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«In the name of God»

zs AUDIT ORGANIZATION

Audit Organization of the Islamic
Republic of Iran

7, Shahid Ahmadian St, Khaledslamboli
Awve, Tehran, Iran.

Tel: +98-82182100

Fax: +98-88722435

www.audit.org.ir
30 Cannon Street,
! p I,
London, EC4M 6XH, . 3 \)9 1

United Kingdom 2k JUN 2017

Dear Hans Hoogervorst

According to the approval of the Board of Directors of Audit Organization (the authorized body for developing
accounting standards in Iran), and thereafter, all large companies listed in Tehran Stock Exchange (TSE), Banks
and Insurance Companies are required to prepare their financial statements for fiscal year beginning from
1395/01/01 (20th March, 2016) in accordance with International Financial Reporting Standards.

With respect to preparation of bank’s financial statements in accordance with IFRSs, two cases of disagreement
exist between Central Bank of Islamic Republic of Iran (as banks’ supervisory body) and Audit Organization (as
the standards setting body) which consequently brings many challenges to auditors and preparers of financial
statements.

Background

In Islamic Republic of Iran, banking operations are performed based on Islamic banking law (non-interest
banking). According to this law, a bank receives termed investment deposits from its depositors and utilizes
these resources, together with its own genuine resources, in order to provide facilities to its customers based on
defined Islamic contracts. Throughout financial period, a fixed provisional interest is paid to each termed
investment deposits based on the amount of the deposit and the duration of time passed from the deposit
contract. Regarding the composition of banks’ genuine resources and resources received from depositors,
interest from financial facilities provided is considered as joint income and if the amount exceeds provisional
interest, the excess is shared between depositors, less any costs related to bank’s agency fees (for services
provided). When depositors’ share from joint interest is less than fixed provisional interest, the fixed interest
paid is considered as certain.

Central Bank’s point of view

According to CBI’s point of view as a supervisory and statutory body of banking system of Iran, due to
depositors’ role and their participation in joint income:

First, the principal amount of termed investment deposits and the related interest should be reflected in a
separate classification, between liabilities and equity (as per appendix 1).

Second, apart from income statement, another basic financial statement,” statement of termed investment
deposits performance” should be added to the set of financial statements (as per appendix 2) in which bank’s
share as well as depositors’ share from joint income are presented respectively.



It should be noted that in CBI’s opinion, depositors are the chief resource providers for banks and hence, main
users of financial statements. Moreover, joint income is presented in income statement as Revenue from
facilities provided and deposits interest is reported as expense.

Audit Organization’s point of view

According to Audit Organization’s point of view, as the authorized body for setting accounting standards in
Iran, in execution of International Financial Reporting Standards, assets, liabilities, and equity should be
presented in the statement of financial position and presenting another element, a fourth element, between
liabilities and equity is not admitted. The nature of termed investment deposit and the method applied in paying
the related interest are both in alignment with the definition presented for liability; and consequently, these
items should be reported under bank’s liabilities. In addition, complete set of financial statements are defined in
IAS 1 and no more statement should be added to this set. Presenting statement of termed investment deposits
will result in double presentation of joint income and depositors’ share from joint income (once income
statement and the other in statement of termed investment deposits performance). Accordingly, the Organization
believes that depositors’ share from joint income should be presented as a note to income statement, rather
than a basic financial statement.

Please inform us about your opinion regarding the issues discussed, as your opinion is regarded as the final
solution by both sides.

We appreciate your swift response due to the urgency of the matter and thank you in advance for your kind
cooperation.

Yours sincerely

o Py
Akbar Soheily Pour pe Kbd ¥ >£’? 1€ J o wl

Managing Director of Audit Organization
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BEIFRS

28 October 2017 IFRS Foundation

30 Cannon Street
London EC4M 6XH | UK

' Tel: +44 (0)20 7246 6410
Akbar Soheily Pour Fax: +44 (0)20 7246 6411

Audit Organization of the Islamic Republic of Iran info@ifts.org
7, Shahid Ahmadian St www.ifrs.org
Khaledslamboli Ave

Tehran

Iran

Dear Akbar Soheily Pour
Thank you for your letter to Hans Hoogervorst dated 24 June 2017.

My apologies for the delay in responding. We tried unsuccessfully to make contact with your staff on
several occasions to discuss the matter, both by email and telephone. Fortunately, we had the
opportunity to meet Mousa Bozorg Asl and his colleague at our conference in Dubai earlier in October
2017, and he informed us that it would be most helpful if we were to write to you regarding the matter
outlined in your letter.

It is important to note that although we are always open to discussing technical matters, our policy is
not to get involved in discussions between parties in relation to specific transactions. In this instance,
we understand that your questions relate to obtaining a better understanding of particular requirements
in our Standards, and are not related to specific transactions. Accordingly, we have highlighted the
relevant requirements in our Standards in this respect.

With respect to the classification of items in the statement of financial position, we note that paragraph
11 of IAS 32 Financial Instruments: Presentation defines an equity instrument as any contract that
evidences a residual interest in the assets of an entity after deducting all of its liabilities. Accordingly,
an entity’s statement of financial position prepared applying IFRS Standards includes assets, liabilities
and equity—it does not include items classified as something other than assets, liabilities or equity.

With respect to the financial statements, paragraph 10 of IAS 1 Presentation of Financial Statements
specifies that a complete set of financial statements comprises:

(a) four main statements—a statement of financial position as at the end of the period; a
statement of profit or loss and other comprehensive income for the period; a statement
of changes in equity for the period; and a statement of cash flows for the period;

(b) notes;

(c) comparative information; and

(d) a statement of financial position as at the beginning of the preceding period in
specified circumstances.

Paragraph 11 of IAS 1 requires an entity to present with equal prominence all of the financial
statements in a complete set of financial statements.

The IFRS Foundation promotes the adoption of IFRSs and is the oversight body of the IASB o
&

The IFRS Foundation is a not-for-profit corporation under the General Corporation Law of the State of Delaware, United States of America ¥ Y INVESTORS
Registered Office: 1209 Orange Street | Wilmington | New Castle County | Delaware 19801 | United States of America | Company No.: FC023235 '5 ¢ IN PEOPLE



B FRS

In my view, a set of IFRS financial statements cannot include more than is listed in paragraph 10 of
IAS 1. However, we note paragraph 112 of IAS 1 specifies that the notes provide, among others, the
information required to be disclosed by IFRS Standards that an entity does not present elsewhere in the
financial statements, and information an entity does not present elsewhere in the financial statements
but is relevant to an understanding of any of them. Accordingly, an entity would provide information
not required by IFRS Standards in the notes if that information is relevant to an understanding of the
financial statements.

I hope the above information is helpful to you.

Yours sincerely

Henry Rees
Director of Implementation and Adoption Activities



	نامه سازمان به هیئت
	نامه سازمان به هیئت- لاتین
	نامه هیئت به سازمان
	نامه هیئت به سازمان- لاتین

