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At the regional and international levels

Abu-Ghazaleh: Implementing IPSAS as a tool to develop public finance

and accounting

RAMALLAH - The International Federation of
Accountants (IFAC) in cooperation with the World
Bank held an international digital conference,
dedicated to the MENA region, to discuss means of
improving financial management in the public sector
in the region.

During the conference, participants discussed
the mechanisms and challenges of applying the
International Public Sector Accounting Standards
(IPSAS), and the transition from cash-based
accounting to accrual-based accounting.

Member of the Board of Directors and representative
of the International Arab Society of Certified
Accountants (IASCA) in Palestine, Mr. Jamal
Milhem, participated in the conference, in his capacity
as a member of the Professional Accountancy
Organization Development & Advisory Group
(PAODAG), and Head of the Working Group for
the Development of Professional Institutions in the
Middle East and North Africa at IFAC.

Morethanathousandparticipantsincludingprofessionals,
academics, representatives of professional associations,
government agencies, and others concerned with public
finance from various countries worldwide took part in
the Conference.

The participants touched upon several topics related
to the adoption and application of International
Education Standards (IES) and the transition towards
the application of IPSAS in the MENA region.

For his part, Mr. Milhem reviewed the best
practices for transforming and shifting from cash-
based accounting to accrual-based accounting. The
presentation of the program was shared with Ms. Dana
Jensen, Quality and Development manager
at the Federation’s MENA region. Moreover,
it highlighted challenges of the transition
and implementation of IPSAS; most notably
those related to legislation and regulations
of the profession. That is in addition to the
necessary financial cost of transformation,
as well as technical challenges, knowledge-
building and qualification of technical staff
working in various departments and units
within the public sector.
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According to Mr. Milhem and Ms. Jensen, the program
also included several solutions and strategies for
facing the challenges, in order to facilitate the process
of transition and transformation to IPSAS, which at the
same time, aims at establishing partnerships between
the public and private sectors, leveraging from the
successful experience of some countries; atop of them
is Jordan’s outstanding experience in this field which
ranked on top according to the presentation.

The Society’s specialized working teams organized
several workshops and awareness lectures to introduce
these standards, and explain the mechanism of
transitioning from national government standards
to these standards, in addition to holding regional
conferences and organizing Science Days atuniversities,
government entities, and relevant authorities.

It is worth mentioning that IASCA, represented by
its Chairman of the Board of Directors, HE Dr. Talal
Abu-Ghazaleh, contributed, through its leading role
in serving the profession by periodically translating
IPSAS, posting translations and related updates on
its website, and including topics related to the public
sector within the training courses its offers. The
Society also launched an international accounting
standards in public sector expert certificate.

Duringthe Conference, Mr. Milhem and the participants
expressed their gratitude to Dr. Abu-Ghazaleh for
his efforts in providing the required capabilities
and support aimed at increasing the effectiveness of
professional institutions, as well as to the professional
role the Society plays in the Arab region.

The participants emphasized that the adoption of
International Education Standards (IES) faces a
number of challenges, most notably the lack of
knowledge and information pertaining to these
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standards; since the final assessment of these
standards constitutes a challenge to some bodies and
universities in many countries, not to mention there
is a shared responsibility for teaching accounting
between the public and private sectors.

It should be noted that an international survey was
recently published by the Chartered Institute of Public
Finance and Accountancy (CIPFA) and IFAC on the
public sector accountability index. The survey which
revealed that 30% of the world’s countries used the
accrual basis in the public sector in 2020, constituting
an 8% increase compared to 2018. It also demonstrated
expectations for an increase in the percentage of
countries applying the accrual basis to 50% of the
world’s countries by 2025, and 70% by 2030.

The Conference also reviewed the experiences of a
number of Arab countries that are working seriously to
integrate these standards into the accounting education
curricula at universities, community colleges and
educational institutes, the most prominent of which are:
* The experience of the Hashemite Kingdom of
Jordan, presented by Mr. Mousa Al-Sindah ,
member of the Board of Directors of the Jordanian
Association of Certified Public Accountants
(JACPA), in cooperation with the Higher Council
for the Accounting Profession (HCAP), headed by
Minister of Industry and Trade.
* The experience of Kingdom of Saudi Arabia,
presented by Dr. Musab Al-Juaid, executive

director of the Saudi Organization for Chartered
and Professional Accountants (SOCPA), as well
as Dr. Mohammad Nurunnabi, president of the
Accounting Department at Prince Sultan University.

* The experience of the United Arab Emirates,
presented by HE Ms. Amna Abdulaziz Al Mabhri,
general manager of the Emirates Association of
Accountants and Auditors (AAA).

It i1s worth mentioning that the International
Federation of Accountants is a global organization
for the accounting profession, that aims to serve
the public interest in promoting the accounting
profession and contributing to the development of
strong international economies. It has more than 180
members and associations in more than 130 countries
and jurisdictions, representing approximately 3
million accountants in general practice, education,
government services, industry and performance.

The International Arab Society of Certified
Accountants (IACPA) was established as a non-profit
professional accounting body in 1984 in London
— United Kingdom. It was officially registered in
Amman on February 24, 1994, to advance the science
of accounting, auditing and other related topics across
member states of the League of Arab Nations, in
addition to preserving the professional independence
of accountants, and ensuring their protection, and
applying professional supervision standards to them.

IASCA Holds IACPA Qualification Exams - June 2022 Session

AMMAN —The International Arab Society of Certified
Accountants (IASCA) held qualification exams for
the International Arab Certified Public Accountant
(IACPA) in a number of countries of the Arab world,
for the first time in 2022, whereby the second session
will be conducted in December 2022.

The results were announced on the Society’s website,
with a passing rate of 16%.

The TACPA qualification exam consists
of four papers: Economics and Finance,
Accounting, Auditing and Legislation. It
aims to develop the necessary knowledge
related to understanding the theoretical and
conceptual aspects of International Financial
Reporting Standards (IFRS), in addition to
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developing the ability to apply international standards
in practical accounting professionally, along with
assisting in continuous professional development in
the field of standards and following up on amendments
and updates.


http://iascasociety.org

IASCA Holds ‘International Arab Certified Management Accountant’ Training

Course

AMMAN - The International Arab Society of
Certified Accountants (IASCA) organized a digital
training course entitled ‘International Arab Certified
Management Accountant’ certificate (JACMA)
through Microsoft Teams App.

The course aimed to qualify participants for the highest
levels in the field of management accounting to enable
them to analyze financial statements in accordance with
financial reporting standards, and risk management
to increase their knowledge in multiple areas of
management, financial accounting, cost accounting,
economics, and finance. During the course, participants
were introduced to several topics, including:

Paper One: ‘Financial Accounting and Costs’,
which includes: (Introduction to the Basics of Financial
Accounting and Financial Reporting, Accounting
Processes related to Inventory Adjustments, Inventory
and Non-Current Assets, the Concept and Introduction
to Costs...etc).

Paper Two: ‘Management Accounting and Financial
Accounting’, which includes: (the Nature, Objectives

and Analysis of Financial Statements, Sources of
Funding for Financial Institutions, Capital Management
and Structuring, Preparing Budgets. . .etc.).

The IACMA certificate mainly allows participants to
obtain a certificate of accreditation for their expertise
to support them in performing their administrative
tasks correctly and through a scientific and advanced
approach. At the end of the course, electronic certificates
of attendance were given to all participants after
ensuring their readiness to take the certification exam.

Accounting Treatment of the Revenues of Audit Firms in Accordance with IFRS 15

“Revenue from Contracts with Customers”, and the Mechanism of Tax
Accounting in Accordance with the Applicable Laws and Regulations

By: Dr. Hussam Addin Ahmad Khalil - IASCA Member

Mr. Thab Hossam Al Deen Ahmad Khalil - IASCA Member

Part Two

The Second Method - Recognition of Revenues
over a Period of Time:

Recognizing revenue over a period of time refers to
the satisfaction of the performance obligation over
recurring periods of time or over a period of time,
1.e., the delivery of goods or provision of services
is carried out in stages to satisfy a single
performance obligation. For example,
providing some services such as auditing,
consulting services, special engagements
services, or long-term construction contracts,
are examples of cases where revenues shall
be recognized over a period of time. Many
determinants help professionals determine
that the revenue recognition will be carried

out over a period of time, such as:
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from Contracts with Customers

1. When the customer simultaneously receives and
consumes the benefits provided by the entity’s
performance, for example, when an audit firm provides

tax advisory services based on an annual contract.
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2. When the customer controls the asset, whenever
any stage of production is completed, for example,
when a contractor builds on the customer’s land,
or when an audit firm provides project evaluation
services; an intangible asset will be created when
the evaluation is implemented and completed.

3. When a seller manufactures or assembles an asset
that has no alternative use, but to be sold to a
specific customer; therefore, the seller has the right
to receive payments for the work accomplished.
For example, when a manufacturer designs a
special equipment for the plastic industry with
special specifications for a certain customer.

At this point, it is necessary to highlight the

accounting treatment on long-term contracts for

auditing firms and consultancy services.

The contract for audit firms; or what is called the

assignment letter, is an agreement between two

parties, whereby the first party (the audit firm)

provides audit services, tax advisory services, and/

or services for special engagements requested by the

customer. These services are provided for the benefit

of the second party, (the beneficiary, the company,

a group of companies, individuals) at a price that is

often specified and fixed at the time of concluding the

contract. Examples of those contracts include:

1. Auditing the financial statements for the year (....);

2. The audit of a special case;

3. The revision of a special list;

4. The audit of the implementation of a specific

accounting standard;

A special business, as the customer requires;

6. The provision of tax consultation services (income
and/or sales tax);

7. Feasibility studies;

8. Project assessment services;

W

An accounting problem arises regarding the treatment
ofauditfirms’service contracts, as this type of contracts
is usually implemented over a long period of time.
Therefore, the implementation spans over more than
one accounting period and requires an appropriate
accounting method to allocate the contract’s revenue
and costs over the accounting periods needed
for the contract’s implementation.

Regarding the implementation of the
Income Tax Law No 34 for 2014, and the
amendments thereof, Article 15 (A) stipulates
that: “Income and deductible expenses for
the taxpayers who use the accrual basis of
accounting regarding the long-term contracts
shall be computed based upon the actual
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progress rate of the contract within the tax period in
accordance with the provisions and procedures to be
specified by the executive instructions”

Methods of Measurement of the Obligation Progress
Rate over time:

IFRS 15 addresses how entities recognize revenues
arising from long-term contracts, and provides two
methods to treat long-term contracts; both the input
method and the output method. The input method will
be adopted to measure the entity’s progress rate in
satisfying the contractual obligation. These methods
provide a faithful depiction of revenue recognition:

1. Output Method:

This method is based on measuring the revenues based
on the direct measurement of the value of the good
or service delivered to the customer to date, relative
to the remaining goods or services promised under
the contract. This method depends on some methods
such as surveys of performance completed to date,
appraisals of results achieved, and milestones reached;
for example, the determination of the price of the
labor hours expended on the transaction, contract, or
agreement. Most audit firms use software applications
to estimate labor hours expended on the cumulative
engagement, reinforced with a model, provided by the
individual responsible for the engagement, to estimate
the hours expended on the work, in order to facilitate
monitoring the performance of the personnel, when
the firm is involved in many engagements.

One of the output method’s disadvantages is that
the outputs that are used as a basis for measuring
the progress may not be accurately monitored,
or the information required to apply this method
may not be available to an entity without undue
cost, considering the cost/ return factor.

2. Input Method:

In the input method, revenue shall be recognized
on the basis of the entity’s efforts or inputs to the
satisfaction of a performance obligation, for example,
resources consumed, labor hours expended, and costs
incurred. In this method, the entity determines the
actual performance of the obligation, for example,
the actual costs/ total estimated costs incurred to the
satisfaction of the contract based on the most recent
estimates, and shall allocate the transaction price
according to this percentage.

One of the disadvantages of this method is that
there may not be a direct relationship between
an entity’s inputs and the transfer of control of
goods or services to a customer. For example, an
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entity would not recognize revenue on the basis of
costs incurred that are attributable to significant
inefficiencies in the entity’s performance, such
as the costs of amounts of wasted materials or
labor hours that will be reflected in the entity’s
performance of its contractual obligations.

The entity (the audit office) shall select the method
which leads to the most accurate measurement,

and represents the firm’s fulfillment of its

contractual obligations, taking into account that

selecting the appropriate method depends on
the nature of the contracted work and the costs

incurred thereon.

Contract Revenue
The contract revenue shall be measured at fair value
of the received, or to be received, consideration. The
measurement of the contract revenue will be affected
by future events that are surrounded by uncertainty,
and will typically require reconsideration of the
estimates when the events occur, or when uncertainty is
diminished. Accordingly, the contract revenue will vary
from one period to another for some reasons such as:

* The agreement between the audit firm and
client about the changes in the contract
or requirements that cause changes to the
contract’s revenue in the future.

* The probability of an increase in the revenues
of contracts with a fixed price.

* The contract revenue is associated with a
variable indicator such as a change in the
production units.

Recognition of the Contract’s Revenues and
Expenses:

According to IFRS 15, the revenue shall be measured
at fair value of the received, or to be received,
consideration. The revenue is typically determined
through the sale or service contract, represented by
the sales invoice, taking any discounts or rebates into
consideration.

Case study- The Recognition of Revenues and
Expenses of Contracts with Customers:

Al Faisal for Auditing & Financial
Consultancy has concluded an audit contract
with “Al Bihar Al Ashra Foodstuff Company”
for the year 2021. On May 1, 2021, the audit
firm signed an agreement with the client at an
amount of JD 5850, in addition to 16% sales
tax; the payment terms were as follows:

» Upon signing the agreement, 50% will be

paid in addition to 16% sales tax;
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* Upon delivering the financial statements, as on
December 31, 2021, 50% will be paid in addition
to 16% sales tax.

Implementation procedures:

1. The agreement between the two parties was
duly signed;

2. Theclient paid 50% of the amount when the agreement
was duly signed, in addition to 16% sales tax;

3. The audit firm has issued a receipt voucher, duly
showing the amount received;

4. Theauditfirminitiated the engagement on the software
application, based on the initiation notification which
clarifies the type of the engagement (account audit,
tax advice, special case audit, internal audit,
and/or other special engagement). The wages
paid to personnel and/or engagement partners will
be determined according to the hierarchy approved
at the audit firm, for example, (executive director,
chief audit manager, audit manager, assistant audit
manager, chief auditor, auditor, and assistant auditor).
Moreover, the price per labor hour was determined for
all personnel and was approved by the management
after allocating labor hours to the engagement.

Note: The internal policy of the audit firm

requires the following:

1. When signing the agreement with any client, the
team that will be involved in the engagement shall
be determined;

2. The labor hours allocated to the engagement shall
be duly estimated;

3. Asoftware application will be used to monitor the
conduct of the engagement (the engagement will
be initiated on the software application upon
signing the agreement, and shall be locked
upon completion), knowing that a unique number
shall be assigned to each engagement (as the firm
is involved in many engagements) to facilitate
monitoring the progress achieved in each of them.

Accounting Procedures:
The accounting procedures will be performed as follows:
1. When the receipt voucher is issued, one of the
following steps may be considered:
A. Issuing a receipt voucher and registering it in the
records as follows:
dr./ 3393 the bank.... account/ the audit firm
cr./ 2925 the client’s account
cr./ 468 to the sales tax account

Comment on point (a): The audit firm has applied
the provision of Article (9) of the General Sales Tax
Law by recording the general tax of receiving an
amount/ payment from the client.
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B. The audit firm has issued a tax invoice and a receipt voucher, for which the accounting treatment will be as
follows:
In case the amount is received under a receipt voucher, the following entries will be recorded:
dr./ 3393 the bank.... account/ the audit firm
cr./ 3393 the client’s account

1.

2.

If a tax invoice is issued, the accounting treatment will be as follows:

dr./ 3393 the client’s account
cr./ 2925 unrealized revenue - to be presented in the statement of financial position.
cr./ 468 to the sales tax account

Here, the customer’s liability is zero, because the sales invoice was issued to implement the general sales
tax law, and in the above-mentioned example, the first case No. (A) will be adopted.

2. How to determine the revenue of the work performed under this contract
As we mentioned before, according to the audit firm’s policy, the labor hours needed for the work to be
accomplished shall be determined. In the above example, the labor hours according to the initiation notification
were determined on the software application, estimated by the individual responsible for the engagement, at
130 hrs., so it’s now easy to determine the value of the engagement in terms of labor hours as follows:

JOD 5850 + 130 hrs. = JOD 45

After the determination of the labor hours needed for the engagement, the responsible individual shall
determine the team members, based on the notification received for the engagement, then the work plan will
be developed and/or the actual and estimated plans shall be determined. In the above example, the periodic
labor hours needed for the engagement were determined as follows:

Month Actual labor hours Selling Price per Monthly revenues  Accumulated labor Accumulated
labor hour hours revenues

May 2021 7 45 315 7 315
June 2021 8 45 360 15 675
July 2021 10 45 450 25 1125
August 2021 12 45 540 37 1665
September 2021 10 45 450 47 2115
October 2021 13 45 585 60 2700
November 2021 12 45 540 72 3240
December 2021 14 45 630 86 3870
January 2022 15 45 675 101 4545
February 2022 8 45 360 109 4905
March 2022 12 45 540 121 5445
April 2022 9 45 405 130 5850
Total 130 5850

By the end of each month, the individual responsible for the engagement shall fill out a form that shows the
number of labor hours expended on the engagement. Therefore, and to facilitate the above example,
the actual labor hours expended on the engagement and the accounting treatment will be as follows:

1. Entry by the end of May 2021

Whereas, the revenues from the engagements that were signed with the customer but not
completed will be recognized. In our example above, the revenue from the uncompleted
engagements = (7 hours x JD 45) =JOD 315.

,
A

N

Debit Credit Account name
315 dr./ Payable for uncompleted work - will be presented in the statement of financial position
315 cr./ the revenues of the uncompleted work - will be presented in the income statement

iascasociety.org | 6
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2. Entry by the end of June 2021
The audit firm, for managerial purposes, will extract a monthly income statement to study the firm’s financial
conditions; the accounting entry will be as follows:

Debit Credit Account name
315 dr./ the revenues of the uncompleted work - will be presented in the income statement
315 cr./ Payable for uncompleted work - will be presented in the statement of financial position

Afterward, the revenue’s entry for the uncompleted work will be entered in an accumulative manner,
i.e., in the following entry the revenues for May 2021 and the revenue of June 2021 will be entered
accumulatively as follows:

Debit Credit Account name
675 dr./ Payable for uncompleted work - will be presented in the statement of financial position ‘
675 cr./ the revenues of the uncompleted work - will be presented in the income statement ‘

Accordingly, the above processes will be repeated for each month as follows:

3. Entry by the end of July 2021 is an entry for the accumulated previous transactions

Debit Credit Account name
675 dr./ the revenues of the uncompleted work - will be presented in the income statement
675 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to June 2021

Debit Credit Account name
1125 dr./ Payable for uncompleted work - will be presented in the statement of financial position ‘
1125 cr./ the revenues of the uncompleted work - will be presented in the income statement ‘

4. Entry by the end of August 2021 is an entry for the accumulated previous transactions

Debit Credit Account name
1125 dr./ the revenues of the uncompleted work - will be presented in the income statement ‘
1125 cr./ Payable for uncompleted work - will be presented in the statement of financial position ‘

5. The entry to record the accumulative transactions for the period from May 2021 to August 2021

Debit Credit Account name
1665 dr./ Payable for uncompleted work - will be presented in the statement of financial position
1665 cr./ the revenues of the uncompleted work - will be presented in the income statement

6. Entry by the end of September 2021 is an entry for the accumulated previous transactions

Debit Credit Account name

dr./ the revenues of the uncompleted work - will be presented in the income statement

1665 cr./ Payable for uncompleted work - will be presented in the statement of financial position

,
N
N
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The entry to record the accumulative transactions for the period from May 2021 to September 2021

Debit Credit Account name
2115 dr./ Payable for uncompleted work - will be presented in the statement of financial position
2115 cr./ the revenues of the uncompleted work - will be presented in the income statement

7. Entry by the end of October 2021 is an entry for the accumulated previous transactions

Debit Credit Account name
‘ 2115 ‘ ‘ dr./ the revenues of the uncompleted work - will be presented in the income statement ‘
‘ ‘ 2115 ‘ cr./ Payable for uncompleted work - will be presented in the statement of financial position ‘

The entry to record the accumulative transactions for the period from May 2021 to October 2021

Debit Credit Account name
2700 dr./ Payable for uncompleted work - will be presented in the statement of financial position
2700 cr./ the revenues of the uncompleted work - will be presented in the income statement

8. Entry by the end of November 2021 is an entry for the accumulated previous transactions

Debit Credit Account name
2700 dr./ the revenues of the uncompleted work - will be presented in the income statement
2700 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to November 2021

Debit Credit Account name
3240 dr./ Payable for uncompleted work - will be presented in the statement of financial position
3240 cr./ the revenues of the uncompleted work - will be presented in the income statement

9. Entry by the end of December 2021 is an entry for the accumulated previous transactions

Debit Credit Account name
3240 dr./ the revenues of the uncompleted work - will be presented in the income statement
3240 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to December 2021

Debit Credit Account name
3870 dr./ Payable for uncompleted work - will be presented in the statement of financial position
3870 cr./ the revenues of the uncompleted work - will be presented in the income statement

By the end of 2021, the revenues account for the uncompleted work will be closed, within the summary
of income, and will be accounted for in accordance with the Income Tax Law No. (34) for 2014 and the
amendments thereof, as follows:

dr./ 3870 the revenues of the uncompleted work - will be presented in the income statement

cr./3870/ the revenues of the uncompleted work - will be presented in the income statement

10. The entry at the beginning 0f 2022, the audit firm will re-enter the revenues of the uncompleted
work, as follows

Debit Credit Account name
3870 dr./ the revenues of the uncompleted work - will be presented in the income statement ‘
3870 cr./ Payable for uncompleted work - will be presented in the statement of financial position ‘

iascasociety.org | 8

2222


http://iascasociety.org

11. The entry by the end of January 2022, is an entry to record the accumulative processes transactions
for the period from May 2021 to January 2021

Debit Credit Account name
4545 dr./ Payable for uncompleted work - will be presented in the statement of financial position
4545 cr./ the revenues of the uncompleted work - will be presented in the income statement

12. Entry by the end of February 2022 is an entry for the accumulated previous transactions

Debit Credit Account name
4545 dr./ the revenues of the uncompleted work - will be presented in the income statement
4545 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to February 2022

Debit Credit Account name
4905 dr./ Payable for uncompleted work - will be presented in the statement of financial position
4545 cr./ the revenues of the uncompleted work - will be presented in the income statement

13. Entry by the end of March 2022 is an entry for the accumulated previous transactions

Debit Credit Account name
4905 dr./ the revenues of the uncompleted work - will be presented in the income statement
4905 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to March 2022

Debit Credit Account name
5445 dr./ Payable for uncompleted work - will be presented in the statement of financial position
5445 cr./ the revenues of the uncompleted work - will be presented in the income statement

14. Entry by the end of April 2022 is an entry for the accumulated previous transactions

Debit Credit Account name
5445 dr./ the revenues of the uncompleted work - will be presented in the income statement
5445 cr./ Payable for uncompleted work - will be presented in the statement of financial position

The entry to record the accumulative transactions for the period from May 2021 to April 2022

Debit Credit Account name
5850 dr./ Payable for uncompleted work - will be presented in the statement of financial position
5850 cr./ the revenues of the uncompleted work - will be presented in the income statement

Note:

The above entries, relevant to the cancellation of the revenues item from the uncompleted work, are only for
the purposes of supervision and extraction of the monthly income statement, and can be replaced or
unregistered. Accordingly, none of them will affect the application of IFRS 15. The movements of the
account and revenues of the uncompleted work will be as follows:
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The revenues of the uncompleted work - will be presented in the income statement

Debit

Credit

315 cr./ Payable for uncompleted work 5/2021 315 dr./ Payable for uncompleted work 5/2021
675 cr./ Payable for uncompleted work 6/2021 675 dr./ Payable for uncompleted work 6/2021
1125 cr./ Payable for uncompleted work 7/2021 1125 | dr./ Payable for uncompleted work 7/2021
1665 cr./ Payable for uncompleted work 8/2021 1665 | dr./ Payable for uncompleted work 8/2021
2115 cr./ Payable for uncompleted work 9/2021 | 2115 dr./ Payable for uncompleted work 9/2021
2700 cr./ Payable for uncompleted work 10/2021 | 2700 | dr./Payable for uncompleted work 10/2021
3240 cr./ Payable for uncompleted work 11/2021 | 3240 | dr./Payable for uncompleted work 11/2021
3870 Credit balance as of 31/12/2021 12/2021 | 3870 | dr./ Payable for uncompleted work 12/2021
15705  Total 15705 Total

3870 cr./ Payable for uncompleted work 1/2022

4545 cr./ Payable for uncompleted work 2/2022 | 4545 | dr./ Payable for uncompleted work 2/2022
4905 cr./ Payable for uncompleted work 3/2022 | 4905 | dr./ Payable for uncompleted work 3/2022
5445 cr./ Payable for uncompleted work 4/2022 | 5445 | dr./ Payable for uncompleted work 4/2022
1980 Debit balance as of 30/4/2022 5/2022 | 5850 | dr./ Payable for uncompleted work 5/2022
20745  Total 20745 Total

The payable account of the uncompleted work after depicting the account will be as follows:

Payable for uncompleted work - will be presented in the statement of financial position

Debit Credit

315 cr./ the revenues of the uncompleted work | 5/2021 | 315 dr./ the revenues of the uncompleted work | 5/2021
675 cr./ the revenues of the uncompleted work | 6/2021 675 dr./ the revenues of the uncompleted work | 6/2021
1125 cr./ the revenues of the uncompleted work | 7/2021 1125 dr./ the revenues of the uncompleted work | 7/2021
1665 cr./ the revenues of the uncompleted work | 8/2021 1665 dr./ the revenues of the uncompleted work | 8/2021
2115 cr./ the revenues of the uncompleted work | 9/2021 | 2115 dr./ the revenues of the uncompleted work | 9/2021
2700 cr./ the revenues of the uncompleted work | 10/2021 | 2700 dr./ the revenues of the uncompleted work | 10/2021
3240 cr./ the revenues of the uncompleted work | 11/2021 | 3240 dr./ the revenues of the uncompleted work | 11/2021
3870 cr./ the revenues of the uncompleted work | 12/2021 | 3870 Debit balance as of 31/12/2021 12/2021
15705  Total 15705 Total

3870 dr./ the revenues of the uncompleted work | 1/2022
4545 cr./ the revenues of the uncompleted work | 2/2022 | 4545 dr./ the revenues of the uncompleted work | 2/2022
4905 cr./ the revenues of the uncompleted work | 3/2022 | 4905 dr./ the revenues of the uncompleted work | 3/2022
5445 cr./ the revenues of the uncompleted work | 4/2022 | 5445 dr./ the revenues of the uncompleted work | 4/2022
5850 cr./ the revenues of the uncompleted work | 5/2022 | 5850 Debit balance as of 30/4/2022 5/2022
20745  Total 20745  Total

)00 o
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15. The entry to recognize the receipt of the rest of the fees at the end of the agreement will be as follows:
1. dr./ 3393 the bank.... account/ the audit firm
cr./ 2925 the client’s account
cr./ 468 to the sales tax account

16. The entry to recognize the revenues of 2022 and issuing the sales invoice will be as follows:
dr./ 5850 the client’s account
cr./ 5850 Payable for uncompleted work - will be presented in the statement of financial position
Deleting the engagement from the software application regarding the uncompleted work

Recognition of a cancellation entry and/ or locking a revenues account for the uncompleted work will
be as follows:

dr./ 1980 the revenues of the uncompleted work
cr./ 1980 the revenues of the uncompleted work - revenues from the accounts’ audit services

In this case, the engagement will be closed (locked) in the software application regarding the uncompleted
work

However, if the second case No. (b) was adopted, for which an invoice and a receipt voucher will be
issued at the first payment, as well as an invoice and a receipt voucher after completing the work, the
accounting entry will be as follows:

1. On May 1, 2022, when the work is completed, the invoice will be issued and the following entry will
be registered:
dr./ 3393 the bank.... account/ the audit firm
cr./ 3393 the client’s account

The statement of receiving the second payment on May 1, 2022.

2. The entry for issuing the invoice for the second payment will be as follows:
dr./ 3393 the client’s account
cr./ 2925 unrealized revenue - to be presented in the statement of financial position.
cr./ 468 to the sales tax account

3. The entry to recognize the revenues of 2022 and issuing the sales invoice will be as follows:
dr./ 5850 unrealized revenue - to be presented in the statement of financial position.
cr./ 5850 Payable for uncompleted work - will be presented in the statement of financial position

4. Recognition of a cancellation entry and/ or locking the revenues account for the uncompleted work
will be as follows:
dr./ 1980 the revenues of the uncompleted work
cr./ 1980 the revenues of the uncompleted work - revenues from the accounts’ audit services

iascasociety.org | 11
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Accordingly, the client’s account will be presented as follows:

The revenues of the uncompleted work - will be presented in the income statement

Debit Credit
2925 | dr./ the bank.... account/ the audit firm
5850 cr./ Payable for uncompleted work 2925 | dr./ the bank.... account/ the audit firm

5850 Total 5850  Total

The unrealized revenues account will be presented as follows:

Unrealized revenue account - to be presented in the statement of financial position

Debit Credit
2925 | dr./ the client’s account
5850 cr./ Payable for uncompleted work 2925 | dr./ the client’s account

5850 Total 5850  Total

Expanded case study: An auditing firm that is involved in several and varied engagements:

Al Faisal for Auditing & Financial Consultancy has concluded the agreements for the engagements for
2021; the agreements start from the beginning of February 2022, as follows:

Audit engagement agreement (5 agreements) for an amount of JD 25000;

Tax advisory agreements (3 agreements) for an amount of JD 20000;

Special engagement agreement (4 agreements) for an amount of JD 24000;

Internal audit agreement (one agreement) for an amount of JD 5000;

Audit agreement regarding the application of a new accounting standard (one agreement) for an amount
of JD 8000.

A S

The Firm’s policy entails that all clients should pay 50% of the value of the work upon signing the
agreement, in addition to the sales tax, and 50% upon issuing the financial statements and/or the
completion of the work, whichever is earlier.

Since the Firm’s management is responsible for estimating the labor hours that would be expended on
the engagements above, the labor hours were determined as follows:

Labor hours for all agreements were estimated at 1000 hrs.;

Labor hours for the tax consultations were estimated at 1250 hrs.;

Labor hours for the special engagements were estimated at 2000hrs.;

Labor hours for the internal audit engagements were estimated at 500 hrs.;

Labor hours for the audit engagements for the application of an accounting standard were estimated at 250 hrs.

Nk =

The following information was extracted from the records of the audit firm:

a. The audit firm has concluded agreements regarding all the above mentioned engagements. Based on
the agreements with the customers, the firm has settled the engagement for auditing the application of a
new accounting standard. Therefore, no invoices were issued for that engagement, and no services were
provided, according to a letter received from the customer on May 1, 2021, indicating that the customer
does not want to apply the standard for the time being.

b. The work on the agreement of the internal audit was completed during October/ 2021, and the payments

were duly received from the customer;

c. Notifications from the directly responsible person were received showing the expended labor
hours; the audit firm will use a software application to monitor the conduct of the engagement, and
determine the performance rate relative to the expended hours; the management has previously
determined the needed labor hours as follows:

iascasociety.org | 12
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1. Labor hours needed for all the audit engagements were depicted as follows:
Price of selling one labor hour = (JD 25000 +~ 1000 hrs.) = JD 25/hrs.

Month Agreement Agreement Agreement Agreement Agreement  Actual Selling Monthly Accumulated
with client  with client  with client  with client  with client  labor hours Price per revenue Revenue from
No 1 No 2 No 3 No 4 No 5 labor hour the Agreements

February 2021 15 18 9 0 10 52 25 1300 1300

March 2021 20 15 15 25 0 75 25 1875 3175

April 2021 25 16 12 15 15 83 25 2075 5250

May 2021 16 12 15 25 10 78 25 1950 7200

June 2021 25 14 16 15 10 80 25 2000 9200

July 2021 18 13 18 10 12 71 25 1775 10975

August 2021 25 20 10 15 12 82 25 2050 13025

September 2021 | 14 28 15 10 20 87 25 2175 15200

October 2021 16 20 16 20 10 82 25 2050 17250

November 2021 | 25 18 10 15 15 83 25 2075 19325

December 2021 | 0 18 15 20 10 63 25 1575 20900

January 2022 0 14 15 10 11 50 25 1250 22150

February 2022 0 12 10 5 12 39 25 975 23125

March 2022 0 20 15 5 10 50 25 1250 24375

April 2022 0 10 5 10 25 25 625 25000

Total 199 PR 201 195 167 1000 25000

2. Labor hours for the tax consultations for all agreements were as follows:
Price of selling one labor hour = (JD 20000 +~ 1250 hrs.) = JD 16/hrs.

Agreement with Agreement with Agreement with

client No 1

client No 2

client No 3

Actual labor

hours

Selling Price

per labor hour

Monthly
revenue

Accumulated
Revenue from

the Agreements

February 2021 45 35 35 115 16 1840 1840
March 2021 30 35 30 95 16 1520 3360
April 2021 25 36 35 96 16 1536 4896
May 2021 30 39 45 114 16 1824 6720
June 2021 35 45 25 105 16 1680 8400
July 2021 40 40 39 119 16 1904 10304
August 2021 45 35 37 117 16 1872 12176
September 2021 50 48 28 126 16 2016 14192
October 2021 35 35 30 100 16 1600 15792
November 2021 15 25 36 76 16 1216 17008
December 2021 20 35 22 71 16 1232 18240
January 2022 0 15 25 40 16 640 18880
February 2022 0 20 15 35 16 560 19440
March 2022 0 0 15 15 16 240 19680
April 2022 0 20 20 16 320 20000
Total 370 443 437 1250 20000

)00 o
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3. Labor hours for all the special engagements were as follows:

Month Agreement Agreement Agreement Agreement Actual labor  Selling Price  Monthly Accumulated
with client with client with client with client hours per labor revenue Revenue from the
No 1 No 2 No 3 No 4 hour Agreements

February 2021 65 50 38 58 211 12 2532 2532

March 2021 70 55 25 50 200 12 2400 4932

April 2021 54 45 35 63 197 12 2364 7296

May 2021 45 40 25 65 175 12 2100 9396

June 2021 50 45 36 50 181 12 2172 11568

July 2021 55 65 26 55 201 12 2412 13980

August 2021 50 35 36 50 171 12 2052 16032

September 2021 0 30 25 45 100 12 1200 17232

October 2021 0 45 30 40 115 12 1380 18612

November 2021 0 50 32 55 137 12 1644 20256

December 2021 0 0 28 50 78 12 936 21192

January 2022 0 0 29 65 94 12 1128 22320

February 2022 0 0 25 40 65 12 780 23100

March 2022 0 0 0 50 50 12 600 23700

April 2022 0 0 25 25 12 300 24000

Total 6! 2000 24000

389 460 390 761

4. Labor hours for all the internal audit services were as follows:

Agreement with client  Actual labor hours Selling Price per labor  Monthly revenue Accumulated Revenue
No1 hour from the Agreements

February 2021 35 35 10 350 350

March 2021 30 30 10 300 650

April 2021 45 45 10 450 1100

May 2021 32 32 10 320 1420

June 2021 45 45 10 450 1870

July 2021 40 40 10 400 2270

August 2021 42 42 10 420 2690

September 2021 36 36 10 360 3050

October 2021 46 46 10 460 3510

November 2021 25 25 10 250 3760

December 2021 30 30 10 300 4060

January 2022 25 25 10 250 4310

February 2022 26 26 10 260 4570

March 2022 28 28 10 280 4850

April 2022 15 15 10 150 5000

Total 500 500 5000
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Accounting Procedures:
The accounting procedures will be performed according to the following methods:

1. When the receipt voucher is issued, one of the following steps may be considered:
a. Issuing a receipt voucher and registering it in the records as follows:
dr./ XXX the bank.... account/ the audit firm
cr./ XXX the client’s account
cr./ XXX to the sales tax account

Comment on point (a): The audit firm has applied the provision of Article (9) of the General Sales Tax
Law by registering the general tax of receiving an amount/ payment from the client.

b. The audit firm has issued a tax invoice and a receipt voucher, for receiving the first payment; the
accounting treatment will be as follows:
1. In case the amount is received under a receipt voucher, the following entries will be recorded:
dr./ XXX the bank.... account/ the audit firm
cr./ XXX the client’s account

2. Ifatax invoice is issued, the accounting treatment will be as follows:
dr./ XXX the client’s account
cr./ XXX unrealized revenue - to be presented in the statement of financial position.
cr./ XXX to the sales tax account

Here, the customer’s liability will be equal to zero; because the sales invoice was issued to implement
the General Sales Tax Law. In the above example, the entry of the receipt voucher for the amount or the
invoice will not be presented because this case was explained in the previous case study.

2. How to determine the revenue of the performed work under these contracts?
As we mentioned before, according to the audit firm’s policy, the labor hours needed for the work to be
performed shall be determined. In the above example, the labor hours according to the initiation notification
were determined on the software application, and estimated by the individual responsible for the engagement,
so it 1s now easy to determine the value of the engagement in terms of labor hours as follows:

After the determination of the labor hours needed for the engagement, the responsible individual shall
determine the team members, based on the notification received for the engagement, then the work plan
will be developed and/or the actual and estimated plans will be determined. In the above example, the
periodic labor hours needed for the engagement were determined as follows to facilitate the accounting
entry of the engagements:

1. Entries of February 2021: Entry of the accomplished work for the period from February 2021 to

February 2021
Audit work Tax Special Audit work  Account name
Consultations  engagements
1300 1840 2532 350 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
1300 1840 2532 350 cr./ the revenues of the uncompleted work - will be
presented in the income statement
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2. Accounting entries of March 2021 - derecognition of the revenue of the uncompleted work in order to
recognize such revenue accumulatively for the period from February 2021 to March 2021.

Audit work Tax

Special Audit work

engagements

Account name
Consultations

1300 1840 2532 350 dr./ the revenues of the uncompleted work - will be
presented in the income statement
cr./ Payable for uncompleted work - will be presented

1300

1840

2532

350

in the statement of financial position

Accounting Entries for the period from February 2021 to March 2021

Audit work Tax Special Audit work  Account name
Consultations  engagements
3175 3360 4932 650 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
3175 3360 4932 650 cr./ the revenues of the uncompleted work - will be
presented in the income statement

3. Accounting entries of April 2021 - derecognition of the revenue of the uncompleted work in order to
recognize such revenue accumulatively for the period from February 2021 to April 2021.

Audit work

Tax

Consultations

Special
engagements

Audit work

Account name

3175 3360 4932 650 dr./ the revenues of the uncompleted work - will be
presented in the income statement

3175 3360 4932 650 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to April 2021

Audit work Tax Special Audit work  Account name
Consultations  engagements
5250 4896 7296 1100 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
5250 4896 7296 1100 cr./ the revenues of the uncompleted work - will be

presented in the income statement

4. Accounting entries of May 2021 - derecognition of the revenue of the uncompleted work in order to
recognize such revenue accumulatively for the period from February 2021 to May 2021.

Audit work

Tax

Consultations

Special
engagements

Audit work

Account name

5250 4896 7296 1100 dr./ the revenues of the uncompleted work - will be
presented in the income statement
5250 4896 7296 1100 cr./ Payable for uncompleted work - will be presented

in the statement of financial position

)00 o

iascasociety.org | 16


http://iascasociety.org

Accounting Entries for the period from February 2021 to May 2021

Audit work

Tax

Consultations

Special

Audit work

Account name

engagements

7200 6720 9396 1420 dr./ Payable for uncompleted work - will be presented
in the statement of financial position

7200 6720 9396 1420 cr./ the revenues of the uncompleted work - will be
presented in the income statement

5. Accounting entries of June 2021 - derecognition of the revenue of the uncompleted work in order to
recognize such revenue accumulatively for the period from February 2021 to June 2021.

Audit work Tax Special Audit work  Account name
Consultations  engagements
7200 6720 9396 1420 dr./ the revenues of the uncompleted work - will be
presented in the income statement
7200 6720 9396 1420 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to June 2021

Audit work

Tax
Consultations

Special
engagements

Audit work

Account name

9200 8400 11568 1870 dr./ Payable for uncompleted work - will be presented
in the statement of financial position

9200 8400 11568 1870 cr./ the revenues of the uncompleted work - will be
presented in the income statement

6. Accounting entries of July 2021 - derecognition of the revenue of the uncompleted work in order to
recognize such revenue accumulatively for the period from February 2021 to July 2021.

Audit work Tax Special Audit work  Account name
Consultations  engagements
9200 8400 11568 1870 dr./ the revenues of the uncompleted work - will be
presented in the income statement
9200 8400 11568 1870 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to July 2021

Audit work

Tax
Consultations

Special
engagements

Audit work

Account name

10975 10304 13980 2270 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
10975 10304 13980 2270 cr./ the revenues of the uncompleted work - will be

presented in the income statement

)00 o
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7. Accounting entries of August 2021 - derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to August 2021.
Audit work

cr./ Payable for uncompleted work - will be presented

Tax Special Audit work  Account name
Consultations  engagements
10975 10304 13980 2270 dr./ the revenues of the uncompleted work - will be
presented in the income statement
10975

10304

13980

2270

in the statement of financial position

Accounting Entries for the period from February 2021 to August 2021

Audit work

Tax

Special Audit work  Account name
Consultations  engagements
13025 12176 16032 2690 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
13025 12176 16032 2690 cr./ the revenues of the uncompleted work - will be
presented in the income statement

8. Accounting entries of September 2021 - derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to September 2021.

Audit work Tax Special Audit work  Account name
Consultations  engagements
13025 12176 16032 2690 dr./ the revenues of the uncompleted work - will be
presented in the income statement
13025 12176 16032 2690 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to September 2021

Audit work Tax Special Audit work  Account name
Consultations  engagements
15200 14192 17232 3050 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
15200 14192 17232 3050 cr./ the revenues of the uncompleted work - will be
presented in the income statement

9. Accounting entries of October 2021 - derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to October 2021.

Audit work

Tax

Special Audit work  Account name
Consultations  engagements
15200 14192 17232 3050 dr./ the revenues of the uncompleted work - will be
presented in the income statement
15200 14192 17232 3050 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

)00 o
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Accounting Entries for the period from February 2021 to October 2021

Audit work

Tax

Consultations

Special

Audit work

Account name

engagements

17250 15792 18612 3510 dr./ Payable for uncompleted work - will be presented
in the statement of financial position

17250 15792 18612 3510 cr./ the revenues of the uncompleted work - will be
presented in the income statement

Therefore, based on the givens of the above case, we find that the internal audit task was accomplished
before the deadline, which is 500 labor hours, so a tax invoice will be issued regardless of receiving the
payments for the engagement or not, as follows:
1. Entry for issuing the invoice on 31/10/2021:
dr./ 5000 the client/s account
cr./: 3510- Payable for uncompleted work - will be presented in the statement of financial position
1490- Payable for uncompleted work - will be presented in the statement of financial position

2. Entry for closing the engagement on the accounting system:
dr./3510 the revenues of the uncompleted work - will be presented in the income statement
cr./ 3510 the revenues of the uncompleted work - will be presented in the income statement

10. Accounting entries of November 2021 - derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to November 2021.

Audit work Tax Special Audit work  Account name
Consultations  engagements
17250 15792 18612 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement
17250 15792 18612 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to November 2021

Audit work Tax Special Audit work  Account name
Consultations  engagements
19325 17008 20256 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
19325 17008 20256 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

11. Accounting entries of December 2021 - derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to December 2021.

Audit work Tax Special Audit work  Account name
Consultations  engagements
20900 18240 21192 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement
20900 18240 21192 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

2220
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Accounting Entries for the period from February 2021 to December 2021

Audit work Tax Special Audit work  Account name
Consultations  engagements
20900 18240 21192 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
20900 18240 21192 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

Here, the engagement will be closed using the following entry:

Audit work Tax Special Audit work  Account name
Consultations  engagements
20900 18240 21192 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement
20900 18240 21192 0 cr./ the revenues of the unfinished work - will be
presented in the income statement

12. Accounting entries of January 2022- derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to January 2022.

Audit work Tax Special Audit work  Account name
Consultations engagements
20900 18240 21192 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
20900 18240 21192 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

Accounting Entries for the period from February 2021 to January 2022

Audit work

Tax

Consultations

Special

Audit work

Account name

engagements

22150 18880 22320 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position

22150 18880 22320 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

13. Accounting entries of February 2022- derecognition of the revenue of the uncompleted work in
order to recognize such revenue accumulatively for the period from February 2021 to February

2022.

Audit work

Tax

Special

Audit work

Account name

Consultations

engagements

22150 18880 22320 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement

22150 18880 22320 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

)00 o
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Accounting Entries for the period from February 2021 to February 2022

Audit work Tax Special Audit work  Account name
Consultations  engagements
23125 19440 23100 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
23125 19440 23100 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

14. Accounting entries of February 2022- derecognition of the revenue of the uncompleted work in
order to recognize such revenue accumulatively for the period from February 2021 to March 2022.

Audit work Tax Special Audit work  Account name
Consultations  engagements
23125 19440 23100 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement
23125 19440 23100 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to March 2022

Audit work

Tax

Consultations

Special

Audit work

Account name

engagements

24375 19680 23700 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position

24375 19680 23700 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

15. Accounting entries of February 2022- derecognition of the revenue of the uncompleted work in order
to recognize such revenue accumulatively for the period from February 2021 to April 2022.

Audit work Tax Special Audit work  Account name
Consultations  engagements
24375 19680 23700 0 dr./ the revenues of the uncompleted work - will be
presented in the income statement
24375 19680 23700 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Accounting Entries for the period from February 2021 to April 2022

Audit work Tax Special Audit work  Account name
Consultations  engagements
25000 20000 24000 0 dr./ Payable for uncompleted work - will be presented
in the statement of financial position
25000 20000 24000 0 cr./ the revenues of the uncompleted work - will be
presented in the income statement

16. Here, after completing the entries as shown in the tables above, the following entries will be registered
to close the engagements and recognize the revenues:

)00 o
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Entry for closing the engagement:
The entry to recognize the revenues of 2022 and issuing the sales invoice for all the completed engagements:

Audit work Tax Special Audit work  Account name
Consultations engagements
25000 20000 24000 0 dr./ Payable for unfinished work - will be presented in
the statement of financial position
25000 20000 24000 0 cr./ Payable for uncompleted work - will be presented
in the statement of financial position

Recognition of a cancellation entry and/ or locking a revenues’ account for the uncompleted work will
be as follows:

Audit work Tax Special Audit work  Account name
Consultations  engagements
4100 1760 2808 0 dr./ the revenues of the unfinished work - will be
presented in the income statement
4100 1760 2808 0 cr./ the revenues of the unfinished work - will be
presented in the income statement

Note:

Engagement No. (5); which is the audit of the application of a new accounting standard for an amount of JOD
8000 was not included in the entries although the audit firm has estimated the needed labor hours for this
engagement. However, no work was performed for this engagement, and the firm did not receive any payments
in this regard; therefore, the engagement was not registered in the records of 2021/2022.

Presentation and disclosure

IFRS 15 has introduced some new terminologies regarding the presentation and disclosures in the financial
statements. According to IFRS 15, in the statement of financial position, entities shall recognize assets or
liabilities relevant to the contracts when the goods and/or services are delivered before receiving the due
amount, in this case, we have two options:

The first Option: When the entity delivers the goods or provides the service before receiving the due amount,
this event will result in an asset or receivables relevant to the contract.

In the circumstances where there are terms, other than receiving the due amount on a specified time in order to
deliver the goods or services, this will result in “contract assets”. However, if the time term was not set forth in
the contract, regarding receiving the due amount on a specified time in order to deliver the goods or services,
“receivables” will be created.

The Second Option: When the entity delivers the goods or provides the services after receiving the due
amount, this event will result in a liability relevant to the contract.

This article provides a perception about addressing the income tax law, the sales tax law, and IFRS 15,
revenue from contracts with customers, regarding how audit firms recognize revenues for long-term
contracts (contracts that span over two financial periods or more). For any discussions or insights about
the article, please contact us at: Info@alfaysal.net.
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IAASB Proposes Narrow Scope Amendments to Operationalize Changes to the
IESBA Code that Enhance Transparency about Independence

NEW YORK - The International Auditing and
Assurance Standards Board (IAASB) released
proposed narrow-scope amendments to International
Standard on Auditing 700 (Revised), Forming an
Opinion and Reporting on Financial Statements,
and ISA 260 (Revised), Communication with Those
Charged with Governance. The proposed amendments
will help operationalize recently approved changes
to the ‘International Ethics Standards Board for
Accountants’ (IESBA) International Code of Ethics
for Professional Accountants (including International
Independence Standards) related to listed and
public interest entities. The changes to the IESBA
Code require firms to publicly disclose when the
independence requirements for public interest entities
have been applied in an audit of financial statements.

“There are heightened expectations about auditor
independence for audits of public interest entities.
The recent changes to the IESBA Code, reinforced
through the IAASB’s proposed changes to the ISAs,
will enhance transparency to the public about the
application of independence requirements for audits
of financial statements of public interest entities,” said
IAASB Chair Tom Seidenstein. “This is a further sign
of enhanced IAASB-IESBA coordination, a strategic
commitment of both boards in our joint effort to better
serve the public interest.”

International Auditing
and Assurance
Standards Board s

[AASB

This Exposure Draft is part of a broader IAASB

project that responds to recent revisions to the [IESBA

Code related to listed and public interest entities,

which are undertaken as two tracks—this is Track

1. Other narrow-scope amendments that may be

considered in Track 2, on a separate timeline and with

a later effective date, include:

* Aligning to the greatest extent possible the
definitions and key concepts underlying the
definitions in the International Standards on
Quality Management (ISQMs) and International
Standards on Auditing (ISAs) related to listed
and public interest entities to IESBA’s definitions
and key concepts in the revisions to the IESBA
Code; and

* Considering the applicability of existing
differential requirements for listed entities in the
ISQMs and ISAs, and whether these need to be
amended in light of IESBA’s revisions that address
the definitions of “publicly traded entity” and
public interest entities.

Source: www.ifac.org

Tentative Agenda Decision and Comment Letters: Multi-currency Groups of
Insurance Contracts (IFRS 17 and IAS 21)

LONDON - The IFRS Interpretations Committee
(Committee) discussed the following matter and
tentatively decided not to add a standard-setting project
to the work plan. The Committee will reconsider this
tentative decision, including the reasons for not adding
a standard-setting project, at a future meeting. The
Committee invites comments on the tentative agenda
decision. All comments will be on the public record
and posted on our website unless a respondent
requests confidentiality and we grant that
request. We do not normally grant such
requests unless they are supported by good
reason, for example, commercial confidence.

Tentative Agenda Decision

The Committee received a request about
how to account for insurance contracts that
generate cash flows in more than one currency.
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The request asked:

a. Whether an entity considers currency exchange
rate risks when applying IFRS 17 to identify
portfolios of insurance contracts; and

b. How an entity applies IAS 21 in conjunction
with IFRS 17 in measuring a group of insurance
contracts that generate cash flows in more
than one currency (a multi-currency group of
insurance contracts).

Identifying portfolios of insurance contracts

IFRS 17 requires an entity to recognize and measure
groups of insurance contracts. The first step in
establishing groups of insurance contracts is to identify
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portfolios of insurance contracts. Paragraph 14 of IFRS
17 states that ‘a portfolio comprises contracts subject
to similar risks and managed together’. The request
asks whether currency exchange rate risks are among
the risks, an entity considers when assessing whether
insurance contracts are ‘subject to similar risks’.

IFRS 17 defines financial risk and insurance risk
(a non-financial risk). Financial risk is defined to
include ‘the risk of a possible future change in ...
[a] currency exchange rate’. When IFRS 17 requires
an entity to consider or reflect only particular risks
(for example, only non-financial risk), it explicitly
refers to the risks to be considered or reflected.
Consequently, the Committee concluded that,
because paragraph 14 of IFRS 17 refers to ‘similar
risks’ without specifying any particular types of risk,
an entity is required to consider all risks—including
currency exchange rate risks—when identifying
portfolios of insurance contracts. However, ‘similar
risks’ do not mean ‘identical risks’. An entity could
therefore identify portfolios of contracts that include
contracts subject to different currency exchange
rate risks. The Committee observed that what an
entity considers to be ‘similar risks’ will depend
on the nature and extent of the risks in the entity’s
insurance contracts.

Measuring a multi-currency group of insurance
contracts

An entity measures a group of insurance contracts
at the total of the fulfillment cash flows and the
contractual service margin. Paragraph 30 of IFRS
17 states that ‘when applying IAS 21 to a group of
insurance contracts that generate cash flows in a
foreign currency, an entity shall treat the group of
contracts, including the contractual service margin, as
a monetary item’.

Paragraph 8 of IAS 21 defines monetary items as

‘“units of currency held and assets and liabilities to be

received or paid in a fixed or determinable number of

units of currency’ and paragraph 20 describes a foreign
currency transaction as ‘A transaction that

is denominated or requires settlement in a

foreign currency’. Paragraphs 21-24 of IAS

21 require an entity:

a. To recognize on initial recognition
a foreign currency transaction in the
functional currency at the spot exchange
rate at the date of the transaction;

. To determine the carrying amount of a
monetary item in conjunction with other
relevant Accounting Standards; and
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c. To translate at the end of the reporting period
foreign currency monetary items into the
functional currency using the closing rate.

The requirements in both IFRS 17 and IAS 21 refer to
transactions or items that are denominated or require
settlement in a single currency. IFRS Accounting
Standards include no explicit requirements on how to
determine the currency denomination of transactions or
items that generate cash flows in more than one currency.

Therefore, the Committee observed that in measuring a

multi-currency group of insurance contracts, an entity:

a. Applies all the measurement requirements in
IFRS 17 to the group of insurance contracts,
including the requirement in paragraph 30 to
treat the group—including the contractual service
margin—as a monetary item.

b. Applies IAS 21 to translate at the end of the
reporting period the carrying amount of the
group—including the contractual service
margin—at the closing rate (or rates).

c. Develops an accounting policy to determine on
initial recognition the currency or currencies in
which the group—including the contractual service
margin—is denominated. The entity uses its
judgment in developing and applying an accounting
policy based on its specific circumstances and the
terms of the contracts in the group. The accounting
policy must result in information that is relevant
and reliable (as described in paragraph 10 of IAS
8 Accounting Policies, Changes in Accounting
Estimates and Errors) and be applied consistently
for similar transactions, other events and conditions
(paragraph 13 of IAS 8). The entity could determine
that the group—including the contractual service
margin—is denominated in a single currency or the
multiple currencies of the cash flows in the group.
The entity cannot simply deem the contractual
service margin for the group to be denominated in
the functional currency because simply deeming
such a denomination would, in effect, fail to treat
the contractual service margin as a monetary item
as required by paragraph 30 of IFRS 17.

In applying IFRS 17, there is a single contractual

service margin for the group of insurance contracts.

Accordingly, if an entity were to determine that for

the purpose of applying IAS 21 the contractual service

margin is denominated in the multiple currencies of
the cash flows in the group, the entity would:

a. Assess whether the group of contracts is onerous
considering the contractual service margin as a
single amount, after translation into the functional
currency; and
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b. Determine the amount of the contractual service
margin to recognize in profit or loss by applying
a single method of determining the coverage units
provided in the current period and expected to be
provided in the future.

In the light of its analysis, the Committee considered
whether to add to the work plan a standard-setting
project on how to account for the foreign currency
aspects of insurance contracts. The Committee
observed that it has not obtained evidence that such
a project would be sufficiently narrow in scope
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that the International Accounting Standards Board
(IASB) or the Committee could address it efficiently.
Consequently, the Committee [decided] not to add a
standard-setting project to the work plan.

The deadline for commenting on the tentative agenda
decision is August 19, 2022. The Committee will
consider all comments received in writing by that
date; agenda papers analyzing comments received will
include analysis only of comments received by that date.

Source: www.ifrs.org
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