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Objective: The purpose of the current research is to investigate the
moderating role of conservatism on the relationship between the company's
free cash flow and earnings management.

Method: The current research is analytical and correlational. Also, this
research is considered a quantitative research based on the nature and
characteristics of the data used to analyze the hypotheses. In order to collect data,
first the library method and then the statistics provided by the Tehran Stock
Exchange Organization were used.

Results: The results obtained from the regression model on a sample of 110
companies admitted to the Tehran Stock Exchange in the 8-year period from
2015 to 2022 show that the company's free cash flow has a positive and
significant relationship with profit management. On the other hand, based on
the obtained results, it was determined that conservatism has an effect on the
relationship between free cash flow and profit management.

Conclusion: In the first hypothesis, there is a positive relationship because
the more free cash is available to the company, the managers can have the
highest level of profit management. For example, with access to additional
cash, they may increase profits, liquidate abnormal profits, or update
investment plans to be more productive. On the other hand, the lack of free
cash may cause a significant limitation in the ability to manage earnings and
prevent managers from fully utilizing earnings management tools.
Conservatism is asymmetric procedures to identify the profits and losses of
companies in financial statements. In fact, conservatism.
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Introduction

The manager may change and manipulate the profit numbers to change the investors' view
of the actual performance of the company and hide the reality behind the profit. The presence
of positive free cash in the company is a sign of the high performance of the company, in such
a situation, it can be imagined that the management will have the desire to reduce the profit for
reasons such as the existence of political costs. In another situation, when the company has a
negative free cash flow, they are unable to support the growth of profit and income. Insufficient
free cash flow in the company may force the company to increase the level of debts, in such a
situation, it can be imagined that the management will try to show more appropriate
performance by increasing the profit management. Profit management is one of the methods
by which company management can achieve its desired goals. Conservatism can be an
asymmetric way to identify the profits and losses of the company in the financial statements.
The presence of conservatism can affect the relationship between the company's free cash flow
and earnings management. Therefore, the purpose of this research is to investigate the role of
conservatism moderating effect on the relationship between free cash flows of the company
and earnings management.

Method

This research is correlational and can be invested in decision-making and applied. To collect
data, the library method is first used, and then the data provided by the Tehran Stock Exchange
Organization is used. This research is a type of capital market research, and the researcher
wants to know whether there is a relationship between two groups of information, and if there
is a relationship, he seeks to investigate the degree and how (positive or negative). The
relationship between the independent and dependent variables of the current research is
analytical and correlational. Also, this research is a quantitative research based on the nature
and characteristics of the data used to analyze and analyze the hypotheses is After applying
these restrictions, the statistical sample of this research includes 110 companies admitted to the
Tehran Stock Exchange (880 companies). It should be noted that only listed companies were
the basis of the research.

Results

The results obtained from the regression model on a sample of 110 companies admitted to
the Tehran Stock Exchange in the 8-year period from 2015 to 2022 show that the company's
free cash flow has a positive and significant relationship with profit management. On the other
hand, based on the obtained results, it was determined that conservatism has an effect on the
relationship between free cash flow and profit management.

Conclusions

The first hypothesis of the current research suggested that there is a significant relationship
between the company's free cash flow and profit management. The results obtained from the first
hypothesis test show that there is a positive relationship between free cash and company profit
management. Because the more free cash available to the company, the managers can have the
highest level of earnings management. For example, with access to additional cash, they may
increase profits, liquidate abnormal profits, or update investment plans to be more productive.
On the other hand, the lack of free cash may cause a significant limitation in the ability to manage
earnings and prevent managers from fully utilizing earnings management tools. The second
hypothesis of the current research suggested that conservatism has a moderating role on the
relationship between the company's free cash flow and the company's profit management. The
results obtained from testing the second hypothesis of the research show that conservatism plays
a moderating role on the relationship between the company's free cash flow and profit
management. Conservatism is asymmetric procedures to identify the profits and losses of
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companies in financial statements. In fact, conservatism leads to the reduction of profit
management by identifying losses on time and delaying the recognition of profits. So, when free
cash flow increases in the company, it decreases with the introduction of conservative
management. Therefore, it is expected that conservatism plays a moderating role on the
relationship between the company's free cash flow and earnings management, the findings of the
research also confirm these expectations.

According to the results obtained from the first hypothesis test, which states that there is a
positive and significant relationship between the company's free cash flow and profit
management, investors are suggested to consider the company's free cash flow as an important
criterion during their investment decisions. In addition to net profit, use different ratios to
analyze the company's free cash flow and also research how the company uses its free cash
flow. Managers are suggested to use the company's free cash flow effectively and efficiently
and be transparent about how to report their company's free cash flow. Academics are
encouraged to continue researching the relationship between free cash flow and earnings
management. Provide new ways to measure and analyze free cash flow and earnings
management. In fact, considering the positive and significant relationship between free cash
flow and profit management, attention to this issue is of great importance for all stakeholders
of the company, including investors, managers, academics and standard setters.

Considering the results obtained from the second hypothesis test, which states that
conservatism has a moderating role on the relationship between the company's free cash and
profit management, it is suggested to the standard setters and managers to use models related
to the data disclosed by the company. Conservatism, the degree of conservatism of companies
is calculated and provided to investors and users of financial statements so that users of
financial statements have a proper view of companies when making decisions. Pay attention to
the level of conservatism of the company along with other criteria. Managers are also suggested
to use conservatism as a tool for responsible profit management. Transparently disclose their
conservatism policies and how they affect financial reporting. Look for ways to optimize your
level of conservatism to strike a balance between providing reliable information and managing
profits. Investors are advised to choose companies that have a reasonable level of conservatism.
Research how the company uses conservatism to manage earnings. Use sensitivity analyzes to
assess the impact of conservatism on the firm's free cash flow. Academics are suggested to
look for new factors that affect this relationship. Provide new ways to measure and analyze
conservatism, free cash flow and earnings management.
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