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The present research focuses on the conservatism characteristic of public
sector accounting; Because one of the things that has been neglected in the
public sector accounting literature is the public sector accounting
conservatism. In this regard, the aim of this research is to provide a model to
identify the environmental and political factors affecting the public sector
accounting conservatism. In terms of research orientations, the current
study is a combination of applied and developmental studies. The statistical
population includes academic and professional experts who work in the field
of public sector financial reporting. The results indicate that the 19
environmental factors indicators were finally approved by the fuzzy
screening technique are classified into one level using the interpretative
structural method. Also, the 20 political factors indicators were finally
approved by the fuzzy screening technique are classified into six levels using
the interpretative structural method. Moreover, the results related to the
fuzzy analytic network process showed that the index of "financial manager
gender” is the most important index among the indices of environmental
factors. The "cultural worthiness" index is in the second place and the
"organizational environment" index is in the third place of environmental
factors. The results related to the political factors showed that the index of
"the government political ideology" is the most important index, and the
indexes of “political competition” and “political incentives for reporting”
were ranked second and third in importance, respectively. The findings of
this research will be of great interest to managers, regulators, and those that
engage in academic research in the nonprofit sector as they provide initial
insights into the properties of accounting conservatism in this important
sector of the economy.
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EXTENDED ABSTRACT

Introduction

Conservatism is an important and prevalent feature of financial reporting that
has been studied extensively in the for-profit sector both in public (Basu, 1997;
Ball et al., 2000; Givoly and Hayn, 2000; Ahmed et al.,, 2002; Watts, 2003; Beaver
and Ryan, 2005) and private (Ball and Shivakumar, 2005; Hope et al., 2013)
company settings. We draw from this literature to motivate our work given that
the non-profit setting shares characteristics with both public and private for-
profit companies. Since the seminal work of Basu (1997), empirical research on
accounting conservatism has prospered (Zhong and Li, 2017) by primarily
examining publicly listed companies. Researchers also examine accounting
conservatism in other settings, such as family firms (Chen et al., 2014; Raithatha
and Shaw, 2019), privately held firms (Ball and Shivakumar, 2005; Cano-
Rodriguez, 2010; Haw et al,, 2014; Baik et al., 2020), and across countries (Ball
et al. 2000; Bushman and Piotroski, 2006). While the literature has examined
many aspects of conservatism, accounting conservatism in the Iranian public
sector remains unexplored. This is despite the fact that recently, in an
experimental study, Czifra et al. (2023) discussed the difference in the accounting
conservatism of the public sector in the jurisdictions of Canada and the United
States and pointed out some of the determining factors and their consequences.
Farshadfar et al. (2022) have shown that there is no accounting conservatism in
the Canadian public sector. Moreover, Altamuro and Harris (2023) investigated
the accounting conservatism of non-profit organizations in another empirical
study. They showed that non-profit organizations in the United States provide
conservative financial reports. These three articles are the first empirical studies
that mentioned the conservatism of public sector accounting and researched this
issue. This shows that the conservatism of public sector accounting is one of the
most unknown parameters in the field of accounting and finance that should be
paid more attention to. This subject was explored in the present research because
accounting conservatism is an important property of financial reporting that has
been widely studied (Sterling, 1967; Sterling, 1970; Kanagaretnam et al., 2014;
Zhong and Li, 2017). More important to our context, government accounting
conservatism directly affects the reported budgetary balance (surplus or deficit)
and, as a result, can have significant economic, social, and policy implications
(Corsetti and Roubini, 1996) and may even affect electoral outcomes (Kido et al.,
2012). Furthermore, government accounting conservatism may have a broad
societal impact but is largely unexplored; in Iran, there are no known studies thus
far that have examined the issue of accounting conservatism. Therefore, the
present study focused on the conservatism characteristic of public sector
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accounting. Therefore, this research aimed to provide a model to identify the
environmental and political factors affecting public sector accounting
conservatism.

Methodology

In terms of research orientations, the current study was a combination of applied
and developmental studies. The statistical population included academic and
professional experts who worked in the field of public-sector financial reporting.
It seemed that adopting an interpretive approach was the best way among the
existing approaches of research methodology. The methods of fuzzy screening,
interpretive structure and fuzzy analytic network process were used for the
analyses. The measurement tool in this research was three questionnaires. The
CVR method was used to verify the validity of the constructed questionnaires.
Then, based on the answers of the Delphi panel members, the amount of CVR was
calculated. If the CVR value was greater than or equal to 0.41, the validity of that
index was confirmed. The obtained results were clear, considering that the value
of the CVR scale was greater than 0.41, and the content validity of the
environmental and political indicators affecting the public sector accounting
conservatism in Iran was confirmed. In addition, to determine the reliability of
the questionnaire, in this research, Cronbach's alpha coefficient was used
through SPSS-24 software, and Cronbach's alpha coefficient for environmental
and political indicators affecting the public sector accounting conservatism in
Iran was equal to 0.76 and 0.81, respectively (higher optimal value from 0.7).

Results and Discussion

The results indicated that the 19 environmental factor indicators were finally
approved by the fuzzy screening technique and classified into one level using the
interpretative structural method. In addition, the 20 political factor indicators
that were finally approved by the fuzzy screening technique were classified into
six levels using the interpretative structural method. The results related to the
fuzzy analytic network process showed that the index of "financial manager
gender" was the most important index among the indices of environmental
factors; the "cultural worthiness" index ranked second while the "organizational
environment” index ranked third. The results related to the political factors
showed that the index of "the government political ideology" was the most
important, followed by the indexes of “political competition” and “political
incentives for reporting" in the order mentioned.
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Conclusions

The present study contributed to the literature on public sector financial
reporting by studying accounting conservatism, an important yet overlooked
aspect of government financial reporting. Future research can extend this line of
research by identifying other determinants and consequences of government
accounting conservatism. For example, future studies can examine whether
greater conservatism eases accessibility to external funding and whether it
allows governments to borrow at a lower interest rate.

The main limitations of this research included the lack of sufficient motivation
among the expert community to actively participate in the research, the inherent
limitations related to the measurement tool (questionnaire) and the lack of
similar backgrounds to the present article, which limited the possibility of
comparing the evidence of this study with other studies. Notwithstanding these
limitations, the authors believe the findings will be of great interest to managers,
regulators, and those who engage in academic research in the non-profit sector
as they provide initial insights into the properties of accounting conservatism in
this important sector of the economy. Moreover, these limitations provide
potential avenues for future research concerning the characteristics of non-profit
financial reporting, and how information is accessed and used by non-profit
organization stakeholders.
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