University of ThiQar Journal zalan

. . *‘i’ asala

ISSN (print): 27066908, ISSN (online): 2706894
jLa ,_52
Vol.# Mol MarH /1 H ¢ Oniversity Of The-Gor Journat

Financial Accounting between Uniformity and Flexibility under
International Standards

B;%rger;k?%f?tsg:)fm Fi anclAIII (\:ivaldDr. Mohanad Fa
Banking SC|encr|83 a'rd 'meh't Bapanement of Finan
'Emainé hah@dt q. edu., Admlnlstratlon Banking Sciences
émaah:w@utq ed FEmayind h a-h @dt q. edu. i q

Col lodgeAdmi ni stration and
Economics Coll ege of Admi nCioétlore‘geAdonH na|nsdtrat|o

; Economics
; PR Economi cs
Uni ver sitiyra . . .. .
y q UniversiQatlafagTrUni ver si-QaflofaqThi
Abstract.

The global accounting system has undergone a radical transformation as a rasult@insion

of the application of the International Financial Reporting Standards (IFRS), which sought to
establish uniform rules for the preparation gmekentation of financial statements to ensure
enhanced transparency, improve the quality of financal information, and strengthen the
comparability of institutionacross countries. However, the divergent economic, legislative and
regulatory environments between countries have imposed the need for a degree of flexibility
the application of IFRS, allowing institutions to choose the appropriate accounting policies and
procedures for the nature of the its activities aperational conditions. Hence, the intellectual

and practical problem of how to achieve a balance betweehe uniformity sought by IFRS&nd

the flexibility imposed by the applied environment. This research aims to analyze the
relationship between uniformity and flexibility under international standards, and to show the
impact of this balance on the quality of financial information. The research also reviews the
research gap in the previous literature and presents a researchtimodalstrates the mutual
effects between the implementation of IFRS and the level of standardization, flexibility, and
quality of financial information.

Keywords: Financial Accounting, Accounting Consolidation, Accounting Flexibility, IFRS,
Quality of Financial Information, Financial TransparernCymparability.

Introduction .

IFRS is one of the most important developments in the global accogntiitgnment in recent
decades, as most countries have adopted it with the aim of enhancing the harmony of accounting
systems and achieving globadndardization in financial reporting, which enhances confidence

in financial information, increases the effency of capital markets, and reduces international
differences in accounting treatments (Barth, 2014). This shift has led to the transition of
accountability from a limited national framework to a gloliamework based on common
principles and rules.

c o


mailto:ali-jw@utq.edu.iq

University of ThiQar Journal ;: al 2o

. . a2 nla

ISSN (print): 27066908, ISSN (online): 2706894 M - by
1La Ss2
Vol.# Mol MarH /1 H ¢ Oniversity Of The-Qor Journat

However, the adoption of international standards has not been without challenghs,
different economic, regulatory and legal environments between countries necessarily lead to
different implementation mechanisms and level of compliamakthe principle-based nature

of IFRS rather than detailed rules gives institutions a degree of freedom and flexibility in
choosing appropriate accountingatments, which opens the way for divergent practices that
may reduce the desired level of uniformity (Nobes & Parker, 2016).

On the other hand, some researchers argue that this flexibility is not a disadvantage
strength, as it allows standards to be adapted to the nature of economic activity, and gives the
ability to provide more relevant and realistic infationthat reflects the true financial situation

of the organization (Alexander & Britton, 2017). Thus, the fundamental question arises: how can
a balance be struck betweamsolidation to ensure consistency and transparency, and flexibility

to ensure relevance and quality of financial information?

Research Problem.

Despite the global expansion of the application of IFRS, the practical applicatihed the
existence of a real problem, represented by the difficulty of achieving an ideal balance between

the accounting uniformity targeted by IFRS on the lomel, and the applied flexibility imposed

by the specificity of economic environments on the other. Therefore, the research problem can be
formulated inthe following main question:

To what extent does IFSAS strike an effective balance between uniformity and flexibility,
and what impact has this balance had on the quality of financiainformation and the
transparency of accounting reporting?

A number of questions are derived from it:

1. Does IFRS actually promote uniformity in financial reporting?
Does IFRS provide an appropriate level of flexibility that allowsdiffierent economic
environments to be taken into account?

3. Does balancing standardization and flexibility improve the quality of financial
information?

4. Does this balance affect the transparency and comparability of financial reporting?
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Research Gap.

Although there are many studies that have addrdbsennpact of IFRS accreditation on the
quality of financial reporting, there are clear research gaps:

1 Most studies focus on the effects of IFRS from a single angle sualanggarency,
reduced earnings management, or improved comparison, without an integrated treatment
of the concepodf balance between uniformity andflexibility .

o Few studies have addressed the dialectical relationship between uniformity and flexibility
as a stand-alone topic.

e The limitations of applied studies in developing and Arab economic environments whose
institutional structure is different from that of developed countries.

e Lack of interest in analyzing the impact of this balance on the quality of financial
information comprehensively (reliability, relevance, transparency, comparability).

Accordingly, this research seeks to bridge this gap byigiray an integratechnalytical

framework that links international standards — standardization — flexibility — and quality of
financial information within a single model.

Previous Studies

10] Barth's study (2014)

She stressed that the adoption of IFRS contributes to improving accourtisgrement and
reducing the diversity of financial treatments, which supports standardization and information
consistency.

2] Nobes & Parker Study (2016)

IFRS hassucceeded in reducing accounting differentials between countrieshadputot
completely abolished them due to the impact of the economic and legal environment.

3[] Study by Alexander & Britton (2017)

She explained that IFRS provides calculated accounting flexibility that atowsizations to
choose appropriate policies without compromising the overall framework.

4] Other Studies
A number of recent research has indicated that IFRS adoption has led to:

TM
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o Improve transparency.
o Increase the quality of financial information.
e Boosting investor confidence.
But she also pointed to the possibility of abuse of flexibility in some cases.

Critical Review
It is clear from previous studies that they have focused heavily on:

e IFRS Impact on Transparency.
o Its impact on reducing earnings management.
e Improved comparability.

However, the dialectical dimension between consolidation and flexibilityas aninteractive
relationship that directly affects the quality of financial reporting, which is what this research
espouses.

Research Hypotheses
Main Hypothesis:

H1: There is a statistically significant relationship between the applicatidBSafS and the
effective balance between uniformity and flexibility in financial reporting.

Sub-hypotheses:

H1-1: The application of IFRS raises the level of accounting uniformityr&hdes differences
in financial treatments. H1-2: International standards provide an appropriate level of flexibility
that allows the application to be adaptediifferent economic environments. H1-3: Balancing
consolidation and flexibility is reflected positively on the quality of financial information.-#t1
This balanceontributes to enhancing the transparency and comparability of financial reporting
at the international level.

The importance of the research
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First: Scientific Importance

e It enriches the accounting literature by proposing a new interprétiveework for
understanding the relationship between uniformity and resilience.

o Bridges a knowledge gap in Arab studies related to international standards.

o It provides a theoretical basis for applied future studies.

Second: Practical Importance

o It helps financial decision-makers and professional bodies understand the implications of
IFRS in a more holistic way.

e It guides organizations in how to successfully strike a balance between adhering to
standards and achieving operational flexibility.

o It supports investors by boosting their confidence in financial reporting.

Research Objectives

1. Clarify the concept of uniformity and flexibility within the framework of international
standards.

2. Analyze the nature of the relationship between IFRS and the level of accounting

standardization.

Studying the role of applied flexibility in improving the quality of financial information.

4. Building a theoretical framework that demonstrates the balance between uniformity and
flexibility.

5. Providing an integrated model that demonstrates the impact of this balance on the quality
of financial reporting.

(98]

First Topic: The Theoretical Framework of Financial Accounting between Uniformity and
Flexibility in the Light of International Standards

First: The Concept of Financial Accounting and its Objectives in the Contemporary
Environment

Financial accounting is an information system that aims to measure, nabatate, and present
economic events in the form of financial reports that help information users make rational
economic decisions. With the development of #kenomic environment, the expansion of
global markets, and the increase in investment movement, the need for standardized and
transparent financial reporkas become more urgent to ensure confidence in financial markets

and achieve a high degree of comparability between companies across different countries (IASB,
2023).
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Modern financial accounting focuses on achieving a set of key objectives, the most important of
which are: poviding reliable financial information, enhancingnsparency and accountability,
supporting the decisions of investors, creditors, and regulators, in addition to serving financial
and economic stability. The literature has confirmed that the quality fiiancial statements
depends on thexistence of a clear professional standard framework that achieves harmony
between accounting applications in different countries (Barth, 2018; 2020).

Second: International Financial Reporting Standards (IFRS) as a Contemporary
Framework for Accounting Consolidation

The International Financial Reporting Standards (IFRS) represents a paradigm shift in the
development of global accounting thought, as it sought to aclgiebal standardization of
financial measurement, recognition, presentation and disclosure practices, reducing disparities
between national systems and enhanaiogfidence in financial information across borders
(IFRS Foundation, 2022).

The IFR is based on a set of core principles, the most important of which are:

Relevance Relevance

Credibility and Faithful Representation
e Comparability

e Understandability

e Verifiability

e Timeliness

The proliferation of IFRS has helped improve the quality of financial reporting and raise the
attractiveness of emerging markets for foreign investment, as wathasce transparency and
reduce the information gap between firms and financial statement users (Ball, 2016; Ahmed &
Courtis, 2019).

Third: The Philosophy of Accounting Unification and its Motivations

Accounting standardization refers to reducing accounting differences between countries and
institutions through the adoption of a unified or semi-standardized standardized system, with the
aim of enhancing the comparabiligf financial statements and achieving fairness in the
presentation of financial performance (Nobes, 2014).

The need for unification is due to several factors, the most important of which are:

1. Economic globalization and financial market integration.
2. Increasing mergers and acquisitions between international companies.

TN
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3. The growing demand for comparable reports by international investors.
4. Enhance the confidence of financial reporting users and reduce risk.
5. Supporting the efficiency of resource allocation at the global level.

Several studies have indicated that consolidation has helped reduce the cost of capital, improve
the quality of financial disclosure, and reduce the degree of abusive management of profits
(Barth, 2018; Christensen, 2021).

Fourth: Accounting Flexibility between Professional Necessity and Application Risks

Despite the importance of standardization, accounting flexibility is a key pillar in the
international standards environment, as it gives financial reporters space for professional
diligence in light of the different economic environments, business sectors, and nature of
activities. This flexibility is evident in the areas of measuring certain items, choosing alternative
accounting policies, estimating the useful life of assets, estimating provisions, and others (IFRS
Foundation, 2022).

The need for flexibility is due to:

e The difference in economic conditions between countries.

e The nature of industries and sectors varies.

o The need to enable the accountant to exercise professional judgment.

o Keeping pace with the continuous development of the economic environment.

However, flexibility can become a double-edged sword: while it can achieve greater alignment
with financial information, it can open the door to accounting manipulation and earnings
management in the absence of an effective regulatory framework (Watts & Zimmerman, 2019;
Healy & Wahlen, 1999).

Fifth: The Dialectical Relationship between Consolidation and Flexibility in the IFRS
Framework

The modern philosophy of international standards is based on trying to create a delicate balance
between uniformity and flexibility: IFRS imposes uniform general rules, but at the same time
allows for the use of professional judgment in accordance with the nature of the activity and the
economic environment. Success in application therefore depends on:

o Efficiency of the regulatory body.

e Qualifying accounting professionals.

e Awareness of the importance of transparent disclosure by corporate management.
o Having a supportive ethical organizational culture.

Tp
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Studies have shown that countries that have implemented IFRS with strong regulatory systems
have positively invested in flexibility, while countries with weak controls have faced challenges
related to manipulation and profit management (Christensen, 2021; Ahmed & Courtis, 2019).

Sixth: The Impact of Consolidation and Flexibility on the Quality of Financial Reporting
and Decision-Making

Balancing uniformity and flexibility directly contributes to:

o Improve the quality of accounting information.

o Enhance transparency and credibility.

e Reduce information asymmetry gap.

e Supporting investment and credit decisions.

o Enhancing investor confidence in the financial market.

The literature has shown that the adoption of IFRS has increased the quality of financial
reporting in many countries, but it requires conscious professional management to avoid misuse
of flexibility (Ball, 2016;
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Table 1: Comparison Between Standardization and Flexibility

Goal Uniform comparability across Adapt policies to the economic environment
firms and countries

Scope Consistent across companies Depends on business nature

::_\";:tc':‘e“‘ Decision Facilitates precise comparison Provides context-specific information

Risks Rigid, may not adapt well Risk of accounting manipulation

Examples IFRS - Profit and Asset Measurement Rules Asset life estimation, Provisions

Balance Between Standardization and Flexibility

w Ny

Standardization Flexibility
(Harmonization) (Professuonal Judgment)

Financial Report Qu ty

Table 2: Impact of Standardization and Flexibility on Financial Report Quality

Quality Elements Effect of Standardization Effect of Flexibility
Relevance Moderate High
Faithful Representation High Moderate
Comparability High Moderate
Verifiability High Low
Timeliness Moderate High

e Illustration of the drawing:

o The top box represents the IFRS framework.

o Stocks indicate a dual effect: standardization increases comparison and
consistency, while flexibility allows for professional judgment and information
relevance.

o The bottom box represents the quality of financial reporting as the result of a
balance between uniformity and flexibility.
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Second Topic: Applications of Consolidation and Accounting Flexibility and Their Impact
on the Quality of Financial Information

First: Accounting Consolidation as a Tool to Enhance Transparency and Comparison

Accounting standardization is an essential tool to enhance confidence in financial reporting, as it
imposes uniform standards on accounting policies and the recognition of financial transactions,
and reduces differences between companies and countries. The impact of standardization is
evident in several areas, the most important of which are:

1. International comparison: Standardized standards enable investors and creditors to
easily and objectively compare the financial performance of companies across different
countries (Nobes & Parker, 2020).

2. Transparency and Accountability: Consolidation reduces the excessive use of
discretionary accounting policies, which enhances the credibility of financial statements
and reduces the risk of accounting manipulation (Barth, 2018).

3. Attracting foreign investment: Studies show that countries that have adopted IFRS and
implemented strict consolidation policies have recorded an increase in FDI flows, due to
the high confidence in financial information (Ahmed & Courtis, 2019).

A practical example: When IFRS is applied to companies listed on the capital market, an
increase in the degree of comparison and an improvement in the quality rating of financial
statements is observed, especially in elements such as credibility and transparency.

Second: Accounting Flexibility and its Role in Improving Financial Information

Accounting flexibility, on the other hand, provides space for the accountant to exercise
professional judgment, allowing adaptation to different economic conditions and the specificities
of industries (Christensen, 2021).
Its importance is evident in several points:

1. Asset and Provision Estimation: The use of flexibility allows the age of assets and risk
allocations to be adjusted according to the nature of the activity (Watts & Zimmerman,
2019).

2. Meet sectoral needs: Some industries need accounting policies that differ from the
Standard to provide a more accurate financial picture of their performance.

3. Improving information relevance: Professional judgment contributes to the production
of financial information that is more relevant to management and investor decisions,
taking into account the company's specific economic conditions.

TYy
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Flexibility risks: Despite its benefits, uncontrolled flexibility can lead to arbitrary revenue
management or manipulation of financial estimates, if there is no effective oversight.

Third: Balance of Consolidation and Flexibility in Enhancing the Quality of Financial
Information

Integrating consolidation with resiliency within the IFRS framework is an accounting and
strategic challenge, and entails providing:

e Clear instructions to accountants on when and how to exercise professional judgment.

o Robust regulatory mechanisms to ensure that flexibility is used positively.

e Training Programs to Enhance the Efficiency of Accounting Cadres in the Application of
International Standards (IASB, 2023).

Studies have shown that countries that have implemented IFRS with limited controlled flexibility
have seen significant improvements in the quality of financial statements compared to countries
that have not implemented rigorous criteria or left flexibility unchecked (Ball, 2016; Christensen,
2021).

Fourth: Practical Applications and Their Impact on Decision Making

1. Investment decisions: Companies that adopt strict standardization provide reliable data
to investors, while flexibility provides personalized information that helps make more
accurate decisions within the industrial sector.

2. Internal control and auditing: The combination of standardization and flexibility
improves the effectiveness of internal control and enhances the work of external auditors.

3. Risk Management: Accounting flexibility enables management to deal with contingent
risks, such as changes in raw material prices or economic fluctuations, without negatively
impacting the quality of financial information.

Fifth: The Role of Control and Audit in Achieving Balance

To ensure that flexibility is an improvement tool and not a cause for financial manipulation, it is
necessary:

o Effective internal and external audit.

o Strict regulations define the scope of professional governance.

e Continuous monitoring of corporate practices to ensure that IFRS compliance with
financial quality objectives (Healy & Wahlen, 1999).

T
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Table 3: Applications of Standardization and Flexibility

Benefits I Risks
- Enhanced international comparison - May limit responsiveness to
Standardization local economic conditions

- Greater transparency and
accountability

- Attracts foreign investment - Potential for earnings management

Professional judgment for asset - Risk of financial manipulation

Flexibility T
and provision estimates

- Adaptation to specific industry - Potential for earnings management
needs Risk of financial manipulation

Balancing Standardization and Flexibility

&

N

Flexibility
(Professional Judgment)

Financial Information Quality

Table 4: Impact of Standardization and Flexibility on Decision-Making

Decision-Making Area Effect of Standardization Effect of Flexibility

Investment Decisions Reliable data for investors Context-specific data for industy
Internal Control & Auditing Improves the effectiveness of Supports auditors’ work
controls
Risk Management May be rigid and less adaptive Allows adaptive risk
to change assessments

Third Topic: Statistical Analysis According to the Structural
Equations Model (SEm)

First: Introduction to Statistical Analysis

This paper aims to measure the impact of accounting standardization and accounting
flexibility on financial reporting quality and decision usefulness under the application of

IFRS.
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The Structural Equations (SEM) model is used because it allows the study of direct and indirect
relationships between variables, and gives accurate results in the presence of intermediate or
modified variables (e.g., internal control or accounting expertise).

Second: SEM Model Design
The SEM model is based on the following variables:
1. Independent Variables:

o Standardization
o Indicators: Adherence to IFRS policies, standardization of recognition and
disclosure methods, application of common principles.
o Flexibility
o Indicators: Use of professional judgment, estimates of useful life of assets,
estimates of provisions, adjustment to economic conditions.

2. Dependent variables:

o Financial Reporting Quality
o Indicators: Relevance, Credibility, Comparability, Verifiability.

o Decision Usefulness
o Indicators: Assisting investors, improving management decisions, supporting
internal control.

3. Intermediate Variable (Optional):
e Professional Judgment / Internal Control

o It can demonstrate how flexibility affects the quality of a report through internal
control.
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Stocks represent the direct effects of the two independent variables on the quality
of financial reporting, which in turn affects the effectiveness of decision-making.

e An intermediate variable can be added between flexibility and report quality if we want
to test the indirect effect.



