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Abstract:

This study aims to investigate the impact of adopting International Financial Reporting Standards (IFRS) on ./

the accounting quality of companies listed on the Tehran Stock Exchange (TSE). The research is applied

and descriptive, employing a panel data method with a fixed-effects approach. The statistical population comprised all companies listed on
the TSE between 2014 and 2022. Using systematic elimination, 118 firms were selected. Data were collected from audited financial
statements and official databases such as CODAL, and analyzed using EViews12. Accounting quality was measured by two indicators:
changes in net income and the ratio of changes in net income to changes in operating cash flows. Regression analysis results revealed that
IFRS adoption has a positive and significant impact on accounting quality. Specifically, a one-unit increase in the IFRS variable corresponded
to a 0.19-unit increase in the accounting quality metric (p<0.01). Control variables including auditor quality, financial leverage, firm size,
and growth opportunities also showed positive and significant effects. The model’s coefficient of determination (R2=0.79) indicated a high
explanatory power. The implementation of IFRS enhances accounting quality and improves financial transparency among TSE-listed firms.
These findings suggest that IFRS adoption can increase comparability, reduce earnings management, and strengthen investor protection.
Accordingly, regulators and market participants are encouraged to promote and mandate IFRS application in financial reporting.
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Extended Abstract

Introduction

The globalization of capital markets and the increasing interconnectedness of economic activities have significantly
heightened the need for transparent, reliable, and comparable financial reporting. The International Financial Reporting
Standards (IFRS) have emerged as a globally recognized framework intended to harmonize accounting practices, enhance the
quality of financial reporting, and improve decision-making for a wide range of stakeholders (Bathla et al., 2024). IFRS
adoption aims to reduce information asymmetry, strengthen investor confidence, and enable cross-border comparability of
financial statements, thereby contributing to market efficiency (Adhikari et al., 2021). Many empirical studies have found that
IFRS adoption leads to improved earnings quality, increased accounting conservatism, reduced earnings management, and
enhanced information transparency (Saadi et al., 2023). However, the actual benefits may vary across countries and
industries, as the impact of IFRS depends heavily on institutional settings, enforcement mechanisms, and the quality of
auditing (Etemadi et al., 2018).

Evidence from developed economies suggests that IFRS adoption can significantly improve financial reporting quality, but
these effects are not uniform. For instance, research in Canada revealed that mandatory IFRS adoption yielded more
substantial benefits for small public firms compared to larger ones, due to the relative improvement in the reliability and
value relevance of accounting information (Wakil & Petruska, 2022). In Saudi Arabia, the shift from national Generally
Accepted Accounting Principles (GAAP) to IFRS improved the comparability and relevance of financial statements, with
enhanced disclosure quality observed across listed companies (Nurunnabi et al., 2022). Similarly, in the Korean market,
transitioning from domestic accounting standards to IFRS led to measurable improvements in timely loss recognition and
reduced earnings management, reflecting the potential of IFRS to enhance accounting quality when accompanied by strong
regulatory oversight (Key & Kim, 2020).

In the Iranian context, the Securities and Exchange Organization mandated IFRS-based financial reporting for banks,
insurance companies, and large listed firms beginning in 2016. This policy shift represented a significant milestone in aligning
Iran’s financial reporting practices with global standards (Rahmani et al., 2021). Domestic studies have suggested that IFRS
adoption in Iran could lead to better recognition and measurement processes, improved disclosure practices, and higher
transparency in financial statements (Karami et al., 2022). Nevertheless, these benefits are contingent upon the commitment
of companies to accurate implementation and the capacity of auditors to ensure compliance (Eslami Zarei et al., 2025).

IFRS adoption also limits managerial discretion in choosing accounting policies, thereby reducing opportunities for
opportunistic earnings management (Asadi Nahari et al., 2020). This aligns with broader literature emphasizing that IFRS’s
strict disclosure requirements can lower agency costs and improve decision-making for investors (Fakhari & Amiri, 2019).
However, some studies caution that without robust enforcement and institutional reforms, IFRS adoption alone may not
guarantee enhanced reporting quality (Adhikari et al., 2021). Technological developments, including artificial intelligence
tools in auditing, have the potential to support IFRS compliance and strengthen audit quality (Zarei et al., 2024). Moreover,
research indicates that industry-specific factors, such as competition intensity, can influence how IFRS adoption affects
disclosure behavior, particularly for forward-looking information (Yoo & Kim, 2023).

Given these considerations, examining the effects of IFRS adoption on accounting quality in the Tehran Stock Exchange

(TSE) is both timely and necessary. This study aims to empirically test the impact of IFRS implementation on accounting
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quality, using earnings change measures and the ratio of earnings changes to operating cash flow changes as proxies. In doing
so, it contributes to the literature by providing updated evidence from Iran, incorporating recent data, and considering firm-
specific factors such as size, leverage, growth opportunities, and audit quality.

Methods and Materials

This applied, descriptive research employed a panel data methodology with a fixed-effects approach. The statistical
population comprised all companies listed on the Tehran Stock Exchange between 2014 and 2022. Using systematic
elimination criteria, a sample of 118 firms was selected. The criteria required uninterrupted activity during the study period,
availability of audited financial statements, a fiscal year ending on March 20, and the absence of mergers or acquisitions.

Data were collected from official sources including the Codal system, the TSE website, and other regulatory disclosures.
The dependent variable, accounting quality, was measured using two indicators: (1) the change in net income and (2) the
ratio of the change in net income to the change in operating cash flows. These measures serve as proxies for earnings
management, with larger values indicating lower earnings manipulation. The independent variable, IFRS adoption, was
defined as a dummy variable equal to 1 for fiscal years 2016 onward (post-adoption) and 0 otherwise. Control variables
included financial leverage (total debt to total assets), growth opportunities (sales growth rate), firm size (natural logarithm
of total assets), and audit quality (dummy variable for audits conducted by the Audit Organization).

Panel data regression models were estimated using EViews 12. Statistical tests, including the F-Limer test, Hausman test,
and diagnostic checks for normality, heteroscedasticity, autocorrelation, and multicollinearity, were conducted to ensure
model validity.

Findings

The panel regression analysis confirmed that IFRS adoption had a positive and statistically significant effect on accounting
quality for the sampled firms. Specifically, a one-unit increase in the IFRS adoption indicator corresponded to a 0.19-unit
increase in the accounting quality measure, significant at the 1% level. Audit quality also exhibited a significant positive
impact, with higher-quality auditors associated with improved financial reporting quality.

Financial leverage was positively associated with accounting quality, suggesting that more leveraged firms may seek to
enhance reporting transparency to maintain creditor trust. Firm size demonstrated a positive and significant relationship with
accounting quality, indicating that larger companies, with more resources and higher public scrutiny, are better positioned
to comply with IFRS requirements. Similarly, growth opportunities had a strong positive effect, highlighting that expanding
firms may adopt higher reporting standards to attract external capital.

The models demonstrated high explanatory power, with an R? of 0.79, indicating that the independent and control
variables collectively explained 79% of the variation in accounting quality. The Durbin-Watson statistic indicated no significant
autocorrelation, and diagnostic tests confirmed the absence of multicollinearity and heteroscedasticity.

Discussion and Conclusion

The findings of this study provide empirical evidence that IFRS adoption has materially improved accounting quality in TSE-
listed companies. This supports the argument that a harmonized global accounting framework can enhance the reliability and
comparability of financial information in emerging markets. The improvement in accounting quality post-adoption aligns with

prior research showing reduced earnings management and enhanced disclosure quality following IFRS implementation.
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The significant role of audit quality as a complementary factor reinforces the notion that standards alone are insufficient;
rigorous enforcement and high-quality audits are essential for realizing the benefits of IFRS. The positive association between
firm size and accounting quality suggests that larger firms are better equipped to meet the demands of IFRS, possibly due to
their greater financial and human resources. Likewise, the observed effect of financial leverage indicates that capital structure
considerations can incentivize firms to improve reporting quality as a means of maintaining access to credit.

These results contribute to the ongoing debate on whether IFRS adoption yields consistent benefits across different
institutional contexts. While the findings here are generally positive, they also point to the importance of contextual factors
such as audit capacity, firm characteristics, and market oversight in shaping outcomes. The Iranian experience demonstrates
that with appropriate regulatory mandates, IFRS can foster greater transparency and investor confidence in financial
reporting.

In conclusion, this study not only confirms the value of IFRS adoption for improving accounting quality in the Iranian capital
market but also underscores the necessity of supporting measures, such as strengthening audit quality and ensuring
compliance through effective oversight. The combination of global standards, robust enforcement, and capable auditing can

significantly enhance the credibility and utility of financial reports, benefiting investors, regulators, and the broader economy.
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