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How affecting The Principles-Based vs. Rules-Based Accounting Standards On
The Relationship Between Management Motivations And The Quality Of The
Financial Report - An Applied Study On The Saudi Business Environment

Emad Mohamed Riyad Ahmed

Associate Prof. of accounting
College of business administration - Taif university, KSA
Environmental Studies and Research Institute
University of Sadat City, Egypt

The management motivations are are one of the main elements affecting the management
accounting reporting behaviors. This study explore the effect of the interaction between
standards type with the motivations on the quality of the financial report and reducing
expectations gap. An applied study has been carried out on the Saudi environment through
performing a practical experiment (Creating a 2x2 between-subjects design) and a
field study on a sample of preparers and users of financial statement, and using some
statistical tools like descriptive statistics , T.Test, and Logistic Regression.

results show that the motivations had a significant impact on aggressive
report, and when the management have motivations, the rules-based
standards increases its ability to Freud the financial statements compared to
principles-based standards, however, it is not possible to avoid motivations
definitely , regardless of the type of standards applied, furthermore,
managers that not participating in company's ownership, staying not long
periods on company , the first and last periods of work in the company, as
well as the internal and external pressure have a significant impact on the
motivations.

also there was no significant difference between the users and preparers of
the financial statements regarding the positive impact of principles -based
standards on the quality of the financial report, and achieving greater
compatibility between the professional incentives of both.

It was recommended to implement IFRS standards, with attention to internal
control and governance systems to reduce management motivations and to
minimize the negative side that cannot be avoided when applying the
standards.

Key words :
Rules-based accounting — principles based accounting — management
earning — Aggressive reporting , International Financial Reporting

Standards(IFRS) , International Accounting Standards (IAS), Generally
accepted accounting principles (GAAP. U.S), Professional Judgment
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Table 1
Giad) cle ganal Aadl MaaY ol 5 il ) S5
Motivation
Types of Accounting Standards Without With Total
Motivation  Motivation
Rules-based Count a7 48 95
accounting —
% within Types of 49.5% 50.5% 100.0%
Accounting Standards
Principles- Count 50 49 99
based % within Types of 50.5% 49.5% 100.0%
accounting Accounting Standards
Count 97 97 194
% within Types 50.0% 50.0% 100.0%
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Table 2
el £ gig ad gal) dada caa Maid ) il ) g 3ddal Auagll plaa)
Motivation
Lease accounting decision (Capital Lease) Without With Total
Motivation Motivation
Types of Rules-based Count 29 7 36
Accounting  accounting % within Types of 80.6% 19.4%  100.0%
Standards Accounting Standards
Principles-based Count 32 30 62
accounting % within Types of 51.6% 48.4%  100.0%
Accounting Standards
Total Count 61 37 98
% within Types 62.2% 37.8% 100.0%
Table 3
laal) £ 519 a8 gal) Aada s Laddll il ) s33%al Lhuagll plaay)
Motivation
Without
Lease accounting decision (Operating Lease) Motivatio With total
n Motivation
Types of Rules-based Count 18 41 59
Accounting  accounting % within Types of 30.5% 69.5% 100.0%
Standards Accounting Standards
Principles-based Count 18 19 37
accounting % within Types of 48.6% 51.4%  100.0%
Accounting Standards
Total Count 36 60 96
% within Types 37.5% 62.5% 100.0%
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Table 4
bl Apalacal) Aadlaal) ) 8 3A5) o adlgal) 5Y Al slaay)
Lease accounting decision
Capital Operating

Motivation Lease Lease Total

Without Motivation  Count 61 36 97
% within Motivation 63% 37% 100%

With Motivation Count 37 60 97
% within Motivation 38% 62% 100%

Total Count 98 96 194
% within Motivation 50.5% 49.5% 100%

Aoy (60) s adnll paalill 18 385 adlsy sgag Alls bl Jonall e ey

3% adley dsmp pie Jb 8 Law ¢ %38 Lty (37) 2aed el il 35 %62

(36) 22l il jalill Hhas %63 dawiy (61) sl sl el il 1 3y
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Table 5
oealill atacal) Al i3 e ad) gal) L5 Chi-Square ksl
Value df  Asymptotic Significance (2-sided)
Pearson Chi-Square  11.878?% 1 .001

N of Valid Cases 194

(Chi-Square culS cua Ciaall gl o ailsal) yih Ligins (0) o) Jorall (e ey
ol Jsd daia aSh @lld o paling ¢ = 11.878, df =1, p=0.001; Panel E)
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Pl Cipats Aol Aallad) psi SLaal B3 U8 e (gsine il adlsall of (e V)
dalladdl DA (e DL Wil il Gl BIAY) G6S adlsy a5ay Alla b asly Al
(215 g aam A3)lke indi lalS
t(amly pmali/ dad pali) 50y dobu Ao ulaall £ g3 LA s gll plaal) -
bl Loclaal) datlaall )3 slgb;lu\ g5 AY Lhagl slasy)
Lease accounting

decision
Capital Operating
Types of Accounting Standards Lease Lease Total
Rules-based Count 36 59 95
accounting % within Types of 37.9% 62.1% 100.0%
Accounting Standards
Principles-based Count 62 37 99
accounting % within Types of 62.6% 37.4%  100.0%
Accounting Standards
Count 98 96 194
Total % within Types of 50.5% 49.5% 100.0%

Accounting Standards
ol dipley ¢ el el diph lasl el ol Slaal s (6) Jeaad) Gaw

ol Ll Aok HLsal Il lie 4T Gu Ged ¢ uledl eg B S e
(U.S. GAAP groups) seledll e @) duulaall julaall degena 8 ¢ilia (59) agie
X ¢ (IFRS groups) csabd) e daldl) uladll degana & bt jlie (37) Lo ¢
G b ¢lia (36) pgie el paalill dapla SLadl Jeal @jlie (98) o e JA
hlie (62) Liw « (U.S. GAAP groups) aclsall e 4l dnwlaall juleal) degene
adadl ) i dsgll sdage (IFRS groups) tsabull o il juledll desene
ol B Wsbes e 2l e selsal) e A pulaalls d3lhe ool e A el
S Y dile o suledl ggi 580 Lsiee e Shl ¢ dadadl e A S Sl

LY 138 =8l (7 Jsaal)) masss « Chi-Square [lasl ely)

Table 7
soalill Aoladl) dallaal) 3 e sulaall goi S Chi-Square Jlas)
Value df Asymptotic Significance (2-sided)
Pearson Chi-Square 11.862° 1 .001

N of Valid Cases 194

Aallad) A o Aualad) Suledl gl (gyine il 3sas (7) &) dsaall G pn
oubed) of dladl ae ¢ (Chi-Square = 11.862, df =1, p=0.001) uabll duuladl
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Table 8
majority part »SY) s jall plhaal S i) juwdll sl slaay)

Lease accounting decision

Interpretation of majority Capital lease Operating lease total
>50% 12 4 16
>60% 11 7 18
>70% 25 15 40
>80% 12 8 20
>90% 2 3 5
Total 62 37 99
i ) Table 9
Aallaal) )8 s SV ¢ ) plhuas pudll Chi-Square Jws)

Interpretation of majority Value df Sig (2-sided)

Chi-Square 5.443 3 0.217

oo Sl Sig (2-sided) wilS Cun mlhadl i 8 (spiee (DA dgag ple
Okia) 8 el Lay iy bl agaall Phiials 531 ol axe Jiay L 25 < 0.05
Agilaal 3aas ) dalaal dalled

S ¢ aY) Calaal sl aclgdll B Basasall daadyl) sgand) Pl d oIS 1Y) e laals
Jeadl dalaBY) sliall Lol 1gals 8 i HlalS dalladll 8 (6335 OIS 1Y) e jlasl
oL@ Blall (gaag ¢ Clgins Vv Jlady) die B ) ¢ 750 (B anll dila (3 J<all
LoLai®y) Blall i B (ggiee COUA) 2sng (520 23 DA e (ple 15 N 11 e
Jsaall) ¢ (10 Jsaall) pemgse Alandll Sladyly Liall Slady) DU 35 o Jeadll
by ¢l lEl dewh G pllaiadll 13gd Sladl audl il slasy) (11
oflall (A (syine DA 39ag (520 Ll Chi-Square

Table 10

Useful life JuwadU saial) slall pllaaal ¢pS jLial) yaail s gl slaay)
Lease accounting decision

Useful Life Capital lease Operating lease total
11 19 8 27
12 28 9 37
13 27 11 38
14 13 43 56
15 11 25 36

Total 98 96 194
) ) Table 11

ol JiAg us¥ ¢ el plhuas pwddll Chi-Square JLa)

Useful Life Value df Sig (2-sided)

Chi-Square 11.932 3 0.011

Jil Sig (2-sided) <ilS Gun Joadll oo slall i 8 (goine (DA 35ag g
Aasalaall Lghpais ehal BIAY) ass daae agan dgag Alls b4l e b g5 ¢ 0.05 e
Al 8 K5 L gy o Lgilaal gaas ) dualadl dalledl ) Jpeasll lone Gilsu Lo
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sl Jaagll Jlasiy) Jdas -7
2 Adlal) ol g8 iy jad ) B e adl gal) dagdag pulaal) £ g3 U
g ol Giwadlll Jlaadll Sleaa) il cilayia (12,13,14) Johaad) mass

(U zigad yadla)Table 12
Model Fitting Information

Model Fitting
Criteria Likelihood Ratio Tests
-2 Log
Model Likelihood Chi-Square df Sig.
Intercept Only 52.207
Final 27.667 24.540 2 .000

(SN gigai dysiaa)Table 13
Likelihood Ratio Tests
Model Fitting Criteria  Likelihood Ratio Tests
-2 Log Likelihood of Chi-

Effect Reduced Model Square df Sig.
Intercept 27.667° .000 0 )
Motivation 40.221 12.554 1 .000
Types of Accounting 40.205 12.538 1 .000
Standards

(M) zigal @l pia)Table 14
Parameter Estimates
95% Confidence
Interval for Exp(B)

Std. Lower Upper
Lease accounting decision B Error Wald df Sig. Exp(B) Bound Bound
Capital  Intercept .012 .253  .002 1 .963
Lease  “n\iotivation=0] 1.072 309 12.041 1 .001 2.920 1.594 5.349
[Motivation=1] 0° . . 0 : : . .
[ Types of Accounting -1.071- .309 12.027 1 .001 .343 .187 .628

Standards =0]
[ Types of Accounting 0° . .0
Standards =1]

a. The reference category is: Operating Lease.
b. This parameter is set to zero because it is redundant.

oo (24.540) 4t Lo us adlsally puled) eg of (12,13) culsand) (e ey ()
Ay e IS Ligine aa ¢ ualill dusladl) dalladl) goiy palall HlaY) I & iyl

:0.05 (e 81 25 510.=0.000 )l Cum JS€ 7 3gaill Ligina
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Jay) 513 (1.072) 4wy 2y operating lease 4dsae il olals leald Jilas lease
o) zeau WS ¢ without motivation=0 aélsall axe ) motivation =1 aélsall (e
ehal lalid Jilae (capital lease ))3) ale <o LWl ol el s)lay) old Jlas)
salad)l e JUEY) 313 (-1.071-) sy (wiu (Operating lease J)E) ddaae e
el Je A8 uledll ) Principles Based Standards =1 tsabudl e A5Gl



alsall e Baaly Bany hake JEN) o (Al 4ea e sl ¢ Rules Based Standards =0
« EXp(B) 2.92 lsiar daded) jolall gas )oY olal 8 5aly adde iijy adleal) aae )
glob I ALl (anias adle Cijy acldll ) toolad) (e Basly Bang laier JUEN) Laiy
Exp(B) .343 (daan)) Jlial) Hlates Lasdeadl dyscslaall dalladl)
Aoy e S adlsall il sy of ) dsaall ey EXP(B) Gllaial) dows Hdge s (Y
Aol (2.920) Adlaial) das gl Cun dualadll dalladl 5l3Y) O e uled) i
.(0.343) Lulaall gsn il daclly alo Lai ¢ adlsal) il
adlgy dgng Jb & Al Sl canatl i) ST 0 play) o ) Gaw Lae paling
Llae aefeall o Al dpalad) julee Gad b 8 Gl ¢ adlon agag aan Alke
B i L sag ¢ uladll g 5l e DS 05 )Y e adlsall ik ol ¢ goalually
S gl e ulaall goil spina il agasl CEN Gyl (miyy ¢ Jo¥) Gl Jsd
 Allal) il g8 iy ot e adl gall dagbs g lacall £ g8 Joli il
adlsally ulad) Jelin il laadll Slasy) dalail) clajis (15,16,17) Jghall mass
sl Chaias ¢ zisaill adlay ¢ zigaill Disine Cus e HIY) LB e

(U= zigal yadla)Table 15
Model Fitting Information

Model Fitting
Criteria Likelihood Ratio Tests
-2 Log
Model Likelihood Chi-Square df Sig.
Intercept Only 52.207
Final 16.503 35.704 3 .000

(WY gigal 4 5aa) Table 16
Likelihood Ratio Tests

Model Fitting
Criteria Likelihood Ratio Tests
-2 Log
Likelihood of
Effect Reduced Model  Chi-Square df Sig.
Intercept 16.503% .000 0 .
Types of Groubs 52.207 35.704 3 .000

(V1) zagal @l i) Table 17
Parameter Estimates

95% Confidence
Interval for Exp(B)

Std. Lower Upper
Lease accounting decision® B Error  Wald df Sig. Exp(B) Bound Bound
Operating  Intercept -477- 300 2526 1 .112
Lease [Types of Groubs=1] .020  .420  .002 1 .962 1.020  .448 2.322
[Types of Groubs=2] 2.245 507 19582 1 .000 9.437 3.492 25.502
[Types of Groubs=3] -.098- 421 055 1 .815 .906 .397 2.066
[Types of Groubs=4] 0° ) 0

a. The reference category is: Capital Lease.
b. This parameter is set to zero because it is redundant.
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i Lo o adlsdll dawhy ulaall g delin o) (15,16) calsasll e i ()
dusine e ¢ bl dnulad) dalledl goi paldl) 331 IE 4 sl (e (35.704)
:0.05 (e Jil 5 510.=0.000 f us JS€ 7 3gaill
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35 e Al deganall o JUEN] &5 1Y) 2.245 Ly ai (Slaad) Llad) ade IS
cloill uld e adlsy 3a9 ) (Group 4) (GAAP U.LS) acldll gl e adlso
0.05 (e 81 (5ig.=.000) bl dusina wa « (Group 2) (GAAP U.S)
DS dalledll Ll Jilae (A p)la) lidn HlaglS dadladlly 5)3Y) old Jlas) (¢
35n9 pre Aaaldll desanall o JUEN] 513 098 Lashy ey (L Alle o) Jlaud,
(salall Gukai aa adlgy gag 020 ) (Group 4) (GAAP U.S) aclsill Guli aa adlga
0.05 ;e Sl (5ig.=.815) gilill digiea a2e o ¢ (Group 1) (IFRS).

G5 aelsdll o A uledd) ulii ae adlss dsag Alls 8 4 Glld e ma
ST s Exp(B) dllaal) L of @y K505 ¢ Adlall i) Capas Ao LSl il ellia
23y Ao genall Ll (9.437) (aclst) o Al A5aY) yuleall pe adlsall) 50 de ganall
G g adlsd dgng axe Ll JBYI & ¢ IFRS &dsal) ulae ulss ae adlss 3585 (1)
S i) daia sl @ ag ¢ ualll L e Llad) layh 05 s Adsl ulal
POk gl Jala o AU gial)
Chlaa) s caly By ¢ Ll LIl gaay eddiee o die (o plitud abg &S
¢ laglaall Mo ¢ i) ) Al QAN cerdiee S £0 Lgie A 40 dallal
Al game Jidi £0 5 ¢ (Hoidly Ol xie i g3ae ¢ Claalall Gas dia eliac
Gl 9 el laladl paaty ddjee g ¢ QISAL DI @hIYL calalad) e LW
:(18)dsandl oS bl (g03l) (jlaallse T.Test, Mean, Levene's Test e lalaicl

Table 18
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By il Gl L 2l mana G851 Y 5 Gailsl Y Ly
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By 438 gall ) gall sasladll il gal) a2e 5ady Addlsall a2e alall elazy)
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Table 19
Independent Samples Test

Levene's

t-test for Equality of Test for
Means Equality of | Mean | N
Variances
Sig.(2-tailed) df t Sig. F

171 88 1.379 | 153 | 2.074 | 1.4889 | 45 | (seddiwa 201 9811 (e 3y 3all sl
171 87.792 | 1379 1.3111 | 45 e
.710 88 -.174- .236 7.827 1.8222 45 (adiiua Sali JiS) 4,085 Glald ) lua)
710 75.089 | -.174- 1.8889 | 45 §aa
642 88 467 | 967 | 002 | 2.0444 | 45 | ediiua isdbaall g aaliall (e siS) Abuadll) o) 8l o sl
642 87.728 467 1.9556 | 45 (§axa
460 88 -442- | 251 | 5570 | 3.7111 | 45 | (eeddiea Tl adl g8 Mas) B ST g Bl C el rlend)
.460 81.238 -.442- 3.8889 45 S
.604 88 -521- | 437 611 [ 40222 | 45 [ i | a8l dujlaall s ) gy 8T dlas) SILA gkl plewd)
.604 87.999 -.521- 4.1333 45 S
451 88 757 918 011 | 18444 | 45 | diiaa IFRS s (U.S.GAAP) _Liab s ,all lacddl
451 86.758 757 1.7333 | 45 S
374 88 .894 140 | 6.346 | 45778 | 45 | (ceddiwa IFRS& 5ol all &l ulas (2 8
.375 66.587 .894 4.4222 45 §ixa
.013 88 1.520 .110 6.809 3.5556 45 (A IFRSs U.S. GAAP & &l
.013 84.486 1.520 2.2000 45 S
904 88 -121- | 386 | 759 | 3.9333 | 45 | eidia 1,035 3 g3a g ads g plaall B CBA] 3 g0n g
.904 87.072 | -.121- 3.9556 | 45 e
143 76.023 | 1241 | 717 [ 2.053 | 16111 | 45 | addiaa TBAN 3 gaall (e ST Laae g g
143 7.342 1.241 1.9111 | 45 $da
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Dol Baga o el il dsag by e dualadll Glagleall paddioeg (53 B
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LSl Jgant il (el G Aulilly oY)
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Lol ¢ Dbl Slgall dlae]  2ie By e o (el Fladd) Loy dnae g0 auiag
Adgall ulaally L5631 ulaall o ol

a2l 0.05 o ST Sig.(2-tailed) dad culS Gum Il Gy (gsiee DRI Jsag axc
Creadiaall oladl € s IFRS 5 U.S. GAAP (@l e sliial <l paial)
0.05 e &l Sig=0.013 desd culSy « Aadlgall pre Cpanall sladl Loty dadlsall
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Independent Samples Test las) =5t (20) Jgaall pecas 1 pualddl il sl =¥

c Sl sase e adlsall 80 Jea AL )l (saray cediioes oladl Ad el
Table 20
Independent Samples Test

Levene's
t-test for Equality of Means E;S:Ji{)?rof Mean | N
Variances
Sig.(2-tailed) df t Sig. F
.884 88 “146- | 380 | 777 | 2510 | 45 | ceidiam | i g 08 | sall 1] Al Al g o) 5 (ha 510Y) Anid
.884 82.880 | -.146- 1.822 | 45 e
793 88 .263 128 | 2.361 | 4.23 | 45 | ediiua 29 24 g1 5 Al B gk 2539 pie
793 86.057 .263 4355 | 45 e
214 88 -1.251- | 617 | 251 | 4.23 | 45 | eadiea o gk gl deliall 1 Jguasll Ay & Ungiuda 3909 pi
214 86.602 | -1.251- 4.355 | 45 ga
910 88 114 328 | 968 | 2.341 | 45 | el pgeadl] A AN (6 i B (e Apadld (B ga) adl o
910 86.256 114 1.867 | 45 ga
834 88 210 784 | 075 [ 1.759 | 45 | esiiaa AS Al 513 Ada 30 5 AR J gl
834 87.997 210 2495 | 45 e
.281 88 1.084 | .806 | .061 | 4.444 | 45 | eddiwa A8 a0 5 )00 Aok 301 5 8) juad
.281 87.480 1.084 3944 | 45 g
.068 88 -1.847- | 236 | 1.425 | 3.414 | 45 | eddiwa AS yally Jandl 31090 2Blad 1 5¥) <l il
.068 87.991 | -1.847- 4378 | 45 e
.662 88 -438- | 361 | .843 | 4.178 | 45 | i AS AL 811 a1 5 AN i Al
.662 86.059 -.438- 4.267 | 45 ga
.705 88 -.380- | 644 | 215 | 3.222 | 45 | i J3aa 2 b jda ) AR (B b jha Cp gl S
.705 84.793 | -.380- 2623 | 45 ga
145 88 -1.469- | 418 | 662 | 4.000 | 45 | eddica Al g agbadll (8 s jda Cppdall S
146 87.966 | -1.469- 4533 | 45 g
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