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ABSTRACT

Purpose: In February 2012, the Saudi Organisation for Certified Public Accountants (SOCPA) formally
approved the transition to IFRS “through a Project for the Transition to International Accounting and
Auditing Standards”, to be completed by 2017 (IFRS, 2017). The Saudi Arabian Monetary Authority
(SAMA) now requires all listed and unlisted banks and insurance companies to use IFRS, but all other
entities, irrespective of their size, are required to use the local GAAP as issued by SOCPA (IFRS, 2017).
This raises questions firstly, about the comparability of financial statements between companies using
IFRS and GAAP and secondly, about the reasons why the transition to IFRS has been only partial. A
number of studies have investigated IFRS implementation in developing countries (Tyrrall, Woodward
and Rakhimbekova, 2007), enhancing our understanding of the importance of IFRS adoption, its benefits
and its challenges. None of these, however, have investigated IFRS transition or the associated challenges
in the context of the Saudi Arabia. Furthermore, the majority of prior researches in developing countries
are descriptive, documenting the implementation tools of IAS/IFRS but lacking any evaluation of the
elements which enable or restrict IAS/IFRS dissemination within these countries. No research has been
conducted in relation to the institutional pressure that influenced Saudi Arabia to adopt IFRS. This study
addresses this gap by adopting new institutional theory to overview the external and internal forces that
influenced the country’s banking sector to adopt IFRS, and to determine the challenges and opportunities
which arose during the adoption process.

Theoretical framework: This study adopts new institutional theory to overview the external and internal
forces that influenced Saudi Arabia to adopt IFRS, and to determine the challenges and opportunities
which arose during the adoption process. A limited number of studies have discussed the adoption of
IFRS in countries such as Saudi Arabia, which have a social, legal and political structure which differs
greatly from those countries backing international accounting standards. No research has been conducted
in relation to the institutional pressure that influenced Saudi Arabia to adopt IFRS.

Methodology: A pragmatic approach, combining quantitative and qualitative methods, was considered
the most suitable for the study. A questionnaire was deployed to uncover the perceptions of the chosen
group towards the adoption of IFRS in Saudi Arabia. Semi-structured interviews were then conducted
with relevant groups to gather data beyond the scope of the questionnaire and to gain a fuller
understanding of participants’ perceptions. Four hundred and forty questionnaires were distributed, of
which 254 were returned completed. Twenty-two interviews were conducted with standard setters from
SOCPA and SAMA, bank CFOs and external auditors.

Findings: The analysis reveals that most of the study participants agreed with SAMA and SOCPA’s
decision to adopt IFRS. Indeed, most felt strongly that the standards should have been implemented
earlier in Saudi Arabia and in all sectors, not just some. The findings illustrate that the capital market was
a key factor influencing Saudi Arabia to shift from its own standards, and that the greatest perceived
benefit of IFRS adoption was an improvement in the quality of financial reporting and reporting
transparency. The main obstacles were perceived to be the lack of competent specialists in Saudi Arabia
and the lack of IFRS implementation guidance. The analysis of the interviews enriched the study results,
aiding interpretation and allowing the researcher to draw meaningful conclusions. The results are
expected to contribute to the accounting and finance literature on emerging economies and the Gulf
countries.
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CHAPTER 1:INTRODUCTION

1.1 Background

In 2003, in an effort to establish a global financial reporting language, the International
Accounting Standard Board (IASB) developed a single set of high-quality, readily
understandable accounting principles known as International Financial Reporting
Standards or IFRS (Peng and van der Laan Smith, 2010). Listed companies in the EU
have been required to prepare their financial statements in accordance with IFRS since
2005; an increasing number of developing countries, including Saudi Arabia, have now
followed suit (Cherti and Zaam, 2016) and replaced their local standards with the IASB-

developed principles.

One recognised benefit of adopting IFRS is that financial reports are more
comprehensive than those based on local accounting standards, making them more
useful to report users wanting to make investment decisions (Alsuhaibani, 2012).
However, studies discussing the core motivations behind IFRS adoption in developing
countries have also identified comparability as a key driver (Sunder, 2010). Masoud
(2016) argues that the adoption of IFRS raises the level of comparability of reports and
improves accounting systems, which in turns leads to economic development. Other
motivations include improving reporting quality (Ball, Kothari and Robin, 2000; Ball,
Robin and Wu, 2003; Bischof and Daske, 2013; AlMannai and Hindi, 2015; De George,
Li and Shivakumar, 2016), raising transparency levels (Elhouderi, 2014) and ensuring
the provision of relevant information from all sectors of the economy (Laga, 2012). As a
number of researchers (e.g. Guggiola, 2010; Odia and Ogiedu, 2013; Elhouderi, 2014)
have pointed out, these improvements make developing countries more attractive to

international investors and provide firms with opportunities to expand globally.

However, a number of factors can undermine developing countries’ efforts to adopt
IFRS. The transition must be accomplished efficiently to ensure transparency (Alkhtani,
2012; Alsalman, 2012; Zakari, 2014; Nurunnabi, 2017), but cultural, economic and
political differences amongst countries can impede the harmonising of accounting
standards (Nobes and Parker, 2006). Tyrrall, Woodward and Rakhimbekova (2007)
argue that IFRS do not address all the accounting needs of developing countries, while

Alsuhaibani (2012) cites difficulties in interpreting the standards and translation
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problems. Other barriers include the costs of adoption, consultation and redesign and the
retraining of accountants and auditors (Elhouderi, 2014; Alsuhaibani, 2012; Almotairy
and Stainbank 2014), particularly if the country already has its own institutional and
enforcement mechanisms for regulating accounting professionals (Christensen, Hail and
Leuz, 2013). Finally, religion has also been documented as an environmental factor that
affects IFRS adoption. Some Arab countries, including Saudi Arabia, are guided by
Islamic or Sharia law, some aspects of which are not compatible with IFRS (Irvine,
2008). For example, Sharia prohibits the payment of interest, but IFRS stipulate no such
provision (Alkhtani, 2010).

The literature notes the dearth of studies on the institutional pressures that lead
developing countries to shift from their local standards to IFRS (Irvine, 2008; Albu et
al., 2011; Ibrahim, Stanton and Rodrigs, 2014; Lasmin, 2011; Hassan, 2008; Nurunnabi,
2015). The current study adopts new institutional theory (NIT) to demonstrate how
institutional external pressure from the World Bank, the International Monetary Fund
(IMF) and the Big Four accounting firms have influenced developing countries in the
Middle East, including Saudi Arabia, to adopt IFRS. In addition, it shows how internal
factors within these countries, such as legal systems, government regulations and
cultural factors, present challenges to IFRS adoption. A few studies have been
conducted on IFRS adoption in the context of Saudi Arabia (e.g. Alkhtani, 2010;
Alsuhaibani, 2012; Almotairy and Alsalman, 2012). This study seeks to build on these
previous studies and avoid their limitations to enhance the debate on IFRS adoption in
Saudi Arabia.

1.2 Scope of the Study

Since 2003, 166 countries have either adopted IFRS or been permitted to use them for
financial reporting purposes (AICPA, 2019). In February 2012, the Saudi Organisation
for Certified Public Accountants (SOCPA) formally approved the transition to IFRS
through a Project for the Transition to International Accounting and Auditing
Standards, which was to be completed by December 2017 (IFRS, 2017). The Saudi
Arabian Monetary Authority (SAMA) now requires all listed and unlisted banks and
insurance companies to use IFRS, but all other entities, irrespective of their size, are
required to use the local GAAP as issued by SOCPA (IFRS, 2019). This raises

questions about why Saudi Arabia has pursued only a partial application of IFRS, and
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about the comparability of financial statements produced under the two different
standards. The study aims to answer these questions by exploring the effect of IFRS
adoption on financial sector reporting and revealing the potential impact of the current
transition by SOPCA on companies’ financial reporting. It investigates the challenges
and opportunities that were encountered during IFRS adoption in the Saudi context and
determines the opportunities and challenges that were encountered during the transition.
The study’s purpose is twofold: firstly, to present new evidence regarding the reasons
for partial application. Secondly, to investigate the external and internal pressures that
pushed Saudi Arabia to adopt IFRS and thirdly the challenges and opportunities
experienced by a country with economic, cultural and legal structures very different

from those of developed countries;.

1.3 Research Motivation and Problem

There are now 166 countries where businesses use IFRS as the basis of a common
accounting language. Saudi Arabia is still in the initial stage of adoption, caught
between the need to attract foreign direct investment (FDI), which requires the country
to join the international community and fully adopt IFRS, and the belief held by some
Islamic scholars that elements within the standards (e.g. the charging and receiving of
interest) are incompatible with Islamic principles. This dilemma underlies the aim of the
study to uncover the benefits and challenges associated with implementing IFRS in

Saudi Arabia and how this adoption is perceived by key stakeholders.

Numerous researchers have illustrated the expected impact of IFRS adoption in
developing countries, but none have critically explored the adoption of IFRS in Saudi
Arabia. This is the primary motivation of this study. The study examines IFRS adoption
in the country’s banking sector — so far, the only sector to have adopted the standards —
in order to uncover the barriers to and benefits of implementation. Unlike previous
studies of IFRS adoption (Alkhtani, 2010; Alsuhaibani, 2012; Almotairy and Alsalman,
2012; Herath and Alsulami, 2017; Nurunnabi, 2018), this study was conducted during
the implementation process (SOCPA embarked upon its transition plan in January 2018)
(IFRS, 2019). It should also be noted that the above studies were undertaken in non-
banking sectors. This study, while using the previous research as a base, differs in its
objectives as it aims to find out why Saudi Arabia shifted from its own standards to
embrace the partial adoption of IFRS; no research has yet been conducted into the

institutional pressures that influenced Saudi Arabia to follow this path. Further, the
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study aims to explore how users of accounting information in Saudi Arabia perceive the
convergence to IFRS. Lastly, the study’s use of mixed methods has allowed it to
generate richer information about the current challenges and opportunities associated
with IFRS adoption in a country whose social, legal, political and cultural structures

differ greatly from those of countries backing international accounting standards.

Saudi Arabia was chosen because of its enormous oil resources, which have helped the
country to play a vital role in ensuring world economic stability. Additionally, it gave
the country access to the G20 and WTO, which has exerted pressure on the country to
abandon its local accounting standards and move toward harmonization. However, as
the oil revenue is declining and with the country’s aim to reduce its dependence on oil
and attract more investment, the adoption of IFRS is important to promote different
investments opportunities in the country and the trust of investors. Therfore It is not
appropriate to generalise other cases with Saudi Arabia because it differs greatly in
terms of its particular characteristics .The study addresses a gap in the accounting and
finance literature on emerging economies and Gulf countries by exploring the problems
that arise as a result of some banking and insurance companies using IFRS and other
listed companies still using the Saudi GAAP. It identifies the reasons why Saudi Arabia
has not moved towards full adoption and the opportunities that emerged during the
transition and determines how this experience can be transferred to other sectors and
what lessons can be learnt. By taking the banking sector as a case study and
investigating how those responsible for preparing financial reports and the users of this
information perceive the transition to IFRS, the study aims to bridge the gap in the
literature and offer a clearer picture of IFRS adoption in Saudi Arabia, including giving

insights into the potential future of the country’s accounting profession.

1.4 Research Aim and Objectives
The main objectives of this study are to investigate the challenges and opportunities
associated with IFRS adoption in Saudi Arabia’s banking sector, and how adoption is
perceived by key stakeholders. The study aims to:
» Explore how users of accounting information in Saudi Arabia perceive the
convergence to IFRS;
» Find out why IFRS have not been applied to all sectors, as in other Gulf

countries; and explore factors led it to adopt IFRS.
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> ldentify the opportunities and the challenges that associated with IFRS adoption
in Saudi Arabia’s banking sector; and

> ldentify the cultural factors that might affect the adoption of IFRS in the country.

1.5 Research Questions
In order to address the research problem discussed above, the study aims to answer the
following research questions:
1. How do users of accounting information in Saudi Arabia perceive the
convergence to IFRS?
2. Why has Saudi Arabia not applied IFRS to all sectors, as in other Gulf countries,
and what factors led it to adopt IFRS?
3. What challenges and opportunities are associated with IFRS adoption in Saudi
Arabia’s banking sector?

4. What cultural factors are affecting IFRS adoption in the country?

1.6 Methodology and Methods
This section discusses the methods and methodology used in the study and explains the

pragmatic assumptions underlying the research approach.

1.6.1 Research Paradigm

This research tests and observes the chosen phenomenon with reference to existing
theory (Gill and Johnson, 2010). It follows the positivist/interpretivist paradigm, which
acknowledges the physical world but also recognises the existence of a social world
which requires interpretation. In this case, the study draws on different forms of
evidence to explore the chosen variables (challenges, cultural factors and opportunities)

as they are perceived by key social actors in the banking sector and beyond.

The study adopts a positivist/interpretivist philosophy in its attempt to observe social
reality in a value-free way. Pragmatists argue that the most important determinant of
research philosophy is the research question(s), and that it is possible to work within
both the positivist realist (quantitative) and interpretive (qualitative) positions. In this
study, a positivist approach was deployed to investigate observable reality (i.e. the
challenges and opportunities of IFRS adoption in Saudi Arabian banks) to provide
credible data (Saunders and Lewis, 2012). An interpretivist approach was adopted to

arrive at detailed explanations of the meanings attached to this reality by social actors
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(Bryman and Bell, 2011). The key social actors in this research were accountants in the
banking sector, other information users such as certified accountants and financial
analysts, and regulators (e.g. representatives from SOCPA and SAMA ).
Interpretivism’s emphasis on the interaction between researcher and participant
arguably makes it more likely that the researcher (and therefore the research) will be
value-laden, and it has been suggested that interpretivists cannot always separate
themselves from the research process (Easterby-Smith, Thorpe and Jackson, 2012). The
mixed method approach favoured by pragmatism is one way for the researcher to ensure

that he or she maintains independence from the research subject.

1.6.2 Research Design

The positivist/interpretivist philosophy adopted in this research supported the use of a
mixed method research design (Saunders, Lewis and Thornhill, 2007) comprising both
quantitative and qualitative methods. The combination of questionnaires and semi-
structured interviews allowed richer data to be obtained, boosting data quality and
minimising the risk of bias (Bryman and Bell, 2011; Saunders and Lewis, 2012). The
questionnaire survey was administered to find out how the sample group perceived
IFRS in Saudi Arabia and its associated opportunities and challenges, with the semi-
structured interviews being used to gather data beyond the scope of the questionnaire.
There are currently 12 banks in Saudi Arabia offering a mixture of conventional and

Islamic banking. Data were collected from every one of these 12 banks.

Following Saunders, Lewis and Thornhill (2016), the questionnaire, which went
through several drafts, started with a short introduction outlining the project purpose
and the aim of the instrument. The main body of the questionnaire was divided into five
sections (see Appendix A-Appendix B) with the design and questions being derived
from the related literature (e.g. Joshi and Ramadhan, 2002; Kosonboov, 2004; Tyrrall,
Woodward and Rakhimbekova, 2007; Alkhtani, 2010; Almotairy and Alsalman, 2012).
Answers were indicated using five-point Likert scales, which are widely employed in

social science research (Jafarabadi and Pakdaman, 2016).

Participants for the questionnaire survey were selected by means of judgement sampling.
Choosing participants on the basis of particular characteristics or features (Ritchie et al.,
2013) — in this case, their understanding and experience of Saudi Arabia’s accounting

system and the transition to IFRS — maximised the chance of gaining rich and relevant

6|Page



data. Participants included accountants in the Islamic and conventional banking sectors,

financial analysts (fund managers), auditors, academics.

Distribution of the questionnaire took place between March and May 2018. Some were
distributed using an online survey tool, most were distributed and collected by hand and
the few remaining questionnaires were sent by email. When the majority of the
questionnaires had not been returned after two months, they were resent. This prompted
some recipients to return their questionnaires. In total, 440 questionnaires were
distributed, of which 256 were returned. Two of these were discarded because they were
incomplete, but the remaining 254 questionnaires (58%) were considered valid and
usable for the purpose of analysis. This analysis was done using Statistical Package for
Social Sciences (SPSS) Version 12.

Semi-structured interviews were conducted as the questionnaire survey might fail to
capture all the necessary data required to address all the research objectives (Easterby-
Smith et al., 1991). The conceptual framework of this study uses the different
perspectives surrounding IFRS adoption in Saudi Arabia, particularly in the banking
sector, to determine the current obstacles to this adoption, the advantages of adoption
and the actions that need to be taken to facilitate it. Accordingly, semi-structured
interviews were used to delve deeper into banks’ experiences of IFRS. As with the
survey, the interview sample was selected using a non-probability approach. This is
common in qualitative research (Saunders and Lewis, 2012; Ritchie et al., 2013).
Twenty-two participants were chosen for their knowledge and experience of IFRS
adoption and the change in accounting standards; these included CFOs in the banking
sector, standard setters from SAMA and SOCPA and external auditors from the Big
Four and local auditing firms. The interview transcripts were translated from Arabic
into English by a professional translator and the data coded thematically using NVivo
software. This made it possible to handle a very large amount of data and achieve high-

quality coding, increasing the reliability and validity of the results (Patton, 2015).

The mixed method approach enabled the application of the two key dimensions of
qualitative and quantitative research (Fielding and Fielding, 1986), with the
questionnaire being used to identify social actors’ perceptions of IFRS adoption and

semi-structured interviews being used to explore these perceptions in more depth. Table
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1-1 illustrates how the methodological approach was designed to meet the study

objectives and answer the research questions.
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Table 1-1: Methodological Approach

Research objectives Research questions Data instruments
To explore how users of How do the users of accounting Questionnaires and semi-
accounting information in Saudi | information in Saudi Arabia structured interviews
Arabia perceive the perceive the convergence to
convergence to IFRS. IFRS?

Why has Saudi Arabia not . . .
To find out why IFRS have not | applied IFRS to all economic semi-structured interviews

been applied to all economic sectors, as in other Gulf
sectors in KSA, as in other Gulf | countries? and
countries and What factors led

the country to adopt IFRS What factors led the country to | Questionnaires and semi-
adopt IFRS? structured interviews

To investigate the challenges What opportunities and

and opportunities associated challenges are associated with Questionnaires and semi-

with IFRS adoption in Saudi IFRS adoption in Saudi Arabia’s | structured interviews

Arabia’s banking sector. banking sector?

Identify the cultural factors that

might affect the adoption of What cultural factors are Questionnaires and semi-

IFRS in the country. affectlng IFRS adoptlon in the structured interviews
country?

1.7 Significance and Contribution of this Research

A number of studies have investigated IFRS implementation in developing countries,
but these tend to focus on its impact rather than on the benefits and challenges
associated with adoption (Tyrrall, Woodward and Rakhimbekova, 2007; Madawaki,
2012). Furthermore, most of these studies are descriptive, documenting the costs of
IAS/IFRS implementation but offering little evaluation of the elements which enable or
restrict transition (Zakari, 2014; Elhouderi, 2014). Those studies that have been
conducted in the Saudi context (Alkhtani, 2010; Alsuhaibani, 2012; Almotairy and
Alsalman, 2012) were completed long before SOCPA began its transition plan in
January 2018 (IFRS, 2017) and, as Alkhtani (2010, p. 231) acknowledges, post-

adoption studies “will doubtless provide different findings”.

This study is important because it addresses an information gab in the accounting

literature by investigating the reasons for the partial application of IFRSs in Saudi
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Arabia banking sector while other economic sector are being reported under Saudi
standards SASs for years, until the recent transition plan by the Saudi Organisation for
Certified Public Accountants (SOCPA) in December 2017.

Further, it sheds light on a context which is rarely explained, offering a different angle
and new insights from a country with a unique cultural, religious, business and
regulatory framework. This research breaks new ground by exploring the advantages
and disadvantages of IFRS adoption within Saudi Arabia, a rich country that sits on the
world’s fifth largest petroleum reserve (OPEC 2016), but which is currently attempting

to diversify its national economy through its Saudi Vision 20302

The study is the first to interview Saudi Arabian standard setters and to explore their
role in the adoption process, including their efforts to address the difficulties that
emerged during the transition period. It also explores the practical barriers from the
perspective of the preparers of financial statements, whose insights into how
implementation of the standards might be improved may prove useful for regulators.
Overall, the findings may demonstrate how the Saudi accounting system can benefit
from these standards. This may be of particular value to Saudi policymakers as the
country seeks to diversify its economy, build up its private sector and boost FDI (IMF,
2018).

The results are expected to contribute to the accounting and finance literature on
emerging economies and the Arabian Gulf countries by offering new insights into the
impact of interior and exterior forces on IAS/IFRS implementation in these countries. In
practical terms, the results of this research may be useful to those countries — especially
Islamic countries — that are interested in discovering the challenges and opportunities
associated with IFRS adoption, and especially to those professionals charged with

preparing financial reports.

1.8 Structure of the Study

The study comprises nine chapters. This chapter introduces the research, presents the
background to the study, gives an initial insight into some of the challenges and
opportunities associated with IFRS adoption, explains the research motivation and

! Saudi Vision 2030, launched by the Saudi authorities led by Crown Prince Mohammed bin Salman,
calls for less dependence on oil, more powers to be given to the private sector, and the facilitation of
foreign investment (IMF, 2018).
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problem and sets out the research questions and objectives. The chapter briefly
discusses the adopted methods and methodology and discusses the significance of the

study.

Chapter 2 introduces the concept of accounting harmonisation and discusses the
development of IFRS by the IASC/IASB. It discusses some of the environmental factors
that give rise to accounting system diversity and reviews some of the literature
exploring IFRS adoption in developed countries. This literature provides some insights

into the challenges and opportunities associated with harmonisation in these countries.

Chapter 3 discusses the literature relating to IFRS adoption in developing countries,
with emphases on Middle Eastern countries and Saudi Arabia. It highlights the
pressures that institutions such as the World Bank put on developing countries to adopt
IFRS before outlining the major opportunities and challenges associated with IFRS
adoption in these countries. The chapter concludes by presenting the theoretical basis of

the study (new institutional theory) and setting out the conceptual framework.

Chapter 4 offers an overview of the Saudi Arabian context, including some of the
factors that have had the biggest impact on the development of accounting in the
country. The chapter examines the impact of politics, economics, culture and religion,
as well as other variables such as external pressure, before tracing the development of
the country’s accounting and regulatory bodies and its accounting standards. It ends
with a discussion of SOCPA’s IFRS transition plan.

Chapter 5 discusses the methodology and methods adopted for the research. It explains
the pragmatic assumptions underlying the research approach and describes the research
design and data collection methods that were employed to achieve the aim and

objectives.

Chapters 6,7, and 8 present and discuss the findings from the survey questionnaire and
semi-structured interviews. In each chapter, the quantitative and qualitative findings are

compared both with each other and with the findings from the literature review.

Chapter 6 presents the findings regarding Research Questions 1 and 2: that is, how the
users of accounting information in Saudi Arabia perceive the convergence to IFRS; why
Saudi Arabia has not applied IFRS in all sectors; and what factors led it to adopt IFRS

in the first place.
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Chapters 7 and 8 present the analysis of the findings for Research Question 3. Chapter 7
presents the descriptive and inferential analyses of the questionnaire results regarding
the perceived opportunities (overall, and for investors and managers specifically)
associated with IFRS adoption, followed by an analysis of the findings from the semi-
structured interviews and a discussion of the results. Chapter 8 analyses the
questionnaire and interview results regarding the challenges associated with IFRS

adoption, highlighting those cultural factors that were reported as obstacles.

Chapter 9 presents a summary of the study findings and discusses its contribution. The
chapter discusses the theoretical and practical implications of the findings before
making a series of recommendations, outlining the limitations of the research and

offering suggestions for future investigation.
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CHAPTER 2:OVERVIEW OF ACCOUNTING HARMONISATION

2.1 Introduction

This chapter provides an overview of the background to the IFRS and the challenges
and opportunities presented by the harmonisation of accounting standards. It begins
with a brief discussion of the concept of accounting regulation and outlines some of the
different approaches to setting accounting standards before describing the historical
development of the International Accounting Standards Committee (IASC) and
International Accounting Standards Board (IASB). Section 2.4 discusses the concept of
IAS and some of the reasons underlying the current diversity in accounting systems,
while section 2.5 describes the spread of IFRS. Section 2.6 briefly reviews some of the
literature regarding IFRS adoption in developed countries, while section 2.7 summarises

the main benefits of adoption and the particular associated challenges in general.

2.2 Accounting Standards and Regulations

The regulation of accounting first became important after the crash of 1920-30, since
when it has ensured that relevant information is reported to stakeholders (Gaffikin,
2008). A number of arguments have been put forward in favour of robust accounting
regulation. One is that a number of externalities emerge based on monetary data, and as
long as these externalities are positive, they would meet the social optimal level of
disclosure. According to Fishman and Hagerty (1989), though, companies may suffer
from the exogenous impact of negative externalities; for example, increasing disclosure
in one company can create a competitive environment and the reluctance of investors
from other companies. Leuz and Wysocki (2016) argue that mandating the
standardisation of financial reports makes it easier for users to deal with the information
and to make comparisons. Ross (1979) claims that mandatory regulation can reduce
companies’ costs while De George, Li and Shivakumar (2016) suggest that it reduces

the scope for negotiation regarding disclosure levels and ensures uniformity.

Irvine (2008) asserts that corporations tend to commit in a voluntary capacity to a
certain level of transparency in their financial activities, which can be demonstrated
upon disclosing all financial activities .However, it seems that in the private sector, the
financial implications of the day-to-day running and adherence to a transparency policy
can be costly, if not unfeasible.

However, there is a more refined and less prevalent argument in use that Leuz and

Wysocki (2016) referred to for the purpose of reporting regulation. According to their
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view, there might be several social implications for acknowledging agency conflicts and
utilising personal gains through controls over insiders. It is then more reasonable to
think that diversion activities for the sake of personal benefits can be pricy and can also
have social repercussions (Tasissa and Burkhart, 1998; Shleifer and Wolfenzon, 2002).
Shleifer and Wolfenzon (2002) claim that any control over insiders will possibly yield a
number of benefits and business opportunities in order to reach personal gains. So, as
long as such arising opportunities are seized by other companies, such conduct will not
have social implications. This is not to say there will not be significant social
repercussions, especially if other companies fail to take advantage of any opportunities,
which can also eventually lead to economic and financial losses. Worth emphasising is
the role of new entrants seeking to build a competitive position and to be capable of
raising capital in terms of the level to which consuming private benefits can have social
benefits (Rajan and Zingales, 2003; Kouki, 2018).

Accounting standards are meant to give detailed guidance on how to deal with specific
issues and to address those areas that are subject to varied interpretation. Standardising
accounting procedures helps companies to record and monitor their activities and ensure
homogenous, reliable and accurate data. According to Cortese and Walton (2018), most
modern financial accounting systems are founded on the Generally Accepted
Accounting Principles (GAAP). However, while these principles contain a number of
general assumptions, rules and regulations, in practice, accounting standards vary from
one country to another in line with local accounting objectives. The cross-border
activities of multinational companies and the listing of companies of different
nationalities in different stock markets make the unification of accounting practice
especially important for stakeholders, who need to be able to compare the financial

figures produced by different companies in order to make sound investment decisions.
2.2.1 Accounting Standard-Setting and Approaches

Different approaches to setting accounting regulations have brought about different
interpretations of accounting standards. In countries under common law, such as
Canada, the UK and the US, reporting tends to be high-quality because reports are made
public; private companies must be seen to adhere to accounting regulations that are
designed to ensure a high level of disclosure (Zeff, 2012). Countries under code law,
such as France and Japan, are more likely to see accounting standards set by the public
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sector, including the government, and it is assumed that there is less demand for high-

quality reporting or disclosure (Alexander et al., 2008; Bell et al., 2003).

In the case of developing countries, Bell et al. (2003) argue that the government is more
likely to have the main responsibility for setting accounting standards, though this
varies from country to country; their investigation of standard-setting in Hong Kong,
Malaysia, Singapore and Thailand showed that Thailand was the only country in which
the authorities were directly involved in setting the accounting standards (Bell et al.,
2003).

In some Arab countries, the accounting system has been influenced by colonisation by
developed countries. For instance, Egypt has adopted elements of both the French and
British accounting systems (Kantor et al., 1995). In Saudi Arabia, which has not
experienced colonisation, Sharia law is a major influence and the government is closely
involved in enforcing accounting standards. The Gulf Cooperation Council Accounting
and Auditing Organisation (GCCAAOQ) has issued an accounting and auditing standards
framework recommending that all GCC members should follow IFRS as issued by the
IASB (Al-Shammari, 2005). The standards have been accepted by all members apart
from Saudi Arabia.

2.3 Historical Background: International Accounting Standards Board

The origin of IFRS dates back more than 40 years, to the International Accounting
Standards Committee’s (IASC) establishment of the first standards in 1971. The
committee was later restructured as the International Accounting Standards Board
(IASB). Over 29 years, from 1973 to 2002, the IASC set the initial stage for the IASB
(Zeff, 2012), which the later has used and improve since than the IASB has been the
objective of most developed and developing countries. The rationale behind the IFRS is
to improve accounting quality and achieve greater comparability of financial statements

across the world. The historical background of the IASC and IASB is outlined below.

2.3.1 Historical Background to International Accounting Standards Committee
(IASC)

Sir Henry Benson, a prominent English accountant, prompted the IASC through
introduction of harmonisation of standards, establishing accounting standards and

decreasing the variation between such standards (Camfferman and Zeff, 2007).
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However, at that time, the logic behind it was to gain power, which resulted in new
members (the UK, Ireland and Denmark) joining the European Economic Community
(later to become the EU) in the mid-1970s.

Zeff (2012) describes how the IASC was formed by a group of academics, accounting
professionals and accounting managers from the US, the UK, Ireland, the Netherlands,
Germany, France, Australia, Canada, Japan and Mexico. Camfferman and Zeff (2007)
explain that in search of capital market efficiency, accounting standards must be high,
as part of effective corporate governance. Nevertheless, it was not that easy to settle
agreements on establishing accounting standards due to the conflict of business
interests, and while the IASC works to set accounting principles, some saw a political

aspect behind it.

In 1987, the IASC developed 25 standards (Zeff, 2012), none of which were adopted by
national accounting bodies, despite the fact that they were flexible and easily
implemented. There were two reasons for this; some countries (e.g. the US) considered
their own standards to be better than those of the IASC, while others believed that the
Committee did not meet their taxation model (Camfferman and Zeff, 2007). The only
member keen to adopt the IASC standards was the Canadian Institute of Chartered
Accountants (CICA). The Nederland Institute of Accounting Standards recommended a
plan to accept some of the IASC requirements, but in the end, none were adopted.
Ultimately, the failure of the standards to gain acceptance was indicative of the limited
influence national accounting bodies had on their countries’ accounting system or

practice.

At its March 1987 meeting in Australia, the IASC introduced its ‘“comparability
project”, which concentrated on reducing the flexibility of its standards and making
them less open to interpretation. The objective behind this move was to win the support
of securities market regulators. As the market began to grow rapidly, the International
Organisation of Securities Commissions (IOSCO) asserted a strong influence on the
IACS; however, an agreement was later reached requiring overseas firms wishing to be
registered on the stock exchanges of IOSCO member states to comply with IASC
financial reporting standards (Oheneba, Ali and Ahmed, 2011; Mardini, Crawford and
Power, 2015; Christensen et al., 2015). The IASC succeeded in making the necessary
improvements to its standards, and by the end of 1993 ten standards had been sent to the
IOSCO for endorsement. The IASC was disappointed that the IOSCO accepted only a
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few of the ten standards and wanted further improvements on all ten. While some
standards were generally approved, others were found unsatisfactory, especially 1AS 39,
which dealt with financial instruments (Camfferman and Zeff, 2007). The standards
were not adopted worldwide, with countries possessing solid national accounting
systems of their own, such as the UK, the US, Australia and Canada, being particularly
resistant. These countries formed a body (later to become the G4) in 1993 to discuss
accounting problems and their possible solutions. The US Financial Accounting
Standards Board (FASB) was highly critical of the IASC, as was the SEC, and even
75% of its own members voted to disband it. Nevertheless, the Committee decided to
act upon the 10SCO requirements, introducing additional standards in 1996 (Zeff,
2012). Recognition of IASC standards grew in Europe during the mid-1990s when they
finally gained the support of the European Commission. The EU sought to build its
own internal capital market; in so doing, it was trying to explore alternative options to
adopt as the source of required accounting standards for listed companies in the EU.
(Zeff, 2012).

2.3.2 International Accounting Standards Board (IASB)

The IASC was reorganised to become the International Accounting Standards Board
(IASB) in 2001 (Zeff, 2012), largely at the request of the Securities and Exchange
Commission. Indeed, the latter’s contribution enabled the IASC to carry on its operation
when IOSCO’s lack of enthusiasm for the Committee’s May 2000 standards led many
to favour the US GAAP standards instead. The European Commission’s decision to
require all listed companies in the EU to adopt IAS/IFRS for group accounts from 2005
was also a giant political boost for the IASB. This decision was mainly aimed at
stopping the domination of the US GAAP and the resultant weakening of European

impact on global commerce.

The majority of the 15 members who sit on the IASB are from developed countries
(IASB, 2010), though candidate selection (by the IASB Foundation Trustees) is based
on technical expertise and knowhow rather than country of origin (IASB, 2010). Most
Board members hold some organisational positions in the previous bodies originate
from developed countries (Rivera, 1989; Alexander and Archer, 2000). The IASB’s
former chairman, Sir David Tweedie, has pointed to the reassuring effect that
international standards have on investors and their impact in improving corporate

financial reporting around the world (Dunne et al., 2008), but critics have complained
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that the current IAS/IFRS are too influenced by the UK and US and by Anglo-American
legislation (Wallace, 1990; Craig and Diga, 1996; Flower, 1997; Kikuya, 2001; Frey
and Chandler, 2007). There has also been a lot of criticism of the new IASB structure,
which was endorsed by the American authorities but not initially recognised by many
European states (Oliverio, 2000). Buchanan (2003) argues that the US has sought to
keep a strong grip on the IFRS. This arguably raises questions about the appropriateness

of the IASB’s standards to developing countries.

2.4 Reasons Underlying Accounting System Diversity

Roberts, Weetman and Gordon (2005) explain that accounting systems are affected by
numerous economic and environmental factors. As Nobes (1998) points out, since
institutional and economic factors vary from one country to another, so too do their
accounting systems. Gray (1988) highlights the impact of culture, while others (e.g.
Briston, 1978; Hove, 1986; Shore et al., 2015) attribute the diversity of accounting
systems to the fact that different countries have different accounting needs. This leads to
differences in accounting practice not only between developed and developing nations
but also within culturally similar regions. Radebaugh and Gray (2002) identify culture,
economic growth and development, finance, the legal system and international factors
as the main environmental influences driving accounting system diversity (see Figure

2-1). Some of these influencing factors are discussed below.

Figure 2-1: Environmental Influences on Accounting Development

Culture

Economic Growth and
Development

Finance and Capital Market

Legal System

Accounting System

International Factors

Source: Adapted from Radebaugh and Gray (2002: p. 60)
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A number of authors have identified the legal system as a key factor influencing the
accounting system (e.g. Jaggi and Low, 2000; Roberts, Weetman and Gordon, 2005;
Alexander et al., 2005; Alkhtani, 2010; Alsaqga et al., 2012; Nobes, 2012). Code law
and common law prevail in Western countries, while Sharia has a major influence in the
Arabic region and other Islamic countries. Jaggi and Low (2000) explain that code law,
also known as Romano-Germanic law, may be sub-divided into French, German and
Scandinavian varieties. French code law dominates in several European countries and in
France’s former colonies in Asia and Africa, while Switzerland, Japan and Korea are
influenced by the German code. Each country has its own accounting regulations, based
on its chosen legal system, and the local authorities play a significant role in setting
standards (Alexander et al., 2008). In common law countries, on the other hand,
accounting rules are independent of the law, and accounting regulations are
administered through professional bodies (Alexander et al., 2005). Saudi Arabia follows
Sharia Law and this has its impact on the local accounting system being used in the
country and is expected to have impact on adopting any international accounting system
too.

Finance providers can be classified as a key influencer in developing and/or adopting
accounting systems. These may be governments, banks or shareholders (Roberts,
Weetman and Gordon, 2005; Nobes, 2012), but in developing countries, the main
provider of loans for governments is the World Bank. This allows the World Bank to
have a strong influence on accounting regulations in these countries. It has used this
ianknfluence to exert pressure on a number of developing countries to adopt IFRS
(Karim, 2001; Annisette, 2004; Alfredson et al., 2005; Nobes, 2012; Abulhameed,
2015), sometimes, as in the case of Kazakhstan, as a pre-condition for being granted
financial aid (Tyrall, Woodward and Rakhimbekova, 2007). While the source of finance
plays an important role in influencing the construction and/or adoption of accounting
systems in general, this may not be the case in Saudi Arabia, given the financial
capability of the country. However, the impact of this factor is still worth investigating

in the context of Saudi Arabia.

Researchers have drawn on cultural models by Hofstede (1980) and Gray (1988) to
investigate the influence of culture on accounting (e.g. Perera, 1989; Fechner and
Kilgore, 1994; Baydoun and Willet, 1995; Chow, Chau and Gray, 1995; Doupnik and
Salter, 1995; Salter and Niswander, 1995; Sudarwan and Fogarty, 1996; Askary, 2006;
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Alkhtani, 2010; Alsagqa, 2012). Studies carried out by Jaggi (1975) and Baydoun and
Willett (1995) both assert that culture plays a significant role in shaping accounting and
disclosure practices, while Alsagga and Sawan (2013) argue that cultural differences, as
identified in Hofstede’s model, are the leading reason behind variances in accounting.
Accounting systems form part of the cultural heritage of a given country. Consideration
of Saudi Arabia’s culture is therefore key to understanding the impact of this culture on

the country’s adoption of IFRS.

Accounting systems are also significantly impacted by economic growth and
development. Arpan and Radebaugh (1985) suggest that the degree to which the
government is involved in the economic sector has an impact on the economic system,
which in turn has an effect on the accounting regulations employed. They identify three
types of economic system: communist, market-capitalist and socialist market. In the
first, the government has total control of the economy and is responsible for making all
decisions. In such economies, the government is the only entity that regulates and
amends accounting systems. In the market-capitalist system, economic activities are
mainly controlled by investors, who are the main users of accounting information.
Finally, in the socialist market, the economy is mainly in the control of the private
sector, but government designs most of the regulations (Arpan and Radebaugh, 1985).
In Saudi Arabia, where the economy is strongly influenced by government decision
making and spending (Alkhtani, 2012), the adoption of IFRS is a clear signal that Saudi

Arabia welcomes foreign investment.

Another significant factor, not mentioned by Radebaugh and Gray (2002), that produces
variances in accounting systems is the accounting profession itself (Roberts, Weetman
and Gordon, 2005). National accounting bodies may impose different regulations in
accordance with the local legal system, while the quality and reliability of the financial
reporting is likely to be higher in countries with skilled and independent accounting
professionals (Nobes and Parker, 2016; Alkhtani, 2010). Nurunnabi (2014) argues that
the quality of a country’s financial reporting system is influenced by the accounting
profession. In Saudi Arabia, the accounting system has been strongly influenced by the
Big Four, while many Saudi accountants lack the knowledge or ability to understand
and interpret IFRS. These difficulties have all impacted the adoption of IFRS in the

country.

20|Page



2.5 Harmonisation of Accounting Practices

The growing need for a global language of accountancy, and the ability of international
standards to facilitate the comparison of the financial reports of firms operating in
different markets, have been the major motivators behind the adoption of IAS/IFRS
(Choi and Levich, 1991; Whittington, 2005; Frey and Chandler, 2007; Madawaki, 2012;
De George, Li and Shivakumar, 2016). The core principle of IFRS is to enable users to
evaluate the nature and financial effects of business activities and to help them in
making economic decisions. This is done by providing users with financial statements
that disclose information about the financial position, changes in financial position and
performance of organisations (Mardini, Crawford and Power, 2015). Cai and Wong
(2010) posit that having a single set of internationally acceptable financial reporting
standards eliminates the need for restatement of financial statements and facilitates the
cross-border movement of capital and integration of global financial markets, while
Mardini, Crawford and Power (2015) argue that, by requiring organisations to disclose
useful, forward-looking risk information in their financial statements to investors, IFRS
enable users to evaluate the extent of potential risks and how the entity will manage

those risks, improving market efficiency.

Since the establishment of the IASB in 2001 and the development of the IFRS, 166
countries and reporting jurisdictions have either mandated IFRS adoption or allowed the
optional adoption of IFRS for the purpose of financial reporting. Many others have
indicated that IFRS may become a requirement in the future (AICPA, 2013). The EU
Commission, which regards the IFRS as the best global standards (Yu, 2006), has since
2005 required any company listed in the EU to prepare its financial statements in
accordance with them (lrvine and Lucas, 2006; Walton and Aerts, 2009; lhab and
Alsaqga, 2012; De George, Li and Shivakumar, 2016).

All of the Gulf Cooperation Council (GCC) countries, apart from Saudi Arabia, have
adopted IFRS to some extent (Al-Shammari, 2005; IAS Plus, 2016). The UAE, which
sits at the centre of the Middle East’s biggest trading zone, has mandated the adoption
of IFRS (Irvine and Lucas, 2006) because it sees the potential advantages as
outweighing the associated challenges and financial implications (Alsagga and Sawan,

2013). These advantages include improving quality across the financial reporting
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process and attracting more overseas companies to bring business to the UAE in the
long term. Saudi Arabia, which differs from the other GCC countries in having its own
regulatory body (SOCPA) and standards, did not consider adopting IFRS until 2017
(Alzeban, 2018). The major motivation for carrying out the current study is to uncover
the reasons of why IFRS adoption came so late for Saudi Arabia, and why its

application has so far been limited to the banking sector.

2.6 IFRS Adoption in Developed Countries

The subject of IFRS adoption, both mandatory and voluntary, has triggered a large
number of studies in developed countries (De George, Li and Shivakumar, 2016). Most
have seen it as having a positive impact on reporting quality and transparency, as
improving the comparability of financial statements, and as attracting investment and
lowering the cost of capital. Palea (2013) advances the argument that the quality of
accounting reporting is affected by accounting regulation, and it is this fact that has led
so many countries to embrace IFRS. Armstrong (2010) and Dayanandan et al. (2016),
for example, conclude that the application of IFRS has improved the quality of financial

reporting in terms of reliability, comparability and usefulness for decision making.

The accounting convergence process in European countries has been described by
several studies. Among these studies, Haller and Eierle (2004) and Delvaille, Ebbers
and Saccon (2005) described the accounting convergence process in France, Italy and
Germany; focusing on consolidated accounts for the revision of existing rules, both
studies showed that German companies implemented IFRS earlier than those in France
and Italy, who did not fully apply them until 2005. Haller and Eierle (2004) also showed
that while Italy allows the use of IFRS for individual accounts, France and Germany do
not. In Portugal, Guerreiro et al. (2008) found that larger Portuguese companies are
more likely to implement IFRS, while smaller companies are more likely to follow local
GAAP if given the option.

In terms of the impact of this convergence, Yu (2010) examined the effect of IFRS
adoption on information quality in 1,168 EU companies, finding that mandatory IFRS
adoption can improve the quality of reported information if the enforcement regime is
strong, but may lead investors to discriminate against companies that are based in
countries where enforcement is weak. Pope and McLeay (2011) also looked at the

implications of compulsory IAS/IFRS implementation in the EU, using a small dataset
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covering 2007-2010 and data from the INTACCT network project, which was
subsidised by the European Commission. Their most important finding was that
mandatory IAS/IFRS application has a positive impact where there is local enforcement
and rewards for preparers. One benefit of mandatory adoption is highlighted by Marra,
Mazzola and Prencipe (2011), who, examining a sample of 222 Italian firms, found that
the relationship between board characteristics (such as independence and the presence

of an audit committee) and earnings management became stronger after IFRS adoption.

Examining the effect of mandatory IFRS application on cross-border investment in
developed countries generally, De Fond et al. (2011) found that the comparability
element, which improves the qualitative aspects of accounting data, was the major
motivation behind IFRS application because of its role in attracting foreign investment.
Bischof and Daske (2013) identify a link between mandatory 1AS/IFRS adoption and
increased market liquidity and corporate disclosure in the EU. Like Armstrong et al.
(2010), he points out that investors react positively towards firms offering high-quality
information, which they see as one of the benefits of IFRS adoption. However, Li
(2010) notes that while the EU’s 2005 compulsory adoption of IFRS has resulted in
increased disclosure and better information comparability among companies listed in
European stock markets, equity capital costs have only gone down in countries with a
robust legal system. Drawing on a sample of 6,456 firm-year observations obtained
from 84 firms in the EU covering the period 1995-2006, Li (2010) concludes that legal
enforcement varies from one country to another, with Finland, Denmark and Sweden
having the strongest enforcement and Greece having the weakest legal enforcement.
The finding highlights the importance of enforcement quality in ensuring effective

adoption.

Fox et al. (2013) highlight the links between reporting quality and cultural, legal and
other institutional factors in their comparison between the UK and Italy. In terms of the
legal system, Italy’s accounting standards follow its national legislation, which is based
on code law. The authors point out that IFRS are not mandatory in the country but have
an interpretative and integrative purpose with regards to the provision of the law. In the
UK, which follows common law, the accounting standards seem to be more flexible and
there is greater scope for interpretation, allowing IFRS to play a significant role in
shaping the country’s accounting system. In terms of institutional factors, while UK

firms depend on the capital market to raise investment and therefore require financial
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statements to be efficient and transparent, their Italian counterparts are more likely to be
family-owned and funded by domestic banks; hence, creditors are more interested in
financial statements than other stakeholders. Finally, while the UK has mainly depended
on accrual accounting as its major system, Italy is characterised by predominant caution.

The close relationship between financial reporting and legal, cultural and institutional
factors suggests that requiring firms to provide high-quality financial reports may not
have the same impact in terms of financial benefits in every country. An accounting
system that appears beneficial in the context of an open or developed economy may not
yield the same benefits elsewhere. IFRS place emphasis on fair value accounting, which
offers valuable and relevant information when fair values are attained from deep and
liqguid markets. However, the standards may have a negative influence in countries
whose capital markets are badly regulated, not liquid or unrepresentative of the
economy (Fiechter and Novotny-Farkas, 2015). There is also an important role for the
incentives-based view, which proposes that countries’ institutional frameworks and
transitions can have an impact on the capital market around IFRS use (Baker and Barbu,
2009). Taking into account all other factors, it is more likely that countries with stronger
enforcement systems and institutional frameworks that incentivise robust reporting will
show clear capital market impacts around the introduction of IFRS reporting, especially
if there are massive differences between IFRS and the domestic GAAP (Hail and Leuz,
2007; Peng and van der Laan Smith, 2010).

Studies investigating the effects of IFRS adoption in developed countries have
demonstrated mixed results, while Florou, Kosi and Pope (2015) and Wu and Zhang
(2014) finding that IFRS adoption increases the credit relevance of accounting numbers
Kraft and Landsman (2017) finding that introducing IFRS decreases credit relevance.
Clarkson et al. (2011), whose study analysed the effect of IFRS implementation in EU
and Australia in terms of the significance of book values and incomes for equity
estimation, found that around 3,500 of the companies that implemented IFRS in 2005
subsequently identified higher non linearity in data. There were no detected
modifications in price significance for firms in common law countries with nonlinear
impacts. A final outcome of relevance in their study is that firms’ numbers saw an

increase once IFRS were adopted.
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Barth, Landsman and Lang (2008) investigated IAS uptake in 21 developed countries
between 1994 and 2003, finding that accounting quality was better in IAS firms than in
firms not implementing 1AS or voluntary adopters. On the other hand, Papadatos and
Bellas (2011) conclude that the link between the obligatory application of IFRS and the
value relevance of accounting information may be affected by company size and fixed

assets.

In terms of the impact of the compulsory application of IFSR on voluntary disclosure,
Li and Yang (2015) found that there was a substantial increase in the possibility and
occurrence of earnings management. This is in keeping with the notion that the adoption
of IFRS changes the disclosure incentives of firms as a response to a proliferation of

capital market demand.

When Shima and Gordon (2011) examined US investment abroad between 2003 and
2006, using a regression model with IFRS and US investment as independent variables,
they found that investment was highest in those countries with a strong regulatory
environment and strong enforcement regime. Similarly, Beneish and Yohn (2008) argue
that countries with strong investment protection and legal procedures are more likely to
attract foreign capital than countries which implement IFRS without any investment
protection (see also Leuz, 2010; Agrawal and Chadha, 2005). Regulation and legal
standards are important to investors as they add to clarity, reduce uncertainty and risk,
guarantee the disclosure of important information and can help reduce enforcement
costs. Beneish and Yohn (2011) also found that in countries where IFRS adoption was

forced, foreign debt increased but equity investments did not.

Taylor (2009) employed a sample of 150 randomly picked listed companies in the UK,
Hong Kong and Singapore in their inaugural year of using IFRS to conduct a
comparison of the cost of transition. The study concluded that the cost of adjustment for
companies in the UK was higher than for companies in Singapore and Hong Kong. Fox
et al. (2013), conducting a similar comparison of the cost of IFRS adoption in the
Republic of Ireland, the UK and Italy, concluded that the costs of adopting the standards

were higher than the benefits associated with reporting under IFRS.

Pajunen and Saastamoinen’s (2013) undertook a Finland-based study point to the need
for a supportive culture to ensure successful adoption of IFRS, but Pickering et al.
(2014) found a generally pessimistic attitude among the 300 Australian firms in their
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study sample, with participants expecting multiple difficulties and only limited benefits
to come from IFRS implementation. Concerns were expressed about the difficulties of
ensuring accurate accounting data and the cost of implementation, and the presumption

was the new regulations would have little impact on capital markets as a whole.

In general, studies conducted in developed countries have shown that IFRS can provide
relevant information and improve reporting quality so long as they are underpinned by
strong enforcement and a robust legal system. Implementation can be challenging as
countries differ in their economic, legal, cultural and accounting structures, but most
studies argue that the benefits outweigh the practical difficulties. It is worth undertaking
similar investigations of individual and groups of developing countries to compare the
results of adoption in developed and developing nations. However, while this would
undoubtedly advance the debate on IFRS adoption, such cross-country comparison is
beyond the scope of this study. The following section sheds light on some of the

reported challenges and the opportunities associated with IFRS adoption.

2.7 Challenges and Opportunities Associated With IFRS Harmonisation

Although the literature reports a number of opportunities and benefits that come with
adopting IFRS, adoption can also bring a number of challenges. Outa (2013) describes
the introduction of IFRS as the most noteworthy development in the history of
accounting. Countries implementing IFRS, according to Bova and Pereira (2012), do so
in the belief that they are transparent and high-quality. The general view is that IFRS
accounting standards deliver more value relevant, comparable, transparent and reliable
financial statements than those prepared under local GAAP (Daske and Gebhardt, 2006;
Jermakowicz, Reinstein and Churyk, 2014). Though there are some who dispute
whether the standards guarantee greater accuracy in practice, Sunder (2009) does
acknowledge that companies would resist embracing the standards if they felt they
lacked transparency. Callao, Jarne and Lainez (2007), Jeanjean and Stolowy (2008) and
Soderstrom and Sun (2007) go further, arguing that there has been no increase in quality

of reported accounting figures since the adoption of IFRS.

It is generally assumed that IFRS reduce the cost of information as this information
becomes more internationalised (Leuz, Nanda and Wysocki, 2003); it is less expensive

to produce a single set of financial statements that do not need translating. Furthermore,
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investors can understand these statements better than those prepared using different
GAAPs (Barth, Landsman and Lang, 2008). Numerous studies have argued that the
creation of one uniform reporting system should make it easier to understand and
compare accounts produced in different financial environments (Nobes, 2012; Parker,
2013; Byard, Li and Yu, 2011). This is particularly important in an era of commercial
globalisation, when investors want to be able to compare reports from firms around the
world (Armstrong, 2010; Dayanandan et al., 2016; Nobes and Parker, 2016). A uniform
accounting system can make the transfer of capital and other funds across boundaries
easier, facilitating foreign investment and the influx of a broad range of capital

resources (Pricope, 2016).

In developing regions, too, IFRS application is useful because of its role in: (1)
minimising the cost and time taken to produce up-to-date local standards; (2) enhancing
the productivity of the stock market; and (3) ensuring more effective and easy-to-read
financial statements (Alsagga, 2012). However, the process of harmonisation in these
countries may be made very difficult by local cultural, political and market conditions
(Nobes and Parker, 2006). It has been suggested that the IASB has not taken account of
the issues faced by developing countries (Perera, 1989a), in many of which professional
accounting bodies play only a limited role. An example of the potential problems is the
IASB’s approach to the fair value method; 1AS 39/40 and 41 for assets and liabilities
are arguably designed to enable accounting users to make informed decisions based on a
clear assessment of a company’s actual assets and liabilities (Kosonboov, 2004).
However, in developing countries in particular, it is highly unlikely to attain fair value,
given that there is no active market for the majority of assets (Kosonboov, 2004).

It has been argued that many countries, including developing countries, are embracing
IFRS less because of the potential economic benefits than in response to pressure from
international monetary institutions and partners, and that IFRS are indicative of a
general move towards the restructuring of social accounting practice (Cortese, Irvine
and Kaidonis, 2010; Cortese, 2013). Pricope (2016) explains this trend in terms of
institutional isomorphism; his 2013 survey of 97 countries led him to conclude that
IFRS adoption is not necessarily motivated by the economic benefits, but is rather
influenced by representational pressures. Institutional pressure may be exercised on

companies internally by government agencies, or externally by international regulators
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and institutions such as the World Bank and IMF. This study investigates the impact of

both internal and external institutions on the adoption of IFRS in Saudi Arabia.

2.8 Summary

As noted previously, the introduction of IFRS has triggered many studies. Phan,
Mascitelli and Barut (2014) conclude that these initially concentrated on the ideology
underlying harmonisation (e.g. Street, Gray and Bryant, 1999; Street and Gray, 2002),
but that since the idea of IFRS gained widespread acceptance, the focus has shifted to
the motivations and pressures behind the spread of the standards (e.g. Ramanna and
Sletten, 2009; Judge, Li and Pinsker, 2010; Hail et al., 2011). As discussed in this
chapter, the IASC/IASB’s efforts to develop an international accounting system have
been supported by organisations such as European Commission (EC), I0OSCO and the
World Bank. This institutional pressure, along with the increasing understanding of the
potential benefits of implementation, have encouraged more countries to embrace IFRS.
However, as this discussion of the literature shows, local legal, political, educational
and cultural factors help produce a wide diversity of national accounting systems, and
these local differences can impede attempts at harmonisation. This chapter deals mainly
with the literature pertaining to developed countries’ experience of the IFRS adoption
process, but it has been argued that developing countries face their own set of
challenges. Accordingly, the next chapter focuses on the motivations of developing
countries — particularly Saudi Arabia — for adopting IFRS and the challenges and

opportunities this brings.
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CHAPTER 3:LITERATURE REVIEW OF CHALLENGES AND OPPORTUNITIES
ASSOCIATED WITH IFRS ADOPTION IN DEVELOPING COUNTRIES, AND
THEORETICAL FRAMEWORK

3.1 Introduction

The previous chapter offered an overview of the background to IFRS harmonisation and
discussed the experience of developed countries adopting the standards. This chapter
discusses the literature regarding IFRS adoption in developing countries, including
Saudi Arabia, before presenting the theoretical and conceptual frameworks underlying
the current study. The chapter is divided into seven sections. Section 3.2 discusses some
of the key issues around IFRS adoption in developing countries, including the debate
about the relevance of the standards and the pressure these countries face from
international institutions. Section 3.3 focuses on the literature exploring the experience
of Middle Eastern countries, including Saudi Arabia, after which Section 3.4 discusses
the perceived opportunities IFRS adoption offers developing countries, according to the
literature. Section 3.5 discusses the reported practical and environmental challenges
associated with adoption. The theoretical basis of the study and the conceptual
framework are discussed in Sections 3.6 and 3.7 respectively. The chapter concludes

with a brief summary and an explanation of the research gap this study aims to fill.

3.2 IFRS Adoption in Developing Countries

Developing countries are generally defined as countries that are still in the early stages
of economic growth and therefore lack a stable income (Wallace, 1990; World Bank,
2016). The adoption of IFRS in developing countries has attracted interest from a
relatively limited number of academics and practitioners (e.g. Irvine and Lucas, 2006;
Gyasi, 2010; Laga, 2012; Owolabi and lyoha, 2012; Okpala, 2012; Schachler, Al-
Abiyad and Al-Hadad, 2012; Zakari, 2014; Nurunnabi, 2017b), most of whom see IFRS
as having the potential to raise the standard of financial reporting and enhance
comparability between countries (Alsuhaibani, 2012 ; Alnodel, 2018). Taking
Kazakhstan as an example, Tyrrall, Woodward and Rakhimbekova (2007) show how
this can increase international investment. However, these studies also acknowledge that
environmental problems may make implementation difficult. Prather-Kinsey (2006) in
Mexico and South Africa, Lin and Chen (2000) in China, Chamisa (1994, 2000) in

Botswana and Zimbabwe, and Perera (1985) in Sri Lanka, while generally concurring
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that IFRS are relevant and beneficial to developing countries, note that the considerable

expense involved can disadvantage some regions in their attempts at implementation.

Other variables that can determine the success or failure of a developing country’s
attempts to create an IFRS-supportive setting include its access to capital markets, its
openness to the outside world, cultural, economic and political factors, the flexibility of
the legal system and tax regulations, and accounting education and training
opportunities (Gyasi, 2010; Laga, 2012; Schachler, Al-Abiyad and Al-Hadad, 2012).
Zeghal and Mhedhbi (2006), investigated determinants in 64 developing countries, 32
of which use IAS, they found that developing countries with a capital market, better
education opportunities and provision, and strong economic growth indicators are more

likely to embrace fresh accounting standards.

On the question of why developing countries choose to adopt IFRS, it has been argued
that the majority are influenced not so much by the potential economic benefits as by
political and/or institutional pressure. Section 3.2.1 discusses the influence of
institutions such as the IMF and the World Bank, but most developing countries are
motivated mainly by the desire to be accepted by the international business world, with
the result that in some of these countries, IFRS adoption does not necessarily lead to an
overhaul of the economic, political or cultural status quo (Alexander et al., 2004; Shima
and Yang, 2012). Abd-Elsalam (1999) cites Egypt as an example, showing how IAS
were introduced into the country in 1993, only to be replaced by new national standards
three years later.

A number of researchers have questioned whether IFRS are even relevant to developing
countries. While some see them as applicable (Cairns, 1990) and vital to economic
revival (Larson, 1993), others argue that the IASB caters for Western economies
(historically the main adopters of IFRS) and ignores the expectations and needs of those
on the developing side of the globe (Kosonboov, 2004; Alkhtani, 2012). Hove (1986)
points out that the reasons for setting accounting standards may vary significantly
between developing and developed nations, while Alnodel (2012) questions whether the
standards are relevant to developing nations with fragile economies and low reporting
levels. Samuels (1993), meanwhile, claims that developing countries’ political,
economic and legal environments and historical and cultural backgrounds may pose
challenges to IFRS adoption. The emphasis on transparency can be particularly

problematic for some countries, such as Iran, who may find the disclosure requirements
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culturally unacceptable (Rostami and Hasanzadeh, 2016). The difficulty is summed up
by Aliabadi and Shahri (2016), who argue that IFRS adoption cannot succeed in Iran
without greater transparency and cooperation between institutions. They suggest that
this should be government-led. However, the issue of transparency as an obstacle to
adopt IFRS in developing countries could be an issue to every one of these countries,
therefore worth investigating further. While this sounds like an interesting and
Important topic to research, it is beyond the focus of this study (it is instead mentioned
within the recommendations for further studies).

3.2.1 External Pressure to Implement IFRS

As noted above, developing countries may face considerable external pressure to shift to
IFRS (Mir and Rahaman, 2005; Kossentini and Othman, 2014; Nurunnabi, 2017). In a
study examining the factors behind IFRS application in 161 countries around the world,
Lasmin (2011) found that many were obliged to adopt the standards by international
bodies. Developing countries are often not given the chance to decide for themselves
whether or not they want to transition to IFRS because international organisations such
as the World Bank, IMF, I0SCO, the International Federation of Accountants (IFAC)
and the Big Four may make convergence a key stipulation for the provision of any kind
of assistance ( Hooper and Morris, 2004; Sucher and Alexander, 2004; Alfredson et al.,
2005 ; Mir and Rahaman, 2005; Chand and Patel, 2008; Alsaqga and Sawan, 2013;
Irvine and Ryan, 2013; Nurrunabi, 2017). This has led some to see these organisations
as “imperialist institutions” bent on spreading IAS/IFRS into developing countries in

furtherance of a capitalist agenda (Mir and Rahaman, 2005).

The IMF and the World Bank are major players in the world’s capital markets. Deeply
entrenched in capitalist structures (Annisette, 2004; Mir and Rahaman, 2005; Ibrahim et
el 2014, 2015; Nurunnabi, 2015), their main aim is to stimulate economic development
by making loans available to qualifying countries. The IMF was established with the
aim of facilitating monitory stability and capitalist growth in the post-war period
(Annisette, 2004; Albu et al., 2011), but it is also there to save countries who are
experiencing a shortage of foreign currency and struggling to pay their foreign debt. It
does this by making available balance of payments support and short-term loans.
However, these come with certain conditions attached; countries that want to borrow
money are required to change their overall policies to fit with those recommended by

the IMF. Once a country has agreed, the IMF comes in to identify projects to which it is
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able to offer long-term funding. These are generally projects which facilitate
development, such as schools and infrastructure projects (Mir and Rahaman, 2005;
Nurunnabi, 2015). The lending regime is designed in such a way that for a country to
access funds from the World Bank and, by extension, other development lenders, it has
to be a member of the IMF and willing to follow its policies. The arrangement forms
part of a deliberate plan by the founders of these institutions to force countries that want
funding to agree to the standards imposed by the bank (Luxford 1979, cited in Payer,
1982). In essence, World Bank funds are used as a reward for conforming to the
monetary and economic policy demands of the IMF (Annisette, 2004; Irvine and Ryan,
2013).

Cooke and Wallace (1990) argue that the World Bank and IMF are the leading players
in promoting accounting coordination in emerging and developing countries. One way
they do this is by recruiting global accounting firms to ensure that these countries are
fully adhering to IAS/IFRS. Perera (2003) explains that these firms have sought to
define themselves not just as powerhouses of institutionalisation but as international
entities able to dedicate funds to systems of global control and harmonisation (Cooper et
al., 1998). Mir and Rahaman (2005) provide evidence of the powerful role played by
these firms with their explanation that Bangladesh’s decision to embrace IFRS was
motivated in part by the World Bank’s warning that any projects it funded in that
country had to be audited by accountants who were internationally reputable. In their
Syria-based study, Gallhofer, Haslam and Kamla (2011) highlight the damaging effect
that this competition from international accounting firms can have on the viability of
local accounting firms faced with the high cost of retraining local professionals to work
with the new standards. However, this high cost and the possible damaging effects of
conversion to an internationally acceptable system may reflect the isolation of the local
accounting system and accounting regulators in certain developing countries like Syria.
Henceforth, such international systems require certain levels of transparency which may
threat the conservatism and heavy control practiced by political systems in a number of

developing countries, such as Iran and Syria.

Finally, Lasmin (2011) found that once IFRS standards have been introduced,
accounting firms only have to emulate one another or similar regions with an

established reputation for prosperity and sustained growth. His study confirms that
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implementation is driven not only by economic pressure but also by the pressure for

social legitimacy.

3.3 IFRS Adoption in Middle Eastern Countries

Countries across the Middle East? may share the same culture, language and even
business practices, but they differ in terms of disclosure patterns and accounting
practices (Askary and Jackling, 2005; Alzeban, 2016). This is because, as Aghimien
(2016) found in his comparative study of the Middle East and the US, the development
of accounting standards is impacted by local cultural influences, economic development
rates, taxation, and finance sources. Aghimien (2016) argues that movement in the
direction of IFRS adoption could offer a level of transparency and encourage
international investors to have a positive view of the opportunities available in the
Middle East. Similarly, Irvine and Lucas (2006) attribute the UAE’s decision to
implement IFRS to globalisation, arguing that despite the challenges associated with
adopting Western-leaning standards, developing countries embrace IFRS because they
see this as a way to access the supposed benefits of the global economy. Hassan, Rankin
and Lu (2014), meanwhile, see the spread of IFRS in the Middle East as part of a larger
move to protect investors and reform governance in the region, though they caution that
if this implementation is not done effectively, it risks being perceived as merely

symbolic.

Levels of IAS compliance vary across the Middle East; according to one study,
compliance ranges from 70% in Kuwait to 55-60% in Qatar and Saudi Arabia (Askary
and Jackling, 2005). Several studies have highlighted especially high levels in Bahrain,
with Joshi, Bremser and Al-Ajmi (2008) finding that 92.8% of small family-run firms in
their study used IAS to enhance their financial reporting. Participants in the study
claimed not to have any problems interpreting the standards and that their accountants
were capable of preparing properly compliant financial statements, though the authors
point to the need for more detailed implementation guidance. Juhmani (2012) reported
an average compliance level of 81% among 41 firms in the same country, while
Alrawahi and Sarea (2016) recorded compliance of 83% among 36 companies in the

Bahraini stock market. The latter study employed the disclosure index to assess

2 The Arab World consists of 22 countries in the Middle East and North Africa: Algeria, Bahrain, the
Comoros lIslands, Djibouti, Egypt, Irag, Jordan, Kuwait, Lebanon, Libya, Morocco, Mauritania, Oman,
Palestine, Qatar, Saudi Arabia, Somalia, Sudan, Syria, Tunisia, the United Arab Emirates, and Yemen.
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compliance using financial reports. In Jordan, Momany, Al-Malkawi and Mahdy (2014)
explain that although IFRS were embraced by the country in 2002, they lacked a strong
enforcement framework. Consequently, the standards have recently been supplemented
with regulations designed to reassure investors that the business environment is both
transparent and efficient.

In terms of the benefits (and potential benefits) of IAS/IFRS adoption in this context,
Aljifri and Khasharmeh (2006) and Alsaqqga et al. (2012) highlight the positive impact
on financial reporting in the UAE, while Aliabadi and Shahri (2016) note the potential
effect of IFRS convergence on accounting quality and transparency in lIran, given
proper enforcement and full disclosure between the country’s accounting bodies and
auditing professionals. According to Naser et al. (2005) and Alsagqga et al. (2012), IFRS
means better comparability between firms, financial information that is more useful to
decision makers, and more consistency when it comes to accounting principles and
conventions. The challenges to adoption in Gulf Cooperation Council ( GCC )countries
particularly are highlighted by Naser et al. (2005), who draw on their findings from a
survey of user groups (government officials, investors, academics and auditors) to
conclude that the main obstacles to harmonisation across these countries are the lack of
legal and professional requirements and poor regulatory enforcement. Looking at the
UAE in particular, Irvine and Lucas (2006) also advise that for IFRS adoption to be
effective, appropriate regulatory systems are needed to deal with cultural issues linked

to fraud and secrecy.

3.3.1 IFRS Adoption in Saudi Arabia

There are very few studies on IFRS adoption in the context of Saudi Arabia (Alkhtani,
2010; Alsuhaibani, 2012; Almotairy and Alsalman, 2012; Alsulami et al., 2017;
Nurunnabi, 2018). While these studies have set the scene and acted as a foundation for
this current study, they suffer from certain limitations. For example, Alkhtani (2010)
examined the perceived relevance of IFRS prior to transition (when his findings showed
that listed companies were unsure of the challenges they might face, he recommended
against transition), unlike the current study, which assesses the perceived benefits and
challenges now that partial transition has taken place. Almotairy and Alsalman (2012)
assessed the institutional factors behind adoption of IFRS in Saudi Arabia (the only
GCC member whose listed companies are not obligated to use IFRS), identifying

accountant training and language barriers as the main challenges. However, their
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reliance solely on secondary data, in the form of annual reports from insurance
companies, arguably limits the scope of their findings. Alsuhaibani’s (2012) study,
which examines the impact of cost and training needs on IFRS implementation in

telecommunications companies, is also quite limited in scope.

In a recent study, Alsulami et al. (2017) went as far as outlining the various benefits and
challenges facing Saudi Arabia in the final stage of the transition process. Drawing on
secondary data and SOCPA publications for data, their findings confirmed that the
benefits of IFRS adoption far outweigh the challenges, though the authors recommend
that the regulatory authorities still need to resolve issues around compatibility with
Sharia law and Zakat®, and accountant education and training. These challenges need to
be addressed for the accounting standards in Saudi Arabia so to be acted upon. The
findings are echoed by Nurunnabi (2018), whose exploratory study, which combines
documentary analysis and interviews with key stakeholders in the Big Four and
practitioners, also identifies far more benefits than disadvantages. It also highlights the
education system and a lack of qualified accountants as the main hurdles threatening

IFRS implementation in the kingdom.

It should be noted that the above studies were not applied on the same economic sector
as the current study. This study, while using the previous research as a base, differs in
terms of objectives as it aims to find out why Saudi Arabia shifted from its own
standards to the partial use of IFRS and how the transition project is perceived by key
stakeholders in the country. Lastly, this study uses mixed methods to provide richer
information about the current challenges and opportunities gained from IFRS adoption
in Saudi Arabia. Long before this transition, Haniffa and Hudaib (2007) blamed cultural
and institutional factors for the gap between what is expected and what actually happens
when it comes to auditing in Saudi Arabia, arguing that if auditing standards
incorporated Islamic principles, this gap would be reduced. One of the areas of interest
in the current study is the extent to which cultural factors, including Islamic principles,

are having an impact on the IFRS adoption process in Saudi Arabia (see Table 1-1).

3 Zakat is a form of tax. Under Islamic law, it is ranked second in importance after prayer and regarded as
a religious obligation for all Muslims who meet the wealth criteria. Zakat is charged at 2.5% of net worth.

3B|Page



3.4 Opportunities Associated With IFRS Adoption

The literature has identified a range of benefits arising from IFRS adoption. It is widely
accepted that financial reports prepared in accordance with IFRS are more
comprehensive than those based on local accounting standards and provide more
information for decision makers (Alsuhaibani, 2012). They enhance comparability
(Sunder, 2011) and transparency (Elhouderi, 2014) and drive improvements in reporting
quality and accounting systems that in turn foster economic development (Al-Mannai
and Hindi, 2015). Whittington (2005) and Alkhtani (2012) argue that IFRS adoption can
greatly enhance a country’s accounting measures and activities, allowing it to keep up
with global developments, and make its accounting profession more competitive
(Saudagaran and Diga, 2003). By bridging the differences between global accounting
systems (Radebaugh, Gray and Black, 2006; Alkhtani, 2012), IFRS adoption reduces
the cost of capital, facilitates international capital mobilisation, leads to wider market
development, increases market liquidity and improves value (Odia and Ogjedu, 2013;
Elhouderi, 2014; Al-Mannai and Hindi, 2015; Tyrrall, Woodward and Rakhimbekova,
2007; Nurunnabi, 2017; Daske et al., 2008; Dask and Gebhardt, 2006).

Guggiola (2010), Odia and Ogiedu (2013) and Elhouderi (2014) all argue that shifting
from the local GAAP to IFRS increases the influx of international investment and gives
firms opportunities to expand globally. Abdulrahim (2015) makes the case that FDI
boosts the competitiveness and growth of the receiving country, benefiting both local
and foreign firms. In the case of Saudi Arabia, this FDI is crucial to the kingdom’s plans
to diversify its economy and reduce its reliance on oil revenues because it will enable it
to retrain the workforce (according to Abdulrahim (2015), multinationals tend to
employ more people in administrative positions than other kinds of firms), add value to
local raw materials, and improve youth employment opportunities (Aga, 2014; Alsulami
et al., 2017). Adopting IFRS both boosts opportunities for FDI and helps ensure that this
investment is sustainable. The danger though, according to some, is that harmonising
Saudi Arabia’s accounting and financial standards with those of its foreign investors
may, if not done carefully, make it susceptible to the undesirable effects of FDI
(Alsuhaibani 2012; Alsulami et al., 2017; Nurunnabi, 2017). It is the view of Hussein
(2009) that there are precise characteristics which every country should have if it desires
to reap the rewards of FDI. These include increased governance and a labour market

which is free. The adoption of IFRS could essentially lead to better governance and also
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provide advantages to the labour market. However, if these characteristics and others
are not there, the foreign direct investment could lead to a negative impact on a country.
This could result in a country failing to gain the identified benefits of FDI, including
competitiveness and growth in the market. Therefore, in order to boost the benefits,
careful strategies aligned with a suitable monitoring service need to be in place upon
adopting IFRS.

3.4.1 Improved Financial Report Quality

Improving reporting quality involves raising its reliability, relevance, consistency and
understandability (Nulla, 2014). Empirical studies suggest that adoption of IFRS
improves relevance and reduces chances of earning management compared to
statements produced according to local standards (Nulla, 2014). However, there is also
strong empirical evidence that even after IFRS adoption, information quality is affected
by company and country characteristics and the differences between IFRS and local
standards (Lourenco et al., 2015). In other words, financial reporting quality continues
to depend not only on accounting standards and regulations, but also on factors such as

the prevailing legal framework, cultural background and institutional procedures.

This has led some to question whether common accounting standards are able to meet
the requirements and achieve the desired level of quality in all countries (e.g. Ball,
Kothari and Robin, 2000; Ball, Robin and Wu, 2003; Bischof and Daske, 2013; De
George, Li and Shivakumar, 2016). When Zakari (2014) and Masoud (2014b) tested the
market reaction to the adoption of IFRS in Libya, both studies found that the quality of
information after adoption did not meet the expectations of investors, probably due to
weak enforcement of the standards. Masoud (2014a) and Cerne (2009) offer another
possible explanation: that the accounting information that are modelled out to fit in with
developed countries’ accounting systems may not have any bearing in the emerging

economies’ frameworks or decision models.

3.4.2 Comparability

IFRS act as a universal language, making it easier for analysts to assess relative
performance, and for companies themselves to compare their financial reports with
those of other companies (Alkhtani, 2010; Alsalman, 2012; Zakari, 2014; Nurunnabi,
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2017). This has become increasingly important as international trade expands and
countries, most of which have historically adhered to their own local accounting
standards, have realised that they need to be able to understand each other’s accounting
systems. However, it is not enough simply to adopt IFRS; it is equally important that the
standards are consistently applied and enforced (Gassen, 2013; Zeng, 2015; Masoud,
2014a; Nurrunabi, 2015). As both mandatory and voluntary disclosure play a significant
role in the comparability function, appropriate legislation and requirements need to be
in place in order to enhance the comparability of accounts prepared according to IFRS.

3.4.3 Economic Growth

The adoption of IFRS at the international level has become a topic of regular analysis
and discussion in the field of accountancy, but there is some controversy surrounding
the link between IFRS and economic growth. It might be assumed that a country
employing internationally accepted accounting standards will be seen as more reliable
within its market, and researchers such as Zeghal and Mhedhbi (2006) have argued that
developing countries embracing IFRS have indeed demonstrated higher rates of
economic growth. Lahmar and Ali (2017) also show that adoption can bring economic
improvement, as long as it is accompanied by robust regulatory bodies and regulation.
However, Woolley (1998) found no significant difference in terms of economic growth

between Asian companies adopting IFRS and those using local standards.

3.5 Challenges Associated With IFRS Adoption

The literature highlights a number of challenges for developing countries considering
IFRS adoption. For example, the adoption process may meet with resistance if the
standards are not seen as meeting the accounting needs of the country (Tyrrall,
Woodward and Rakhimbekova, 2007), or if they are seen as incompatible with Islamic
law (Irvine and Lucas, 2006). Organisations may struggle with translating and
interpreting the IFRS (Alsuhaibani, 2012; Joshi and Ramadhan, 2002; Alkhtani, 2012;
Alsulami et al., 2017) and with the costs involved in retraining accountants and auditors
to manage the transition (Alsuhaibani, 2012; Elhouderi, 2014; Almotairy, 2014;
Jermakowicz, 2004; Kolsi and Zehri, 2013). Another potential obstacle to
harmonisation, according to Yapa (2003) and Joshi, Yapa and Kraal (2016), is the lack
of capacity of professional accounting bodies, whose support is central to implementing
the accounting standards effectively as the IASB recommends.
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It has been argued that adoption alone is not enough to guarantee improvement; much
depends on the country’s institutional and enforcement mechanisms (Leuz, 2013). For
example, Hassan et al. (2014) found that the adoption of IFRS in Iraq has not produced
better accounting quality because of that country’s institutional instability, while Kolsi
and Zehri (2013) suggest that adoption is pointless without a strong
legislative/regulatory regime. The following section discusses some of the main

practical challenges that have been reported in developing countries.

3.5.1 Main Practical Challenges of IFRS Adoption

Practical challenges include ensuring that information technology systems are IFRS-
compatible, and accurately costing the adoption process, from the investment needed for
employee training and the restructuring of internal control systems to the additional
auditing costs that are likely to be incurred (Nobes, 2014; Thompson, 2016). Mande
(2014) cites unconsolidated rules and a lack of regulatory strategies as a potential
problem, while Osemeke and Adegbite (2016) argue that substantial dissimilarities
between IFRS and the local legal system could be an indication that companies are
likely to mitigate the difficulties imposed by the diversity of statutes linked to IFRS
adoption. Other practical challenges include a shortage of trusted markets that can be
used to determine the fair value of liabilities and assets, and not enough IFRS-certified
accountants (Landsman, 2007; Laux and Leuz, 2009; Quagli and Avallone, 2010;
Edeigba, 2017).

Throughout the period of transition, awareness needs to be raised through training and
support, so that those who prepare financial statements can understand and use the new
standards well (Bonson, Cortijo and Escobar, 2009; Judy et al., 2016; Beckman, 2016;
Joshi, Yapa and Kraal, 2016). Jermakowicz, Reinstein and Churyk (2014) highlight the
importance of education and training in enabling preparers to adapt to the introduction
of IFRS in developing countries, and a number of other studies have reported similar
findings in other developed countries (Jones and Higgins, 2006; Guerreiro, 2012;
Ibrahim, Stanton and Rodrigs, 2014), but the evidence from developing countries
suggests that practitioners have only limited support or instruction from regulatory
bodies (Alkhtani, 2012; Nurunnabi, 2017; Alsalman, 2012). In Libya, Faraj and El-
Firjani (2014) found that those responsible for preparing financial statements were

confused by the inconsistency between local disclosure requirements and IFRS
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requirements. The authors attribute this to the dearth of training for accountants, lack of
awareness regarding IFRS adoption, and the poor adaptability of accounting employees.
Ahsina (2012) identifies a similar lack of understanding of IFRS requirements in
Morocco, along with internal control problems, leading him to conclude that the
majority of Moroccan companies are not ready for the implementation of IFRS. In
Saudi Arabia, Nurunnabi (2017) blames the lack of facilitation programmes on the lack
of awareness around the transition from Saudi Accounting Standards (SAS) to IFRS. He
also cites language differences as one of the key challenges affecting IFRS adoption in
the country.

The unification of accounting standards is a big step towards making financial
statements drafted in different countries comprehensible. However, just making the
statements uniform is not enough to ensure international comparability; also vital is how
IFRS are applied (De Fond et al.,, 2011; Edeigba, 2017; Nurunnabi, 2017b). The
following section discusses the environmental factors that can affect how this is done in

developing countries.

3.5.2 Environmental Factors Impacting the Adoption of IFRS

Environmental factors such as language, national accounting practices, the economic
influence of the state, and local cultural dimensions and legal systems all affect the
manner in which IFRS are implemented (Nobes, Parker and Parker, 2008; Tsakumis,
Campbell and Doupnik, 2009; Shima and Yang, 2012; Cardona, Castro-Gonzélez and
Rios-Figueroa, 2014; Nurunnabi, 2015 ; Edeigba, 2017). First of all, implementation
must be compatible with domestic laws and regulations; in the case of Islamic countries
such as Saudi Arabia, this also includes Sharia law. The role of culture and accounting

education are discussed in some details in the following sections.

3.5.2.1 Culture

According to Hofstede et al. (2010, p. 6), “Culture distinguishes the members of one
human group from another”. The influence of cultural dimensions on accounting
standards at local and international levels has been identified as one of the key issues
facing accounting and financial institutions all over the world (Tsakumis, Campbell and
Doupnik, 2009). These cultural dimensions lead each community to produce an
accounting system that is unique to its own context (Askary, Yazdifar and Askarany,

2008). The IASB was established with the aim of minimising the resulting discrepancies
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between national systems (Tsakumis, Campbell and Doupnik, 2009; Alsulami, 2017;
Alkhtani, 2012).

Lasmin (2012) drew on Hofstede’s model of cultural dimensions to study the links
between the decision to adopt IFRS and the cultural aspects of 40 developing countries,
which he divided into three categories: those choosing full adoption, those choosing
partial adoption and those deciding against adoption. Using regression analysis and
taking into account social and economic variables, Lasmin (2012) found that countries
with a lower individualisation index, power index and uncertainty avoiding index were
more likely to implement IFRS, as were those countries with high levels of foreign aid
and education. Lasmin concluded that in developing countries, the decision to adopt

IFRS is influenced more by culture than by economic pressure.

Researchers such as Skotarczyk (2011), Alkhtani (2012) and Alsulami et al. (2017)
argue that cultural values differ to a measurable degree across different countries. This
has led some to investigate the effect that these values have on how global-level rules
such as IFRS are understood and applied. Tsakumis, Campbell and Doupnik (2009)
note the influence of cultural values such as secrecy and conservatism, arguing that they
have an even greater impact where implementation is a matter of judgement or
interpretation. The authors refer to a study by Timothy and Martin (2003), which came
to the conclusion that the US is more liberal than other countries when applying
principles of accounting. For instance, they refer to the use of the term “probable” as the
threshold when recognising items which depreciate in income. Other countries usually
employ a lower threshold than that employed by the US, reflecting a more conservative

application of the principles.

3.5.2.2 Education

As noted in Section 3.5.1, lack of understanding and awareness can be a major
impediment to IFRS adoption in developing countries. This has led a number of authors
to highlight the need for better education and training on the subject (Nurunnabi, 2015;
Almotairy and Stainbank, 2014). Generally, in developing countries, accounting
education deals primarily with the establishment of accounting systems and the impact
of accounting standards. There is an obvious relationship between the level of education

that accounting employees have and the degree to which IFRS is implemented
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(Alkhtani, 2010; Zeghal and Mhedhbi, 2016; Alsulami et al., 2017); put simply, those
countries with properly trained employees are better equipped to adopt and apply the
standards (Almotairy and Stainbank, 2014). In Saudi Arabia’s case, full compliance
with the International Educational Standards (IES) would boost the training of the
kingdom’s accountants and create a solid basis for the wider implementation of IFRS
(Almotairy and Stainbank, 2014). Nurunnabi (2017ab) and Alsulami et al. (2017) both
report that one of the leading challenges faced by listed companies in Saudi Arabia is
that accountants in the country lack experience in making professional judgements.
Both authors attribute this to deficiencies in the education system. Given its importance
to the adoption and implementation of IFRS, the impact of this factor was tested in this

study.

3.6 Theoretical Framework

A number of theories may be deployed to help inform how countries and companies
deal with changes in accounting systems. For example, agency theory posits that
corporate managers implement accounting standards to the advantage of stakeholders
rather than capital providers because of the underlying benefits in management
performance and compensation arrangements (Borker, 2013; Phan, 2014). Cultural
theory assumes that shared perceptions, systems of common symbols, projections of a
person’s thought, and unconscious infrastructure determine whether preparers of
financial statements respond negatively or positively to IFRS procedures (Gray, 1988;
Borker, 2013; Hofstede et al., 2010), while stakeholder theory provides an explanatory
account of the ethical and normative branch and decision-making features in accounting

activities and financial reporting systems (Borker, 2013).

Institutional theory clarifies the methods by which businesses respond to institutional
changes to generate legitimacy (Oliver, 1991; Scott, 2001). A number of studies (e.g.
Gallhofer et al., 2011; Irvine, 2008; Mir and Rahaman, 2005; Nadia et al., 2011) have
demonstrated the impact of institutional theory on the use of IAS in developing
countries and emerging economies. This research draws on new institutional theory
because it addresses the more resilient and profound features of social structures. Since
the adoption of IFRS in Saudi Arabia has been made mandatory by SOCPA and SAMA,
the study assumes that IFRS implementation is being determined, disseminated and
regulated by institutional factors. The theory reflects on the processes through which
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structures, including plans, guidelines, standards and practices, become established as
authoritative procedures for social conduct. It investigates how these structures are
shaped, mixed, implemented and reviewed over space and time, or, conversely, how
they decline and become obsolete (Scott, 2004, p. 2). The following sections offer a

more detailed explanation of the adopted theory and conceptual framework.
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3.6.1 Institutional Theory

Institutional theory, which is widely implemented in social science research and
particularly within accounting studies (Scott, 1995; Greenwood, Hinings and Whetten,
2014), positions economic phenomena within their broader cultural, political, social,
civil, religious and technological context (Greenwood, Hinings and Whetten, 2014).
Three variants of institutional theory — old institutional economics (OIE); new
institutional economics (NIE), also known as transaction cost economics; and new
institutional sociology (NIS) have been employed to acquire knowledge of company
change and accounting procedures (Clark, 2004; Ibrahim, Stanton and Rodrigs, 2014).
This study employs new institutional theory (NIT), the salient characteristics of which
are discussed in the following section.

3.6.2 New Institutional Theory

DiMaggio and Powell (1983) define an institution as a recognised social status quo
comprising a number of guidelines and homogenous activities. NIT involves looking at
institutions in terms of their milieu, the impacts of outsider expectations on the
institution or group, and those structures and practices through which the group seeks to
ensure its validity. Institutional isomorphism is the process through which an institution
attempts to conform to the expectations of its environment by being seen to act in valid
and legitimate — that is, socially established — ways. NIT posits that it is these external
influences rather than cost-minimising objectives that do most to shape intra-
organisational structures and procedures. Organisations operating in a similar
environmental context are subject to comparable expectations when it comes to
selecting and designing internal structures and practices such as the accounting system
(Moll, Burns and Major, 2006); if they are to maintain legitimacy, these structures and
practices must be acceptable to the wider milieu (Albu et al., 2011; Ibrahim, Stanton
and Rodrigs, 2014). As Rodrigues and Craig (2007) explain, this can lead to one
institution or group of practices becoming similar to those of another institution or
group; in other words, isomorphism may be roughly equated with convergence, with
institutions ultimately upholding similar values and following similar strategies and
policies (Covaleski, Dirsmith and Michelman, 1993; DiMaggio and Powell, 1983;
Annisette, 2004; Mir and Rahaman, 2005; Abdulhakeem, 2015; Nurunnabi, 2015).
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From the institution’s point of view, convergence makes access to resources easier

(DiMaggio and Powell, 1983) and helps safeguard its existence within the community.

The isomorphism process may be driven by competitive forces pushing the organisation
to adopt least-cost frameworks and activities, or it may be driven by coercive, mimetic
or normative pressures (DiMaggio and Powell, 1983). Coercive isomorphism is driven
by external determinants, such as government policy, regulation and supplier
relationships, that compel an institution to use particular internal frameworks and
practices. The clearest examples of coercive pressure are formal guidelines and
regulations (Oliver, 1997; Albu et al., 2011; Ibrahim, Stanton and Rodrigs, 2014); as
DiMaggio and Powell (1983) point out, organisations must adhere to these in order to
achieve and sustain legitimacy. Nations wanting to compete in global capital markets
may face coercive pressure not only to adhere to global regulations and policies, but
also to adopt the regulatory systems favoured by other parties in the market (Irvine,
2008).

Mimetic isomorphism is when organisations mimic the internal structures and measures
of other organisations in order to gain credibility (DiMaggio and Powell, 1983; Ibrahim,
Stanton and Rodrigs, 2014). For countries, too, there can be pressure to conform to
conventional frameworks and behaviours, particularly during uncertain times, though
this pressure may meet with resistance where there is a strong sense of national identity
and culture. In terms of accounting systems, transnational companies/organisations have
created well-planned and coordinated systems (Cooper et al., 1998). As such, they have
emulated other companies in terms of the desirability for globally harmonising
particular practices, including financial auditing. Such keenness to model has been
unprecedented for developing and emerging countries, which may show their use of

global accounting measures.

Normative isomorphism takes place when companies embrace the frameworks and
guidelines produced by professional agencies and experts. There has recently been
criticism of this characteristically “macro” emphasis since the theory necessitates larger
incorporation with “micro” interpretations and recognition of the interactive type of
established procedures. (DiMaggio and Powell, 1983; Ibrahim, Stanton and Rodrigs,
2014)

The pressure exerted by the IASC/IASB and by organisations such as the World Bank
and IMF towards the global harmonisation of accounting standards has been studied by
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numerous researchers within accounting research in general and financial accounting
research in particular (Baker and Barbu, 2007; Albu et al., 2011). Some have drawn on
institutional theory to argue that under-developed economies are following Western
accounting guidelines and adopting global accounting criteria as evidence of their
“modernisation,” regardless of whether they are required by local circumstances (Meyer
and Rowan, 1977; Scott, 2001; Albu et al., 2011). Mir and Rahaman (2005), for
example, conclude that institutional legitimisation was a key variable in Bangladesh’s
decision to employ global accounting standards. Their analysis of archival sources and
interviews with influential stakeholders in Bangladesh (e.g. preparers and users of
yearly reports, SEC members and representatives from professional accounting
organisations) reveals the intense pressure global lending bodies like the World Bank
exerted on Bangladesh’s authorities and professional accounting organisations to ensure

robust accountability arrangements and build credibility with foreign investors.

Albu et al. (2011) identify similar pressure in their examination of the application of
global accounting criteria in Romania. Semi-structured interviews with key figures in
the field of financial reporting revealed the impact of coercive external forces like the
World Bank, and the complex interplay between organisations, politics and routines in
the Romanian setting. In particular, the findings highlight the difficulty of altering
accounting policies in an evolving economy (Albu et al., 2011). Other studies (Lasmin,
2011; Hassan, 2008) have also identified external pressure from the World Bank and its
agencies as the main drivers towards IFRS adoption in developing countries (see
Section 3.2.1), though it is questionable how much impact this pressure has on Saudi

Arabia, given the country’s financial power.

Irvine (2008) looks more specifically at the role of institutional isomorphism in the
UAE, finding that coercive, normative and mimetic pressures all played a role in driving
the country to adopt global accounting measures. Informal coercive pressure from the
World Bank and capital markets led to the inauguration of the Dubai Stock Exchange,
while the country’s trading partners (both in the oil and non-oil sectors) offered it
incentives to behave in globally accepted ways (i.e. encouraging mimetic isomorphism),
and the Big Four accounting firms wielded normative pressure by promoting themselves
as offering the best value and quality to Arab investors. These investors are required to
prepare and disclose their financial reports under IFRS. Other UAE accountancy
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companies, keen to compete with the Big Four, are also “encouraging their clients, with

considerable success, to prepare accounts under IFRS" (Irvine, 2008, p. 133).

Dayyala et al. (2017) link harmonisation with NIT and diffusion theory, applying
Rogers’ adopter categories of adoptee countries. These classify adopters into four
categories (see Figure 3-1): early adopters or innovators, early adopter majority, late
majority adopters, and laggard’s majority adopters. Drawing on data from 98 countries
for the period 2000-2016, the authors used IAP LUS to identify countries announcing
their adoption of IFRS. Their findings indicate that IFRS diffusion is driven by inter-
country communication and contact, and that all three forms of isomorphism play a role.
Like Dirsmith et al. (1993), Irvine (2008) and Nurunnabi (2015), the authors conclude

that countries respond to external and macro pressures in order to gain legitimacy.

Figure 3-1 Rogers’ adopter categories of adoptee countries

Early majority = Late majority

*Early adopters : i Laggards
= | =1 K| | - |

Innovators

Source: Dayyala et al. (2017)

The above discussion focuses on general explanations of the various guises of
institutional theory and focuses on theoretical contributions using institutional theory.
There appears to be a lack of NIT-based research exploring the adoption of IFRS in
developing countries (Albu et al., 2011; Ibrahim, Stanton and Rodrigs, 2014). The

current study addresses this gap by employing a conceptual framework based on NIT.
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3.7 Conceptual Framework

The literature discussed above (Irvine, 2008; Albu et al., 2011; lbrahim, Stanton and
Rodrigs, 2014; Lasmin, 2011; Hassan, 2008; Nurunnabi, 2015) illustrates how external
pressure from the World Bank, the IMF and the Big Four accounting firms influences
developing countries to adopt IFRS, and how adoption is challenged by internal factors
such as the legal system, government regulations and cultural factors. All of these
conflicts between external and internal forces could impact the adoption of IFRS in
Saudi Arabia. Furthermore, the decision to implement full adoption by 2017 may have
been useful to SOCPA in reshaping Saudi Arabia’s accounting system in the long term
as relevant and comprehensive annual reports could help the Saudi economy. According
to SOCPA’s 2017 annual report, the rationale that underpins a full adoption of IFRS in
Saudi Arabia is to achieve the Saudi Vison 2030* (SOCPA, 2017). Figure 3-2 below
identifies the challenges (economic, legal, educational and cultural) that face Saudi
Arabia on its path towards adoption and the benefits (higher-quality financial reporting,
increased capital investment, improved transparency and economic growth) that it could
bring. Taken in isolation, the opportunities outweigh the challenges of IFRS adoption,
but the pull-push® of internal and external forces in Saudi Arabia has led to adoption
being delayed in comparison to other GCC states such as the UAE.

A limited number of studies have discussed the adoption of IFRS in countries such as
Saudi Arabia, which have a social, legal and political structure which differs greatly
from those countries backing international accounting standards. No research has been
conducted in relation to the institutional pressure that influenced Saudi Arabia to adopt
IFRS. This study employs NIT to review the external and internal forces that influenced
Saudi Arabia to adopt IFRS in the banking sector and to determine the challenges and
opportunities which arose during the adoption process. In so doing, it considers a
number of drivers, including: institutional factors; normative pressure from professional
bodies such as SOCPA; mimetic pressure arising from the widespread assumption that
IFRS adoption is best practice and will boost economic growth; and most importantly,
coercive pressure from the government, itself influenced by agencies such as the World

4 Saudi Vision 2030, launched by the Saudi authorities led by Crown Prince Mohammed bin Salman,
calls for less dependence on oil, more powers to be given to the private sector, and the facilitation of
foreign investment (IMF, 2018).

SThe fact that there are several regulators in Saudi Arabia (e.g. SAMA, CMA and SOCPA) makes it
difficult to say precisely who is responsible for monitoring and enforcing reporting standards.
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Bank, the IMF and IAFC. All of which were mapped onto the research questions as
illustrated in figure 3-2 that presents the conceptual framework of this study, illustrating

the interaction between these factors and the decision to adopt IFRS in Saudi Arabia.
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Figure 3-2 Conceptual Framework
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3.8 Summary and Research Gap

This review of the literature on developing countries highlights the growing attention
now being paid to IFRS in these countries. The chapter starts with a general
discussion of the debates surrounding the perceived relevance of IFRS to developing
countries, the external pressure these countries face from institutions such as the
World Bank and IMF to adopt international standards, and the practical and
environmental challenges that can hinder implementation, before focusing
specifically on the findings of studies investigating the experience of Middle Eastern
nations, including Saudi Arabia. These highlight that for many of these countries, the
decision to adopt IFRS has been driven by a desire to enhance access to the global

economy, reassure investors and attract FDI.

The chapter then summarises what the literature considers to be the main
opportunities and challenges associated with IFRS adoption in developing countries.
In terms of opportunities, researchers have pointed to the potential of IFRS to
enhance financial reporting quality, comparability and economic growth, though
some caution that these benefits are dependent on the presence of robust enforcement
mechanisms. The lack of such mechanisms, along with a lack of training to raise
local understanding and awareness, and perceived cultural incompatibility with the
requirements of IFRS, have been identified by researchers as key obstacles to IFRS

adoption.

These studies have enhanced our understanding of the benefits and challenges of
IFRS adoption in developing countries; this study seeks to add to this understanding
by focusing on an as-yet unexplored context: the Saudi Arabian banking sector
during IFRS implementation. The study also breaks new ground by employing new
institutional theory (NIT) to give greater insight into the external and internal forces
driving the sector’s transition to IFRS. As highlighted in the conceptual framework,
these forces are to a great degree driven by coercive, normative and mimetic
pressures. Finally ,provide an explanation and understanding of the external and
internal pressure that operating on and within Saudi Arabia and the resulted
challenged and opportunities associated with the IFRS adoption in the case of Saudi
Arabia , the conceptual framework is original as previous studies such as( Irvin

2008) were based in secondary data ,where the current research employ the mix
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method to demonstrated the different pressure that lead the country to abandon it

local standards and move toward the IFRS.

CHAPTER 4:OVERVIEW OF SAUDI ARABIAN SYSTEM

4.1 Introduction

The aim of this study is to conduct the challenges and opportunities of adopting IFRS
in the Saudi Arabian context. This chapter takes a broad look at the environment in
Saudi Arabia and some of the dynamics that have had the biggest impact on the
development of accounting in the country. These include the kingdom’s politics,
economy, culture and religion, as well as external pressures. The chapter describes
the development of Saudi Arabia’s professional accounting body (SOCPA) and its
regulatory authorities (MCI, CMA and SAMA) before discussing the country’s

standard-setting process and the IFRS adoption process as it has unfolded so far.

4.2  Overview of Saudi Arabia
Figure 4-1: Map of Saudi Arabia

Source: Doing Business in Saudi Arabia (2017)
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Saudi Arabia is the largest country in the Gulf region (see Figure 4-1). It covers
around 2 million square kilometres, most of which is desert, with a chain of
mountains (1,100 kilometres long and ranging from 3,000 to 9,000 feet high) along
its western coast (General Statistics Authority, 2015). As of 2017, the population of
the kingdom was 32,552,447, of whom, 12,143,974 were foreign nationals (General
Statistics Authority, 2017). Around half of the population lives in Riyadh, the capital
city, and Mecca. Seventy-two percent of the population are aged between 15 and 64
years old, while 24% are less than 15 years old. The official language is Arabic, and
the country uses the Arabic lunar calendar (Hijri) (Shoult, 2006; Al Sedran, 2018).
Mecca, the city that all Muslims face when they pray, and Medina, the birthplace of
the Prophet Mohammed, peace be upon him, are considered two of the holiest places
not just in Saudi Arabia but for the greater Muslim world. Each year, the two cities
witness an influx of Muslims from all over the world coming to perform the Omrah
or Hajj pilgrimage. Almost all aspects of life in Saudi Arabia are influenced by
Islam, the country’s official religion. This religion extends to regulates and affects

business processes such as accounting.

4.3 Political Structure and Legal System
4.3.1 Saudi Political System

In any country, the political system is one of the main factors influencing the
accounting system. As an absolute monarchy, Saudi Arabia has no experience of
democratic institutions and practices. The Quran and the Sunnah are the two major
legislative sources, and any legislation is issued by royal decree (Alghamdi, 2012).
The main legislative bodies in the kingdom are the Council of Ministers and the
Majlis al-Shura (Council of Consultation). The King functions as the head of the
Council of Ministers, of which the Prime Minister and the Crown Prince are
members. One of the main tasks of the Council of Ministers is to help the King in the
execution of his duties. The King chooses who sits in the Majlis al-Shura, which
operates from the seat of power in Riyadh. According to Alkhtani (2010), these two
bodies have the authority to promulgate public law and take any initiatives. It should
be pointed out that Saudi Arabia has never been subject to colonisation or protection
by a Western colonial power.
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The Saudi political system remained stable during the Arab Spring (Kamrava, 2012;
Al Sedran, 2018), in part because the government demonstrated flexibility and a
willingness to change economic conditions for its citizens by introducing numerous
economic enhancements and raising salaries for government workers. Maintaining

stable political conditions is key to attracting FDI, including in the banking sector.
4.3.2 Legal System

As the official religion in Saudi Arabia is Islam, it affects all aspects of life in the
kingdom. The legal system is based on the Quran, which sets out the beliefs that
govern all facets of economic, social and political life, and the Sunnah, which,
through the actions and sayings of prophet Mohammed (PBUH), explains how these
beliefs should be implemented in the real life. These are supplemented by sources
such as the Ijma and the Qiyas (Alghamdi, 2012). The Ijma gives guidance on how to
read particular Islamic traditions as defined by early Islamic theologians, while the
Qiyas discusses how Islamic scholars can respond to the issues thrown up by
scientific and cultural change while remaining true to the basic principles of the
Quran and Sunnah (Alghamdi, 2012).

Saudi Arabian accounting policies, too, have their basis in Islamic Sharia law, which
determines how business is done, how accounting activities are carried out, and how
finance and banking operate (Lewis, 2001; Alkhtani, 2010; Alghamdi, 2012). All
Muslims are expected to adhere to this law in their financial dealings (White, 2004).
Western regulation might not be appropriate for states that draw heavily on Sharia
law, given the cultural differences between Islamic and Western countries. Islam
endorses collectivism and discourages individualism, while in Western civilisations
the idea of disclosure is significantly more individual in its range, the disclosure of
data linked to accounting leads to revealing of such information to the general public
(Alghamdi, 2012). Western societies regard the principles of trade and commerce as
fundamentally artificial in nature, which contradicts the moral principles of Sharia
law. Western companies tend to disclose information about their corporate social
responsibility- and charity-related activities to gain legitimacy, but such disclosure is
avoided in Islam in order to save the recipients of these charitable services and

activities from possible embarrassment.
Furthermore, as Sulaiman (2003), Alkhtani (2012) and Ahmed et al. (2019) point
out, Sharia law requires the production of information that is beyond the scope of
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Western accounting systems. For example, one of the key objectives of Islamic
accounting is the delivery of a fair foundation for the computation of Zakat
(Alghamdi, 2012). There have been several amendments to the Income Tax and
Zakat Law since its introduction in 1950 by Royal Decree No. 17/2/28/3321 (Al-
Ajmi, 2009). Accounting practice is at the heart of this law; Article No. 6, for
example, stipulates that all business ventures and individuals engaged in investment
or commercial practices are required to provide organised accounts specifying the

business’ capital takings and expenditures for the financial year.

Trade between Saudi Arabia and the UK and US has had a major impact on Saudi
company law and accounting systems (Alsultan, 2017), with much of the national
regulation being adapted from US and UK principles (Alsultan, 2017). However, the
country’s accounting standards are first and foremost expected to be able to deal with
the instruments and measures required under Sharia law, and to meet the

expectations and needs of Saudi users.

4.4 Economic System

4.4.1 Economic Overview

Historically, Saudi Arabia’s main economic activities were agriculture and religious
pilgrimage, but since the late 1930s, oil has been the country’s main source of
revenue (Al Sultan, 2017). The Saudi economy is the strongest and most stable in the
Middle East. The country possesses 18% of global oil reserves (OPEC, 2015) and is
the world’s largest oil producer to date, with oil exports now accounting for more
than half of the national income (Ministry of Economy and Planning, 2018). GDP
was reported as 683.3 billion USD in 2017, up from 646 billion USD in 2016 (World
Bank, 2017). As a result of that enormous leap in growth, the net flow of FDI stood
at around 13 billion USD. Becoming a member of the WTO has allowed Saudi
Arabia to play a more active role in the global economy (MCI, 2016), but it has also
increased pressure on the country to change some of its regulations, policies and

investment plans to bring them into alignment with those in developed countries.

The increase in per capita income from oil revenues has driven consumption and
fuelled a rise in both imports and exports, and there have been massive changes in
the types of business enterprise operating in the kingdom. Since the 1970s, there has
been a shift away from conventional individual and family-based enterprises towards

partnerships and associations (CMA, 2015). This has increased demand for a wide
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array of accounting services and led to a rise in the number of accounting companies
(Alkhtani, 2010; Alsultan, 2017).

Notwithstanding its recent growth, Saudi Arabia is intent on reducing its dependence
on oil and encouraging more FDI into the country. The 2008 global downturn and
subsequent collapse in oil prices served as a stark warning of the danger of relying on
a single source of income, prompting the Saudi government to start looking for other
means of generating revenues. It became necessary to take action to enhance FDI and
attract other sources of investment: one strategy was to adopt IFRS; another — Saudi

Vision 2030 — is discussed in the following section.
4.4.2 Saudi Vision 2030

Saudi Vision 2030, launched by the Saudi authorities led by Crown Prince
Mohammed bin Salman, calls for less dependence on oil, more powers to be given to
the private sector, and the facilitation of foreign investment (IMF, 2018). Its key

targets include:

s Ensuring a strong, thriving and stable Saudi Arabia and providing

opportunities for all.

%+ Offering better opportunities for partnerships with the private sector based on
the country’s position as the heart of the Arabic and Islamic worlds, its

leading investment capabilities, and its strategic geographical position.

+«+ Enhancing the business environment in order for the economy to grow and

thrive.

% Ensuring healthier employment opportunities for Saudis and long-term
affluence for all.

%+ Maintaining cooperation and mutual responsibility throughout.

One of the first initiatives driven by Saudi Vision 2030 was the privatisation of
ARAMCO, a state-owned oil enterprise, through the sale of 5% of its shares (IMF,
2018). This step has been hailed as a positive move, as shifting one of the
government’s largest assets into the private sector means more investment
opportunities and fewer regulatory obstacles, while at the same time ensuring more

diversification in other economic sectors.
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The decision to open up the local market to overseas investors (Al Sedran, 2018) is
evidence of the government’s resolve to overcome previous constraints and expand
the opportunities for diversification. One potentially rich area of opportunity is
tourism, which has seen major investment on the strength of the recommendations in
Saudi Vision 2030. Religious tourism in particular is a thriving business in the
kingdom; according to the General Statistics Authority (2018), in 2017 alone,
1,862,909 pilgrims visited the holy cities of Mecca and Medina for Hajj and
19,079,306 visited for Omrah. A railway linking the two cities has now been
completed, but Zamani-Farahani and Henderson (2010) recommend further
initiatives to improve the products and services offered in this sector. As they
explain, there are more than 1.5 billion Muslims around the world, most of whom

will wish to make this religious trip at least once in their lifetime.

4.4.3 Saudi Stock Market

The Arabic term “Tadawul” refers both to the Saudi Arabian Stock Exchange as an
institution and the stock exchange process in the capital market. The Tadawul was
founded in 1935 (Aljaser, 2002; Alsultan, 2017), at which time there were only five
listed companies in the kingdom (Albarrak, 2005). This had grown to 17 by 1975,
since then the number has increased as oil prices have risen (Albarrak, 2005; Alamri,
2014; Alsultan, 2017). Recent government plans to expand privatisation across a
wide range of economic and business sectors have also incentivised many family
enterprises and private corporations to go public. As a result, the number of Saudi
listed companies almost tripled over 10 years, from 61 in 2004 to 161 in 2014
(Tadawul, 2015). Table 4-1 below shows the total number of listed companies as of
2017.
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Table 4-1 Total Number of Listed Companies in the Tadawul

Sector Number of listings

Banks & Financial Services
Petrochemical Industries
Cement

Retail

Energy & Utilities

Agriculture & Food Industries
Telecomm. & Information Technology
Insurance

Multi-Investment

Industrial Investment
Building & Construction

Real Estate Development
Transport

Media and Publishing

Hotel & Tourism

Total

Source: CMA (2017, Online)

12
14
14
17
2

16
4

35
7

15
18

175

In 1984, the government issued a royal decree appointing the Saudi Arabian

Monetary Authority (SAMA) to monitor and develop regulation for the market
(SAMA, 2016). SAMA’s activities included the introduction of automated clearing

and settlement in 1999, followed the next year by the Electronic Securities

Information System (ESIS). Three years later, the government established the Capital
Market Authority (CMA\) to regulate the stock market and investment therein (CMA,

2014). The Tadawul is chaired by a self-regulating board comprising nine members
appointed by the CMA. Government institutions such as SAMA, the MCI and the

Ministry of Finance are responsible for nominating three of the nine members, listed

companies may nominate two, and the remaining four are nominated by licensed

brokerage firms.
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Although big when compared to stock markets in other developing countries,
researchers have concluded that, as in other developing countries, the Saudi stock
market is ineffective (Alkhtani, 2010; Alghamdi, 2012). This is in spite of the
government introducing new requirements and regulations to improve adherence to
corporate governance and disclosure requirements in 2006, and the CMA’s efforts to
improve the clarity and comprehensiveness of corporate financial reporting (CMA,
2007). At the end of July 2017, individuals held 27.26% of the shares in the main
market, while institutions possessed 66.09%; only 2.18% were owned by
shareholders from other Gulf states and 4.47% were owned by foreign companies
(Tadawul, 2017). It can be inferred, therefore, that there is an institutional orientation

in the main market that leaves little opening for foreign investors.

4.5 Privatisation

In recent decades, the government of Saudi Arabia has, by encouraging the extension
of the private sector and the diversification of economic activities, sought to reduce
the country’s dependence on the petroleum revenues that has long been the mainstay
of its economic development (SAGIA, 2018). For almost two decades, the Supreme
Economic Council (SEC) has played an important role in the promotion of
privatisation, overseeing the application of economic strategies that promote private
sector investment and liaising between the different governmental bodies. A key part
of the government’s strategy has been the privatisation of government-owned
businesses such as power services and telecommunications, while initiatives such as
its Eighth Development Plan (2010-2015) have focused directly on promoting the
private sector (SAGIA, 2016). Through its actions, the government has not only
encouraged economic diversification, but it has also started to change its own role

from that of dominating presence to passive supervisor (Alghamdi, 2012).

The impact of the government’s initiatives is demonstrated by the fact that between
1975 and 1995, the proportion of GDP generated by the private sector rose from 2%
to nearly 50%. Furthermore, 75% of GDP was generated by non-oil products (United
Nations, 2019). According to Hassan (1998), only 20% of developing countries have
a private sector that generates more than 50% of GDP; in most cases, the figure is
less than 30% (Bloomberg, 2012). This makes Saudi Arabia’s private sector much
more effective than that of many other emerging economies, especially in the

southern hemisphere.
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4.6 Saudi Arabian Culture

The strong impact of cultural dimensions on both local and intornational accounting
standards has been observed since the 1970s (Tsakumis, Campbell and Doupnik,
2009); indeed, the IASB was launched to help bridge the differences in accounting
practice that arose as a result of this cultural variation (Tsakumis, Campbell and
Doupnik, 2009). As far as Arab cultures are concerned, arguably the most
comprehensive empirical study is that by Hofstede (2010), though this places all
Arabic-speaking countries into one homogeneous group and pays little attention to
the cultural and other differences between them. The current study focuses on one of
these countries: Saudi Arabia.

In terms of Hofstede’s cultural dimensions, Saudi society may be broadly
characterised as high-power distance, high uncertainty avoidance and masculine.
There is a general lack of transparency (Alkhtani, 2012), with the culture and, in
turn, the business, legal and political environment being shaped by tradition and —
most specifically — religion. Social networks, whether friends and acquaintances or
family and tribe, are hugely influential; for example, Rice (2004) and Aldossari and
Robertson (2016) observe that it is a deep-rooted tradition among Bedouin tribes and
chiefs that they may approach politicians for support and favours. Wasta, which Rice
(2004, p. 64) defines as “the granting of favours to friends, extended family, and
tribal members in order to circumvent rules” is a widely practised tribal tradition in
the Gulf states in general and in Saudi Arabia in particular (Aldossari and Robertson,
2016). The collective spirit of Saudi culture is also evidenced in the importance
attached to family; Rice (2004) reports that it is typical for young people to remain in
their parents’ house and be financially dependent until they marry. The huge impact
of tribal and social behaviour on Saudi culture is something that foreign investors
must learn to understand if they are to venture into the country’s business

environment (Aldossari and Robertson, 2016).

Bedouins and ethnic Arabs in fact only account for part of Saudi Arabia’s population
(Wilson and Graham, 2016). The racial mix is particularly noticeable in the western
region, where hundreds of pilgrims returning from Mecca and Medina have decided
to settle rather than going back to their homelands. However, as the glue that unites
all these ethnic minorities, Islam has much more influence on culture than local

traditions and behaviours. As discussed in Section 4.3.2, Sharia law is the basis for
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all legislation in Saudi Arabia and the Muslim faith impacts on all walks of life,
including business, political and social activities. Prokop (2003) argues that much of
the legitimacy and power of Saudi’s top politicians is drawn from religious authority,
whereby the more they claim they are applying Sharia, the more likely it is the public
will want them to stay in power. Islam’s effect on business is most evident during the
holy month of Ramadan, when obligatory fasting and shorter business hours disturb
daily routines and reduce productivity (Rice, 2004; Aldossari and Robertson, 2016).
All in all, the cultural distance or gap (Rice, 2004; Idris, 2007; Aldossari and
Robertson, 2016) between Saudi and Western cultures can be a major hurdle for

foreign stakeholders seeking to venture into the Saudi market.

While the study of these dimensions is useful in determining the opportunities for
and threats to investment, it also highlights a fact that is directly relevant to
accounting practice in Saudi Arabia; that is, the economic interests of the country do
not take precedence over cultural phenomena like favouritism and family loyalty.
This often results in negligent and careless accounting practice, which is then
covered up, and lack of transparency in companies (Alkhtani, 2012). The aspects of
Saudi culture described above seem to confirm to a certain extent the ostensible
relationship between Gray’s (1988) accounting values (as per Hofstede’s
dimensions) and specific characteristics of the accounting culture that shapes the
country’s accounting system. A refined accounting system is needed that will have
more influence than the traditional accounting system currently in place, but this

system must take into account and accommodate these cultural aspects.

4.6.1 New Culture

The impact of the West on modern-day Saudi culture is more evident in the younger
generation. In the field of accounting, Western culture is having an impact through a
number of individuals who have completed their tertiary education in countries like
the US and UK and then helped set Saudi Arabia’s accounting standards, or
influenced the training of its accounting professionals, upon their return home
(Alghamdi, 2012) (see Section 4.8.2.3).
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4.7 Regulatory Bodies for Listed Companies
4.7.1 Ministry of Commerce and Investment (MCI)

The Saudi MCI was established in 1953 with the main objectives of regulating
commercial activities in Saudi Arabia and implementing and enforcing trade policies.
It also regulates and maintains foreign trade relations and is in charge of promoting
the production and export of non-oil products. Before the creation of the CMA, the
MCI had sole responsibility for regulating listed companies and protecting their
shareholders’ interests. The upgrading of the Companies Law in 2015 saw these

regulatory and supervisory roles assigned to the CMA.

The MCI 2019 Annual Report describes the organisation’s aim as being to promote
business activities outside the petroleum sector both within and outside Saudi Arabia,
which it sees as key to distributing wealth across the country and attracting
investment from the rest of the world. Another aim is to enhance the effectiveness
and reinforce the role of private enterprise and entrepreneurship in order to expand
the range of commercial activities and keep abreast with local and international
markets. The report emphasises the need to start recruiting talented people from
across the country, to promote and organise the business services sector and to
develop financing activities in collaboration with the concerned authorities. The
report is optimistic that these measures will enable the trade sector to improve in
terms of producing goods and services that meet Saudi and international
specifications and ensuring that consumers have access to the right quantity of goods
at the right price.

4.7.2 Capital Market Authority (CMA)

Established in the early 1950s, the CMA operated under SAMA’s supervision up
until 1989, when the government set its rules and guidelines. The real revolution,
however, came in 2003 when a royal decree made CMA the government’s regulator
of the Saudi stock market and accountable for all financial, procedural and legal
monitoring. An independent body reporting directly to the Minster of Saudi Arabia
(Saudi Arabia’s Minister of Finance), the CMA’s main role is to regulate and
develop the Saudi capital market in accordance with the rest of the world and within

the capital market law. It is responsible for creating a suitable environment for
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investment and enforcing transparency, and for protecting investors from illegal

trading.

In 2015, CMA allowed non-Saudis to access the Saudi market and purchase shares in
Saudi companies using swap arrangements. These must be conducted by Saudi
brokerage firms licensed by CMA to hold and buy shares for non-Saudi clients. This
opened up investment opportunities in Saudi Arabia, but it also increased pressure on
CMA to facilitate direct access to the market. In response, the CMA reformed its

procedures. The newly formulated aims, published in June 2015, are as follows:

1. “To monitor and control the stock market of Saudi Arabia (Tadawul) and the
development of its standards and trades;

2. To help secure and protect the public and investors from illegal, unfair and
unsound practices such as manipulation and fraud;

3. To develop and improve market efficiency and regulate transaction security;

4. To provide suitable measures and standards to avoid risk with any
transaction;

5. To monitor and regulate listed companies’ disclosure of information;

6. To monitor and regulate all transactions and activities in the Saudi market
(Tadawul); and

7. To oversee and improve the issuance of securities under the transaction-
trade.” (CMA, 2018)
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4.7.3 Saudi Arabian Monetary Authority (SAMA)

Ever since it went into operation in October 1952, SAMA has played an important

role in monitoring and regulating Saudi Arabia’s financial system. Under the

supervision of the Central Bank (see Figure 4-2), SAMA is responsible for licensing

banks, investment institutions and lending organisations and ensuring that the

banking system remains robust.

Figure 4-2: Mission of Saudi Arabian Monetary Authority (SAMA)

Source: SAMA (2018, Online)

SAMA’s responsibilities include (SAMA, 2015):

1.
2.

o 0o k~ w

Handling all banking affairs with the government;

Regulating and issuing the Saudi currency (Riyal), managing the stability of the
currency by strengthening its value internally and externally and improving its
cover;

Regulating the foreign exchange reserves of Saudi Arabia;

Implementing policy to manage prices and exchange rate stability;

Managing the growth of the financial system and ensuring its development;
Regulating all financial disclosure and reported information from banking,
insurance and financial companies;

Controlling currency exchange dealers and commercial banks;

64|Page



8. Administering insurance firms and the insurance practice of self-employed
professionals;

9. Keeping financial firms under supervision; and

10. Regulating the activities of credit information companies and related

professions.

There are currently 12 banks in the country offering a mixture of conventional and
Islamic banking services and products (see Table 4-2). These are: Bank Al Jazira,
Bank Al Bilad, Al Rajhi Bank, Banque Saudi Fransi, Riyadh Bank, Samba Financial
Group, Alinma Bank, the National Commercial Bank (NCB), Arab National Bank,
the Saudi Investment Bank, the Saudi British Bank (SABB) and Saudi Hollandi Bank.
At the time of writing, the government share in commercial banks stands at no more

than 10%, which means that adequate financial flows facilitate fair price funding.

Table 4-2: Saudi Arabia’s Banking Sector

Source: SAMA (2016, Online)
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Monitoring and enforcement are the responsibility of several regulatory bodies, who
between them employ a range of instructional frameworks®. According to Almotairy
and Alsalman (2012), regulatory bodies such as SOCPA and the CMA have resisted
adopting international standards on the grounds that they are unsuited to the Saudi
environment. In contrast, SAMA has been ordering all banks and insurance
companies to prepare their financial reports in accordance with IFRS since 2008.
Thus, while the banking and insurance sectors apply IFRS, all other listed and
unlisted companies are still under the local or national accounting standards (SAS)
mandated by SOCPA.

SOCPA’s Strategic Plan for 2009-2013 contained a commitment to improve Saudi
accounting standards and made no mention of adopting IFRS. However, since 2002
SOCPA has issued just four Saudi standards. It concedes that “in the absence of a
Saudi accounting standard or professional opinion as issued by SOCPA, the
accounting standard issued by the IASC on that issue shall be considered the
generally accepted standard in this respect” (SOCPA, 2009, p. 10). In short, IFRS are
applied in Saudi Arabia whenever the local accounting standards provide insufficient
guidance. This variation in institutional bases in terms of reporting standards raises
questions about comparability within the accounting system (Almotairy and
Alsalman, 2012).

4.8 Accounting in Saudi Arabia
4.8.1 Professional Development and the Emergence of SOCPA

Efforts to enhance the accounting profession in Saudi Arabia began in 1979 when Mr
Abdulaziz Al-Rashed, the owner of an auditing firm, was commissioned by the MCI
to research ways of promoting performance (SOCPA, 2016). This was followed in
1981 by a series of workshops and seminars at King Saud University addressing the
question of how to improve accounting standards and the Saudi accounting system so

as to meet the demands of Saudi’s emerging economy (Alsaeed, 2006).

King Saud University established the Saudi Accounting Association (SAA) within its
Department of Accounting in 1981 (SOCPA, 2016). However, while the SAA may

have had its origins in an academic institution, it actively engaged with practitioners

® SAMA, SOCPA and the CMA each have their own framework for monitoring and enforcing
reporting standards.
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in the field to instil and consolidate accounting concepts across the profession (Al-
Mogbel, 2003). It also promoted the exchange of thoughts and initiatives with
professionals outside Saudi Arabia, as well as offering advice and encouraging
research to enhance the kingdom’s accounting system. These efforts came to fruition
in 1986 with the issue of the General Presentation and Disclosure Standards
(SOCPA, 2017).

A major step towards the continuous promotion and regulation of the accounting
profession was taken in 1992 with the launch of the Saudi Organisation for Certified
Public Accountants (SOCPA) (SOCPA, 2017). The organisation is presided over by
the Minister of Commerce and Investment and a board of up to 13 members, two of
whom are deputy ministers. The other affiliates include six certified accountants and
two university academics, as well as the Deputy President of the General Audit
Bureau. SOCPA’s funding comes from a combination of subscribers’ contributions,
published works and government subsidies. Like the board, the technical committees
charged with articulating supervisory guidelines are made up of a mixture of

academics, accountants and company representatives (SOCPA, 2017).

Several key tasks are carried out by SOCPA, including developing and issuing
accounting standards, implementing solutions to ensure the disclosure of financial
statement elements, and developing and enforcing auditing standards for CPAs. The
organisation is also responsible for assessing auditors, tracking CPA performance,
guaranteeing compliance with Saudi accounting principles and rules, and
strengthening the Code of Professional Conduct. SOCPA prepares and oversees the
Professional Licence test and provides continuous professional development
opportunities, producing a newsletter for accountants and auditors and hosting

conferences, seminars and workshops in accounting and auditing (SOCPA, 2016).

4.8.2 Factors Influencing the Saudi Accounting System

Saudi Arabia may not have adopted any external accounting standards, but its own
standards are somewhat similar to the US GAAP. The country’s accounting
regulations and practices are influenced by three main factors: international
accounting firms, foreign businesses and Saudi Arabia’s accounting education

system. These are discussed below.
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4.8.2.1 International Accounting Companies

In the mid-1980s, overseas firms provided almost 40% of auditing and accounting
services to companies operating in Saudi Arabia (SAMA, 1986). The proportion has
declined since then, with the majority of services being provided by local firms
(SAMA, 2016), but the Big Four companies (Deloitte Touche Tohmatsu, KPMG,
PricewaterhouseCoopers (PwC) and Ernst & Young) remain active in the country,
operating from their British or US branches or working with companies already
operating in Saudi Arabia (Alghamdi, 2012). As providers of consultancy services,
the Big Four are able to exert pressure on client firms to adopt IFRS and arguably to
take advantage of those that do not. They may also encourage the Saudi employees
of these firms to seek further training in Western countries in order to upgrade their
skills and knowledge in the field (Alghamdi, 2012).

4.8.2.2 Foreign Businesses

A common way for accounting concepts and measures to be transferred between
countries is through international trade. This is nothing new; double-entry
bookkeeping was exported from Italy centuries ago by Italian merchants dealing with
their counterparts in other countries (Lee, 1975). According to Al-Rumaihi (1997),
the economy of Saudi Arabia has seen rapid development over the past three
decades, with many overseas firms, especially from the US and UK, contributing
massively to the improvement of the country’s infrastructure, including roads,
bridges and educational institutions (according to SAMA (2016), foreign contractors
were assigned 63% of the aggregate value of development contracts in 2016). This
has had both positive and negative impacts on local accounting systems. On the one
hand, Saudi staff in these companies are being introduced to contemporary
accounting practices and new technology, and some graduate employees are even
being given the opportunity to travel abroad for additional education and training in
specific accounting techniques (Alkhtani, 2010; Alghamdi, 2012). On the other hand,
these foreign firms employ their own accounting values, which may not be consistent
with local environmental and cultural conditions. In these circumstances, importing

foreign accounting practices into local businesses can be problematic.
4.8.2.3 Accounting Education in Saudi Arabia

Like many other emerging countries, Saudi Arabia has pledged to provide

scholarships for students wanting to study business and accounting abroad,
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particularly in the UK and the US. In 2004, approximately 30,000 Saudi students
were granted scholarships to study in higher education institutions (HEIs) overseas.
However, this number increased dramatically after the introduction of the King
Abdullah bin Abdulaziz Programme for Studying Abroad, and by 2015 there were
75,000 Saudi students studying at foreign HEIs (Ministry of Higher Education,
2016).

This has an impact on accounting in Saudi Arabia as returning students become the
next generation of faculty members — a generation that has the knowledge and
expertise to change how accounting is taught. This can only be to the benefit of the
profession as a whole. Having obtained postgraduate degrees in the US or UK (for
example), they come back to Saudi Arabia able to pass on what they have learnt and
to introduce others to new policies and accounting standards. However, it is arguably
scholars from Egypt that have had the greatest impact through their role as teaching
assistants and professors in accounting departments across Saudi Arabia; in King
Saud University alone, 80% of the teaching staff originates from Egypt (KSU, 2016).
These faculty members have had massive input into the formulation of departmental
policies and a major influence on teaching methods and the learning process, with
positive results. It is worth noting that as a former British colony, Egypt is
significantly influenced by the UK accounting system. This arguably makes Egyptian
scholars particularly well placed to help navigate the import of the UK educational
and regulatory system into the Saudi context (Almotairy and Stainbank, 2014).

The accounting profession in Saudi Arabia also contains members from other Gulf
countries, most of whom have qualified first in their home country before completing
postgraduate studies in US or UK HEIls. Almotairy and Stainbank (2014) also
highlight the influence of the US and UK, showing that teaching staff tend to favour
material provided for them during their postgraduate studies or training in these
countries. Kantor et al. (1995) describe an initiative undertaken to recruit Saudi
accounting professionals and give them additional training at Saudi universities (e.g.
the University of Petroleum and Minerals, King Saud University and King Abdelaziz
University). Although a promising step towards training more professionals at home
universities, here too, the instruction was heavily influenced by US and Egyptian
content as the tutors had either learnt their trade or qualified in these two countries.

Western and other accounting systems and procedures thus have a far-reaching
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impact on Saudi’s national system, resulting in an assortment of accounting
standards and activities that draw from several countries and contexts. This will be

explored further in the following sections.

4.8.3 The Setting of Accounting Standards

Prior to the establishment of SOCPA in 1992, the preparation of the Saudi standards
was SAA’s responsibility. However, since 1992, this role has been assigned to
SOCPA (Article No. 19). The standard-setting process comprises ten phases
(SOCPA, 2002, 2007; Al-Mogbel, 2003), any one of which may be affected by
political interference (Alkhtani, 2010), especially as SOCPA has shown itself to be
incapable of monitoring the process or offering accounting standards that meet the
expectations of all Saudi stakeholders (Alsalman, 2003; Alzaben, 2018). The
following section discusses the previous accounting standards and how they compare
with IFRS.

4.8.3.1 Existing Accounting Laws

Prior to 1992, the SAA had issued only a single set of accounting standards; namely,
the General Presentation and Disclosure Standards in 1986. These were based on
the standards in Germany, the US and Tunisia (SOCPA, 2016). The selection of
these countries was based on a number of factors, including the level of development
of the accounting profession, the extent of similarities between the economic
environment of that country and that of Saudi Arabia, and the potential help Saudi
Arabia might get from professional bodies in these countries (Alkhtani, 2010).
Alghamdi (2012) adds that the US was selected for its well-established and highly
advanced accounting standards and profession and because it is a Saudi close ally;
Germany was selected because of its rules and measurements; and Tunisia was

chosen because it is an emerging country.
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By 2016, SOCPA had developed 21 accounting standards and 15 auditing standards
(see Table 4-3). These all draw on US GAAP, IAS and UK standards.

Table 4-3 Saudi Accounting Standards up to 2016

Saudi Accounting Standards up to 2016 Year of issue

1 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 costs 1998
8 Consolidation of financial statements 1998
9 Investment in securities 1998
10 Preliminary financial reports 1999
11 Zakat and income tax 1999
12 Fixed assets 2001 2001
13 Accounting for leases 2001
14 Segmental reports 2002
15 Accounting for investment according to property rights 2002
16 Intangible assets 2002
17 Accounting for government grants and subsidies 2003
18 Accounting for the impairment of non-current assets 2004
19 Earnings per share 2007
20 Accounting for service construction contracts 2010
21 Accounting for business combinations 2011

Source: SOCPA (2016, Online)

4.8.3.2 Comparing IFRS and SAS

There have been numerous critical accounts of the similarities and differences
between IFRS and SAS (e.g. Alkhtani, 2010; Almotairy and Alsalman, 2012;
Nurunnabi, 2017a). However, while these studies have provided crucial background
knowledge for practitioners and regulators looking for a suitable convergence

platform, most in fact lack the detailed comparison they purport to provide.

The major differences that have been identified between the international and
national standards are: (1) they employ different accounting assessments, with SAS
making greater use of historical cost than fair value (the MCI allows the employment

of fair value only in regard to market value of shares); (2) international standards
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require more detailed statements and disclosure; (3) international standards also
provide more information, including more explanatory notes and sections to assist
the reader; (4) there is greater focus on the framework and aims covered by the
standard (e.g. IAS 34 requires a more detailed account of activities than SAS 10,
including gains and losses) (Alsulami, 2017; Alkhtani, 2012; Nurunnabi, 2017a). The
Zakat and income tax standard (11), and the administration and marketing expenses
standard (6) have no connection with international accounting practices. A more
detailed comparison of the two sets of standards is displayed in Appendix F.

4.9 Process of IFRS Adoption in Saudi Arabia

In 2012, the MCI appointed SOCPA to set up a committee, alongside SAMA and the
CMA, to formulate a plan for the transition to IFRS (SOCPA, 2016). The SOCPA
Project for the Transition to International Accounting and Auditing Standards
(SOCPA, 2018) involved: (1) approving the international accounting standards; (2)
assessing whether any changes were needed; and (3) identifying the standards that
were most appropriate for the Saudi context and in line with best international
practice. The committee undertook to classify the international financial standards
into categories in order to study their various legal, procedural and cultural aspects.
Mindful of the environmental challenges and wanting to maximise the chances of a
smooth transition, SOCPA announced that the adoption of IFRS had to be done
gradually to give professionals in the country time to prepare (SOCPA, 2018). The
various phases of the plan are outlined below.

49.1 First Phase

«» The accounting and auditing committee studied the relevant international
standards in order to determine whether any adjustments were needed, in light of
local environmental factors taking into account the readiness of the local
environment.

+* Round-table discussions were held to review and comment on the standards.
These included accountants in the banking sector, users, preparers and other
regulatory representatives (e.g. from SAMA and the CMA).

% Feedback from these meetings and any proposed amendments were reviewed by
the technical committee.

% The technical committee’s recommendations were published on SOCPA’s

website for public consultation.
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¢+ All public comments were reviewed and any further adjustments are referred to

the technical committee to deal with.

4.9.2 Second Phase

Listed companies were required to start implementing all standards for the period up
to January 2017. Interim financial statements were required to be in line with
international standards for the first three months of 2016 (enabling accounting
managers in those firms to come up with comparative findings for the following
year), but most companies were unable to meet this requirement. Companies were
expected to prepare their annual report in line with IFRS from December 2017. Once
compared to the previous year, public listed companies were required to start the
adoption phase in time for the onset of the new financial period soon after. The
decision of SOCPA to supervise all listed companies’ adherence to the convergence
schedule (see Figure 4-3 was backed by all regulatory bodies, including the CMA
and SAMA.

4.9.3 Third Phase

SOCPA’s three-stage plan was designed be accomplished within the specified
timescale (2012-2017) (see Figure 4-3). The intention was to create sub-categories
for each set of standards that contain all [ASB reviews and accountants’ opinions to
be dealt with. To avert any confusion, SOCPA has promised that the international
standards will not change drastically in the near future, and that priority will be given

to issues related to the current requirements of the converged standards.

Figure 4-3 SOCPA Adoption Plan Timeline

2012: Launch of SOCFA
Project for the Transition

to International December 2017: all listed
Accounting and Auditing companies must comply
Srtandards with IFR %

January 2016- December
2016: interim reporting in
accordance with IFRS
comparable year

(Source: Authors own)
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4.9.4 Last Phase: Adoption Day

Companies had to transition to IFRS by December 2017 (SOCPA, 2015). Public
companies were expected to have audited their accounts as mandated in international
standards by the end of 2017, with non-public companies expected to do the same by
2018 at the very latest.

4.10 SOCPA and Future Challenges

SOCPA has made considerable progress in terms of identifying the challenges to
transition and finding ways to make its efforts at adoption more successful, but its
plans have arguably been undermined by the limited number of Certified Public
Accountants (CPAS) in listed companies, and indeed in SOCPA itself (Nurunnabi,
2017a); only 227 of its 5,000 affiliates are licensed CPAs. Saudi Arabia has only 163
accounting firms to meet the needs of almost 5,000 clients, though the vast majority
of listed companies in the country seem to favour working with the Big Four, who
together account for 90% of the auditing market (Nurunnabi, 2017a). The lack of
sufficient local expertise is both encouraging this dependence on the Big Four (even

though this means incurring higher costs) and undermining trust in local firms.

Only a limited number of professionals have assisted in the examination and
preparation of Saudi accounting standards, partly due to the low salaries and
incentives offered by SOCPA. Instead, the majority of qualified accountants prefer to
pursue the career opportunities offered by big accounting firms and companies based
in Saudi Arabia. Moreover, the response and contribution to the new SOCPA-issued
standards has been very limited.

The growing need for information and the inevitable disruption mean that SOCPA
will continue to face challenges. The primary aim of this study is to assist SOCPA by
recommending potential courses of action and by ascertaining if IFRS are

contextually relevant to the Saudi Arabian case.
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4.11 Summary and Conclusion

This chapter examines some of the factors that have had the biggest impact on the
growth and development of the accounting sector in Saudi Arabia, including
religious, political, cultural and economic factors, as well as other external factors.
The chapter provides an explanation of accounting policies and regulations in the
country, as well as of how its accounting bodies and accounting standards were

constructed.

A major challenge to IFRS adoption is the impact of the local culture, which is
heavily influenced by Islam, a religion that is inconsistent with IFRS on a number of
points. Auditing and accounting standards must take into account the mechanisms
and measures employed in Sharia-based financial transactions, and they must be able

to run alongside SOCPA’s standards for Zakat computation.

SOCPA having been established in 1992, Saudi Arabia is some way behind other
countries in the preparation of national accounting standards, most of which have
been influenced by practice from a range of countries. Nevertheless, SOCPA has
faced considerable pressure from a number of interested parties to make the
transition from these local standards to IFRS. A major factor in this pressure is the
drive to increase FDI; this was the underlying motivation of the Saudi Stock Market
Authority (CMA) when it recommended SOCPA to use IFRS as a way of pushing
companies to improve their financial reporting and provide better clarity and more

information for investors.
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CHAPTER 5:METHODOLOGY AND METHODS

5.1 Introduction

The previous chapters have reviewed the literature regarding the challenges and
opportunities associated with IFRS adoption in developed and developing countries,
presented the conceptual framework of the current study and given an insight into its
context. This chapter presents the methodology and methods employed for the
research. Section 5.2 offers an overview of the pragmatic assumptions on which the
research approach was based, after which section 5.3 gives details of the research
design and how it addressed the research questions. Section 5.4 describes the data
collection process, including the design and administration of the questionnaire
survey and semi-structured interviews. Section 5.5 concludes with an explanation of

the study’s ethical compliance and a summary.

5.2 Research Paradigm and Philosophy

The research paradigm is the framework that guides the researcher’s practice in the
field (Willis, Jost and Nilakanta, 2007; Saunders and Lewis, 2012; Collis and
Hussey, 2013). It is characterised by a particular set of ontological, epistemological
and axiological assumptions. This set of beliefs, along with the type of environment
or information involved (Corbin and Strauss, 2014), influence which methods the
researcher chooses to make sense of reality and events and produce the sought-after
knowledge (Guba and Lincoln, 1994).

5.2.1 Research Philosophy

Saunders et al. (2013) describe the research philosophy as relating to the
development of knowledge and the nature of that knowledge. The selection of a
research philosophy should be the researcher’s first concern as it goes to the heart of
how he or she sees reality and the nature of knowledge (Saunders et al., 2013). The
main research philosophies are subjectivism and objectivism; according to Saunders,
Lewis and Thornhill (2016), the subjectivism or objectivism of a paradigm are

expressed through its epistemological, ontological and axiological assumption.
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5.2.1.1 Ontology

Ontology refers to the nature of reality (Duberley, Johnson and Cassell, 2012). For
the researcher, the question is whether the phenomenon being investigated exists
independently of social actors (Bryman, 2006; Symon and Cassell, 2012; Saunders,
Lewis and Thornhill, 2016) (objectivism), or only through the perceptions and
consequent actions of social actors (Saunders, Lewis and Thornhill, 2016)
(subjectivism). If the phenomenon is one with which the researcher is familiar
(Saunders and Lewis, 2012; Symon and Cassell, 2012), the varying assumptions by
researchers can lead to various realities, which could either be subjective or
objective. Subjectivism’s assumption that social phenomena are the outcome of the
assumptions and beliefs that guide social actors (Easterby-Smith, Thorpe and Lowe,
2001; Saunders and Lewis, 2012; Collis and Hussey, 2013) — in other words, that
reality is socially created — has led some to rename it as “social constructionism”
(Saunders and Lewis, 2012). The concept of social constructionism allows
researchers to place emphasis on social actors’ thought processes, feelings and
communicative acts, and how they make sense of a given context through social

interaction (Martin and Sugarman, 1996).

One of the objectives of this research is to carry out an exploratory study of the
external factors that are affecting the adoption of new accounting standards in the
context of Saudi Arabia. This inevitably means that much of the data are socially
constructed, as many of these external factors are not independent, unchanging

objects but the products of people’s actions and sense-making.
5.2.1.2 Epistemology

Epistemology is concerned with what constitutes acceptable knowledge in the field
of research (Saunders and Lewis, 2012), with particular focus on how we know the
world and the nature of the relationship between the inquirer and the known (Guba
and Lincoln, 1994; Bryman, 2004). As such, it takes into account the perceptions of
the researcher and how he or she examines different kinds of phenomena (Easterby-
Smith, Thorpe and Jackson, 2012). Hopper and Powell (1985) refer to epistemology
as the branch of philosophy focused on identifying types of knowledge, where this
knowledge comes from (i.e. what kinds of evidence sources are used) and methods of

language acquisition and transmission.
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In epistemological terms, the two main paradigms are positivism and interpretivism
(Collis and Hussey, 2003). In the positivist paradigm, only quantifiable and
recognisable phenomena count as knowledge (Collis and Hussey, 2003; Easterby-
Smith, Thorpe and Jackson, 2012). According to O’Sullivan and Irby (2014, p. 375),
“the positivist paradigm assumes that reality is ordered, predictable and ultimately
knowable through objective measures and rigorous application of scientific
methods”, although Alvesson and Skoéldberg (2017) note that positivism can
recognise as natural phenomena that are, in fact, socially constructed. This approach
is mostly linked to quantitative research methods (Saunders, Lewis and Thornhill,
2007; Jankowicz, 2000; Collis and Hussey, 2003; Johnson and Onwuegbuzie, 2004)
in which the researcher seeks to gauge the links between variables by means of
quantifiable observations that can be interpreted and analysed statistically (Saunders,
Lewis and Thornhill, 2007).

In the interpretivist or phenomenological paradigm, phenomena are not seen as
possessed of an independent reality but as social constructs that are highly dependent
on time and context (Collis and Hussey, 2003). According to Saunders, Lewis and
Thornhill (2007, p. 107), “phenomenology refers to the way in which we as humans
make sense of the world around us”. Crotty (1998) indicates that the
phenomenological approach requires the individual to interact with phenomena in his
or her own world; this extends to the researcher, whose own mental and emotional
state will affect how he or she understands social reality (Collis and Hussey, 2003).
In other words, the researcher becomes an integral part of the research. The
prioritisation of subjective consciousness means the phenomenological paradigm is
naturally suited to a descriptive and interpretive approach (Remenyi and Williams,

1998) and to qualitative research methods.

This study combined elements of both the positivist and interpretivist paradigms,
adopting a pragmatic approach to examine the benefits and challenges associated
with IFRS adoption in the context of Saudi Arabia. In this approach, the major factor
underpinning the research philosophy is the research question, and it is acceptable to
draw on both the positivist and interpretivist positions, combining quantitative and
qualitative methods to collect and interpret data (Saunders et al., 2012; Collis and
Hussey, 2003). In this case, a survey was conducted to collect quantitative data that

would give an initial overview of how key stakeholders in the banking sector and
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other prepares perceive IFRS adoption and its associated challenges and
opportunities. Since these perceptions are subjective in nature, semi-structured

interviews were conducted to explore them in more detail qualitatively.

5.2.1.3 Axiology

Axiology refers to the function of value in the research context or the level of
attachment or detachment of the researcher (Saunders, Lewis and Thornhill, 2007).
In the positivist paradigm, the research is considered value-free because the
researcher is disconnected from the phenomenon under investigation. Conversely,
research conducted under the interpretivist paradigm is likely to be value-laden
because the researcher will interact with the subjects and/or objects he or she is

attempting to study (Easterby-Smith, Thorpe and Jackson, 2012).

The decision to combine elements from the positivist and interpretivist paradigms in
this study was guided by the research questions and research objectives. The aim was
to conduct a value-free observation of the challenges and opportunities associated
with IFRS adoption in Saudi Arabia’s banking sector, as perceived by the key social
actors (e.g. accountants in the banking sector, certified public accountants, financial
analysts and SOCPA). The opinions and responses of these standard setters form the
basis of the investigation, thus the analysis, and these responses may arguably have
been influenced by the interaction between participant and researcher. However, care
was taken to maintain independence from the research subject (Saunders and Lewis,
2012), while the mixed method research design allowed the gathering of both
quantitative (from the questionnaire survey) and qualitative (from the semi-structured
interviews) data. The latter allowed rich insights into the subjective views and
experiences of participants and confirmed and clarified the statistical results
(Maxwell and Mittapalli, 2010).

5.3 Research Design

The research design must enable the researcher to capture the data needed to meet
the articulated objectives (Creswell, 2009). According to Bryman and Bell (2015),
this involves choosing between the quantitative, qualitative and mixed methods
approaches. The following sections discuss the quantitative and qualitative research

approaches and describe the approach adopted in the current study.
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5.3.1 Quantitative Research

Research that is objective in nature is typically quantitative in approach (Naoum,
1998). In the social sciences, quantitative research generally involves investigating a
social or human problem by testing a theory composed of variables or formulated
hypotheses using statistical methods (Creswell, 2009). The results of the quantitative
analysis are then used to produce generalisations or to assess hypothetical-deductive
generalities’. Saunders and Lewis (2012) list a number of differences between
qualitative and quantitative data: first, quantitative data pay more attention to
meanings extracted from statistics, whereas qualitative data focus more on
information and meanings conveyed through linguistic and communicative acts and
exchanges; and second, quantitative data are numerical and standardised, while
qualitative data are generally non-standardised and categorised into sub-sets or
groups. Quantitative data analysis relies on mathematical and statistical tools, with
the results being presented in the form of graphs, tables, charts and figures. In

contrast, qualitative data analysis is undertaken by means of conceptualisation.
5.3.2 Qualitative Research

Patton (1992) describes qualitative research as the in-depth description of certain
events, observed interactions, general opinions and behaviours, while Brannen
(1992) explains that qualitative studies aim to expound both the viewpoints and the
conduct of the people under investigation. The main methods of collecting data in
this kind of research are focus groups and face-to-face interviews, direct observation
and case studies (Saunders and Lewis, 2012), with semi-structured interviews being
particularly popular for their ability to yield detailed data about participants’
experiences, beliefs, emotions and knowledge. The resulting qualitative data are non-
statistical and non-quantifiable (Saunders et al., 2014). The aim in the qualitative
approach, according to Patton (1990), is to inductively give meaning to human

experiences and actions within a given contextual setting.

Quantitative and qualitative methods have their own strengths and shortcomings, and
one study may employ both in the data collection process (Patton, 2002; Saunders,
Lewis and Thornhill, 2016). The main consideration when choosing a paradigm,

according to Patton et al. (2002), should be whether it suits the purpose of the

" This is a proposed description of scientific method where scientific inquiry proceeds by formulating
a hypothesis in a form that could be conceivably be falsified by a test on observable data
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inquiry, the questions being investigated and the available resources — not whether
the researcher is adhering consistently to the prescribed canons of either logical

positivism or phenomenology.

In the current study, the type of information needed and the research objectives
meant that the most suitable research design was a combination of qualitative and
quantitative methods (see Figure 5-1). Taking into account the researcher’s own
ontological and epistemological beliefs, and the culture and environment of both the
researcher and the participants (Snape and Spencer, 2003), the decision was made to
adopt a pragmatic approach to examine the adoption of IFRS in the context of Saudi
Arabia. Under this paradigm, the major factor underpinning the research design is the
research question, and it is possible to combine both positivist (quantitative) and
interpretivist (qualitative) methods to collect and interpret data (Saunders and Lewis,
2012). The questionnaire survey allowed the capture of quantitative information from
a large sample of respondents, thus facilitating generalisation of the findings. The
questionnaire data were supported by the qualitative data gathered from the semi-
structured interviews, promoting data quality and minimising the risk of bias. The
deductive approach was considered appropriate because the study seeks to test
known concepts and theoretical patterns rather than to infer new patterns and
concepts from the empirical data (see Saunders et al., 2009; Bhattacherjee, 2012;
Trochim et al., 2015).

5.3.3 Mixed Method

Robson (2002, p. 80) asserts that “The general principle is that the research strategy
or strategies, and the methods or techniques employed, must be appropriate for the
questions you want to answer”. In line with its adoption of a pragmatic paradigm
combining elements of both the interpretivist and positivist philosophies, this study
employed both quantitative (questionnaire surveys asking closed questions) and
qualitative (semi-structured interviews asking open-ended questions) instruments on
the grounds that these were considered the best able to respond to the research
questions (Saunders, Lewis and Thornhill, 2009). The mixed method approach also
made the research process less susceptible to inaccuracies because it allowed for data
triangulation and reduced the risk of bias (Hussey and Hussey, 1997). Each method
can address the other’s limitations; for example, it is possible to cover a sizable
sample using questionnaires, but it is highly unlikely that all the sampled population
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will be interviewed because of time constraints. On the other hand, questionnaires
are unable to collect detailed information in the way that interviews can. In the
current study, the interviews allowed the researcher to gather the views and
explanations of key social actors (Saunders, Lewis and Thornhill, 2016) and to
clarify trends within the quantitative data which could not be explained by statistical
analysis. At the same time, the questionnaire data were useful in terms of comparing
the responses of sampled groups and identifying the major variances (Saunders,
Lewis and Thornhill, 2016).

Further ,as outlined by Creswell (2008) mixed methods can be described as a
procedure where the researcher employs different sources of information to frame
themes or categories. It also reflects an attempt to secure an in-depth understanding
of the investigated questions from different perspectives. That is to say, quantitative
methods might be used to gather initial perception and data around the field of the
study, while qualitative methods could be employed to access local knowledge and
provide theoretical explanation and concepts.

The nature of this research is explanatory and exploratory because it aims to explore
the challenges and opportunities of adopting IFRS in Saudi Arabia. However, its
main objective is the underpinning factor, therefore the explanatory dimension
dominates the study, thus the qualitative research approach dominates the pragmatic
research philosophy. Adopting the mixed method approach is guided by the
paradigm in this particular research, which provides the opportunity for better
insights that cannot be accomplished by one approach alone. Additionally,
triangulation was adopted to improve the validity and reliability of this research
because it gave the leverage to use multiple methods, see different world-views, as
well as using different forms of data collection and analysis (Creswell, 2014). While
the ontological position of the researcher accepts the existence of an external reality,
which is needed to explain the phenomenon of this study in order to produce the
desired outcome, the epistemological position adopted for this research allowed the
combination of both objective and subjective perspectives. In other words, under this
combined approach, knowledge is constructed, either from the researcher’s
understanding of what is reality, or perhaps how reality exists. In this way, the
mixed method approach enriched the data gathered for this study (Saunders and

Lewis, 2012) and gave a deeper and more comprehensive insight into the analysis
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and conclusions (Silverman, 2013). Figure 5-1 shows how the data collection

methods responded to the research questions.

Figure 5-1 Research Method Framework
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5.4 Data Collection

Data collection involves a series of interrelated activities to gather information to
answer research question(s) or test hypothesis (Creswell, 2009). In this study, the two
data collection methods employed were the questionnaire survey and semi-structured
interview. These methods are discussed in some more detail in the following sub-

sections.
5.4.1 Questionnaire Survey

The most widely used method for gathering primary data is the survey strategy
(Aaker, Kumar and Day, 2007), usually accomplished using questionnaires,
interviews or normative surveys (Bryman and Bell, 2011), is a cost-effective way of
gathering a large amount of quantitative data (Page and Meyer, 2000) for descriptive
(Zikmund, 2003) or inferential analysis (Lukas et al., 2004). Depending on the field
of study, it can provide a model to view a wider range of variables than experimental
methods. Hussey and Hussey (1997) cite a number of advantages of the
questionnaire method, including that it is economical and comparatively easy to
arrange and analyse, and that it allows for extensive coverage (e.g. covering
respondents across a wide geographical area) while requiring no personal interaction
between researcher and respondent. This means it offers anonymity to the respondent
(Falgi, 2009). In this study, a questionnaire survey was deployed to gather data
regarding the factors having the greatest impact on IFRS adoption in Saudi Arabia.
The survey instrument was particularly well suited to this topic, dealing as it was
with information that might be considered sensitive (Aaker, Kumar and Day, 2007);
it was felt that respondents would be more comfortable disclosing their views about
Saudi Arabia’s delay in adopting IFRS if they could do so anonymously. Finally,
they were able to complete the survey in their own time and at their own
convenience, which adds to the advantages of using this data collection method in
this study (Aaker, Kumar and Day, 2007).

Saunders, Lewis and Thornhill (2016) divide questionnaires into self-administered
and interviewer-administered (see Figure 5-2). Self-administered questionnaires may
be drop and collect, internet-mediated or postal, while interviewer-administered
questionnaires may be structured interviews or telephone questionnaires (Saunders,

Lewis and Thornhill, 2016). For this research, questionnaires were self-administered
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(drop and collect and internet-mediated) firstly, because this was cheaper and easier
than other methods, and secondly, because the anonymity it offered increased the

response rate.

Figure 5-2: Types of Questionnaire

Types of Questionnaire

Questionnaire

Self- Interviewer-
administered administered
. Delivery and . .,
Internet- mediated Postul P - Telephone Structured
g . » . collection of -pharn . .
questionnaire questionnaire questionnaire mterview

questionnaires

Source: Saunders, Lewis and Thornhill (2007, pp70)

The main drawback of self-administered questionnaires, according to Oppennheim
(2000), is that they rarely produce a high response rate; in fact, the response rate is
often in the region of 10% or less. One can also infer that as only the people most
interested in the topic are likely to respond to the researcher’s forms, he or she may
end up with a biased sample which does not provide an accurate representation of the
population. Another danger is that without input from a questioner, respondents may
return forms that are incomplete, reducing the useable data available to the researcher
(Neuman, 2000). To address these limitations, which can undermine the quality of a
study, the survey questionnaire is mostly used with other methods, such as semi-
structured interviews (Jankowicz, 2004; Saunders, Lewis and Thornhill, 2016). This

was the approach adopted in the current study.

The accuracy of the collected data depends on how the contents of the questionnaire
are designed, its structure and the form of the responses (Akintoye, Mcintosh and
Fitzgerald, 2000). These considerations are discussed in the following sub-section.
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5.4.1.1 Design of the Questionnaire

Saunders, Lewis and Thornhill (2016) observe that designing a decent questionnaire
iIs more complicated than the researcher might think, though Jankowicz (2005)
argues that it demands less skill than directing semi-structured interviews. The
primary requirement is that the questions will be interpreted in the same way by all
participants (Robson, 2011), as this is likely to produce data that are more internally

consistent and coherent for the purposes of analysis (Farnik and Pierzchata, 2012).

The purpose of the survey questionnaire in this study was to gather data regarding
the factors that respondents saw as having the main impact on IFRS adoption in
Saudi Arabia. The survey went through several drafts, each of which was discussed
with the supervisory team. The previous literature informed the design of the
questionnaire, with the questions being drawn from other studies (e.g. Joshi and
Ramadhan, 2002; Kosonboov, 2004; Tyrrall, Woodward and Rakhimbekova, 2007;
Alkhtani, 2010; Almotairy and Alsalman, 2012). In term of factors that may possibly
impact the adoption of certain regulation or standards , Further, the design of the
questionnaire was guided by the adopted theoretical framework with NIT informing
the questionnaire design where questions considered the coercive, normative and
memetic pressure that led the country towards the adoption of IFRS (see appendix A
section 2). Also, the content of the questionnaire provides an illustration of the
challenges and opportunities as a result of these external and internal institutional
pressures. The research theory is used to explain the result; it was not used to test or
build a theory.

The questions were answered using five-point Likert scales, which are widely used in
social research (Creswell, 2015). The questionnaire was prefaced by an outline of the
study’s purpose. The main body of the instrument was divided into five sections. The
first established the respondent’s background and current job title, while the second
focused on their education level, professional qualification and experience. Questions
in the third section explored how users of financial statements perceived IFRS
adoption, while questions in the fourth section investigated the perceived challenges
and opportunities associated with the transition to IFRS (respondents were given an
opportunity to add more information about their views in this section). The fifth
section addressed those environmental aspects that respondents felt are affecting the

level of IFRS adoption in Saudi Arabia (e.g. cultural issues).
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Care was taken to make the questions and layout of the survey clear, direct and
understandable. It was designed to be of a reasonable length (i.e. long enough to
yield useful data but not so long that respondents would be deterred from finishing it)
and not overly complex to complete. The questions were designed to elicit answers
that would be clear and suitable for the analysis process, and the questionnaire
offered spaces after each section for participants’ comments and reflection. As
Arabic is the official language of Saudi Arabia and the majority of the survey
population do not understand English, the questionnaire was translated into Arabic
and then given to three academics (both accounting graduates and fluent in both
English and Arabic) to check the translation. (One of the supervisory team, who is
bilingual, also helped ensure that the Arabic version would capture the required
data.) Finally, the questionnaire was sent to an English language specialist whose
main language is Arabic to revise the translation. The questionnaire was then

amended according to comments received from the three reviewers.

5.4.1.2 Piloting the Questionnaire and Assessment of Validity

The piloting stage is very important in ensuring a survey questionnaire will be
effective. The primary objective of this stage is to estimate the possibility of
developing a comprehensive questionnaire that will produce useful information in
the main survey (Saunders, Lewis and Thornhill, 2016). Accordingly, it should allow
space for participants to make comments or suggest revisions. The pilot study also
allows the researcher to perform a preliminary analysis to establish whether the
wording and content of the questionnaire are likely to present any difficulties in the
main analysis (Burgess, 2001; Bell, 2014). If necessary, the researcher can refine the
research instrument and make any changes before the main data collection begins
(Creswell, 2017).

The questionnaires of this study were pre-tested to check their reliability and
suitability in achieving the research objectives by sending them to select members of
the study sample (see Table 5-1 below). In total, 40 questionnaires were distributed
for the pilot study, 23 of which were returned, with two incompletes. Twenty-one
questionnaires (52%) were considered valid and useable for the purpose of analysis.
Fewer questionnaires were returned by external auditors and academics than by

accountants and financial analysists due to the time constraints faced by these groups
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Table 5-1 Pilot Study Response Rate

Questionnaires Questionnaires (Questionnaires (Questionnaires Analysed

L Distributed Received Excluded Analysed (Percent)
|1 : : |
External auditors 10 5 - 5 24%
Financial analysts 10 6 1 5 24%
Academics 10 5 1 4 15%
Total 40 23 2 21 100%

The pilot study produced minor criticisms of the language, which were corrected, but
most participants viewed the questionnaire as comprehensively covering the research
questions and suitable for the research aims and objectives. Primary analysis of the
data using Cronbach’s alpha factor in SPSS confirmed the validity and usefulness of
the questionnaire. The pilot exercise was valuable in providing comments and

feedback to enhance its potential as an instrument for collecting data.

5.4.1.3 Research Sample and Selection Criteria

The first step in administering a questionnaire survey is to select the sampling
technique or frame for the survey participants. Judgemental sampling was chosen for
this study; that is, participants were selected by the researcher based on their
experience of the phenomenon being investigated (Hussey and Hussey, 1997). Also
referred to as purposive sampling, judgemental sampling is a non-probability
sampling technique because it does not rely on random selection (Saunders, Lewis
and Thornhill, 2016). This kind of sampling is advisable when the range of
information and number of respondent categories involved are limited (Sekamn,
1992), and when a deep understanding is required (Neuman, 2000). In this case, the
limited number of individuals with experience of the IFRS adoption process in Saudi
Arabia meant that if the sample was to be informative, the sampling technique had to
be non-probability in nature (Neuman, 2000). Time and resource constraints also
made it necessary to select only those individuals who met the pre-determined
criteria. To clarify this, the population of this study was chosen taking into account
the following obstacles:

1. IFRS adoption is known to be a difficult topic and it is rare to find Saudi

experts; therefore, an accountancy qualification is required.

2. It is difficult to identify the number of accountants (i.e. the potential sample
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size) in each bank.

5.4.1.4 Respondent Selection

The questionnaires were distributed to four groups of respondents who are affected
by the IFRS transition in Saudi Arabia. Drawing on his previous experience and
personal contacts as an accountant in the banking sector, the researcher was able to
informally approach several CFOs, who acted as gatekeepers. In addition, approval
letters were secured from SOCPA and SAMA to facilitate access to the workplaces
of financial analysts and external auditors. Both organisations helped secure the
required official approval from the banks’ head offices. Academics in accountancy
were accessed by email, drawing on the researcher’s time working in higher
education institutions. A number of previous studies have turned to these four groups
to examine the challenges and opportunities associated with IFRS in various
developing regions (e.g. Joshi and Ramadhan, 2002; Kosonboov, 2004; Tyrrall,
Woodward and Rakhimbekova, 2007; Alkhtani, 2010; Almotairy and Alsalman,
2012)

The first group were accountants and financial statement preparers in the banking
and finance sectors, who are now required to produce their financial statements under
IFRS. As representatives from the first sector to implement IFRS in Saudi Arabia,
this group could speak with experience of the benefits and obstacles that they

encountered during the adoption process.

The second group were financial statement analysts (i.e. those who make at least
some use of annual reports in their analysis). There are 100 fund managers and
financial analysts registered with the CMA, 85 of whom are currently active (CMA,
2017).

The third group comprised external auditors involved with accounting firms,
including local and Big Four companies, as well as Certified Public Accountants
(CPAs). Accountants licensed by SOCPA are still using the Saudi GAAP, while the
Big Four firms are the main auditing firms working with the banking sector. There
are 179 licensed accountants and auditors in Saudi Arabia (SOCPA, 2017).

The final group comprised academics working in accounting and finance
departments at Saudi universities (there are 34 universities in Saudi Arabia). It was

expected that a number of these academics would have carried out some research in
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accounting and auditing in Saudi Arabia and that they would be able to provide
informative perspectives on the development of accounting in the country and the

key factors affecting IFRS adoption.

5.4.1.5 Questionnaire Distribution

The questionnaire survey distribution started at the beginning of February 2017 and
lasted till May 2017. The questionnaires were distributed and collected mainly by
hand, but some were distributed using an online survey tool and a few were sent by
email. When the majority of the questionnaires had not been returned after two
months, reminders were sent to those who did not return them. This prompted some

recipients to return their questionnaires.

The questionnaires were distributed to the four groups (see Table 5-2). Fewer
questionnaires were handed to financial analysts and academics due to their time
constraints. In total, 440 questionnaires were distributed, of which 256 were returned.
Two were discarded because they were incomplete, leaving 254 usable
questionnaires; giving a response rate of (58%) that were valid and usable for the

purpose of the analysis.

Table 5-2: Distribution of Questionnaires

O D 0
Pro 0 0 0 q 0
Number % Number % Number %
Accountants in the Banking
200 45 101 40.79 254 58
Sector
External Auditors 120 27 82 32.28
Financial Analysts 80 18 34 13.40
Academics 40 9% 37 13.38
Total 440 100 254 100 (30% -50%) Average

5.4.1.6 Reliability

Reliability is the measurement of the internal consistency between observations
across variables in a survey. It is used to detect any inconsistency via one-
measurement procedure. Although other approaches can be used to measure internal
consistency, such as test re-testing, this study employed Cronbach’s alpha
(Gadermann, Guhn and Zumbo, 2012). This is the most commonly used tool for
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quantitatively analysing the data from social science surveys (Cronbach, 1951). The

study employed seven scales measuring:

e Perception of IFRS adoption
e Factor lead to adopt IFRS
e Opportunities

e Benefits to investors

e Benefits to managers

e Challenges

e Cultural factors that can influence IFRS adoption.

Some of these scales have been used in previous studies on the adoption of IFRS in
developing countries such as Saudi Arabia, the UAE and Libya (Alkhtani, 2010;
Alnodle, 2015; Aljifri and Khasharmeh, 2006). The internal consistency of each
scale was tested using Cronbach’s alpha. The alpha level ranges from -1 to +1 and
reflects the intercorrelations between statements. While there is no universally agreed
cut-off score, a score of 0.7 and above is regarded as acceptable (Gadermann, Guhn
and Zumbo, 2012; George and Mallery, 2003); the higher the alpha, the more reliable
the test. As can be seen in Table 5-3 below, all the scales employed in this study

achieved acceptable reliability levels.

Table 5-3: Scale Reliability through Cronbach’s Alpha
Scale Number Cronbach’s Alpha

Items
Perception

Opportunities

Benefits to managers

Cultural factors
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5.4.1.7 Validity

According to Gill and Johnson (2002), validity denotes the accuracy of the
measurement process; that is, whether the findings truly represent the phenomenon
being measured. It is an indication of how sound the research is in terms of both
design and methods. A central concern in research, validity may be divided into
internal validity and external validity (Gill and Johnson, 2002). Internal validity
refers to the validity of the measurement and test itself and thus the extent to which
the researcher can have confidence in the causal relationships they identify. External
validity, on the other hand, refers to the ability to generalise the findings from the

selected population to other people or environments (Fontaine and Letaifa, 2012).

To strengthen the internal validity of this study, the survey was distributed to four
different groups within the target population: accountants in the banking sector,
external auditors, financial analysts and academics. The survey was followed by 22
face-to-face interviews. The interview sample was large and diverse enough to

support and further explore the findings from the survey phase.
5.4.2 Statistical Analysis of Questionnaires

The data collected via the survey questionnaires were analysed using Statistical
Package for Social Sciences (SPSS) Version 12. The statistical analysis involved
choosing the appropriate statistical tests, based on certain statistical assumptions

(Siegel, 1956; Field, 2009). The assumptions and selected tests are outlined below

5.4.2.1 Statistical Assumptions

Normality Test: Normality tests examine whether data are normally distributed
and symmetric around the centre (e.g. mean) or non-normally distributed. If the data
are normally distributed, parametric tests such as ANOVA are more robust; if data
are non-normally distributed, non-parametric tests are used (George and Mallery,
2003). In this research, the normality tests were done to determine whether the
sample differed significantly from the normal distribution of population. This was
done using “goodness-of-fit” methods: the Kolmogorov Smirnov (KS) test and the
examination of skewness and kurtosis. The results of the normality tests for all study
variables showed that the data were not normally distributed (see Appendix E). Thus,
non-parametric tests were used to analyse the data.
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Equality of Variance: Equality (Homogeneity) of Variance is the assumption
that all comparison groups have the same variance. This was best researched using
ANOVA which utilised Levene’s robust test (Levene, 1960) for continuous
dependent variables. Testing for normality and homogeneity of variance revealed
that the p- values for the Kolmogorov Smirnov (KS) test and the Levene’s test were
less than 5% (see Appendix E). The null hypothesis assuming the data were normally
distributed was therefore rejected, and parametric tests were rejected as
inappropriate.

Violation of parametric assumptions changes the interpretation of the results and the
conclusion. If these assumptions are met within the data, the researcher can use
parametric statistical tests. Otherwise, non-parametric statistical tests should be used.
Siegel (1956) recommends non-parametric tests where the ordinal dependent
variables do not meet the assumptions for using parametric tests. Accordingly, this
research employed descriptive statistics and inferential statistics (Kruskal-Wallis and
Mann-Whitney tests).

5.4.2.2 Descriptive Statistics

Sekaran and Bougie, 2010 state that before using statistical techniques to analyse
data, researchers should have an understanding of the data. In this present study, the
descriptive statistical technique was used to transform raw data into information that
would be easy to understand and interpret. The application of descriptive statistics
involved establishing the frequencies and percentages from the analysed responses,
along with mean scores (allowing comparison between groups), standard deviations
and rankings (of the four groups according to the level of agreement). By examining
the data individually without manipulation, it was possible to gain a better
understanding of the data as they were. Analysis of descriptive statistics for each

aspect are presented in chapters 6, 7 and 8.

5.4.2.3 Inferential Statistics

Kruskal-Wallis Test: This non-parametric statistical test was adopted to compare
two or more independent groups and to examine the differences across the four
groups (accountants in the banking sector, external auditors, financial analysts,

academics).
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Mann-Whitney Test: This non-parametric test was used as a post-hoc test to
compare pairs of groups when the Kruskal-Wallis test showed a p-value of less than
0.05 across all professions. The result was compared with that of a one-way ANOVA
test for sensitivity analysis.

5.4.3 Background of the Participants

Overall, 254 questionnaires were considered usable for this study. Of these, 193 were
completed by males and 61 by females (see Table 5-4) records the jobs of the
participants according to their gender. The highest percentage of both males (77.2%)
and females worked as accountants in the banking sector. The smallest employment

categories among males were academics and financial analysts.

Table 5-4: Professional Background of Participants by Gender

Profession Gender

Male (%) Female (%)
Number % Number %
Accountant in the Banking Sector 78 77.2 23 22.8
External Auditor 65 79.3 17 20.7
Financial Analyst 25 735 9 26.5
Academic 25 67.6 12 32.4
Total 193 76 61 24

Table 5-5 below demonstrates that 49.2% of the respondents held a bachelor’s
degree, while 46.8% had an MSc, 1.6% were PhD holders, and another 2.4% had
another form of accounting qualification. Breaking it into the different professions,
the accountants in the banking sector were divided between Bachelor (52.5%) and
Master (44.5%), with just 3% holding another accountancy diploma. A significant
number of the external auditors (56.1%) had a BSc, while the majority of academics
held an MSc (62.2%), and 10.8% held a PhD.

An overwhelming 46.5% of accountants in the banking sector had no professional
qualification, while 26.7% had SOCPA certification, 16.8% CPA certification, 6.9%
had another accountancy qualification, and 3% held both SOCPA and CPA
certification. A significant number of financial analysts (55.9%) and academics
(58.3%) also had no accounting qualification. However, 42.7% of external auditors

and 30.6% of academics had SOCPA certification. Across the four professions as a
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whole, only 12.3% and 4% had either CPA certification or SOCPA and CPA

certification respectively.

The level of experience across the four professions also varied. Across the sample as
a whole, the largest category (32.7%) was that with 5 or less years’ experience.
Looking at the individual professions, 35.6% of accountants in banking had 5 or less
years, while 34.1% of external auditors and 32.4% of financial analysts (the largest
category for each profession) had 16 years or more of practical experience. The
largest category in the academics group (43.2%) had 11-15 years’ experience.

In summary, every participant had an accounting or finance background, and 67.3%
had at least 5-10 years’ experience. 46.8% of the survey participants held a
professional qualification in accounting. This demographic data suggests that we can
have a high degree of confidence that the responses reflect a reasonably well-
informed understanding of the challenges and opportunities associated with IFRS

adoption.
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Table 5-5: Education and Experience of Participants

Oua atlo
Education Accounta erna ancia Acade A 0
Level e Ba 0 Audito Ana oup
C 0
N % N % N % N % N %
BSC 53 52.5 46 56.1 16 | 471 10 27 125 49.2
MSC 45 44.5 33 | 40.2 18 52.9 23 62.2 | 119 46.8
PhD 0 0 0 0 0 0 4 10.8 4 1.6
Other 3 3 | 3 |37 0| oo ol 6 | 24
Accountancy
Total 101 100 82 100 34 100 37 100 | 254 100
Professional Acco g Qua atlo
Major Accounta . All Fo
255 : AudIto ANa Aol oup
0
N % N % N % N % N %
SOCPA and
CPA 3 3 5 6.1 2 5.9 0 0 10 4.0
CPA 17 16.8 11 13.4 2 5.9 1 2.8 31 12.3
SOCPA 27 26.7 35 | 427 5 14.7 11 30.6 78 30.8
None 47 46.5 21 25.6 19 55.9 21 58.3 | 108 42.7
Other 7 6.9 10 12.2 6 17.6 3 8.3 26 10.3
Total 101 100 82 100 34 100 37 100 | 254 100
herience
Length of Accounta . All Fo
Experience e Ba . X - L Acade
- 0 Q110 a Ooup
N % N % N % N % N %
<5 years 36 35.6 24 29.3 8 23.5 15 40.5 83 32.7
5-10 years 27 26.7 7 8.5 7 20.6 2 5.4 43 16.9
11-15 years 21 20.8 23 28 8 23.5 16 43.2 68 26.8
=>16 years 17 16.8 28 34.1 11 32.4 4 10.8 60 23.6
Total 101 100 82 100 34 100 37 100 | 254 100
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5.4.4 Semi-Structured Interview

Qualitative research investigates a phenomenon by interpreting the meanings that
individuals assign to it (Denzin and Lincoln, 2005). Interviews are a popular
technique for gathering this kind of qualitative data (Bhattacherjee, 2012) as they can
produce an in-depth understanding and rich results (Corbin and Strauss, 2008;
Creswell, 2017). Interviews allow participants to provide deeper insights about
intricate issues (Bryman and Bell, 2011). They may be structured, semi-structured or
unstructured. An unstructured interview does not rely on pre-set questions at all,
instead working on the premise that themes and questions will arise from the context
(Patton, 1990). Conversely, structured interviews depend entirely on pre-determined
questions and can therefore be lacking in terms of the leeway they allow the
interviewer; like a questionnaire survey, this kind of interview does not allow much
scope for collecting additional data. In semi-structured interviews, however, the
interviewer is able to depart from the question schedule to draw the respondent out

and seek further clarification where necessary (Fontana and Frey, 1998).

Braun and Clarke (2006) list a number of advantages of interviews, starting with the
fact that the format allows the researcher to better explain the reason for and aim(s)
of the study. A pre-discussion before the interview itself gives the researcher the
chance to answer any queries that the interviewee may raise. Second, as interviews
usually attract a higher rate of participation than questionnaires, they can, if
conducted successfully, be more productive than a large-scale survey. Third, an
experienced interviewer can take the interviewee’s outlook and manner into account
when conducting the interview, allowing him or her to interact more effectively with
the interviewee and potentially gain more insight into the researched topic. He or she
may also be able to observe the respondents’ non-verbal cues, in particular their body
language, to support his or her findings. These observations can be extremely helpful
as they enable the researcher to infer meanings that are not explicitly expressed by

the participant and, as a result, to gain additional information.

Easterby-Smith, Thorpe and Jackson (2012) observe, there are many similarities
between interviews and questionnaires, but the main difference lies in the interviewer
having the opportunity to elaborate on the questions and to clarify the respondent’s
answers or gain further insights concerning the topics under study. Semi-structured
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interviews allow the researcher to adapt the interview questions to the experiences of
the interviewee and to identify any new issues or sub-themes. This can be useful in
terms of responding to the research questions (Saunders, Lewis and Thornhill, 2016).
In this study, the survey questionnaires alone were not enough to achieve all the
study objectives, especially as some of the research questions necessitated delving
deeper into the current challenges and opportunities of IFRS adoption. Semi-
structured interviews were adopted because their flexibility allowed the interviewees’
perspectives to be explored more fully (Bryman and Bell, 2011, 2015). The semi-
structured interviews with accountants and other key stakeholders were vital in
clarifying and developing the findings from the survey, making more specific

enquiries and gathering additional material.

5.4.4.1 Design of the Interview Guide

As with questionnaire surveys, the interview guide must be carefully designed to
ensure that the questions meet the study’s needs (Saunders, Lewis and Thornhill,
2016). Cornford and Smithson (2005) argue that it is essential to keep to the main
topic of investigation to provide consistency throughout the interview process.
Furthermore, in order to ensure that all aspects of the topic are adequately covered,
the interview guide should include a brief introduction, the main research question

and clarification sub-questions.

Such a guide (see Appendix B) was employed in this study, though deviations were
allowed when necessary to probe further into an interesting or ambiguous answer
(Bhattacherjee, 2012). The development of the questions was guided by the results
of the questionnaire analysis and the research questions. The interviewer used the
primary, factual findings from the questionnaire as a platform for exploring the
deeper reasons behind adoption and the motivation of the country toward adoption.
Therefore, the findings from the questionnaire survey acted as a vehicle for
mobilizing institutional theory and construct such as coercion, professionalism. They
provide a deeper understanding of the internal and external pressure driving
financial reporting in Saudi Arabia and its associated challenges and benefits as a
result of that pressure. Therefore, pillars of NIT were used in constructing the
interview questions.

Each interview began with an explanation of the study brief, after which

interviewees were asked about their background, current job title, years of experience
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and how often they engaged in IFRS preparation. The next group of questions
focused on their level of education and their perceptions of IFRS adoption, while
questions in the fourth section explored the reasons behind the partial application of
IFRS, and what factors led Saudi Arabia to adopt IFRS. The last section investigated
the perceived challenges and opportunities associated with the transition to IFRS.
This section gave interviewees an opportunity to discuss the factors they saw as
affecting the level of IFRS adoption in Saudi Arabia (e.g. cultural issues).
Clarification questions were designed to ensure that the maximum amount of

relevant information was elicited.

The interview guide questions were first designed in English and then translated into
Arabic by the researcher before being back-checked (i.e. from Arabic into English)
by a professional translator. This was to ensure that the meaning of each question
was as consistent as possible with the English version. The interviews were

conducted in Arabic — the main business language in Saudi Arabia.

5.4.4.2 Sampling

The sample was chosen using a non-probability technique (snowball sampling)
because participants were selected based on specific criteria. This logic is common in
qualitative research, as a homogenous sample may be more helpful in providing a
more detailed understanding of the phenomenon (Saunders and Lewis, 2012; Ritchie
et al., 2013). In the current study, the main criteria were participants’ knowledge and
experience of IFRS adoption in Saudi Arabia. Consequently, the sample was drawn
from those with significant experience of working in the Saudi banking sector and
standard setting; in other words, those with the knowledge and experience to draw a
detailed picture of the change in accounting standards. The sampling process began
with the researcher approaching a number of former colleagues who still work in
Saudi Arabia’s banking sector. These early interviewees then suggested other
potential candidates who might have insightful contributions to offer. These
suggestions made it possible for the researcher to gain access to other interviewees

who might have otherwise been difficult to reach.

A total of 22 interviews were conducted. Half of the final sample were executive
managers from the accounting departments of banks. These individuals play a central

role in the preparation of financial reports and implementing IFRS. In the other half
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of the sample, six interviewees came from the regulatory bodies that oversaw the
adoption process (these included one representative from SAMA, which controlled
the banks’ IFRS adoption, and five members of SOCPA, the accountants’
professional body) while the remaining five represented the users of financial
statements; these included auditors from the Big Four and licensed accountants.
These interviewees were able to provide useful information as they operate under

both local and IFRS accounting standards.

Researchers generally agree that the maximum interview sample should be 50
(Ritchie, Spencer and O’Connor, 2003). However, Bryman and Bell (2015) found
that the average for the UK is 28. In the current study, a total of 22 interviews were
conducted. According to David and Sutton (2011), the researcher can estimate the
sample size based on his or her experience and the available resources (cost and
time). Sample size may also be affected by the point at which data saturation is
reached and the research questions are answered (Charmaz, 2008). The qualitative
phase of a study is concerned with meaning rather than distribution (Crouch and
McKenzie, 2006); when there is enough data to provide diverse variables and more
data might be repetitive, the researcher may decide to stop looking for new
participants (Glaser and Strauss, 1967). The objective of the interviews in this study
was to provide richer data and deeper insight into the partial application of IFRS in
Saudi Arabia, the factors that led the country towards full adoption, and the current
challenges and opportunities associated with IFRS. When the data analysis, which
was conducted concurrently with the interviews, indicated that saturation point had
been reached after 22 interviews, this part of the research process came to an end
(Babbie, 2010).

5.4.5 Analysis of the Interview Data

The data obtained from the semi-structured interviews were subjected to thematic
analysis using the NVivo software program Version 11.03 for Windows. This
software allows the researcher to import and code written data, revise the text
without affecting its coding, search for groupings within the text, and separate data
into sub-groups. This produces a simpler arrangement, making it easier to identify
emergent themes (Creswell, 2013). The analysis process began with the transcription
of the semi-structured interviews. A new folder was opened in Nvivo Sources to

collect the data linked to each question, and themes were chosen, coded and grouped
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into families in tree nodes plus illustrated a graphics as networks of connections (see

Figure 5-3 and Figure 5-4Figure 5-3).
Figure 5-3: NVivo Analysis
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Table 5-6 summarises the main and sub-themes that emerged during the analysis.
Five main themes were identified: the reasons behind the partial application of IFRS,
perceptions towards IFRS adoption in Saudi Arabia, opportunities of IFRS adoption,

challenges of IFRS adoption and cultural factors. Each theme had sub-themes which

illustrated the actual benefits and challenges of adoption.

Table 5-6: Emerging Themes

Main Themes Themes Sub-Themes
Reasons behind partial application of Using Saudi standards
IFRS Lack of readiness

Government decision SAMA

Lack of experience and expertise

Bureaucracy
Perceptions towards IFRS adoption in Suitable
Saudi Arabia Not suitable

Regulator

Factors motivating Saudi Arabia to adopt IFRS

Comparable inside and
abroad

Investment

External factors: World
Bank, Big Four and G20

Comprehensive

Previous standards were
ineffective

Worldwide recognition

Economic growth

Opportunities of IFRS adoption

Enhance quality of financial reports and
statements

Investment

Transparency

Comparability

Reliability and consistency

Development

Save time and effort

Harmonise all reporting activities

Enhance decision making

Challenges of IFRS adoption

Lack of training

Resources and cost

Lack of awareness and knowledge

Lack of expertise

Unhelpful guidelines

Transition period

Weak enforcement body

Dealing with differences

Lack of preparedness

Education system

Improve the accounting
and finance curriculum

Linkage or collaboration
between universities and
private sector

Cultural factors

Language

Local legislation (Sharia law, Zakat)

Unsuitability of some IFRS to the Saudi
environment

Resistance to change
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5.4.6 Characteristics and Experience of Interviewees

As shown in Table 5-7, 11 of the 22 interviewees were from the banking sector. This
was the first sector to implement IFRS in Saudi Arabia

Table 5-7: Interviewees by Position/Role

Position/Role Number of Interviews

Executive managers of accounting departments in the | 11

banking sector

SOCPA (Saudi Organization for Chartered Public | 5

Accountants)
SAMA (Saudi Arabian Monetary Authority) 1
Auditors, licensed accountants 5

The interviews were conducted face-to-face in four of Saudi Arabia’s main cities:
Riyadh, Jeddah, Dammam and Mecca. The fact that the interviews were conducted in
the interviewee’s place of work made it easier to access relevant documents where
necessary. Each interview lasted approximately one hour and was conducted in
Arabic. The transcripts were subsequently translated into English, with care being
taken to preserve the interviewees’ meaning as closely as possible. Each interview
began with the researcher giving an overview of the study’s objectives and

explaining the importance of the research.

Table 5-8 shows that 86% of the interviewees held a degree in accounting, 14% held
a business administration degree, and 36% had a master’s degree in accounting and
finance. In terms of professional qualifications, an overwhelming 87% held SOCPA,
CPA or CFA certification, with just 13% having no professional qualification. The
majority of regulators had more than 18 years’ experience, while the majority of
CFOs had more than 15 years’ experience in the banking sector. The external
auditors had between 10- and 25-years’ experience. In summary, the interviewees,
most of whom were Saudi nationals, had a range of qualifications in accounting and
finance and between 10- and 30-years’ experience. This suggests that we can have a

high degree of confidence that the interviewees possessed a thoughtful and well-
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informed understanding of the challenges and opportunities associated with IFRS

adoption.

Table 5-8: Interviewee Profiles

Current Position Organisation Academic Professional Experience
Qualification Qualification  in Field -
Years
1. R1-1 Standards Setter SOCPA DBA in Accounting | CPA/SOCPA 30
2. R1-2 Standards Setter SOCPA PhD in Accounting SOCPA 20
3. R1-3 Standards Setter PhD in Business
SOCPA and Accounting SOCPA 26
R1-4 Standards Setter Master’s in
f ACCA/CPA/
SOCPA accounting and SOCPA 22
Finance
5. R1-5 Standards Setter SOCPA PhD in Accounting SOCPA 25
6 R2-1 . Bachelor’s in CPA
bank monitoring SAMA accounting JCMA/CEA 18
7. CFO3- MBA Banking and
1A CFO bank BANK A Finance SOCPA 20
CFO3- S
8. CFO bank BANK B Bachelor's in None 17
2B accounting
9. CFO3- Master’s in
3C CFO bank BANK C accounting and CPA/SOCPA 15
Finance
10. CFO3- Bachelor’s in
4D CFO bank BANK D accounting and None 18
Finance
11. CFO3- Master’s in
5E CFO bank BANK E accounting and CPA 17
Finance
12 CFO3- Bachelor’s in
6F CFO bank BANK F business None 18
administration
13. CFO3- Bachelor’s in
7G CFO bank BANK G business CPA/CFA 17
administration
14. CFO3- Bachelor in
8H CFO bank BANK H Business CFA 22
Administration
15. CFO3-9I Bachelor in CPA
CFO bank BANK | BL.IS!nE‘SS. JCMA/CEA 15
Administration
16. CFO3- Bachelor in
10J CFO bank BANK J Business CFA 18
Administration
17. CFO3- Bachelor in
11K CFO bank BANK K Business CPA/CMA 17
Administration
18. ADA4-1 Master in
Partner (flnanmal EY Accounting and SOCPA/CPA 17
advisor) Finance
19. AD4-2 Master in
Partner KPMG Accounting and SOCPA 12
Finance
20. AD4-3 Master in
Partner PWC Accounting and SOCPA/CPA 17
Finance
21. ADA4-4 Owner of Bachelor in
General Manager accounting Accounting and SOCPA 10
firm Finance
22. ADA4-5 Owner of Master in
General Manager accounting Accounting and SOCPA 25
firm Finance

104 |Page



5.5 Ethical Considerations

Following the ethical guidance provided by the Nottingham Trent University and in
accordance with the University Research Governance Framework, ethical approval
was granted by the College Research Ethics Committee (CREC) in March 2018. The
current research was conducted in accordance with the ethical guidelines. All
participants received a full brief that included the nature and objectives of the study,
the estimated duration of the interview and survey, and consent forms. Written
consent was secured from all participants, who were assured that participation was
voluntary and that they had the right to decline participation before commencement
or to withdraw the data they had provided, without giving any reason or justification,
up to the set deadline (30/09/2018).

Both interviewees and survey respondents were assured that their responses would be
confidential and that their identities would not be made available to any third party
without their agreement. All participants were provided with the researcher’s contact
email and number in case they wanted to contact him. Survey respondents were
asked to make a note of their unique questionnaire number/code, provided at the top
of the participant information sheet, so that if he or she wanted to withdraw from the
study, it could be used to identify the single questionnaire related to that participant.
The researcher was the only person with access to the codes, which were stored
securely and separately from the raw and processed data. All information was stored

on a password-protected computer.
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5.6  Summary

This chapter explains that the study adopted the pragmatic paradigm as the best
suited to answer the research questions. This allowed the researcher to employ
elements from both the positivist and interpretivist paradigms, with quantitative data
being gathered from the questionnaire survey and semi-structured interviews being
used to gain insight into the subjective views and experiences of participants and
make better sense of the statistical results. The survey allowed a large-scale
examination of the current challenges and opportunities associated with IFRS
adoption in Saudi Arabia, while the semi-structured interviews provided a deeper
understanding and explanation of the key challenges and benefits of adopting IFRS
in Saudi Arabia, along interviewees’ perceptions of these challenges and benefits.
The use of mixed research methods also allowed for data triangulation, enhancing the
reliability of the results.

The chapter gives a detailed description of the two instruments Table 5-9 and their
design. It explains the sampling techniques that were employed in each case and
presents the profiles of the two (survey and interview) samples, showing how they
met the selection criteria in terms of relevant knowledge and experience. It then
discusses the analysis process for each instrument; for the questionnaire survey data,
this involved statistical analysis using the Kruskal-Wallis and Mann-Whitney tests,
while for the semi-structured interview data, thematic analysis was conducted using

the NVivo programme.

Table 5-9: Summary of Data Collection and Analysis

QUESTIONNAIRE 254 judgemental sampling | Kruskal-Wallis and
SURVEY Mann-Whitney
Tests
INTERVIEW 22 snowball sampling NVivo
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CHAPTER 6:ANALYSIS OF THE PERCEPTIONS SURROUNDING IFRS
ADOPTION IN SAUDI ARABIA

6.1 Introduction

This chapter presents and discusses the findings from data collected via the
questionnaire and semi-structured interviews to address Research Questions 1 and 2:
that is, (1) what the users of accounting information in Saudi Arabia think of the
decision to adopt IFRS, (2-1) why they think the standards were only applied in the
banking sector, and (2-2) what factors they think led the country to adopt IFRS in the
first place. Questionnaires were distributed to individuals from the four groups (see
Section 5.4.1.4) most closely concerned with the implementation of IFRS, while
interviews were conducted with CFOs in the banking sector, standard setters and
external auditors (see Section 5.4.6).

The findings and discussion are presented in four sections. Section 6.2 presents the
quantitative and qualitative findings regarding the perceptions surrounding IFRS
adoption in Saudi Arabia, after which Section 6.3 presents the main reasons why this
adoption was only partial, as identified by the interviewees. The factors that led
Saudi Arabia to adopt IFRS are presented in Section 6.4, while Section 6.5 brings
together the results of the questionnaires and semi-structured interviews in a
discussion of the findings. Finally, Section 6.6 gives a summary of the chapter.
Research Questions 3 and 4 are addressed in Chapters 7 (the opportunities associated

with IFRS adoption) and 8 (the challenges associated with adoption).

6.2 Perceptions Surrounding Adoption of IFRS in Saudi Arabia
6.2.1 Descriptive Analysis of Questionnaire Results

The second section in the survey was designed to establish the extent to which
respondents agreed with the IFRS adoption decision. Participants were asked to
respond to each of three sub-questions on a scale of 1 to 5, where 1 was strongly
disagree and 5 was strongly agree. The sub-questions were: Statement 1: “The
transition to IFRS through the Project for the Transition to International Accounting
and Auditing Standards was formally approved in 2017 by the Saudi Organisation
for Certified Public Accountants (SOCPA). To what extent do you agree with this
decision?”; Statement 2: “Banks are required by the Saudi Arabian Monitoring

Authority (SAMA) to prepare their financial statements in accordance with IFRS .To
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what extent do you agree with SAMA’s decision?”; and Statement 3: “To what
extent do you agree that financial reports prepared in accordance with IFRS meet the
needs of the government, customers, institutional investors, the Department of Zakat

and Income Tax, and academics in the field of accounting?”.

Figure 6-1 indicates that more than 98% of the participants either agreed or strongly
agreed (these options were combined to facilitate the analysis process) with SAMA’s
decision to require banks to prepare their financial statements in accordance with
IFRS, while 88.3% agreed or strongly agreed that the resulting reports meet the
different needs of users in Saudi Arabia. Table 6-1 shows that the overall mean for
the SAMA sub-question was 4.63, for the SOCPA sub-question was 4.52, and for the
third sub-question was 4.30. Further, the table demonstrates that the Cronbach's
alpha test produced a coefficient of 0.75 for this question, which indicates good
reliability (Zikmund et al., 2010).

Figure 6-1: Respondents’ Perceptions Surrounding IFRS Adoption Decision
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Table 6-1: Descriptive Statistics for Respondents’ Perceptions Surrounding IFRS
Adoption Decision

Statement Level of Agreement* (%) Total SD™ | Median |Rank | Cronbach'
Mean (25-75) sa
Score

SD" D N A SA

The transition to IFRS through
the Project for the Transition
to International Accounting
and Auditing Standards was
formally approved in 2017 by | 0.4 0.8 39 |[36.2 58.7 4.52 0.65 5(4-5) 2
the Saudi Organisation for
Certified Public Accountants.
To what extent do you agree
with this decision?

Banks are required by SAMA
to prepare their financial
statements in accordance with | 0.4 0.4 1.2 318 | 66.3 4.63 057 | 5(4-5) 1 0.75
IFRS. To what extent do you
agree with SAMA's decision?

To what extent do you agree
that financial reports prepared
in accordance with IFRS meet
the needs of the government,
customers, institutional 0.4 4.3 71 42.0 | 46.3 4.30 0.81 4(4-5) 3
investors, the Department of
Zakat and Income Tax, and
academics in the field of
accounting?

SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).

Breaking the data down by group, Table 6-2 shows that auditors expressed the
highest level of agreement with sub-question 1, with a mean score of 4.59, followed
by financial analysts (4.55), accountants (4.47) and lastly academics (4.45). With
regards to the second sub-question, the highest mean score came from accountants in
the banking sector (4.68), followed by auditors (4.67), financial analysts (4.61) and
lastly academics (4.48). In terms of the third sub-question, the overall mean scores
were: financial analysts (4.56), accountants (4.47), external auditors (4.37) and
academics (3.43). The fact that the academics expressed the lowest level of
agreement for all three sub-questions indicates that they were generally less satisfied
with the adoption decision by SAMA and SOCPA. This may suggest that academics
are more conservative than practitioners and prefer to wait and observe rather than

take risks and make statements or decisions.

The Kruskal-Wallis test found no significant difference between the groups in terms
of their attitudes towards the SAMA and SOCPA decisions (see Table 6-2 and Table
6-3). There was, however, a significant difference (p = 0.001) on the sub-question of

whether they agreed that financial reports prepared in accordance with IFRS meet the
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requirements of the government and other stakeholders. This means that Mann-
Whitney test confirmed that the academics were significantly different from the other
three groups on this sub-question, producing a lower group mean of 3.43, compared
to financial analysts (4.56), accountants (4.47) and auditors (4.37). This variation
could be the result of indigenous internal factors such as the regulatory framework.
The difficulties faced by academics have also been noted by Alsalman (2003) and
Al-Sehali and Spear (2004), who state that accounting needs in developing countries
vary from those in developed countries. Alsaqga (2012) adds that accounting needs
are influenced by various issues, particularly culture and society.

Table 6-2: Descriptive Statistics for Group Means and Multiple Comparison Tests:
Respondents’ Perceptions Surrounding IFRS Adoption Decision

Statement Profession* (Mean) Kruska | Mann-Whitney Test — Post
I-Wallis Hoc Test

BA EA FA | AC | P-Value | BA EA FA AC

(Sig) | (Sig) | (Sig) | (Sig)
with | with | with | with

The transition to IFRS
through the Project for the
Transition to International
Accounting and Auditing
Standards was formally
approved in 2017 by the 447 | 459 | 455 | 4.45 0.357
Saudi Organisation for
Certified Public
Accountants. To what
extent do you agree with
this decision?

No significant differences
between groups

Banks are required by

SAMA to prepare their
financial statements in No significant differences
accordance with IFRS. To 4.68 | 467 | 461 | 448 0.125 between groups
what extent do you agree

with SAMA's decision?

To what extent do you
agree that financial
reports prepared in
accordance with IFRS
meet the needs of the
government, customers, 447 | 437 | 456 | 3.43 0.001 AC AC AC
institutional investors, the
Department of Zakat and
Income Tax, and
academics in the field of
accounting?

BA/
EA/ FA

*BA (Accountants in the Banking Sector), EA (External Auditor), FA (Financial Analyst), AC
(Academic), Sig**(Significant).

110|Page




Table 6-3: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

The transition to IFRS through the Project for -- -
the Transition to International Accounting and
Auditing Standards was formally approved in
2017 by the Saudi Organisation for Certified
Public Accountants. To what extent do you
agree with this decision?

Banks are required by SAMA to prepare their -- -
financial statements in accordance with IFRS.
To what extent do you agree with SAMA's
decision?

To what extent do you agree that financial 0.001*** 0.001***
reports prepared in accordance with IFRS
meet the needs of the government, customers,
institutional investors, the Department of
Zakat and Income Tax, and academics in the
field of accounting?

*p < 0.05 **p < 0.01 *** p < 0.001 -- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results
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Respondents were also asked about the timing of IFRS adoption (see Table 6-4).
Again, they were asked to indicate the extent to which they agreed with the given
statements. Across the four groups, 61.4% felt that IFRS should have been
implemented in Saudi Arabia earlier than they were, while 30.4% agreed that this is a
suitable time to adopt IFRS. Only 2% felt that it will be difficult to adopt IFRS in
Saudi Arabia (see Table 6-4).

Table 6-4:Descriptive Statistics for the Timing of IFRS Adoption, by Group

Which of the following Profession* Overall
explains your answer to BA EA FA AC Response
question 6b? N % N| % Nl % | N | % N %
IFRS should have been 64 | 64.0 | 45| 55 |25|735|22|595| 160 | 614
implemented earlier

It is too early to implement IFRS | 2 20 | 3 |37 |0 2 | 54 7 2.8

This is a suitable time toadopt | 5y | 51 5 | 57 | 333 | g | 235| 11| 207 | 77 | 304

IFRS

It is difficult to adopt IFRS in

Saudi Arabia 2 20 |1 2 |24 |0 1| 27 5 2.0
| am not sure 2 20 | 4 | 49 1 3 1 2.7 8 3.1
Total 101 | 100 | 82 | 100 | 34 | 100 | 36 | 100 | 254 100

*BA (Accountants in the Banking Sector), EA (External Auditor), FA (Financial Analyst), AC

(Academic)

The above indicates that the majority of preparers saw IFRS adoption as a win-win
policy, because shifting to IFRS increases the quality of financial reporting. Indeed,

the majority felt that the adoption should have come earlier.

In summary, the objective of these survey questions was to gain insight into the
respondents’ views regarding SAMA and SOCPA’s decision to adopt IFRS. Table 6-
4 indicates that not only did the majority of survey respondents see IFRS adoption as
a positive policy, they would have liked to see the decision made earlier. The next
section explores these perceptions in more depth, drawing on the findings from the

semi-structured interviews.
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6.2.2 Interview Analysis

In order to assess the perception of key stakeholders towards IFRS adoption in Saudi
Arabia, the researcher asked an open question regarding whether they (interviewees)
thought that IFRS are suitable for adoption in Saudi Arabia. The overwhelming
majority of interviewees (95%, 21Nr8) were supportive (see Figure 6-2). Only one
external auditor demurred, arguing that the country is not yet ready for the transition.
IFRS were generally seen as having the potential to improve business activities
across Saudi Arabia and in particular the knowledge and expertise of accounting
professionals in the country. However, this will only be achieved by rolling out
education programmes and raising awareness about IFRS.

Figure 6-2: Suitability of IFRS Adoption in Saudi Arabia

Suitability of IFRS Adoption in Saudi Arabia

Not Suitable,5%

Suitable, 95%,

M Suitable Not Suitable Total sample
n=22

Most interviewees saw SOCPA’s decision to implement IFRS as beneficial for Saudi
Arabia. The majority saw them as an appropriate framework because their ability to
provide transparency and reliable, high-quality information makes them useful when
dealing with investors. These benefits are discussed under the theme opportunities of
IFRS adoption in Saudi Arabia. (See 7.2.4). This led some to suggest that IFRS
adoption would primarily increase investment opportunities in the private sector,
rather than assist the government in planning and meeting local public needs. The
fact that IFRS are recognised worldwide led others (such as Interviewees RE1-5 and

8 Nr: Number of interviewees
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RE2-1) to argue that organisations with an international outlook and foreign
partnerships would benefit most from the adoption of international standards.
However, organisations operating according to Islamic principles were also seen as
likely to benefit from IFRS adoption on the grounds that it will raise disclosure levels
and increase the use of fair value in these organisations, thereby enhancing their

transparency (see Section 7.2.4.4).

To conclude, the questionnaire survey and interview results show that the
overwhelming majority of participants supported the decision by SAMA and SOCPA
to adopt IFRS. However, there was less support (particularly among academics) for
the view that financial reports prepared in accordance with the international
standards meet the needs of the government and other stakeholders. This apparent
inconsistency was explored in the semi-structured interviews, which identified some
of the reasons why Saudi Arabia has not implemented IFRS across all economic

sectors.

6.3 Reasons for not Implementing IFRS in all Economic Sectors

SAMA has required all banks and insurance companies in Saudi Arabia to use IFRS
since 2008. In February 2012, SOCPA formally approved the transition to IFRS
through its Project for the Transition to International Accounting and Auditing
Standards, to be completed by 2017 (IFRS, 2017). However, despite the SOCPA
project, all entities outside the finance sector, irrespective of their size, are still
required to use the local GAAP as issued by SOCPA (IFRS, 2017). This partial
application of IFRS raises questions about the comparability of financial statements
produced by companies in the banking and insurance sector and those in other
sectors, which are still using the Saudi GAAP. The question of why IFRS
implementation has focused solely on the banking sector was explored further in the
interviews with representatives from SOCPA and SAMA (i.e. the groups responsible
for setting standards and regulating the sector), bank CFOs and external and local
auditors. As can be seen in Figure 6-3, interviewees listed a number of reasons why
they believed IFRS have not been applied to all economic sectors. The most popular
answer was that companies in Saudi Arabia are already using national standards
(41%, 9Nr®). The next most popular reason was lack of readiness (32%, 7Nr), while

others said that limiting implementation was the government’s decision (27%, 6Nr).

9 Nr: Number of interviewees
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The remaining reasons offered by interviewees were a general lack of accounting
experience and expertise across all economic sectors (18%, 4Nr), the influence of
SAMA (14%, 3Nr), and bureaucratic difficulties (14%, 3Nr). The next sub-sections
discuss these claims further.

Figure 6-3: Reasons Why IFRS Have Not Been Applied to all Economic Sectors

6.3.1 Using Saudi Standards

The most popular reason interviewees offered for the limited rollout of IFRS (41%,
ONr1%) was the fact that companies across Saudi Arabia are already using the
country’s own national accounting standards. These were adapted from the US
GAAP and modified to suit Saudi needs. Interviewee AD4-5 explained why Saudi

Arabia uses American standards as the basis of its own standards:

“We are used to American standards because they help us in our
decision making, unlike international standards, which are variable or

unstable”.
The same interviewee went on to say that

“SOCPA has been trying to convince others about IFRS, but why have
the Americans not applied the standards? And why do they keep
postponing them every year? It is better that we keep to the American

standards because there is no checklist in the use of standards”.

10 Nr: Number of interviewees
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Interviewee CFO3-8H was similarly cautious about the wisdom of shifting from
SOCPA’s standards to IFRS:

“Saudi Arabia has its own SOCPA standards, which have been there
since 1999 and are based on the US GAAP...The shift from SOCPA’s
standards to international accounting standards is very complex and will

take a long time”.

As one standard setter from SOCPA (Interviewee RE1-1) explained, the international
standards have only seen this much recognition and prevalence since 2001 in Saudi
Arabia. The government depends on US-based standards which have been modified
to suit Saudi requirements. However, some people believe Saudi accounting
standards setting bodies as inadequate in the light of the development of other

standards. Interviewee RE1-4 pointed out that the country was

“the first country in the region to adopt national standards in keeping

with the American standard and suitable for the Saudi context”.

Although Saudi Arabia have been pushing for the adoption of IFRS ever since the
international community started using them, outside the banking sector, SOCPA has
insisted on the continuing use of the country’s own standards, even though these
have not been updated and they are known only inside the kingdom (CF03-5E). This
is the main reason why IFRS adoption has been delayed in other sectors.

The interviewees’ answers suggest that part of the reason why Saudi Arabia has so
far rejected full implementation of IFRS is because it does not like being put under
international pressure and takes pride in using its own national GAAP (Interviewee
CFO03-5E). This corroborates the findings of Almotairy and Alsalman (2012) and
Alzeban and Gwilliam (2014), who found that SOCPA has no plans to relinquish its
own accounting standards. The fact that it has taken this long for SOCPA even to
partially implement IFRS was explained by Interviewee RE1-2 as proof that the
organisation is keen to follow best practice. This interviewee was not the only
regulator to argue that delaying implementation was necessary to give standard
setters the opportunity to study the suitability of IFRS to the Saudi environment;
according to SOCPA members (Interviewee RE1-4),

“We set a plan to study each standard and translate it, and we worked

alongside local auditors and the Big Four to ensure better practice ...
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This work has been done with contributions from all sectors and

accountants in the country, but it has caused a delay”.

The above responses offer a mixed picture; while some interviewees believed that
Saudi Arabia takes pride in its national standards (SAS) and does not want to be
subject to international pressure to adopt IFRS, others felt that full IFRS adoption is
inevitable, though more consideration needs to be taken of the local environment.

6.3.2 Readiness

Readiness — or rather, the lack of readiness — was identified by (32%, 7Nr*!) of the
interviewees as one of the most important reasons why IFRS have not been applied
to all economic sectors. Interviewee RE1-1 explained that not all sectors are
currently capable of meeting the requirements associated with the international

standards:

“I think that the disparity between the economic sectors is linked to their
ability to meet the requirements of these standards and the provision of
professional competencies capable of applying the requirements of those
standards and ensuring their application ... For example, financial
institutions may have the potential to apply international standards at the
present time, while others may require technical and professional
preparation for their staff before committing to the requirements of
international standards. So, it is not right to make other sectors bear the
burden of transitioning to international standards without giving them

the opportunity to prepare adequately .

According to Interviewee RE2-1, Saudi Arabia’s regulatory and professional bodies

are now working to help listed companies in all sectors with this preparation:

“It should be pointed out that in their keenness to protect investors and
ensure adequate disclosure and transparency, the Capital Market
Authority, the Monetary Institute and the Institute of Accountants have
already formed a supreme steering committee to oversee the
transformation of listed companies in terms of their application of
international accounting standards to ascertain their readiness to shift to

INr: Number of interviewees
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these standards and to address the challenges and difficulties that may be

faced before application”.

Interviewee RE1-3, meanwhile, noted that it is not only companies who need more
time to prepare for the shift to IFRS; regulators themselves also need time to evaluate

whether all the IFRS are suitable for use in the Saudi context:

“I have to say that the Commission is keen to give sufficient time to study
international standards in all aspects related to the local environment,
including the legal and regulatory aspects of the requirements of the
standards ... The transition plan took some executive procedures that
focused on the examination of each international standard. It involved
groups with an interest in accounting and auditing, such as preparers,
auditors, users, academics and supervisory bodies, to discuss the
requirements of the standards extensively to ensure that their
implementation is achieved, and this is what has delayed the adoption in

Saudi Arabia’s case’.

Similarly, one SOCPA representative RE1-2 explained that the partial application
was necessary to allow time for the establishment of a proper framework for
adoption:

“There must be topics that require Saudi Arabia to take part in the

framework ... The solution was to opt for the international standards

until the finalisation of a set of modified international standards and the

establishment of an integrated framework for adoption”.

Interviewees CFO3-7G and CFO3-8H also expressed the view that the application of
international standards in measurement, presentation and disclosure requires the
provision of an appropriate local environment. However, Interviewee AD4-4 saw the
lack of readiness for IFRS as extending beyond regulators and companies to Saudi

society in general:

“I am more inclined to think that the delay was due to the
unpreparedness of the Saudi system and companies to embrace the

application;, it is fair to say that the society itself was not ready”.

This interviewee saw this historic unpreparedness as the reason why Saudi Arabia

lacks the infrastructure it needs to facilitate the broader adoption of international
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standards. On the whole, however, the interviewees’ comments suggest that while
Saudi Arabia is not yet ready to adopt IFRS in every economic sector, the standards
are being studied carefully, and that there is a general and formal willingness to
move towards complete adoption.

6.3.3 Government Decision

Six interviewees (27%, 6Nr'?) suggested that the decision not to apply IFRS to all
economic sectors was down to the government. Figure 6-4 shows sample answers on

this theme.

Figure 6-4 Sample of Transcript

As one standard setter (Interviewee RE1-1) explained, the government recognises
that the application of IFRS in all economic sectors can only be accomplished with a

comprehensive transition plan.

“The Commission chose to implement transition slowly because it saw
that the [business] environment needs to prepare adequately for the
implementation of international standards ... The plan adopted for the
transition to international standards recognises that success depends on
the readiness of the environment in which it will be applied. That’s why

IFRS were only partially applied .

Explaining SOCPA'’s decision to delay full adoption, this interviewee went on to say
that

12 Nr: Number of interviewees
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“The Commission is keen to devote sufficient time to studying how
international standards relate to the local environment, including the
legal and regulatory aspects of the requirements of the standards ... The
transition plan sets out procedures for examining each international
standard and encourages the involvement of all those with an interest in
accounting and auditing like preparers, auditors, users, academics and
supervisory bodies to extensively discuss the requirements of the
standards to ensure that their implementation is achieved .

Given all the effort that is going into preparations for full IFRS adoption,
government bodies such as the CMA, SAMA and the MCI see developing the
current national standards as a waste of time. Consequently, these bodies have been
urging companies, especially those with international investments, to prepare

different sets of financial statements for different stakeholders. According to RE1-5,

“The international standards will eliminate the previous manipulation by
companies issuing three financial statements: one for the owner, which is
the right one ... The other one is for the Zakat Department, showing less
profit to reduce the proportion of Zakat ... The other list would show
inflated profits so they could apply to banks for funding ... This will end
with the production of correct, consolidated financial statements for

those entities”.

RE1-5 went on to explain that

“The government sees joining the G20 as a chance to develop the
accounting system for better corporate governance and to follow

developed countries rather than keeping with the previous standards”.
A representative from SAMA (RE2-1) expressed the view that

“The decision makers in the board graduated in the United States of
America, and of course there was pressure to apply our standards
according to the US ones because of the strong trade exchange between
Saudi Arabia and America ... Saudi standards are fairly homogeneous

with American standards, but they remain unchanged”.

The government understands that it has no choice but to adopt standards that can
facilitate the development of Saudi Arabia’s accounting system.
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“As a result of the development in the region and also the crisis of the
Saudi stocks, the Authority was forced to regulate the Saudi market and
had no option but to develop the profession by adopting the international
standards IFRS” (RE1-4).

However, it has decided to carry out the implementation process gradually, starting

with banks and insurance companies. Interviewee CFO3-7G explained that

“The shift was partial because the Saudi market was not ready to apply
in the past ... But now I think the kingdom’s decision to start the gradual
application of the international accounting standards is in response to
domestic and foreign economic developments and to keep up with the
trend among global economies to adopt high quality international

standards for better reporting and disclosure of their operations”.

The comment is a further indication that the government has previously blocked the
implementation of IFRS due to lack of readiness. The partial application of IFRS
within the banking sector was initiated by the sector’s controlling body, SAMA. This

is discussed in the following section.
6.3.4 SAMA

SAMA’s central role in IFRS implementation across the banking sector was
emphasised by three interviewees (CFO3-10J, CFO3-4D and CFO3-91; 14%). All
explained that the adoption of IFRS was a regulatory requirement by the Authority;
as Interviewee CFO3-10J put it:

“The adoption of IFRS was a requirement from SAMA and the Saudi

Arabian Central Bank when we joined the G20".

These interviewees explained that SAMA, as an independent regulator, sees adoption

of IFRS to be of core importance to the banking sector.

“Yes, the standards are applied in banks and insurance companies, but
Saudi Arabia has delayed the process of implementation, which was
supposed to have been applied five years ago in listed companies .... So,
the Commission started examining the subject in 2008, but SAMA had
already done this given the small sector of banks and insurance and also
because of the availability of expertise ... It was a compulsory decision,

S0 we cannot compare banks to the other companies”. CFO3-10J
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The findings indicate that the application of IFRS in the financial sector was
driven by the requirements of the Central Bank, acting through SAMA,
because of the nature of the relationship between banks and their transactions

world-wide.
6.3.5 Lack of Experience and Expertise

The partial application was attributed by four (18%, 4Nr'®) CFOs to the limited
availability of relevant expertise and experience among accounting and auditing
staff. Interviewee CFO3-2B described this as one of the main reasons why IFRS

have not been applied to all economic sectors in Saudi Arabia.

“The main reason for partial application in the past is limited expertise
and knowledge ... there is a lack of experienced accountants in Saudi
Arabia”.

Interviewee CFO3-3C claimed that SOCPA had initially wanted to start the adoption
process across all sectors in 2008, while Interviewees AD4-4 and CFO3-7G also said
that the government wanted all sectors to be using the same approach. However, the
government has been forced to modify its plans because of the lack of qualified

professionals able to oversee the application and its associated difficulties.

“I think lack of expertise and experience has delayed the process of

implementation in general in Saudi Arabia” (Interviewee RE1-1).
This particular challenge is discussed at greater length in Section 8.2.2.4.
6.3.6 Bureaucracy

The final limiting factor, according to the interviewees, was bureaucracy. This factor
was mentioned by three interviewees (14%,3Nr), who explained that Saudi Arabia’s
complex bureaucratic system and outdated laws and legislation, which are designed
to serve central government, can make accessing information difficult. Interviewee
CFO3-3C argued that

“..if it weren’t for the elements of Sharia and bureaucracy that are still
existent, we would not have been lagging far behind other countries

similar to us”.

However, hope was expressed that the IFRS application process might be accelerated

13 Nr: Number of interviewees
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under the influence of Saudi Vision 2030. This was highlighted by Interviewee
CFO3-1A, who stated:

“Saudi Arabia was very late because of the bureaucracy in all the
committees that are involved ... The application decision has been
postponed about four times ... I was involved as a financial adviser in
some of the committees responsible for the transition ... But I think that
Vision 2030 is one of the reasons why we can expect the transition to

happen”.

In summary, the interviewees attributed the partial application of IFRS in Saudi
Arabia mainly to the fact that Saudi standards are already well established and
SOCPA have seen the adoption is reluctant to abandon them simply to comply with
international pressure. However, there was also a perceived lack of readiness, on the
part of companies and regulators alike, to meet the requirements in the international
standards. This was recognised in the government’s decision to limit adoption to the
banking sector. A lack of expertise and experience in regard to IFRS and a complex
bureaucracy were also cited as reasons for the delayed adoption of IFRS to all
sectors. The delay has been justified as the bureaucracy involved in the country
which has keep Saudi Arabia accounting system un-updated. Therefore, it is
important to gain further understanding what motivated Saudi Arabia towards IFRS

adoption which will be illustrated in the next section.
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6.4 Factors Influencing Saudi Arabia to Adopt IFRS

Several studies (Madawaki, 2012; Zehri and Chouaibi, 2013; Alnodel, 2015) have
evaluated the role that pressure from the World Bank, economic growth and capital
investment play in influencing countries to adopt IFRS. Capital market rules require
unity of accounting practices in order to facilitate comparison, but as Alnodel (2017)
points out, whatever the external and internal factors driving IFRS adoption in
developing countries, accounting professionals in these countries are likely to find
the transition difficult.

6.4.1 Descriptive Analysis of Questionnaire Results

The third section in the survey was directed at identifying factors that influenced
Saudi Arabia to adopt IFRS. Participants were given five statements (generated from
the previous literature) and asked to indicate the extent to which they agreed that
these various external and environmental factors had an impact on the country’s
decision to move towards adoption. These were: Statement 1: “Economic growth in
KSA greatly influenced the adoption of IFRS”; Statement 2: “The legal system
greatly influenced the adoption of IFRS”; Statement 3: “The external environment
(e.g World Bank, IMF) greatly influenced the adoption of IFRS”; Statement 4: “The
existence of a capital market greatly influenced the adoption of IFRS”; and
Statement 5: “The previous accountancy standards were ineffective”. The results are

shown in Figure 6-5 and Table 6-5.

124 |Page



Figure 6-5: Perceived Factors that Led to IFRS Adoption

Table 6-5: Descriptive Statistics for Perceived Factors that Led to IFRS Adoption

Statement Level of Agreement* (%) Total | SD Median |Rank | Cronbach's
SD | D N A SA Mean (25-75) o
Score
Economic growth in 28 120 |83 0 37.0 | 4.16 087 | 4(4-5) |3 0.730

Saudi Arabia greatly
influenced the adoption of
IFRS

The legal systemgreatly | 1.6 | 59 | 19.3 | 469 | 26.4 | 3.90 091 | 4(3-5) 4
influenced the adoption of
IFRS

IThe external 20 |24 |43 | 465 | 449 | 430 0.82 | 4(4-5) 1
environment (e.g.
\World Bank, IMF etc.)
greatly influenced the
adoption of IFRS

The existence of a 0.8 |47 |55 | 488 | 402 | 4.22 082 | 4(4-5) |2
capital market greatly
influenced the adoption
of IFRS

The previous 6.3 | 224|169 | 354 | 189 | 3.38 120 |4(22-4) |5
accounting standards
were ineffective

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).

In terms of the mean scores, it is evident that Statement 3: “The external environment
(e.g. World Bank, IMF etc.) greatly influenced the adoption of IFRS” generated a
total mean of 4.30. The next highest level of agreement was with the fourth
statement: “The existence of a capital market greatly influenced the adoption of

IFRS” with a total mean of 4.22. This was followed by the first statement:
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“Economic growth in Saudi Arabia greatly influenced the adoption of IFRS”, which
had a total mean of 4.16. Statement 2: “The legal system greatly influenced the
adoption of IFRS” had a total mean of 3.90. Last was Statement 5: “The previous
accounting standards were ineffective” with a total mean of 3.38. Table 6-6 breaks
the responses down into groups. It shows that the group that agreed most strongly
that the listed factors influenced Saudi Arabia to adopt IFRS were the financial
analysts (overall group mean 4.27), followed by accountants (3.99), auditors (3.96)
and lastly academics (3.88). The lower mean score from academics may suggest that
this group was less convinced by the significance of the listed factors. Alternatively,
it may simply confirm Alkhtani’s (2012) view that university academics in Saudi

Arabia pay little attention to the international standards.

Table 6-6: Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Factors that Led to IFRS Adoption

Statement Profession* (Mean) Kruskal- Mann-Whitney Test — Post Hoc
Wallis Test
BA EA FA | AC P-Value BA EA FA AC
(Sig) (Sig) | (Sig) | (Sig
with with with )
with
Economic growth in Saudi AC/
Arabia greatly influenced the | 4.19 | 3.98 | 4.55 | 4.16 0.007 FA FA EA/ FA
adoption of IFRS BA
The legal system greatly . .
influenced the adoption of | 3.93 | 3.85 | 3.94 | 3.01 | o0gso | 'Nosignificantdifferences between
groups
IFRS
The external environment
eg. World Bank, IMFetc) | o6 | 455 | 458 | 3.94 | 0.001 AC AC | ac [PAEA
greatly influenced the IFA
adoption of IFRS
The existence of a capital AC/E
market greatly influenced the | 4.28 | 4.19 | 450 | 3.94 0.001 AC FA FA/BA
. A
adoption of IFRS
The previous accounting 315 | 346 | 3.76 | 3.43 0.065 No significant differences between
standards were ineffective groups
Overall group mean 3.99 | 396 | 4.27 | 3.88

*BA (Accountant in the Banking Sector), EA (External Auditor), FA (Financial Analyst), AC (Academic), Sig**
(Significant).

The Kruskal-Wallis test (see Table 6-6 and Table 6-7) indicated statistically
significant differences among all four groups regarding Statement 1 (p-value =
0.007), Statement 3 and Statement 4 (both with a p-value of 0.001). When the results
for these three statements were explored further using the Mann-Whitney test, the
results revealed a significant difference between the financial analysts and the other
three groups on Statement 1, with the financial analysts generating a group mean of

4.55 for this statement (94% of this group agreed or strongly agreed), compared to
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the more moderate levels of agreement expressed by accountants (4.19), academics
(4.16) and external auditors (3.98). More than 90% of the accountants, auditors and
financial analysts either agreed or strongly agreed with Statement 3 that “The
external environment (e.g. World Bank, IMF etc.) greatly influenced the adoption of
IFRS”. Lower agreement was shown by the academics, which was reflected in their
group mean of 3.94. Finally, Table 6-6 shows that for Statement 4, financial analysts
(4.50), accountants (4.28) and external auditors (4.19) all generated higher group

means than the academics (3.94).

Table 6-7:Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

Statement Kruskal-Wallis One-Way ANOVA
Non-Parametric Test P-Value Parametric Test P-Value Sig
Sig Less than 0.05 Less than 0.05
Economic growth in Saudi Arabia 0.007* 0.007*
greatly influenced the adoption of

IFRS

The legal system greatly influenced the -- --
adoption of IFRS

The external environment (e.g. 0.001** 0.001**
World Bank, IMF etc.) greatly
influenced the adoption of IFRS

The existence of a capital market 0.001* 0.001*
greatly influenced the adoption of
IFRS

The previous accounting standards -- --
were ineffective

*p <0.05**p < 0.01 *** p <0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results
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6.4.2 Interview Analysis

When the interviewees were asked an open question regarding the reasons that
motivated Saudi Arabia to adopt IFRS, they produced a list of motives (see Figure
6-6). First and foremost, the most popular reason was the fact that IFRS adoption is
now a regulatory requirement in the banking and finance sector (50%, 11Nr) and is
mandatory by the government since 2017. This was followed by the perceived ability
of IFRS to enhance comparability between companies within and beyond Saudi
Arabia (32%, 7Nr) and to boost investment (27%, 6Nr). Some interviewees cited the
influence of external bodies such as the World Bank, Big Four and G20 (18%, 4Nr),
while others mentioned the comprehensiveness of IFRS (14%, 3Nr), the
ineffectiveness of the previous standards (14%, 3Nr). The least popular reason was
the suggestion that Saudi companies have adopted IFRS in order to keep up with
local and global economic trends (5%, 1Nr). These results reveal the richness of
benefits that come with adopting IFRS. These factors are discussed next in some

details.

Figure 6-6: Motivations for Adopting IFRS
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6.4.2.1 Regulatory Requirement

Half of the interviewees saw regulatory requirements as one of the most important
reasons why companies in the banking sector have adopted IFRS. Figure 6-7 presents
the NVivo analysis of interviewees’ answers regarding the regulatory code.
Interviewees CFO3-10J and CFO3-4D saw the adoption of IFRS as simply a matter
of complying with the instructions of the governmental bodies (i.e. SAMA, SOCPA
and the CMA) that control the sector. However, Interviewee CFO3-4D also

acknowledged the potential benefits of adoption, observing that

“It is a standardised approach and regulatory requirement. More
reliable for stakeholders, including potential shareholders, and from a
regulatory point of view, it is an efficient way of presentation for all

users of financial statements”.

The idea that companies are simply complying with regulatory requirements was

echoed by Interviewee RE1-2 and Interviewee RE2-1.

Figure 6-7: NVivo Text Search Query on Interviewees’ Answers (Regulatory Code)

The fact that the regulatory bodies are playing an important role in facilitating the
adoption of IFRS was confirmed by the NVivo analysis, with 61 text units (65%
coverage) being captured from the interview transcripts. In fact, standard setters in
the interview sample explained that regulators are now pushing to extend the
adoption process and standardise financial reporting across Saudi Arabia, as partial
application has had an adverse effect on the country’s accounting system. This is in
line with the questionnaire finding that the regulatory/legal system is one of the
factors leading Saudi Arabia towards harmonisation.
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6.4.2.2 Internal and External Comparability

Internal and external comparability is considered as one of reasons that motivated
Saudi Arabia to adopt IFRS. In this regard, seven of the interviewees consider that
Saudi Arabia motivation to adopt IFRS is to help companies to be comparable and

usable with companies inside and outside the country.
As Interviewee CFO3-10J put it:

“Also, to unify the presentation of financial statements between
companies inside and outside the kingdom, thus enabling comparison

with various international companies”.

Interviewee from the banking sector CFO3-11K talked about stakeholders wanting

financial standards to reflect the performance of their companies accurately:

“Stakeholders want financial standards that reflect the current position
of the performance of their companies in order to manage risk and be
able to give more disclosure. ... they are aware of the importance of
harmonisation and the element of comparison and homogeneity in terms
of their companies abroad”. (CFO3-11K)

The ability of IFRS to facilitate international comparison is particularly attractive to
those companies that want to align themselves with subsidiaries outside Saudi
Arabia.

6.4.2.3 Investment

Another motive (identified by six interviewees) for adopting IFRS is the expectation
that it will boost investment. According to Interviewee CFO3-2B,

“The government turned to the application of accounting standards in
order to attract investment and control the Saudi market, as well as

[producing] reliable financial statements .

Investors want high-quality information in their financial reports, and for many, this
means using international rather than Saudi accounting standards. The assumption is
that by applying international accounting standards, companies will earn the trust of
domestic and foreign investors (Interviewee RE1-3) and increase support for Saudi
Arabia’s financial market, in line with the aims of Vision 2030. This is particularly
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important both for attracting FDI and for attracting foreign investors to invest in

companies listed in the Saudi stock market.

Interviewee CFO3-3C raised an interesting point that it is the big international
companies in Saudi Arabia, rather than the smaller, local companies or even the
CMA, who are most enthusiastic about the transition to IFRS, firstly, because they
see it as supporting their investment in the kingdom and secondly, because it will

help in aligning the reporting systems of these companies.
6.4.2.4 External Factors

Another motivation mentioned by four (18%, 4Nr!*) participants (Interviewees
CFO3-1A, AD4-2, RE1-2 and RE1-5) was the influence of external bodies like the
World Bank, IMF, Big Four and G20. This was reiterated by Interviewee ADA4-2,
who explained:

“From experience, the partial application carried out in the financial
and insurance sectors made companies commit fully to the standards due

to pressure from the World Bank and IMF .

Interviewees RE1-2 and CFO3-1A explained that Saudi Arabia already had its own
standard criteria when it secured entry into the G20'°. However, this massively
boosted its international relationships and gave it access to high-quality international

standards. According to Interviewee RE1-5,

“The government sees joining the G20 as a big opportunity to develop its
accounting system to give better reporting quality and unified practice,
and to follow developed countries rather than keeping with the previous

standards”.

However, some interviewees were concerned that local accounting professionals are
not being given sufficient opportunity to engage with the international standards and

develop their skills. One external auditor (AD4-5) mentioned that

14 Nr: Number of interviewees

15 The G20 is an annual meeting of leaders from the countries with the largest and fastest-growing
economies. Its members account for 85% of the world's GDP and two-thirds of its population. It
includes Argentina, Brazil, China, Germany, Indonesia, Japan, Republic of Korea, Russia, Turkey,
United States of America, Australia, Canada, France, India, Italy, Mexico, South Africa, Saudi Arabia,
United Kingdom, European Union (EU).
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“The Big Four have been the dominant firms in the Saudi market
because today we have handed the transition procedures to foreign

companies”.

According to this interviewee, the Big Four firms have offered no help to Saudi
accounting professionals, even differentiating between Saudi and non-Saudi

employees:

“In the meantime, Saudis are still stuck at a specific level when they are
employed in a Big Four auditing firm, which is quite a challenge for a
Saudi employee ... After that, when a Saudi gets the fellowship in the fifth
year, then they start attacking them because they have won the fellowship
... They may not receive anything or any support because most of the
Saudi partners are reluctant because most of them sign on paper and
start giving excuses ... Many concessions are being made in the
meantime, and this is really very dangerous. Further, the amount of
control yielded by the Big Four accounting offices ... This poses a
challenge for Saudis as accountants in terms of understanding and
engaging in the transition phase and the full adoption of international

accounting standards”.

To sum up, it is clear that the adoption of IFRS has been driven by external pressure
from bodies such as the World Bank, IMF and Big Four. Saudi Arabia’s accession to
the G20 has also led regulators in the country to seek improvements in reporting

quality in order to boost investment into the country.

6.4.2.5 Comprehensiveness

Regulators in the sample praised the comprehensiveness of IFRS, saying that it helps
stakeholders to better assess both a company’s performance and its compliance with

the changes now underway in Saudi Arabia. Interviewee RE1-5 argued that

“As opposed to Saudi standards, international financial standards
(IFRS) are known for their comprehensiveness, and for being more
integrated and developed. Particularly, they are more detailed in how
they deal with transactions and events that have an impact on the
financial status of the company and the outcomes of its actions, such as
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including coverage of subjects not subject to Saudi standards (e.g.

employee benefits and financial statements)”.

Interviewee AD4-1 explained that companies with subsidiaries outside Saudi Arabia
are particularly enthusiastic about the transition to IFRS because they are more
comprehensive than SOCPA standards; the international standards allow these
companies to consolidate their financial statements at home and abroad and

facilitating the comparison process.
6.4.2.6 Ineffective Previous Accounting Standards (SASS)

Three (14%) interviewees (RE1-1, RE2-1 and CFO3-10J) identified this factor as
one of the key motivations for the country to adopt IFRS. Interviewees CFO3-10J
and RE1-1 both saw IFRS as the necessary corrective to a dysfunctional system; as

Interviewee RE1-1 put it:

“Temporary measures such as the ones adopted in the past are no longer
adequate. The accounting practice in many companies is more like a
copycat (copy n’ paste) or, let us be honest, the auditing offices
dominating the market are very poor quality. So, in turn, our financial

statements have been standardised to avoid fraud”.

The view among these participants was that IFRS meet the needs of users more

effectively than Saudi standards. Interviewee RE2-1 explained:

“International standards are viewed as a unified system of standards. In
this way, they can describe each other and are transferable, which
minimises any clashes between standards conditions. Additionally,
international standards can better reflect the financial statement users’
interests and needs. They are regularly reviewed to make sure that they
can capture the expectations of the users of financial statements. Also,
they include disclosure conditions that far surpass those usually expected
by Saudi standards (SAS). In comparison to the SAS, the characteristics
of comprehensiveness, integration and modernity can be seen as some of
the key factors underlying the demand for the transition to international

standards .
6.4.2.7 Economic Development
With regards to economic development, three (14%) interviewees stated that the
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reason underpinning the kingdom’s decision to start the gradual adoption and

application of the international accounting standards was

“...to keep up with the trend among global economies to adopt high-
quality international standards for better reporting and disclosure of

their operations” (Interviewee CFO3-7G).

Among the remaining interviewees, one representative from SAMA (Interviewee
RE2-1) explained that a key incentive for the government to move towards the full
adoption of IFRS across all sectors is the potential this would have to help Saudi

Arabia’s economy

“..keep up with world economic developments and to help make
decisions that ensure good performance on a sustainable basis and

promote growth opportunities for the country”.
Finally, Interviewee RE1-2, a standard setter from SOCPA, explained that

“The decision to switch to international standards did not come from a
vacuum, but after several years of study and discussion with specialists
and beneficiaries of accounting standards, and this approach serves to
unite the reading of the lists prepared and approved in Saudi Arabia for
international purposes, and this corresponds in my view with the
conditions and requirements of the current phase and the rapid economic

growth witnessed by the kingdom ”.

The findings confirm that the Saudi government sees the adoption of IFRS as key to
attracting FDI and achieving the aims of the Saudi Vision 2030; that is, to diversify
the economy and make it less dependent on oil exports.

In summary, the findings illustrate that the key drivers of IFRS adoption are the
internal push from regulators (SOCPA and SAMA) and the external push from
bodies like the G20, Big Four and World Bank. However, the adoption has also been
driven by a general recognition of the potential benefits of IFRS; that is, their greater
comprehensiveness and improved reporting quality compared to SAS and their
ability to better meet the needs of stakeholders. Most importantly, the interviewees
saw the adoption process as offering an opportunity to align their own accounting
practice with international best practice, and thence to promote comparability and

boost investment. There are already 166 countries around the world that have
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adopted IFRS. Saudi Arabia needs to join this club and allow its businesses to use the

same accounting language that is being used in these 166 countries.
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6.5 Discussion of Results

The aim of this section is to draw together the findings from the quantitative and
qualitative analysis in respect of Research Questions 1 and 2: that is, 1- how do users
of accounting information in Saudi Arabia perceive the convergence to IFRS?, 2-
why has the country not applied IFRS to all sectors?, and - what factors led it to
adopt IFRS?

6.5.1 Perceptions Surrounding IFRS Adoption

The descriptive analysis of the questionnaire results (see section 6.2.1) shows that
98% of the questionnaire respondents agreed with SAMA’s decision to require banks
to prepare their financial statements in accordance with IFRS. The inferential
analysis (see Table 6-2 and Table 6-3) using Kruskal-Wallis and Mann Whitney tests
indicated no significant difference between accountants in the banking sector,
external auditors, financial analysts and academics with regard to SAMA and
SOCPA’s decision to adopt I[FRS, but a significant difference between the academics
and the other three groups on the question of whether financial statements prepared

in accordance with IFRS meet the needs of all stakeholders .

The semi-structured interviews provided further insight with the finding that 95% of
the interviewees felt IFRS adoption is suitable in the context of Saudi Arabia (see
Figure 6-2, Section 6.2.2). Both the survey questionnaire and interview findings
indicate general support for the transition project as having the potential to improve
reporting quality in the Saudi context and to benefit all stakeholders by introducing
standards that are recognised worldwide. This finding supports those of other studies
(Alkhtani, 2010; Alsaqga, 2012; Alsuhaibani (2012) that have examined the early
stages of IFRS adoption in Saudi Arabia and the UAE. These studies all found
adoption to be beneficial in terms of saving regulator time and attracting FDI. Their
findings suggest that users in Saudi Arabia prefer financial reports produced under
IFRS, and that the IASB has a stronger influence and is trusted more than the Saudi
standards (Nurrunabi, 2017).

Just one local auditor (Interviewee AD4-5) argued that IFRS are too complex for the
Saudi environment, but most of the interviewees felt that this complexity can be

tackled by means of education and training programmes (see Section 6.2.2). This
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finding supports the views of Alsulami et al. (2017), Zakari (2017) and Nurunnabi
(2017b), all of whom link the success of IFRS adoption in developing countries to
awareness, training and updating the educational system to accommodate the change
in accounting system. It is therefore concerning that since the introduction of
mandatory IFRS adoption was announced in 2012, most of the listed companies have

done very little to prepare for the switch (Alzeban, 2018).

As noted above, the academics in the survey sample differed significantly from the
other groups on the question of whether “Financial reports prepared in accordance
with IFRS meet the needs of the government, customers, institutional investors, the
Department of Zakat and Income Tax, and academics in the field of accounting”.
This may raise some doubts about the suitability of IFRS to the Saudi environment.
As mentioned earlier (See Section 3.5.2.1), local cultural and societal issues mean
that a developing country may have different accounting needs from a developed
country (Alsaqga, 2012). The main aim of the IASB is to ensure financial reports are
presented with consistent information that will assist different users in their decision
making (IASB, 2017), but according to Hassan, Rankin and Lu (2014), the
accounting systems in most Arab countries are designed primarily to achieve the
government’s needs (because these countries have economically inefficient stock
markets). Zeghal and Mhedhbi (2006) state that in a bid to increase stock market
efficiency, Libya has started to change the nature of its system, but in GCC countries
such as Saudi Arabia, the adoption decision is generally determined by the
government’s needs rather than those of accounting professionals or accounting
information users (Alkhtani, 2012). That said, the government’s adoption decision is
itself likely to be the result of pressure from international bodies such as the World
Bank, the IMF and IASB. This is in line with new institutional theory’s assumption
that governments are under pressure to establish a reporting system that is seen as
legitimate (DiMiggio and Powell, 1983).

6.5.2 Reasons for Partial Application

The interviews revealed six main reasons why IFRS has been only partial: using
Saudi Standards (SAS), Readiness, Government decision, the Saudi Arabian
Monetary Authority (SAMA), Lack of expertise and experience in IFRS, and

Bureaucracy (see Section 6.3).
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As one standard setter (Interviewee RE1-5) explained, the government sees joining
the G20 as a major opportunity to develop Saudi Arabia’s accounting system in line
with those of developed countries. Most of the interviewees agreed that it was
government bodies (i.e. SAMA, SOCPA and the CMA) that were the main players in
the adoption decision (see Section 6.3.3 and6.3.4). However, this seems to contradict
Almotairy and Alsalman’s (2012) view that SOCPA was not in favour of IFRS
adoption; these authors point out that SOCPA has continued to issue Saudi standards
in accordance with its 2009-2013 strategic plan. ROSC (2009) annual report from the
world bank, also states that progress has been achieved in improving the national
accounting and auditing standards and that convergence with IFRS was not planned.
The initiative to adopt IFRS was launched in April 2012 by SOCPA’s board of
directors, which is chaired by the Minister of Commerce and Industry. The
subsequent delay in adopting IFRS was due to uncertainty about who has control
over reporting and disclosure standards, and due to un-readiness for the adoption
down to lack of expertise. Al Motairy and Alsalman (2012) attributes this to the
diversity of regulators, which, he argues, has stifled development of the country’s

accounting system.

The most important reason why IFRS have been applied only in the banking sector,
according to the interviewees, is that most companies are accustomed to using the
Saudi standards (SAS) (see Section 6.3.1) that have been in place since 1999; in
other words, resistance to change is an underlying reason for non-adoption. It has
been argued by Alkhtani (2010) that the Saudi Arabian government invested too
much in establishing its own standards, which it expected to become popular across
the Islamic countries but which, in reality, are used only in Saudi Arabia. Abd-
Elsalam and Weetman (2003) point out that other Gulf countries such as the UAE
use the US GAAP (though Irvine and Lucas (2006) observe that listed firms in the
UAE are required to prepare their financial statements in accordance with IFRS
rules). Alsaqga (2013) notes that as Saudi Arabia is actually the only GCC member
that has not adopted IFRS yet, it is logical for the country to accept the standards and

unify its practices with other countries so that it can attract investment.

Another reason why the application has been only partial is the complex and dated
bureaucratic system in Saudi Arabia (see Section 6.3.6). A similar problem has been

reported in other developing countries such as Irag, where IFRS adoption has been
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slowed down by a weak and dysfunctional bureaucracy (lbrahim, Stanton and
Rodrigs, 2014; Hassan, Rankin and Lu, 2014; Albu and Girbina, 2011, 2012).
According to Scott (2008), this supports the theory superimposing a new system onto

old legislation is a form of coercive pressure.

The interviewees also cited lack of experience and market readiness as reasons why
the Saudi government has chosen to delay full adoption of IFRS (see Sections 6.3.2
and 6.3.5). According to Interviewee CFO3-7G,

“Saudi Arabia wanted all sectors to be on a unified approach, but it was
difficult at the time, as the Authority took into consideration the lack of
experience of accounting firms and practitioners, and of course this
necessitates the presence of qualified professionals to deal with them and

the various application difficulties and challenges”.

This is in line with the findings of Alkhtani (2012), Almotairy and Alsalman (2012),
Alsulami et al. (2017) and Nurunnabi (2018) that lack of experience has affected the
level of adoption in Saudi Arabia. In its 2018 Annual Report (SOCPA, 2018),
SOCPA highlights the low number of accountants in the country, noting that the 179
CPAs currently registered are less than it needs. The finding underlines the
importance of the government’s role in providing, through its various regulators,
training and support to local accountants to gain the professional qualifications (e.g.
CIMA, CIPFA and ACCA).

In summary, Saudi Arabia’s partial adoption/application of IFRS is attributable in
part to the fact that the country’s reporting system is under the control of a range of
institutional bodies. It was pressure from SAMA that led to the adoption of IFRS in
the banking sector, when SOCPA and the CMA delayed adoption in other sectors
because of a perceived lack of readiness. This is in line with new institutional
theory’s assumption that regulative elements and legal systems act as a coercive
mechanism (DiMaggio and Powell, 1983; Scott, 2008; Nurunnabi, 2015). Houge,
Easton and van Zijl (2014) argue that mandatory IFRS adoption can have a positive
impact in developing countries, which tend to have poor information quality and low
levels of investor protection, because it strengthens the reporting system. However,

this depends entirely on the strength of the regulatory body monitoring and enforcing
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compliance with the standards (Leuz, Nanda and Wysocki, 2003; Chi et al., 2013;
Christensen et al., 2015).

6.5.3 Factors Leading to Saudi Arabia’s Adoption of IFRS

The second question on the survey (see Section 6.4.1) sought to explore what the
respondents perceived as the main factors influencing Saudi Arabia to adopt IFRS.
The findings indicate that the majority of the questionnaire respondents saw these
factors as being: the external environment (i.e. the influence of institutions such as
the World Bank and IMF), the existence of a capital market, economic growth, the
legal system and the ineffectiveness of the previous standards. The interview

findings broadly supported those of the questionnaire.

6.5.3.1 External Factors

The empirical evidence from the descriptive results of the questionnaire (see Figure
6-5 and Table 6-5) illustrate that an overwhelming 91.4% of the respondents saw the
external environment as the most significant factor leading Saudi Arabia to adopt
IFRS. Though the results of the inferential analysis showed that academics were less
supportive of the statement than accountants in the banking sector, external auditors
and financial analysts. The interviewees were less convinced of the importance of
this factor, with just four out of the eleven citing the external environment as a driver
for adoption. Among the interviewees, regulatory requirements were seen as the

main factor driving IFRS adoption in Saudi Arabia (see Figure 6-6).

The interview analysis also revealed another external factor, in addition to the World
Bank and IMF identified by the questionnaire respondents: the Big Four accounting
firms. This echoes other studies (e.g. Hassan et al., 2014), which have reported the
entry of these firms as a powerful factor in developing countries’ transition to IFRS.
As the dominant force in the auditing market, the Big Four have indeed played a
major role in the adoption of IFRS in Saudi Arabia. However, the entry of the Big
Four was the cause of concern among some interviewees (see Section 6.4.2.4), with

one local auditor complaining that their entry has marginalised local companies:

“The Big Four have benefited the most from the adoption in Saudi
Arabia, especially as most companies do not trust local licensed auditing

firms”.
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External agencies such as the World Bank, IMF and the Big Four have been
identified as some of the main forces leading developing countries to adopt IFRS; as
such, they have a significant effect on the accounting systems of these countries
(Wiebe, 2008; Zehri and Abdelbaki, 2013). In Saudi Arabia, gaining the trust of
these organisations is seen as key to achieving the country’s objectives of gaining
legitimacy and diversifying the economy away from oil. The linkage between the Big
Four and the multinational companies, as the aides to the IMF and World Bank, can
be leveraged to spread the ideology of IFRS adoption, which is key to attracting FDI
in developing countries (Alsuhaibani, 2012). Furthermore, the World Bank and IMF
insist that would-be finance recipients use IAS/IFRS (Schachler, Al-Abiyad and Al-
Hadad, 2012). Al-Basteki (1995), Rahman et al. (2002) and Sucher and Alexander
(2004) suggest that the Big Four firms have played an important role in the export of
IAS/IFRS to large national companies in developing countries, but Zehri and
Abdelbaki (2013) argue that the decision to adopt international standards is in fact
more closely related to the institutional environment (above all the legal system) in
these countries. This is illustrated in the current study’s conceptual framework as one
of the institutional isomorphism stance raised due to the external and internal

pressure from these organisations (DiMaggio and Powell, 1983).

6.5.3.2 Capital Market

Eighty-nine per cent of the questionnaire respondents agreed that the decision to
adopt IFRS in Saudi Arabia was influenced by the capital market (see Figure 6-5),
though the Mann-Whitney test revealed significant differences between the groups
on this factor, with academics showing less support than the other groups (see Table
6-6 and Table 6-7). The qualitative phase of the study provided further insights into
this result. Twenty-seven per cent of the interviewees identified this as one of the
important reasons for adoption (see Figure 6-6 and Section 6.4.2.3), with one

standard setter explaining that

“Moreover, it was noted that all investors want quality information in
their financial reports, not reports issued using Saudi standards. ... to
achieve greater support for the financial markets, in line with the
kingdom's Vision 2030, applying international accounting standards will

earn the trust of domestic and foreign investors”. (RE1-1)
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One of the factors a country should consider when adopting IFRS is the attraction of
foreign investment. In this study, both the survey and interview findings indicate that
foreign capital investment played a strong role in Saudi Arabia’s decision to adopt
IFRS. The analysis indicates that IFRS adoption is a central plank of the Saudi
Vision 2030 plan, a key aim of which is to project a global image of Saudi Arabia as
an attractive investment destination. IFRS adoption is expected to increase the flow
of capital into the country and reassure investors. This finding corroborates those of
Irvine and Lucas (2006), Judge, Li and Pinsker (2010) and Schachler, Al-Abiyad and
Al-Hadad (2012), who show that developing countries attract foreign capital
investment by adopting IAS/IFRS. Zehri and Chouaibi (2013) report that countries
with an under-developed stock market in search of investors are more likely to adopt
IFRS as a way of improving reporting quality and comparability, and thereby
increasing capital movement trust. However, Masoud (2014a) argues that even if the
financial reporting in a developing country does follow an acceptable accounting
framework, like IFRS, this will not necessarily improve trust among investors if the

country’s regulatory bodies and investor protection regime are seen as weak.

6.5.3.3 Economic Growth

The quantitative analysis illustrated that 87% of the survey respondents agreed that
economic growth was a major factor in the decision to adopt IFRS in Saudi Arabia.
The inferential analysis using the Mann-Whitney test again indicated a difference
between the groups, with financial analysts expressing significantly stronger support
than the other groups. The semi-structured interviews provided further support for

economic growth as a reason for adoption (see Section 6.4.2.7).

Saudi Arabia currently depends on oil and gas exports as its main source of income,
but as the 2030 Vision plan points out, if it is to ensure continuing economic growth,
it needs to diversify its income streams and economic activities and open up to
international investment. To do this, it must join the IFRS club. The findings of the
study are in line with Zeghal and Mhedhbi (2006), Kolsi and Zehri (2013), Alzeban
(2018) and Nurunnabi (2017ab), who argue that developing countries generally adopt
IFRS in order to promote economic growth and development. However, Alzeban
(2018) argues that in the case of Saudi Arabia, which sits on the fifth largest oil
reserves in the world, the decision to adopt IFRS was motivated more by a desire to

gain legitimacy than the pursuit of economic growth.
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6.5.3.4 Legal System

A significant number of the survey respondents (73.10%) saw the legal system as
one of the factors that influenced the adoption decision, and the inferential analysis
showed no difference between the groups (see 6.4.1). The interviewees also
perceived this factor as important, with half of them identifying the legal system, as
expressed in the regulatory requirements, as the main reason why banking and
finance companies in Saudi Arabia adopted IFRS. Most of the interviewees
recognised that the government has played a major role in controlling the accounting
system in Saudi Arabia through the various regulatory bodies (see Section 6.4.2.1).
Interviewee CFO 3-5 stated that

“It is a standardised approach and regulatory requirement. More
reliable for stakeholders, including potential shareholders, and from a
regulatory point of view, it is an efficient way of presentation for all

users of financial statements”.

However, Sharia law also has a major influence on all aspects of life in the country,
and this requires listed and non-listed companies to follow the regulatory
requirements issued by SOCPA in 1991 (see Section 4.8.3). Problems arise where
IFRS are not Sharia-compliant. The findings agree with those of Cai and Wong
(2010), Madawaki (2012), Zehri and Chouaibi (2013), Alnodel (2015) and
Nurunnabi (2018), who argue that in developing countries like Saudi Arabia, the
government is the only authority to stipulate how accounting systems are used.
Alkhtani (2012) suggests that in Saudi Arabia’s case, the government is so keen to
attract FDI that it is willing to implement an accounting system that meets the
financial reporting requirements of foreign investors, regardless of whether it meets
the needs of local users or follows the Sharia requirements. The government does not
see IFRS as incompatible with the Sharia requirements, but it has advised that where
there are contradictions, SOCPA should adapt the standards to follow the local Saudi

law.

6.5.3.5 Ineffectiveness of Previous Accounting Standards (SAS)

The bottom-ranked statement in the questionnaire survey was: “The previous
accounting standards were ineffective”. The descriptive analysis showed that 54.10%

of the respondents (see Figure 6-5) agreed with this statement, and there was no
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significant difference between the groups (see Table 6-6). Dissatisfaction with the
previous standards was expressed more strongly in the interviews, with one standard

setter (Interviewee RE1-1) pointing out:

“Temporary measures such as the ones adopted in the past are no longer
adequate. The accounting practice in many companies is more like a
copycat (copy n’ paste) or, let us be honest, the auditing offices
dominating the market are very poor quality. So, in turn, our financial

statements have to be standardised to avoid fraud” (see Section 6.4.2.6).

The previous standards were seen as not meeting the country’s needs; while
accounting standards around the world have developed, Saudi Arabia’s local
standards have fallen out of date, with adverse consequences for the country’s
reporting system and progress. The finding is in line with Alkhtani (2012),
Alsuhaibani (2012) and Alzeban and Gwilliam (2014), who all report that while
Saudi Arabia leads Arab nations in terms of having its own standards, these have not
been updated. It has been argued that the committee responsible for improving the
standards lacks the resources and expertise it needs, partly because its members are
only part-time (Alkhtani, 2012).

The above discussion of the factors that led Saudi Arabia to adopt IFRS in the
banking sector aligns with new institutional theory in that it shows the external
pressure Saudi Arabia faces from international organisations to give up its local
standards and adopt IFRS. The legal system has played a major role in the adoption,
while internal pressure from the Big Four, SAMA and SOCPA has created normative
pressure to adopt IFRS as a way of achieving best practice comparable with that in
developed countries. Adoption is seen as a route to FDI, which requires a high level
of disclosure, transparency and reliability (Irvine, 2008; Jamali, 2010; Graafland and
Zhang, 2014; Nurunnabi, 2015), but it is also seen as a way of gaining legitimacy. As
DiMaggio and Powell (1983, p. 150) point out, “Organizations compete not just for
resources and customers, but for political power and institutional legitimacy, for

social as well as economic fitness”.
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6.6 Summary

This chapter presents and discusses the findings for Research Question 1 (how
participants perceived the decision to adopt IFRS in Saudi Arabia) and the two parts
of Research Question 2 (why IFRS have not been applied to all economic sectors in
Saudi Arabia, as in other Gulf countries, and what factors led the country to adopt
IFRS). The questions were addressed using survey questionnaires and semi-
structured interviews. The survey targeted four key groups involved in the adoption
process: accountants in the banking sector, external auditors, financial analysts and
academics. The interviews, which were conducted with executives from the banking
sector (CFOs), standard setters from SOCPA and SAMA, and external auditors from
the Big Four and local accounting firms, were used to gain an in-depth understanding

of IFRS adoption in Saudi Arabia beyond the data collected via the questionnaire.

The findings from the survey show that respondents supported the government’s
decision to adopt IFRS, and that most (with the exception of the academics) believed
that the standards will meet the needs of Saudi Arabia’s various user groups. The
doubts expressed by academics in the survey sample may be attributable to a lack of
understanding of IFRS on their part; this lack of understanding, and consequently
ability to teach students about the standards, may be making them more conservative
in their judgement. The interviewees, on the other hand, overwhelmingly supported
the adoption decision and saw IFRS as potentially beneficial, so long as those

responsible for preparing financial statements are given the right level of training.

The semi-structured interviews revealed some insights into the reasons why IFRS
adoption/application has been only partial in Saudi Arabia. In the view of
interviewees, the main reason is that companies are accustomed to using Saudi
standards, but they also suggested that the government decided to delay wider
adoption because of the lack of relevant expertise and experience among accounting
professionals, and a general lack of readiness within the market. The delay has been
justified as the bureaucracy involved in the country which has kept Saudi Arabia

accounting system updated.

Finally, the vast majority of the survey respondents agreed that Saudi Arabia adopted
IFRS in response to pressure from the external environment (e.g. World Bank, IMF
etc.), and to support the existence of a capital market and economic growth. The
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legal system and the ineffectiveness of the previous accounting standards were cited
as less important reasons by the survey respondents. The interviewees also cited
external pressure and ineffective previous standards, but they gave greater emphasis
to the impact of the legal system, as represented by SAMA and SOCPA. They also
spoke of the greater comprehensiveness of the international standards, and their
potential ability to facilitate comparability and boost investment. A clear driver of the
adoption decision was the Vision 2030 plan, which sees the adoption of IFRS as
central to achieving worldwide recognition of the Saudi economy and building
investor trust. This is expected to increase the flow of capital into the country and
boost economic growth in the long run. Findings in this chapter align with new
institutional theory particularly, by showing the external pressure Saudi Arabia faced
from international organisations to give up its local standards and adopt IFRS. The
legal system also played a major role in the adoption, while internal pressure from
the Big Four, SAMA and SOCPA created normative pressure to adopt IFRS as a way
of achieving best practice comparable to what is obtainable in developed countries.
However, it is key to highlight that the NIT is used in this study to explain the result.
To conclude, the purpose of this chapter is to contribute to the literature by
identifying the perception, reason behind partial application and factors leading the
country to abandon its previous standards and move towards IFRS. The findings of
the study contribute to the institutional theory-based literature by exploring the
external and internal pressures operating on and within Saudi Arabia as it adopts
IFRS.
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CHAPTER 7:ANALYSIS OF THE OPPORTUNITIES ASSOCIATED WITH IFRS
ADOPTION IN SAUDI ARABIA

7.1 Introduction

The conceptual framework of this research (see Section 3.7) indicates the
opportunities that IFRS adoption offers Saudi Arabia, drawing on the experience of
the banking sector — the first sector to implement IFRS in the country. A limited
number of studies have investigated the perceived benefits of IFRS adoption in
developing countries; Alsuhaibani (2012), Elhouderi (2014) and Al-Mannai and
Hindi (2015) all conclude that the main goal of these countries in adopting IFRS is to
improve the transparency, accountability and efficiency of their financial reporting in
the hope of attracting investment. This chapter discusses the findings from the survey
and interviews relating to the first part of Research Question 3 (the second part of
this question is addressed in Chapter 8): that is, what the preparers of financial
information in Saudi Arabia’s banking sector perceive as the benefits of, or
opportunities associated with, replacing the national standards with IFRS. The
chapter presents the descriptive and inferential analyses of the survey questionnaire
results regarding the perceived opportunities for investors and managers, followed by
the analysis of the interview results. The quantitative and qualitative results are then

combined in a discussion of the findings, which is organised thematically.

7.2 Analysis of Questionnaire and Semi-Structured Interview Results

7.2.1 Descriptive Analysis of the Questionnaire Survey

The fourth section (4.1) in the survey elicited respondents’ views on what they saw
as the main benefits of IFRS adoption in Saudi Arabia. The respondents were given
10 statements and asked to indicate on a five-point Likert scale the extent to which
they agreed or disagreed that these represented ways in which Saudi Arabia’s
economic sectors might benefit from adopting IFRS. Figure 7-1 and Table
7-1present the results for the sample as a whole (for ease of discussion, strongly
disagree and disagree responses were combined, as were strongly agree and agree.
The answers from the mid-point of the Likert scale were placed in the neutral
category). Overall, Figure 7-1 shows a strong level of support for the statements,
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with six of the 10 statements garnering agreement from more than 90% of the

respondents.

Figure 7-1: Overall Results for Perceived Benefits of IFRS Adoption

Table 7-1 indicates that the highest agreement score across the sample as a whole
was generated for Statement 6: “Creating a single accounting language helps to
harmonise internal and external reporting” (overall mean score 4.50). The
importance attributed to being able to offer accounts prepared under one set of
standards was echoed in the response to Statement 8, “Adoption of IFRS increases
the comparability of financial information for stakeholders with that of similar
organisations nationally and internationally”, which was the second most strongly

supported statement with an overall mean score of 4.46. These were followed by
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Statement 3: “Adoption of IFRS provides greater reporting transparency” (mean
score of 4.45), Statement 1: “Adoption of IFRS improves the efficiency of financial
reporting” (4.41), Statement 7: “IFRS adoption helps remove barriers previously
encountered to the flow of international capital from/to Saudi Arabia” (4.37),
Statement 2: “Financial statements based on IFRS are reliable” (4.29), Statement 4:
“Adoption of IFRS improves corporate governance” (4.28), Statement 10: “Adoption
of IFRS saves the time and effort needed to issue Saudi standards” (4.23), Statement
9: “Adoption of IFRS reduces the cost of capital” (3.53) and finally, Statement 5:
“Internal audits are easier and less costly” (3.45). The low score on Statement 5
suggests that some respondents disagreed that internal audits are made less costly by
adopting IFRS. Indeed, the results show that between 13% and 20.6% of respondents
were not sure of some of the listed benefits. It should be noted that some of the
respondents might have been reluctant to give their opinion regarding the benefits of
IFRS adoption, hence, the low score. Table 7-1 illustrates that the Cronbach's alpha

test produced an outcome of 0.87 for this question, indicating data reliability.

Table 7-1: Descriptive Statistics for Perceived Benefits of IFRS Adoption

0,
Level of Agreement* (%) Total Median Cronbach's

Statement Mean SD Rank
SD D N A SA Score (25-75) o

Adoption of IFRS improves the

efficiency of financial reporting 08 | 12 47 1425 | 508 441 071 |5(4-5) 4

Financial statements based on

IFRS are reliable 0.4 1.6 8.7 | 472 | 421 4.29 0.72 |4 (4-5) 6

Adoption of IFRS provides

. 04 0.8 3.9 43.3 | 51.6 4.45 0.65 [5(4-5) 3
greater reporting transparency

Adoption of IFRS improves

04 | 16 | 71 | 512 | 398 | 428 | 070 [4(4-5) 7
corporate governance

Internal audits are easier and

31 209 | 220 | 37.0 | 16.9 3.45 11 |4(3-4) 10
less costly

Creating a single accounting
language helps to harmonise 0.8 0.8 2 39.9 | 56.5 4.50 0.66 |5(4-5) 1
internal and external reporting

IFRS adoption helps remove
barriers previously 0.873
encountered to the flow of 0.4 1.2 59 | 457 | 46.9 4.37 0.68 |4(4-5) 5
international capital from/to
Saudi Arabia

Adoption of IFRS increases
the comparability of financial
information for stakeholders
with that of similar
organisations nationally and
internationally

0.8 0.4 59 | 374 | 555 4.46 0.70 [5(4-5) 2

Adoption of IFRS reduces the

- 24 | 166 | 229 | 415 | 16.6 3.53 1.03 |4(3-4) 9
cost of capital

Adoption of IFRS saves the
time and effort needed to issue 1.2 39 13 48.4 | 335 4.23 0.85 |4(4-5) 8
Saudi standards

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).
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When the mean scores were aggregated across the 10 statements (see Table 7-2), this
yielded overall group means of 4.39 (FA group), 4.23 (BA and AC groups) and 4.18
(EA group)®®. The fact that external auditors recorded the lowest score suggests that
they were less convinced of the potential benefits of IFRS adoption than the other
groups, possibly because they saw it as still being in its early stages. The lack of
knowledge about IFRS among accounting professionals in developing countries has
been critically discussed in the previous literature, which attributes it to lack of
awareness and workshops on the use of IFRS (Daske et al., 2008; Alkhtani, 2010; L1,
2010; Alsaqgqga, 2012; Mbawuni, 2017).

The Kruskal-Wallis tests indicated significant differences between the groups on
Statement 1 (p-value = 0.012), Statement 5 (p-value = 0.001) and Statement 9 (p-
value = 0.001) (see Table 7-2 and Table 7-3). For Statement 1, the Mann-Whitney
test highlighted that academics were much less convinced (4.18) than the other three
groups that IFRS improves the efficiency of financial reporting. Figure 7-1 shows
that more than 53% of the sample identified IFRS as making internal audits easier
and less costly (Statement 5), but Table 7-2 and Table 7-3 show that accountants in
the banking sector were significantly less likely to agree with this statement. The
highest group mean for this statement came from academics (3.95), followed by
financial analysts (3.85) and external auditors (3.64); accountants in the banking
sector were some way behind with a group mean of 3.00. The final statement upon
which there was significant divergence was the suggestion that IFRS adoption
reduces the cost of capital (Statement 9). Again, accountants in the banking sector
recorded a significantly lower mean score (3.21) than the other three groups
(financial analysts, 4.03; academics, 3.81; and external auditors, 3.63). The low mean
scores given to Statements 5 and 9 by accountants in the banking sector may simply
reflect the fact that this group now has some practical experience of the
consequences of IFRS adoption. This finding was supported by the participants in the

interviews (see Section 7.2.4.2).

16 BA: Accountant in the banking sector, EA: External Auditor, FA: Financial Analyst, AC:

Academic.

150|Page



Table 7-2:Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Benefits of IFRS Adoption

Profession* (Mean) Mann-Whitney Test — Post Hoc Test

Kruskal- EA A
Statement Wallis BA (Sig) . . AC (Sig)
BA | EAL FA L AC | pvae | with Sigy | (Sig) with

with with

Adoption of IFRS
improves the efficiency of | 4.47 | 4.38 4.60 4.18 0.012 AC AC AC BA/EA/FA
financial reporting

Financial statements based

on IFRS are reliable 428 | 4.29 441 4.24 0.673 No significant differences between groups

Adoption of IFRS
provides greater 449 | 438 4.61 4.37 0.263 No significant differences between groups
reporting transparency

Adoption of IFRS
improves corporate 436 | 4.21 4.38 4.22 0.527 No significant differences between groups
governance

Internal audits are easier

3.00 | 364 | 3.85 3.95 0.001 |EA/FA/AC| BA BA BA
and less costly

Creating a single
accounting language
helps to harmonise 451 | 4.43 4.70 451 0.213 No significant differences between groups
internal and external
reporting

IFRS adoption helps
remove barriers
previously encountered
to the flow of
international capital
from/to Saudi Arabia

438 | 4.34 441 4.43 0.905 No significant differences between groups

Adoption of IFRS
increases the
comparability of
financial information for
stakeholders with that of
similar organisations
nationally and
internationally

444 | 4.45 461 4.45 0.583 No significant differences between groups

Adoption of IFRS
reduces the cost of 321 | 3.63 4.03 3.81 0.001 EA/ FA/ AC BA BA BA
capital

Adoption of IFRS saves
the time and effort

needed to issue Saudi 412 | 394 | 4.26 4.24 0.367 No significant differences between groups
standards
Overall group mean 423 | 4.18 4.39 4.23

BA: Accountants in the Banking Sector, EA: External Auditors, FA: Financial Analysts, AC:
Academics
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Table 7-3: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way

ANOVA)

Adoption of IFRS improves the efficiency
of financial reporting

Financial statements based on IFRS are
reliable

Adoption of IFRS provides greater
reporting transparency

Adoption of IFRS improves corporate
governance

Internal audits are easier and less costly

0.001***

0.001***

Creating a single accounting language
helps to harmonise internal and external
reporting

IFRS adoption helps remove barriers
previously encountered to the flow of
international capital from/to Saudi Arabia

Adoption of IFRS increases the
comparability of financial information for
stakeholders with that of similar
organisations nationally and
internationally

Adoption of IFRS reduces the cost of
capital

0.001***

0.001***

Adoption of IFRS saves the time and
effort needed to issue Saudi standards

*p <0.05 **p < 0.01 *** p < 0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results
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7.2.2 Descriptive Analysis of Questionnaire Results: Opportunities for
Investors

From the investor’s perspective, the higher quality information provided under IFRS
renders decision making easier (Barth, Landsman and Lang, 2008). Investors can
have greater confidence in the information they are given, and a better understanding
of the risk and returns they might expect (Florou and Pope, 2012). Finally, financial
reports are likely to be timelier and more accessible, making it easier for the investor
to compare a company’s performance with that of its peers (Ball, 2006; Ahmed and
Duellman, 2011). In order to investigate what benefits the survey respondents felt
IFRS offers investors, question 4-2 of the survey asked them to indicate to what
extent they agreed or disagreed with three statements. These statements focused
specifically on IFRS’s impact on information quality and reliability and on risk
management. They were: Statement 1: “IFRS provide better information for
investors’ decision making”; Statement 2: “Investors will have more confidence in
the information presented using IFRS”; and Statement 3: “Adoption of IFRS enables

better risk management”.

The overall responses to the statements are presented in Figure 7-2. It is clear from
Figure 7-2 and Table 7-4 that there were high levels of agreement for all the
statements, especially Statement 1 (“IFRS provide better information for investors’
decision making), which scored 95% agreement. Table 7-4 illustrates that the
Cronbach's alpha test yielded a result of 0.90 for this question, indicating data

reliability.
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Figure 7-2: Overall Results for Perceived Benefits for Investors

Table 7-4: Descriptive Statistics for Perceived Benefits for Investors

Statement Level of Agreement* (%) Total | SD Median |Rank| Cronbach’
SD D N[ A SA | Mean (25-75) sa
Score
IFRS provide better 12 |08 31 449 50 441 | 0.71 KH5(4-5) |1 0.90

information for investors’
decision making

Investors will have more | 0.8 | 1.2 5.9 429 | 49.2 | 439 | 0.72 KU (4-5) 2
confidence in the
information presented
using IFRS

Adoption of IFRS 12 | 24 118 | 453 | 394 | 419 | 082 #(4-5) 3
enables better risk
management

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).

Looking at each group’s total mean score in Table 7-5, it is apparent that the
financial analysts generated the highest total mean score for the three statements
(4.58), followed by the accountants with 4.38, the external auditors with 4.32, and
the academics with 4.31. Table 7-5 and Table 7-6 show that the Kruskal-Wallis test
demonstrated no significant differences between the groups regarding the three
statements (p-values were 0.21, 0.42 and 0.15 respectively). The Mann-Whitney test
(see Table 7-6) confirmed that there were no statistically significant differences

between the groups.

Table 7-5:Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Benefits for Investors

Statement Profession* (Mean) Kruskal- | Mann-Whitney Test — Post
Wallis Hoc Test
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IFRS provide better 438 | 443 | 462 | 441 0.218 No significant differences
information for investors’ between groups
decision making

Investors will have more | 4.43 | 433 | 456 | 4.32 0.426 No significant differences
confidence in the between groups
information presented

using IFRS

Adoption of IFRS 422 | 4.09 | 453 |4.14 0.51 No significant differences
enables better risk between groups
management

Overall group mean 438 | 432 | 458 | 4.31

*BA: Accountants in the Banking Sector, EA: External Auditors, FA: Financial Analysts, AC:

Academics
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Table 7-6: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

Statement Kruskal-Wallis One-Way ANOVA
Non-Parametric Test P-Value Parametric Test P-Value Sig
Sig Less than 0.05 Less than 0.05

IFRS provide better information for -- --
investors’ decision making

Investors will have more -- -
confidence in the information
presented using IFRS

Adoption of IFRS enables better - -
risk management

*p < 0.05 **p < 0.01 *** p < 0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results

From the above results it can be concluded that all four groups agreed that IFRS
adoption benefits investors — by ensuring that they receive better, more reliable
information and making it easier for them to manage risk. This is not a surprising
outcome, given that the unified approach to accounting policy and practice and
stringent disclosure requirements under IFRS enable the users of financial statements
to make sound investment decisions. The next section presents the descriptive results

regarding the perceived opportunities that adopting IFRS offers managers.
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7.2.3 Descriptive Analysis of Questionnaire Results: Opportunities for
Managers

Previous researchers such as Owolabi and lyoha (2012) and Mbawuni (2017) have
argued that through its impact on information quality, the adoption of IFRS can
enhance regulatory oversight and enforcement and improve management decision
making. Question 4-3 in the survey sought to explore whether the respondents shared
this view by asking them to indicate their agreement or disagreement with three
statements: Statement 1: “IFRS adoption improves regulation oversight and
enforcement”, Statement 2: “IFRS adoption provides greater credibility and
improves management decision making” and Statement 3: “IFRS adoption provides

better reporting and information on new and different aspects of the business”.

Figure 7-3 illustrates the overall percentages of respondents agreeing with the three
statements. All three statements received a score of higher than 90% with the highest
level of agreement being expressed for Statement 2 (93.7%). This was followed by
Statement 1 (91%) and Statement 3 (90.1%).

Figure 7-3: Overall Results for Perceived Benefits for Managers
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Table 7-7: Descriptive Statistics for Perceived Benefits for Managers

Level of Agreement* (%) Total
Statement sD D N A SA Mean SD | Rank Cro':l;ach
Score
IFRS adoption improves
regulation oversight and 08 | 08 75 | 512 | 398 4.28 0.70 2
enforcement
IFRS adoption provides
greater credibility and 04 | 12 | 47 | 488 | 449 | 436 | 067 | 1
improves management
- . 0.90
decision making
IFRS adoption provides
better reporting and
information on new and 0.8 24 6.7 484 | 417 4.27 0.75 3
different aspects of the
business

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard

Deviation).

Table 7-7 provides the group means, total mean values and standard deviations for

the responses. Statement 2 had the most support, with an overall mean of 4.36,

followed by Statement 1 (4.28) and Statement 3 (4.27). Looking at the overall group

means (see Table 7-8), it is evident that the strongest support came from the financial

analyst group (4.44), followed by accountants in the banking sector (4.38), and lastly,

the auditors and academics (each with 4.23). Finally, Table 7-8 shows that there were

no significant differences between the groups; the Kruskal-Wallis tests produced p-
values of 0.102, 0.210 and 0.182 respectively. The Mann-Whitney test (see Table

7-9) confirmed the above results.

Table 7-8: Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Benefits for Managers

Profession* (Mean)

Mann-Whitney Test — Post

Kruskal Hoc Test
Statement -Wallis | BA | EA FA | AC
BA | EA | FA | AC |P-Value | (Sig) | (Sig) | (Sig) | (Sig)
with | with | with | with
IFRS adoption improves R .
regulation oversightand | 439 | 415 | 441 | 424 | 0102 | O S'g”'f'cam differences
etween groups
enforcement
IFRS adoption provides
greater credibility and 444 | 428 | 450 | 2.30 0.210 No significant differences
improves management ' ' ' ' ' between groups
decision making
IFRS adoption provides
better reporting and L .
information on new and 432 | 426 | 441 | 4.16 0.182 No mgmﬂcant differences
different aspects of the etween groups
business
Overall group mean 438 | 423 | 444 | 4.23

*BA: Banking Sector, EA: External Auditor, FA: Financial Analyst, AC: Academic, Sig: Significant.
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Table 7-9: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

Kruskal-Wallis One-Way ANOVA
Statement Non-Parametric Test P- Parametric Test P-Value
Value Sig Less than 0.05 Sig Less than 0.05

IFRS adoption improves regulation -- --
oversight and enforcement

IFRS adoption provides greater
credibility and improves managemen -- --
decision making

IFRS adoption provides better
reporting and information on new
and different aspects of the
business

*p < 0.05 **p < 0.01 *** p < 0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results

Clearly, the above results show that all four groups agreed that IFRS adoption
benefits managers by enhancing credibility, improving management decision
making, regulation oversight and enforcement, and providing better information on
new and different aspects of the business. Mbawuni (2017) reports similar findings in
Ghana, arguing that IFRS adoption has allowed managers and policymakers to

access high-quality information and improve their decision making (see Section 7.5).
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7.2.4 Analysis of Interview Results: Opportunities Associated With IFRS
Adoption

In order to establish to what are the benefits of adoption IFRS in Saudi Arabia,
interviewees were requested to offer their opinion on this matter with some
justification for their viewpoints. The interviewees were asked the open question:
“What are the main benefits of IFRS for Saudi companies?” (see Figure 7-4). As a
follow-up, they were asked to say whether they thought IFRS are an appropriate
accounting framework for Saudi Arabia (see Figure 7-5). The participants
highlighted 11 main benefits, including: enhanced quality of financial reports and
statements (77%, 17Nr); increased investment (72%, 16Nr); better transparency
(54%, 12Nr), reliability (40%, 9Nr) and comparability (32%, 7Nr); economic
development (32%, 7Nr); the standards are recognised worldwide (18%, 4Nr); they
save time and effort (14%, 3Nr); they allow companies to harmonise their practice
with that in developed countries (14%, 3Nr); improved decision making (14%, 3Nr);
and they are comprehensive (13%, 3Nr). These perceived benefits are discussed in

the following sub-sections.

Figure 7-4 Main Benefits of IFRS Adoption, as Identified by Interviewees
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7.2.4.1 Enhanced Quality of Financial Reports

The importance of improving the quality of financial reporting, and particularly the
ability of accounting measures to reflect the economic position and performance of a
firm, has been highlighted by a number of studies (e.g. Tyrrall, Woodward and
Rakhimbekova, 2007; Barth, Landsman and Lang, 2008). Many developing countries
have declared themselves committed to improving the quality of their accounting
information, but variations in market structure, weak enforcement of regulation, the
prevailing culture and the skill level of the local accounting profession can all impact
financial reporting quality (Briston, 1990; Larson, 1993; Askary, 2006; Gordon et al.,
2013; Masoud, 2014a).

The majority of interviewees (77%, 17Nr) in this study mentioned the enhanced
quality of financial reports and statements as one of the main benefits of adopting
IFRS (see Figure 7-4). It was generally argued that IFRS implementation across all
economic sectors in Saudi Arabia will improve the quality of financial information
being reported by companies, and that this will in turn lead to greater investment
opportunities, as it will help increase the confidence of investors in Saudi financial
reporting and Saudi markets. The finding supports those from the questionnaire
survey, where the respondents ranked more efficient financial reporting as the fourth

most popular perceived benefit of IFRS adoption (see Section 7.2.1).

The general belief in the capacity of IFRS to make the financial reporting process

more efficient was summed up by Interviewee CFO3-8H, who stated that

“The efficiency of financial reporting is improved with the adoption of
IFRS...also, the adoption of IFRS means that financial statements will be

of high quality and that will help us improve our reporting system”.

The statement echoes the findings from the questionnaire that the adoption of IFRS
will improve the quality and efficiency of financial reporting (see Section 7.2.1).

Five (23%) interviewees (Interviewees AD4-2, AD4-3, AD4-4, RE1-1 and RE1-4)
saw IFRS as an appropriate framework for Saudi Arabia because of its potential to
improve financial reporting quality (see Figure 7-5). These interviewees shared the
view expressed by some researchers (e.g. Ball, Li and Shivakumar, 2015) that

replacing local standards with international standards is the best way to improve the
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quality and reliability of the disclosed information. According to Interviewee AD4-4

(a general manager of a local accounting firm),

“Accounting standards are simply the right framework if they are
applied professionally. In the past, we were dependent on the Authority
to develop its own standards, but these did not change much because of
the weakness of the standards Board. It is therefore appropriate to adopt
international standards that encourage information that is transparent,

accurate and rich”

The same concern with information quality was expressed by Interviewee RE1-1,

who emphasised its importance for decision makers and shareholders:

“The accounting standards are an appropriate framework if the
characteristics of the application are taken advantage of. It depends on
how much corporations care about the quality of reports, as well as the
comparison of component and complete disclosure, and how these
facilitate the decision-making process for decision makers and

shareholders”.

This interviewee’s suggestion that the potential of the international standards to raise
information quality depends on their being properly applied by companies was
echoed by Interviewee RE1-4, who acknowledged the responsibility of regulators in

this regard:

“This represents a challenge to us as regulators because it needs us to
exert more effort to monitor the adoption process and ensure that the

standards are applied well .

In essence, the main legitimate benefit of IFRS adoption in Saudi Arabia will be an
improvement in the quality and efficiency of financial reporting, as this will enhance
comparability and provide more reliable figures than the previous standards.
However, this will only be achieved if regulators establish a clear framework and

provide sufficient workshops for local accountancy firms.

7.2.4.2 Investment

For developing countries, removing barriers to capital investment is one of the main
reasons for adopting IFRS. At the very least, adoption is a signal that the country is
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reducing information asymmetry and increasing transparency, both of which are
likely to attract investors (Humphrey et al., 2009; Shima and Gordon, 2011; Alzeban,
2016; Aghimien, 2016). Investment emerged as a significant theme in the study, with
16 (72%) of the interviewees citing this as a key benefit of IFRS adoption (see Figure
7-4). As one standard setter RE1-1 affirmed:

“The adoption of IFRS will increase foreign direct investment (FDI) and
remove barriers to attract potential investors into the Saudi stock

market”.

Interviewee RE1-2 looked beyond the immediate benefit of improving information
quality to explain that regulators want to see the adoption of IFRS across Saudi

businesses because they believe this will

“... contribute to the preparation of unified financial statements at the
level of multinational companies, international companies and banks,
and will encourage the opening up of domestic capital markets and

investment both at the local and international levels”.

This finding confirms those of the questionnaire, where the statement that IFRS
adoption removes barriers to capital flowing into and out of Saudi Arabia was the
fifth-ranked benefit (see Section 7.2.1 and Table 7-1).

At the company level, IFRS adoption was seen as offering long-term financial
benefits, with Interviewee CFO3-11K (CFO in a bank) arguing that

“For companies, it is important to achieve some level of transparency,
disclosure and accountability, which can be beneficial in the long run in

terms of investments and business operations”’.

Interviewee CFO3-4D also saw implementation as likely to improve companies’

ability to obtain finance and reduce costs, among other benefits:

“Implementing IFRS will contribute to the acceptance of financial
statements. It will [allow companies to] get improved interest on
financing and to decrease capital costs, which will enhance their

prospective cash flows”.

Interviewee CFO3-4D explained that
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“The benefits are manifold and wide-ranging ... So, the application of a
solid IFRS plan is a significant strategic step for most financial and
commercial institutions, who need to accommodate these standards to
increase investor trust ... They can also use it as an opportunity to get
their employees trained, raise their awareness and enhance their
knowledge of the implementation process, which will have a positive

impact in the long run .

The majority of participants saw IFRS adoption as likely to increase investors’ trust
because it will allow them an accurate overview of company performance
(Interviewee CFO3-6F). One external auditor (Interviewee AD4-1) went further,
suggesting that earning investors’ trust is a major factor behind the plans for radical
change and the shift towards international standards. Interviewee CFO3-9I
highlighted the particular importance of improving trust among foreign investors,

given Saudi Arabia’s plans to diversify its economy:

“Another advantage is that foreign investors have trust in the outputs of
companies that use IFRS; this will also help lessen our dependence on oil.
In this context, the government has sought to implement the accounting
standards in order to bring in more investment and projects and to
regulate the Saudi market, and to move from total dependence on oil to

exploring new ways of pumping money into the economy”.

This is in line with the Saudi Vision 2030 plan to increase direct investment in Saudi
Arabia. Achieving the objectives of the plan will require a strong legal and

regulatory system; the adoption of IFRS is a major step towards fulfilling these aims.

The kingdom has already made significant investment in its human resources.

Industrial investment requires the adoption of a suitable accounting standard.

“Investment and moving from dependence on oil ... The country is
looking for investment and ways to improve the reporting system”

(Interviewee ADA4-5).

Similarly, Interviewee RE2-1 argued that IFRS will help local companies move
beyond the local market and provides that the Saudi market is open to investment:
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“The implementation of the international standards for accountants will
help to connect Saudi companies with their global counterparts and to
assess Saudi companies according to international standards, as well as
entering into partnerships with international companies. International

standards are key incentives in order to attract foreign investment”’.

The ability to deal with investors, including those overseas, was mentioned by five
interviewees (23%) as a key reason why IFRS is appropriate for Saudi Arabia (see
Figure 7-5). These interviewees explained that the SOCPA standards are little known
outside Saudi Arabia and that IFRS are more likely to attract international investors
(Interviewee CFO3-6F).

Standardising criteria with those outside Saudi Arabia is equally important for those
companies that are already dealing with foreign partners. The practical difficulties of
auditing a company that operates under local and international standards

simultaneously were described by Interviewee AD4-1:

“A Chinese company has a branch in Saudi Arabia and the auditing firm
is forced to deal with three sets of financial statements; one is focused on
Saudi standards, the other is international and the third is for Zakat in
Saudi Arabia, which can be a burden for foreign investors and a
challenge to easily access the Saudi market. Harmonisation will facilitate

the process for investors and provide high-quality information”.

As mentioned in Section 6.2.1, investment is one of the factors driving the adoption
of IFRS in Saudi Arabia; by transitioning to the new standards, the country is
sending clear indicators to the rest of the world that it welcomes FDI. The IASB
(2019) reports that IFRS build investor trust by raising the quality of reporting in
financial markets and enable investors to better evaluate investment opportunities

around the world.

7.2.4.3 Comparability

Comparability is one of the key aims of accounting bodies like the Financial
Accounting Standards Board (FASB) and the IASB. It is in pursuit of this end that
the latter aims to achieve consistency in financial reporting (IFRS, 2019).

Comparability was repeatedly mentioned by the interviewees as a significant benefit
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of IFRS adoption (64%, 14Nr) in a QSR NVivo 12 query search, which is not
surprising given that it was one of the drivers of the decision to adopt IFRS (see
Section 6.4.2.2 and Figure 6-6).

One of the key benefits of deploying a single set of accounting standards is that it
facilitates the comparison of accounting figures of similar companies. As one banker

(Interviewee CFO3-8H) explained:

“The aim of international accounting standards is to enhance the
understanding of the financial statements and the comparability of the

financial statements”.

Four interviewees (CFO3-7G, CFO3-9l, RE1-3 and RE1-4) argued that enhancing
comparability makes it easier for companies to become international. Among the

other advantages mentioned, Interviewee CFO-10J cited the attraction of investment:

“The main benefits are comparability and uniformity of practice among
all banks, which has helped some Saudi banks to attract investment for

their Islamic products, such as Sukuk and other products”,

While Interviewee CF03-91 described how it has enabled banks to compare their own

performance with that of their competitors:

“As a banker I see that the benefit of adopting IFRS is that we are
connected to analysts’ reports and rating services. Therefore, our
financial statements must follow a standardised approach. The
harmonisation helps us in terms of comparing and understanding the
language of the figures. With our previous balance sheet, which was
based on the Saudi standards, it was hard to compare ourselves with any
other banks in the region. The adoption of IFRS has achieved our aims in

terms of comparability”.

One of the external auditors (Interviewee AD4-2) also saw IFRS as an improvement
on the Saudi standards, explaining that the standardised format allows user groups
(not just the banks themselves) to compare banks on their performance across
specific items:
“IFRS are important for different users, as financial statements are
comparable item to item; this is very helpful as the previous Saudi

standards were difficult to compare”.
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Interviewee RE2-1, a regulator, was optimistic that IFRS adoption will avert the

confusion that arises when standards appear to be inconsistent or even contradictory:

“In addition, 1FRS represent a unified set of standards which refer to
each other, eliminating the possibility of conflict between standard

requirements”’.

Not everyone shared this interviewee’s confidence, however; three of the 22
interviewees argued that, while IFRS represent a positive step forward, comparability
will be limited in practice because SOCPA has not adopted all the standards (e.g.
those relating to fair value).

Nevertheless, the expectation of most participants was that unlike the Saudi
standards, which lack the comparability element, the more comprehensive
international standards will play a vital role not only in making financial reporting

more efficient but also in promoting comparison between companies and over time.
7.2.4.4 Transparency

The mission statement of the IASB specifies transparency as one of the key
objectives of the IFRS (IFRS, 2019). Transparency was perceived as a significant
benefit by 12 (54%) of the interviewees (see Figure 7-4). Interviewee CFO3-11K
stated that

“It is important to achieve transparency, disclosure and accountability,
which can be beneficial in the long run in terms of investment and

business operations, as well as keeping up with international companies”.
The same view was echoed by Interviewee CF03-5E:

“Harmonisation itself is beneficial for us because it provides greater

reporting transparency”,

While Interviewee CFO3-4D argued that

“The adoption of IFRS ... stems from the need for more disclosure and

transparency”.

The Saudi government aims to improve financial transparency for analysts, investors,
regulators and other stakeholders by ensuring that information about results, financial
position and other key performance indicators is of high quality. As one regulator

(Interviewee RE1-5) put it:
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“Adopting clearer and more transparent standards such as IFRS will
ensure that the different users of financial statements are provided with

the information they need”.

The government has put incentives in place to ensure companies achieve

transparency. According to Interviewee RE1-2,

“Regulators have ... provided some insights into the benefits and
challenges and how these can be eliminated ... This will be largely
achieved by having some consultancy work and gaining some expert
opinion in terms of the first steps a company should take when
considering adoption and that all information must be transparent for all

»
users .

Four interviewees (18%) (Interviewees AD4-2, AD4-3, AD4-4 and CFO3-4D) cited
the potential of IFRS to enhance transparency and disclosure as a key reason why the

standards are appropriate to the Saudi context (see Figure 7-5).
7.2.4.5 Reliability

According to the IASB framework, the reliability of a financial report refers to the
extent to which it accurately captures the condition, activities and aspects of an
entity. The IASB assesses reliability against five criteria: prudence, completeness,
the faithfulness of the representation, neutrality, and substance over form (IFRS,
2019). Reliability was mentioned by nine of the interviewees (40 %) as one of the
benefits of IFRS adoption, while four (Interviewees AD4-2, AD4-4, CFO3-10J and
CFO3-5E, (18%) described this as one of the qualities that make IFRS appropriate to
the Saudi context (see Figure 7-5). According to Interviewee CFO3-5E, IFRS are

suitable for Saudi Arabia because

“...previous standards are out-dated and have seen no changes. In fact,

they were not as good and reliable as /FRS”.

This reliability was attributed to the fact that IFRS are produced by globally
recognised experts and are therefore “generally accepted...at the international level”
(Interviewee CFO3-8H).

According to Interviewee CFO3-5E,
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“The adoption will help in the assessment of banks and companies based
on reliable figures; unlike previous [statements], which do not have that

much information, IFRS offer much more disclosure .

Several interviewees (CFO3-7G, CFO3-9 and RE1-3) explained that they preferred
IFRS to local standards because they produce reliable financial statements for
investors’ decision making. The standards are an understandable financial language

that allows investors to keep abreast of what is happening in the rest of the world.

7.2.4.6 Economic Development

Given the importance assigned to economic growth in the literature, it is not
surprising that economic development is cited as one of the main benefits of IFRS
(32%, 7Nr'”). The interviewees saw this economic development as being driven

mainly by increased foreign investment; according to Interviewee RE1-4,

“The international standards are the passport of Saudi companies to
international markets, particularly in terms of access to international
finance, promotion of mergers and acquisitions, as well as facilitating
the dual listing process. The list of financial companies will be more
transparent and clearer for the foreign investor wishing to buy their

shares, which will lead to economic growth in the Saudi context”.

RE1-4 was echoed by another regulator, Interviewee RE1-3, who suggested that
“Adoption of IFRS is a positive step for Saudi Arabia’s economy. Saudi
Arabia is a strong player among the GCC countries, with incredible
resources; the adoption of IFRS will improve Saudi Arabia’s economy by
giving trustworthy results that represent the actual strong and stable
economy that Saudi Arabia has enjoyed over the past years. And we are
one of the GCC countries; we cannot avoid it as all GCC countries have
adopted it”.

Most of the interviewees from SOCPA and SAMA saw the adoption of IFRS as key
to establishing a reliable regulatory framework able to foster this growth. Others
spoke of IFRS as offering an opportunity to develop financial policy, the accounting

system and the skills base in Saudi Arabia (Interviewee AD4-3). Interviewee AD4-2

17 Nr: Number of interviewees
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highlighted the importance of IFRS for developing the skills of auditors, while
Interviewee CFO3-11K explained that

“International standards are characterised by their follow-up,
understanding and periodic access to continuous developments, which
benefits accountants in terms of refining their talent and also increasing

their knowledge in the field of specialisation”.
Interviewee CFO3-10J was optimistic that if IFRS are adopted,

“The country’s accounting reporting system will be efficient and follow
in the footsteps of developed countries, which will lead to an allocation
of resources that will result in improvements in the Saudi Arabian

economy”’.

Consequently, Saudi Arabia sees the diversification of its economy as crucial to
achieve economic growth. The effect of IFRS adoption will be indirect as it will
promote financial statement consistency, transparency and comparability, attracting
more opportunities for the Saudi economy.

7.2.4.7 Standards are Recognised Worldwide

In relation to being ‘Recognised worldwide’ four respondents (18%) declared that
IFRS is an appropriate accounting framework for Saudi Arabia. In this context two
of interviewees (CFO3-7G and RE2-1) have the same point of view that IFRS is
appropriate for the kingdom and across the world when compared with Saudi Arabia
standards which is not well known outside Saudi Arabia and the Gulf region, as well
as the private and public companies and institutions want to be recognised worldwide

when unified its practises and apply such standard.

In the same manner, CFO3-91 has the same attitude in the same expressions after
answering yes that the IFRS is an appropriate accounting framework to all
stakeholders, companies, institutions in the country and in the gulf region, as talked

from his experiences in this field:

“Yes, it is an appropriate framework. Previous standards were only
known in Saudi Arabia or the other Gulf region countries. So, potential

stakeholders and firms are seeking to be recognised worldwide”.
Adopting IFRS by companies operating in Saudi Arabia and listed in the Saudi stock
market will enhance FDI, and therefore allow foreign investors to know more about

170|Page



the Saudi economic environment and businesses. The media picture the Kingdom as
being a closed Muslim country which may divert investors’ attention due to the Islam
phobia. However, adopting IFRS would bring some reasonable opportunities for the
real picture of Saudi Arabia as a country and its businesses to the rest of the World
which is likely to bring about investment opportunities to the country and enhance its

skills, expertise, and competitive advantages.
7.2.4.8 Save Time and Effort

Saving time and effort was mentioned by three interviewees (CFO3-1A, CFO3-5E
and RE1-1; 14%) as a key benefit of implementing IFRS (see Figure 7-4). Drawing
on his experience as a regulator responsible for producing and enforcing the SAS,
Interviewee RE1-1 pointed out that the application of international standards will

save Saudi regulators time and effort. The example was provided about SABIC:

"For example, let me just mention that the Saudi company SABIC in
which it was suffering with its subsidiaries outside the kingdom whose
listed were based on the Saudi standards and that save them time and

made their financial statements more accurate’.

Interviewee CFO3-5E, meanwhile, claimed that SAMA, the MCI and SOCPA see
any further development of the Saudi standards as a waste of time. As Interviewee
CFO3-1A explained:

“To put it simply, the standards are available, so why lose time, money
and effort? We are not going to invent something completely different ...

You just need to adapt to the current situation”.

7.2.4.9 Improved Decision Making

Management functions cannot be fulfilled without accurate financial information
(IASB, 2018). Interviewee CFO3-8 argued that IFRS boost management
performance by giving managers easier access to the information they need to make

decisions. Similarly, Interviewee RE1-3 affirmed that

“Harmonising all reporting activities will increase the efficiency of the
administration's performance by [allowing them to] access the

appropriate information when making a decision”.
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The interviewees also stressed the usefulness of IFRS to shareholders and potential

investors; Interviewee CFO3-6F explained:

“These standards will enrich financial statements and clarifications to

help in the decision-making process”,
while Interviewee RE1-3 claimed that

“The emergence of IFRS in the preparation and presentation of financial
reporting has helped to ensure transparency and reassure investors that
what appears in these reports properly reflects the financial position of
the company, which increases the quality of decision making and

investment opportunities in the company”.

These interviewees saw the harmonising of all reporting activities as one of the main
benefits of IFRS for decision makers. In essence, the efficient production of
transparent information is vital to give a clear view of current performance and

assess any potential changes, make appropriate decisions and manage risk.

7.2.4.10 Harmonise Practice With Developed Countries

According to Interviewee CFO3-6F, creating a single accounting language helps to
harmonise internal and external reporting practices. As Interviewee CFO3-8H
pointed out, this is especially useful for companies with foreign partners and

subsidiaries:

"Some companies and banks are in favour of harmonisation in order to

be in line with subsidiaries outside Saudi Arabia".

The opportunity to harmonise standards with those in developed countries was
highlighted by three interviewees (14%) as a key benefit of IFRS and a reason why
the standards are an appropriate accounting framework for Saudi Arabia (See Figure
7-4). Interviewee CFO3-11K argued that:

“IFRS is appropriate and suitable in order to keep up with most of the
developed countries... [it] is an excellent opportunity to open up to

global markets and attract a lot of investment .

Interviewee CFO3-3C, who had worked in the Saudi branch of a foreign bank, spoke
of the practical difficulties of analysing data under the SAS and of the need to

harmonise with developed countries:
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“You need to have one statement language locally and overseas ... The
National Transition Program 2030 is a current example that aims to
unify the country with best practice in terms of regulation and
disclosure ... As an example, I was working for a foreign bank that has a
branch in Saudi Arabia and it was very difficult ... The analyses were

very difficult, and we need one to be unified with developed countries”.

Both this interviewee and Interviewee CFO3-8H were confident that IFRS can meet

the needs of stakeholders in all economic sectors. According to CFO3-8H,

“To achieve Vision 2030, Saudi has to have a strong and reliable
economy, and that cannot be done by isolating companies and relying on
SOCPA standards. If the different sectors of the economy are to get
global attention, they definitely need to be at the same level as developed

countries”.

As can be seen in Figure 7-5, most interviewees saw IFRS as an appropriate
framework for Saudi Arabia for a range of reasons (improved transparency,
comprehensiveness and reporting quality compared to the Saudi standards;
worldwide recognition; harmonisation with developed countries; and better for
investors). Only one interviewee, an external auditor (Interviewee AD4-5), suggested
that IFRS are inappropriate for Saudi Arabia and that the country would be better off
retaining the American standards. This interviewee was concerned that there is no
check list for using the international standards, which he saw as too open to personal

and subjective judgement:

“We are better off holding on to the American standards because there is
no check list in the use of standards. Standards are not to be used
according to personal judgement as personal opinions vary depending on

the person’s point of view”.

This concern is justified where lack of understanding increases the risk that the
standards will be misinterpreted. However, as the standards become more familiar
and accounting and auditing companies are better able to interpret them, the risk that

misinterpretation will undermine the usability and benefits of IFRS reduces.
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Figure 7-5: Appropriateness of IFRS for Saudi Arabia, as Identified by Interviewees
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In summary, the majority of interviewees saw IFRS as having the potential to
improve the accounting system in Saudi Arabia. Adoption was perceived as likely to
improve reporting quality, transparency, comparability and reliability, with positive
consequences for decision making, investment and economic growth. The general
view was that harmonisation will help unify practice and reporting activities and save
regulators time and effort, but beyond this, the interviewees considered it appropriate
for Saudi Arabia because it will allow the country to bring its practice into line with
that in developed countries and facilitate its dealings with overseas businesses and
investors. This section has discussed the perceived benefits of IFRS adoption in
Saudi Arabia, as described by CFOs, regulators and auditors. The next section offers
a discussion of findings from these semi-structured interviews together with those

from the questionnaire survey.
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7.3 Discussion of the Results

The findings in this research extend those of previous researchers such as Zeghal and
Mhedhbi (2006), Hassan et al. (2009), Gyasi (2010), Alkhtani (2010) and Nurunnabi
(2017) regarding the opportunities and benefits associated with adopting IFRS. These
studies emphasise that IFRS are beneficial to developing countries because they offer
a clear framework and principles. Other studies, such as those by Epstein (2009) and
Adam (2009), argue that IFRS can improve financial information disclosure and lead
to greater transparency. In this research, there is a general agreement across the
questionnaire and semi-structured interview findings that implementing IFRS
improves information quality. However, findings were more mixed regarding the
other benefits. This section draws together the questionnaire and interview findings
to discuss what the study participants perceived to be the opportunities offered by
IFRS adoption in the Saudi context.

7.3.1 Enhance Quality of Financial Reports

For most adopters of IFRS, the objective is to provide a single set of high-quality
accounting standards (Clarkson et al., 2011), but for developing countries, the main
objective is to enhance the quality of financial reports (Almotairy and Alsalman,
2012; Faraj and El-Firjani, 2014). This was confirmed by the interview findings (see
Section 7.2.4.1), where the majority of participants linked the adoption decision
primarily to improving financial reporting quality so that Saudi Arabian businesses
can attract investments and grow internationally. This finding accords with those of
Alkhtani (2010), Almotairy and Alsalman (2012), Bahadir, Demir and Oncel (2016),
Nurunnabi (2017) and Alsulami (2017).

It has been argued that developing countries implementing IFRS will not only see an
improvement in the quality of statements but that they will also be cheaper and
quicker to prepare (Ashraf and Ghani, 2005; Masoud, 2014a). However, Barth,
Landsman and Lang (2008) argue that any improvement in accounting quality among
firms applying IAS/IFRS is more likely to be due to changes in incentives rather than
changes in the financial reporting system. Others (e.g. Clarkson et al., 2011; Faraj
and El-Firjani, 2014) report that the adoption of IFRS has failed to enhance the
quality of financial reporting in some countries because of differences in the cultural,

legal and educational structure.
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7.3.2 Harmonise Internal and External Reporting

The benefit ranked highest by the survey respondents was “Creating a single
accounting language helps to harmonise internal and external reporting” (see Figure
7-1 and Table 7-1). Furthermore, the results of the Kruskal-Wallis and Mann-
Whitney tests (see Table 7-2 and Table 7-3) indicate that this view was held across
the groups in the sample. The semi-structured interviews (see Section 7.2.4.9 and
Section 7.2.4.10) gave some insight into why this benefit was seen as so important by
highlighting the positive impact that harmonising reporting activities has on decision
making both within and outside the company. This improvement in decision making,
in turn, has the potential to raise performance among report preparers and to add
value to the Saudi accounting system. Researchers have shown that regulators in
developing countries have used the harmonisation of internal and external reporting
to improve reporting systems (Jermakowicz and Gornik-Tomaszewski, 2006; Ballas,
Skoutela and Tzovas, 2010; lonascu et al., 2011; Clarkson et al., 2011). For example,
Ismail, Dunstan and van Zijl (2010) show that when Malaysia (an environment
similar in a number of ways to Saudi Arabia) partially harmonised its national
standards with IFRS, it reported higher quality earnings. Kadri and Zulkifil (2008)
also found that under the revised (harmonised) standards, Malaysian companies
enjoyed higher value relevance of accounting numbers. The decision to harmonise
with the international standards made internal and external reporting easier for

Malaysian firms.
7.3.3 Greater Comparability

The questionnaire survey respondents agreed that the adoption of IFRS supports
financial reporting comparability (see Section 7.2.1). Further, the results from the
Mann-Whitney test showed no significant difference between the groups (see Table
7-2 and Table 7-3). The interviewees also highlighted (32%, 7Nr) comparability as a
key benefit and the main reason to shift from Saudi standards to IFRS (see Section
7.2.4.3). The majority of interviewees, including standard setters, saw Saudi
standards as unable to offer the same level of comparability between accounts of
similar companies; the CFO of one bank explained that

“Qur previous balance sheet, which was based on the Saudi standards,

was hard to compare with any other banks in the region” (Interviewee
CF03-91),
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while an external auditor also agreed that

“This is very helpful as the previous Saudi standards are difficult to

compare” (Interviewee AD4-2).

This finding supports the works of De Fond et al. (2011), Brochet et al. (2013) and
Sunder (2011), who suggest that the introduction of mandatory IFRS enhances
comparability. Sunder (2011) argues that developing countries in particular may find
mandatory adoption beneficial because the resulting increase in comparability, which
extends to comparability between companies in different countries, can boost
investor confidence. However, if a developing country applies the standards without
assessing their appropriateness to its particular environment, this may affect the

subsequent comparability of financial reports.

Shima and Gordon (2011) emphasise the importance of having not just the legal
standards but also the means of enforcement to ensure that benefits such as
comparability are realised. This is echoed by Alkhtani (2012) and Nurunnabi (2018),
who argue that in the context of Saudi Arabia, the extent to which the comparability
benefit is achieved will depend on SOCPA’s enforcement of the standards. This view
was shared by some of the interviewees in the current study, who expressed
scepticism that comparability can be achieved in Saudi Arabia so long as regulatory
bodies such as SOCPA have not fully adopted all the required standards. Daske et al.
(2009) also caution that the way standards are implemented and used by firms is
crucial if they are to realise the benefits of IFRS. As Zehri and Chouaihi, (2013) and
Masoud (2014b) highlight in their Libya-based studies, this can be more difficult in
developing countries, where knowledge of and expertise in IFRS implementation
may be limited.

7.3.4 Transparency

The results of both the questionnaire survey and interviews support the suggestion
that IFRS adoption provides greater transparency. Almost 95% of the survey
respondents saw transparency as one of the main benefits (see Figure 7-1), with this
view being held equally across the four groups (see Table 7-2 and Table 7-3). The
semi-structured interviews gave further insights into this theme (see Section 7.2.4.4),
with half of the interviewees agreeing that the adoption of IFRS will improve
transparency in Saudi Arabia (see Figure 7-4) and four seeing this as a reason why

IFRS is an appropriate framework for the country (see Figure 7-5). The vast majority
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of participants confirmed the importance of achieving a high level of transparency,
disclosure and accountability. These elements enhance trust in, and reduce risks of,
reporting entities, and are therefore crucial to securing long-term investment and

business opportunities in the banking sector and beyond.

This finding supports the works of De Fond et al. (2011), Daske et al. (2008) and
Nurunnabi (2016), who also found that transparency is perceived as a feature of
IFRS. A number of authors have argued that the adoption of IFRS, along with strong
enforcement, will ensure transparency and encourage investment in developing
countries, including Saudi Arabia (Alsaqga, 2012; Aghimien, 2016; Nurunnabi,
2018).

7.3.5 Efficiency of Financial Reporting

The findings of the questionnaire survey show that the overwhelming majority
(almost 94%) of participants thought that financial reporting is made more efficient
through the application of IFRS (see Figure 7-1). In this case, however, the
respondent groups differed significantly (see Table 7-2 and Table 7-3), with
academics being more doubtful about this statement than accountants in the banking
sector, financial analysts and external auditors. The academics’ response is perhaps
surprising, but Jackling, Howieson and Natoli (2012) offer one possible explanation.
These authors suggest that, as educators whose job is to teach students to discover
solutions on their own, academics tend to be more comfortable with underlying
accounting concepts than with specific rules. Whatever the cause, this finding poses
a serious challenge for the Saudi accounting profession, which relies on the country’s
academics being prepared and ready to accept IFRS (Almotairy and Stainbank,
2014). As Faraj and El-Firjani (2014) point out, using Libya as a case, regulators
must ensure that there is a correspondence between the accounting profession and

accounting education.

The interviewees saw adoption as having a positive impact on the efficiency of
financial reporting (see Section 7.2.4.1). The finding corroborates those of Alkhtani
(2010), Nurunnabi (2017b), Nobes and Parker (2006) and Khaled (2016), who
identify this as a key benefit of IFRS adoption, though these authors acknowledge
that it can be difficult to achieve in developing countries, particularly in the initial
stages of implementation. Most Arab countries, including Saudi Arabia, have

adopted the IFRS in order to make their stock markets more efficient and to boost
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investor confidence. However, Hail and Leuz (2006) and Hail, Leuz and Wysocki
(2010) argue that changing the accounting standards alone cannot improve a firm’s
reporting practices if the institutional reasons that affect reporting quality are still
being ignored. First and foremost, there has to be political support for the full

adoption of IFRS. Without such support, the benefits of adoption will be minimal.
7.3.6 Investment

As far as this perceived benefit is concerned, the findings from the questionnaire
illustrate that 92% of the survey respondents believed that adopting IFRS will help
Saudi Arabia to remove barriers to foreign investment (see Figure 7-1). The
inferential analysis using Mann-Whitney tests showed no significant differences
between the groups in the survey sample (see Table 7-2 and Table 7-3). The
interviewee findings are in line with the questionnaire findings (see Section 7.2.4.2),
with the majority (72%) of participants expressing the opinion that the adoption of
IFRS will attract more FDI into Saudi Arabia (see Figure 7-4). In fact, some
interviewees suggested that removing barriers to investment was one of the main
factors leading the country to adopt IFRS. This was highlighted by one standard

setter (Interviewee RE1-3):

“Also, to achieve greater support for the financial markets in line with
the kingdom's Vision 2030 by applying international accounting
standards that will earn the trust of domestic and foreign investors”.

The view of the interviewees was that this increase in investment will help the
country to reduce its dependence on oil (see Sections 7.2.4.2 and 6.4.2.3), and

diversify its income sources.

These findings are in line with those of Alkhtani (2010), Almotairy and Alsalman,
(2012), Bahadir, Demir and Oncel (2016) and Nurunnabi (2017a), who argue that for
many developing countries, the need for FDI is one of the main drivers behind the
adoption of IFRS as local firms strive to win the trust of external, particularly
foreign, investors. However, researchers have shown that, in practice, the influence
of IFRS adoption on FDI varies from country to country; in their study, covering 92
countries, Efobi et al. (2014) showed that in some countries, there was no
relationship between the two variables. Furthermore, their findings indicate that the
benefits of IFRS adoption in general vary from one country to another. In Saudi

Arabia’s case, the World Bank’s (2016) ranking of the country as second for ease of
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doing business in the GCC region (in its Doing Business 2015) increased pressure on
the country to improve its regime to meet investor expectations and gain their
confidence (Nurunnabi, 2017b). Saudi Arabia is already attractive to investors from
many other Islamic countries; adopting IFRS would further enhance the appetite of

these investors to open subsidiaries in the country, boosting economic development.

7.3.7 Reliability

The findings from the survey questionnaire also support the suggestion that IFRS
adoption makes financial statements more reliable, with 89% of the respondents
seeing this as a benefit (see Figure 7-1). The inferential analysis showed no
difference between the groups (see Table 7-2 and Table 7-3). The interview results
confirmed the perceived importance of reliable financial statements, with 40% of the
participants stating that as a basis for preparation and consolidation the IFRS are
more reliable than the SAS, which they described as outdated (see Figure 7-4 and
Section 7.2.4.5). This was highlighted by a standard setter (Interviewee R1-3):

“The standards are reliable, and become one understandable financial

language, as well as keeping abreast with the rest of the world”.

The qualitative phase yielded insights into how the adoption of IFRS has made it
easier to assess companies in the banking sector, compared to the Saudi standards;

according to one banking sector CFO,

“The adoption will help [users] to assess banks and companies based on
reliable figures, unlike the previous ones, which do not have that much

information. IFRS offer much more disclosure”. (CFO3-5E)

This finding is in line with those of several other studies (Alkhtani, 2010; Garuba and
Donwa, 2011; lyoha and Faboyede, 2011; Josiah et al.,, 2013; Akhidime and
Ekiomado, 2014) that illustrate how the adoption of IFRS and improving financial
information quality lead to more reliable and relevant accounting information. Others
sound a note of caution, however, pointing out that the level of personal judgement
required by some of the standards may reduce the reliability of some items (Alkhtani,
2010; Nurunnabi, 2017ab).
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7.3.8 Improve Corporate Governance

Ninety-one per cent of the survey respondents believed that the adoption of IFRS
will improve corporate governance in Saudi Arabia (see Figure 7-1), and the Mann-
Whitney test showed no significant differences across the groups in the sample (see
Table 7-2 and Table 7-3). In the interviews, however, an external auditor expressed

some concern that

“Corporate governance is very limited ... because most of the existing

companies are family-owned” (Interviewee AD4-1).
One bank CFO3-2B went so far as to claim that
“Corporate governance does not exist in listed companies”.

This finding is troubling as Saudi Arabia needs to establish an adequate level of
corporate governance if it is to benefit fully from the adoption of international
financial accounting standards. Dobroteanu, Dobroteanu and Raileanu (2010) and
lonascu et al. (2011) argue that because of the relationship between financial
reporting and corporate governance quality, compliance with IFRS leads to better
corporate governance. However, unless the relevant corporate governance
mechanisms (e.g. convergence with global corporate governance standards and
internal audits) are introduced into the Saudi context, the introduction of IFRS will
not automatically trigger an improvement in the quality of financial reporting
(Alghamdi, 2012; Madawaki, 2012; Ogbenjuwa, 2016). Improving corporate
governance in the country is therefore vital; the more transparent companies are, the
better their disclosure and the more closely they follow corporate governance

principles, the more accurate analysts’ forecasts will be.
7.3.9 Time Saving

The findings of the descriptive analysis show that the majority of the survey
respondents agreed that the adoption of IFRS in Saudi Arabia will save time for
regulators (see Figure 7-1). Once again, the inferential analysis indicated no
significant differences between the groups (see Table 7-2 and Table 7-3). The
importance of saving time was reinforced by the interviewees, three (18%) of whom
explained that introducing IFRS will save SOCPA time (see Figure 7-4), effort and
resources involved in issuing local standards (see section 7.2.4.8). One interviewee

(CFO3-1A) summed up the practical advantage of adopting IFRS thus:
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“To put it simply, the standards are available, so why lose time, money
and effort? We are not going to invent something completely different ...
You just need to adapt to the current situation”.

However, Interviewee RE2-1 took the opposite view, arguing that to adopt IFRS is to
waste the time and effort already spent on developing SAS. It should be noted that
this interviewee may have been biased because s/he was involved in setting SAS.
The general view that adopting IFRS saves time is echoed by Ashraf and Ghani
(2005), Frey and Chandler (2007), Alkhtani (2010) and Nurunnabi (2017a), who all
state that when developing countries adopt and modify IFRS, they save the time and
effort required to set their own standards. These authors found that the adoption of
IFRS reduces the cost and time associated with issuing new standards, increases
stock market efficiency, and makes financial statements more understandable for

USETS.

7.3.10 Reduce the Cost of Capital

The findings from the questionnaire survey show just over 58% of the respondents
agreed or strongly agreed that IFRS adoption reduces the cost of capital. However,
just under 23% of respondents disagreed or strongly disagreed, while 19% were
uncertain (see Figure 7-1 and Table 7-1). The Mann-Whitney test indicated a
significant difference between the groups (see Table 7-2 and Table 7-3), with
accountants in the banking sector being less likely to see this as a benefit of IFRS

adoption than financial analysts, academics and external auditors.

The interviewees generally agreed that the adoption of IFRS reduces the cost of
capital (see Section 7.2.4.2). Interviewee CFO3-4D stated that

“The adoption of IFRS will improve the acceptance of financial
statements and [allow companies to] obtain much better interest on
financing and to reduce the costs of capital. This will improve future cash

flows ”.

This finding supports that of Daske et al. (2008), although the authors note that this
particular benefit of IFRS adoption will only be realised where there are strong
enforcement mechanisms. Similarly, Li (2010) argues that the cost of capital will

only be reduced where reporting quality improves and where enhanced information
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comparability across firms is consistent with reporting incentives and enforcement
mechanisms. Kim et al. (2013) also found that IFRS adoption lowers the cost of
capital in countries with strong institutional structures and legal enforcement. Many
emerging economies embracing globalisation and IFRS adoption have to overcome
cultural issues relating to secrecy and fraud. For this, they need to develop an
appropriate regulatory system (Irvine and Lucas, 2006), but many face challenges in
adapting their indigenous regulatory infrastructure and culture to Western-oriented
accounting standards. Saudi Arabia’s transition plan takes into account some of the
cultural factors that might affect IFRS adoption in the country, but greater
consideration needs to be given to developing a strong and effective framework and

the infrastructure to make the most of the new standards.

7.4 Opportunities for Investors

There was a general consensus among the questionnaire respondents that most of the
identified benefits of IFRS adoption help investors (see Section 7.2.2); an
overwhelming 95% of the survey respondents were of the opinion that IFRS give
investors better information for decision making, 92% said that investors can have
more confidence in this information, and 84% believed that the adoption of IFRS
enables better risk management (see Figure 7-2). The semi-structured interviews
provided an in-depth explanation of how these benefits promote investment (see
Section 7.2.4.2).

Three of the interviewees (14%) argued that relevant and reliable information helps

investors make better decisions; according to Interviewee RE1-3, a standard setter,

“The emergence of IFRS in the preparation and presentation of financial
reporting has helped ensure transparency and reassure investors that
what appears in these reports properly reflects the financial position of
the company, which increases the quality of decision making and

investment opportunities in the company ™.

This finding echoes those of Gordon (2008) and Owolabi and lyoha (2012), who
found the benefits of IFRS adoption around the world to include comparability
between peer companies, improved decision making, and confidence when

presenting information. Interviewee CF03-6F pointed out that
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“The SOCPA is known in Saudi Arabia but not to potential international
investors ... /IFRS] will contribute to attracting investments into Saudi

Arabia”.

Foreign investors prefer to use a uniform set of accounting standards such as IFRS
because the process of comparing financial reports that are prepared under different
accounting standards is expensive, time consuming and prone to errors. As a result,
argues Ole-Kristian (2006), foreign investors are more likely to evaluate domestic
firms against their foreign peers using domestic financial reports and ratios. Ding et
al. (2005) and Horton et al. (2013) warn that, although IFRS adoption is meant to
achieve uniformity worldwide, a lack of simultaneous change in the relevant
institutions, particularly in developing countries, may mean that this supposed

uniformity is actually a mirage.

In terms of the second-ranked benefit — increased investor confidence — Interviewee
RE2-1 expressed the view that IFRS will

“...help increase investors’ confidence in Saudi financial reporting”.

The idea that investors are able to have greater confidence in the information
presented, along with a better understanding of risk and return, has been advanced by
numerous authors (e.g. Ball, 2016; Barth, Landsman and Lang, 2008; Ahmed and
Duellman, 2011; Alkhtani, 2010; Florou and Pope, 2012; Apergis, 2015; Booloaky et
al., 2018).

Lastly, the view that adoption of IFRS enables better risk management was also

supported by the interviewees, with Interviewee CFO3-11K explaining that

“Stakeholders want financial standards that reflect the current position
of the performance of their companies in order to manage risk .... For
example, they are aware of the importance of harmonising [to ensure]
the element of comparison and homogeneity in terms of their companies

abroad”.

This is in line with the findings of Alkhtani (2010), Alsuhaibani (2012) and
Mbawuni (2017). Around the world, IFRS have been adopted in order to improve the
quality of information available to investors for decision making. It is assumed that

investors can have confidence in this information as an accurate reflection of
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financial performance, and that it will enable them to judge any risk (Barth,
Landsman and Lang, 2008).

An issue that neither the literature no our interviewees paid attention to is that unless
companies prepare their accounts in a foreign language, such as English,
international investors may not understand these accounts. Therefore, adopting IFRS
without undertaking other measures such as corporate governance, enforcement of
application, suitable and unifying interpretation of the standard and a suitable

awareness mechanism would not allow the country to harvest the perceived benefits.

7.5 Opportunities for Managers

The overwhelming majority of the questionnaire survey respondents agreed that the
adoption of IFRS in Saudi Arabia will boost management performance, with just
under 94% of the sample agreeing that it provides greater credibility and improves
decision making, 91% agreeing that it improves regulatory oversight and
enforcement, and 90% agreeing that it produces better reporting about new and
different aspects of the business (see Figure 7-3 and Table 7-4)

The qualitative phase offered further evidence that IFRS adoption was perceived as
having a beneficial effect on decision making (see Section 7.2.4.9). This was

reiterated by Interviewee R1-3:

“This, in turn, will increase the efficiency of the administration's
performance by [allowing them to] access the appropriate information

when making a decision”.

Interviewee CFO3-6F (a CFO in a bank) also stated that adoption will lead to greater

levels of information disclosure.

“These standards will enrich the financial statements and clarifications

to help in the decision-making process”.

These findings reflect those of Daske et al. (2008), Alkhtani (2010), Li (2010),
Alsagga (2012), Mbawuni (2017) and Nurunnabi (2018), whose studies explore the
benefits and challenges developing countries face when adopting IFRS. These
authors argue that adoption makes it easier for managers to access reliable
information and improves credibility, decision making, transparency, regulatory
oversight and enforcement. However, while Mbawuni (2017) claims that the

accounting information required under international standards improves management
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and control activities, Nobes and Parker (2000) argue that the main reason for
developing countries to adopt IAS/IFRS is not to raise management performance but
because the standards are required by multinational firms. Madawaki (2012) also
cautions that reporting quality (and thus decision making) will not improve without a

strong enforcement regime.

The participants in both the survey questionnaire and semi-structured interviews
believed that the adoption of IFRS benefits managers, whatever their organisation,
and accounting professionals. The findings underline that the adoption of IFRS is
perceived as a route to better regulated business, more informed decision making,
greater credibility and improved economic prospects, especially in developing

nations.

The discussion in Section 7.3 highlights the benefits of IFRS adoption in the Saudi
context, as perceived by key stakeholders in the banking and finance sector. The
findings show the influence of institutional isomorphism on the sector and on the
country at large. This is most obvious in the coercive pressure being exerted by
external bodies such as the G20 and World Bank, who are pushing Saudi Arabia to
replace its outdated national standards with IFRS. However, practice in Saudi Arabia
is also being shaped by normative pressure from within as the Big Four firms
operating in the country push to raise standards across the accounting profession.
Organisations see the introduction of globalised standards as a way of maintaining
legitimacy among investors at home and abroad, but while some researchers argue
that these standards lead to genuine improvements in reporting quality, comparability
and reliability (Albu et al., 2011; Ibrahim, Stanton and Rodrigs, 2014), others (e.g.
DiMaggio and Powell, 1983; Mir and Rahaman, 2005; Irvine, 2008; Nurunnabi,
2015) argue that most developing countries are more interested in attracting FDI
from the World Bank, IMF and 1ASB than in achieving substantive improvements to

transparency or reporting quality.

7.6 Summary

The purpose of this chapter is to contribute to the literature by investigating the
different benefit associated with IFRS adoption in the case of Saudi Arabia including
benefits to managers and investors , as identified in the conceptual framework. The
survey participants saw IFRS as beneficial for Saudi Arabia and were therefore

mostly supportive of the adoption. They agreed that the creation of a single
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accounting language helps to harmonise internal and external reporting,
comparability, reliability and transparency; that it improves efficiency and corporate
governance; that it removes barriers to investment; and saves time and effort for
regulators and analysts. However, they were less convinced that it reduces the cost of
capital or makes auditing less costly. The harmonisation of accounting standards was
considered the most important benefit that banks and companies in Saudi Arabia can
leverage to improve their internal and external reporting. Most participants saw the
implementation of IFRS as reshaping the Saudi accounting system, since most banks
are now using IFRS not just to address their stakeholders’ needs but also to improve
their internal reporting to subsidiaries and parent companies. As the need for
interpretation associated with using local accounting standards disappears, investors
will find it easier to trust that they are being given comparable and reliable financial
information, and FDI should increase. The analysis findings are in line with the
adopted new institutional theories where the findings demonstrate the introduction of
globalised standards as a way of maintaining legitimacy and improve the reporting
quality and other benefits to achieve the best practise. Finally, this chapter
contributes to the literature by demonstrating the different opportunities associated
with IFRS adoption in a country which has a different structure than those are
backup the IFRS standards.
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CHAPTER 8:ANALYSIS OF THE CHALLENGES ASSOCIATED WITH IFRS
ADOPTION IN SAUDI ARABIA

8.1 Introduction

In line with the study’s conceptual framework, the objective of this chapter is to
elucidate the challenges associated with IFRS adoption in the context of the Saudi
banking sector (thus answering the second part of Research Question 3). Section
8.2.1 presents the results of the questionnaire survey, which investigated what the
respondents perceived to be the main challenges associated with IFRS adoption in
Saudi Arabia. This is followed by Section 8.2.2, which identifies the challenges that
banks actually experienced during the transition process, as described by the
interviewees. Section 8.3 then presents analyses of the survey and interview results
focusing specifically on those perceived challenges that have their origins in cultural
factors. In Sections 8.4 and 8.5, the findings from the quantitative survey and semi-
structured interviews are combined to enable a discussion of the key themes that
emerged in the study. Throughout the discussion, the findings are compared with

those identified in the literature review.

8.2  Challenges of Adoption in Saudi Arabia
8.2.1 Analysis of Questionnaire Results: Challenges of IFRS Adoption

Despite the perceived benefits discussed in Chapter 7, the adoption of IFRS in Saudi
Arabia will inevitably present challenges because of the cost and complexity of
implementation and because companies (and accounting professionals) in the country
generally lack experience with the international standards (Alkhtani, 2010;
Nurunnabi, 2017a). The questionnaire survey sought to investigate these challenges
by asking respondents to select which of nine statements they believed best reflect

the challenges of adopting IFRS in Saudi Arabia.

Figure 8-1 and Table 8-1 show that the respondents generally agreed that all of the
suggested challenges are indeed barriers to those tasked with preparing financial
statements in Saudi Arabia. The strongest agreement (94.5%) was given to Statement
5: “There is a need for training”. This was followed by Statement 9: “There is a lack
of IFRS knowledge in the KSA” (75.1%), Statement 4: “There are insufficient
competent specialists available (73.1%), Statement 1: “Adoption of IFRS is costly”
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(70.3%), Statement 7: “There is a problem with the IT system in handling the
transition to IFRS” (64.2%), Statement 3: “There is a lack of IFRS implementation
guidance” (62.8%), Statement 8: “There is a lack of legal enforcement” (60.6%),
Statement 2: “IFRS increases the complexity of financial reporting” (55.7%) and
finally, Statement 6: “There is a lack of proper instructions from regulatory bodies”
(46.5%). The Cronbach’s alpha for this question was 0.84, which signifies a high
level of reliability.

Figure 8-1: Overall Results for Perceived Challenges of IFRS Adoption
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Table 8-1:Descriptive Statistics for Perceived Challenges of IFRS Adoption

Level of Agreement* (%) Total Median Cronbach's
Statement sD D N A SA gﬂc?)?'g SD (25-75) Rank | a
Adoption of IFRS iscostly | 1.6 | 115 | 16.6 |48.2 | 22.1 3.78 0.97 |4(3-4) 4
IFRS increases the
complexity of financial 6.7 | 265 | 11.1 | 403 | 154 3.31 12 |4(2-4) 8
reporting
There is a lack of IFRS 51 | 17 | 15 | 415 | 213 | 357 | 115 |43-4) | 7
implementation guidance
There are insufficient
competent specialists 51 | 95 | 123 | 46.2 | 26.9 3.80 11 [4(3-5) 3
available
There is a need for training | 0.8 | 24 | 24 | 431 | 514 4.42 0.73 |5(4-5) 1 0.839

There is a lack of proper
instructions from 35 | 248 | 252 | 31.9 | 146 3.29 110 [3(2-3) 9
regulatory bodies

There is a problem with
the IT system in handling 24 | 134 | 201 | 402 | 24 3.70 1.05 [4(3-4) 5
the transition to IFRS

There is a lack of legal

35 | 138 | 220 | 441 16.5 3.65 1.03 |4(3-4) 6
enforcement

There is a lack of IFRS

knowledge in the KSA 2 123 | 11.1 | 466 | 281 3.87 1.02 {4(3-5) 2

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).

Table 8-2 shows the scores by group. The table indicates that financial analysts
expressed the strongest level of agreement with the challenges, producing a total
mean score of 3.89. This was followed by external auditors (3.71), academics (3.69)
and accountants in the banking sector (3.60). The fact that the total group means are
close together indicates the generally strong belief across the sample that adopting
IFRS is a challenging process. However, the Kruskal-Wallis test (see Table 8-2 and
Table 8-3) indicated significant differences between the groups on statements 3, 6
and 8, producing p-values of 0.015, 0.014 and 0.002 respectively.

On Statement 3, the financial analysts produced the highest group mean (4.00), with
more than 71% of this group (along with 70% of external auditors) agreeing that
companies are being given insufficient guidance on how to implement IFRS. In
contrast, the majority of academics and accountants in the banking sector felt that the
current level of guidance is adequate. A possible explanation for this high percentage
from the financial analysts and external auditors could be that these groups engage
directly with listed companies that are struggling to get understandable guidance

from the regulator or even the IASB. Accountants in the banking sector may have
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been less concerned about this issue because the banks have been able to turn to

consultancy firms for guidance.

Table 8-2: Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Challenges of IFRS Adoption

Profession* (Mean) Mann-Whitney Test — Post Hoc Test

Kruskal-
. . EA FA AC
Stz BA | EA | FA | ac | Nalis | BAGIO | (qig) | (sig) | (sig)
P-Value with 5 . ;
with with with

No significant differences between

Adoption of IFRS is costly 373 3.83 4.00 3.62 0.341 groups

IFRS increases the - .
No significant differences between

compl_exrfy of financial 3.08 3.50 3.50 3.37 0.103 groups

reporting

There is a lack of IFRS 341 | 370 | 400 | 335 | 0015 FA None | BA/AC | FA
implementation guidance

There are insufficient

competent specialists 3.25 337 361 351 0.224 No significant differences between

. roups
available group
There is a need for training 442 | 441 | 467 | 424 | 0055 No S'gn'f'cantg(:g{g:nces between
There is a lack of proper No significant
instructions from regulatory 351 3,67 361 3.83 0.014 EA BA differences
bodies between groups
There is a problem with the No significant diff betw
IT system in handling the 372 | 370 | 373 | 364 | 0980 0 signitican gr'oue;sences etween
transition to IFRS
There is a lack of legal 328 | 384 | 353 | 381 | 0.002 EA |FA/BA| EA | None
enforcement
Thereis a Ié}ck of IFRS 382 385 410 386 0533 No significant differences between
knowledge in the KSA groups
Overall group mean 3.60 3.71 3.89 3.69

* BA (Banking Sector), EA (External Auditor), FA (Financial Analyst), AC (Academic), Sig (Significant).

Table 8-3: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

Kruskal-Wallis One-Way ANOVA
Statement Non-Parametric Test P-Value Sig Parametric Test P-Value Sig Less
Less than 0.05 than 0.05
Adoption of IFRS is costly -- --
IFRS increases the complexity of financial
reporting B B
There is a lack of IFRS implementation guidance 0.015* 0.029*
There are insufficient competent specialists --
available B
There is a need for training -- --
There is a lack of proper instructions from - -
regulatory bodies 0.014 0.014
There is a problem with the IT system in
handling the transition to IFRS B B
There is a lack of legal enforcement 0.002** 0.001***
There is a lack of IFRS knowledge in the KSA -- --
*p <0.05**p < 0.01 *** p <0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results
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On Statement 6: “There is a lack of proper instructions from regulatory bodies”, the
financial analysts and accountants scored lower (3.61 and 3.51 respectively) than the
academics and external auditors (3.83 and 3.67 respectively), suggesting that the
latter two groups felt that regulatory bodies need to give clearer instructions to
companies. As the chief regulator for listed and unlisted companies, SOCPA has
provided firms with the necessary translation of and guide to the IFRS, but some of

the external auditors and academics struggled to comprehend the interpretations.

Finally, 75% of the academics and 74% of the auditors supported Statement 8:
“There is a lack of legal enforcement”, compared to 46.6% of the accountants in the
banking sector and 55.9% of the financial analysts. Legal enforcement is the
responsibility of SAMA and SOCPA, who are the regulators of the banking and

finance sector.

The questionnaire contained an extra, open-ended question asking the respondents to
indicate whether they agreed that the listed items (drawn from the literature) are costs
that other countries may face, or which Saudi banks faced during their transition to
IFRS. It is clear from Figure 8-2 and Table 8-4 that the training of accounting staff
on IFRS was the dominant concern of all the groups, with group percentages ranging
from 86.6% to 97.1% and an overall percentage of 89.4%. This was followed by the
“Transition to new software systems” item, which produced an overall percentage of
59.1%. Next, with 54.7% was the cost of consultancy services, while the purchase of
technical literature (27.2%) and the lack of legal enforcement (26.8%) were deemed

the least costly aspects of IFRS implementation.

Table 8-4: Frequencies for the Main Costs of Implementing IFRS, by Group

What are the main costs of Profession®
CEITIlaNR ([PLEZES ENETE5 AN ML) Banking External Financial Overall
answers as you think are relevant.) Sector Auditor Analyst Academic Response
N % N % N % N % N %
Training for accountantson IFRS | 90 | 891 | 71 | 866 | 33 | 971 | 33 89.2 227 | 894
Fees for consultancy services 76 | 752 | 31 | 378 | 25 | 735 7 18.9 139 | 547
Cost of technical literature 39 | 386 | 17 | 207 9 26.5 4 10.8 69 27.2
Transition to a new software 66 65.3 48 58.5 13 38.2 23 62.2 150 59.1
system
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Figure 8-2: Perceived Main Costs of Implementing IFRS, by Group

8.2.2 Analysis of Interview Results Regarding Challenges of IFRS Adoption

In order to explore the perceived challenges associated with IFRS adoption in Saudi
Arabia, standard setters from SOCPA and SAMA, accountants in the banking sector
and external auditors were all asked the main question: “What were the main
challenges of the transition to IFRS?” In an attempt to understand what preparations
were made for the adoption, the interviewees were also asked to give their own

account of the transition period.

The interviewees referred to a number of challenges that arose during the transition:
language and translation difficulties (90%, 20Nr), lack of awareness and knowledge
(86%, 19Nr), financial resources and the cost of adoption (82%, 18Nr), lack of
expertise (77%, 16Nr), lack of training (64%, 14Nr), the education system (63%,
14Nr), local legislation (i.e. Sharia law and Zakat) (54%, 12Nr), dealing with
differences (27%, 6Nr), unhelpful guidelines (23%, 5Nr), the transition period (23%,
5Nr), the weakness of the enforcement body (22%, 5Nr), the unsuitability of some
IFRS measures to the Saudi context (9%, 2Nr) and resistance to change (5%, 1Nr).

Some of these challenges are discussed in the following sub-sections; those related to

193|Page



cultural factors are examined in Section 8.3.

Figure 8-3: Perceived Challenges of IFRS Adoption, as Identified by Interviewees

8.2.2.1 Transition Period

There was agreement from all interview participants that the transition to
international standards was a difficult and lengthy process, particularly for
accountants in listed companies and the banking sector. Bankers in the interview
sample, most of whom were highly experienced, confirmed that transition continues
to be a major task fraught with challenges, but most felt that implementation is
possible as long as more is done to raise understanding and awareness of the

application.

Explaining why they thought the transition was challenging, the interviewees
mentioned the big gap between Saudi GAAP and IAS, and the cost and time
involved in implementing the international standards (Interviewee CFO3-91). For
example, in the absence of detailed guidance, many companies were forced to hire
consultants to help them with the implementation process, which proved very
expensive. For the majority of respondents, the main challenge was finding staff able

to take responsibility for the change process.
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Despite these concerns, most of the bankers in the interview sample argued that
banks were well prepared for the transition, thanks to the rigorous approach adopted
by SAMA. As Interviewee RE1-1 pointed out, SOCPA had also put five years of

planning into the transition:

“The plan for the transition to international standards provided for a
number of executive procedures which were carried out by the relevant
technical committees, respectively, by their respective executive
committees ... To be more specific, the committees carried out the
following ... First, they prepared technical, legal and systematic studies
for each standard ... Then, Arabic translations of the standards were
prepared ... Another thing was to hold several meetings for the technical
committees, which included discussions of the consultation studies that
were carried out on the standards, both in terms of legislation,
regulation, and technicality ... This was followed by the presentation of
the standards in several roundtable meetings, which included a group of
professionals and practitioners from the supervisory, academic,
professional and business sectors to exchange views on the international
standards over a period of two full days for each set of interrelated

standards”.

In addition to the preparation by regulators, transition in the banking sector was also
made easier by the authorities making expertise and other resources available to the
companies that needed them. As Interviewee AD4-1 observed, SOCPA needs to
follow the same approach with listed companies as they undertake the

implementation process.
8.2.2.2 Lack of Awareness and Knowledge

Lack of awareness and knowledge was cited by 19 (86%) of the interviewees as one
of the main barriers to implementation. It was mentioned that although training has
been provided through numerous workshops, many Saudi accounting professionals
remain confused by the international standards and the transition process
(Interviewee CFO3-5E). Consequently, the major challenge facing IFRS application
in Saudi Arabia is the quality of local auditing firm knowledge; Interviewee ADA4-4
explained that
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"The majority of companies recruited external consultants from non-
Saudi auditing firms, who made them pay a lot of money, to transition to
the accounting standards because there is a lack of expertise and
knowledge in the Saudi Arabian market".

The danger this lack of knowledge poses was pointed out by Interviewee RE1-4, who
explained that companies have been forced to consider the difficulties that they
might face, including failure to understand the application process and to carry out
the guidelines issued by SOCPA and the CMA.

The problem is compounded by the fact that many have found the international
standards, and the IFRS committee’s translation of them, difficult to understand
(Interviewee RE1-5). According to Interviewee CFO3-10J,

“In regard to the banks, there are data issues which are the main factor
because they have, for example, problems understanding the legal

requirement in IFRS 9”.

Interviewee CFO3-6F was also of the opinion that the requirements are difficult to

understand, explaining:

“I must admit though that the translation helped, but more workshops
and training courses are required. A lot of people are asking for

increased training and awareness for full adoption to take place”.

Six interviewees (27%) saw lack of understanding of the guidelines as a key
challenge during the transition process; Interviewee AD4-1 spoke of the need to
understand and apply the standards correctly, while Interviewee AD4-3 argued that
lack of understanding and knowledge among accounting practitioners is one of many
reasons why transition has happened very slowly in Saudi Arabia. In this context,

Interviewee CFO3-91 observed that

“There is a lack of knowledge and understanding of the different
requirements in the implementation of standards as it is a very difficult
process, in addition to the lack of knowledge about the process at the

time of the adoption... I have to say that the explanations and guidance
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were limited even from a regulatory point of view”.

However, another banker (Interviewee CFO3-10J) saw this as only a temporary

problem:

“It is usually the case; statements under IFRS can be seen as difficult,
especially for users in Saudi Arabia, who do not have that level of
knowledge and understanding of these standards. Having said that, the

difficulty of understanding statements under IFRS will be temporary”.

Interviewee CFO3-8H also saw lack of knowledge as a key challenge, arguing that
people have to be educated about the benefits of IFRS and shown how the process of
integration will help the accounting environment in Saudi Arabia and in the region as
a whole. Training and lack of knowledge were seen as key challenges to adopting
IFRS, leading a number of interviewees to argue that it is the duty of SOCPA to train
staff to understand the new system and to clarify the terminology and definitions.

Interviewee RE1-4 acknowledged that

"The translation was a solution, but understanding the criteria is the
most difficult element. The Saudi Organisation for Certified Public
Accountants has responsibility for training [people] to understand the
system. It must also be noted that all partners need to have full
awareness if they are to contribute to the development and training of

information preparers and help them understand the standards".

This implies that there is a national need for knowledge about IFRS to be
disseminated in educational and professional institutions across Saudi Arabia. It
should not be left to individual companies to educate themselves, as this may lead to
variation in implementation and a lack of comparability and consistency. Finally,
several interviewees (AD4-3, RE1-5, CFO3-10J, CFO3-6F, CFO3-8H and RE1-4)
saw the lack of information technology skills among older (senior) professionals in
the field as a factor that could influence the adoption of IFRS in Saudi Arabia in the

long term. According to interviewee AD4-3,

“The technological ability and lack of familiarity with technology and
software on the part of older staff is a main issue affecting
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implementation in the KSA ™.

To sum up, the transition process in Saudi Arabia has encountered several barriers
which need to be addressed by SOCPA and SAMA. More training and workshops
are needed to overcome the widespread lack of knowledge, and more local auditors
should be attached to or offered more responsibility within the Big Four companies
that dominate the Saudi auditing market. The Saudi Organisation for Chartered
Public Accountants (SOCPA) can also facilitate the implementation process by

providing listed companies with comprehensive implementation guidelines.

8.2.2.3 Financial Resources and Cost of Adoption

The availability of resources and the cost of adoption have been reported as major
challenges of IFRS adoption in both developed and developing countries. Eighteen
(82%) of the interviewees felt that not having the financial resources to cover the
cost of adoption was a significant challenge during the transition period. The
interviews confirmed the importance of resources by highlighting the difference
between the banking sector, which was given the resources it needed for adoption,
and other listed companies, many of which struggled to meet the additional costs
incurred. These included the cost of changing manual records, computer systems and
software, as well as prohibitively high consultancy fees. Access to resources was
seen as a key indicator of whether a company is ready for adoption, with four
interviewees arguing that big companies and banks were more able than smaller
companies to prepare for the adoption of IFRS because they had these resources.
Interviewee AD4-2 judged the combination of resources and experience to be the

main advantage enjoyed by the banks during the transition process:

“I think it is only big companies because they have resources or foreign
investment companies. We have 12 banks that are among the strongest
banks in the Gulf with their resources and experience. This helped them
to go through a smoother transition process, as well as strengthening
their relationship with experienced external auditors, such as the Big

Four”,

One CFO (Interviewee CFO3-1A) noted that for companies relying on local auditors,
the transition was made more difficult because these auditors generally lack the
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resources to become more skilled with IFRS. Interviewee ADA4-2 also highlighted the

need for resources to be spent on training and guidance, explaining that

“Changing the previous accounting system requires some radical

investments in terms of retraining staff” .

Similarly, Interviewee AD4-5 pointed out that the transition to international
standards was a complicated, experimental process in which companies had few
guidelines. Thisled many banks and companies to hire consultants, massively

increasing the cost of adoption. Interviewee AD4-4 stated that

“Most of the companies used external consultants to facilitate the process
of transition, but they did this at a very high cost, which made it very

difficult for these companies”.

However, Interviewee RE1-3 explained the willingness of companies to incur these

costs thus:

“Companies and banks think that implementing the standards is not
limited to following regulatory requirements. In their view, adoption may

be costly and time-consuming, but it is appropriate for the country”.

To conclude, the cost of transition has had an impact. The banking sector had
access to the resources it needed, but a few interviewees still blamed regulators
for not supporting local auditing firms to take the lead in the implementation
process. This resulted in the majority of banks hiring offshore auditing firms to
manage the implementation, at higher cost. Local policymakers must take steps
to address this issue and facilitate the implementation process as the accounting

profession has significant influence on reporting quality.

8.2.2.4 Lack of Expertise

Lack of expertise in IFRS (77%, 16Nr) was classified as another major challenge
during the transition period and one of the reasons why Saudi Arabia is not yet ready
for full IFRS adoption. Speaking about his bank, Interviewee CFO3-1A admitted
that:

“In order for this unit to achieve its objectives properly, it needs to be
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provided with professional accounting staff that have the capacity to
organise and monitor corporate compliance with accounting disclosure

requirements”.

However, Interviewee CFO3-11K took a broader view, citing the limited expertise of
IFRS in banks and other sectors as being likely to affect IFRS adoption across Saudi
Arabia as a whole. Interviewee CFO3-10 also argued that limited expertise may
impact adoption, particularly in the first year, though he suggested that this will be
manageable if regulators are fully aware of the barriers companies face and how
these might lead to misinterpretations in some companies’ financial statements. In
this regard, interviewee CFO3-8H described lack of relevant experience as one of the

main challenges facing Saudi Arabia in its efforts to transition to IFRS:

“The main challenges in Saudi lie in the lack of easy and understandable
guidelines, the shortage in experienced people, as well as the culture of

the auditor”.

A number of interviewees linked lack of expertise with lack of preparedness on the
part of Saudi companies for IFRS adoption. Interviewees CFO3-4D and CFO3-2B
blamed this on a lack of preparedness on the part of regulators, but Interviewee AD4-

5 attributed the problem to a shortage of suitably experienced accountants:

“Saudi companies are not ready, and even among the listed ones, only a
few are ready. Adoption relies on the accountant assigned to the
company or bank, and that puts high pressure [on them] and there is a

shortage of expertise in the market”.
Interviewee ADA4-4 stressed that

“The availability of qualified personnel to deal with the transition

project is an important factor in adopting these standards .

But the respondents’ answers revealed that it is very difficult to find accountants with
IFRS experience in Saudi Arabia, despite the fact that thousands of scholarships have

been awarded to students to study abroad (see Section 4.8.2.3). One solution might
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be to stipulate that some of these scholarships must be given to students undertaking

accounting degrees in countries using IFRS.

Interviewee CFO3-5E, meanwhile, noted the lack of relevant expertise among local

auditors. This was echoed by Interviewee CFO3-3C, who explained that

“Banks wanted to rely on the most efficient auditors from Saudi Arabia

..., but the ones they met did not have the technical expertise”.

Others focused on the qualifications and professional experience of financial

managers; Interviewee AD4-4 suggested that

“The availability of qualified financial managers is essential, and
companies and banks must appoint a financial manager who has
professional and academic qualifications, in addition to a good deal of

experience’’.
However, this interviewee went on to say that although

“...financial managers in fact should have the relevant experience and
competence, which is an important element in the correct transition

process, ... there is limited expertise”.

Six (27%) of the interviewees highlighted the importance of building a team of
experts with the required experience, and several said that their company had
employed external specialists in IFRS transition as consultants, though interviewees
AD4-1 and CFO3-91 remarked that seeking help from these experts can be a costly
matter. The interviewees expressed the view that companies with the resources to
engage external consultants with the relevant expertise and strong connections with
the Big Four were the most likely to have a smooth transition. Not all banks fell into

this category.

8.2.2.5 Lack of Training

Given that the local standards are well established and most accountants lack
experience of IFRS, comprehensive training on the new standards is crucial. The fact

that this training has not been available was perceived by interviewees as one of the
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key barriers to adoption. Fourteen (64%) interviewees believed that lack of training
has affected the adoption of IFRS in Saudi Arabia. Nine interviewees (41%) spoke of
the need to train staff in IFRS and IAS, but according to one regulator (Interviewee
RE1-1), some employees have been employed for 10 years without attending any
training or professional courses. This may simply be due to lack of opportunity;
however, if it is also indicative of a reluctance among some employees to develop
their professional skills, this poses a further challenge to successful adoption of the
new standards. The importance of training was stressed by Interviewee CFO3-6F,

who asserted that in terms of preparation to adopt,

“...there is a huge need to change the systems. This will only be done by
intensive training of existing employees or attracting qualified personnel
to perform this role, and what makes training even more important is that
the application of international standards is not a mechanical process,
but rather depends on understanding the requirements of standards and
their interrelationship with one another in a corporate and business

environment often characterised by its dynamism”.

Interviewee RE1-3 also urged that companies should re-evaluate the training they
provide to identify international standards, ensure that they are properly adapted and

familiarise employees with the international standards:

“Here comes the role of companies as they are responsible for attracting
national expertise, developing and training employees and managers, as
well as raising their professional competence, especially in the IFRS

standards”.

Speaking from the perspective of companies, however, Interviewee CFO3-3C
described the challenges his bank faced, despite SAMA’s seminars and workshops

for accountants:

“I remember during the early days of adoption in the banks, there were
no Saudis who were able to understand the standards and we did not
either ... We used very expensive consultancy companies, but with time
we have learnt. Also, the Authority translated the standards and we

adopted the translation, but we found it very difficult to make it
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understandable. IRFS 9 was very difficult and when we got to the time of

implementation, it was difficult on the programming level”.

This interviewee explained that nobody seemed to understand the standard until it
was fully applied, but that the staff benefited from this learning phase. Perhaps
because of this experience, he was optimistic that although IFRS adoption poses
many challenges, these may disappear with time.

Understanding the standards was seen as the most difficult part of the transition
process. For this reason, SOCPA’s Commission for Professional Training and
Development decided to introduce IFRS gradually, giving accounting professionals
and other stakeholders time to share their understanding of the standards and to study
them further. The Commission has run numerous training courses to prepare
companies for the changes (Interviewee CFO3-10J). However, one external auditor
(AD4-4) wondered:

“How will the training and retraining equip human beings to deal with
the transition to international standards? And who is responsible for the

human development process? ”.

This interviewee argued that the responsibility for providing staff with practical and
theoretical follow-up, including a framework and methodology for the transition
process, lies with both government institutions like SOCPA and non-governmental
organisations. However, his comment reflects the confusion and misunderstanding
that still surrounds the whole process. SOCPA has received much of the blame for
the current lack of understanding, but companies and individuals must also take

responsibility for educating themselves.

Four interviewees (18%) considered training to be one of the most important ways
Saudi companies can show they are ready for adoption. Describing the banks’
preparation for IFRS, the interviewees commented positively on their provision of

workshops, training courses and guidelines. Interviewee CFO3-11K observed that

“Another positive aspect is staff training and the banks' sense of the need

for a whole strategy for transition to IFRS, both from the human and
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financial, as well as the system, which will help the process of

transition”,

SAMA organised training and ran numerous workshops to help banking sector staff
deal with any difficulties during the transition period. This was confirmed by most of
the interviewees (e.g. Interviewee CFO3-6F). However, opinions were more mixed
on the role played by SOCPA. One external auditor (Interviewee AD4-1) praised the

organisation for its

“...great effort in preparing and coordinating to arrive at this level, to
provide and coordinate workshops and specialised panel discussions in

order to prepare for the adoption”.

However, most of the interviewees felt that SOCPA provided insufficient training or
workshops, depending instead on the Big Four to train external auditors on its behalf.
This was refuted by one SOCPA representative (Interviewee RE2-1), who argued
that SOCPA provided what was necessary for the initial adoption, and that it is up to
the company or institution to invest in its human resources to ensure that they are
equipped to do the rest.

“If necessary, they must consult with experts to measure this effect and
work to correct their paths gradually and smoothly until the date of
transition, in addition to participating in workshops, seminars and
specialised educational courses on the importance and usefulness of this
change in general and methods of optimal application. Some may say
that the transition may not be appropriate at the moment or that the
speed [of the change] does not allow us to prepare adequately to make
the necessary change. But | sincerely believe that we will not be fully
prepared, no matter how long the transition period is. Delay and
dependence are not the solution. We must persevere in the

transformation and raise awareness among companies and institutions ”.

According to Interviewee RE1-1, the application of international standards does not
require costly changes to current accounting systems, but it does require investment
in the human capital in order to optimise the application of the standards. The

training of this human capital cannot be the responsibility of individual companies
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but needs to be a shared effort at individual, company and regulator levels.
Awareness of the importance and benefits of the IFRS needs to be spread around
accountants, managers and educators, and organised training programmes need to be
in place. Where employees are unwilling to undertake training, companies may link
it to promotion, thereby incentivising these individuals to be more serious about

learning about the IFRS.

8.2.2.6 Education System

At the time of writing, most of Saudi Arabia’s 34 universities have not updated their
curricula to meet the International Education Standards (IES). Fourteen (63%) of the
interviewees identified the current state of accounting education in Saudi Arabia as a
barrier to the implementation of IFRS. Three main problems were highlighted: these
were: improve the accounting and finance curriculum in universities; bridge a
linkage between universities and the private sector; barriers of language. The first
two of these are discussed in this section, while the language barrier is discussed in

Section 8.3.2.1 under cultural factors.
Improve the Accounting and Finance curriculum

The majority of interviewees (50%, 11Nr) spoke of the need to update and modernise
the existing curricula in higher education institutions (HEIS) and instructional
programmes to respond to developments in the accounting profession. The view
expressed by interviewee CFO3-1A that the education system is not compatible with
the changes that have taken place was echoed by Interviewee CFO3-3C, who argued
that current educational materials are not consistent with the requirements of the
market because practice is completely different from the theory being taught at

universities. The result, according to Interviewee AD4-1, is that

“due to the poor of the existing curricula in the university, we tend to
prefer employing foreign specialists who appear to have an

understanding of the fundamentals of international standards”.
Interviewee CFO3-5E concluded that

“Saudi Arabia has to align its educational system with the scientific
progress in the field of finance and accounting in order to change the

accounting environment, which will result in sorting the shortage of
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accountants in the KSA who can understand the /FRS”.

The deficiencies in accounting education were attributed by Interviewee ADA4-5 to
the fact that academics are not yet fully conversant with the new standards, despite
SOCPA translating materials and making them available to universities. This

interviewee explained that SOCPA

“...expected that universities would update their materials, but there was
no sign of it. The solution is to involve the Authority in educational

policy”.

The findings suggest that bureaucracy poses a major challenge to the application of
IFRS, given that curriculum development and authorisation are in the hands of
various committees and councils that may oppose adoption. Developing an
appropriate accounting system requires the relevant departments to make extra effort
to formulate changes and to push for their submission to the Committee of Academic
Curricula and Planning for assessment. This must be followed by ratification by the
college council and then final authorisation by the university council. The whole
process is time-consuming and may prevent the development of practical responses
to environmental changes. As the above interviewee suggests, therefore, it is perhaps
time for the Ministry of Higher Education, as the sector’s supreme supervisory body,
to take the lead and force all HEIs in the country to update their accounting and

finance degree courses.

Interviewee AD4-4 blamed the lack of progress thus far on general inertia within the
tertiary sector, claiming that there are many barriers for academics who update their
skills and try to update the current curriculum. Interviewee CFO3-7G wanted
universities to ensure that their staff are familiar with international standards by
encouraging self-learning and running appropriate training, but Interviewee CFO3-
1A summed up the current state of affairs with the observation that universities are
still in a state of hibernation. This raises some serious concerns about the role of
universities in delivering the knowledge and skills required by businesses. There are
currently, for example, no opportunities for students to advance their theoretical
knowledge by gaining practical experience on work placements. Such links between
HEIs and companies, organisations and other institutions are urgently needed to

enhance the understanding and thence the adoption of IFRS across Saudi Arabia.
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More encouragingly, Interviewee CFO3-2B pointed out that some of the top
universities in Saudi Arabia have shown an interest in changing their curricula to suit
the changes. This interviewee explained that most of the accounting textbooks
relating to the international standards have been translated into Arabic by the
SOCPA sold into these universities for nominal prices to motivate them to keep pace

with the change.

“Some universities made some individual efforts through heads of
department agreeing to include these books in their academic plans ...
There are about 5,500 books like The Principles of Accounting, The
Methods of Intermediate Accounting and Auditing Principles”.

However, this participant went on to concede that

“There is a flawed approach to implementation on the part of
universities and it must be corrected in the preparation of graduates,

especially now”.

Similarly, Interviewee RE1-5 also insisted that graduates from Saudi universities will
not really be properly qualified until they are equipped to meet the new requirements.
Interviewee AD4-3 highlighted another potential problem with his observation that
most graduates, whatever their specialty, are only interested in a government job, and
that this culture will not be easy to change in the short term.

Ultimately, universities can do only so much to prepare students; most will require
additional professional training. Offering scholarships to accounting graduates to
undertake professional certification such as ACCA, CIMA and CIPFA is one way to
maximise the chances of successful IFRS adoption and implementation in Saudi
Arabia.

Collaboration between universities and private sector

The findings indicate no evidence of collaboration between universities and listed
companies, including banks (14%, 3Nr). Interviewee CFO3-2B explained that

“The Authority sought to collaborate with several universities, but they
are unfortunately still following the old curriculum, which made it very

difficult to change”.
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This led Interviewee CFO3-10J to call for greater input from academic institutions,
and there has indeed been a lot of pressure on universities to engage with the private
sector. The lack of collaboration means that universities are unable to assess the
extent to which their outputs match the evolving needs of Saudi Arabia’s labour
market. The fact is that most companies in the private sector prefer to hire
accountants (whether Saudi or non-Saudi) who were educated in foreign universities.
It is up to universities to engage with these companies and to take steps to ensure that
the graduates they turn out have skills that are in line with the development of the

country’s accounting system.
8.2.2.7 Dealing with Differences

Dealing with differences in accounting policies emerged as a theme with six (27%,
6Nr) of the interviewees cited the difficulty of dealing with the differences between
the provisions of the SAS and those of the IFRS as a major challenge to the adoption

process. Interviewee CFO3-11K, gave one example:

“The Saudi regulators represented in SOCPA and CMA have postponed
the property, plants, equipment, investment property, and intangible
assets fair value revaluation standards and continue to use the cost
model. As there is no clear reason for this decision, there has been some
speculation that it is due to the lack of liquid markets and specialist
revaluation bodies in the country. So, how will we deal with such

cases?”’

This was confirmed by one of the regulators (Interviewee RE1-1), who explained
that some of the new standards cannot be implemented at the current time as SOCPA

and the CMA want to avoid over-revaluation. RE1-1 states:

“Guidance from SOCPA and the CMA has been made to listed
companies as regards the fair value issue. We recommend that when
assessing the value of an asset, the valuation is based on the historical
cost of fixed assets. The objective of this is to reduce corporate asset

inflation”.
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Interviewee RE1-5, another regulator, also highlighted the differences between local

and international standards:

“Of course, there are certain difficulties with the implementation ...
First, SOCPA and GAAP are principle-based, not role-based as IFRS.
These could be challenges as some standards are in need for ground
foundation to adopt, and require fundamental changes before we can
adopt them, such as disclosure, which is a significant challenge. Any
requirements which need judgement will vary from one company to
another. In other standards, we had difficulties in lease and revenue
standards. This is why Saudi Arabia’s SOCPA has worked with many
consultancy firms to regulate and spread awareness among all preparers

of financial statements .

A number of interviewees explained that IFRS has different treatments, which can
lead to negative interpretation of the reported information; according to Interviewee
CFO3-3C:

“The flexibility offered by IFRS [means] there are a variety of

interpretation options, which can lead to subjectivity”.

The differences have made some standards difficult to interpret, especially in areas
such as disclosure; Interviewee CFO3-1A spoke of the “...difficulty in understanding

and interpreting disclosure requirements”,
While Interviewee CFO3-1A described the banking sector’s concern about IFRS 9:

“For example, most of the banks are concerned about the application of
IFRS 9. They are not very comfortable with it because it is going to be on
‘Retractive’ on the previous years ... Standard 9 is based on ‘Maturity’

The majority of banks are concerned about the quality of

information”.

Interviewees CFO3-1A and RE1-5 both described the interpretation of the new

standards as a long and difficult process and the biggest challenge to adoption. They
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were echoed by Interviewee CFO3-91, who was critical of SAMA’s attempts at

guidance:

“In practice, interpretation was very difficult ... SAMA put us under
extra pressure as their circular was not clear, so banks tended to use
consultants as guides. This increased the cost ... Also, some of the
standards have not added any value to the banking sector ... As I
mentioned, some of the standards are costly and consume a great deal of
time ... So, they need more understanding to report them

Interpretation is very difficult, and it is our biggest challenge”.

In contrast, a standard setter from SAMA (Interviewee RE2-1) was confident that the

organisation did enough to help banks prepare for the changes:

“The interpretation problem is new and, in practical terms, difficult, but
SAMA has provided all the necessary circulars and explanation to

overcome these difficulties”.
Even so, this interviewee warned that

“Difficulties in interpreting these standards will be there for three to four

years”.

In summary, the interviewees saw the differences between local and international
standards as a barrier to the adoption of IFRS in Saudi Arabia. Some saw some of the
standards as having the potential to negatively impact on the country’s reporting
system, while others saw interpretation as the main challenge. The interviewees
described the impact of the differences on the transition thus far, but without proper
guidelines and training, these differences are likely to remain significant barriers.

Some of standards are really difficult to interpret, which may affect reporting quality.

8.2.2.8 Lack of Clear Guidance

Poor guidance and instruction were mentioned by five (23%) of the interviewees
(CFO3-1A, CF03-4D, CFO3-6F, CFO3-7G and RE1-2) as one of the main
challenges during the transition period. Interviewee CFO3-1A explained that it is
SOCPA’s job to regulate the accounting and auditing profession:

210|Page



“One of the tasks of the Authority is to establish the appropriate
regulation of field control to ensure that accountants apply the

accounting and auditing standards”.

However, Interviewees CFO3-4D and CFO3-7G described the regulatory guidelines
issued by SOCPA as unclear and not very helpful. They were echoed by Interviewee
AD-4, who complained that listed companies were given

“... few guidelines from SOCPA as a regulator and the regulatory
guidelines are not very helpful ”.

In fact, more than half (55%) of the interviewees said that the guidance provided by
SOCPA was inadequate and that it offered listed companies little help with the
implementation of IFRS. Interviewees from the banking sector were, however,
generally more complimentary about SAMA’s efforts to give guidance to companies

in this sector; according to Interviewee CFO3-5E,

“External push factors such as the rigorous approach from the Monetary
Authority were crucial as they put pressure on the banks, who were well-
prepared for the transition. This was the approach adopted by the party
in charge of the transition, which was the Financial Authority

represented by SAMA with the help of the external consultants”.

However, not everyone from the banking sector agreed that SAMA did enough to
prepare banks, with some complaining that they were given only limited guidance.
Interviewee CFO3-8H, for example, expressed the view that

“It is all about the knowledge and strategy to adopt, and I think the main
challenges in Saudi lie in the lack of easy and understandable

guidelines”.
This interviewee went on to say that

“It is true SAMA as a regulator provides some workshops and circulars
for the requirements, but this is not enough to deal with some of the
difficulties”.
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This perceived limitation led Interviewee CFO3-5E to argue that banks should

provide their own guidance alongside that from SAMA.

The mixed views expressed by the interviewees reflect the variation in knowledge
levels among accounting professionals. More knowledgeable accountants found the
instructions and guidance offered by the regulators sufficient to implement IFRS,
while those who were less knowledgeable felt they needed more support. This
variation in knowledge may be attributable to the amount of effort different

companies put into preparing their staff for the transition.

8.2.2.9 Weakness of Enforcement Body

The weakness of the regulator as an enforcement body was identified by five (22%)
interviewees as a barrier to the adoption of IFRS in Saudi Arabia. Interviewee AD4-1
argued that reporting quality will improve if there is a strong body to enforce the
implementation of the standards, but this is unlikely as long as SOCPA has only
limited powers. His view was echoed by Interviewee CFO3-1A, who noted that
SOCPA is weak compared to SAMA and needs major improvement. He suggested

establishing a special surveillance unit:

“I believe in the need to establish a special surveillance unit either under
the supervision of the Saudi Organisation of Certified Public
Accountants or within the Department of Companies in the Ministry of
Commerce ... Its mission should be to ensure the application of
accounting standards. It should be given clear and explicit responsibility
and sufficient enforcement [powers] to compel all companies to fully
implement the guidelines, including the appropriate disciplinary

actions”.

The question of who should assume overall responsibility for the change to IFRS is a
big issue in Saudi Arabia; indeed, two of the interviewees from the banking sector
saw this as the main challenge to the change process. Interviewee AD4-1 saw the
main problem as being that the responsibility for implementing IFRS correctly is
being left to companies. This suggests that there is no clear framework for the
transition, but these findings prove that robust enforcement is perceived as vital if the
full benefits of adoption are to be realised. At the moment, the banking sector has a
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strong regulator — SAMA — but SOCPA is struggling to regulate or to produce a clear
framework for IFRS adoption across the Saudi economy as a whole. To resolve this
weakness, the Saudi government should align the different bodies involved in the
adoption process, give SOCPA greater enforcement powers and funds, and set up a

strong regulatory framework for reporting systems.

To sum up, the interview analysis reveals a number of challenges to transition,
including lack of awareness, knowledge, expertise, training and financial resources;
uncertainty about who is ultimately responsible for the change process; inadequate
guidelines from regulators; and problems dealing with the differences between the
old and new standards. The results also highlight problems with the accounting and
finance education being offered in Saudi universities, particularly the out-of-date

curricula. and the lack of cooperation with the private sector.
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8.3 Cultural Factors

This section presents the findings from the survey questionnaires and semi-structured

interviews to identify those cultural factors that participants perceived as potential

barriers to IFRS adoption in Saudi Arabia

8.3.1 Analysis of Questionnaire Results Regarding Cultural Factors Affecting
IFRS Adoption

The questionnaire survey included a question in which the respondents were asked to

indicate the extent to which they agreed that the listed cultural factors are impacting

the adoption of IFRS in Saudi Arabia. The overall results for the question (see Figure

8-4) show that 72.7% of the respondents agreed that Sharia requirements are

affecting IFRS adoption, 54.6% cited language issues and 49% cited the unsuitability

of some IFRS procedures to the Saudi environment.

Figure 8-4: Overall Results for Perceived Cultural Factors Affecting IFRS Adoption
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Table 8-5: Descriptive Statistics for Perceived Cultural Factors Affecting IFRS
Adoption

Statement Level of Agreement* (%) Total | SD** | Median |Rank | Cronbach's o
SD D N A SA Mean (25-75)
Score

Sharia requirements

3.6 7.1 16.6 42.3 30.4 3.89 1.03 43-5 1
(Zakat) @-9

Language issues 6.3 21.3 17.8 37.2 17.4 3.38 1.2 4(2-4) 2

Unsuitability of 0.645

some IFRS
procedures to the
Saudi environment

7.1 18.2 25.7 32.0 17.0 3.34 117 | 4(2-4) 3

*SD* (Strongly Disagree), D (Disagree), N (Neutral), A (Agree), SA (Strongly Agree), SD** (Standard
Deviation).

Table 8-5 shows the overall mean scores for each of these cultural factors. Sharia
requirements produced an overall mean score of 3.89, while language issues
produced a score of 3.38 and unsuitability of procedures a score of 3.34. The first of
these scores indicates the strong impact of Sharia on the adoption of IFRS; that the
survey respondents saw it as the most influential cultural factor was arguably
predictable, given the central role that Sharia law plays in all aspects of Saudi
Arabia’s social and economic life. However, the Kruskal-Wallis test (see Table 8-6
and Table 8-7) revealed the presence of significant difference between the groups on
this statement (p-value = 0.036). The Mann-Whitney test found that this difference
was between the auditors (mean score of 4.16) and the other three groups
(academics, 3.94; financial analysts, 3.88; accountants in the banking sector, 3.68).
One possible explanation for the low score from accountants is that this group may
perceive the Zakat and interest issues as simply a familiar aspect of the local rules.
On the other hand, the other groups (external auditors, academics and financial
analysts) may perceive Zakat as an obstacle because it is not governed by a set of

generally agreed standards, but tends to vary in its interpretation.

The Kruskal-Wallis test also revealed a significant difference in regard to Item 3: the
unsuitability of some IFRS procedures to the Saudi environment (p-value = 0.001).
This time, the auditors produced a significantly lower mean score (2.85) than the
other three groups. The highest level of agreement came from the financial analysts
with a mean score of 3.76, followed by academics (3.59) and accountants in the
banking sector (3.50). This is another indication that the external auditors perceived
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the IFRS as a suitable framework with needed review of the specific country
legislations such as the Zakat.

The adoption of IFRS has clearly been impacted by the local legislation, which is
guided by Islam (see Section 3.5.2.1). The majority of survey respondents saw Sharia
as having an influence on IFRS adoption in Islamic countries such as Saudi Arabia,
further it can lead to yield their accounting regulations different than those in
developed countries. Other cultural factors that can hinder IFRS adoption are the
incompatibility of some IFRS procedures with the cultural background of the country
and difficulties in understanding the language of the standards. These are discussed
in the following sections.

Table 8-6: Descriptive Statistics for Group Means and Multiple Comparison Tests:
Perceived Cultural Factors Affecting IFRS Adoption

Sharia requirements (Zakat) . . . . BA/F
AIA
C
Language issues 342 | 337 |338 |332 0.962 No significant differences

between groups

Unsuitability of some IFRS | 350 | 2.85 | 3.76 | 3.59 0.001 EA BA/FA/ EA EA
procedures to the Saudi AC
environment

* BA (Banking Sector), EA (External Auditor), FA (Financial Analyst), AC (Academic), Sig
(Significant).

Table 8-7: Non-Parametric Test (Kruskal-Wallis) versus Parametric Test (One-Way
ANOVA)

Sharia requirements (Zakat) 0.036* 0.018*

Language issues - -

Unsuitability of some IFRS 0.001*** 0.001***
procedures to the Saudi environment

*p <0.05**p <0.01 *** p <0.001-- p > 0.05
Note: One-way ANOVA used as an additional test to verify the results
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8.3.2 Analysis of Interview Results Regarding Cultural Factors Affecting

IFRS Adoption
The interviewees identified a number of cultural factors as posing a significant
challenge to the successful adoption of IFRS in Saudi Arabia. These included
language barriers (90%, 20Nr), local legislation (54%, 12Nr), resistance to change
(5%, 1Nr), and the unsuitability of some IFRS procedures to the Saudi environment
(9%, 2Nir) (see Figure 8-3). These themes are discussed below.

8.3.2.1 Language Barriers

Understanding the meaning and essence of the IFRS standards is a significant
challenge for those accountants in Saudi Arabia who lack basic proficiency in
English because the standards are issued in English. The language factor was
identified by almost all the interviewees (90%, 20Nr) as one of the main factors
influencing IFRS adoption in Saudi Arabia and one of the main challenges during the
transition period (see Figure 8-3). Interviewee ADA4-5 argued that as this is the
primary challenge for Saudi employees, improving the English language skills of

accountants in Saudi Arabia must be at the heart of any future training programme.

“The first immediate challenge for us Saudis is the language, while it

would not be an issue for a non-Saudi worker "
Interviewee ADA4-3 also stressed the importance of intensive language training:

“Because international standards are not written in Arabic, but rather
translated from English into Arabic, it is crucial to attract the right
people and train them in English language. In so doing, employees from
Saudi Arabia will be able to understand and interpret the standards

accurately and clearly ”.

This interviewee was echoed by interviewee CFO3-6F, who pointed out that the
guidelines can be difficult to understand even for native speakers, never mind those
whose first language is not English. Interviewee CFO3-4D declared that SOCPA has

tried to address the language barrier, and Interviewee RE1-5 agreed, explaining that
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“SOCPA, with the agreement of the leadership, tried to translate the
standards into the Arabic language to make it easier for Saudi preparers

to interpret”.
Indeed, another standard setter (Interviewee RE1-1) pointed out that

“We [SOCPA] have been recognised by the IASB as the main Arabic
translator for the Middle East region, and we have a Saudi

representative on the IASB committee”.

However, Interviewee AD4-4 insisted that SOCPA’s Arabic translation of the
standards has not been accredited by the standards issuing authority, and that without
an accredited translation, a large proportion of accounting standards users in Saudi
Arabia, who do not speak English, are unable to benefit from the IFRS. This was
echoed by Interviewee CFO3-1A, who stated that

“The major element that represented a barrier in the transition stage was
the language used in the interpretation or translation of some of the
criteria ... It is very difficult, and even the translation provided by the

Authority is not really appropriate because of its ambiguity”.

As a result, he added, his bank had to use the manuals issued by the Big Four. The
problems with the SOCPA translation were also mentioned by another external

auditor (Interviewee AD4-2):

“Interpretation and translation were not simple to follow, | can assure
you that the translation by Saudi SOCPA was not easy, but problematic.
However, the new version of the translation, as | heard, is easy to
follow”.

Most of the report preparers saw SOCPA’s translation of the standards as
problematic and felt that SOCPA itself had not offered them any help. In contrast,
the attitude towards SAMA was more positive; Interviewee CFO3-6F described how
the Authority

“...has followed best practice, providing a translation with easy
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instructions to follow and to understand”.

This led another banker (Interviewee CFO3-8H) to call on SOCPA to improve its

own performance to match:

“SOCPA has to put in more effort and make the implementation
guidance and instructors easier if it wants to achieve good results from

the adoption ™.

Two interviewees (9%) linked the problem of language to the education system,
arguing that it has a direct influence on the ability of HEIs to keep up to date with
global developments and modernise the curriculum. Interviewee AD4-2 observed
that language is a very big barrier to spreading understanding of the standards,
especially as there are so few academics with the relevant expertise, while
Interviewee CFO3-7G mentioned the difficulties of finding suitable textbooks that
will help universities develop their academic curricula and conform to the
international standards. Those universities offering Arabic programmes face unique
problems obtaining high-quality textbooks written in good Arabic that use terms

familiar to local practitioners.

The findings highlight the language difficulties faced by different stakeholders
during the transition to IFRS. SAMA has produced its own translation of the
standards for the financial sector, but the version produced by SOCPA was judged
inadequate by many of the interviewees. To resolve this problem, SOCPA needs to
engage more closely with preparers and help them become familiar with the new
terminology and with explanations that can be hard to understand even for English
speakers.

8.3.2.2 Local Legislation: Sharia Law and Zakat

Most of the interviewees (54%, 12Nr) agreed that the local legislation, which in

Saudi Arabia means Sharia law and Zakat®, has an impact on IFRS adoption.

18 Zakat is a form of tax. Under Islamic law, it is ranked second in importance after prayer and
regarded as a religious obligation for all Muslims who meet the wealth criteria. Zakat is charged at
2.5% of net worth.
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Interviewee CFO3-3C argued that the laws of Sharia are difficult and incompatible
with IFRS principles. The issue of Zakat must also be addressed if the standards are

to be fully applied.

Interviewee RE1-4 pointed out that the transition plan stipulates that the
methodology for studying the international standards with a view to applying them in
Saudi Arabia should ensure that the local environment is taken into consideration,
whether in terms of the Sharia provisions, existing regulation or the legislative and

technical readiness of the involved parties. Similarly, Interviewee RE1-1 argued that

“The adoption of the International Financial Reporting Standards should
be preceded by an extensive study of the legal requirements, regulatory

and technical aspects of these standards .

The same interviewee pointed out that the transition plan gives SOCPA a central role
in providing accounting standards and guidelines for Sharia-compliant transactions.
He added:

“The board is currently examining the international accounting
standards. The main objectives of this group include identifying and
analysing issues related to the concepts and principles that have been set
up for Muslims, as well as clarifying the challenges facing the
application of international standards, which are ensuring Sharia-

compliant transactions and tools and developing solutions”.

Interviewee RE1-1 asserted that SOCPA is working with the 1ASB to develop a
solution for countries that report Zakat because as Interviewee AD1-5 (an external

auditor) pointed out, there are no specific standards relating to the tax.

"There is no standard in international standards that fits the Zakat
standard in Saudi Arabia. This leads to uncertainty regarding Zakat and
tax, requiring companies to carefully evaluate the consequences of any
changes in their financial reports to make sure that they remain in line

with the Saudi tax and Zakat requirements .

The importance of resolving the Zakat issue was also emphasised by one of the
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bankers (Interviewee CFO3-5E):

“There is still confusion among preparers in the Saudi banking sector
about Zakat and tax; it is reported that the Zakat will be charged under
equity not income standards. In the banking sector, they still operate on
the idea that Zakat is reported as tax on income and reported in a special
report to the Department of Zakat .

Another banker (Interviewee CFO4-1A) also mentioned that banks and companies in
Saudi Arabia are required to issue two statements, one for the public and the other
for the Ministry of Income Tax and Zakat. This interviewee warned that even under
the previous Saudi standards, the calculation of Zakat was the source of major
problems between banks and this department. Disputes are perhaps to be expected as
Zakat, while technically a tax, is calculated differently from income tax. However,
reporting Zakat under headings of tax, with suitable disclosures, should not be a

problem as long as stakeholders are made aware of this reporting issue.
8.3.2.3 Unsuitability of Some IFRS Procedures to the Saudi Environment

Two (9%) interviewees suggested that some of the international standards are
unsuited to the Saudi environment. According to one auditor (Interviewee AD4-2), it
is the job of SOCPA to

“...solve these problems that are unique to the Saudi environment such

as fair value standards” .
This includes reconciling the standards with the demands of Sharia law and Zakat:

“International standards are based on two parts: they are principle-
based and rules-based, but each country has its own adjustments and
additions to the standards ... For example, in the kingdom, taxes or
Zakat”.

Interviewee RE1-2 argued that SOCPA has made efforts to adapt the standards to

meet the needs of the Saudi environment:

“I am of the opinion that the Saudi Organisation for Certified Public
Accountants (SOCPA) has made a great effort to prepare and coordinate
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to arrive at this level ... It started by preparing studies and specialised
committees to transfer these standards to the local environment. The
transition and application of international standards in measurement,
presentation and disclosure requires the local environment to be ready to
properly implement the standard requirements ... It is well known that
international standards are designed to be applied in advanced

professional and financial environments”.

Just one local auditor (Interviewee AD4-5) argued that IFRS are not at all valid for

the Saudi environment (See Section 6.2.2). According to this interviewee,

“Whether or not Saudi Arabia delays adopting international standards,

this is not valid for our environment”.

He was also concerned that some IFRS depend heavily on personal, subjective
judgement, which might affect the quality of reporting in the long run. This opinion
reflects the lack of knowledge and awareness among local auditors of the IFRS,
which is in itself a barrier to implementation and evidence of the need for

comprehensive training programmes.

In short, some IFRS, such as the fair value standards, are difficult to implement at the
current time as the country does not have the necessary infrastructure for these
standards. However, the regulators are aware of this problem and the SOCPA

committee is working to resolve the issue.

8.3.2.4 Resistance to Change

In recent years, more developing countries have chosen to harmonise their
accounting standards with globally accepted standards. However, the decision to
change to a new system often meets with initial resistance. One (less than 5%) of the
interviewees in the sample argued that this resistance to change is affecting IFRS
adoption in Saudi Arabia. Interviewee RE1-1 acknowledged that many accounting

professionals are reluctant to change:

“Most practitioners would rather not change from our standards because
they do not want imposed standards that do not suit our context. That is

why we had an old committee and standards...”
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However, Interviewee RE1-1 went on to say that

“...but we needed to keep up with the changing world and make sure our

voice is heard in the IFRS Committee .

This pragmatic view — that the transition to IFRS is a necessary step to keep up with
global trends — was shared by most participants, who saw it as more important than

national pride.

Among the interviewees, it was AD4-5 who expressed the strongest personal

resistance to IFRS, arguing that

“The use of other standards as a basis by Saudi Arabia will not present a
different outcome. Furthermore, the experience and culture of standard

setting in Saudi Arabia will be lost”.

The analysis indicates that the majority of interviewees saw cultural factors as having
a significant adverse impact on the transition process, whether through the
difficulties associated with translating and interpreting standards written in another
language, the challenge of reconciling the standards with the local legislation and
environment, or the need to overcome local resistance to change. The findings
underline the need for training programmes to raise awareness and unpack the
benefits of IFRS, and for all stakeholders to take part in the debate about how to meet

these challenges.

8.4 Discussion of Results

Institutional, legal, economic and cultural differences between countries mean that
the IFRS adoption process varies from country to the next, in which has generated
several challenges (Robin and Wu, 2003, Ball, Robin and Sadka, 2008; Alzeban and
Gwilliam, 2014). This section draws together the questionnaire and interview
findings to discuss what the study participants perceived to be the main challenges to

IFRS adoption in the Saudi context.

8.4.1 Transition Period

Section 4.7 shows that the reporting framework in Saudi Arabia is under the control

of several bodies: SAMA, which controls the banking and insurance companies; the
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CMA, which controls all listed companies; the Tadawul or stock market; and
SOCPA, which controls auditing practice. The problem is that having multiple
regulators creates uncertainty around who is actually responsible for enforcing
reporting standards (Almotairy and Alsalman, 2012), making implementation more
difficult, especially for accounting professionals. Despite this, Saudi Arabia is the
last country so far among GCC nations to have adopted the IFRS. This was
accomplished under SOCPA’s five-year adoption plan, announced in 2012 and
completed in 2017 (SOCPA, 2018). SOCPA (see Section 4.9) gave all sectors a five-
year window to set up all the systems they needed to ensure that Saudi’s human
resources were ready for IFRS adoption. SOCPA’s transition plan was divided into
three stages: first, the standards were presented to preparers for their feedback;
second, seminars and workshops were held to explain the IFRS adoption process;
and third, the adoption stage (see Section 8.2.2.1).

Despite SOCPA’s efforts, there was general agreement among the interviewees that
most banks and listed companies in Saudi Arabia struggled to be ready for the
adoption. Five interviewees (23%) blamed the gap between Saudi GAAP and IFRS,
which will take a long time to bridge, but other difficulties mentioned ranged from
the lack of IFRS-skilled auditors and expertise to the general lack of understanding
and training among staff. These findings correspond to those of Alkhtani (2012) and
Nurunnabi (2018), who also found that lack of expertise is affecting the level of

IFRS adoption in Saudi Arabia and thus the effectiveness of the transition period.

The findings indicate that during the adoption period, the banking sector benefited
from the generous resources and robust enforcement policy offered by SAMA. As a
result, the sector did not need to rely on SOCPA (Alzeban and Gwilliam, 2014);
instead, banks and insurance companies were able to attend SAMA’s own IFRS

workshops, which were delivered by a consultancy firm.

8.4.2 Need for Training

The need for training is the most widely reported barrier to IFRS adoption, with
authors such as Gyasi (2010), Alsuhaibani (2012), Laga (2012), Schachler, Al-
Abiyad and Al-Hadad (2012) and Nurunnabi (2014) all stating that training has a
significant influence on the quality of financial information. The descriptive results

from the survey illustrate that almost all of the participants (94.5%) agreed or
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strongly agreed that lack of training is a barrier to IFRS adoption in Saudi Arabia
(see Section 8.2.1). This was supported by the semi-structured interview results,
where 14 (64%) of the participants cited lack of training as an obstacle for the
adoption (see Section 8.2.2.5). However, while some preparers suggested that
SOCPA in particular did not provide sufficient training for most Saudi accountants
during the transition period, representatives from SOCPA argued that the

responsibility for training lies with institutions themselves:

“Companies ... are responsible for attracting national expertise,
developing and training employees and managers, as well as raising
their professional competence, especially in the IFRS standards”
(Interviewee RE1-3).

The regulators urged banks and listed companies to invest in their human capital by
providing more training and courses for their staff, claiming that most accountants in
Saudi Arabia have had no training for several years (see Section 8.2.2.5), but it is
arguably the responsibility of all three groups — companies, banks and regulators — to
work together to resolve the issue of accountant training. The regulators, specifically
SOCPA, could start by making training courses more affordable.

The interview findings suggest that SAMA was much more proactive than SOCPA
in providing suitable guidance and training for almost all accoun