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ABSTRACT

The purpose of this study is to examine the influence of national culture on
accountants’ application of financial reporting rules. In particular, this study examines
the extent to which Malaysian and Tunisian accountants differ in applying their
professional judgments to contingencies. In the light of the IAS 37:’Provisions,
Contingent Liabilities and Contingent Assets’ accountants directly involved in the
financial reporting process in commercial banks in Tunisia and Malaysia were asked
to make an accounting professional judgment related to contingent assets and
contingent liabilities recognition and disclosure. Based on Gray’s (1988) accounting
and culture framework, this study developed two hypotheses to test the conservatism
and secrecy levels of the two groups of participants. This study hypothesized that
Malaysian accountants would be more likely to recognize contingent liabilities and
less likely to recognize contingent assets (more conservative) than Tunisian
accountants (H1). It also hypothesizes that Malaysian accountants would be more
likely to disclose the existence of contingent assets and contingent liabilities in the
notes of the financial statements (more secretive) than Tunisian accountants (H2).
Based on responses of 56 Tunisian accountants and 49 Malaysian accountants, the
study performed a univariate regression analysis to test the two hypotheses. The study
found partial support for the conservatism hypothesis (H1). This is where Malaysian
accountants were more likely to recognize both contingent assets and contingent
liabilities than Tunisian accountants. The results do not support the secrecy hypothesis
H2. Contrary to expectations, Tunisian accountant were less likely to disclose
contingent assets and contingent liabilities (i.e., were more secretive) than Malaysian
accountants. Overall, the study did not find that culture has a strong impact on
Malaysian and Tunisian accountants’ professional judgments related to contingency
recognition and disclosure. Furthermore, an evaluation of participants’ mean of
recognition and disclosure judgments revealed that no significant difference existed
between the two sample groups’ decisions. This is considered as good news for the
implementation of an international financial reporting standard which promotes the
international accounting harmonization. This may also support the IASB’s objective
of enhancing a greater cross-cultural financial statements’ comparability.



Eondl Lo

A G B slas) e aib ) Bl 5T anl s ge dul,all sda e o A
8T 3 Iy e ) Gl Ol s Bl > o gad amy e
(laasdl" 37 dwbead) & gl bl e o0 3 105l sl oV e dalall agl
& AW L slael 5 ale O seall ) Malaztl Ol s g dlez) ol Gl
pradly d oW o s oSl g by Ly 5 3 dlnd) Ll
Lol ods oy o (1988) wladly 2wl gl g alls 1) Islzal L35,
oda 2l oS O e gemad] & )y AL b s Y e B
SN ao e ST 05,58 Caw oW ) OF LoV ab 4l 3 a1l
o) e (Uaid STy Olas I gl O e ds e il dlexdt ol ULl
ST 05558 Oaw sl ) OF o i W) 2o ) O o (3 Cpanns 30
e ol 3 el Sllblly wlis )l Jgol sy e aaSl as e
Beo ) S w83 Ayl Sd g e ) B a (B ST AW SUL
Ol sl e G Ol hs e ST o Ul el OF el kil
R G VR e B 1 G oo e | R WL R R C PN
(e STy ety IVl o i8S ao o Bl b i s3) el 2] ¢ U3 )
e U Wl aldi Bl O e el o bsae L op W) Gl e
o iy OVl 3 dkall ol Gy e 53 el 2gl) AKSY)
i8Sy AN e oS il O e ¢ 23 s 500 il skl oYL
sl (S8 AN 3 oSl e g el Cp S OBt e gl o |
M P IE PNV PP R KPRV WIIURE R WOR UP 2= P EN R
o A e B Bl e 2 O es Ll e 05 W2l

LW S SBLE wbls



APPROVAL PAGE

| certify that | have supervised and read this study and that in my opinion it conforms
to acceptable standards of scholarly presentation and is fully adequate, in scope and
quality, as a dissertation for the degree of Master of Science in Accounting.

Abdul Rahim Abdul Rahman
Supervisor

| certify that | have read this study and that in my opinion it conforms to acceptable
standards of scholarly presentation and is fully adequate, in scope and quality, as a
dissertation for the degree of Master of Science in Accounting.

Fatimah Abdul Hamid
Examiner

This dissertation was submitted to the Department of Accounting and is accepted as a
fulfilment of the requirement for the degree of Master of Science in Accounting.

Hafiz Majdi Abd. Rasyid
Head, Department of Accounting

This dissertation was submitted to the Kulliyyah of Economics and Management
Sciences and is accepted as a fulfilment of the requirement for the degree of Master of
Science in Accounting.

Khalig Ahmad
Dean, Kulliyyah of Economics
and Management Sciences



DECLARATION

| hereby declare that this dissertation is the result of my own investigation, except

where otherwise stated. | also declare that it has not been previously or concurrently

submitted as a whole for any other degrees at [IUM or other institutions.

Eljammi Jihen

SIgNature ......ccoceeevvececieceens Date.....cccooveveveececiecenn,



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION
OF FAIR USE UNPUBLISHED RESEARCH

Copyright © 2012 by International Islamic University Malaysia. All rights reserved.

THE IMPACT OF CULTURE ON ACCOUNTANTS’ PROFESSIONAL
JUDGMENTS IN THE BANKING INDUSTRY: THE CASE OF TUNISIAN
AND MALAYSIAN ACCOUNTANTS

| hereby affirm that The International Islamic University (IITUM) holds all rights in the
copyright of this work and henceforth any reproduction or use in any form or by
means whatsoever is prohibited without the written consent of I1IUM. No part of this
unpublished research may be reproduces, stored in a retrieval system, or transmitted,
in any form or by means, electronic, mechanical, photocopying, recording or

otherwise without prior written permission of the copyright holder.

Affirmed by Eljammi Jihen.

Signature Date

Vi




Dedicated to
My beloved parents
Al Eljammi and Sihem Ksouri
to my brother Wajdi and sister Eya,
To my husband Mohamed Sofiene Ayadi
and to my daughter Lina Soufia

vii



ACKNOWLEDGEMENTS

In the name of Allah, the Most Gracious and the Most Merciful. Praise be to Allah,
the Lord of this Universe and His Messenger, Muhammad PBUH. | am very grateful
and thankful to Allah for the blessings, guidance and health that He has given me
throughout my study period. Without His mercy, | would not have been able to
complete my study as required.

| would like to acknowledge my appreciation to everyone who was
involved and contributed in the completion of this dissertation. Firstly, | would like to
convey my sincere appreciation to Prof. Dr. Abdul Rahim Abdul Rahman for the
support, guidance, time, and spirit. 1 gained invaluable experience and knowledge
working under his supervision which makes me feel honoured and grateful.

Secondly, I would like to thank all my lecturers in the HIUM — Dr. Hafiz Majdi
Abd Rasyid, Dr. Nik Nazli Nik Ahmad, Dr. Nazli Anum Mohd. Ghazali, Dr. Fatima
Abd Hamid, and Dr Shahul Hameed Mohd. Ibrahim — for their knowledge and
support.

Thirdly, 1 would like to express my sincere recognition to every person who
has participated in answering the questionnaires as well as those who helped me in
collecting them from the Malaysian and Tunisian banks.

Lastly, I would like to convey my greatest appreciation to my beloved family
which gave me the support and encouragements | really needed. I am very thankful to
my parents - Ali Eljammi and Sihem Ksouri, my brother - Wajdi, and my adored
sister- Eya. My sincere gratitude and recognition go to my beloved husband -
Mohamed Sofiene Ayadi for his moral and financial support, encouragement and
understanding. I also would like to thank my brother-in-law Adel Ayadi and my sister
in-law Roumayla Ayadi for their support. I am also thankful for my cutest little
daughter Lina Soufia for enlightening my life with her beautiful smile that gave me
hope and strength.

Thank you and may Allah bless you all.

viii



TABLE OF CONTENTS

ADSTTACT ... i
ADSEFACE IN ATADIC ...t ne e ii
APPIOVAL PAJE.....eoiiiiiice ettt iv
DECIAratioN PAGE .....c.veuiiieieieite it %
(000 0) Y gL o 0 =T TSP Vi
=T [Tor= U o] g I - Vo TSRS vii
ACKNOWIBAGMENES.......eiiiiiiiece et enes viii
LISt OF TADIES ... e xi
LISt OF FIQUIES ettt neenne e Xii
List OF ADDIEVIAtIONS .....ooiiiiiiieece e xiii
CHAPTER 1: INTODUCTION ..ottt 1
1.1 Background Of the STUAY .........cceveiriiriiiireeeeee e, 1
1.2 Motivations of the StUdY ..o 6
1.3 Objectives of the STUAY ..........cccoiiiiiie e, 8
1.4 Contributions of the StUdY .........ccceviiiiieee e 10
1.5 Organization of the TheSIS ........cccceiiiiiiiiiee e, 13

CHAPTER 2: INTERNATIONAL ACCOUNTING HARMONIZATION &

CULTURE: AREVIEW OF LITERATURE .......coveoveieeeecec e, 15
2.1 INTFOAUCTION ...t e 15
2.2 International Accounting Harmonization............cccceceveicieneneicnenen, 16

2.2.1 Defining Harmonization ...........c.ccceeviveieeve e 16
2.2.2 Advantages and obstacles towards International accounting
HArMONIZALION........ovviieie et 17
2.3 Development of IFRS and Accounting CONVergence...........cccceovevennen. 20
2.3. 1 HisStory Of IFRS ......ooiiiiecece e 20
2.3.2 Convergence With TAS/IFRS ... 22
2.3.3 Benefits of IFRS CONVEIGENCE ......ccvvvvveiieiiie e 25
2.3.4 Challenges of IFRS CONVEIgENCE .......ccccveeeieieiienie s 27
2.4 The Impact of Culture on ACCOUNEING ....oovvevviieiieeececeee e 29
2.4.1 The relationship between cultural values and financial
reporting systems at the country level...........cccoocooeiiiiicccic e 29
2.4.2 The relationship between cultural values and financial
reporting systems at the individual level..............cccooeiiiiiiiiiiiccen, 37
2.4.3 Secrecy and the influence on disclosure ...........ccococviiiiiiinnne 42
2.4.4 Conservatism in financial reporting ........cccccoccvevieiiiesie e, 47
2.4.5 Summary of the chapter ... 52
2.4.6 Gap iNthe HErature.........cccveevee e 52



CHAPTER 3: ACCOUNTING, CULTURE AND THE BANKING

INDUSTRY IN TUNISIA AND MALAYSIA ...t 54
S L INEFOUUCTION ... e 54
3.2 Accounting and Culture in the Banking Industry ...........c.ccocoovviiinennn 54
3.3 Background of the Banking INdUStry ...........cccoveiiiiiiieie e 57

3.3.1 The Tunisian banking SECLON ..........ccovvveriiiniieie e 58
3.3.2 The Malaysia banking SECtOr ..........ccccevivevieeiiiic e, 60
3.4 Accounting RegQUIALIONS ...........coviiiieieieieeee e 62
3.4.1 The Tunisian accounting CONEXL ..........ceevverveiieeiieeresieseese e, 62
3.4.2 The Malaysian accounting CONEXt ..........cccevvrereieneneneeeeeeens 65
3.5 Accounting on CONLINGENCIES ........cevveeieieerieeie e e 67
3.5.1 IAS-37 Recognition and measurement requirements ................... 68
3.5.2 IAS 37 Disclosure requirements .........ccceevverveiieeieereseeseesieseesnens 70
3.5.3 Tunisian practice on CONtINGENCIES .........coververvirierierinieseeeeeeeens 73
3.5.4 The Malaysian practice on Contingencies ...........ccocevvvververeseennen, 76
3.6 Summary of the Chapter ..., 77

CHAPTER 4: RESEARCH METHODOLOGY .....cccoiiiiiiieniene s, 79
g I 1o oo [0 Tox 1 o o SRR 79
4.2 Research Objectives, questions and hypotheses .........ccccevvvevveieceennenn, 79
VG DT L W oto)] | [T £ o] RSP 91

4.3.1 Sample SEIECHION........ccviiiiicce e 91
4.3.2 Reasons behind the Choice of the Banking Sector ....................... 93
4.3.3 Reasons behind the choice of COUNtries.........ccocoevveiiiiiiiniciiennn, 95
I R V(o 1 - OSSR 95
4.3.3.2 MalaySIa.......ccveivieiiiieciese e 98
4.3.3.3 Main differences between Tunisia and Malaysia.............. 100
4.3.4 Method of data COlleCtion ............cccovviiiiiieiiee e 102
4.3.5 Professional judgment SCENArioS ..........covvrveierieneneniesesiesieeees 104
4.4 Instrument CONSEIUCLION..........cveieieierie e 107
4.4.1 Hofstede (2008) Values Survey Module (VSM) questionnaire....112
442 VAMADIES ..o 115
4.4.3 Data ANAIYSIS ...ttt 117
4.4.4 Method to accept or reject hypotheses.........cccevveeieeve e e, 119
4.4.5 Theoretical Framework ... 119
4.5 Summary of the ChapLer ..o 122

CHAPTER 5: ANALYSIS AND FINDINGS ......cccoviiiiiieeie e, 124
T8 A [ 0o 1 o4 1 o SR 124
5.2 Response Rate and DemographiCs.........cccovveiieiiieiieiie e 124
5.3 Experimental CheCK ..o 126
5.4 Results and FINAINGS .....cccvveiiiiieeiiciie e 129

5.4.1 The Effect of Culture on Accountants’ Conservatism.................. 129
5.4.2 The Effect of Culture on Accountants’ SE€CIECY ........cccvvrrririvernnns 141
TSI 603 Tod 1115 o] o SR 152



CHAPTER 6: CONCLUSION......ccoiiiiiiiiii 154

6.1 Discussion of Results and Findings for the Study ..........c.ccoovviiennnen. 154
6.2 Contribution Of the StUdY........cccocveiieiice e 156
6.3 Limitations of the StUY.........ccooeiiiiiiiiie e, 160
6.4 Suggestion for Future ReSEarch ...........cccccevveveiieivece e 162
BIBLIOGRAPHY ..ottt a e anae e 164
APPENDICES ...ttt et e e na e e aane e 170

Xi



Table No
4.2-1

4.2-2

4.2-3
4.3-1
4.3-2
4.4
5.1

5.2

5.3
5.4
5.5
5.6
5.7

5.8

LIST OF TABLES

Cultural Index values for Arab World (Tunisia) and Malaysia
(Hofstede, 1980)

Cultural index values for Tunisia and Malaysia determined in
this study

Research Objectives, Research Questions and Hypotheses
List of commercial banks in Tunisia and Malaysia

Main differences between Tunisia and Malaysia
Summary of Analysis

Participants’ Demographics

Cultural index values for Tunisia and Malaysia determined in
this study compared to Hofstede’s (1980) original values

Results of Regression Analysis of H1

Tunisian and Malaysian Accountants’ Recognition Judgments
T-test Results for the Mean Recognition Judgments

Results of Regression Analysis of H2

Respondents’ Disclosure Judgments

T-test Results for the Mean Disclosure Judgments

xii

Page No
84

86

90
92
100
118
125

128

131
132
134
142
143

146



Figure No.
2.2

3.5

4.3

4.4-1

4.4-2

4.4-3

LIST OF FIGURES

Harmonization & Standardization (Tay & Parker,
1990)

Contingent liability disclosure as stipulated by IAS 37
(Friedrich et al., 2009)
Refinement of Gray’s framework (Tsakumis, 2007)

Outline of Research Methodology (adapted from
Tsakumis, 2007)

Theoretical Framework of the study

Culture, Societal Values and the Accounting
Subculture. (Gray, 1988)

Xiii

Page No.
16

72

106

111

119

121



AICPA
BCT
BVMT
BNM
BT
CICA
e.g.

Et al.
EU
FASB
FRF
FRS
GAAP
GDP
IAH
IASB
IAS
IASC
IC

i.e.
IFRS
MASB
MAS
IMF
IND
ITFC
MICPA
MYR
NC
NPL
olIC
PD
PERS
PLR
RO
ROSC
RQ
SEC
SIC
SME
TAS
TICA
TND

LIST OF ABBREVIATIONS

American Institute of Certified Public Accountants
Banque Centrale de Tunisie

Bourse des Valeurs Mobilieres de Tunisie
Bank Negara Malaysia

Banque de Tunisie

Canadian Institute of Chartered Accountants
(exempligrantia) : for example

(et alia) : and others

European Union

Financial Accounting Standard Board
Financial Reporting Foundation

Financial Reporting Standards

Generally Accepted Accounting Standards
Gross Domestic Product

International Accounting Harmonization
International Accounting Standards Board
International Accounting Standards
International Accounting Standards Committee
Intellectual Capital

(id est): that is

International Financial Reporting Standard
Malaysian Accounting Standard Board
Masculinity

International Monetary Fund

Individualism

International Islamic Trade and Finance Corporation
Malaysian Institute of Certified Public Accountants
Malaysian Ringgit

Norme Comptable

Non-Performing-Loans

Organization of Islamic Corporation

Power Distance

Private Entity Reporting Standards

Provision to Liability Ratio

Research Objective

Reports on the Observance of Standards and Codes
Research Question

Securities and Exchange Commission
Standards Interpretation Committee

Small and Medium size Entities

Tunisian Accounting Standards

Tunisian Institute of Chartered Accountants
Tunisian Dinar

Xiv



uiB Union Internationale des Banques
UA Uncertainty Avoidance
VSM Value Survey Module

XV



CHAPTER 1

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

This study was carried out to examine the effect of culture on accountants’ application
of financial reporting rules. In particular, to find out the extent to which Malaysian
and Tunisian accountants working in the banking industry differ in applying their
professional judgments toward non-performing loans contingencies. The term
“culture” as used in this study refers to national culture (Malaysian vs. Tunisian).

Environmental factors including legal systems, sources of external finance,
taxation systems, representation by professional accounting bodies, historical
inflation, economic and political events are used to help explain international
differences in accounting practices (see, for example, Nobes and Parker, 2004, pp. 17-
31). Another environmental factor that is considered as an important feature affecting
international accounting practice and financial reporting is culture.

Culture has been defined by Hofstede (2001) as “a collective programming of
the mind that distinguishes the members of one group or category of people from
another” and it could be the most studied factor in the attempt to explain the diversity
or harmony in accounting practice at the international level. Each human group shares
its own societal norms, consisting of common characteristics, such as a value system
which is adopted by the majority of constituents. Values are defined by Hofstede
(1980, p. 19) as ‘a broad tendency to prefer certain states of affairs over others’. It is
these definitions that have been widely adopted in accounting research to develop a

cultural framework to investigate international accounting differences. Besides,



culture represents “all those social, political and other factors which influence
individual’s behaviour”. Thus, culture is a more complex factor with the potential to
transcend national boundaries, while often has “less than universal acceptance within
national boundaries” (Hamid et al., 1993).

It is believed that all actions have intentions and meanings, and grounded in
social and historical practices. Hence, accounting as a social science is the output of
accountants’ thinking, interpretation and application of its rules, that need to be
studied from a social and cultural viewpoint in order to be able to distinguish each
country’s financial reporting practices from all others. This need is triggered by the
fact that accountants’ application of financial reporting rules is affected by their
countries’ societal and cultural values. In fact, human beings are unique and their
behaviours reflect their beliefs, their cultural backgrounds and their traditions.
Therefore, accounting as practiced in every country is a reflection of its cultural
characteristics that are imbued in the way accountants from different cultural areas
interpret and apply accounting standards. Then, the manner accounting is used as a
tool that differs from a society to another, and is affected by every society’s cultural
attributes that define accounting practitioners’ backgrounds.

Many areas where accounting is used have been subject to research in order to
highlight its relationship with the social and cultural aspect. In the early 1980’s, it was
found that budgeting is influenced by organizational, political and social environment
(e.g., Hopwood, 1983; Jonsson, 1982; Covaleski & Dirsmith, 1986) and Berry et al.
(1985) showed the significance of tradition and culture of the organization on
management control systems. Ansari et al. (1987) investigated the use of cost
accounting in the U.S public sector organizations and found out that financial data was

of little use in the technical-rational perspective but data was most used according to



either the social, political or institutional perspective. Accounting has also been
studied in religious organizations through a case study of accounting practice in the
Church of England by Laughlin (1990), which found out that understanding of
accounting practices requires the understanding of the social dynamics of the church,
specific local factors and historical contexts. Dent (1991) studied accounting and
organizational culture in a British railway public enterprise and argues that accounting
can be implicated in organizations’ cultural systems and can enter organizational
settings to constitute cultural knowledge. Therefore, accounting needs to be studied in
terms of its cultural context which can vary between different countries. Loft (1986)
argues that the relationship between accounting and society is not simply accounting
as a passive reflection of the society, but rather a proactive tool in determining social
and economic directions.

Hofstede’s (1980) work on culture represents the most extensive research on
national cultural differences to date (Doupnik & Tsakumis, 2004). From attitude
surveys collected from approximately 116,000 IBM employees across 39 countries,
Hofstede (1980) identified four underlying value dimensions along which each
country can be positioned. These societal values are: individualism versus
collectivism; large versus small power distance; strong versus weak uncertainly
avoidance, and; masculinity versus femininity. Across these dimensions, Hofstede’s
framework provides quantitative measures for each of the sample countries. This
broad sample of quantitative data has attracted many researchers studying cross-
cultural differences. Later, from the literature and practice, Gray (1988) identified four
accounting value dimensions that can be used to define a country’s accounting
sub-culture: professionalism versus statutory control; uniformity versus conformity;

conservatism versus optimism, and; secrecy versus transparency. The first two



dimensions relate to authority and enforcement of accounting practices at a country
level, and the second two relate to the measurement and disclosure of accounting
information at a country level. Gray (1988) extends Hofstede’s model by overlaying
accounting values and systems, and their links to societal values and institutional
norms. Gray posits that accountants’ value systems are related to and derived from the
unique societal values in each country. Essentially, accounting values, in turn, affect
accounting systems, therefore cultural factors directly influence the development of
accounting and financial reporting systems at a country level (Doupnik & Tsakumis,
2004).

The importance of culture in explaining these differences can be found in
various previous studies which tried to investigate its impact on accounting in
different cultural areas. In fact, the Hofstde-Gray framework was used as a theoretical
reference in order to examine its applicability and truthfulness in different cultural
contexts (Iskander & Pourjalali, 2000; Chanchani & Willet, 2004; Doupnik and
Richter, 2004; Tsakumis, 2007; Noravesh et al., 2007; Askary et al., 2008; Kung et
al., 2008; Tsakumis et al., 2009). Meanwhile, other studies have examined the
relationship between accounting practices and cultural characteristics without
referring to this framework, but with the emphasis on a country’s cultural
characteristics at different levels (e.g., Hope, 2003; Williams, 2004; Qu & Leung,
2006; Gruning, 2007; Yee et al., 2008; Houriasi & Davey, 2009; Zaman Mir et al,
2009). Besides, most of the previous studies have investigated the relationship
between cultural values and accounting values at the country level using financial
statement data (e.g., Eddie, 1990; Gray & Vint, 1995; Zarzeski, 1996; jaggi & Low,

2000; Hope, 2003). However, fewer studies have done so at the individual level using



questionnaire survey (e.g., Tsakumis, 2007, Tsakumis et al., 2009), which is the
method of data collection in this study.

The participants in this study are accountants who are working in Tunisian and
Malaysian commercial banks and are involved in the financial reporting process.
Several reasons are behind the choice of carrying out this study in the banking sector.
First, Hooi (2004) argues that it is considered to be the most important industry for
the country’s economic and financial stability. Furthermore, the International
Accounting Standards Board (IASB) recognizes its significance by issuing unique
accounting standards (i.e. [AS30, IAS32 and IAS39). In addition, with national
banking systems being non-homogenous, it is important to investigate the effects of
national culture on it because few prior studies have investigated the relationship
between culture and accounting practices in this field (e.g., Gray and Vint, 1995;
Hooi, 2007; Hui, 2008; Maali & Napier, 2010).

Besides, the 2008 financial crisis triggered the attention of the economic,
political and governmental forces to the banking activities and circuits. In fact, this
crisis originated from these financial institutions and affected the banking industry
dramatically. According to the International Monetary Fund (IMF), the cost of credit-
default protection for financial institutions has increased, reflecting higher tensions in
the banking industry due to this crisis. The main causes of these crises were poor
banking practices and lack of revenue diversification, inadequate capital,
shortcomings in the assessment of credit risk, lending to connected enterprises,
excessive maturity or currency mismatches, and rapid rise of non-performing loans,
which is the contingency issue adopted in the questionnaire’ scenarios that are
addressed to the participants in this study. The financial crisis has affected the

Tunisian as well as the Malaysian banking systems, especially, with regards to the



increasing amounts of non-performing loans (NPLs) faced by banks in both countries.
According to a Malaysian rating agency, the NPL ratio for financial institutions in
2009 has reached 6.5% while it was only 4% in 2008. The IMF declared that, for
Tunisia, the NPL ratio was 15% in 2009 as a result of the financial crisis and the local
central bank aimed at reducing this ratio below this number as well as increasing the
coverage of delinquent exposures by loan- loss reserves in the next year. The thesis

continues by discussing the motivations of the study in the next section.

1.2 MOTIVATIONS OF THE STUDY

The motivation behind this study was to examine the extent in which Malaysian and
Tunisian accountants, with different cultural characteristics, differ in their professional
judgments based on the same accounting rules to be applied. In fact, The international
accounting harmonization (IAH) has almost eliminated the boundaries between
countries by trying to bring the world to the same accounting standards framework
that needs to be applied consistently across countries. In the Malaysian accounting
context, the financial reporting foundation and the Malaysian Accounting Standards
Board announced on 1 August 2008 their plan to bring Malaysia’s Financial Reporting
Standards to full convergence with International Financial Reporting Standards
(IFRS), by 1 January 2012, Malaysia has been adopting IFRS standard-by-standard, so
this step is but a progression. According to the Malaysian Accounting Standards
Board (MASB), the global harmonization of accounting has practically eliminated the
boarders between countries, especially, with the adoption of the IFRS which are used
by more than 100 countries around the world as the applicable accounting standards

(MASB, 2009).



Regarding the Tunisian side and according to the World Bank, the accounting
conceptual framework in Tunisia is largely based on the International Accounting
Standards Board's framework for the preparation and presentation of financial
statements. The World Bank points out that following the 1997 accounting reform, a
radical change has been set in the Tunisian Accounting System (TAS) which was
considered as a massive step toward the harmonization with IFRS. It is then admitted
that the demand to have a common set of global financial reporting standards has been
recognised for a long time. As both the business and financial markets become global,
a single set of international accounting standards can help in the understanding of
financial information and IFRS will indeed become the global language for financial
reporting in the world.

However, certain obstacles still persist against the consistent application of the
IFRSs across countries. In fact, each country is characterised by its own cultural
framework that may hinder the process of harmonization. Therefore, the national
cultural characteristics may have an impact on the way accountants from different
countries apply the same accounting standards. As a consequence, the same
accounting standard’s guidelines might be interpreted and applied differently by
accountants from different cultural backgrounds. This could make the application of
the IFRS in one country different from the way it is applied in the other which is not
the objective of the convergence to IFRS. Prior studies reached mixed findings on this
matter and have given evidence that a common set of financial reporting rules is not
always applied in the same way by accountants from different countries, since culture
does affect the way they interpret and apply financial reporting rules (e.g., Husssein,
1996; Cable & Patel, 2000; Schultz & Lopez, 2001; Doupnik and Richter, 2004;

Chanchani & Willet, 2004; Tsakumis, 2007; Kung et al., 2008; Chand et al., 2009 ;



Tsakumis et al, 2009). Therefore, this study aims at investigating to what extent
Tunisian and Malaysian accountants differ in their professional judgments based on
the interpretation and application of the same international accounting standard (IAS

37) and how culture affects their decisions.

1.3 OBJECTIVES OF THE STUDY
The study’s first major objective is to examine the influence of the cultural attribute
on accountants’ application of financial reporting rules. This major objective implies
two specific objectives. The first one is to examine to what extent Tunisian and
Malaysian accountants differ in their recognition decisions, due to cultural differences,
related to the issue of contingencies in the light of IAS 37, which clarifies about their
level of conservatism. According to Gray’s (1988) conservatism proposition,
accountants from more conservative cultures are more likely to recognize contingent
liabilities and less likely to recognize contingent assets than accountants from a less
conservative culture. In the context of this study, Malaysian accountants are expected
to be more conservative than Tunisian accountants given their cultural scores’
according to Gray's conservatism proposition. This Means that they would be more
likely to recognize contingent liabilities and less likely to recognize contingent assets
than their Tunisian counterparts.

The second specific objective is to examine to what extent Tunisian and
Malaysian accountants differ in their disclosure decisions related to the issue of
contingencies in the light of IAS 37, which clarifies about their level of secrecy.

Indeed, accountants from more secretive cultures are less likely to disclose the

! Cultural scores have been identified for this study using Hofstede’s (2008) VSM questionnaire. The
new scores related to uncertainty avoidance, collectivism, masculinity and power distance have served
in developing the study’s hypotheses based on Gray’s (1988) proposition of conservatism and secrecy.



existence of both contingent assets and contingent liabilities as a cautious approach to
financial reporting than accountants from less secretive cultures. Therefore, they seem
to be more prudent in terms of disclosing “confidential” information about the
company. Based on the newly identified cultural scores, this study expects that
Malaysian accountants would show more secrecy in disclosure decisions than
Tunisian accountants, meaning that they (Malaysians) would be less likely to disclose
the existence of both contingent liabilities and contingent assets in the notes to the
financial statements than their Tunisian counterpart.

This study employs IAS 37 as the accounting standard that is interpreted and
applied by the participants since it includes both recognition (to measure
conservatism) and disclosure (to measure secrecy) requirements that are related to
contingencies. Therefore, accountants’ professional judgements will be based on the
same standard’s guidelines and differences that could emerge in this matter will be
issued from a cultural standpoint.

The study’s second major objective is to investigate about the likelihood of
adopting the IFRS in Tunisia and Malaysia in the context of the international
accounting harmonization (IAH) given that cultural differences may persist between
the two countries. Actually, both countries have made efforts, with different degrees,
in order to follow the path of IAH which aims at bringing the world to the same level
of accounting practices, and to reduce or ideally eliminate, substantial differences that
could exist between countries’ financial reporting practices (as explained in section
1.2). In fact, a number of benefits accompany IFRS adoption across countries. In
particular, IFRS provides better financial information for shareholders as well as
regulators. In addition, IFRS as a universal financial reporting language, enhances the

accounting information comparability and improves the transparency of results





