutes to the literature its
investigation of IFRS adoption in the developingueiny of Saudi Arabia. A further
contribution the study makes is by the provisiorewflence as to the manner in which
accounting preparers, in the course of their ppdton in the study, attempted to
defend their own interests by lobbying the selectbaccounting standards through the

use of cost and benefit comparison.

The findings also contribute by their elucidatidntlze effect of IFRS adoption on the
quality of financial reporting in Saudi Arabia. Thassist in exploring the degree to

which financial reporting based on IFRSs could eckadecision usefulness.
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The findings contribute to an understanding of fhetors that affect accounting
systems in a developing Islamic country (Saudi Aggland to what extent the adoption
of IFRSs may be supported or hindered by such fe.cénother contribution is that the
study sheds light on the framework of Islamic actahility vis-a-vis current

accounting practices in Saudi Arabia.

The study offers suggestions for organisations eored with the dissemination of
financial reporting standards in developing cowdtrilt presents evidence of elements
which influence the suitability of IFRSs and cotiiérefore serve regulators interested
in enhancing the suitability of accounting standamd other countries, as well as
researchers concerned with the adoption of IFRSs.recommended that regulatory,
supervisory and monitoring authorities in the bass domain should possess the

adequate capability and resources to meet thg@onsgbilities.

8.6 Implications and Suggestions for Policy

This study suggests that the majority of resporsledre in favour of the immediate
adoption of IFRSs as they will serve the needsath lthe accounting profusion and
users in Saudi Arabia better than the current adoog system. Therefore, this study
provides some suggestions and recommendations fwidhe decision as to the

adoption.

e Some IFRSs require some modification to suit thedBanvironment. Participants
suggest that when Saudi Arabia adopts IFRSs, SOQBRA adopt all IFRSs that
suit the Saudi environment, examining those whiaytthink may conflict with

the Saudi environment section by section withinheatandard and ignoring
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specific cases of conflict. In other words, theypdd benefit from the choice of
alternative accounting treatment of IFRSs which atatable for the Saudi
environment while keeping the comparability of fical reporting. Some studies
found that even modified IFRSs had a positive impaic the economies of

developing countries (see Larson, 1993)

Islamic features of Saudi society must be consal@neaccounting regulations.
They indicted that Saudi listed companies shouldreiase the practice of
accountability by providing stakeholders with timdormation they need through

their financial reporting.

Saudi Arabia should still have its own standardspacific cases, which would be
more appropriate to its specific environment; foaraple, concerning requirements
not covered by IFRSs. However, they also beliehadl $tandards specific to Saudi
Arabia should be based on appropriate, Sharia-aanmtpgaws. In these cases, other
standards such as the Accounting and Auditing OQzgéion for Islamic Financial
Institutions (AAOIFI) standards could be drawn upas these standards have a
specific board composed of specialists in issuitagidards related to Sharia law
(Abuhmaira, 2006). Listed companies should pay tgreattention to Zakat and
those in the Saudi stock market should issue sepéireancial reporting for the
DZIT, according to Sharia requirements. On the wothend, DZIT staff must
improve their system and increase the number dfialpgs working in the Zakat
department, as well as making more effort to achibe target of Zakat and arrive

at a correct calculation of it.
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Saudi Arabia and other Islamic countries could egprtheir specific needs to the
IASB in order to influence them in offering someysion for their Islamic needs
with some alternative IFRS treatments, or even sother standards to deal with
issues related to Sharia law. This study also stggbat in developing countries
such as Saudi Arabia the government must play amraje in enforcing the
implementation of regulations and providing legadtpction, and that a uniform

accounting standard is also required.

Education and training relating to IFRSs shoulccaeied out for both accounting
staff and management. In addition, SOCPA shoulkwmrimprove the knowledge
of accounting staff about complex standards. Tngirdourses should be increased
and the content of these courses should be reviewedler to ensure that they are
able to help those taking them to understand IFR®H; as some of the
interviewees were not satisfied about the contedt material of existing courses
on IFRSs. Moreover, SOCPA should work closely widudi universities to try
and improve the content of the accounting educatibackground and encourage
them to include some subjects related to IFRSkeruniversities’ requirements in

order to increase students’ skills in the use &3BE.

Trainers and experts should be brought in and domgiservices should be used.
An interviewee from the banking sector believedt ttheey SOCPA should also
work closely with SAMA for the provision of expersd also to benefit from their

experience with IFRSs.
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Workshops are needed and experts should be brougim outside Saudi Arabia
to give lectures on IFRSs to those who prepare amd interested in them.
Moreover, research related to IFRSs is deficierd amore research should be
carried out. Researchers should try to study IFB&$ discuss problems with
companies before the standards are put into useglaas discussing the suitability
of full adoption of IFRSs in the Saudi environmeakternal auditor 5 mentioned
that among those involved in the accounting prodesshere is a dearth of
discussion concerning new standards and how topfiodlems and overcome them,
so there should be more discussion of standarés, @nong individuals who work
in accounting firms. The interviewees also belietteat all interested parties must

be involved and contribute their opinions about#sR

The findings also suggest that Saudi Arabia alsolimited resources (financial,
technical and HR) for supporting full adoption ¢fRSs. It is necessary for all

related parties to be aware that full adoption nhessupported by good resources.

Systems should be modified and amended and thauatog staff should work
with IT specialists who could advise and assisttle working with new software
to provide and produce information associated WS requirements. In addition,
the interviewees agreed that using IFRSs for tist fime requires a great deal of
preparation and conversion. This demands time fisers, other listed companies

and local auditing offices.

In terms of problems of alternative accounting tireants, the interviewees
mentioned that SOCPA can organise these choiceasndther listed companies
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to choose which treatment is most appropriate bhed tontinue to use it under the
supervision of SOCPA. Some interviewees were ofdpion that a culture of

change should be cultivated in parties involvedhuHRSs.

Since the introduction of IFRSs there has beerch ¢d relevant material in the
Arabic language. This may represent a barrier goad understanding of IFRs;
therefore, textbooks relating to IFRSs should beatgd, translated and provided.
External auditor 2 stated that although we haveagesource in the Big Four, we

still do not have a hard copy of the latest versibiFRSs.

Before Saudi Arabia begins to use fair value, tloeeanentioned issues should be
addressed and resolved. Suitable guidelines shoeilgrovided to measure fair
value and the information systems should be impmtdeeassist in the provision of
reliable information about assets to facilitate reor decisions being taken.
Otherwise, historical cost should still be applsdmaking some modifications to

IFRSs to suit the Saudi environment.

IASB should consider developing countries needs gadticularly Islamic

countries and consider these needs on the protedarmlards setting, moreover,
arabic version of IFRSs should be updated frequeatttording to the issues of
new standards or the amendments of exists standBtdseover, translations

committee should involve all Arabia regions.
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8.7 Limitations of the research

Although it is believed that the objectives of tlsisidy have been achieved and the

research questions successfully answered, sontatioms exist.

The first limitation of this study particularly imterviews as not all groups was
considered. For instance, regulators in the bankewjor (as they refused due to their
times constraints) and religious scholars (as & didficult to contact them) were not
involved.  Moreover, other limitations, e.g., a dmaumber of questionnaire
respondents or interviewees for some groups, pdatly the user group of financial
analysts/fund managers. Some thought they hadcmuitly aired their views through
the questionnaire surveys and did not have tingotmterviews. Thisnight affect the
ability to generalize the results of this groupcdugse the findings were based on the
views of those who participated and their knowled§eFRSs; however, others may
have different views. But this is a usual limitatiof interpretative research. Further, the
guestionnaires used in this study were quite lamgch may have affected the low
response rate of the financial analysts/fund marsagser group; this is an important

message and opportunity for the researcher to @ensi further research.

Furthermore, this study was subject to limitatiagpically affecting the research
methods employed, i.e. questionnaires and intes/i@&e@me respondents may not have
provided honest opinions, as some of them may hopeonceal their lack of the
knowledge or may want to avoid giving answers thay not be to their organisation or
company’s advantage. This issue applies to allissuthat use questionnaires and

interviews.
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Circumstances that may change over time may affectfindings of this study; this
may constitute another limitation. The number stedd companies will increase and the
number of participants such as financial analystk also increase. Moreover, some
regulations may change over time, such as thecgtian of more regulations ensuring
that the Saudi accounting system serves and aftiasa law effectively. The level of
education may also improve. However, though thepeesent limitations of the present

study they may also be starting points for fut@search.

8.8 Suggestions for Further Research

According to the researcher’'s knowledge, this is finst study of the suitability of
IFRSs for Saudi Arabia. The questionnaire survayma included all CFOs in listed
companies on the Saudi stock market at the timéatd collection. Further research

may extend to include unlisted companies, which prayide other findings.

This study was carried out prior to the full adoptiof all listed companies (apart of
banking sector) in Saudi Arabia. As a result, fatwtudies may follow after the

decision of adoption in Saudi Arabia, which willudiless provide different findings.

This study considers the influence of religiouddes (Islam) on the accounting system,
and explores the extent of its influence on thepéda of IFRSs. Therefore, it may be
interesting to extend this study to include othgarhic countries that may provide

significant, comparable findings.

291



Appendixes

Appendix 1: Level of significance based on the MankVhitney test
(1) Groups influence the development of Saudi accountinstandards
Other listed

Banks Auditor User
Company
International lending organisations (i.e. the WorldBank)
Bank 22 .02 .02
Company 57 14
Auditor .04
Users
Multinational companies
Bank 24 .38 .02
Company .55 .001*
Auditor .000*
Users
(2) Groups influence the adoption of IFRSs
| Banks | Company | Auditor | User |
International lending organisations (i.e. the WorldBank)
Bank a7 161 .002*
Company .238 .004*
Auditor .006*
Users
Multinational companies
Bank .011 .503 .007*
Company .018 .000*
Auditor .000*
Users
Local users’ needs
Bank .002* .011 .256
Company 334 334
Auditor .615
Users
(3)Groups benefits from the adoption of IFRS# Saudi Arabia
| Banks | Company | Auditor | User |
Islamic principles
Bank .06 77 .06
Company .01 .58
Auditor .02
Users
Local users’ needs
Bank .000* .002* 49
Company .40 .041
Auditor 10
Users

(*) indicates the statistically significant difference$ responses between respondent
groups according to the Mann-Whitney test at th@8.@evel (using to the Bonferroni
correction method).
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Appendix 2: the comparison between SASs and IFRSs

SAS

IAS

Title

The key differences between SASS s

2

21

Foreign Currency

1- The contract of foreign currency to pay a dability.

The IAS adds that an estimated exchange rate casdakto facilitate the transaction, which is mat tase in the SAS.
2- Forward exchange contract to avoid the riske@ated with and specific to foreign currency.

The SAS has an accounting provision for this, batlAS does not.

3- The contract of foreign currency forodarabih

The SAS has an accounting provision for this, batlAS does not.

Inventories

1- The IAS does not have a separate accountinggiwavfor bought goods and manufactured goodstHmiSAS has a

separate accounting provision for each of them.

2- The IAS allows an alternative method for assignihe cost of inventories by using the LIFO, wiasré¢he SAS
permits only the use of weighted average cost ftamfor assigning the cost of inventories. Howeuegsome cases, th
SAS allows the use of any one of the FIFO, LIFO avelghted average cost formulas for assigning thet of
inventories by the company if the weighted averadgesot suit its activities, but it must disclodkthe reasons for th
use of methods other than the weighted averagdsochet

3- In exceptional cases, the SAS allows the measeme of inventories at the end of the financialigebtby more than
one cost formula, if the cash value is stable &rdetis no need for marketing costs when sold,isprecious metals.

24

Related
Transactions

Party

1- The SAS requires additional disclosures whiehraot included in the IAS, such as (a) the valugheftransaction oy

transactions which have been carried out betweeicdmpany and the related party within the findneéiod and ; (b
the balance of the related party at the end ofitfacial period.
2- The SAS gives more detail and examples concgithie definition of the related party.

18

Revenues

1- The SAS adds that this standard does not ajpptyahsactions which are not part of the main tatisns of the
company; this standard therefore applies only ¢orévenues of the main transactions or activitfeabh® companies. O
the other hand, the IAS divides the revenues ihteet types: revenues from sales, revenues fronicesnand the
revenues from the use of the company's resourceghieys.
2- In terms of revenues of the transaction of gatlk right to return, in the SAS there is recognitiof the revenue at th
time of collection if there is ability to estimatke returns with a high degree of accuracy andbgify. Otherwise,
recognition must be delayed until the final accapgaof the goods by the customer; this is also aseabase by the IA
for recognition of the revenues in this type oksal

3- In term of instalment sales, if there is a hdggree of uncertainty of reception of payment ttien cost recovery
method should be used to as the main method ofdiegpthe revenues, according to the SAS. Howeaeeprding to
the IAS the record of the revenues should be ddlaydil reception of the cash payment.

4- The SAS states that thletails of the revenues of the main transactions of thepamy must be disclosed, whereas
the IAS it is thetotal of the revenues in each type of the revenuesstimild be disclosed.

Research

and

1- The SAS obijective is to specify the requiremdotaneasuring the research and development codtsoapresent an

3%

=)
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Development Costs

disclose them in the financial statement. Howetlee, IAS objective is to describe the accountingtirent of the
research and development costs and to specify teme costs should be considered as expenses amndthdy should
be considered as assets.
2- In the SAS, disclosure should include the charigehe capitalist development costs during tharfcial period ang
their production's age. On the other hand, the $fses that detailed equations for the movemettieobalance of the
development costs which is not amortised shouldisgosed.

3- The scope of the SAS regarding development @ststended to include pilot plants.

17

27

Consolidation
Financial Statements

of

1- The SAS excludes companies which are completehed by other companies from the application if skandard.
2- While the SAS states the objective of this staddthere is no mention of an objective in the IAS

3- Regarding the treatment of the goodwill whichyntee established from the buying of the controllinterest in a
subsidiary, according to the IAS there should mems and proofs of the interest of the goodwilbofy the controlling
enterprise, whereas the SAS requires the recorishanproofs of the interests of both the contngllenterprise and th
minority in the balance sheet.
4- According to the IAS, the records of non-coringl interest in the net assets of the subsidiancivis controlled by
the purchase and the records and proofs of therityirioterest in the assets of the subsidiary atttme of the contro
should not include goodwill, whereas the SAS inelthe goodwill.

5- Regarding the changes of the controlling intewdsch is with it cannot miss the control, the SAf@ntions this ang
has an accounting treatment for it; on the othedhthere is no mention of it in the IAS.
6- There are more details about the disclosureaaluitional disclosure requirements in the SAS ttiare are in the
IAS.

25

Accounting
Investments

for

1- In the SAS, this standard does not apply to mterprise which has special standards issued byP2Q@ot to
investments in securities, for which its accountirggtment is based on the consolidation of theniinal statements an
the equity method.
2- The objective of the SAS is to measure and d&scthe accounting treatment for the investmegaeaurities; however
the IAS applies to all specialist and non- spesislenterprises for investment and investmentdhastate.

3- According to the SAS, the investment of se@sitis categorised as available-for-sale securfiekl-to-maturity
securities and readily marketable securities, wiidel AS categorises them as current and non-climeestments.

10

34

Interim reports

1- The scope of SAS is extended to include the attiing treatment of (a) the excluded activities andsual sections
and (b) gains and losses which are probably held.
2- The IAS adds that the changes in equity shoeldresented at interim reports.

13

16

Fixed Assets

1- According to the SAS, the company should stap dbmputation of the deprecation of a fixed asdathvwill be
eliminated immediately.

2- There is a separate section for the presentafitme fixed assets in the balance sheet undes A&

3- SOCPA only uses historical cost for re-evaldited assets, whereas IASs allow for the use ofvaliue, such as IA$

40 and 41.
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14 17 | Accounting for Leases 1- The SAS categorises the leases from the stamdpbihe lessee as operating leases or capita¢$eand from the
standpoint of the lessor as operating leases andi@ leases. On the other hand, there is no ssethdtion in the IAS,
which categorises leases only as finance leasegavating leases.

2- In the IAS no accounting treatment is specifiedreal estate leases, but in the SAS there isparate accounting
treatment for this type of lease.

4- In the SAS there is a separate section for tesgmtation of leases in the financial statements.

4- As the SAS distinguishes between leases fronstdredpoints of both lessee and lessor, it thusesatore disclosur
requirements than the IAS.

15 14 | Segment Reporting 1- In the SAS this standard applies to all joirtc&t companies, however, in the IAS this standargliep to all
companies which have current shares for the pablintend to issue current shares to the public.

16 28 | Investment wusing the| The SAS excludes the application of this standaridiestments which are treated based on anotlbeuating standard,

Equity Method or | such as consolidation of the financial statemearidird, investment in securities standard or avgsiments which have
Investment in Associates | a separate standard from SOCPA.
2- The SAS indicates the accounting treatmentHerfirst time use of the equity method, but ther@o indication for
this treatment under the 1AS.
3- Under the SAS, the reasons which lead to nofiegtipn of the equity method by the investing c@mp owning 20%
to 50% of the net assets of the investee compamyldive disclosed.

17 38 | Intangible Assets 1- The SAS does not apply to current intangibletsss
2- The IAS indicates that goodwill, which is anemtal product, should not be recognised as an assethe disclosur
must distinguish between internally-produced intaleg and other intangible assets.
3- According to the SAS, the intangible assets Ehba amortised by using a weighted average thrasgiroductive o
legal life, whichever is shorter, except for th@amisational cost, which should be amortised bymuoe than seve
years. On the other hand, the IAS assumes thateheficial life for intangible assets should be maire than twenty
years, and there is no distinction between anherint
4- The SAS does not permit an increase in the vafliltangible assets after their value has beenedsed.
5- The specified life for each intangible asset tiredrate of its amortisation should be disclosed.

18 20 | Accounting for Grants | 1- The SAS makes a distinction between grants abdidies and the accounting treatment of each Mioeeover, it

and Subsidies

distinguishes between different types of grantsdiffdrent types of subsidies and the accountiegtment of each typ
according to the sources of grants or subsidiestlamdeasons for them. For example, some of thestpf grants an
subsidies are gratuitous, conditional and resttig@vernment grants.

2- Under the SAS, government grants and subsidesaasured and recorded based on a fair valleddsets which
were received from the company as a guaranteestgdliernment that the company agreeing to themadvoublement
the government's polices and programmes. Howewglgnithe IAS they are measured and recorded basatboetary|
transactions and the fair value of the assets.

3- In addition to the presentation and disclosequirements of the IAS, the SAS also specifieshrrrequirements tp

B ()]
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be presented and disclosed, due to the SAS betegded to include different types of governmenntgand subsidies
as mentioned above.

D

19 36 | Impairment of Assets 1- The IAS allows the use of different methodsgbreate the rate of discount by the company ifetismo discount rat
specified by market directions
2- The IAS has an accounting treatment in caseffiduties in specifying the recoverable amount foe assets.
3- The disclosure requirements of the IAS are grethilan those of the SAS.

20 33 | Earnings per Share 1- According to the SAS, the earning per share fomth the main continuous activities and from theincome must b¢

specified in the income statement, and the earrpegshare of other activities such as the nonhecootis activities ang
ordinary activities must be disclosed.

2- In the SAS, to compute the earning per shadistanction must be made between companies witlplsiroapital and
companies with complex capital

There are no clear indications for 1 and 2 in #8.|

3- The scope of the IAS is expanded to includeabeounting treatments of some types of shares, asidhsues o

|

f

conditional shares.

(Source: SOCPA, 2007)
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Appendix 3: (Analysis process) The process of spggng the codes and placing
them into nodes or sub-titles that can help answehe research questions

Frequency
of each 5 .. e, 1 for each
problem
Problem Fair Problem 2| Problem3 Problem#4 Problem5 Others
value
Nodel =| Problems and difficulties thatNode2=
Titlel other listed companies mayTitle2
face in Saudi Arabia
Research 3
question
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Appendix 4: The Presentation of the results of botithe questionnaires and
interviews, and their relation to the discussion othem in the results chapter

Nodes= sub- title Problems and difficulties that companies may fate| i
Saudi Arabia
\/
- . Problems and difficulties that companies in Saudi
Questionnaire Arabia may face when they first adopt IFRSs
Results
Chapter Six
_ Problems and difficulties that companies in Sauydi
Interview Results Arabia may face when they first adopt of IFRSs and
suggestions for solutions to overcome these prablem

to be overcormnr

Chapter Seven

Arguments or quotations supporting the problems,
including the highest frequencies of these problems

Il

[ Researcher’s comments about this title ]
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Appendix 5: Zakat payments of listed company X foithe financial year ending

2008

Capital

Statutory reserves
Retained earnings
dividend credits

Loans

Employment leave provision
Training provision

Total and deducted by :
Fixed assets

Spare parts

year'’s losses

Total subjected to Zakat
Zakat payment (2.5%)
Zakat paid by company

Outstanding balance due by company

10,200,000
9,630,800
146,850,602
386,057
453,616,153
12,016,598
1,675,217
634,375,427
(500,906,092)
(21,359,888)
(10,204,649)
101,904,798
2,547,620
(743,927)
1,803,693
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