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A B S T R A C T  
Research aim: The objective of this study is to examine whether ethical predisposition and 
hierarchy of information can explain the aggressive reporting by managers. 
Design/methodology/approach: A 3×2 between-subjects experiment manipulating the hierarchy 
of information (principle, principle + criteria, and principle + criteria + indicators) and ethical 
predisposition (utilitarianism + formalistic) was conducted to examine their joint effect on 
managers’ decision making. 
Research Findings: Statistical results revealed that ethical predisposition influenced aggressive 
reporting in the presence of more levels in the hierarchy of information in accounting standards. 
Theoretical contribution/ Originality: This study proposes that in drafting accounting standards, 
standard setters should strike a balance in how much information is to be provided. Our study 
also provides evidence that accounting standards should not be too general or too specific. 
Moving towards either one of these two extremes could lead to undesired reporting patterns by 
accountants.  
Practitioner/ Policy implication: The findings of the study provide useful insights into how 
individuals’ attributes affect the interpretation of the different levels of hierarchy of information 
in accounting standards. The findings are beneficial for standard setters in drafting accounting 
standards. 
Research limitation: Owing to factors such as time limit and appropriate length of the instrument, 
the study had to exclude some specificity of the standard, such as definitions and descriptions of 
the standard, from the instrument. It is possible that the incomplete information might have 
influenced the participants in making their judgment. Besides, since accounting students who 
returned from practical training were used as proxies for chief finance officers (CFOs), the 
viewpoints or opinions on how the decision was made might not be in line with actual practice 
because they might not serve in a decision making capacity during the practical training.   
Keywords: Aggressive Reporting, Formalistic, Information Hierarchy, Utilitarian 
Type of article: Research Paper 
JEL Classification: M3 
 
1. Introduction 

Given that accounting standards can be used as tools to defend and legitimise 
reporting decisions (Shakespeare, 2020; Trisanti, 2019; Donelson et al., 2012; Jamal 
& Tan, 2010; Kang & Lin, 2011; Wang, 2010), financial reporting decisions by 
managers are a function of the different levels of information prescribed in the 
accounting standards (Fang et al., 2018; Agoglia et al., 2011; Cuccia et al., 1995; 
Jamal & Tan, 2010). Previous studies focused on the effect of principle-based 
versus rule-based standards, demonstrating that different types of standards 
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would result in different reporting behaviours. However, it might not be 
meaningful to categorise the accounting standards into these two extremes since 
a pure set of principle-based standards cannot exist as accounting standards are 
getting more complex, thus blurring the lines between the two (Morais, 2020; 
Bennett et al., 2006). Hard rules will always underpin the accounting standards at 
the operationalisation level, with soft rules intermingling to provide further 
guidance at the application level. While hard rules are normally very prescriptive, 
the interpretation and application of soft rules require judgment. Meanwhile, 
Alexander (1999) suggested that information can be divided into three hierarchy 
levels, namely types A, B, and C. The Type A level of information sets the 
framework for decision making. The Type B level of information, which bridges 
Type A and Type C levels of information, tends to be more precise and spells out 
the principles or standards that will guide the assessment and decision-making 
process. The third level of information, Type C, is normally more precise than the 
previous two and is meant to facilitate specific measurements for the expected 
problems on a checklist basis. Morais (2020), Bennett et al. (2006), and Alexander 
(1999) argued that rather than examining the effect of principle-based versus rule-
based accounting standards on financial reporting decision making, how different 
levels of information in the current principle-based accounting standards that 
come in hard rules and soft rules might affect managers’ financial reporting 
decision making is something that warrants further scrutiny.  

While studies in this area are sparse, potential insights could be drawn from 
strands of studies which focused on how different levels of precision in the 
standards would affect judgment and decision-making. Prior studies documented 
that standards that have greater detail could serve as “safe harbours” that deter 
managers from the act of defending and justifying their reporting decisions. The 
decisions may not be in the best interest of the stakeholders while still meeting the 
accounting standard requirements (Morais, 2020; Donelson et al., 2012; Fornaro & 
Huang, 2012; Schipper, 2003). The more detailed the accounting standard, the 
more it could encourage a higher level of manipulation by managers, hence more 
opportunistic actions (Cameran et al., 2014; Chen et al., 2007; Juslin & Olsson, 2004; 
Lin et al., 2012). In contrast, a less detailed standard leaves room for judgment as 
it focuses on substance-over-form reporting, thus generally being associated with 
less aggressive financial reporting behaviours (Brochet et al., 2013; Brown & 
Wright, 2008; Fornaro & Huang, 2012; Wang, 2010). At one end of the spectrum, 
more information could help clarify the general principles that may promote the 
exact behaviour recommended by the guidelines (Donelson et al., 2012; Fornaro & 
Huang, 2012; Schipper, 2003). At the other end of the spectrum, detailed 
information could be used as an instinctive measure and checklist for 
opportunistic decisions (Agoglia et al., 2011; Tan & Jamal, 2010; Clor-Proell & 
Nelson, 2007).  

This dichotomy in financial reporting decision making could be affected by an 
individual’s ethical attributes. Studies have found that individuals with different 
ethical attributes or moral awareness will react and behave differently despite 
being in similar situations (Valentine, & Godkin; 2019; Xu & Ma, 2015; Raglan & 
Schulkin, 2014; Wiltermuth et al., 2013; Ruedy & Schweitzer, 2010). Several studies 
(e.g., Nalukenge et al., 2018; Young, 2020; Bauer et al., 2020) have observed various 
aspects of ethical attributes such as group ethics, social identification, and mental 
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release as possible determinants of financial reporting decision making. Using the 
model of cognitive ethical decision making and behaviour and individuals’ ethical 
predisposition (Rest et al., 1999; Brady & Wheeler, 1996; Rest, 1986), the current 
study contributes to the literature by examining ethical disposition, focusing on 
how individuals perceive rules and guidelines in their ethical decision making. 
Literature on cognitive framework and decision making mentions that there is a 
difference in the decision-making patterns of the formalistic and the utilitarian 
(Dong et al., 2021; Reynolds, 2006; Ishida et al., 2016). The formalistic focuses more 
on rules and guidelines, whereas the utilitarian focuses less on them (Reynolds, 
2006; Perasall, 2007; Wiltermuth et al., 2013; Brady & Wheeler, 1996). However, it 
is unclear how the different levels of hierarchy of information influence the 
formalistic and utilitarian decision making. Based on this reasoning, the level of 
detail in accounting standards may affect the ethical predisposition of individuals, 
leading to different reporting practices. 

Our study aims to examine the decision-making patterns of the formalistic and 
utilitarian based on the different levels of hierarchy of information in the 
accounting standards of International Financial Reporting Standards (IFRS). This 
study contributes to the literature in two ways. First, instead of comparing the 
effects of principle-based against rule-based accounting standards on managers’ 
decision making as done by most of the prior studies, our study emphasises 
positioning both elements at different levels of the hierarchy of information. This 
positioning follows Alexander (1999) in conceptualising the hierarchy of 
information. While principle-based standards are argued to be able to constrain 
aggressive reporting behaviours, different levels of prescription given in a set of 
principle-based standards might affect managers’ reporting decision differently. 
When a set of principle-based standards prescribes the principle of treating an 
accounting transaction only generally, it might leave room for managers to 
interpret the standards and apply them in a manner to attain certain reporting 
objectives. When moving to a higher level of hierarchy of information, i.e., criteria 
or indicators level, the accompanied prescription in the standard will be at a 
higher level than the previous level hierarchy of information.   

Secondly, following the argument in the strand of principle-based versus rule-
based accounting standards, different levels of the hierarchy of information as 
noted in the accounting standards of IFRS could lead to different reporting 
behaviours (Morais, 2020). A standard will then be interpreted and applied based 
largely on the individual who applies it and whether the individual is driven by 
an intended financial reporting agenda (Morais, 2020; Backof et al., 2016; Jamal & 
Tan, 2010; Nobes, 2005). Combining the strand of studies on hierarchy of 
information with individuals’ ethical predisposition (formalistic or utilitarian), 
this study aims to extend the current literature on how ethical predisposition 
affects the decision-making process given different levels of hierarchy of 
information in the standards.  

Our results revealed that ethical predisposition influenced aggressive 
reporting in the presence of more levels in the hierarchy of information in 
accounting standards. Since managers are responsible for preparing the financial 
statements, the findings of the study provide useful insights into how different 
levels of hierarchy of information are interpreted differently by individuals with 
different attributes. These findings will serve as useful input to standard setters in 
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drafting or revisiting the accounting standards in the future. While it is attested 
that different levels of information will affect managers differently, it is important 
to ensure that accounting standards strike a balance between the inclusion of 
general principles and bright lines, as moving towards either one of these two 
extremes might promote more unintended financial reporting behaviour. Besides, 
the findings are important to various industry constituents as knowing the factors 
contributing to managers’ aggressive financial reporting behaviour will ensure a 
proper oversight role is in place.  

The remainder of this paper is organised as follows. The next section presents 
the literature on hierarchy of information to explain the varying details of the 
accounting standards. The section also highlights the hypothesis development, 
elaborating on the hypothesised influence of ethical predisposition at different 
levels of detail in the accounting standards. The subsequent section is the research 
methods and results section. The paper ends with the discussion and the 
conclusion.  
 
2. Literature Review and Hypothesis Development 

2.1. Hierarchy of Information 

Research works in the field of financial accounting and reporting divide the types 
of accounting standards into two broad categories, namely rule-based and 
principle-based standards. Rule-based standards are accompanied by detailed 
bright-lines with less room for professional judgment, whereas principle-based 
standards are pillared by general accounting principles and promote the exercise 
of professional judgment (Morais, 2020; Cuccia et al., 1995; Schipper, 2003; SEC, 
2003). However, Bennett et al. (2006) argued that making a distinction between 
these two types of accounting standards is not meaningful as the classification is 
subject to various interpretations and not backed by proper definitions. Besides, 
after analysing Financial Accounting Standards Board (FASB) and International 
Accounting Standards Board (IASB) standards, Bennett et al. (2006) concluded 
that a pure set of principle-based standards does not no exist. Regardless of the 
FASB or IASB standards, hard rules underpin the accounting standards at the 
operationalisation level complimented by soft rules which provide further 
guidance and require judgment.  

Alexander (1999), on the other hand, argued that information can be arranged 
into three levels. The first level of information, Type A, is defined as the 
fundamental reasoning that sets the framework for decision making. It is normally 
precise in nature, and clearly defined principles will set the basis for the second 
level of information. This second level, Type B, serves as the recommended 
standards or elements that are used for making judgments or assessments. It is the 
intermediary level which is able to integrate the generalizability of Type A 
information with Type C information. The third level of information, Type C, then 
facilitates specific measurements for the expected problems on a checklist basis.  

By integrating the arguments by Bennett et al. (2006) and Alexander (1999), it 
is argued that the information in an accounting standard can be classified into 
these three types of information. This information will then form a hierarchy with 
three levels encompassing, from top to bottom, Type A, Type B, and Type C. 
Moving from top to bottom, the amount and precision of information increases, in 



The Impact of Hierarchy of Information and Ethical Predisposition on Aggressive Reporting 

53 

line with the different levels of the hierarchy of information. Applying this 
hierarchy of information to the accounting standards, it is noticed that it is 
common for accounting standards to provide a general principle first before 
specifying a more detailed set of prescriptions. An accounting standard will thus 
be constituted by the Principle (Type A of information), followed by Criteria for 
application (Type B of information) and Indicators or Checklist (Type C of 
information) for determining the adequacy of the application of Type B 
information.  

More specifically, in integrating the hierarchy of information with the level of 
information in accounting standards, we focus on the concept of control. The 
concept of control is a controversial topic in accounting standards, and it has long 
been discussed in the criterion applied for preparing consolidated financial 
statements (Baker et al., 2010; Stenka & Taylor, 2010) and the recognition of 
revenues (Lim et al., 2017). This study followed Lim et al. (2017) in focusing on the 
concept of control, which is covered in IFRS 15. Additionally, this study 
emphasises the varying levels of detail provided by IFRS 15, that is, how an entity 
shall only recognise the revenue when the control of goods or services has been 
transferred to the customer and when the performance obligation(s) in the contract 
has been fulfilled. A review of the IFRS 15 standards revealed that the boards have 
prescribed the concept of control. This is further enhanced with the principles that 
are illustrated with examples and indicators. They are used as measures to assist 
managers in improving the application of the concept of control. Based on this, we 
argue that the prescriptions provided are in line with the hierarchy of information. 
Starting with a general principle of control (para 31, IFRS 15), the board has further 
provided the criteria for assessing whether control has passed (para 33 and 34, 
IFRS 15). This is then followed by the indicators (para 38, IFRS 15), which prescribe 
when control is deemed to have passed to the customers. The inclusion of 
indicators is to facilitate the application of the accounting standard as it is common 
for standard setters to provide additional information in the form of decision aids. 
Some of the decision aids are illustrated through Examples, Indicators, Fact-
weighting guidance, and Checklist (Rinsum et al., 2017; Capps et al., 2017; Clor-
Proell & Nelson, 2007). It is thus argued that the higher the hierarchy of 
information, the more specific the standard (rule) is.  

As discussed earlier, financial reporting decision making by managers is a 
function of the different levels of information prescribed in accounting standards 
(Agoglia et al., 2011; Satava, Caldwell, & Richards, 2006; McLean & Elkind, 2003). 
Many studies have documented that the different levels of information in 
accounting standards will affect managers’ judgment and decision making 
differently (Gold et al., 2020; Chen et al., 2007; Fornaro & Huang, 2012; Nelson, 
2003). Using the same lens, we argue that different levels of the information 
hierarchy in the accounting standards will affect managers differently. When the 
prescription is less precise, i.e., only the general principle of control is prescribed, 
managers will have the opportunity to exercise their professional judgment. On 
the other hand, if the prescription is at the highest level of the information 
hierarchy where detailed indicators are included, less professional judgment is 
required from the managers. Prior studies on the precision of accounting 
standards provide mixed findings regarding the impact of different levels of 
information precision on managers’ reporting patterns, as personal attributes and 
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institutional factors might affect the way the standards are interpreted (Backof et 
al., 2016; Nobes, 2005; Jamal & Tan, 2010).  

 
2.2. Ethical Disposition and Hierarchy of Information 

The cognitive process of ethical decision-making by Rest et al. (1999) suggests that 
ethical judgment begins with ethical or moral awareness and that it is influenced 
by individuals’ moral preferences (Dong et al., 2021; Reynolds & Ceranic, 2007). 
Ethical predisposition is generally referred to as the cognitive framework of 
individuals when making moral decisions, and it is advocated that patterns or 
rules of behaviour will influence an individual’s moral behaviour (Brady & 
Wheeler, 1996). There are two frameworks — formalism and utilitarianism. The 
former emphasises the importance of patterns and rules of behaviour in 
determining the appropriate moral behaviour, whereas the latter focuses on the 
consequences of a situation (Reynolds, 2006). It is argued that the moral act 
optimises or has a better impact on an individual’s moral decision making. By 
combining Rest et al.’s (1999) ethical judgment framework and Brady and Wheeler 
(1996), this study focuses on how individuals who adopt formalism and utilitarian 
views perceive the hierarchy of information in accounting standards when it 
comes to ethical decision making. The rationale for making this assumption is that 
our study proposes that the different levels of hierarchy of information in 
accounting standards may influence choices if a person holds strongly to a certain 
ethical predisposition. Pearsall and Ellis (2011) explained that the formalist focuses 
on a set of consistent ethical principles which are grounded in culture, tradition, 
and formal rules. These rules are the ones that guide their actions. Likewise, 
Wiltermuth et al. (2013) noted that people with a formalistic ethical predisposition 
focuses on rules and principles. They may find the consequence of an action 
irrelevant if it does not adhere to rules or principles.  

Mulder et al. (2015) also found specific rules to be better than general rules in 
encouraging people to become more obedient. This is because people can justify 
their unethical behaviours when the rule is particularly vague or uncertain. 
Establishing more specific rules instead of general rules will reduce the possibility 
of people rationalising their unethical behaviours. An illustration was provided in 
the case of an organisation that had stated the specific rule of not accepting gifts. 
This rule is likely to reduce the employees’ tendency to accept gifts. In contrast, a 
more general rule stating a prohibition of activities that engage in a conflict of 
interest may not produce the same effect. Principle-based standards are viewed as 
less precise standards, as it provides managers with the opportunity to exercise 
judgment based on a predetermined position (Pan & Patel, 2016; Jamal & Tan, 
2010). In this regard, managers are thus required to exercise their judgment when 
interpreting the standards and to apply consistency within this context of 
interpretation. Sometimes, this may not be achievable. This argument is supported 
by previous studies which stated that individuals may exercise their judgment 
aggressively based on their incentives (Trisanti, 2019; Libby & Luft, 1993; Bhimani, 
2008; Jamal & Tan, 2010).  

Looking at the above scenario in the context of ethical predisposition, it would 
seem that an individual with a strong formalistic ethical disposition is likely to 
abide by the guidelines or rules. In other words, a formalistic individual is less 
inclined to follow their predetermined stance before making a decision. The 
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reason is that the formalistic individual is not concerned with the possible benefits 
to be gained for themselves or others. The reward and cost of behaving in an 
ethical manner does factor into the decision of the formalistic individual due to 
their tendency to follow guidelines and rules. With more specific rules (a higher 
hierarchy of information), however, there will be less flexibility for interpretations. 
Consequently, the formalistic individual is more likely to behave according to the 
specific rules. Comparatively, the utilitarian would not consider the rules and 
guidelines in assessing the morality of a decision. Rather, they would consider 
what provides the greatest utility or benefit, but it does not mean that the 
utilitarian ignores the rules. Thus, the utilitarian is less susceptible to the 
detailedness of rules and guidelines. Based on this, it is hypothesised that:  

H1a: Those with more inclination towards a formalistic ethical disposition will show a 
tendency to report less aggressively when accounting standards increase in the level 
of hierarchy of information.  

H1b: Those with more inclination towards a utilitarian ethical disposition will show no 
differences in the aggressiveness of reporting when accounting standards increase in 
the level of hierarchy of information. 

 
3. Research Methodology 

Following most prior experimental studies, this section discusses the experimental 
design, experimental procedure, variables, and sample of the study (Agoglia et al., 
2011; Jamal & Tan, 2010; Libby et al., 2002).  

 
3.1. Study Design 

The study used a 3×2 between-subjects design with hierarchy of information 
(principle, principle + criteria, and principle + criteria + indicators) and ethical 
predisposition (utilitarian + formalistic) as the independent variables. This study 
was developed based on Lim et al. (2017) as it suits the context of the current study 
which aims to understand what influences people to use information for decision 
making. The current study was modified slightly so as to fulfil the research 
objectives. However, the context of the case, which required participants to 
assume the role of the company’s future chief financial officer (CFO) and make a 
financial reporting decision as to whether to recognise revenues from a software 
development contract, remained intact. 

In their study, Lim et al. (2017) manipulated the implementation guidance by 
varying the inclusion or exclusion of indicators in the excerpt of IFRS 15 as the 
instrument. Their participants were given the excerpt of IFRS 15, which prescribes 
the concept of control (para 31, 33 and 34), together with a list of indicators that 
further prescribe when the control of goods or services has been transferred to the 
customers (para 38). In the condition without indicators, the same excerpt (minus 
the indicators) was also provided to the participants.  

Since the current study argues that different levels of hierarchy of information 
may affect a person’s information processing and decision-making process 
differently, the excerpt of IFRS 15 included was modified. It is argued that para 31 
of IFRS 15 serves as the principle in prescribing and briefing what constitutes 
control. Para 33 and 34, on the other hand, provide further descriptions of control 
and further define the context where control exists. This information serves as the 
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second level (intermediary) of the hierarchy of information. To assist with the 
application of the concept of control, para 38 provides the indicators as to when 
control is considered as has been transferred and when the performance obligation 
is deemed satisfied. This information is considered as the third level of the 
hierarchy of information because it specifies and details out the information 
needed to support the set of principles and criteria for decision making. With that, 
participants were given an excerpt of IFRS 15 with varying conditions: (1) with the 
principle only (para 31); (2) with the principle and criteria (para 31, 33, and 34); 
and (3) with the principle, criteria, and indicators (para 31, 33, 34, and 38).  

The ethical predisposition manipulation varied between formalistic and 
utilitarian. Participants were classified into the group they belonged based on the 
scores gathered from the vignettes adopted from Brady and Wheller (1996). 
Further discussion on ethical predisposition is provided in section 3.4.3 of the 
paper.  

 
3.2. Data Collection and Sample of the Study  

The study adapted the hypothetical case by Lim et al. (2017) with slight 
modifications. The final instrument consisted of two parts. Part A consisted of a 
hypothesis case with the excerpt of IFRS 15 manipulated according to the different 
levels of hierarchy of information. Participants were required to assume the role 
of CFO and make the financial reporting decision as to whether the revenue from 
the contract should be recognised. Part B consisted of questions on ethical 
predisposition, demographic data, and manipulation checks.  

A total of 130 instruments were distributed. Participants were accounting 
students in a private university in Malaysia who had undergone their practical 
training. They were recruited on a voluntary basis. They did not receive any marks 
for participation but were given a small gift. The experiment was conducted 
during the lecture hour, and participants were briefed on the administration 
process of the instrument before they were allowed to start the experiment.  

Many prior studies have evidenced that there is no different between 
accounting students and practising accountants if the participants were carefully 
selected (Chen et al., 2015; Mortensena et al., 2012; Mohamed Saat et al., 2012; 
Walters-York & Curatola, 2000). As suggested by Mortensena et al. (2012), 
knowledge plays an important role in relation to the surrogation decision. The 
knowledge gained during the practical training will improve accounting students’ 
reasoning process and then elevate the students’ ethical decision-making ability 
(Mohamed Saat et al., 2012).  Hence, accounting students with practical training 
experience are suitable to be the surrogates for accounting practitioners as they 
would have the relevant accounting knowledge in handling the task given.  

Aligned with the arguments by Mortensena et al. (2012) and Mohamed Saat et 
al. (2012), 65 participants were excluded from the study as they were still in the 
preliminary stage of study and had not undergone practical training. In addition, 
one participant did not complete the instrument and hence, was excluded from 
the sample of the study. Such exclusion is required from the final sample so as to 
reduce any biased or distorted result. The final sample of the study thus consisted 
of 64 final year accounting students at a private university in Malaysia who had 
just returned from their practical training. They consisted of 15 males (23%) and 
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49 females (77%) who were recruited from among students who were taking the 
financial statement analysis course1.  

Of the final sample of 64 participants, 22 were randomly assigned with the 
IFRS 15 excerpt that came with the first level of the hierarchy of information 
(principle). The remaining 42 were then randomly placed into two groups of 19 
and 23 participants who were then assigned the second (principle + criteria) and 
third (principle + criteria + indicators) level of hierarchy of information, 
respectively. 

 
3.3. Procedures 

The participants were also provided with a package containing two envelopes 
labelled “(A)” and “(B)”. Envelope (A) contained the general instructions, a 
hypothetical case, an excerpt of IFRS 15, and questions in response to the 
hypothetical case. Envelope (B) contained questions related to mindfulness and 
ethical predisposition, a set of manipulation check questions, and demographic 
questions. Participants were then instructed to complete the tasks in envelope (A) 
before proceeding with envelope (B). They were further informed not to refer to 
envelope (A) while administering the materials in envelope (B). Adherence to this 
procedure was closely monitored by the researchers. On average, the participants 
took 35 minutes to complete the tasks provided. The breakdown of the time was 
20 minutes to read the case, 10 minutes to answer the questionnaire, and 5 minutes 
to be debriefed. The debriefing was done after all the participants had completed 
administering their tasks and had returned the envelopes.  

 
3.4. Variables 

The variables examined in this study were aggressive reporting, hierarchy of 
information, and ethical predisposition. The measurement used for each variable 
is discussed in this section.  

 
3.4.1 Aggressive Reporting 

Conceptually, aggressive reporting is defined by the study as recognising higher 
revenue that may not reflect the substance of the transaction (Frank, Lynch, & 
Rego, 2009). Similar to the work of Agoglia et al. (2011), aggressive reporting was 
measured by asking the participants the extent they thought revenue should be 
recognised. The participants were required to indicate their opinions based on a 
Likert scale ranging from 0=less likely to 100=very likely. According to the 
hypothetical case, the substance of the transaction indicates that the customer has 
not gained control of the hardware, that is, control has not been passed from the 
company to the customer. Hence, the revenue recognition should be deferred until 
control has passed to the customer. Thus, a response closer to 0 indicated that the 
respondent was less aggressive in reporting whereas a response closer to 100 
implied more aggressive reporting.   

 

 
1 According to the Ministry of Education (2019), the population of undergraduates in Malaysia by gender consists of 39% males and 
61% females. The sample of this study, however, consists of slightly higher female participants. Such sample is not expected to 
affect the findings of the study, as Shawver and Clements (2015) found no significant difference between gender when it comes to 
financial reporting decision making.  
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3.4.2. Hierarchy of Information 

Participants were provided with the excerpt of IFRS 15. Participants in the 
principle condition (Level 1 of the hierarchy of information) were given only para 
31 of IFRS 15, which prescribes the general principle of revenue recognition, i.e., 
to recognise revenue when control of the asset has been passed to the customer. 
Level 1 has the least detail according to the accounting standard. Participants in 
Level 2 of the hierarchy of information were given para 31, 33, and 34 of IFRS 15, 
which provide the principle + criteria condition. Two paragraphs with further 
description of what control is and the conditions when control is deemed 
transferred were added. In addition, Level 3 of the hierarchy of information 
provides participants with the principle + criteria + indicators condition, together 
with para 38 which comes with specific indicators identifying when control is 
deemed transferred. This level has the highest detail according to the accounting 
standard.  

 
3.4.3. Ethical Predisposition 

To measure ethical predisposition, the tendency for participants to be either 
formalistic or utilitarian was assessed using the eight vignettes adopted from 
Brady and Wheeler (1996) as it is evidenced that the vignettes are correlated with 
the traits associated with ethical predisposition, either formalistic or utilitarian 
(Treviño et al., 2006). Each vignette was followed by four statements. The 
participants were asked to rate each statement on a scale from 1 to 7 to indicate 
the extent to which the statement fit (or did not fit) their way of thinking. Each of 
the four statements was constructed to represent one of four options: (i) utilitarian 
rationale and solution, (ii) formalistic rationale and solution, (iii) utilitarian 
rationale and formalistic solution, and (iv) formalistic rationale and utilitarian 
solution. Then, each participant’s score for each of the solution-rationale 
combinations was computed. Thus, the score for each solution-rationale 
combination is the average of the person’s score for all eight vignettes. Following 
that, two independent coders used these scores to classify the participants into 
those with tendencies towards utilitarianism or formalism. Additionally, 
discussions were held between the coders to reach common consensus in the event 
of disagreements on the classification (Xu & Ma, 2015). 
 
3.5. Data Analysis 

Descriptive analysis was performed on the different ethical predisposition and 
hierarchy of information groups manipulated. The mean scores and standard 
deviations of each manipulated group were determined to gauge the potential 
differences among the scores of aggressive reporting for each manipulated group. 
ANOVA analysis was then performed to validate the hypotheses of the study. This 
was followed by post-hoc test to further analyse the interactive effects found.  

 
4. Results 

4.1. Manipulation Check 

Manipulation check was conducted using a set of questions provided in Part B of 
the instrument. Participants were asked to indicate the levels of hierarchy of 
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information they were provided with, based on the excerpt of the IFRS 15 attached 
and assigned. A total of 16 participants did not answer the manipulation check 
questions correctly. An independent t-test result revealed that there was no 
difference in terms of the mean values of aggressive reporting between those who 
answered the manipulation questions correctly and those who did not (t=−.626, 
p=0.537). Regardless of whether they passed or failed the manipulation check 
questions, all the participants were included into the final sample as the t-test 
result indicated no significant difference between the two groups (t=1.445, 
p=0.153).  
 
4.2. Hierarchy of Information, Ethical Predisposition, and Aggressive Reporting 

The study examined the participants’ level of familiarity with IFRS 15 and their 
perception of the clarity of the concept of control prescribed in that standard. Their 
level of familiarity was measured using a 9-point Likert scale ranging from not 
familiar (not clear) to very familiar (very clear). A mean value of 4.73 was recorded 
for the participants’ level of familiarity with IFRS 15, indicating that most of the 
participants were familiar with IFRS 15. Besides, the participants also claimed that 
the concept of control in the standard is clearly prescribed (mean=5.66). These 
findings imply that the financial reporting decision made by the participants was 
not subject to the risk of unfamiliarity with the standard or unclear concept of 
control. A two-way ANOVA was then performed to test the hypotheses, and the 
results are presented in Table 1.  

Panel A of Table 1 presents the descriptive statistics for the different 
manipulated conditions of the study. Panel B presents the ANOVA results derived 
for the effect of ethical predisposition and hierarchy of information on aggressive 
reporting, while Panel C shows the planned contrast result. The 2-way ANOVA 
result also shows a significant interaction effect between hierarchy of information 
and ethical predisposition at the 10% significance level (F=2.731, t=.0074)2. 
Planned contrast analysis was referred so as to improve the interpretation of the 
interaction effect between hierarchy of information and ethical predisposition. 
Panel C shows that for the formalistic group, when a less detailed standard 
(principle only) was given, they tended to report more aggressively then when a 
more detailed standard (principle + criteria) was given (p=.034). Interestingly, 
when given the most detailed standard (principle + criteria + indicators), the 
formalistic group was more inclined to make more aggressive reporting compared 
with when given with the less detailed standard (p=.044).  
 

Table 1 Descriptive and univariate analyses 

Panel A: Descriptive analysis 
 Ethical Predisposition (EP)  
Hierarchy of 
Information 

Utilitarian (N=13) Formalistic (N=51) Total 
Mean (SD) Mean (SD)  

Level 1 (N=22) 58.33 (11.69) 77.19 (14.14) 72.05 (15.79) 
level 2 (N=19) 57.50 (12.58) 62.33 (22.11) 61.32(20.27) 
Levels 3 (N=23) 80.00 (0.00) 64.00 (23.03) 66.09 (22.10) 

63.08 (13.78) 67.65 (21.01) 66.72 (19.75) 

 
2 The significance of ANOVA is determined in a two-tailed test as it is invalid to halve the significant value of F (Field, 2013).  
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Table 1 (Continued) 

Panel B: Univariate analysis 

 
Sum of 
Squares df 

Mean 
Square F-value p-value 

Intercept 171641.705 1 171641.705 472.257 .000 
Hierarchy 890.4870 2 445.244 1.225 .301 
EP 63.603 1 63.603 .175 .677 
Hierarchy x EP 1985.456 2 992.728 2.731 .074* 
Error 28354.118 61 464.822   

 
Panel C: Planned contrast  
  p-value 
Level 1x Utilitarian vs Level 2 x Utilitarian  .946 
Level 1 x Utilitarian vs Level 3 x Utilitarian  .113 
Level 2 x Utilitarian vs Level 3 x Utilitarian  .128 
   
Level 1 x Formalistic vs Level 2 x Formalistic  .034** 
Level 1 x Formalistic vs Level 3 x Formalistic  .044** 
Level 2 x Formalistic vs Level 3 x Formalistic  .799 
   

Note: This table presents the results of univariate factorial analyses of covariance with aggressive reporting as the 
dependent variable. Hierarchy takes the value of 1 for the condition in which the participants were given only the 
principles (level 1), the value of 2 for the condition in which the participants were given the principles and criteria (level 
2), and the value of 3 for the condition in which the participants were given the principles, criteria, and indicators (level 
3). *significant at 10% level of significance, **significant at 5% level of significance. 

 
This finding is illustrated in the interactive graph presented in Figure 1. This 

finding provides evidence to support H1a. On the other hand, the planned 
contrast test in Panel C shows that hierarchy of information had no impact on the 
utilitarian group. This finding supports H1b.  

 

 
Figure 1 Hypothesised Aggressive Reporting Means 
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5. Discussion and Implications of the Study 

The findings of this study confirm the argument that different levels of hierarchy 
of information affect accountants’ decision making on aggressive reporting 
differently. Our study has confirmed that the formalistic manager tends to make 
less aggressive reporting when the accounting standards are more specific. This 
outcome thus contributes to the formalistic decision-making literature (e.g., 
Reynolds, 2006; Brady & Wheeler, 1996; Perasall & Ellis, 2011; Wiltermuth et al., 
2013; Ishida et al., 2016) by offering the evidence that a more specific rule would 
enable the formalistic accountant to make more ethical decisions (i.e., report less 
aggressively). We were also able to show that the utilitarian managers are less 
influenced by the hierarchy of information in accounting standards. While 
obeying rules is seen as vital to the formalistic value, such patterns do not hold for 
the utilitarian. One possible explanation for the utilitarian managers’ lack of 
concern with rules is that they are more concerned with the consequences of an 
action towards people (Brady & Wheeler, 1996). Thus, we propose that future 
studies extend our research by exploring the ethical conflict that managers might 
face between their concern for self and their concern for others in their reporting 
practices. One possible way to do this is by considering the ethical conflict faced 
by management between benefiting oneself and benefiting shareholders. 
Management could be provided with a scenario whereby additional motivation 
or potential loss could materialise for them in making their decisions.   

The main theoretical implication of this study is that it proposes to examine 
principles and rules as a hierarchy of information in a standard. This is in contrast 
to past accounting studies (e.g., Agoglia et al., 2011; Tan & Jamal, 2010; Clor-Proell 
& Nelson, 2007) that tended to focus on the different types of accounting 
standards, such as principle-based versus rule-based standards that affect 
accountants’ financial reporting decision making. By examining principles and 
rules as part of a hierarchy of information, we were able to examine the effect of 
the combination of both principles and rules on managers’ decision making, thus 
proposing a combination of principles and rules which would improve the 
reporting by financial managers. The second theoretical implication of this study 
is that ethical predisposition, which is strongly connected to how individuals use 
principles and rules in their ethical decision making, is an important factor in 
managers’ decision making. Our study extends the studies of Young (2020) and 
Bauer et al. (2020) by incorporating another important element in examining 
aggressive reporting, namely individual attributes. 

The findings of the study also have useful practical implications. Since 
accounting standard setters are revisiting most of the important standards in the 
last two decades, the findings of the study provide important insights to the 
standards setters on how different levels of information in the accounting 
standards might influence judgment and decision making. It is thus proposed that, 
in drafting accounting standards, the standard setters need to strike a balance in 
how much information is to be provided. Our study also provides evidence that 
accounting standards should not be too general or too specific. Moving towards 
either one of these two extremes could lead to undesired reporting patterns among 
accountants with different attributes. The findings are also important to 
regulators, audit oversight boards, and audit committees.  Relevant rules and 
regulations need to be established as intervention in ensuring that people with 



L. Y. Zhee & A. A. C. Azmi (2022) / Asian Journal of Accounting Perspectives 

62 

different ethical dispositions are able to arrive at similar reporting decisions when 
faced with accounting standards which contain different hierarchies of 
information. Academics, too, can tap on the findings of the study when teaching 
professional ethics and financial reporting. Students should be given the 
awareness and emphasis regarding the potential influence of ethical 
predisposition and hierarchy of information on decision making.  

A limitation of this study lies in the possibility that our participants might have 
made their judgments based on incomplete information. Although absolute care 
was taken to ensure that the participants were provided with sufficient 
information to make a decision, we acknowledge that due to factors such as time 
limit and appropriate length of the instrument, we had to exclude some specificity 
of the standard such as definitions and descriptions of the standard from the 
instrument. Thus, future studies could examine whether decision making is 
influenced by the definitions in accounting standards by providing more complete 
information to the respondents. In addition, this study used students as surrogates 
for the CFO of the company in financial reporting decision making. While it is 
argued that accounting students with relevant knowledge are not different from 
actual practitioners in terms of decision making, this study would have been more 
interesting if practitioners were engaged as the participants of the study as the 
students might not have been fully exposed to financial reporting activities nor 
given the full capacity in making financial reporting decisions. More practical and 
useful views might be gathered from the practitioners’ perspectives regarding 
how the financial reporting decision was derived and hence, serve as useful input 
in interpreting the results and discussing the findings.  
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