Accounting for cloud computing activities under
developing or acquisition of web-site, ongoing services,
and acquiring a contract
(An Evaluation Study)

By
Mohammed Samy Farghaly Ismail

Assistant Lecturer at Accounting Depariment
Faculty of Commerce and Business Administration
Helwan University

YeyY

CamsScanner 2 s &> gusaall


https://v3.camscanner.com/user/download

Accounting for cloud computing activities under developing or
acquisition of web-site, ongoing services, and acquiring a
contract - (An Evaluation Study)

Ismail, Mohammed 5., M. Sc¢. '
Assistant Lecturer at Accounting Department
Faculty of Commerce and Business Administration - Helwan University

Abstract

The eurrent accounting medel feils in recognition with all changes in the value drives.
especially in the ficld of cloud computing technology agreements. Although the aecounting
for software and hosting agreements have eamed a controversy from the FASE, bul did not
gain such controversy by [ASE, or at the level of acedemic studies. and finally a1 the tocal
level, represented in Egyvptian Commission for Accounting and Auditing Standards,

The economic, technology. and sccounting developments associated with the cloud
compuiting companies’ activities have [ommed o ciear burden on the extent to which the
cutrent accounting rules for these developments formulate and depict a precise treatment for
such the ectivities of those companies. That resulted in the emergence of many of the
accounting issues that are related 1o those activities, services. and how to recognize and
measure and report il accurately to reflect the economic reality of transactions and then
popped the need for the continued development of the accounting rules and instructions o fit
in with these rapid developments.

S0, the research aims to display, analyze. and evaluate the nature of cloud computing and
the current freatments related 1o developing or acquisition of web-site, ongoing services. and
ecquiring a contract within cloud computing activities under the recent accounting refeases,

Based on studyving the problem of the research and achieving their goals. the researcher
tested the central hvpothesis of the study, where: current accounting standards and guidelines
for developing or acquisition of web-site. ongoing services. and acquiring & conlract do not
fit with the distinctive characteristics of cloud computing companies’ activities in the
business environment. Rescarch depends on the inductive approach. to make (heoretical and
evaluation study under the objectives of the study and to verify the acceptaice or rejection of
the study hypotheses.

Where the research, discussing and analyzing the Cloud Compwting Definitions. Cloud
Computing [nfrastrocture. The Major Actors in Cloud Computing.  Cloud Service Provider
Scenarios Framework, Special Characteristics of Clowd Computing Transactions, and
Evaluation and Analysis of (he Accounting treatment for expenditures incurred under
developing or acquisition of Web Site activities. activities of acquiring or obsaining a
contract and activilies of Cngoing Services.

Finally. the study hypothesis 15 accepted. and the researcher suggests to develop an

accounting framewory for cloud computing companies’ activities in light of the uticpue
nature and characleristics and 1o test the proposed framewaork in the Egvptian business
Enviromnent.
Kevwords: Cloud Computing. Internal-use Software, Cloud Service Hosting Arrangement.
[nternally penerated intangible assets, Web-site activities expendinwe. Cloud Computing
Infrastructure, Clovd Computing frestment issues. oblaining a contracl. upgrades pnd
enhancement, Rouline maintensnce. neremental costs.,
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1: Introduction
There has been extensive development in compier utilization for commercial

enlerprise, education, and povemmental purposcs in the previous few vears. In the
meantime, the overell idea of the Internel has released worldwide markels” competition
and new markets. The integration of expanded comnpetition, computcr utilization, and
extensive cooperalion have carricd with it the consequent need Lo amplify the use of
available resources while restricting expenses. Where, the usage of clowd computing atd
data adminisiration capacities for expansive, regularly lopographically  scattered
associations and unigue individuals 1o be accessible al a centralized level is one region of
improving interest for meeting these necessities.

The rise of clowd computing tums on chances for developing nations 1o take an
interest in global markets without the regular basic physical and arganizalional
siruciures end facilities that are utilized to encourage commercial exchange,” Cloud
computing has executed 10 the scope of aress, icluding e-commerce enlerprise,
healtheare, education, community building. govemance, telecommuting, and emergency
response, Moreovel, new advancements are prospening in developing markets, making
them appealing 1o both worldwide and local cloud providers looking for new revenud
opportunities. Where, multinational organizations are selting up cloud and data ceniers
and enhancing clouds in developing regions, adopting specific approaches Lo deal with
managing the disticts’ particular requirements.”

Cloud computing as & utility presented firstly by MeCarthy {1 061) and posteriorly
seout about by Licklider {1963), who sought after & globally comprehensive compuier
network organize. Where the development of cloud mnovation & technology first
introduced from expensive and complicated information innovation arrangements and
undertaking applications within enterprises in the 1980s and empowered by the
engoing extension of the Web in the 19905, Besides, the dramatic drop in data transfer
capacity costs and other echanical advances have added to the rise of cloud
computing. Cloud computing gives physical, tangible. and guantifiable business
henefits by permitting multi-client. ongoing access without the in advance finance
cost, unlike past ages versions application pravided by service providers, Nonetheless.,
dilficulties for the appraisal and administration of the risks faced by cloud compuling
technologies for both managers and audiors due 1o the multifaceted nature and decent
variety of eloud computing desizn, combined with the division between ownership
and eontrols of data, conceivable interruption of service, and recovery of data.”
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Ihe importance of intangible asseis did not arize ol of anywhere but essocisle=d with
the emergence of the elements of the new knowledge-based economy, which relies £
knowledge pssets, which represent (e core of the maustry, especially the fields aof
ilormation technology. Therelore, the financial accouniing mode! alter developing
should be characterieed by the capacities of significant dynamic in order o be able 10
develop for tracking those changes in the surrounding environment characleristics az
these changes confirmed the separation ol the ofd economy from the new knoaledge
economy and knowledpe-based.

However, slill, the current accounting model fails in recognition witl all changes in
the value drives. especially in the field of cloud compating  technology
agreements. Altheugh the accounting for software and hosting agreements have earned a
controversy fram the FASB, but did not gain such controversy by LASE, or af the level of
academic studies, and finally at the local level, represented i Egyplian Commission for
Accounting and Auditing Standards.  Additionally, aceounting for clowd computing
companies” aclivities, in particular, did not gain such comroversy because of its
characleristics and distinctive combination.

While the form of accounting  developments within  the actouniing practice
environment, 1 substantial and apparent burden in the failure of aceounting for cloud
computing companies’ activities to accommodate hose aclivities adequalely. While
raised many questions about those activities and services and the associated legal,
procedural, and legislative aspects, and wihether they  effectively contribute 1o
strengthening the eapacity of the activity or legal perspective or adversely affects. Where,
those companies need to develop laws and legislation to regulate the rights and dutics and
the complexities of various undertekings between the company and its parlners' service
providers, and customers te ensure mutual rights and obligations. to accommodate thase
activities and services.

Where. the structure of the research is hased op different scctions as follows: The
Rescarch Problem, The Research Main Objective, The General Hypothesis of the
Research, The Imponance, Contibution, & Potential Chutputs of the Research, The
Proposed Methodology of the Research, Cloud Computing Definitions. Clond Computing
Infrastructure, The Major Actors in Claud Computing. Cloud Service Provider Scenarias
Framework, Special Characteristics of Cloud Computing Transactions, Evaluation aud
Analysis of the Accounting treatment for expenditures incurred under developing or
acquisition of Web Site activities, activities of acquiring or ohizining & confract and
aclivities of Ongoing Services. and then Conclusion.
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7: The Research Problem:

With time, always the nanre and types of cloud activities and cloud service
hosting agreements have changed - as computing systems via the Interet - and
especially cloud somputing technology. Towever, remained many of the problems
faced by accounting for cloud compuiing agreements angoing and which represent
great importance in determining the appropriate accounting trealment for this type of
computing system via the Internet, Mareover, financial reporting loses its credibility
to highlight the real and actual entities’ value, due to the inability to account
appropriately such activities, Because of the unigue charactensties of technology and
combination, and where the current lists in those sialements da not reflect the real
valuz of the entity and primarily businesses entities that operate in the field of eloud
computing reconology

The economie, technology,
computing companies’ activities have formed a clear burden on the extent (o wiich
the eurrent accounting rules for these developments formulate and depict @ precis:
weatment for such the setivities of those companies. That resulied in the emergence of
many of the accounting 185ues that are related to those activities, sepvices, and how 1o
recognize and measure and report it accurately to reflect the economic reality of
wansactions and then popped the need for the continued development of the
accounting rules and instructions to fit in with these rapid developments.

In addition o assembling, some of the companies operate in the Egyplian
envirolmnent 1o only those fixed assets without highlight the intangihle assets of which
Addressed. What if the different useful life of the tangible assel for that of en
intangible asset, s enhancemeni or upgrade costs that extend the ability of the
software to perfonn tasks or make an application more comfortable o use and which
are different from those costs, which extends the ability of tangible asset.

Based on the shove, the problem stems hased on the followine question:

What is the extent of the current deficiencies of accounting for cloud compating
companies’ activities related to developing or acquisition of web-site, ongoing
services, and acquiring a contract with the inability of the current accounting
standards and guidelines to secommodate this type of techn ology 7

3: The Research Objective:

The research aims 1o display, analve. and evaluate the nature of cloud computing and
{he currenl Lreatments reiated 1o developing or acquisition of web-sile. ongning services,
and acquiring a contract within cloud computing activities under the recenl accounting

relenses,

4: The General Hypothesis of the Research:

Rased o swdvine the problem of the research and achieving their goals, the
researcher tesied the centeal hvpothesis of the study, where:
Cusrent aceounting standards and guidelines for developing e acquisition of web-site.
ongoing  services, and acquiring @ confracl do ool At with the distinetive
chiaracteristics of cloud computing companies’ activities i e business enviranment.

and accounting developments asspciated with the cloud
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5: The lm

vrtance. Coniribution, & Potential Outputs of the Rezsearch:

Lhe Proposed siudy shall contribute to the existing literatare in the following areas:

F-J

The Study Benelils from its scientific side through accounting development for cloud
tomputing companics” activities in the Egyptian business environment by propasing
an integrated framework o aceount for these activities under the Urgue mature and
characteristics of the cloud computing lechnelogy. Where such development made for
the accounting for asset’s value and other expenditures related 1o developing or
acquisilion of web-site, ongoing services, and acquiring » contract in light of claud
computing  compenies’ activities. So thalt they considered as the eonceplual
comerstone Lo developing the current accounting standards 1o accommodate cloud
computing technology companies” activilics 1o cope with the new and advanced
business technology changes in order to eliminate the current accounling treatments
gap W enhance the guality of financial reporting & the mtionalization of uwsers”
economic decisions.
The Study benefit from its practice side, as it carns the companies working in the field
of cloud compuling, & competitive advantage that stands out their transactions throtgh
the possibility of accounting for the assets’ value and other expenditures used Lo
canstric! cloud computing technology related 1o developing or acquisition of web-
site, ongoing services, and acquiring & contract in light of cloud COMPLINE
companies’ activities, Moreover, thus pigments the added value of the company and
its ability to compete, survive and leadership in the ight of their financial reports and
thus eationalize its users decisions and highlight the high ability to attract investors,
An Accounting perspective on cloud computing technology companies’ activities
docs not huve cnough attention by the research and literature of Arah and forcign
(scarcily of research), and that despite the Increasing prowlh of these aztivities
intermationalfy, which requires studics and research to the issues generaled by them
This spparent lack of accounting literature related fo this Feld has resulied i
secounting reatments variation for this kied of activities in the light of accounting for
the assets” value and other expendilures related 1o developing or acquisition of weh-
site. ongoing services, and acquiring & contract used lo construel ¢loud compLLig
technology and accounting for revenucs generated on such companies” activities,
Thus, diminishing the knowledoe gap in accountine for cloud computing technoloey
gelivities ol cloud service provider companies is the primary poal of this study
Hewever, various indicators could show exacerbate fiuure issues on accounting for
cloud computing companies” sctivities in the real Egvplian environmen! gs ferll s

despile the lack ol the effective utilization of the activities of cloud computing in {he
Ceyplian instilulions for many vears earlier. As the cloud computing necds o
reliable infrastructore, The infrastructure i Eeypt could be functional bul needs
further developed, Morsover, it needs high abilities Tor the service providers, in order
to estabiish high eapacities for conneetion 1o the internet. Additionally, the analyvsis ol
massive dats m Egypt services did not find their share until new, because of the low
volume of date available, but that some Eprvptian and internalional enterprises
operating in Egvpl began 1o the melusion of these activities o keep pace with
technelogical developments enovmous abroad  The actolmting aspecis’ aNeniian o
!.'l"_'ln'l"'liﬁ.'?l_.'!:l'fl'ilg fecitioen aoifvities f1 mecessmy with icreasing the effective ure o
Lise gerivities and indicawrs of it development significantiy in e conting VAt
infizate the aorawaring iowes avese fran the provision of such leclodom:.
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6: The Proposed Methodology of the Research:

Researcher depends on inductive approach, to make theoretical and evaluation study
under the oljectives of the study and o verify the acceptance rejection ol the study
bypotheses ¢5 lollows: the researcher uscs academic scienlific  study  through
extrapolution and analysis some of the most important reportedly accounting thought, and
previous studies, Arabic and [oreign references. accounting standards, and professional
puidelines related to "accounting for eloud computing companics’ activities" and the
associafed aecounting for hosting  arrangements.  Morcover, an induction  for the
siandards, and accounling guidance, as well as the views of researchers. and academic
erpdies in (he accounting for e assets’ value and other expendilures related Lo
developing or acquisition of web-sile, ongning services, and acquiring & contract used Lo
construet clond computing technology. Al of that will help the researcher effectively to
atand o the cuerent gtans of the Arab Republic of Egypt on cloud enfmplting activiies

and 115 accouniing reatmen:

7: Clowd Computing Definitions

Although comprehensive discussions and much considermion relating to cloud
compuiing have found, there was no one commonly accepted definition.” Diverse
definitions for the term cloud computing has made by various experts, where Mario's
study illustrales that there is & minimum of twenty-twa different cloud definitions n
everyday e S Due to the absence of an agreed-upon defimtion for cloud computing. thet
considered a standonl amongst the most confounding issugs encompessing the cloud and
s related services. Likewise, every creating imnovation. the obscurity of wansparency.
lcidity, and consensus frequently prevents the overall sssessment and acceptance of thit

itnovalion.
Sosinsky. B. clarifies that the utilizelion af the worid "Clond" & referred fo fivn
simmificant feaiires;”

¥ Cland computing abstraction, while abstraction did to the focal points of system
evecutinn from clients and providers, though applications bascd on an nnspezified

tangible system, datn storage in obscurcd locations, outsourced systems administercd
1o others, and client accessibility from evesywhere,

v Cloud computing virtualization; as virtualization of svslems happened through

pathering and perlicipating resources. The provision of systems and capacily-on-
demand from a unified infrastrocture, multi-tenancy s empowered. costs evalualed on
a metered bazis, and lalented resources in a nimbleness mannet.

However, Buype, K. of al._define clowd compuiing as "o wriline-oriented & internel-

ceniric way of delivering IT services on demand, these services cover [he enfire

computing stack: frow fhe hardware infrastuciure packaged as o sef of viriual machines
. . ! . | X il '

1o saftware services such ox developmens platforms and disiribaed applications”” While
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Cleeind compniing defined by Gartner gs "4 arvie of competing i which sealable e
clastic | F-enabled capabilitios 1o deliver ax o service using Internet fechnologies!

The exact meaning of cloud compuling's essential qualities has demonsirated
pmazingly elusive, There is an extensive understanding that cloud computing [wcuses o
specific center ideas. A fow superintendents have noticed that cloud computing has both
a external-looking and internal-looking face. From the extemnal petnt of view for an end-
user vision i the cloud, it shifis works that used o be performed by PCs situated a1 the
svstem's cdee (such as hosting sofiware and data) inlo servers & data centers estabiished
in the network s center, From the internal point of view for how single cloud compliting
companents connect with other clowd compuling components, the emphasis s on the
cepebility (o organize and incorporate applications and data operating on numerous
machines through mechanisms into a consistent entirety,’

From all of that, there is no precise definilion describe the concept af cloud
computing from the accounting perspective in order 1o aceount for such assets assaciated
with closd computing infrastrueture within the scope of the Cloud Service Provider point
of view. Therefore, the researcher sugaests the following connotation in order 1o include
the main conceptual characteristics of cloud computing from an accounting perspective
wiere the suggested clowd computing definition s "q compasiion af virtwalized
ilangible resources that have a dynamic natwre-based on pooled tungible vesources,
Through which could affering mailtiple-clients a right o access or use on 4 recirring
fec basis with a scafuble virtnalized Infrastructnre or an absiracted sef af imeasured,
e-deniand, aod faxible applications and services nsing wbroad network, located under
the full integrared conrrof iimong e serviee provider and their clients on an algaligr
bersis, bosed on ai agrecmeans"”,

From this broad definition, we conld recognize that cloud computing considered an
assel from a cloud service provider perspective, Where such assets of cloug cnputing
infrastruciure composed of tangible & mlangible resources that could have 2 changeak|e
nature. Through such wssets, the provider could offer numerous activilies to users that
arose from such transaction revenues and leases from the vendar perspectives, which
sttuated wnder the full shared control of the servies provider and their chents
cominucusly in light of an agreed contrzel, Where chients could "rent,” “subscribe 10"
“are appointed.” or "are allowed access to” the applications from a central supplier,

fi: Clowd Computing Infrastructure

Hozeind, Leita study exhibil that Cloud commputinge mfragtructure composed of Torar lovers

as foliows:

I. Hardware/data center laver: is the |as layer in the cloud design. and the primary
duty is to oversee & manage tangible assers of cloud. ivolving physical sepvers,
foulers, - switches. power, and cooling svitems, Practically, data centers are @
significant house, grosping hardware layer implementation, A date center more ollen
imvolves » vast number of servers sel and sorted out wmong ks whis they
iterconncted through switches, routers, and different fabrics,

5 ¥irtnalization laver; The primary obligation of the virwahzation laver is 1o muke o
pool of slorage and coamputing resources by apportioning physical assets throwgh the
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use af virualization technologics. This layer gives tremendous supporl 1o what is
clepmed about adaptable feateres of cloud computing. lor example. fvnamic resourcs
teskirelease through the utilization of virtualization innovalicns.

3. Patform laver: found on the op of the viralization Iaver, Such layer includcs
operaling systems, programming languages tools, and application struclures. Thiv
laver asswmes a mediator part amongst applications and virwal machine conlaing
while minimizing the difficullies of conveving applicalions on vartual machy
corlainers straightfonvardly.

4, Application layer: this laver sits on fop of the cloud infrastructure, including rea
tloud applications. Cloud applicalions are nol guite the same as typicel application:
from the point that they can influence the dynamic sealing of cloud infrastructuee for
accomplishing hefier performance and availability while diminishing working vost
While within Madnar, D ef e giwgh illusteate that the cloud compuling mirastructure

has thrge ke clements. as foliows:

I, Physical Infrastructure: the service provider sets the physical plant (buildings
energy, backup, eir conditioning. ele. ), computer hardware, and network,

2. Software Ifeastructure: including operating svstems or cloud infrasiruciure such a
databuse services, PIC] (Public Key Infrastructure’). include costs abou Webh site
development as intangible assets,

3. Human Infrastructure: designated stalf by the service provider lo menage the

infrastreeture, and thes be able to pecess the resources of the lesses.

9: The Major Actors in Cloud Computing

Not each cioud computing, there &5 2 service provider who owns and operates a dule
center.t Every performer is an entity (a person or an orsanization) that takes oo inlerest in
a teansaction or process and perfusms tasks in clovd computing. That compesed of eight
main aciols: Clowd Service Conswmer, Clouwd Sovvier Provider, Cloud Service Covrrier
Clowd Service Auditor, Cloud Service Broker, Clowd Service Pariners, Cloud Service
Caordingtar, and Clowd Service Exchangd,

L0: Cloud Serviee Provider Scenarios Framework

A cloud service provider mizht want 1o relocate (or “on boapd™) new! elisnts from
othey cloud service providers. What iz required is (0 relocate new end-user "service
instances™ 1o their services from olher, possibly. contending, differentiated services
Ihat would permit the CSP 1o let their clients seambessly move and adigt to the
sepvice offeringe. The cloud service provider operates the Fluid-Cloud frameworl: and

offers i as a service,

Whedra, David, helisezic, Sjogy “hedl Shoming o Clmnl Hivslisig: Atvoaiiisig die B Secuding' impass ol |I!|'\-!III:_ i His

Uhie!® - Mspmeandl Feseareh Papeg, M09 3
i i bl D sgcuring presdie sliiRRmn . Wil otoestisatpdey o chipel covirficals thiv er

S T
st i eredi v itaal @ R s e R Engl SRETTHERT S0TVITUE WEE TR S0 I R (eimegy [ RS | R B

|_=."_|l_'-|_‘~E!.."'j5.‘:l:_l;Il1il,:; Uik Deosiblsdhie "Levgiuping Ligrpmy lecinnhigizs. Wnrking Ismser. 'Fl\.‘|l|l.' nhgt
Lite. - Faive ?l_'.u'r_ Jine Wae, Jpwi Basbi, Holern, Messsa John, H.H.l_tl..' Lz & Hocml, Qi

Foleisgee Aednioeinn™. LY Ppamtnio Cumtmipeny, Theal Diigpatin VPmgam Infermizing Tuzhe
il Krsaitaie o) Semdaids sl Technplugy: Spaecinl Pobdication 36202, Sept 20V L 120

* Gingser. Lirn "Cloil Tneevottes ool e 0 baspes, Appimectees, anil Foserpday * Svase Sl Costne ol Competvma in

Feser, Wnrking Papor o 200525 fAsges 2T F K

" Fabaernds, Sich Mgzt Thibs, Bl Pl Warskall fayic: "Fhil Clooil Aa G Frnsiowan fie Rebeeiin el Ol

Soemvtoes”, T Sl USERTS Woeksangoom ot Togscs in sl Companieeg (fal il |1 Cenlamence. ¥ opsmp Vo, @il s

Mg [lel s Newvied Inzangy - A epival coatainer thet vompries the apphicaten & the bads

"NIERT Chand Lainpiiting

e e AT

CamScanner = Lgs d>guaall


https://v3.camscanner.com/user/download

cial Characteristice of Cloud Computine Transactions:

1. Transactions with trade-offs between leasing and services contracts: Whether
these transaclions sre considered services or leases require an analysis of the
substance of the rights that the customer has in the property.

It the provider does not exchange property to the client in a cloud computing
transaction, then a service characterization would he proper. While clients genecallv
will not get ownership of property in a eloud computing transaction, the provider will
ulilize different sorts of property 1o perform its commitments in eloud transactions,
The first characterization issue for cloud computing transactions is the distinelion
between leasing and service transactions.

2. No_transfer of a Computer Program: Cloud computing transactions have the
privilege to access and use software or data storage or virtual server instances:
however, they do not commonly include the transfer of a compuler program (o the
client. A “private cloud” transaction regulardy will include an exchange of a PC
program and most likely would be characterized as a sale or lease of sofiware.

3. Mo transfer of Intangible Propertv: Cloud transactions ought not 1o include the
exchange of intangible property rights. lass, Paa$, and Saa5 clients have given for the
limited purpose of permitting the client to remote access 1o spectfie hardware and
soflware resources on @ pooled basis. Just the output of the sofiware shown, end the
provider doss not possess copyright in such output.

In some transections, copyrighted audio and visual content might stream to the
client. 1l is difficult for the customer Lo get or misuse any intangible property rights
other than those vital for it to consume the digital content, Where the elient may have
the privilege to perform or show the content for jts appropriale utilization, such
performance or display commonly would not be at a place open to the public (ar least
for privale consumer transactions).

12: Evaluation and Analysis of the Accountin treatment of develo

acquisition of web-site, ongoing services, and acquiring a contract

The value of the economic emtity must be seen as the economic concept of
prodiction function”, according to which the entity's economic performance is penerated
by using three major classes of assels: physical. financial, and intangible.” Morcover. in
discussing the costs of owning & managing cloud computing infrastructure, and the
concept of the total cost of ownership. that means the method for addressing the real cast
reluled to such infrastructure. Cloud computing assets also are divided into tangible and
tangible. Therefore, this section classifving the current accounting treatments lor
expenditores on cloud computing activities into three calepories,

12-1: Accounting treatment for expenditures ineurred under :Iwetnnin;- 0

acquisition of Web Site activities

Cloud computing companies ate incurring sianificant cosis fo develop or modify
internet web-sites, A cloud service provider's web site wilized mainly &5 a marketing 100]
i order to 1) atwact attention. 2) describe. promote, or advertise services offered 1)

| Spmpe Gn DL Rod Tade 55" Bral in o teCloads A Fraposed Framenwil kv analysang Chd
Compuinay Tanaga 2O lempe 3, Mar 20040 1030440
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supplant manual processes or services, 4) sell & providing services, or 3 do
Combination of such activities, or 6) for other purpases.

Wilhin the US GAAP, The provision of the related goidance was amplilied by the
Emerging fesnes Task Foree (EITF) in fszue Noo 00-02, which codified al ASC 150-30
entitled "deconnting for Wed Site Development Costs™. Generpily, the ETTT rzachead
conclusions similar to the AICPAS Accounting Standards Execulive Commillee
(ACSECYs conclusions in Statemens of Pasition (SOP) 98-1, that codified at A5 330-#0
entitled “Aceounting for the Costs of Computer Software Developed or Obtained for

fnternal Use”™, As soch. the EITF identified similar "stages” for the developmenl of a

Web site.”

However, for accounting software 1o be sold leased or atherwise marketed will he
accounted under the provision Statements of Financial Accownfing Standards (SFAS) No.
86, thal codified at ASC 985-20 entitled "dccounting for the costs of computer soffware
io be sold, leased, or otherwise marketed” Tor which e plan is being developed or already
exists for an external marketing of the software.’

While within the intemational level. the provision of the related guidance was
amplified by 45 38 entitled "Insangible Assets™ with o reluted interpretation, S/C-
32 entitled “fntangible Assets — Website Coses" which illustrates that “a websire
develaped by an entity using biternal expenditure, whether for internal or external
access, isan internally penerared intangiole asser.* A website arising from development
shall he recognized as an intangible asset if it satisfies the requirements of J4% 38
concerning recognition aud measurement as well as probable future economic benefits.”

The SEC staff notes that SOP 98-1. states that “Jf the soffware is used by the vendor in
.. providing the service, but the cusiomer does not acquire the software or the fufure
vight to use if, the soffware is covered by this S0P" In particulay, EfTF 40-2 thal
codified at ASC 350250 SOP 98-/ that codified at ASC J30-40 & JAS 38 (5 320,
provides relatively the seme guidance on whether 1o capitalize or expense costs incurred
in each stage of the website development stages and identifies the following slapes.
Morcover, the main criteria for capitalization or expensing cosls associated with
developing or acquisition of Web Site could be illustrated in the lable {1}
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for capitalizaiion or expensin

wisition of Web Site

Recognized as an Expense

Intangible Asset

-Recopnition of a penod coat
only il the costs incurned nol
directly attribuied o preparing
the website for operating it,

-MNayre of costs incujred based
i that: an entity will develop a

«They are recognized as on
intangible assel. only if the costs
incurred are directly attribaded (o
preparing the wehsile for operating
85 proposed by manapement.

- Noture of cosls incurred based on

Tangible Asset
For Acguizition of
hardware
comEmenls

that: an citity will use the Web site
lo take orders for defivery & there
is an apparent probability o
penerate fulure economic benefits,
amul the costs will be fixed.

website primnzily fior
adverlising and promoting its
products, moreover will  nel
likely that this site  will
generate fulure econgamic
benefits from its use, 4

Where 1he sccounting treatment for activities penerated costs thal ipcurred in
developing of o website within each stage are illustrated at the fipure (17, and will be

treated pz follows:
I} Planning stage:

Cloed computing Companies” aciivities generared costs, includes the initiation of

feasibility studies, defining objectives and specifies, dnﬁninngmrdwar: specifications
evaluating of the altematives, selecting preferences and, ete.’ Where the Rccounting
treatment within this stage illustrated at the table (2) under the provision of EITF 00-2,

SUF 98-1 (ASC 350-50) & [AS 38 (5IC 32).

Table (2): Accounting Treatment at the Planning Stage ’
| Recognized as an Expense

Capitalized as an/a i
Intangible | Tangible Azset
Asset

Not recognized at
all, as tangihle
assels

Recognition of expense as incurred, which are Not recopnized at
specific. similar & clearly consistent in nature to the | all, as intanpible
‘Research Fhawe" under the J45 38 & "Prelimingn rasels

profect soge” in the provision of S0P 98.7, | [

2} Web site application and infrastructure development stage;

Cloud computing Companies ' activities peneraied costs. includes operations related 10
the domain name. acquisition or developing of hardware components and operating
seflware, develop application code, installing the software developed applications on the
wib-server(s), testing relinhility, ele.® Where the accounting treatment within this siage
ustrated a) the able (3% under the provision of EITF 00-2. SOP 98- {ASC 3A0-50
LAS 38 (SI1C 32), JAS b6, and ASC 360,
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A
Costs about the acquisivien of lengible assets, such as purchasing end developing
hardware. should be deall with ander 1AS 16" While obtain & regisler an inernel
domain name, generally would be capitalized as on intangible assel under the provIsion
of Statements of Financial Accounting Crandardr (SFAS) No. 742 that codified at ASC
350 entitled “Intangibles - Googwill and Other™.!

However, within /45 38 entitied nintangible asscts and SIC 32, obtaining & domain
name, develeping code for the application, developing pperating soflware, sress testing
and installing developed applications on the web-server, should be expensed when
incurred unless fulfilled the conditions preseribed by J45 38,7 Additionally, fees incurred
incurred for web-sile hosting, which involves paying o Corlain amoun ol ee perindically
for hosting the web site on their server(s) that connecled to the internel (o ai infernel
service provider, would be penerally expensed theoughout the benelit.

3) Graphical development stage:

Cloud compuling Companies | aclivities penerated costs, includes the work of the overall
praphical design for the preseniation of web pages, the choice of format page. the choice
of coloes, ete.” Where the accounting wreatment within this stage illuswwated at the table (3]
(1) under the provision of ETTF 0.2, SOP 98-1 (ASC 350-50. 1AS 38 (SIC 32) [AS
16, and ASC 360,

Afler a web site 15 launched, any modifications o graphics should be evaluated 1o
define whether the modifcations referred 1o 25 a maintenance of enhancements of the
wah site.? which will be discussed below al the sccounting treatment for actvities
generated costs that incurred under the ongoing services within part (1 2-3).

Table (3): Accou nting treatment al the Website application & Infrastru-iure

Development Stape. and Gra hical Develo n_mntﬁ'!nﬂe

Ree |;.I1.ed ey Capitalized ns anfa oy
Recogmzed i: 21 Tangible Asset

expense Bt incurred, | assels. as INGels {he criteria for | components at web st application
lif it meets the | recognition as illustrated in the | and  inlrostructure development
above-sperified talle (1. | slage recognized as langible asseis
criteria as expenses | - Developing initial praphics custs and will be accounted under 43 16
Ii:u the table {1} are part of the software and | & ASC 360 that both cuiiled
penerally should be capatalized | *Praperny, Plasr & El;l-!riﬁ'-'i'.'i'-'f-f'.s

]

Lxpensé Intanginie At I: ) & ASC
Expensé Intangible Asset . LAS 16) & ASC 360
Recognition af | - Mainly recopnized as intangible For the scquisition of herdware |

fallowing SOP 98-1."

—_—
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4) Content development stage
Content refers in "forieation included on the Web site, wiieh may he fextial or
mraphical i raturs ongd meay reside in sepesrate databases thal are integrated intg for
geeessed o) sha Weh poge with soffware or it mm' be codeed divectiv into the Weh
poger”.!
Cloud_eqwipating Compatiies | activities generaied costs, includes creating, aequinling.
prepacing information, training, saving information whether 2s tex! or grapiies on the
website before (ke website development: content information: prinducts 6 sevices
offered by the entity; information sboul the company: sections than subscribers accoss:
coalact details and correspondence; rescue of the information and olher costs.” Wihare the
the accotnting freatment within this stage illustrated at the table (41 under the I ER
of EITF O6-2, SOP 98-1 (ASC 350-50) & 1AS 38 (SIC 32,

Website content development costs in order 1o develop the inital or ongeiig website
content. pre nol explicitly addressed in the SOP 957 (45C 350-30), where contem
development costs are ysually higher than software costs for the websiie, Additionally,
cantent development costs deemed 10 be advertising costs should be aceounted for under
SO 93-7 ennitied "Reporting Advertising Costs".”

Table {4): Accounting treatment At the Content Development Staoe

Recognized as an Expense Capitalized a5 an Intangible Assei |

« Recognition of expense as incurred. if it meetsthe | - 1 could be recopnized ps intengible |
above-spocified eriteria as expenses iny the table | essets, a5 it meets e eriterig  for |
(1 recognition. 25 [Hlustrated in the table (1), |

- Data conversion costs cxpensed as incurred and, | - Software used 1o imegrate the database |
[hus, tnsLs oo input content expensed as incuned.” | with o web site penerally capitalized.” |
ncupned |

3) Operating stage

Clowd eomppiting Companies” aoivifiar  oenergled corts. within the conlest of
multiple activities such as training, sdministralion, maintenance, update gruphics and
vontent revicw, registration the wehsite through search engines adding new functions,
ieatures. anc content {links to other sites. efc.). securing information. aneives the use of
the site (count the number of visitors) review how to access gafelv. and other sty
Therelore, the accounting treatment within this stage illustrated at the table (5} under the
provision of EITF 00-2, SOP 98-1 {ASC 350-50) & |AS 3R (S]C 32,

Thes stuge is simila o the "Post-impiementation/aperating soge” under the provision
of SOF 98-1. A furiher discussion will be made at the accounling treatmestl (or activities
penerated] cosis incurred under the ongolng services EONCEINING e - amd
enhiancement ramsacticns within part {12-3}
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(iher expenditures, such as selling & sdministrative averhead (excluding eost which
can be directly attributed o Lthe preparalion of website Tor utilizing), initial operaling
lnssee & inefficisncies incurred before the website schieves its planed operaling slatus.
and truining costs of employess Lo operate the website, should all be expensed s incurred
under IFRS.!

Table (5): Accounting Treatinent al the Operating Stage

f [{Eggﬂl-ud a3 an_Expense ]

-Recognition of expense as icurred. il it
peeets  Lhe  above-specified crileria  as
expenses in the table (1)

| .Where costs related o registering  the

websile with intermel search epgnes are

expensed s incurred, these expenditures

vepresent advertising costs that are expensed

¥ [T:Eiinlizetl as an Intangible Asset _' i

-Fecopnized as intangible assets. a8 meets the

criteria for recognition as illuswated in the
table (1),

.While costs  relsted  to odding  extra

functionalities or Testures are eapitalized i
ey meel the definition of “wpgrodes and
eateencemenis® under the peovision al SOF

U8-f, e discussed below at the Accounting

on Advertising Costs” that codified at A5C | treatmeni for activities generaled cosis
320.20 enfitied "Capitalizec Advertising | incurred under the Ongoing Services within
Costs" | part (12-3), k

Finally, entities must estimate the useful life on a reasonable basis, due to significan
eapid progression and advancement in the field, websites likelv to be in all respecis
highly obsolete in terms of technology. Moreover, for & subsequent measurement for
website developing costs, it is difficult to apply the revaluation model concerning fair
value to be estimated by reporting to an active markel, and therefore as the website is
unlikely to have an active marked, the besl implementation model based en cost could be
moe _l:lt‘ﬂtlil:al.l
After Evaluation all of the treatments discussed above the researcher (ound:

The accounting treatment for activities generaled costs incurred in developing a
website within five stages, could not fit with the distinclive characteristics of cloud
compuling companies” activities in the husiness environment, the estimation of the useful
tife could be difficult due to significant rapid progression and advancemen: in the feld.
websites likelv to be in all respects highly obsolete in terms of techrology and the
subsequent measurement for website developing costs based on cost could be still
impractical: as unlikely, the website is to have an active market

as ineurved per SOP 93-7 entitled *Repariing |
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Figure (1}: Accounting treatment for activities penerated costs that ineurred
in_developing of Web Site

BrapeLEr Yos !
TR * | Expense 08 incaried ]

Plinring "%
LRl oAl

i
Use normal fixed asset
stanclards

Y

Expense aver ilic

benefit period

LE‘H;EIMILI@ under .wn]
17

et 1 ) :
gliieiai, [ Gencrai Canitin |
Sy ; | under SOP 98-1

-||. 0 !E |:|1.'[|:||c5! in thg |

f g |
[hevelop ar Crbdnin Crnverd, Cleanse,
Sultware Muove data

. Sk, i . .
L May be Capitalizahle -1[ Expense under 500 |

.4 e
. Hr e

T B =
- _\_.;-:' . " a 2 | |_|-3_';|
- X
M _.:."L"-_ -
s SOP 951 1o llocate Costs | [{:-:urr:tlll expense under SO '.I!MJ

L=

Flapan. ail: "Azooiiiape e Wab i Devcloprcin Costso- Apedoaie EVIT 00=27, Chrstopher Techimbigs Coipsalimg
LLE Meseanh Paps. 304 PRCLE
. — e R —
e e

CamScanner 2 Lso &> guaall


https://v3.camscanner.com/user/download

12-2: Accounting treatment for expenditures incurred under the aclvities of
acquiring or obtaining a contract

When acquiring a new contract, 2 clowd serviee provider may ncur particular
costs, such as costs 1 sel up & new customer or sales commissions. There is a lack o
the 1.5, GAAP & IASB previous guidance on accounting for costs mcurred 1o
aequire a contract, and there is no specific guidance on how these costs presented.'
While the new standards address specific cost guidance related to the accounting for
the cost incurred as part to obtain or fulfill a contract with & customer as in the figure
(2). In May 2014, FASB issued (ASU) 20/4-09, added a sublopic to the codification,
ASC 340-40, "hher Assets and Deferved Casts: Coniract with Customers”, under
(Topic 606)"Revenue from Contracts with Customers”, and also, the JASH issued

IFRS 15, "Revenue from Contracts with Custowmers™.”
The new puidance requires entities to capitalize on the incremental costs to abtain a

contract with & customer if the fim expects to recover such costs through the
svecution of the contract.” The new guidance defined incremental costs fo olioit o
cotitract 45 "casts that an entity incurs lo obtain a confract with a cusiomer thai it
wowld nof have incurved if the coniract had not been obiained * Recovery can be
direct {i.¢., through reimbursement under the comtract) or indirect (i.c., througa the

margin inherent in the contract).”
Figure (2): Capitalize or expense costs to obtain 4 contract i
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ﬁ
While costs to ohtain 2 contract that does not qualify for capitalization should be
expensed as incurred for more clarification, a commission paid to a sales supervisor
based on achieving a certwin threshold of new contracts would be capitalized.
However, commissions paid on multiple factors, which obtaining a canie acl was only
ane factor would not be included, and those costs would be expensed. |
Furthermare, if the contract period is less than one vear, an entity is required to
recognize confracl acquisition costs as an expense. Some lec%mnl.c:-gica] entities
support this treatment, particularly those that pay sales mmmlsslmls upan eniering
imo Jong-term contracts such as cloud service entities.” Commissions paid for
connecting new customers can vary depending on the length of the service contract
and the tvpe of service plan, including any enhanced services sold. The longer the
service contract and the higher the monthly proceeds (eg., service plans with
relatively high or unlimited minutes of use), the greater the commission costs.
Additionally, this puidance states that "an entity to amortize capitalized cosls of
obtaining a contract with @ cusiomer on a sysiematic basis that is mnwﬂeri'." wills the
sransfer o the customer of the goods or services lo which the asset relates,"

To summarize evaluating costs 10 obtain a contract on whether parlicular costs are

incremental eosts of obtaining a contract with & customer or not as follows in the table
[6):

Table (6): Treatment of Incremental & Wun-m:rgﬂ?ﬁnml costs of obtaining a

contract with a enstemer

i Cosis
A% | Copitalized | Eapense i RS
Not incremental cosls to obtain a contract with a
: Fixed employee | customer. 50 should not be capitalized. Ewven if
zalanes these salaries are based. partially, on the number of
contracts sipned in the prior period.
i Lt";'ui. oh b Mot incremental. both parties can walk wway from
2 | deafting new e
| | nEeoliatians.
couiracls i
| 3 ‘ Ira:i;::ﬁ::ifn: Not incremental. costs incurred regardiess of |
| : IR whether the new contract was obtained or nor. :
____contracts = |
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Confine fohle (65

z Costs
o HENE
_I!'D—_ Cupitalized Expense Reasons o
Partial bomus IT the beas payments depend on factors sther than
1 payments based on | just sales of an employee, Lhey may nol be
sales of an incremental costs to oblain a conteact with @
eimployes customer, :
Salaries of sales . ;
i Mot incremental, salary expenses are incurred
reps working on :
5 ks paw regardless of whether the pew  contracl  Wwas
ohbtained or not.
et coatlrpcts _
_If the service comdition is considered] 1o be
subsiantive. so some or all of the sales
commission is likely not on incremental cost of
P Commissions ted Lo a service obtaining a contracl with a client.
condition - However, il the service condition is considered 1o

he non-substantive, the commission is likely to be
an incremental cost lo obtain & contract with a

costs of obtaining sech o contracl.

ME cliem J
Are atributed directly 1o sales commissions or |
7 | Fringe benefits other costs alse qualified as incremental costs of
=7 obtaining such & contract and should e capitalized
Raomus o
g quartecly sales Incrememtal, bonuses are paid only ono new
targets for new contracts that were sipned.
conlracts |
Cotrunissions
paid o sales .
g |  managers Incremental, commissions are paid only on new
managing sales contracts that were signed.
reps for new
contracts =
. c i The value of the commission varies in tiered
oInmissions ; . .
| : structures is considered an increnental cosl @
L1 subject toa d i
| obtain & contract with & customer thal should be
threghold i
' F capitalized. . _
| oo B e o e
|_ | compensation ¥ T A LS

Afier Evaluation ail of the treatments discugsed above the researcher found:

The new puidance under (Topic 606" Revenue from Contracts with Cusromers”, and
hesides. the 1ASE issued JFRS 13, “Revenue from Confracis with Cusbemers” requinng
entilies to capitalize the fucremental costs 1o acquire & contract wilh & custamer if the
lirm expects to pecover such costs, through execution of the contract do not it with the
distinclive characteristics of cloud computing companies’ activities in the buginess
caironment.

|
|
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12-3: Accounting treatment for expenditures incorred under the activities of

Ongoing Services:

Unce a customer's cloud services begin, a cloud service provider can incur costs (o
mainiain & support the ongoing level of service. Based on the specific clond structure,
these costs may be related to various activities, such as soflware enhancements,
hardware upgrades or replacements, or routine maintenance, as illustrated in the table

(7.

Table (7): A Comparative Accounting Treatment between routine maintenance

services & enhancements or upgrades related costs under US GAAP & IFRS

Routine Maintenance services

(witheut previding additional
features and functionality)

Under US GAATP 3

| Enhancements or upgrades services (non-

maintenanee-related)

(providing additional features ani
fnnctionality)

s e TR ek e T

Costs  related  are generally
expensed as incurred,” as related 1o
routing work without providing any
additional features and
functionalities than thal presented in
the original software

implemen Letion.

Costs related ave gualified for copltalization in
ceriain  circumstances, as  modifications  that
providing additional features and functionalities
nod present  in the orginal  software |
implementation — those modifications enabling
the software o perform tasks that it previously
was ot capable of performing.”

While mol explicitly defined in
ASNC Fa0-400 maintenance defined in
A8 ER-AMCM as “ootneites
underiaken  offer the product
availahle jor pemeral releaze fo
cusiomers to correcl errors ar keep
the product updoted with current
infarmation  [includin rott e
changes and addifions"

Cost  of "Mmterna!  andfor
externg™  software  maintenance
could include modifications o the
software 10 apply bug fixes, correct
errors or omissions, install minor-

Software Hosting Cloud Service Hosting

Arrangement Arrangement
SFAS 86 (ASC 985.20) | SOF #8-1 (ASC 330-40) |

Allows for | Allowas for
capitalization of | capitalization of
particular costs related | Internal and'or external
to  cnhancements io | costs o specified
externpl-use  products, | upgrades &
througl applving | enhancements” i
software capitalization | internal-use software if |
model o “product | the costs will lead 1o
erlancements” if | additzonal

technological functionality.’ |
feasibility of the- i '
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Centinue fable (7):

e
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e — ————
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B Uinder US GAAP

of help services related Lo purchased
elements  of the software and

. : Enhagcements or upgrades services (non-
Routine Mainicaance seTVIces 5":'5'_""1“5 maintenance-related)
(]

f‘:ii':z::ﬁl-‘:EE‘E:’:[’;::;:;‘”:}“I (providing additional features and
i functienality) 5 i1
'~ upgrades. provide other peneral fiware Ho Cloud Service Hosting
suppori  services  of conlinuing Arranpement ngement
consulting. contracls with providers | SFAS 86 (ASC 985-20) S0P 98-1 (ASC 350-40}

-product enhancement | Thal I5, such

has been established. |

modifications to enable |

hetween hath classification of costs.

“entities frequently expend resources, ar imCHr

fechinical F.’n-:-'wn'm'gﬁ".q

tratning. | Which include | the software to perfonn
: enhancements that | tasks that It was
' extend life or | previously incapable of
significantly  enhance | performing, which
the marketability of & | could change &l or part
product.” of the existing software |
_ | specifications.” |
Under IFRS

(inder JAS 38 entitled "Intangible Assers”, there is no avthorilative guidance fonnd |
related 1o pccounting Lreatment for routine maintenance and oNEoing services related
icnsts & enhancements or upgrades related costs incurred by clovd service provider lo
maintain and suppaort the ongoing level of service, in addition 10 there 1= no distinclion

Whete, the refercnee to maintenance found in Paragraph No. 9. which states that
Tiabilities,
develaprien!, mainlehance or enhancement of infangible resources such as scientific or

Marcover, in Paragraph No. 90 about the factors that considered in determining the
| useful life of an intangible asset, where one of this factors is "the level of mointenance
expendire reguired fo obiain the expected future econgnic benefits from the assel Pristel
| the entiry s akility and intentioin fo reach such a level”, While in Paragraph No. 01 states
| that " The term ‘ndefinite " does not mean ‘infinite . The aiseful (ife of an itangible asse!
| reflects onfy thet level of futire mainfenance expenditire reguived to maimnfain the aase!

o the  aoquisitiod,

et ity standard of performance assessed af the time of estimating (he asse!’s useful life,

!l and the entin:'s abilin and iiention to reach such a level”.”

Vichreitler Care 10 Skeikh, ssies Simionc, athlos A “Asceuming forr Snfvaee D lopient Coors desizs wilh o rules
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After Evaluation al! of the tremtments discussed above the rescarcher found that:

- Ihe non-existence of authoritative suidance found related 1o ACCOUILING treatment for
routine maintenance and ongoing services related costs & enbancements or rpgrades
refated costs incurred by eloud service provider to mainain and snppoit the anguing
level of service, i addition 10 there is no dislinction hetween hoti) classification of
costs under M48 38 entitled “Surgnpible Arsers® do not fiL wilh the distinctive
characteristics of cloud computing companies” activities in the husiness esvironment.

- The aulkoritative guidance found related 10 secounting ireatment foe rouline
maintenance and ongoing services related costs & enhancements ar uperades refaied
cosls within SFAS &6 (ASC 085-20¢ entitled *decownting for the Coste of Compuier
Software (o be Sofd, Leased, or Otherwise Marketed” do not T with the distinctive
charnetersstios of cloud camputing companies’ activities in the business environmen!

- The non-existence of authoritative guidance found related 1o accounting treatment [
roltme meintenance and ongoing services related costs & enhancements or Uperades
refated costs incurred by cloud service provider to maintain end support the ongoing
level of service, m addition 10 there 15 no distinetion between both clossification of
costs wnder any FASE siatements at the United Steves Leved do not §il with the
dislinctive charactenstics of cloud computing companies’ activities in the business
enviroament.

13: Conclusion;

The rescarcher found that & iremendous dishanneny between curvent issued gnidance
‘hat may be related to accounting for expenditures on cloud computing compenies
aclivities, especially those companics with internationul nperations. Additionally. & lach
and weakness of puidance under curren! refeases and proncuncement that could caphire
ihe essence and the pature of the real achivities for cloud compuling companies.
Moreover, [nability fo reflec? the economic reality with loss of compatability of thesz
activities withm the same entitv with branches In different countries and differen:
sandards and inconsistem guidelines. Furthermore, the multiplicity and complexity of
sccounting guidamce and freatments, despite recent trends 1o modift accounting standards
and e conceptual framework of finencial accountng. led 1o greal difficuliv in
accominedealing the nature of those activities efMiciently

The research is stariing the cvaluation and analvsis by discussing the accounting
weatment {op expenditures incurred under devejoping or acquisition of website agtivities
Where such activities are besed on five main stages. bt in order to reach the proper
accounting for such activities ure dependent on the purpose of nsage. which is subject 1w
management ilention of use. There may be similanty o accowncing treatment between
international and US versions, but itis clear frons the analysis of those treaiments thal the
assel capitalization is delgved in halt of the expenses ineurred a5 o resull of the inheran
comservalism taken into account by those standards i zeneral

Additionally. iliustrating the pccounting fresment ior expenditures incurred ung 1 the
activilies of acquiring or oblaining a contract. Where the threshoid of capitalizing the
cosls associaled with oblaining the contract from ewstomers 12 based on whether suck
incurred cosls are incremental and expecied to he recovered, were il s amentized on o
svslemalic bagis. Such a threshold lor capitalization could no sccommodate al] of the
activities related 1o obtaining a contract from o customer and could the company ineurs
additional costs within the income statement thal may be capitalized as an assel within

e — Yih == -
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Ihe halunce sheet, So additional puidelines and critenin are required Lo accommadate These
activities witl the deficiency in defining the curreat criteria.

Alen. the researchor addressed sceounting treatment for expenditures incurred undes
the activilies of ongoing services. Conversely o LIS GAAP, under the 1ASH there 1= no

aulhoritative guidance found related to the accounting treatinent for routine nainteaance
and ongoing serviees related costs & enhancements o nperades related cosls mewrred by
the cloud service provider 1o mainain and support the ongong level of service, in
addition 1o there s no distinction between both classifications of costs,

From all of thet, the study hypothesis for the current accounting standards and
guidelines for developing or acquisition of web-silc. ongoing services, antd acguring 2
contract do not fit with the distinetive characteristics of cloud computing companies
activilies in the business environment are accepted, and the researcher sugpes! Lo develop
an accounting framework for cloud computing companies’ aclivities, in light of the
unigue nature and characteristics and testing the proposed framework at the Egyplion

buisiness environiment.,
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Abstract

Infernational tourism 5 @ primary service in the global economy, and pasitively
confributes (o the econonmy by providing hard currency, creatng erprlopment
appariunities, and  accumulating  physical capital. Thiz study Divestigates the
relationship hetween international tourism revenue (ITR} and GDF in Saudi Arabia
and tesis the tourism-led economic growth (TLEG) hypathesis using time series
Granger causality analvsis, We find sufficient evidence to show thal international
towrisi has @ positive and statistically significant impact on econonic growth i
Caudi Arabin, thus confirming the theoretical assumptions of the TLEG hvpethess
and the results of prior empirical studies. Our results are consisien! with the TLEG
hypathesis of o pasitive relationsiip berween ITR and real GOP. We find the elasticity
of (TR is 0.56, which indicates a 1% increase in internationa! teurism revenie will
leael to an econamic growth increase of approximately U.56% the sfort erm.

Keywords; Feonomic Growth, Granger Causahity, Saudi Aralna, Tournsm-lLed
Eeonomic Growth
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introduction

The tourism industry is one of the fastest growing industries for many developing and
developed counlries, as well a5 an important economic activity. According to the
World Tourism Crganization (WTO, 1wurism will be the gecond largest sector in
2020, led only by the petrochemical industry (WTQ. 2016). From a macroeconeimic
perspective, the tourism sector produces 5% of world GDI and 309 of world expart
services (LUNWTD, 2012). Imermational tourism in particular has seen important
developments and become a substantial scetor in many cconomies, Globally, 1 s
increasingly being recognized as an important source of revenue and an essential tool
for promoting economic growth. Many governments recognize the impaortant role of
international tourism in economic growth and its potential benefits for their countries,
including increased povernment revenues, more job opporlunities, and providing
foreign exchange earnings that can support the balance of payments, According 1o the
UNWTO, the number of international tourists worldwide in 2015 reached 1602
billion and generated receipts of approximately 52 trillion (LINWTC, 2013).

Following the influential works of Copeland (1991), Hazan and Sgro {(1995), and
Lanza and Pigliaru {1995}, the role played by tourism in the economic development of
countries has captured increasing attention. Andereck et al. (2005) and Matarrita-
Cascante (2010) state that developing international tourism 15 a common stralegy for
economic growth in many countries. Recently, researchers have empincelly shown

tourism's direct effect on economic growth.

The findings of these studies indicate there are potential comelations that converge on
four main hypotheses (Chatziantoniou et al, 2013). The fist two assume a
unidirectional causality between the two variables, either from tourism to economic
growth or fioim economic growth to tourism, The third hypothesis assumes there is
nidirectional causal relationship between tourism and economic growth, and the

fourth assumes they have no relationship at all,

There is a long tradition of domestic tourism m Saudi Ambia from Hajj pilgrimages,
Unurah, Madinah visitors, and suwmmer and winter resoit towrism, However, the
Kingdom entered the international tourism market i the second half of the last
century after the Saudi govermment realized the impontance of international tourism
for economic development and as & source of income. As a result, it esteblished
tourism institutions and facilities such as the Saudi Commission for Tourism and
Malional Herilage and provided incentives for privale mvestment i this promising
sector

Economists have shown considerable mterest in investipating the relationship
hetween internations] toursm and cconomic growth, known in the literature as the
lourism-led  sconomic prowth (TLEG) hypothesis. This study invesligales the
relationship between imermnational tourism revenue (TTR) and gross domestic product
(GDP) and tests the TLEG hypothesis in Saudi Arabia using time series Granper
causality analvsis. Several studies support the adea thal Wwansm expansicn ncreases
both shoarl- and long-term economic growth A portion of the literature constders
exports o dover of ecanomic grawth, but there 15 growing atiention to ne-iradable
g-:..::.d_-.__ cuch as tourtsm, However, 1:|_:_-1|":|||'||:E1| stuchies on the Itlu:iultihilj bafween
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international tourism and ecunomic growth have delivercd contradictory  results.
These differences i lindings are due 1o the use of different models and dataseis, as
well as the cxisicnce of different coonpmic Slructures AMong countries, This study
aims 1o cxamine whether there ic @ short-lerm relationship betwecn international
tourism and ecgnomic growth in Saudi Arabia and the natare of the causalily belween

them,

Intemational tourism helps gensrate wLom= and increase efficiency through greates
cOMpENnon amaong national Tirms and their international competitons (Bhagwatl &
Srinivasan, 1979 Krueger, 1980, facilitating the exploitation of economies of scale
hatl at the lacal and international levels (Helpman & Krugman, |G#5), Intemational
tourism i Saudi Arabna, the focus of this study, is known to contribute 10 growth
through different channels, According 1o the MAS Center (2016), revenue is the first
motive for promating international tourism; the added value of the tourism sector i
Saudi Arabia reached $22.8 billion by the end of 2016, representing 3.3% of GDE and
4.9% of non-oil-GDP. Creating employment opportunities 15 the second motive;
E#2.900 jobs have heen created in ths seciot, 97.8% of them held by Saudis,
accounting Tor 7.7% of total employment and £.39% of jobs in the private Sector
(MAS, 2016). A third motive is econamic diversification, and there are a variety of

other factors.

This study exaiines he causality relationship berweei international louTism Teceipls
(including holy cities visttors) and GEF i Saudi Arabia. The remainder of the papet
i structured as follows, Section I presents somie relevant theoretical and empirical
literature. Section 3 describes the estimation methodology and data, while Section 4
presents the resulis and findings. Section 3 concludes the paper.

2. Literature review

Over the last few decades, many sehiolars have attempted to anderstand the real bink
between intemnational lourism Tevenue and economic growth.

31 Tourism and economic growth

The positive relationship between wwurism and economic growth is based on a group
of sudies of single countrics: for example, i the Spanish case, Balaguer and
Cantavella-Jord s (2002 ), Durbarry (2004) Tor Mauritis: Dritsakis (2004) for Greece,
Oh (2005) for South korea, Gundez and Hatemi-1. (2005) for Turkey: Kim et al
{2006) and Sanchez Caverra el al, (2008) for Mexico; Lee and Chien (2008} for
Taiwan: Katircioght (2009) for Cypris, and Mishrs et al. (2011} for India, Using
quarterly dats from Spain between 1973 and 1997, Balaguer and Cantavell-lords
(20021 apply the methods developed by Johansen (1988} and Johansen and Iusehius
19907 and find tounsm Granger Sauses economic grewth in Spain. Joim &l al, (205
use guarierly dats rom 1971 1o 2003 and show there is hidirectional Grange
causality between Lounsm and economic growth for Taiwan, In the case of Sonih
Kores, Oh (2005) uses the 1esl developed by Engle and Granget { |987) but is unable
0 find evidence of co-integration between lLUTIsm and GDP. His [indings show
ceanomic growth does not Grange: Causes wourism. Lee and Chang r200%) find that,
wn the lang run, there are anidirectional  causality relationships  from  ourism
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deveiopment 1o economic growth in the case of OECD countries, while a bidircclional
relationshap 15 indicated in the sample of non-0ECD countries.

In general, these studies state that while a causal relationship between tourism and
cconomiae growth is mostly supported, the natre and direction of the ralationship
changes over individual countries and country groups

L2 International tourism and economic growth

The literatere generally indicates that imermational tourism gencrates economiic
growth, Sugivarto et al, (2003} and Crocs and Vanegas (2006) sugpest international
lourism contributes to an increase in income levels and per capita GDP, International
tourism 15 one of the main export services because of its positive contributions in the
farm of provision of hard currency, creation of emplovment opportunities, and the
accumulation of physical capital. McKinnon (1964) argues that inlernational fourizm
brings in currency that can in twen be used to import capital goods, and the greater the
proportion of investment ploughed back into the capital goods sector, the faster the
output grows in the long run. Several empirical studies support this hypothesis,
including Bridz and Puline (2010), Croes and Vanegas (2008), and Fayissa et al.
(2001}, winch focus on Latin American countries. Dritsakis (2012) examines
international tourism receipis, international tourism arrivals, exchange rates, and GDP
per capita for seven Mediterranean countries for 1980-2007. He confirms that tourism
positively contributes to economic growth. From their empirical work, Schubert et al
{2011) find that the mcreased demand for tounsm in Antigua and Barbuda leads 1o
economic development and better terms of trade.

2.3 TLEG hypothesis

The popular explanation of the relationship between intermational tourism and
economic growth is the tourism-ied economic growth (TLEG) hypothesis. Balaguer
and Cantavella-Iordd (2002) were the first to describe this concept, and since then
increasing attention has been paid to the issue. Several studies have found evidence in
favor of the TLEG hypothesis, including Gani (1998), Shan end Wilson [200] ),
Eugenio-Martin et gl. (2004), Soukiazis and Proenca (2008). Gunduz and Hatemi
(2005), Kim et al. (2006), Contés-hménez and Pulina {2006}, Louca (2006), Noriko
and Motosugu {2007), Fayissa et al. (2007), Carrera et al, {2008}, and Eatircioglu
{2005). Following the TLEG hypothesis, these cconomists investigate the possthle
causal relationship between international tourism and cconomic growth, Although
some find evidence of short-term causality from international tourisin to economic
growth, it 15 unclear whether mternational tourism growth actually drives economic
arpwih or, allernatively, economic erowth strongly contributes  to  intemational
tounsm growth. The TLEG hypothesis proposes that there should be a specific

direction: international tourism activity stimulate the econonuc  development of

destnations (Hazari & Spra, 1995, Vanegas & Croes, 2003: Sancher Carrera et al .,
HU08; Proenca & Soukinzis, 2008 ).

Manin (1992} suggests the TLEG hypothesis is expected 1o hold only when the overall
cernomy 15 lnked 1o lourism developments i the form of spillovers and other
externalities. According to this hvpothesis, there is a stream of benefils fam
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imernational tourism to the economy, which spill over in multiple directions
{Schubert et al., 2001), Hrida and Puling {20141) and dekinnen ([964) sugpest tha
tourism increases foreipn cxchange earnings, which are used w foanee imparts,
Balluguer and Cantavella-Jorda (2002, Bhagwati and Srintvasan | | 979, und Krocger
(1980} indicate intemational tourism encourages investment and leads logal firms
wward high cfficiency due to the increase in compelition. Brida and Puling (o
state thal, because tourism activities heavily depend on human capital, intermational
woustsm reduces unemployment, Finally, Andriotis (2002) and Croes (2006) conelude
chat international tourisny leads te positive economies of scale, therefore reducing

costs of preduction for national businesses

Erckels et al (2012} produce empincal evidence for the TLEG hypothesis by
examining the relationship among the eyclical components of GDF and mternational
tourism revenue, applving speetral analysis 1o Greece from 1976 10 206K, They find
the cyclical component of international ounsm income has a sigmficant effect on the
eychical componen: of GDP, supporting the TLEG hypothesis. In the case of Mexico,
Currers ¢1 al, (2008) supges: the TLEG hypothesis holds for the Mexican econonty.
Using cointegration analysis, they find that imernational tourism meome mitially has
a significant positive effect on economic growth.

Foruk {2009 sxamines the relationship between international wunism wcome #nd
economic growth in Turkey by examining quarterly data from the first quarter ol 1990
1 the third quarter of 2008 using a Granger causality test. His findings support the
TLEG hypothesis in the case of Turkey, Corgs-limeénzz el al. (2009 use
cointegration snd Granger causality tests to exanine TLEG in the Itabian and Spanish
econontics; using two sots of data from 1954 1o 2000 and 1964 w 2000, rzspectively.
They find that international tourism income ieads 10 economIc growih,

Finaliy. sume studies offer support for bath the TLEG and ecanonnic-driven foursm
urowth hvpotheses. and report bidimectional causality between lounsi develppments
and ecomoinic grewth (lee & Chang, J00E; Comes liménez et al, 2006; Durbamy,
2004 Lanza =t al., 2003; Shan & Wilson, 2001)

1, Data and methodology

3.1 Data

Tius study uses time series data from Saudi Arabis for 2004 (o 2016, Data were
collected from the Saudi Arabia Monctary Agency (SAMA, 2006) and Sauds
Commission for Tounsm and National Heritage's (MAS-Center 20167 wanual
statistical repon (sec Figure 1],
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Flgure 1 - Change in madel varinbies from 2004 to 20146

Our analysis consicders visitars 10 the holy cities of Makkeh and Machnah, 1TR i measured as
perma el tourism revenae divided by dotal expan valee [TEX ). coonomic growih is measured ssing
real DI TRGDP). All date used in the stidy were iransfanmed inte logarithims.

Figure 2 shows the tetal international tounist arrivals (MAS, 2006) These data include
arrivals to the two holy aities as Hajj pilgnmages. Umsrrah visitors, and Madinab
visttors. The international tourist arrivals series shows an upward trend, and there is
ar increase n the fuctuation in total visitor arrivals between 201 | and 2015,
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Figure 2 - Internationzl tonrism areivals in Soudi Arahin

Tahle 1 illusteates Saud: Arabia’s share of international tourism in the Middle East
market, willh an average for the period of 26.83
Arabiz has shown remarkable increases in
tourists visiting and tourism revenue. In the perio
tourists has reached 155.02 million,

13,02 million people in 2015, with an average annual
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terms of both the numbe
d from 2004 e 2015, the number of

increasing from .59 million people n 2004 to
increase of 12.36% (SAMA,

TRET

g, From 2004, wunsm in Saudi
r of intermational

2016},
Table 1: Tourist arrlvals in the Middle East and Saudi Arubia'’s share (el Tinms)
Year | Middle East (International Tourist Areivals) - Saudl Arabia
| Ifillinms Share%s
2004 36,00 2380
2005 - 1170 33490
2000 39,30 2190
2007 45 60 : 25,50
| MR 55.20 26,7
ELEGY 2.1 2L
2010 54. 0 1980
011 A 26
02 506 3. H
Hil5 4% 1 3200
in4 52 40 4 RO
201 5 5140 | 3380

Gource: MAS Cenler, Saudi Commissaon for Toursn & Mational Hentage, 2016

Fieure 3 shows the total revenue oblained from inlernational tourist activibes based

an the MAS annual report in 2046,
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ITR in Saudi Arabia 2005-2016
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Figure A - Snudi Arabian international tourism revenue (¥ billlons)

Table 2 shows that international tourism revenue in Saudi Arabia reached a total of
F110 billion between 2002 and 2016, growing from 53418 bilbon in 2002 w 39
billion in 2015 with an average annual increase of 4.49% [SAMA, 2016). Both the
energy and financial crises are reflected in Saudi Arabia’s total international tourist
revenue between 2006 and 2010, as shown in Figure 3, because of the reduced
propensity 1o spend. In fact, international tourism revenue 15 considered the first
motive and added value of the tourism sector in Saudi Arabia. According to MAS, it
reached 522.8 billion by the end of 2016, which eguals 3.5% of GDP and 4.9% of

non-oil GOP.
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Table *: Internationat tanrism revenue (ITR) ained penl CGIFE (USS) be Sadi Arabia

| Wears RGOE ITR
002 | B8,600,090.210 34| EOD0E
203 214,662 958,730 £, B, D00, 05D
24014 257,364 496,02 4, 630.004,000
2005 336464 456, 233 &, 706 I, (00
20k A0, A00, 796,730 T, 0000
0oy 413481062 K65 £, 775000, 00
20108 7038257204 i, Tt S0, 000
Rl 436,82 485411 7,530, 15,00
i 524 01 6, 685065 9.3 17,000, 0K
2011 65 055,002,837 k400, 000000
002 730,061 050,070 &G0, 000
K] T40,367.011,02% 8263 I,
| 2074 749,832 556,917  B.549 300,00
M5 642,574, 750,157 03800000
I;_E[Hl.‘- 448,371, 765,137 &.506, 100,000

Sonres SabA (2006]

1.2 Methodology

Based on the TLEG hypothesis, the variables RGDP, AIT, ITR, ITEXP, and EXC
where EGDP is the real GDP, AIT is the international tourist arcivals, ITR is the
international tourism revenue, ITEXP is the international tourism exparts and EXC is
the eurreney exchange rate. They used to 1251 the significance of international ourism
revenue 85 an explanation for economic growth; these variahles arc standard m the
literature, The model proposed by Balaguer and Cartavella-Jorda (2002}, Parrilia et al,
(2007), Senchez Camera et al. (2008), sl Eeckels er al. (2012) is employed to
sxamine the TLEG hypothesis nsing Saud Arahian data. To begin our empincel
framework, we specife a baseline model for the {oliowing regression equations:

RGDP = f(AIT, ITR, TEX. EXC)

RGDP, =n.+ f. ATR,+ . ITR, + i TEA, + B EXC + g
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The series are cxpressed in natural loganithing to measure the impact of the change in
one viriable on anather.

LnBGDP, = g,+ §, LoATR. + B, LalTR, + B LalTEX,., + f, LhREXCH, + ¢, (3}

where,

LaRGDP, = natral log of real GDP; LnAIR. = nawral log of mfernational wurtst
arrivale;: LofTie = nawral log of international tourism revenus (represents real tourism
receipts in local currency); LafTEXPr = natural log of tourism exports; LaEXCHr =
natural log of the exchange rate, @ = model intercept, f. [ and §. = parameters:
and € = error term,

4, Results

Classic econemetrics and the ordinary least squares {OLS) methed was applied 1o this
model using the E-views software package. The analysis procesds first by ex AMLRing
the stationarity of the senies studied. We measure the leve! of variable stationarity by
determining the order of inlegration series using the Dickey—Fuller (ADF) test
{Dickey & Fuller, 1979).

4.1 Testing for unit roots

According to economerrics literature, unit root tests must be done to identify whether
the mode! variables are stationary to guarantce their non-statonarily for examining a
tong-term relationship, To check for statiouarity, the avemented Dickey-Fuller (ADF)
umit roof test is carried oul on the time series in levels and differenced forms. In this
study. the test includes a constant but not a time trend as shown in equation (3), as
recommended by Dickey and Fuller {1979)

AY =a 4+ AY, + 4, Intercept constant) only {1

The results are shown in Tables 3 and 4 and indicate that the time-series for LRGDP,
LAIT, and LINEXP are not stationary at fevels [{Q); the null hypothesis af non-
stationarity for these variables is not rejected. However, the time-series for LITR and
LEXCH are stationary and integrated of order one I{1). However, when we lake the
first differences of these variables, only LRGDP and LAIT are not stationary, and
LAIT, LEXCH, and LITEXP become stationary. Accordingly, the time series for all
variables of the swidy are integrated of order one I( 1]

Tabvle 3: Testing unkt oot in levels.

| = T
Warialyle | %5 Level 8% Level 0% Lgvel T=Stalstics
| LRGP 4004425 -1.(READ -2.600439 -2 36374
| LITR -4, 12100 3144920 2 TigTal | -3.66R750
L 1 | - |
vy
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L

LAIT ~4.12 1950 -3.144920 -2.713751 0. 719724
_LEZ'IC'H -} 004425 3098896 -2.690439 -3.74 | 657
LINEXP -4 (04425 =3 DSEERG -2 690434 -3.0691353
] J
Table d: Testing unit root jn 1% differches-
Variable 1= DifT. 1% [* EWT. 5% I Diff. 10%0 T-Statistics
LRGDP | -4,057910 =3.119910 -2.701103 -1 426938
LITR <4,297073 32100 -2. 747676 £0.532385
:ﬁ.]'l." -4 121990 | -3.144920 -2.7137a1 4481130
?EKCH -4,057914 -3.119910 -2.701103 -5 744563
LINEXP -4.297073 -3.212696 -2.747676 -3,25435% 1

The ADF test statistics at the firs
conclude that the trends ol ihe nu

respectively, are as follows

H.: There is no significant rel
and econemic growth in Saudi Arabid.

.+ There is a significant relationship

and economic growth in Saudi Arabia.

The resulls of the stationanty analysis in Tabl
the null hypothesis of unit roots fo
the ADF

hyputhesis i rejecled when
LEXCH, and LITEXF. Foli

lerm velationship between the vanables us
LRGDE, LAIT, LITR, and LINEXT contain L
are statiopary ol frst differ

and first differences. Because af d

owing the previoss results,
mg VAR

Y

r all vanab

difference level provide sufficient puidence o
Il hypothesis and its alternative  hypothesis,

ationship between internabional 1ourism FEVERRE
hetwean inlernational OUTISIM TevVERLE

et 3 and 4 show that we cannot reiect
les i levels form. However, the null
test s applied 1o the firs differences of LAIT,
this study examines the long-
(lohmson & Juselius, 1990).
il Foots in the levels test. Seme of them
ences, excepl LEXCH which is stationary in hoth levels
atp hmitations (15 observations) [ 20000 1 2016,
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we were utabie to conduct a co-integration lest among the variables a2 sugpested by
Tohrson and Juselias §1990)

4.2 Granger causality test

In the next step, we test for causality among the variables to study the ceusal
interactions that exist between the model variables. Several articles on the use of
Ciranger causality tests to snalyze timc-serics data appear in the fterature. The
concepl of Granger causality was introduced by Granger (1 969) and Sims (1972) and
has since been widely used to determine the importance of the interaction betwean
iwo series, Granger's original work in 1969 on the definition of non-causality has
attracted so mwch attention in economics that it hardly needs any introduction. The
simplest meaning of causality was provided by Granger (1980} as ‘X [(time series)
variable X causes ¥, if the probability of Y conditional on its own past history and the
past history of X does not equal the probability of ¥ conditional on its own past
nistory alone' {p. 346). Table 3 shows the results of the Granger causality tests
between the main variables. Even though we have data limitations, these techniques
allow us to determine the existence of interactions among the varables being

considered.
The simplest test for causality is 1o esimate the regression using the following model:

F e e
- o : - . 5 L ,
F & i I

Using OLS and then conducting a F-test of the null hypothesis below,

Hu: |.5|=|3.'=---':|3r~=l

Hy X= gt al Xto+ .. damd+ bl1Z+. . +omi g

Restricted:
X agt & Xt .. e KLF B

In testing for Granger causality, two variables are usually analyzed together, while
testing, for their imteractian. There are four possible results of the analysis:

|} Unidirectional Granger cansality from varable ¥, w variable X,
2) Unidirectional Granger causality from vanable X to Y.,
1) Bi-directional crusality, o1
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Taking LRGP as the dependent variable and LITR as the independent variable, the
results indicate there is shon-term causality between the variables. The main results
abtained from the pairwise Granger causality analyses arc pres ented 1 Table 3.

Table 50 Greanger canselity test

Hull Hypitlizats Oz, | F-Seatishc Frob. |
LITH daes not Ciesnger caess LIRGDF 13 T 4TaET ({585
| LRGDP does not Grunger souse LIRT S43%604 | 0.0174

The results indicate that shovt-term causality runs from LRGDP o LITR and vize
versa, with o lag of one and two, and tacre 150 bidirectional relationship betweer
LRGDP end LITR in Saudi Arabia, As shown n Table 5. the F-value of 0.0274 1%
statistieally significant at the 5% level. Consequently, the null hypothesis that LRGDP
doss not Granger cause international tounsm revenus is rejected. Moreover, the null
hypothesis thal international tounsm revenue does not Granper cause real GDF 15 also
rejected hased on the Fevalue of 3.47. Hence, the Grangsr causality les! confirms
unidirectional causaiity from LRGDP te LITR.

4.3 Statistical estimation

(“lassical coonmmetrics and the ordinary least squares (OLS) method wers appled m
this study. The regression has a high R 570,01 and statistically significant parameters
as shown in Table &.

Table &; Statistien] estimation

Diependent Vanaile, LRGDP

| Variables CipelTiciznts Stundland Errot | T-5int [Profy -l
L . | 214 3660 RAZ.2A0 | 0.2505() | Q8072 __|
L LITR | 1,561 RE { (256121 ! 3,194 16 _ | 0,0532 —
| LALT IR [ L U, 244962 | 2966135 é_u B
LEXCH - [4L07T2 i 641 | (287055 | 8004 -
|
LITEXP - - 43004 5 1. 202682 ) I i 3, Tl grisd
bg o lpedjon i |
L pad jusied | | (570579 ) JI
Y10
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There is a positive relationship between the nawral log of the reel gross domestic
product and the natural log of international tourist revenue in the case ol Saudi

Arabig.

LRGDP = 2142669 + 0,561 1ER LAIR + 0.726587 LAIT = 160.0772 LEXCH
0439645 LITEXP.

Egquation 4 shows the positive effects of international louris! FeVENIC DN BCORDIMIE
prowth, The elasticities of LITR and LAIT are 0.36% and U T2%, respectively, which
indicates that a 1% inzreese in international tourism revenue will increase economic
prowth within the range of U.56% 1o 0.72% in the shor-term. Consequently, i the
case of Saudi Arabia, the TLEG hypothesis suggests the relationship between
international lourism revenue and economic growth is unidirectional, rupning from
intermational 1ourism revenue to economic growth. According to the elasticity results,
inernational touriem has o positive and statistically significant eftect on ECONDINIL
growth in Saudi Arabia, thus confirming the theoretical assumptions ef the TLEG

hypathesis and the findings of existing empinical studies.

5. Discussion and conclusion

The main abiective of this study is to test whether the TLEG hypothess halds for
Sauci Arabia. The study uses Granger causality tests to analyze the relationship
between LITR and LRGDP. As with most TLEG hypothesis studies, we find
sufficient evidence to support the hypothesis. The results are consistent with the
hypothesis that there is a positive relationship between LITR and LRGDP.
Conseauently, the findings provide statistical grounds for rejecting the null hypothesis
of an msignificant relationship between international tourism revenue and real GDP in

the Seud Araluan economy

The evidence suppests the TLEG hypothesis is confirmed for Seudi Arabia, that is,
there iz shorlterm unidirectional cavsality from intermational tourism revende lo
economic growth: an appears ta be the one of the main causal factors for economic
srowth in Saudi Arabin. 1o our results, LRGDP stimulates LITR and both LITR and
LAIT couse economic growth in the shori-term. Hence, overall, there is empirical
evidence that policies o promote intermational tourism activities will ineresse growtl
As Oh (20058} remarks. it is commonly believed tha fourism  has  conuwibeied
positively o economic growth and penerated economic expansion. The findings also
indicate that economic development may be necessary to expand international ERTINERIaY
activity in the short term in the case of Saud Arabia.
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