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Abstract

Financial statement comparability is one of the four enhancing qualitative characteristics of accounting
information that enables users to identify and understand similarities in, and differences among, items. The
purpose of this study is to investigate the effect of financial statement comparability on trade credit considering
the role of distressed firms and small firms. To measure the financial statement comparability, this study uses the
method of De Franco et al. (2011). The sample consists of 122 companies listed on the Tehran Stock Exchange
for the period 2013 to 2020. Findings indicate that the increase in financial statement comparability increases
trade credit. In addition, the increase in financial statement comparability increases trade credit for distressed
firms but does not have a significant effect on the trade credit for small firms.
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Introduction: One of the main purposes of financial reporting standards is to increase the comparability of
reported financial information. Financial statement comparability is a qualitative characteristics of accounting
information. Financial statement comparability is a unique attribute that is deemed to be desirable for enhancing
the quality of financial accounting information for investment decisions. According to the Conceptual
Framework, the concept of ‘comparability’ is described as the qualitative characteristic that enables users to
identify and understand similarities in, and differences among items. Unlike the other qualitative characteristics,
comparability does not relate to a single item. Trade credit is the single most important source of short-term
external financing for most firms. Trade credit is recorded as accounts payable on a borrowing firm’s balance
sheet and as accounts receivable on a lending firm’s balance sheet. This investigation examines the effect of
financial statement comparability on trade credit with Emphasis on distressed firms and small firms. How
financial statement comparability influences trade credit is a topic worthy of examination given the sheer
magnitude of trade credit as a financing mechanism, and the fact that trade credit is generally an alternative to
external financing, and the role of financial statement comparability in one of the most important financing
decisions firms face is, however, heretofore unexplored.
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Method and Data: The statistical population in this research consists of all the companies listed on the Tehran
Stock Exchange in the period from 2013 to 2020 have been selected by systematic elimination method. For data
analysis and hypothesis testing, multivariate regression model based on compound data with the GLS method is
used.

Findings: The findings of the first hypothesis show that financial statement comparability has a significant and
positive effect on trade credit. In addition, the findings of the second hypothesis show that financial statement
comparability has a significant and positive effect on trade credit for distressed firms. The findings of the third
hypothesis show that financial statement comparability doesnot have a significant effect on trade credit for small
firms.

Conclusion and discussion: The findings of this study indicate that as firms’ financial information becomes
more comparable, creditors' trust increases and they have a better prediction of the firm's future activities, which
in turn increases trade credit. In addition, comparability increases the ability of creditors to better evaluate
financial distress, and the increase of this quality feature in distressed firms increases their trade credit.
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