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Financial Leverage Levels and Firms’ Real
Earnings Management

Farzin Rezaei', Omid saberfard?
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Abstract

This study is aimed to investigate the effect of different levels of financial
leverage on real earnings management. In this study 125 firms in 2 different
groups of high financial leverage and low financial leverage have been studied
during 2004-2013. The real earnings management criteria include Abnormal
operating cash flow, abnormal production costs and abnormal discretionary
expenses. To investigate the effect of financial leverage on the real earnings
management criteria, multivariate regression analysis using the panel data has
been applied. The results show that in firms with high levels of financial
leverage, the financial leverage has significant negative effect on each real
earnings management criteria and also on sum of the real earnings management
criteria. On the other hand, in firms with low levels of financial leverage, except
when the real earnings management criteria is abnormal operating cash flow,
financial leverage has significant negative effect on each real earnings
management criteria and also on sum of the real earnings management criteria.

Keywords: Financial leverage, Abnormal operational cash flow, Real Earnings
Management, Abnormal discretionary expenses, Abnormal production costs
Jel clacification: mM41, G32
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A Comprehensive Pattern of Fraudulent
Financial Reporting in Iran, Grounded
Theory

Seyed Hosein Sajadi', Tohid Kazemi’
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Abstract

This paper attempts to provide a comprehensive pattern of financial
reporting fraud in cultural, economic and legal areas in Iran by combined
qualitative research methods using Grounded Theory and Documents
Analyses approaches. Statistical population consisting of all experts in
fraud area is determined by snowball sampling. Furthermore 5 available
fraud cases have been analyzed and 1000 independent auditor’s reports
have been reviewed. In addition to interviews, existing documents and
evidence in respect of fraudulent financial reporting of firms listed in
Tehran Stock Exchange have been reviewed and analyzed. Results show
that pressure as the main casual factor along with asset misappropriation,
political costs, tax purposes and acquisition motivations are effective on
fraudulent financial reporting. Schemes of fraudulent financial reporting
are appeared in accounting standards, legal system and common cultures
considered as the contextual conditions and in corporate governance,
internal controls and auditing quality considered as intervening
conditions. 25 fraud schemes and their consequences are introduced in
this study. In addition, this study classifies and interprets fraudulent
financial reporting consequences in two areas of financial statements
and capital market.

Keywords: Forensic accounting, Fraud scheme, Fraudulent financial
reporting, Grounded theory
Jel clacification: K13, K42, M42

1 Prof. of accounting, Shahid Chamran university, (sajadi@scu.ac.ir)
2 Phd. Student of accounting, Shahid Chamran university, corresponding author, (t-
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The Effect of Abnormal Real Operations and
Accrual Based Earnings Management on
Future Stock Price Crashes

Mohammad Ramezan Ahmadi!, Seyed Saber Dorseh?
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Abstract

This study is aimed to investigate the effect of abnormal real
operations (real earnings management) measures and accrual based
earnings management on future stock price crashes of firms listed in
Tehran Stock Exchange. Three dimension of abnormal real operations
in our tests are abnormal discretionary expenses, abnormal production
cost and abnormal cash flows from operations. Four hypotheses are
developed and data from the 99 firms listed in Tehran Stock Exchange
for the period of 2005 to 2013 are analyzed. The research regression
model is investigated and tested using panel data with fixed effects
approach. The results showed that among the measures of real earning
management, abnormal discretionary expenses and abnormal operating
cash flows have significant positive effect on future stock price crashes.
Moreover, Accrual based earnings management has significant positive
effect on future stock price crashes. Also, the results show that abnormal
production cost has no significant influence on future stock price
crashes.

Keywords: Future stock price crashes, Abnormal real operations and Accrual
based earnings management
Jel clacification: M41, G10
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The Effect of Cash Distributions to
Shareholders on Operational and Free Cash
Flow Predictability

Vida Mojtahedzadeh', Seyed Hossein Alavi Tabari?, Shohreh
Hadidifard?
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Abstract

This paper examines the effectiveness of cash distributions to
shareholders on operational and free cash flow predictability. The
Wilcoxon rank sum test has been used to compare the prediction errors
and data from 123 firms listed in Tehran Stock Exchange (TSE) for the
period from 2002 to 2011 has been examined. Results show that
operational and free cash flow prediction errors are different among
firms with least and most net cash distributions to shareholders, and also
with least and most size. Also, results indicate that, after controlling firm
size effect, net cash distributions to shareholders have effect on
operational cash flow prediction error, however, after controlling firm
size effect, net cash distributions to shareholders have no effect on free
cash flow prediction error. Actually this study suggests that net cash
distribution to shareholders is a sign of future condition of operational
cash flow.

Keywords: Cash distributions to shareholders, Operational cash flow, Free
cash flow, Prediction error
Jel clacification: mM49, G19
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The Relation between Corporate Governance
Quality and Stock Return Volatility
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Abstract

The present study aims to investigate the relation between corporate
governance quality and stock return volatility using a comprehensive
index consisting three general sub-indices including board composition,
shareholder rights and information transparency. Our sample includes
96 firms listed in Tehran Stock Exchange during 2010-2014. The
research method is multivariate regression model based on panel data,
and the results indicate that stock return volatility has a significant
negative relation with board composition and information transparency.
However, no significant relation has been found between stock return
volatility and shareholder rights. The results of this study not only fill
the void of research in this area, but pave the way for directors, policy
makers and other stakeholders to make better decisions.

Keywords: Board composition, Shareholder rights, Information transparency,
Stock return volatility.
Jel clacification: G32, M41
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Quantization and Empirical Evaluation of
New Measure of Accounting Quality

Reza Hesarzadeh', Javad Rajabalizadeh?, Fereshteh Arefi’, Neda
Alizadeh*, Samira Alikhani®
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Abstract

Recent studies (e.g., Hribar et al 2014) suggest that audit fees have
information about numerous factors such as the range and extent of audit
verification, audit risk, employer dignity and overall accounting quality.
Thus, by controlling the multiple factors, the residual part of audit fees
can be considered as a new measure of accounting quality. The purpose
of this study in the first place is quantization and in the second place is
empirical evaluation of the measure. After controlling a series of factors
affecting the audit fee, the absolute residual of audit fee model gives one
proxy for new measure of accounting quality. For empirical evaluation,
the relation between the new measure and other traditional measures
(such as Jones model, modified Jones model, Dichev & dichaw model,
variability of profits and income smoothing) is used. Statistical
population includes all of the firms listed in Tehran stock exchange in
the period from 2007 to 2014. The findings indicate a significant relation
between the new measure of accounting quality and Jones and modified
Jones models. However, evidence indicates no significant relation
between new measure of accounting quality and other traditional
measures. In sum, the evidence suggests that the new measure of
accounting quality cannot capture the different dimensions of
accounting quality in Iran.

Keywords: Accounting quality, Unexplained audit fees, Accruals quality,
Audit fees model, New measure of accounting quality .
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Managerial Ability, Investment Efficiency
and Financial Reporting Quality
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Abstract

This study is aimed to investigate the effects of managerial ability on
the investment efficiency and also examine the effect of financial
reporting quality on the extent of managerial ability effectiveness on the
investment efficiency of firms listed in Tehran Stock Exchange (TSE).
Investment efficiency in a conceptual framework means the acceptance
of the investment projects with positive NPV, and investment
inefficiency means rejecting these investments opportunities
(underinvestment) or investing in projects with negative NPV
(overinvestment). Overinvestment and underinvestment are signs of
investment inefficiency. Chen(2011) modeling, Demerjian et al(2011)
modeling and Kothari(2005)accruals quality modeling have been used
for evaluating the investment efficiency, managerial ability and
financial reporting quality respectively. The systematic elimination
method was used for sampling 119 firms listed in Tehran Stock
Exchange during the years 2008 to 2014, and the model of panel data
was applied to test hypotheses. The results indicate that managers with
more ability are more willing to do overinvestment. Also, the results
show that the financial reporting quality decreases the managerial ability
effectiveness on overinvestment.

Keywords: Managerial Ability, Investment efficiency, Overinvestment,
Underinvestment, Financial Reporting Quality
Jel clacification: M41, G17, G11
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The Relation between Complex Ownership
Structure in Subsidiary Firms and Related
Party Transactions

Seyyed Ali Hoseini!, Hamideh AsnaAshari?, Elham Lak3
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Approved: 2016/07/24

Abstract

This research examines the relation between complex ownership
structure in subsidiary firms and related party transactions. Control-
ownership disparity is used as a proxy for complex ownership structure in
business group companies and subsidiary financial statements information
in terms of operating and non-operating is applied to measure related party
transactions. So, data from 15 group companies listed in Tehran stock
exchange and their subsidiaries during 2010 to 2014 are collected and
tested (494 firm-years). The research method is archival. Regression
analysis (OLS) —pooled data (unbalance panel) is used to examine
hypotheses. The results reveal that complex ownership structure in
subsidiaries affects operating and non-operating related party transactions,
although this effect decreases along the time. In addition, the relationship
between complex ownership structure and non- operating related party
transactions is affected by group size; it means the larger the size, the more
use of the complex ownership structure to deal non-operating related party
transactions.

Keywords: Related party transactions, Complex ownership structure, Business
group size.
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Abstract

This paper, examines the difference between empirical and expected
frequency distribution of a sample consisting 3394 observations of
earnings, and investigates whether earnings are managed to avoid earning
decreases and losses. Also, it examines the pooled cross-sectional
empirical distributions of scaled earnings of the companies listed in
Tehran Stock Exchange and finds a significant discontinuities in the form
of unusually low frequencies in the interval immediately left of zero
earnings and unusually high frequencies in the interval immediately right
of zero earnings. It shows that managers manipulate earnings upwards to
shift it to the right of zero earnings threshold to avoid losses. The study
also reveals that managers of firms with a small pre-managed loss
manipulate two components of earnings, operating cash flow and working
capital to manage their income. There was no evidence of manipulating
earnings to avoid earnings decreases.

Keywords: Earnings management, Earnings discontinuities, Earnings
thresholds.
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Abstract

Fraud is one of the key factors in decreasing the reliability of reports
and financial statements, which in turn, has increased the risk and cost
of business, reduced the investors’ confidence, and put the validity and
integrity of the accounting profession into question. The purpose of this
paper is to rank factors affecting the probability of financial fraud,
according to Audited Financial Statements for 181 firms listed in Tehran
Stock Exchange for 9 years (2006 to 2014). Finally, the questionnaires
prepared by experts were analyzed through analytic hierarchy process
(AHP). As a result, we found that paragraphs related to overstated or
understated income or assets have the highest priority in the factors
affecting the probability of financial fraud, according to Audited
Financial Statements.

Keywords: Financial fraud, Independent auditor's report, Analytic Hierarchy
Process (AHP)
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