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The impact of the shift from the rules approach to the
principles approach in building accounting standards on the
financial performance of banks - an applied study

Abstract

Financial statements are the results of the treatments contained in the
accounting standards, which are affected by the approach used in their
construction. Due to the accounting scandals that accompanied the collapse
of many companies, there was a shift from the rules approach to the principles
approach in constructing accounting standards. However, researchers and
professionals differed among themselves in terms of the superiority of either
approach in constructing accounting standards in many aspects, the most
important of which is the role of each of the two approaches in limiting
management practices in influencing the profit figure through profit
management practices, due to the importance of accounting profit in
measuring financial performance. Given the importance of the banking sector
in Egypt as one of the most prominent sectors of national economy, this study
aimed to measure the impact of the shift from the rules approach to the
principles approach in constructing accounting standards on the financial
performance of banks, through an applied study on Egyptian banks during the
period from 2006 to 2023, which is the period during which the shift from the
rules approach to the principles approach took place in Egypt. The financial
performance of the banks was measured using the CAMELS model, and the
study concluded that the shift from the rules approach to the principles
approach in constructing accounting standards affects A positive impact on
the financial performance of banks in Egypt, as the financial performance of
banks showed improvement after the transition to the principles approach,
given that the principles-based standards provide general guidelines that can
better reflect the financial performance of banks, which will push bank
management to reflect the economic reality, which will work to reduce profit
management practices.

Keywords: rules approach, principles approach, building accounting
standards, financial performance.
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