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The Effect of Periodic Accounting Adjustment on Equity Cost of Capital
(expected return rate of investors)

O. Pourheydari*
Associate Professor of Accounting, Shahid Bahonar University of Kerman, Iran
R. Hoshmand Zaferaneyeh
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Abstract:

This study investigates the relationship between accounting adjustment and equity cost of
capital. In this paper, size, leverage and book to market value ratio is controlled. The data
used, has been extracted from financial reports of the firms listed in the Tehran Stock
Exchange in the period of 1379-1389. A multivariate regression model is used for testing the
research hypotheses and data analyses. The results indicate that there isn’t a significant
relationship between periodic accounting adjustment and equity cost of capital. Also, findings
show that there is positive relationship between negative periodic accounting adjustment and
equity cost of capital and with increase in the level periodic accounting adjustment, the
expected return rate of investors increases. But there isn’t significant relationship between the
positive periodic accounting adjustment and equity cost of capital. In other words, the results
indicate that is more impact of negative periodic accounting adjustment compared to positive
periodic accounting adjustment on the expected return rate of investors.

Key words: Accounting Adjustment, Equity Cost of Capital, expected return rate of investors,
Gordon model
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