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Abstract 
Objective: Earnings management can be motivated by capital market, political, contractual, tax, 

agency. In the capital market incentives that are considered in this study, in the IPOs, because the 

possibility of access to information for investors is very limited and the risk of information 

asymmetry for investors and determine the intrinsic value of relevant stocks is high. Therefore, 

Managers are probably motivated to earning management in the last period before the offering of 

shares using optional. 

According to the political hypothesis, companies with good performance usually try to manage 

declining earnings but companies with poor performance, according to the signaling hypothesis 

tend to manage incremental earnings in IPOs after earning management because cash profits in 

these companies are low, as cash flows may not be enough to hide the effect of the returned 

accruals. Therefore, in this study, the effect of mutual fund performance of dynamic earnings 

management at IPOs and after has been studied. 

According to the theoretical foundations and research background, two hypotheses have been 

proposed and evaluated. 
 

Hypothesis 1: Mutual fund performance has a significant effect on dynamic earnings 

management in IPOs. 

Sub-hypotheses: 

1. Good performance of mutual funds during the IPOs has a significant effect on dynamic 

earnings management. 

2. Poor performance of mutual funds during the IPOs has a significant effect on dynamic 

earnings management. 

Hypothesis 2: Mutual fund performance has a significant effect on dynamic earnings 

management in the period after the IPOs. 

Sub-hypotheses: 

1. Good performance of mutual funds in the post-IPOs period has a significant effect on 

dynamic earnings management. 

                                                                                                                                                                                     

Journal of Development and Capital, Vol. 6, No.1, Ser. 10, 103-121. 
∗ M.A. Student of Accounting, West Tehran Branch, Islamic Azad University, Tehran, Iran. (Email: n.najafirad2018@gmail.com). 
∗∗ Corresponding Author, Assistant Professor of Accounting, West Tehran Branch, Islamic Azad University, Tehran, Iran. 

(Email : ahadianpour.donya@wtiau.ac.ir). 
∗∗∗ Assistant Professor in Accounting, West Tehran Branch, Islamic Azad University, Tehran, Iran. 

(Email: lashkarizadeh.ma@wtiau.ac.ir). 

Submitted: 9 December 2020    Accepted: 23 August 2021 

Publisher: Faculty of Management & Economics, Shahid Bahonar University of Kerman. 

DOI: 10.22103/jdc.2021.17440.1133       ©The Authors. 
 

  



Abstract 
 

2. Poor performance of mutual funds in the post-IPOs period has a significant effect on 

dynamic earnings management. 
 

Methods: The statistical population of this study includes all Mutual funds listed on the Tehran 

Stock Exchange and the statistical sample includes 100 Mutual funds during the years 2009 to 

2020, which have been selected by systematic elimination method. In this study, the model of 

Gledson (2019) was used to estimate the Dynamics of Earnings Management, Modern criteria 

(Sharp, Trainer, Jensen, Modified Trainer, Modified Jensen) and meta-modern (Sortino, Optimal 

Potential, M2, Evaluation Ratio) was used to estimate the Mutual Fund Performance. Also, to test 

the research hypotheses, combined data and multivariate regression using the panel with the fixed 

effects method based on generalized least squares method have been employed. 
 

Results: The results show that the good performance of Mutual funds has a negative effect on 

dynamic earnings management in the IPOs and after, and the poor performance of mutual funds 

in the IPOs has no significant effect on earnings management, but It has a positive effect in the 

after the IPOs. 
 

Conclusion: Based on the results obtained, good performance mutual funds use earning  

management decreasing methods to determine lower intrinsic values in the market, which is 

consistent with the political cost hypothesis. 

On the other hand, mutual funds with poor performance during the IPOs is consistent with the 

motivation of signaling in the capital market. Under capital market pricing rules, the minimum 

price is proposed and offered because of future ambiguities about the intrinsic value of the stock 

offered in the IPOs. However, after the IPOs to achieve in order to compensate for their poor 

performance and maintain a position in the capital market, they are required to increase earning 

management, and if they cannot improve their poor performance and sufficient cash flows to 

Concealment of the effect of accruals returned to the fund. The use of incremental earnings 

management in subsequent periods of activity will have an adverse effect on the results of their 

performance. Given that earnings management can affect future cash flows and the relationship 

between current and future earnings, it is recommended that investors and financial analysts pay 

sufficient attention to the incentives that affect earnings management because decision-making is 

based on managed earnings. May not lead to good results; Therefore, according to the results of 

this study, investors and financial analysts are advised to pay more attention to the performance 

of investment funds in the IPOs and after, because if they can, by examining the incentives of 

well-performing funds in the IPOs. This will lead to abnormal profits for the stakeholders. Profits 

will be incremental, which in the next periods of activity will have an adverse effect on 

performance results and therefore gain unusual losses for investors. 
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