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A Suggested Framework to Minimize the Negative Impact
of Adopting International Financial Reporting Standards
Based on the Quality of Financial Statements of Islamic

Banks in the Kingdom of Saudi Arabia (An applied
Theoretical study)
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Abstract:
The problem of the study originated from the decision of the
Saudi Organization for Certified Public Accountants (SOCPA)
to apply full transformation to international accounting
standards starting from 2017 on facilities listed in the financial
market including Islamic banks without regard to the peculiarity
of these banks’ activities and the specific nature of the
standards that respond to the Islamic and accounting

requirements upon which these banks were created.
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The study aimed to analyze the negative impact of this
transformation on the quality of the Islamic banks’
financial statements in general and judge to what extent
Islamic banks in the kingdom comply with the specific
disclosure requirements issued by Accounting and
Auditing Organization for Islamic Financial Institutions
(AAOIFI). It also aimed to judge the contribution of
SOCPA’s plan to minimizing the negative sides of this
transformation on the quality of financial statements and
reports of Islamic banks in the Kingdom of Saudi Arabia
(KSA), and devises appropriate mechanisms to reduce
such repercussions.

To achieve these objectives, the study adopted the
deductive approach to identify the problem and formulate
hypotheses, highlight the negative effects and how to
minimize them, relying mainly on AAOIFI standards. In
addition, the study employed the inductive approach to

link the theoretical study to the reality relying on the
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analysis of financial reports issued by Islamic banks in
KSA in the light of AAOIFI standards and interviews with
some Islamic banking officials and competent authorities
in KSA.

Concerning the transformation to the international
standards, the study found negative effects on the
quality of the Islamic banks’ financial reports. It was
also revealed that KSA Islamic banks do not comply with
the specific presentation and disclosure requirements of
AAOIFI after their transformation. Furthermore, the
study indicated the existence of real mechanisms that
can be utilized to minimize the transformation downsides
on the quality of the financial statements and reports of
KSA Islamic banks.

Finally, the study recommended that the authorities
responsible for the transformation process and
regulatory authorities acknowledge the existence of real
problems in the quality of financial statements and

reports of Islamic banks in the Kingdom resulting from
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the transformation to international standards. It also
recommends that it is necessary for KSA Islamic banks
to comply with the requirements of the specific AAOIFI
presentation and disclosure requirements to ensure the
quality of the issued financial statements and reports.
Keywords

Negative impact of transformation, International financial
reporting standards adopted in the Kingdom, AAOIFI

standards, Quality of financial statements and reports
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