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Abstract

The quality of financial reports and reported profits is very important for investors,
legislators, researchers, etc. On the other hand, company managers use a variety of profit
management methods to increase the stock price and maintain a high stock value. In
general, some managers have enough incentives for a high valuation of the company's
shares. In this way, one of the methods that can be applied to prevent the decrease in stock
prices is the use of discretionary accruals. In this regard, agency costs are considered one
of the determining factors of accruals in companies, and the ownership structure affects the
levels of agency costs, also. Based on this, in current research, the effect of the ownership
structure on the magnitude of discretionary accruals in companies with high valuations has
been investigated. For this purpose, the data of 160 companies listed on the Tehran Stock
Exchange during the years 2010 to 2019 have been collected. The research results show
that there is a direct relationship between the high valuation of the company and the
magnitude of discretionary accruals. Also, the results show that the magnitude of
discretionary accruals increases in the initial periods of high valuation and decreases in the
following periods. In addition, managers of state-owned companies do not have the
necessary motivation to use discretionary accruals in line with the company's high
valuation. In short, the results of this research help to understand the effect of the
ownership structure on the reporting behavior of managers in the Iranian capital market.

Keywords: High Valuation, Discretionary Accruals, Governmental Ownership, Listed
Companies

Introduction resulting from it can also affect the
The quality of financial reports and quality of information and financial
reported profits is very important for performance of companies. Company
investors, legislators, and researchers. managers use a variety of profit
The type of ownership and management management methods to increase the
stock price and maintain its high value.
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stock price exceeds its economic value,
which is called high stock valuation. In
fact, highly valued companies lack the
ability to achieve the expected level of
performance commensurate with the
stock price. For this purpose, the
managers of such companies turn to
profit management by using bold
accounting procedures to cover this weak
performance. In this regard, one of the
usual profit management tools is the use
of discretionary accruals. Therefore, it is
expected that the magnitude of
discretionary accruals in companies with
high stock valuation is more than in other
companies. Also, in this context,
Badercher concluded that the level of
abnormal (optional) accruals changes
with the increase of the high valuation
period. In particular, to keep the stock
price (value) high, managers tend to use
abnormal (discretionary) accruals before
using real abnormal transactions (or in
other words, real profit management).
Based on this, the first and second
hypotheses have been formulated as
follows:

First hypothesis: the level of
discretionary accruals of companies with
high wvaluation is higher than other
companies.

Second hypothesis: in companies with
a high valuation, as the valuation period
lengthens (from one period to three
periods), the magnitude of accruals
increases at first and then decreases.

On the other hand, in relation to how
state ownership affects the relationship
between permanent (sustainable) high
valuation and the magnitude of accruals,
managers of state-owned companies
compared to managers of private
companies, have a less monetary
incentive to keep the stock price (value)
high and also there has been less
supervision of the CEOs in public
companies. Therefore, despite the low
motivation of the managers of public
companies to act on profit management,

weaker monitoring of such managers may
increase their motivation and ability to
manage profits. Based on this, the third
hypothesis is as follows:

The third hypothesis: the type of
ownership has a significant effect on the
relationship between high valuation and
discretionary accruals.

Conducting this research helps to
understand the effect of ownership
structure on the reporting behavior of
managers in lran's capital market and
also the results of this research also help
to understand the role of political
background in the quality of financial
reporting of companies.

Research Method
The research is practical in terms of
purpose and descriptive-correlative in
terms of method. which has been done
using the data of the financial statements
of the companies listed on the Tehran
Stock Exchange. For this purpose, the
data of 160 companies listed on the
Tehran Stock Exchange from 2010 to
2019 have been collected. To estimate
discretionary accruals based on the
performance index model of Kothari et
al., the model proposed by Dicho and
Dicho and modified by McNichols has
been used also. In this research, if the
abnormal return of the company last year
is among the top decile of the sample, the
number 1 is assigned to the variable HV,
and otherwise it is assigned the number 0,
and the P/E ratio is also used to identify
overvalued companies.
To test the first hypothesis of the

research, a regression model was used
according to the following relationship:
MAQie = Bo + B1HVi + BoSIZE;,

+ B3LEVi + BsMB;;

+ BsROA;; + BeLoss;;

+ Brlssue; + PgAge;

+ BoNOA; + B1oMKT;

+ B11BSit + B12Blit

+ B13ASi:

+ B14BP+e; (3)
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To test the second hypothesis, the
following experimental model has been
used:

MAQ;: = Bo + XP1-3HV (D¢
+ Controls + ¢;;

To test the third hypothesis, the
following experimental model has been
used:

MAQ;e = Bo + B1HVit X GO; + B HV,
+ Controls + €

Findings and Suggestions

The results of the first hypothesis
showed that the effect of different high
valuation criteria on different indicators
of discretionary accruals was positive and
significant.

The results of the second hypothesis
showed that among the different periods
of high valuation (from one to three
periods), the effect of different criteria of
high valuation in one and two periods on
various indicators of discretionary
accruals was positive and significant.
This is despite the fact that the effect of
different criteria of high valuation in
three periods on various indices of
discretionary accruals (except for the
effect of high valuation in three periods
based on the abnormal return criterion on
the magnitude of discretionary accruals
based on the Dicho and Dicho indices)
was insignificant. Is. The results related
to the weakening of the effect of the high
valuation of the company (with the
lengthening of the high valuation period)
on the magnitude of discretionary
accruals confirm that with the
lengthening of the high valuation period,
the cost and difficulty of managing
accruals also increases.

The results of the third hypothesis
showed that among the different
indicators of discretionary accruals as
well as various criteria of high valuation,
only the interactive effect of high
valuation according to the criterion of
abnormal return in the type of ownership
on discretionary accruals according to the

model of Kothari et al. was negative and
significant. This is despite the fact that in
relation to other regression models, the
relationship between high valuation and
discretionary accruals was independent of
the type of ownership. Based on this, it
can be concluded that the effect of
ownership type on the relationship
between high valuation and discretionary
accruals was significant only according to
Kothari et al.'s discretionary accruals
model and high valuation of abnormal
returns. The negative and significant
effect of the interactive effect of high
valuation according to the abnormal
return criterion in the type of ownership
on discretionary accruals according to the
model of Kothari et al. is in line with this
view that managers of public companies
have fewer shares and stock options than
managers of private companies and have
less monetary incentive to generate
abnormal stock returns as well as the
level of discretionary accruals (earnings
management).

It is suggested that the users of the
information of listed companies and
especially financial analysts and potential
shareholders in evaluating the quality of
profit and potential performance of the
mentioned companies (companies with
high valuation) and also for future
investment in the mentioned companies,
due to the high risk of investing in such
companies, be more careful. Considering
the negative and significant effect of the
interactive effect of high valuation
according to the abnormal return criterion
in the type of ownership on discretionary
accruals according to Kothari et al.'s
model, it seems that managers of public
companies have a less monetary incentive
to create abnormal returns as well as the
level of discretionary accruals (earnings
management). So; It is suggested that the
companies that are responsible for
ranking companies should consider their
type of ownership.
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Table 1: Descriptive statistics of research variables at the level of all listed companies
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Table 2: Correlation between research variables
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Table 3: Selection of Consolidated data against combined data
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Table 4: Choosing the fixed effects model against the random effects model
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Table 5. The effect of high valuation on discretionary accrual items
s s s e Ol e 2O Oan 5 5,658 Jbs (oLt (g L joite
= : 5 : 5 : 5 :
T L LN L I il
. | 3 i} . | 3 i} . | 3 i} . | E i}
. D - O . D D O . D D O . - — WO
\— _3 \— _3 \— _3 \— _3
A:) ‘33 o }\ Aﬁ ‘2\ o }'» Aﬁ ‘2\ o L Aﬁ _z\ o L
L - = 3 T - = = L - = - LL - = =
> > > > s s
J:x...ﬁ
- /e Y/AY oYY - V/y VA YV AL - /Y AAY YV Y - ST [OVFA /44 C b e
VAV | e/vven | OVY/AL g \AT-I IRV B S YRR ¢ YV VA | a/eens | OAV/EY AV VAL IREVRR RN I KV0 % U B VAL U RPN PR RO
HV 092 &
\TAR ARAR —/\ —v/v e \/VE ARARY -\/v4 -/ \VAR2 JEYAT AAY o/ \VAR? VAYAR SN | /Y eSS s el
SIZE
VoY | a/80AL | —e/VE —/0Y VoY | o/vAA | VWV — /0y AVZ-2 i VAR -2 NN N V7 2 W B o VOY | e/ | =YAL | —eve | L oAl
LEV
VA4 | e/eeYA YA et VAY | /e ¢4 o VA4 | a/eeno |Y/EA Y VAY | a/eess |04 YRR I IS 3 RS
s Ll
MB
VAL | /e |2V YA AVAA SN EREYZS of L. W I VAR -/ AVZS S EREYER T . 0% o RN AVC0 B IRRVAR S SO I V-0 W IREEVEY- I I BP0
ROA
V/EY AR -v/Aa1 —+/*94 \/0¢ ANA —-)/0 = /0¥ \/EY LVAREN —0/AQ =/ V/o¢ */AYYO /YY Y | 05 030L
LOSS ¢s 2
\VAR2 +/YVEO -\/+4 —/0t \VAR2 +/04Y¢ —+/0¢ —/0y \VARZ ARAR —+/4¢ — /Y \VARZ SAVY | e JEY | =y L -




Ve QL“WU L<°Y> g;iL‘i chJ o)Lw.; nvAJ)Lﬁ L_]L.ﬂ «‘5“& L;)L,\;LM.;- 6@&5}3

MKT 5
VRV RYANZ-A S I Ve W BTV VA | AYVA | —esd | /e [ OVA [ VY | /gy | e VA | Y LAY | e SR
BS . s
VARG Y2 Y2 W RVIYZ W RIS R VAR o B oL V-Y- I ) V-SRI i B VAL N IRRY/AY2S i EERVAR Y VAY | OVOAY |y ey Izl
=] IPSRVICKNY
YRR IRV XFA S EERVAVN Ry Vvo | VOV | WA | e/ VOV | 008 | e /OA | mr/ent | V0 | a0 | YA | Y | plen L)
(5bes)
ISSUE
(VY S ERYANZS i IR Vi n% e V2V IRV A RV IV s U B2 i R VIV NN VAL Z WA R VAN | 70008 | —a/0d | —a/eeY | eS s o
AGE
V2 VAT 5 CO R VZ 2 oY V25 S VYA T W IRV of S IR (VRN ERRYV VY S RO LA ISV i IR VO U IRRVAS § 20 I 7) D Y o[
6{.&&‘)\3
NOA il
VAY | eNeVY | SV | —age VAY | avooY | ANE | /e VAY | ARV | AV | oY ARG BRVANGE AN VAR NN VRN R ORIy
AS (5l
YAY | AAAY [ e/eY | e VAN | e ¢/ o/ YAY | YAAY | S| ey VAA | /ey LY | e | s, o5
(G3ee) s
BP

uj:LaJQ\lew:SJJd'x.ﬂjf)d.u—PE‘_;Yl{)\.lfui)')\jMAQCQ\)Kq.aj‘_gjlj_,s‘_g)l.;;'-\‘_g.l@p)\éldm
O3l o33 o lal Fo,bl Jla| s bladls | oSl Jlaz| o iladl | Sl ltia PV VPSSV o
V/ALA e AN ¥/ArY VXYY VXYV

(5 p38-08L= 35 ) uibisly slamanl O go)

/AV00 Jlaz> (V¢ 5 1Y0A0) &350 4y Ax3 e




A%

s S el 5 S s

ol (skgms 15 15 51 i S S0l el g 5

Ol 93 o lal F o bl Jloz! s bladls | oSl Jlaz>| s iladl | Sl lia PV VP IS SV N
VA LVARER] (VAY:13 Y/VE */YVe /YWY
(6 p38-08L- 35 ) uibisly slamanl O go)
/rAE Jlaz>| (V& 5 Y0A0) &35l a5 V/0n e
U S oS 5 G S5 e —PE (YL IS 5550 s MAQDD sz 5 soms (60t (s o381 Je
Ol 93 o lal Fo,bl | s biladls | oSl Jlaz>| siladl | Sl lia PSUW3) FEVS JEIPL SRSV o
V/AVY VAR WANAY /ey +/Yo0 +/Y)
(6 p38-08L- 35 ) wibiyly lamanl O ge5
WARCE Jlaz> (V¢ 5 \V0AO0) &35l a5 V¥ e
b Sl S 5 S S5 Je —AB (VL IS 2550 s MAQDD pous 5 s ol s g 3l Jke
Ol 5= 53 oLl F ol Jlaz| s bledly | p Sl Jle| s Lledls | p Sl ke o fydaS et g b
&::,u”
Vay s VARY ¥/184 YARN YA
(5 AoE-08 L 55 ) bl (Slmedls O 55
AYVY Jlaz> (V¢ 5 \0A0) &350 a5y Vgt e

M/" SR slail o




AR XA L}L“W.JU ‘(OV) JL\: c(}ﬁ b)LN: ;V.Ab)‘.ﬁ JLA tglﬁ 6)1J.:LM>- 6@02&5}‘ YA

SR p3> And S 0585
S 55 (V) 0 s e F Ogesl bz

LS\J" ‘UT"(J"L‘J (ol LERY /.0 6)‘5&:,« C)a.w )‘

Do 3 OlB e 3 sk pad a0l

5,5 eslanal di:.n.l.? slaosls

S 5 sWeals il 5 Adls glaesls Clbsesl o K

Table 6: Selection of Consolidated data against combined data
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Table 7: Choosing the fixed effects model against the random effects model
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Table 8: The effect of different periods of high valuation on discretionary accrual items
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Table 9: Selection of Consolidated data against combined data
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Table 10: Choosing the fixed effects model against the random effects model
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Table 11: The effect of the type of ownership on the relationship between high valuation (more than reality) and discretionary accruals
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