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Abstract

This paper set out to investigate how the Big Four auditing firms in Saudi Arabia perceive
the impact of International Financial Reporting Standards (IFRS) adoption on financial
reporting practices, addressing ongoing debate in the literature regarding whether IFRS
adoption consistently enhances reporting practices across different institutional contexts.
Further, the study investigates whether audit quality (AQ) mediates the relationship be-
tween IFRS adoption and financial reporting quality (FRQ). To address these questions, a
structured questionnaire was circulated among auditors and quality assurance auditors
working in the Saudi branches of the Big Four. Responses were examined using partial
least squares (PLS) analysis. The results showed that IFRS has a clear positive effect on the
qualitative characteristics of financial reporting, aligning with evidence from earlier studies.
The results also underscored the mediating role played by AQ in reinforcing the benefits of
IFRS on reporting practices. The findings carry significant ramifications, specifically for
major stakeholders, including regulatory authorities, financiers, board members, senior
executives, and investors.

Keywords: International Financial Reporting Standards (IFRS); audit quality (AQ); Big 4;
financial reporting; Saudi Arabia; emerging market

1. Introduction
The successive developments in the business world and the globalization of capital

markets have led to efforts to integrate financial markets across different countries. Conse-
quently, the international convergence of accounting standards has become a key concern
for regulators, professional bodies, investors, and other stakeholders who use financial
information. This has highlighted the growing need for a unified accounting language
across countries—one that forms the basis for preparing financial reports—represented by
a set of high-quality standards, namely the IFRS, issued by the International Accounting
Standards Board (IASB). These standards aim to establish unified principles for prepar-
ing financial reports globally, using the same IFRS framework (Ergun & Öztürk, 2013;
Kamath & Desai, 2014; Sunder, 2016; Sassi & Damak-Ayadi, 2023; Nofel et al., 2024).

Over the past two decades, IFRS adoption has expanded rapidly worldwide. Since this
shift seeks to harmonize accounting standards across nations, facilitate cross-border capital

J. Risk Financial Manag. 2026, 19, 182 https://doi.org/10.3390/jrfm19030182

https://crossmark.crossref.org/dialog?doi=10.3390/jrfm19030182&domain=pdf&date_stamp=2026-03-04
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://www.mdpi.com/journal/jrfm
https://www.mdpi.com
https://orcid.org/0009-0007-2864-5619
https://orcid.org/0000-0001-7493-7822
https://orcid.org/0000-0002-4876-0258
https://orcid.org/0000-0003-3246-147X
https://doi.org/10.3390/jrfm19030182


J. Risk Financial Manag. 2026, 19, 182 2 of 23

flows, improve market integration, lessen disparities in financial reporting, and foster
greater transparency and comparability, this development is regarded as one of the most
important turning points in the history of accounting and auditing. Many jurisdictions
have implemented IFRS to harmonize reporting practices, reduce cross-country differences,
and facilitate international investment flows. In Saudi Arabia, the Saudi Organization
for Certified Public Accountants (SOCPA) mandated the adoption of IFRS for companies
listed on the Saudi Stock Exchange beginning in January 2017 (Nurunnabi et al., 2022).
This regulatory transition provides an important setting for examining the effectiveness of
IFRS within an emerging market environment characterized by ongoing institutional and
economic transformation.

Many researchers have been interested in studying the effects of IFRS adoption on
various aspects, including the role of accounting information in value measurement, com-
parability, cost of capital, accounting conservatism, and the overall quality of financial
reporting. Progressively, these standards have been viewed as a primary tool for enhancing
the quality of financial reports and a key mechanism for producing complete and transpar-
ent information that accurately reflects the true financial status of companies. According
to Sitepu et al. (2021), financial reports are considered high-quality when they improve
decision-making, have predictive and confirmatory value, and accurately depict economic
phenomena and the financial health of the company. Despite this, concerns remain among
various stakeholders participating in capital markets regarding the adoption of IFRS in
the preparation of financial statements. Questions have been raised about whether this
adoption will impact the quality of financial reporting (Chua et al., 2012; Sunder, 2016).

A large body of research suggests that adopting IFRS brings several advantages to
financial reporting, notably greater comparability, enhanced transparency, stronger investor
confidence, and lower information asymmetry (Dimitropoulos et al., 2013; Al-Htaybat,
2018; Bassemir, 2018). Additional benefits are highlighted by other studies, such as cheaper
financing costs and ultimately better capital market performance and more efficient re-
source allocation (García et al., 2017; Outa, 2011). However, empirical evidence remains
inconclusive regarding whether IFRS implementation consistently leads to higher FRQ.
While some studies document improvements in reporting practices following IFRS adop-
tion, others argue that these benefits depend heavily on contextual and institutional factors,
such as enforcement mechanisms, governance structures, and the broader regulatory en-
vironment (Samaha & Khlif, 2016; Sharma et al., 2017). These mixed findings indicate
that the relationship between IFRS adoption and FRQ is neither automatic nor uniform
across settings.

Some research contends that the absence of a conducive implementation environment
and variations in the legal, regulatory, cultural, political, and economic contexts among
nations are some of the factors influencing the IFRS and quality financial reporting re-
lationship (Sharma et al., 2017; Alruwaili et al., 2023). Furthermore, IFRS may be less
useful in underdeveloped environments due to being primarily designed with the insti-
tutional frameworks and societal ideals of developed economies. According to Samaha
and Khlif (2016), the advantages of IFRS in these contexts largely rely on the adoption
and compliance tactics employed. Therefore, developing economies where compliance
enforcement mechanisms are less effective may experience different outcomes following
IFRS implementation.

In addition to contradictory empirical outcomes, earlier literature has also diverged
in how FRQ is framed and measured. While some researchers stress the qualitative as-
pects of accounting information as a more direct reflection of FRQ, others depend on
proxies such as decreased earnings management. This study takes the former stance,
contending that since accounting data is the end result of financial reporting, it offers a
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useful foundation for evaluating reporting quality. In particular, the qualitative charac-
teristics of accounting information—such as comparability, verifiability, timeliness, and
understandability—remain underexplored in the IFRS literature, despite their central role
in enhancing the usefulness of financial statements.

Moreover, the function of AQ in reflecting the outcomes of IFRS implementation
remains an essential yet unresolved problem. It is commonly acknowledged that AQ is
a crucial method for guaranteeing reliable financial reporting, especially in settings with
inconsistent compliance and enforcement. By improving the accuracy of reported data
and reducing managerial discretion, high-quality audits may increase the efficacy of IFRS.
Nevertheless, previous studies have not reached consensus on whether AQ mediates the
relationship between IFRS adoption and improvements in FRQ, leaving an important
research gap in the literature.

This issue is particularly pertinent when discussing the role of the Big Four audit
firms, which are typically considered global leaders in audit expertise, independence, and
the implementation of international reporting standards. Big Four auditors play a crucial
role in promoting IFRS compliance and shaping reporting practices, especially in emerging
markets where institutional frameworks are still forming. Despite this, scant research has
studied how Big Four auditors evaluate the impact of IFRS on financial reporting practices,
particularly in the context of Saudi Arabia and the wider Gulf area.

Collectively, the body of the literature identifies three significant gaps. First, empirical
evidence on the impact of IFRS adoption on financial reporting quality remains mixed,
particularly in emerging market contexts. Second, prior studies differ considerably in
how financial reporting quality is conceptualized and measured, with limited attention
given to the qualitative characteristics of accounting information emphasized in the IFRS
conceptual framework. Third, despite the recognized importance of audit quality as an
enforcement and governance mechanism, its mediating role in the relationship between
IFRS adoption and financial reporting quality remains insufficiently explored, especially
from the perspective of auditors themselves.

Accordingly, this study aims to fill these gaps by analyzing whether the adoption of
IFRS affects the qualitative aspects of accounting information and by investigating how
AQ functions as a mediator in this relationship. Utilizing survey data from auditors and
audit quality specialists working for the Big Four audit firms’ Saudi offices, the study offers
fresh perspectives on how IFRS functions in practice within an emerging market context.
Thereby, the study adds to the body of knowledge on IFRS by highlighting the significance
of AQ as a crucial institutional mechanism that makes it possible for IFRS to result in
appreciable enhancements in the quality of financial reporting.

The remainder of the paper is structured as follows. Section 2 reviews the relevant
literature. Section 3 outlines the conceptual framework and hypotheses development.
Section 4 explains the methodology and data collection. Section 5 presents the empirical
results, followed by a discussion in Section 6. Finally, Section 7 concludes with key findings,
practical implications, and suggestions for future research.

2. Literature Review
2.1. IFRS Adoption and Financial Reporting Quality

Financial reporting is a primary channel through which firms communicate their finan-
cial position and performance to external and internal users, including investors, creditors,
employees, regulators, and the public (Davern et al., 2019). The literature generally views
FRQ as a multi-dimensional construct that reflects the extent to which reports provide
decision-useful information, rather than mere compliance with rules (Lennard, 2007; Li et al.,
2014; A. A. E. Abdelraheem & Hussien, 2022). This view aligns with the IASB’s Concep-
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tual Framework, which distinguishes fundamental qualitative characteristics—relevance
and faithful representation—from enhancing characteristics—comparability, verifiability,
timeliness, and understandability—intended to increase the usefulness of information for
decision-making (IASB, 2010; Cheong et al., 2010; Elsiddig Ahmed, 2020; A. Abdelraheem
et al., 2021; A. Abdelraheem, 2024). A key implication of this conceptualization is that FRQ
can improve even when traditional outcome proxies such as value relevance or earnings
management show limited change, because these proxies capture only selected dimensions
of the broader FRQ construct (Sunder, 2016).

Empirical research on IFRS adoption typically predicts improvements in FRQ through
greater disclosure requirements, more consistent recognition and measurement principles,
and enhanced comparability across firms and jurisdictions (Barth et al., 2008; Palea, 2013).
However, prior evidence also converges on an important caveat: IFRS adoption does not
mechanically produce higher FRQ; realized effects depend on enforcement, governance,
incentives, and preparer and auditor competence, which vary widely across institutional
contexts (Palea, 2013; Samaha & Khlif, 2016). This conditionality has produced a litera-
ture with both convergence and divergence. Studies that emphasize settings with stronger
enforcement and monitoring tend to report clearer quality improvements, while studies in en-
vironments with weaker enforcement often find smaller, mixed, or dimension-specific effects.

In Saudi Arabia, mandatory IFRS adoption in 2017 created a natural setting in which
to examine whether these expected benefits materialized. A stream of Saudi-focused
studies reports results broadly consistent with an improvement in perceived or observed
reporting outcomes after adoption. For example, Ebaid (2022) documents improvements
across multiple qualitative attributes of financial information in Saudi commercial banks,
and Alshetwi (2020) similarly reports enhanced transparency and usefulness of reports.
Hashed and Almaqtari (2021) add that IFRS adoption is associated with reduced earnings
management, with governance conditions such as audit committee and board independence
strengthening this association. These findings converge on the view that IFRS can support
higher-quality reporting in Saudi Arabia, but they also implicitly suggest that governance
and monitoring conditions shape the magnitude of the gains, which is consistent with
cross-country reviews emphasizing the role of institutions and enforcement (Palea, 2013;
Samaha & Khlif, 2016).

At the same time, Saudi evidence is not uniformly strong across all commonly used
empirical proxies, which points to unresolved debates about what “quality improvement”
should mean and how it should be measured. Alomair et al. (2022), for instance, report
that the combined value relevance of earnings and book value did not change substantially
after IFRS adoption, although the relative importance of book value increased when fair
value accounting became more salient. This result can be read in two different ways. One
interpretation is that IFRS improved balance-sheet informativeness through fair value–
oriented measurement and disclosure, thereby shifting investor attention toward book
values. Another interpretation is that the expected broad-based enhancement in market-
based usefulness did not fully materialize, at least in the specific period and sample studied,
raising questions about whether the benefits were concentrated in certain accounting
components rather than the overall information set. This divergence is consequential
because it underscores that “improvement in FRQ” is not always captured by a single
indicator; rather, IFRS effects may be uneven across dimensions such as disclosure clarity,
comparability, or measurement informativeness (IASB, 2010; Sunder, 2016).

A related debate in the Saudi literature concerns the extent to which IFRS effects are
intrinsically standard-driven versus governance-driven. Zehri et al. (2023) emphasize
that corporate governance, particularly independent audit committees, strengthens the
effectiveness of IFRS in improving reporting quality. When such studies find that IFRS
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outcomes are stronger under robust governance, they raise a critical interpretive issue:
observed post-adoption improvements may reflect not only the standards themselves but
also contemporaneous changes in monitoring, enforcement expectations, and firm-level
governance reforms that accompany adoption. This point aligns with institutional theory
arguments that formal adoption can be partly symbolic unless accompanied by effective
monitoring and complementary institutions that translate rules into practice (DiMaggio &
Powell, 1983; Chen & Zhang, 2010). Consequently, the Saudi literature suggests a conver-
gence on positive directionality for IFRS–FRQ, yet also reveals a persistent inconsistency in
the strength and breadth of effects across different measures and institutional conditions,
motivating closer examination of the mechanisms that operationalize IFRS in practice.

2.2. IFRS Adoption and Audit Quality

A second stream of literature argues that IFRS adoption changes the audit environment
by increasing complexity, judgment, and disclosure intensity, particularly in areas such
as fair value measurement, impairment testing, and estimation uncertainty. This tends to
increase both the demand for, and the expected contribution of, high-quality auditing as
a monitoring and assurance device (Francis, 2024). AQ itself is widely conceptualized as
multi-dimensional, reflecting auditor competence and industry expertise, independence
and ethical behavior, audit methodologies and quality-control systems, and the broader
regulatory context in which audits are performed (Carcello & Neal, 2000; Francis, 2024;
Karim et al., 2024). Because IFRS is principles-based and relies heavily on professional judg-
ment, the literature often anticipates that AQ becomes more consequential after adoption,
but it also notes that auditor capability and regulatory enforcement determine whether this
consequence is realized.

In Saudi Arabia, empirical evidence provides support for the view that IFRS adoption
and AQ are related, though the relationship is not solely a function of the standards.
Zureigat (2015) finds that IFRS compliance is stronger among financial institutions audited
by larger audit firms and more experienced auditors, implying that audit inputs and
capability are important complements to IFRS implementation. Alhazmi et al. (2024) report
that firms audited by Big Four auditors exhibit lower discretionary accruals, consistent
with the notion that reputable auditors constrain opportunistic reporting. However, other
work raises doubts about whether AQ constrains earnings management as strongly in
Saudi Arabia as in more developed markets, pointing to institutional features that may
weaken monitoring effectiveness (Habbash & Alghamdi, 2017). Taken together, these
studies highlight an unresolved issue in the literature: whether AQ in emerging-market
contexts operates with the same disciplining intensity observed in stronger enforcement
regimes, or whether local institutional features attenuate audit effectiveness even when
international standards are adopted.

This debate connects directly to institutional theory, which emphasizes coercive pres-
sures arising from regulation and oversight. In Saudi Arabia, institutions such as SOCPA
play an important role in setting audit expectations and monitoring compliance, suggest-
ing that changes in the audit environment may occur alongside IFRS adoption and may
partly explain observed reporting outcomes (DiMaggio & Powell, 1983). Yet the liter-
ature remains divided on how much enforcement strength and regulatory monitoring
must improve before AQ changes become systematic rather than firm-specific. Studies
emphasizing stronger monitoring regimes argue that credible oversight improves audit
discipline and stakeholder trust, whereas research highlighting weak enforcement warns
that adoption without effective monitoring can limit benefits (Uyar et al., 2021; Hung, 2023).
This divergence matters because it implies that, in Saudi Arabia, IFRS adoption alone
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may be insufficient to ensure uniformly higher AQ unless it is accompanied by consistent
enforcement and professional capacity-building.

Another emerging line of work highlights that AQ is being reshaped by technol-
ogy, including data analytics, automation, and AI-based risk assessment, which may
improve audit effectiveness by increasing coverage, timeliness, and anomaly detection—
capabilities that are especially relevant when IFRS requires extensive estimates and
disclosures (Mardian & Avianti, 2019; Seethamraju & Hecimovic, 2023). However, the
technology-based argument also introduces an additional unresolved question: whether
technology-driven audit enhancements diffuse evenly across audit firms and clients, or
whether they primarily benefit firms with greater resources and structured methodologies,
thereby widening audit-quality differences. This reinforces the need to examine AQ not as
a single attribute but as a bundle of capabilities shaped by firm size, training, and quality-
control infrastructure, which may be particularly salient for Big Four firms operating in
the Kingdom.

Finally, several studies stress that AQ is influenced not only by auditors but also by
governance arrangements such as audit committees, which can strengthen auditor inde-
pendence, support resolution of accounting disputes, and enhance monitoring of financial
reporting and audit processes (Mardessi, 2021; Al-ahdal & Hashim, 2022). At the same
time, context-specific institutional features, including sectoral differences such as Islamic
banking, may require specialized audit approaches that complicate direct transferability of
audit-quality expectations across settings (Rashid & Ghazi, 2021). These findings collec-
tively suggest that the IFRS–AQ relationship is embedded in a broader governance and
institutional ecosystem, and that auditing capacity and oversight may be as important as
the standards themselves in producing improved reporting outcomes.

2.3. Audit Quality and Financial Reporting Quality, and the Unresolved Mechanism Debate in the
Saudi IFRS Setting

A large body of research treats AQ as a key determinant of FRQ because higher-quality
audits enhance the credibility of reported information, reduce information asymmetry,
and constrain opportunistic earnings management and disclosure choices (Francis, 2024).
Evidence from the Gulf region supports this general association. Alzeban (2020) reports
that Saudi companies audited by Big Four firms achieve higher levels of FRQ, and Ali
(2022) finds that external AQ and audit committee characteristics are positively associated
with reporting outcomes among GCC-listed firms. Kateb (2024) further argues that Big
Four firms play an influential role in guiding IFRS interpretation due to global networks,
structured training, and technical expertise, and Ammer and Pantamee (2024) emphasize
that Big Four effectiveness is linked to institutionalized processes such as continuous
professional training and internal quality-control systems rather than reputation alone.
Convergence across these studies is evident in the claim that stronger audit inputs and
stronger audit-related governance correlate with better reporting outcomes in Saudi Arabia.

Nevertheless, an important unresolved debate concerns whether AQ primarily func-
tions as a direct driver of FRQ, a mechanism through which IFRS produces improvements,
or a contextual condition that amplifies or weakens IFRS effects. This debate matters
because different empirical specifications imply different interpretations of “what makes
IFRS work.” If AQ is mainly a direct determinant, then IFRS adoption and AQ may inde-
pendently improve FRQ without necessarily interacting. If AQ is a mediator, IFRS adoption
may lead to investments in audit capability and oversight, which then translate into higher
FRQ. If AQ is a moderator, IFRS adoption would improve FRQ more strongly in firms with
higher AQ. The empirical literature has not reached a consistent conclusion, particularly in
emerging markets.
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Recent Saudi-focused evidence illustrates this inconsistency. Alluhaidan (2020) finds
that IFRS implementation is associated with reduced earnings management, particularly
when supported by high AQ, which is consistent with a complementary role of auditing in
realizing IFRS benefits. Kateb (2024) similarly highlights governance-related channels by
showing that audit committee competence mediates constraints on earnings manipulation
under IFRS. In contrast, Saleh et al. (2025), examining firms in Saudi Arabia and the UAE,
report that IFRS and AQ each independently reduce earnings management, but their com-
bined effect is not statistically significant. This divergence challenges a simple “IFRS plus
high AQ always yields stronger outcomes” narrative and suggests that interaction-type
effects may be sensitive to research design, measurement, and the institutional setting. For
instance, moderation tests can be difficult to detect when AQ exhibits limited variation,
when regulatory oversight compresses differences across firms, or when audit-quality
proxies capture general audit inputs rather than incremental enforcement intensity; under
such conditions, IFRS and AQ may appear additive rather than multiplicative even though
auditing remains important for implementation. More broadly, these inconsistent findings
reinforce long-standing arguments that IFRS outcomes are conditional on enforcement, in-
centives, and institutional complements, and that empirical proxies capture different slices
of a complex construct (Palea, 2013; Samaha & Khlif, 2016; Sunder, 2016; Francis, 2024).

This review, therefore, motivates a clear research gap. Despite a growing Saudi
literature documenting post-IFRS changes in reporting outcomes and associating audit
characteristics with FRQ, there remains limited synthesis and insufficient consensus on
the role auditing plays in translating IFRS into realized reporting quality. Specifically,
unresolved debates persist regarding whether the post-adoption improvements attributed
to IFRS reflect the standards’ intrinsic properties, the strength of AQ and governance
mechanisms that enforce implementation, or broader institutional changes that accompany
adoption. In addition, many studies rely heavily on earnings management or market-based
measures, which may not fully capture FRQ as conceptualized by the IASB, enhancing
qualitative characteristics, leaving open the question of whether IFRS effects extend to com-
parability, verifiability, timeliness, and understandability in practice (IASB, 2010; Sunder,
2016). Addressing these gaps requires a literature-informed approach that evaluates IFRS
consequences while explicitly accounting for audit-related implementation capacity and
employing a FRQ conceptualization aligned with qualitative characteristics, particularly
in the Saudi post-2017 context, where institutional adaptation and enforcement continue
to evolve.

3. Conceptual Framework and Hypotheses Development
Figure 1 presents the study’s conceptual framework and the hypothesized paths

among IFRS adoption, audit quality (AQ), and financial reporting quality (FRQ). Consistent
with Agency and Institutional perspectives, the model specifies both direct effects (IFRS →
FRQ; IFRS → AQ; AQ → FRQ) and an indirect effect in which AQ serves as an implementa-
tion and enforcement mechanism linking IFRS adoption to realized improvements in FRQ
(Jensen & Meckling, 1976; DiMaggio & Powell, 1983; Chen & Zhang, 2010; Francis, 2024).

This study develops an integrated conceptual framework linking IFRS adoption to
FRQ through both direct and indirect channels. To strengthen theoretical coherence, the
framework specifies (i) direct effects of IFRS adoption on FRQ and AQ, and (ii) a mechanism-
based pathway in which AQ operates as a mediator explaining how IFRS adoption is
translated into realized improvements in FRQ. This mediation focus follows the argument
that the benefits of IFRS depend on credible implementation and enforcement capacity,
for which auditing is a key channel (DiMaggio & Powell, 1983; Chen & Zhang, 2010;
Francis, 2024).
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Figure 1. Conceptual framework and hypotheses. Authors own creation.

The framework is grounded in Agency Theory, Institutional Theory, Resource De-
pendence Theory, and Stakeholder Theory (DiMaggio & Powell, 1983; Freeman, 1984;
Jensen & Meckling, 1976; Pfeffer & Salancik, 1978). Agency Theory emphasizes the moni-
toring value of external assurance in reducing information asymmetry and constraining
opportunistic reporting choices, implying that both higher-quality standards and higher-
quality audits should be associated with better reporting outcomes (Jensen & Meckling,
1976; Francis, 2024). Institutional Theory highlights that mandatory IFRS adoption can
increase legitimacy by aligning reporting practices with a globally accepted template, but it
also stresses that the benefits of adoption depend on effective enforcement and implementa-
tion capacity; therefore, AQ becomes a practical channel through which formal rules are ap-
plied rigorously rather than symbolically (DiMaggio & Powell, 1983; Chen & Zhang, 2010).
Resource Dependence Theory explains why IFRS adoption can reshape the audit function
by increasing the technical complexity of reporting, thereby increasing firms’ reliance on
auditors for specialized expertise, methodologies, and quality-control resources needed
to interpret and apply principles-based standards (Pfeffer & Salancik, 1978; Francis, 2024).
Stakeholder Theory reinforces the outcome logic by arguing that IFRS-based reporting,
when credibly assured, enhances decision usefulness for a broad set of users through im-
proved comparability, understandability, and confidence in reported information (Freeman,
1984; Sunder, 2016). Taken together, these theories motivate a coherent sequence in which
IFRS adoption can improve FRQ directly, can induce stronger audit practices, and can
improve FRQ indirectly by elevating the monitoring and verification role of audits.

This study extends and refines prior IFRS–FRQ research by focusing on Saudi Arabia
after mandatory IFRS adoption (effective 2017) and by examining the perceptions of au-
ditors and quality reviewers within Big Four firms operating in the Kingdom. It refines
measurement by operationalizing FRQ using the enhancing qualitative characteristics—
comparability, verifiability, timeliness, and understandability—consistent with the IASB
Conceptual Framework, rather than relying exclusively on earnings management–based
proxies that capture only certain dimensions of reporting quality (IASB, 2010; Sunder, 2016).
This positioning is important because IFRS effects are known to vary with institutional con-
text, enforcement intensity, professional capacity, and measurement choices; therefore, even
when prior studies report largely positive associations, re-examination remains necessary
in settings where implementation conditions and compliance incentives may differ (Palea,
2013; Samaha & Khlif, 2016).

The first relationship concerns the direct effect of IFRS adoption on FRQ. Stakeholder
Theory suggests that IFRS should enhance the decision usefulness of financial statements
by improving transparency, comparability, and the communicative value of disclosures
for investors, creditors, regulators, and other users (Freeman, 1984; Sunder, 2016). The
IASB Conceptual Framework indicates that the enhancing qualitative characteristics—
particularly comparability, verifiability, timeliness, and understandability—strengthen the
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usefulness of information, aligning with our operationalization of FRQ (IASB, 2010). In-
stitutional Theory further suggests that IFRS adoption may improve reporting outcomes
through alignment with a legitimized global reporting model, but it also cautions that
realized improvements depend on the credibility of implementation and the strength of
oversight; consequently, the same formal adoption can produce different quality outcomes
across jurisdictions or periods (DiMaggio & Powell, 1983; Chen & Zhang, 2010). Because
Saudi Arabia’s post-2017 environment combines mandatory adoption with evolving en-
forcement and professional practice adaptation, hypothesis testing remains warranted
rather than assumed. Accordingly, the study proposes the following hypothesis:

H1. IFRS adoption positively affects financial reporting quality (FRQ).

The second relationship links IFRS adoption to AQ. From a Resource Dependence
perspective, IFRS adoption increases reporting complexity and judgment, particularly in
measurement and disclosure-intensive areas, which raises demand for audit expertise, stan-
dardized methodologies, and robust engagement quality controls (Pfeffer & Salancik, 1978;
Francis, 2024). Institutional Theory complements this argument by suggesting that manda-
tory IFRS adoption can heighten regulatory scrutiny and normative pressures for profes-
sionalization, leading audit firms to strengthen training, consultation, documentation, and
quality review processes to meet elevated expectations (DiMaggio & Powell, 1983). Prior
Saudi-based evidence indicates that audit capability and experience are related to stronger
IFRS compliance and audit outcomes, and post-adoption transition challenges have been
linked to the need for additional training and technical competence, consistent with the
view that IFRS adoption can induce changes in audit practices and investments (Zureigat,
2015; Ben Gamra et al., 2022). Therefore, the study proposes the following hypothesis:

H2. IFRS adoption positively affects audit quality (AQ).

The third relationship concerns the effect of AQ on FRQ. Agency Theory predicts
that higher-quality audits strengthen monitoring, reduce managerial opportunism, and in-
crease the credibility of reporting by challenging aggressive accounting choices, improving
evidence gathering, and enforcing discipline around estimates and disclosures (Jensen &
Meckling, 1976; Francis, 2024). This logic maps directly onto the IASB notion of verifiability
as an enhancing qualitative characteristic: stronger audit processes should improve the
degree to which reported information can be substantiated and trusted, thereby increasing
FRQ (IASB, 2010). Stakeholder Theory similarly predicts that credible audits enhance
confidence among diverse users, which supports improved perceptions of reporting quality,
particularly in settings where users rely heavily on assurance as a signal of reliability and
transparency (Freeman, 1984). Empirical work in the Saudi context has likewise associated
stronger external audit attributes with improved reporting-related outcomes, reinforcing
the plausibility of this link (Alzeban, 2020). Thus, the following hypothesis is proposed:

H3. Audit quality (AQ) positively affects financial reporting quality (FRQ).

The final relationship specifies the indirect pathway from IFRS adoption to FRQ
through AQ. This mediation argument is theoretically distinct from a moderation argument.
Moderation would imply that IFRS adoption improves FRQ more strongly when AQ is high,
treating AQ as a contingent amplifier of IFRS outcomes. By contrast, mediation proposes
that IFRS adoption changes audit practices and audit capability, and those changes are
part of the causal chain that produces higher FRQ. Institutional Theory is central to this
mediation logic because it emphasizes that formal adoption of rules can be ceremonial
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unless implementation is credible; AQ operates as a practical mechanism that increases
the likelihood of substantive compliance through scrutiny of judgments, insistence on
appropriate disclosures, and escalation of contentious accounting issues (DiMaggio &
Powell, 1983; Chen & Zhang, 2010).

Resource Dependence Theory reinforces mediation by explaining why IFRS adoption
can increase reliance on auditors’ expertise and methodological resources, prompting
investments in training, consultation networks, and engagement quality controls that enable
more faithful application of IFRS (Pfeffer & Salancik, 1978; Francis, 2024). Agency Theory
clarifies the behavioral channel: auditors translate IFRS requirements into enforceable
constraints on managerial discretion by evaluating estimates, testing assumptions, and
requiring support for recognition and measurement choices; higher-quality audits therefore
operationalize IFRS in a way that directly affects reporting quality (Jensen & Meckling,
1976). Stakeholder Theory links this process to the outcome: when IFRS implementation
is supported by strong assurance, financial reports are more likely to be perceived as
credible, comparable, and decision-useful, aligning with the qualitative characteristics used
to capture FRQ in this study (Freeman, 1984; IASB, 2010; Sunder, 2016).

Given prior cross-setting inconsistencies in IFRS outcomes, we focus on AQ as an
implementation mechanism rather than specifying interaction (moderation) effects in the
model (Palea, 2013; Samaha & Khlif, 2016; Francis, 2024). Consequently, the study proposes
the following mediation hypothesis:

H4. Audit quality (AQ) mediates the relationship between IFRS adoption and financial reporting
quality (FRQ).

4. Methods
Sample and Data Collection

In this study, Big Four auditing firms in Saudi Arabia—Deloitte, Pricewaterhouse-
Coopers (PwC), Ernst & Young (EY), and KPMG—constitute the target population. The
study sample consists of auditors and quality auditors working within these firms.

Only professionals with accepted qualifications (auditor, audit quality specialists)
meeting the eligibility criteria and performing audit-related tasks at the point when the
data were collected were eligible (Zureigat, 2015). To ensure rigor, the research team
partnered with the HR departments to receive anonymized datasets that contained no
personally identifiable information and were safely transported through encryption and
stored on password-controlled servers in accordance with SADPA and IRB requirements.
These samples have been combined into one spreadsheet with unique identifiers, resulting
in a population of 705 qualified specialists (430 auditors and 275 quality auditors). The
determination of the sample size relied on the formula of Yamane (1973), which yielded a
required sample size of 159. Of the 159 questionnaires that were sent, 147 were received
(92.5% response rate), 120 of which were valid (81.63% of the data received) once those
who had not filled out the entire questionnaire and those who had inconsistent responses
were filtered out. To reduce sampling bias, random sampling was used to give equal
opportunities to all members of the population, whereas systematic follow-ups helped
reduce non-response bias. The representativeness and inclusivity were also promoted by a
clear sampling frame and repeated non-respondent communication, making the dataset
conform to the inclusion criteria of the study.

The required sample size was determined using Yamane’s (1973) formula:

n =
N

1 + N(e2)
(1)

https://doi.org/10.3390/jrfm19030182

https://doi.org/10.3390/jrfm19030182


J. Risk Financial Manag. 2026, 19, 182 11 of 23

where n denotes the sample size, N represents the total population size (705), and e is the
acceptable margin of error (7%). Substituting these values into the formula yields a required
minimum sample size of approximately 158 respondents. Accordingly, questionnaires were
distributed to ensure that this threshold was met.

An electronic questionnaire was developed and reviewed by academic experts spe-
cializing in accounting to ensure its content validity. A pilot survey was conducted with
30 participants from the target population, recruited via the LinkedIn platform. The reliabil-
ity of the questionnaire was assessed using Cronbach’s alpha, yielding a coefficient of 0.90,
which indicates a high level of internal consistency. Results from the split-half reliability
method are presented in Table 1. Subsequently, of the 147 received questionnaires, 120 were
deemed valid and 27 were excluded due to incompleteness, resulting in a final sample of
80 auditors and 40 quality auditors. The data were analyzed using SPSS V.29 and Partial
Least Squares Structural Equation Modeling (PLS-SEM) to test the study’s hypotheses.

Table 1. Statistical reliability and validity.

Variables Reliability Coefficient Validity Coefficient

Audit Quality 75% 87%

IFRS 86% 93%

Financial Reporting 83% 9%

For Questionnaire 83% 91%

The Cronbach’s alpha coefficient for the pilot sample of 30 participants reached 0.90,
exceeding the commonly accepted threshold of 0.60, which indicates a high level of internal
consistency. As shown in Table 1, all reliability and validity coefficients related to the three
study variables—as well as the overall questionnaire for the pilot test—were above 0.60.
These results suggest that the questionnaire demonstrates an adequate degree of reliability
and validity, supporting its suitability for further statistical analysis.

5. Result
5.1. KMO and Bartlett’s Test

The Kaiser-Meyer-Olkin (KMO) measure assesses the adequacy of the sample size for
factor analysis. The KMO value ranges between 0 and 1, with values closer to 1 indicating
that the data exhibit sufficient variance for meaningful factor analysis (Shrestha, 2021). As
shown in Table 2, the KMO value in this study reached 0.947, suggesting that the sample is
highly suitable for factor analysis.

Table 2. KMO and Bartlett’s Test.

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.947

Bartlett’s Test of Sphericity

Approx. Chi-Square 4947.72

df 496

Sig. 0.000

Bartlett’s Test of Sphericity evaluates whether the correlation matrix is significantly
different from an identity matrix, thereby determining whether relationships exist among
the variables. A statistically significant result (p < 0.05) indicates that factor analysis is
appropriate (Revelle, 2016). In this study, Bartlett’s test yielded a significance value of 0.000,
confirming that the data are suitable for factor analysis.
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5.2. Measurement Validity, Reliability, and Discriminant Validity

SmartPLS, a popular tool for modeling structural equations using partial least squares
(PLS-SEM), is known for producing reliable results with small samples, sometimes as few
as 100. However, to ensure the stability and accuracy of the model’s estimates, it is generally
recommended that the sample size be between 100 and 200 respondents. This range allows
for more precise analysis and helps minimize potential biases and errors that can arise from
small sample sizes. It helps to have greater confidence in results and be more certain of
generalizability to the wider population, ultimately leading to more reliable and significant
conclusions. Using SmartPLS with sample sizes between 100 and 200 respondents strikes
a balance between practicality and statistical accuracy, making it an attractive option for
researchers across various disciplines (Hair et al., 2019).

Hair et al. (2020) identify the first step in PLS-SEM as assessing the reliability and
validity of the measurement model, including the evaluation of discriminant validity. They
explain that reliability is assessed by examining the indicator loadings and the Average
Variance Extracted (AVE). The indicator loading should not be less than 0.70, and the AVE
should exceed 0.50. As shown in Table 3 and Figure 2, all indicator loadings exceed 0.70,
and the AVE values for the study variables are above 0.50, indicating strong reliability (see
Table 3 and Figure 2).

 

Figure 2. Loading rate, R2, and F2.

Model validity is further assessed using Cronbach’s alpha (CA) and Composite Relia-
bility (CR), both of which should also exceed 0.70. Table 3 demonstrates that the CA and
CR values surpass this threshold, confirming the model’s internal consistency and validity.

The Fornell–Larcker criterion was used to evaluate discriminant validity, which mea-
sures how much a concept is empirically different from other constructs in the measurement
model (Fornell & Larcker, 1981). By comparing the AVE for each construct with its cor-
relations with other constructs, discriminant validity was specifically demonstrated. The
square root of AVE is greater than the corresponding inter-construct correlations. This
approach was chosen because it offers a clear quantitative evaluation of whether constructs
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share more variance with their own indicators than with other constructs in the model and
is frequently used in variance-based structural equation modeling (PLS-SEM).

Table 3. Model Validity and Reliability Measurement.

Variables Code Phrases Loading AVE CA CR

International Financial
Reporting Standards

(IFRS)

IFRS1
Companies require financial
statements to be prepared in

accordance with IFRS.
0.817

0.707 0.862 0.906

IFRS2 IFRS contributes to improving the
information environment. 0.825

IFRS3
The adoption of IFRS helps reduce

information asymmetry
between stakeholders.

0.864

IFRS4
IFRS enhances the quality of
decision-making by financial

statement users.
0.857

Financial Reporting (FR)

FR1 Comparability is a characteristic of
financial reporting quality. 0.762

0.687 0.909 0.929

FR2 Understandability is a characteristic
of financial reporting quality 0.852

FR3 Verifiability is a characteristic of
financial reporting quality. 0.841

FR4 Neutrality is a characteristic of
financial reporting quality. 0.831

FR5 Consistency is a characteristic of
financial reporting quality. 0.827

FR6 Timeliness is a feature of financial
reporting quality. 0.858

Audit Quality
(AQ)

AQ1
The size of an accounting and

auditing firm influences the quality
of audits it provides.

0.863

0.789 0.910 0.937
AQ2

Affiliation with an international
audit firm is an indicator of higher

audit quality.
0.928

AQ3 Industry-specific expertise of the
auditor enhances audit quality. 0.886

AQ4
The frequency of legal actions filed

against an audit firm reflects its
audit quality.

0.873

Discriminant validity represents the correlation coefficients between the study vari-
ables; if the correlation of the variable itself is higher than its correlation with other variables,
this indicates a high rate of discriminant validity (Cheung et al., 2024; Sürücü & Maslakci,
2020). Table 4 shows that the correlation of the variable itself is higher than its correlation
with other variables, confirming the model’s high discriminant validity.
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Table 4. Correlation Matrix.

AVE Audit Quality IFRS Financial Reporting

Audit Quality 0.789 0.89

IFRS 0.707 0.57 0.84

Financial
Reporting 0.687 0.83 0.64 0.83

Values in italics represent the square root of AVE.

5.3. Structural Model Assessment

The structural model is assessed by examining the coefficient of determination (R2)
and the effect size (f2) (Hair et al., 2019). The coefficient of determination (R2), which ranges
between 0 and 1, represents the percentage of the dependent variable’s variance that can
be accounted for by the independent variables. Lin et al. (2020) state that R2 values are
categorized as weak if they fall between 0.19 and 0.33, moderate if they fall between 0.33
and 0.67, and strong if they are >0.67.

As shown in Table 5 and Figure 2, the R2 value for the AQ variable is 0.331, indicating
a moderate level of explanatory power, while the R2 value for the financial reporting
variable is 0.740, indicating strong explanatory power. These results suggest that IFRS
explains 33.1% of the variance in AQ and 74.0% of the variance in financial reporting,
thereby demonstrating a substantial linear relationship between the independent and
dependent variables.

Table 5. Coefficient of Determination.

R-Square R-Square Adjusted

Audit Quality 0.331 0.325

Financial Reporting 0.740 0.736

The effect size (f2) indicates the magnitude of the impact that an independent variable
exerts on a dependent variable. According to Selya et al. (2012), an f2 value is considered
large if it is ≥0.35, medium if it ranges between 0.15 and 0.35, small if it lies between 0.02
and 0.15, and negligible if it is ≤0.02. As shown in Table 6, the effect size of IFRS on AQ is
0.495, which is considered large, while its effect on financial reporting is 0.145, indicating a
small effect. In contrast, the effect size of AQ on financial reporting is 1.271, indicating a
very large effect.

Table 6. The Effect Size.

F-Square Audit Quality Financial Reporting

Audit Quality 1.271

IFRS 0.495 0.145

5.4. Variability Inflation (VIF) Test for Full Linear Correlation

We performed a full evaluation of linear correlations. In partial least squares structural
equation modeling (PLS-SEM), if all factor-level VIFs, derived via the common-method
bias test, are equal to or less than 3.3, the model can be considered free of common-method
bias. Our results, detailed in Table 7, show that all VIFs are less than this threshold.
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Table 7. Collinearity statistics (VIF).

Relations VIF

IFRS → FR 1.495

IFRS → AQ 1.000

AQ → FR 1.495

5.5. Hypotheses Test

The final step in PLS-SEM is path analysis using linear regression to test the study’s
hypotheses and assess the direct and indirect effects of the independent variables on the
dependent variables (Guenther et al., 2023; Sarstedt et al., 2014). As shown in Table 8 and
Figure 3, both direct and indirect effects were evaluated. The results reveal a statistically
significant direct positive effect of IFRS on financial reporting at the 0.001 significance level,
with a standardized coefficient (β) of 0.237, a t-statistic of 3.582, and a p-value of 0.000.
Accordingly, the first hypothesis (H1) was supported.

Table 8. Direct and Indirect Effects.

Hypotheses β Standard Deviation t-Statistic p-Values Decision

H1 IFRS → FR 0.237 0.066 3.582 0.000 Supported

H2 IFRS → AQ 0.575 0.079 7.276 0.000 Supported

H3 AQ → FR 0.702 0.053 13.302 0.000 Supported

H4 IFRS → AQ → FR 0.404 0.062 6.543 0.000 Supported

 

Figure 3. Path Analysis.

A statistically significant direct positive effect was found between IFRS and AQ at the
0.001 significance level, with a standardized coefficient (β) of 0.575, a t-statistic of 7.276,
and a p-value of 0.000. Accordingly, the second hypothesis (H2) was supported.
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Similarly, a significant direct positive effect was found between AQ and financial
reporting at the 0.001 significance level, with a β of 0.702, a t-statistic of 13.302, and a
p-value of 0.000, supporting the third hypothesis (H3).

Moreover, AQ was found to mediate the relationship between IFRS and financial
reporting, with a β of 0.404, a t-statistic of 6.543, and a p-value of 0.000. This result supports
the fourth hypothesis (H4) and is consistent with the findings of Jatiningrum et al. (2020)
and Nadhir and Wardhani (2019).

Therefore, the results of hypothesis testing, which are the final step in PLS-SEM using
path analysis, as shown in Table 8 and Figure 3, are as follows:

H1. IFRS adoption positively affects financial reporting quality (FRQ) (β = 0.237, t = 3.582,
p = 0.000).

H2. IFRS adoption positively affects audit quality (AQ) (β = 0.575, t = 7.276, p = 0.000).

H3. Audit quality (AQ) positively affects financial reporting quality (FRQ) (β = 0.702, t = 13.302,
p = 0.000).

H4. Audit quality (AQ) mediates the relationship between IFRS adoption and financial reporting
quality (FRQ) (β = 0.404, t = 6.543, p = 0.000).

6. Discussion
This study set out to explore how the adoption of IFRS affects FRQ and whether AQ

plays a meaningful role in that relationship. The results paint a clear and insightful picture:
IFRS adoption does improve the quality of financial reporting in Saudi Arabia, but its true
potential is unlocked when supported by strong AQ.

To begin with, the findings show that IFRS adoption has a significant positive impact
on FRQ. This reinforces the idea that global standards bring clarity and consistency to
financial statements, making them more useful for stakeholders. This aligns with what
previous studies like Mensah (2021) and Palea (2013) have found—namely, that IFRS
enhances the usefulness of financial information, especially for investors, by encouraging
fair value accounting and improving comparability. Musa (2019) also noted that better
financial reporting under IFRS can attract more foreign investment, which is particularly
relevant for Saudi Arabia’s economic diversification goals. However, it is worth noting
that not all studies have reached the same conclusion. For example, Newman et al. (2016)
found conflicting findings about the impact of IFRS in their review of the Zimbabwean
stock market. This implies that although IFRS offers a robust framework, its effectiveness
largely depends on how well it is applied and upheld.

Additionally, the study discovered a high and statistically significant correlation
between AQ and IFRS. Put differently, implementing IFRS alters not only how businesses
report, but also how they are audited. This is consistent with what Zureigat (2015) and
Deb et al. (2023) observed: introducing IFRS into a company’s reporting process makes
audits more complex and, in turn, pushes firms to seek out more capable auditors. The
added complexity of principles-based standards like IFRS means that auditors need to
exercise more judgment and technical know-how (Alaskar et al., 2025). This supports the
view of the institutional theory, which emphasizes that new rules—like IFRS—only work
when they are backed by effective implementation mechanisms. Audit firms, especially
those with international expertise, become key players in making these standards work
in practice.

Perhaps the most revealing outcome of this study is the strong relationship found
between AQ and FRQ. This is not surprising but is certainly important. A good audit does
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not just tick boxes—it gives credibility to the numbers in a company’s financial statements.
This supports the agency theory, which argues that audits help reduce information asym-
metry between managers and shareholders. The findings echo those of Alzeban (2020)
and Ali (2022), who found that high-quality external audits, especially those conducted
by Big Four firms, are linked to more reliable and transparent financial reporting in the
Gulf region. Kateb (2024) also highlights the transformative role these firms play in Saudi
Arabia, particularly as they bring global expertise to local financial systems.

Most importantly, the study confirms that AQ acts as a bridge between IFRS adoption
and improved financial reporting. In other words, IFRS by itself improves reporting, but
the improvement is even more substantial when the audit process is strong. This mediation
effect supports earlier research by Jatiningrum et al. (2020) and Nadhir and Wardhani (2019),
who showed that AQ enhances the impact of IFRS on reducing earnings management.
It also ties in well with the resource dependence theory, which sees audit firms as vital
external partners that companies rely on for guidance, credibility, and legitimacy in complex
reporting environments.

The traits of the audit firm have a significant impact on the results of reporting.
According to Fedyk et al. (2022) and Dikuua et al. (2023), larger audit firms, especially the
Big Four, have the resources, experience, and training necessary to handle the intricacies
of IFRS. In addition to their technical prowess, stakeholders place greater trust in these
companies. They offer an extra degree of control and trustworthiness owing to their
extensive global networks and reputation. This notion is supported by evidence from
Senyiit (2014) and Dimitropoulos et al. (2013), which demonstrate that financial statements
audited by large corporations typically provide a clearer image of a company’s underlying
economic reality and are more useful.

Theoretically, this study brings together several important strands. It supports the
institutional theory by showing how external pressures like IFRS adoption lead to internal
governance improvements. It reinforces the agency theory by demonstrating the role of
audits in reducing conflicts between management and shareholders. It affirms the resource
dependence theory by highlighting the strategic value of auditors in implementing complex
standards. And it ties in with the stakeholder theory by showing that better reporting
benefits a broad range of users, from investors to regulators.

Although the results strongly corroborate the suggested correlations, some method-
ological considerations should be taken into account when interpreting them. First, self-
reported questionnaires are used to gather perception-based metrics for the study. Despite
their widespread usage in auditing and financial reporting studies, these metrics might
represent respondents’ professional opinions and experiences rather than impartial report-
ing results. Therefore, as opposed to archival or market-based measures, the observed
connections represent perceived refinements in financial reporting and audit quality.

Secondly, the data’s cross-sectional character restricts the capacity to make causal
deductions. The findings do not prove a temporal direction or rule out reverse causality,
even if they show a strong correlation between the adoption of IFRS, audit quality, and
financial reporting quality. Future studies using mixed methods or longitudinal designs
may shed further light on how these associations vary over time and if audit quality
improvements come before or after IFRS-driven reporting changes.

From a practical standpoint, the implications are clear. Policymakers and regulators
should continue promoting IFRS but must recognize that standards alone are not enough.
AQ must be developed in parallel. This includes strengthening the audit profession,
enhancing regulatory oversight, and supporting continuous training—especially in IFRS
application. For companies, the message is equally clear: aligning with IFRS is essential,
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but choosing the right auditors is just as critical. Boards and audit committees should
prioritize independence, expertise, and global affiliations when selecting audit firms.

The results provide significant theoretical insights into the reasons behind the observed
associations and how they build upon previous theories. According to agency theory,
the adoption of IFRS alone does not necessarily reduce information asymmetry between
principals (such as shareholders and regulators) and agents (such as firm management).
Instead, the mediation results show that AQ is an essential enforcement mechanism that
converts IFRSs into reliable and relevant financial data. High-quality audits operationalize
IFRS principles, lessen opportunistic behavior, and increase accountability by limiting
managerial discretion and improving verification.

By showing that IFRS adoption in Saudi Arabia operates as a meaningful organiza-
tional practice when backed by robust auditing mechanisms, rather than only as a symbolic
reaction to international reporting standards, the mediation effect further improves institu-
tional theory. A crucial institutional complement that helps businesses acquire legitimacy
and credibility beyond formal compliance is AQ in the Saudi environment, which is marked
by swift regulatory reforms, mandated adoption of IFRS, and growing alignment with
global capital markets. By emphasizing how local enforcement capability and profes-
sional infrastructure affect the efficacy of international standards, this realization enhances
institutional theory.

Additionally, the results align with stakeholder theory since the adoption of IFRS bet-
ter meets the information requirements of various stakeholder groups, including creditors,
investors, and governmental organizations, due to the mediating role of AQ. When stan-
dardized IFRS-based reporting is reliably guaranteed, stakeholders find it more valuable,
especially in emerging markets where confidence in financial data is still growing. The
relationship between IFRS and AQ is particularly important in Saudi Arabia, where eco-
nomic diversification under Vision 2030 strongly emphasizes transparency and attracting
foreign investment.

Overall, by going beyond direct-effect explanations and showing that AQ is a key
mechanism through which IFRS adoption enhances financial reporting practices in a
developing institutional environment, the mediation results build on earlier IFRS work.
This advances theory by elucidating the ways in which local auditing structures interact
with global standards to provide significant improvements in reporting.

In summary, this study confirms that IFRS adoption improves FRQ, but the full
benefits are only realized when AQ plays its part. In the Saudi context, where the financial
system is rapidly evolving, this insight is particularly timely. As companies strive to meet
international expectations, the combination of sound standards and high-quality audits
will be key to building trust, attracting investment, and enhancing transparency in the
financial markets.

7. Conclusions
This study investigated the relationship between IFRS adoption and FRQ in Saudi

Arabia, with a particular focus on the mediating role of AQ as perceived by auditors and
quality reviewers working in Big Four audit firms. The study adds to the literature by
adopting a mechanism-based perspective that positions AQ as a crucial conduit between
standards adoption and realized FRQ. This approach is motivated by persistent inconsis-
tencies in previous empirical findings and by a lack of understanding of the mechanisms
through which IFRS translates into improved reporting practices.

The results offer substantial evidence that the adoption of IFRS has a positive impact
on the qualitative aspects of financial reporting, encompassing both basic and enhancing
characteristics. More significantly, the findings show that AQ is an important mediating

https://doi.org/10.3390/jrfm19030182

https://doi.org/10.3390/jrfm19030182


J. Risk Financial Manag. 2026, 19, 182 19 of 23

factor, suggesting that formal adoption alone does not automatically result in the benefits
of IFRS. Instead, these advantages are reinforced when the use of IFRS is backed by
excellent auditing procedures that improve expert judgment, verification, and reporting
requirement enforcement. This result supports institutional theory arguments that highlight
the significance of implementation capacity and enforcement mechanisms in converting
global standards into meaningful improvements and provides a clearer explanation for
why previous studies have reported inconsistent IFRS outcomes across settings.

By combining agency theory, institutional theory, resource dependence theory, and
stakeholder theory into a cohesive explanatory framework, the study enhances IFRS and
auditing research from a theoretical standpoint. It emphasizes how the adoption of IFRS
strengthens the legitimacy and use of financial reporting by relying more on the knowledge
and oversight capabilities of auditors. The study also advances a more thorough under-
standing of FRQ in line with the IASB’s framework by emphasizing the qualitative aspects
of accounting information rather than depending exclusively on earnings management or
market-based proxies.

On the practical side, the results have significant practical ramifications for Saudi Ara-
bian authorities, audit firms, company boards, and market players in comparable emerging
markets. The findings highlight the need for regulatory measures to prioritize enhancing
AQ through professional training, quality-control systems, and efficient oversight, even
though adopting IFRS is a critical step toward promoting transparency and comparability.
The results emphasize the strategic significance of hiring top-notch auditors, especially
those with substantial international experience, for firms and audit committees in order to
guarantee that IFRS rules are applied strictly rather than symbolically. Strong standards
and excellent audits work together to boost investor trust and capital market credibility in
the context of Saudi Arabia’s continuing institutional and economic change.

Limitations and Directions for Future Research

Despite its merits, this study contains a number of shortcomings that provide op-
portunities for further investigation. First, the study is predicated on the opinions of
quality reviewers and auditors from Saudi Arabia’s Big Four companies. Although this
approach offers insightful perspectives from highly skilled practitioners, it may restrict the
findings’ applicability to enterprises operating in different institutional environments or
non-Big Four auditors. By adding viewpoints from smaller audit firms, corporate preparers,
regulators, or financial statement users, future research could broaden the analysis.

Second, rather than analyzing the impact of individual standards or particular account-
ing domains (such as revenue recognition, impairment testing, or fair value measurement),
the study views IFRS adoption as a single, cohesive entity. A more detailed knowledge of
which IFRS components lead to improvements in the quality of financial reporting and
how AQ interacts with these particular criteria may result from breaking down IFRS into
its component standards.

Third, the IASB framework’s qualitative features are used to evaluate the quality of
financial reporting. This method may not fully capture all aspects of IFRS effects seen
through alternative proxies like earnings management, value relevance, or transparency
indices, even if it roughly matches the conceptual definition of reporting quality. Future
studies could use multi-proxy or mixed-method approaches to triangulate the effects of
IFRS across various reporting quality criteria.

Lastly, the cross-sectional form of the study makes it more difficult to record dynamic
changes over time. Longitudinal studies could look at how the link between IFRS, AQ, and
FRQ changes as market participants adjust to IFRS rules, professional capacity grows, and
enforcement mechanisms mature. It would also be easier to understand how institutional

https://doi.org/10.3390/jrfm19030182

https://doi.org/10.3390/jrfm19030182


J. Risk Financial Manag. 2026, 19, 182 20 of 23

variations influence the mediation function of AQ if comparative cross-country studies
were conducted within the Gulf region or across developing economies.
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