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Accounting standards are one of the most important items that
auditors are exposed to in the field of financial reporting, and due to
the reaction of the accounting and auditing profession to the
changes in the business environment, the aforementioned
standards are constantly being changed and updated. The setting of
standards is influenced by the approaches (principle-based
approach and rule-based approach) that the setters of standards
choose when setting and approving them. The current research
sought to investigate the impact of accounting standards
development approaches on the assurance level and the level of
diagnostic and non-diagnostic evidence requested by auditors. In
this regard, this issue was investigated by using the modelling of
structural equations and a quasi-experimental scenario that was
manipulated in two levels. The findings from the participation of
212 members of Iranian CPAs (independent auditors) indicated that
principles-based standards have a positive and significant effect on
the level of diagnostic and non-diagnostic evidence requested by the
auditor. This result proves that the ambiguity in principles-based
standards will lead to the auditor's effort to obtain more evidence of
both diagnostic and non-diagnostic types. In addition, the obtained
results showed that the accounting standards-setting approaches
do not have a significant effect on the level of confidence in the
decision-making of the research subjects.
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EXTENDED ABSTRACT

Introduction

The degree of openness or generality of accounting standards determines the degree of
pure obedience of the auditor to the standard or the use of his professional judgment. The
meaning of the approach is the two dominant approaches based on principles and based on
rules, which are used in the setting of accounting standards. These two approaches are the
two main and inclusive approaches in the field of accounting standards setting. Principles-
based accounting standards are general standards and require judgment. In contrast, rule-
based accounting standards are detailed standards with objective red lines. The auditor's
use of his professional judgment or mere compliance with accounting standards can affect
the amount and type of audit evidence requested as well as the level of confidence in his
decisions. Therefore, it can be predicted that the approaches to developing accounting
standards will be effective in the level of confidence and the level of diagnostic and non-
diagnostic evidence requested by auditors. The importance of this issue is doubled due to
the role of auditors in the transparency and accreditation of financial and economic
information. Auditors, as external independent observers, play an important role in
protecting the financial information of companies. Considering accounting standards as a
guide, they comment on the fairness of presenting financial statements. Furthermore,
auditors should be able to justify their judgment on the compliance of accounting
transactions and events with the relevant accounting standards, against the evaluation of
investors, capital market observers and judicial authorities in a proper way and be
accountable. Accounting standards may vary in terms of clarity and complexity and hence
require more judgment and, as a result, obtain more quality and reliable evidence. Several
studies have examined the effect of the type of accounting standards on auditors' judgment,
level of evidence required, and assurance (for example, Trumpeter, 1994; Hackenbrock and
Nelson, 1996; Ng and Tan, 2003; Segovia et al, 2009; Peytcheva et al,, 2014) and have
reached somewhat contradictory results. Therefore, the current research sought to examine
the role of accounting standards-setting approaches in the level of confidence and the level
of diagnostic and non-diagnostic evidence requested by auditors.

Methodology

According to the problem, goals, use of scenario and the society covered by the current
research, this research is classified as a quasi-experimental research from the point of view
of the method. In the current research, different subjects were used in each of the different
conditions (principles-based accounting standard and rules-based accounting standard), so
the complete design of this research was a post-test-only inter-subject design. The purpose
of this research was applied research. Two main methods were used to collect information.
First, to explain the theoretical literature of the research, data was collected for the
theoretical foundations using the library method. After the theoretical study, by presenting
the scenario to the research subjects, putting them in a decision-making situation, and then
presenting a questionnaire and obtaining opinions from the subjects, the data was analyzed
to test the research hypotheses. The variables of the current research included the type of
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accounting standards, the level of confidence in decision-making, and the level of evidence
requested by the auditor (diagnostic and non-diagnostic).

Results and discussion

First hypothesis: According to the first hypothesis, auditors obtain more diagnostic
evidence when using principles-based standards compared to rules-based standards. The
obtained results showed that this hypothesis cannot be rejected. In other words, the path
coefficient of the type of accounting standards towards the requested diagnostic evidence
(0.242) and also the t-statistic related to this path (3.646) confirmed that this hypothesis is
not rejected at the confidence level of 99%. This finding shows that auditors, when using
principle-based standards, attempt to increase the accuracy of their decision by obtaining
relevant and effective evidence on the decision-making process.

Second hypothesis: According to the second hypothesis of the research, auditors
obtain more non-diagnostic evidence when using principles-based standards compared
to rules-based standards. The coefficient of the path of the standard type towards
requested non-diagnostic evidence (0.695) and also the t-statistic related to this path
(20.485) confirmed that this hypothesis is not rejected at the confidence level of 99%.
This result confirmed that auditors obtain more non-diagnostic evidence when faced with
principles-based accounting standards.

Third hypothesis: Based on the third hypothesis of the research, auditors make decisions
with less confidence when using principles-based standards compared to rules-based
standards. The coefficient of the path of the standard type towards the level of confidence in
decision-making (0.040) and also the t-statistic related to this path (0.600) confirm that this
hypothesis is rejected. The findings from the test of this hypothesis indicated that the type
of accounting standards does not affect the auditor’s level of confidence in decision-making.

Conclusion

Accounting standards and their level of clarity or generality can affect auditors'
judgments about the level and type of evidence required for decision-making and the
confidence level of the decision made. Considering the mentioned issue, the present
research investigated the role of accounting standards development approaches in the level
of requested diagnostic and non-diagnostic evidence and the confidence level of Iranian
auditors. The findings of the test of the first and second hypotheses of the research showed
that the approaches to formulating accounting standards affect the level of diagnostic and
non-diagnostic evidence requested by auditors. This result is consistent with the research
results of Libby et al. (2004), Peytcheva et al. (2014) and Boile (2024). It is recommended to
Iran's accounting standards setting committee, until the full adoption of international
financial reporting standards, to put the principles-based approach in the setting of
accounting standards as much as possible. Finally, the artificiality of the conditions and
scenarios for the research subjects was one of the limitations and challenges that may
change the results of the current research.
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