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Abstract

This study was conducted to investigate the earnings
management type and earnings quality status in
bankrupt and distressed companies to compare the
results with healthy companies. The method of
study is applied in terms of objective and
correlational in terms of nature. In this regard, all
manufacturing companies listed in Tehran stock
exchange were considered as population of study,
which 114 of them were selected as sample of study
using screening method from 2011 to 2014.
Required data were collected through referring to
stock exchange information, Kedal site information
and using NovinRahavard and Tadbir software, and
they were analyzed using E-Views software. Thus,
to obtain the quality of accruals for both bankrupt
and distressed companies and healthy companies,
standard deviation of estimated wastes was
calculated based on the first model. Finally, after
estimating the quality of accruals and variables of
accounting at the company level, the hypothesis of
study was tested using the model (2) for each of the
bankrupt and distressed, and healthy companies. The
results showed that discretionary accruals, non-
discretionary accruals, portfolio rank, and accruals
quality have a significant relationship with future
earnings in healthy companies, while operating cash
flow does not have a significant relationship with
future earnings. In bankrupt and distressed
companies, the findings suggest a significant
correlation only between portfolio rank and future
earnings, while the relationship of other variables
with dependent variable was not significant. In
addition, regarding type of earnings management
and considering the coefficient of discretionary
accruals that was positive (2.09 E-7) in healthy
companies and non-significant in bankrupt and
distressed companies, it could be stated that earnings
management type in both groups was opportunistic.

R? value for healthy companies was obtained 0.41.
It means that over 40% of changes in future earnings
of healthy group companies can be justified by

independent variables. R? Value for bankrupt and
distressed companies was obtained 0.66. It means
that 66% of changes in future earnings of healthy
group

Companies can be justified by independent
variables.
Key Words: Earnings management, Earnings

quality, Accruals quality, Operating cash flow

Introduction

Users always require accurate and reliable
information for making decision and performing
their analyses in their economic affairs, and
naturally, lack of appropriate and relevant
information can disturb their decision. The financial
figures and reports are considered an important part
of the data and information required in this process.
Numerous experimental studies have confirmed that
earnings are considered as the main source of
information and decision makers rely more on
earnings than any other criteria (Saghafi and Sadid,
2007). However, it should be noted that earnings, as
the most important source of information, might not
reflect the actual performance and management of
companies, since due to inherent flexibility of
accounting standards, the interpretation, and
application of accounting methods in many cases
subject to judgment of managers (Khoshniat and
Esmaeili, 2006). Earnings management is a
condition in which the managers of the business
units report earnings according to their willingness
not according to economic content of business unit
activities. According to Scott (2003), earnings
management could be defined as choosing the
accounting procedures by manager. In his view, the
aim of manager is to achieve certain objectives such
as increased rewards, reduced debt, reduced tax, and
reduced political costs, and so on (Banimahd et al.,
2014). In another definition, earnings management
is defined as a state in which managers use judgment
in financial reports and manipulate structure of
transactions to change financial reports in order to
mislead some stakeholders on economic
performance of company or to affect the results of
contract depending on accounting figures (Healy
and Wahlen, 1999). Earnings management can be
divided into three groups: white earnings
management, black earnings management, and
colorless earnings management. White earnings
management involves using flexibility in the
selecting the method of accounting for the transfer
of confidential information on future cash flows,
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improving the transparency of reports. Black
earnings management involves fraud, deception,
misrepresentation of financial reports, which
reduces transparency of reports. Colorless earnings
management means manipulation of financial
reports within specific standards that include
opportunistic and efficient earnings management
(Sajjadi et al., 2012). Accordingly, if managers use
their authorities to disseminate confidential
information on profitability of company leading to
increased value of company, earnings management
would be efficient. However, if managers use their
authorities to increase personal benefits, the
management would be opportunistic (Kurdistani and
Tatli, 2014). According to Kang and Kim (2011)
view, earnings management affects company
productivity and it might destroy the wealth of
company stakeholders, since when managers are
misled from accepted financial reporting practices to
achieve their interests, organizational legitimacy is
weakened (Jones, 2011). In recent years, companies
have shown greater tendency to apply management
measures to cover their poor financial condition. As
managers have much motivation for manipulating
information in the financial statements, they will
find many ways even within the framework of the
accounting standard to apply earnings management.
Accordingly, discovery of applied earnings
management will be difficult in many cases
(HassasYeganeh and Yazdanian, 2007), especially
in bankrupt companies (Li et al, 2013). Research
conducted on earnings management of the bankrupt
and distressed companies at the global level is very
limited and the results of these studies are
inconsistent with each other. Significant research
has not been conducted in Iran in this regard.
However, some foreign researchers found that
managers of bankrupt and distressed companies
have higher motivation for earnings management
(JabbarzadehKangarlovuii et al, 2009; Dastgir, 2012;
Kordestani and Tatli, 2014). Despite earnings
management phenomenon that was spread
everywhere during the years, it has been less
protested and confronted. In this regard, a concept
known as "quality of earnings" has been emerged.
Then, it was used by financial information users for
better understanding of company status and adopting
financial decisions (Ahmadpour et al., 2013).
Earnings management has many shared aspects with
earnings quality in evaluating the financial health of
company (Li et al, 2011) so that higher earnings
management involves lower earnings quality
(Etamadi et al 2012). Considering earnings quality,
several studies have been conducted in Iran and each
of them has examined certain dimensions, but
different dimensions have not been studied. In line
with the importance of this issue, this study
examines the quality of earnings characteristics and
earnings management type in financially bankrupt
and distressed companies among manufacturing

companies listed on the Tehran stock exchange. It
aims to find answer for the question if quality of
earnings characteristic such as quality of accruals
has impact on earnings management type of healthy
and bankrupt, and distressed manufacturing
companies during 2011 to 2014.

Review of literature

In a study entitled "Effect of earnings management
on earnings quality in companies with financial
crisis", Poorhashem et al (2013) examined
companies with the financial crisis and its impact on
the earnings quality of these companies compared to
other companies during 2004 to 2009. They used
data of 32 companies with financial crisis and 82
other companies. The criterion to identify the
companies with financial crisis was Article 141 of
Commercial Code. Research findings showed that
companies with financial crisis have managed the
earnings higher compared to other companies by
manipulation of accruals practices and manipulation
of real activities under Article 141 of Commercial
Code. Manipulation of accruals was measured using
Kasznic discretionary accruals model (1999) and
manipulation of real activities was measured using
Roychowdhury unusual cash flows (2006). In the
next stage, the effect of earnings quality on earnings
management was evaluated using conditional
conservatism criterion. To measure conditional
conservatism, Ball and Shivakumar (2005) model
was used. Conditional conservatism test showed
that, unlike expectations, both groups use
conservative accounting methods.  Therefore,
despite higher application of earnings management
in companies with the financial crisis, earnings
quality measured by conditional conservatism had
no significant difference in both groups.

In a study titled "Quality of earnings and financial
situation of companies”, Kurdistani and Tatli (2014)
examined earnings quality and compared companies
at three levels of distress, bankruptcy and financial
health. Classification of financial condition of
companies was done according to Altman adjusted
model and earnings quality was measured using four
characteristics of earnings quality including the
quality of accruals, earnings stability, predictability,
and uniformity of earnings. The temporal domain of
study was 2006 to 2010 and the research samples
were selected to be 110 companies with 1330
observations, and they were assigned to three
bankrupt, distressed, and healthy companies. To
investigate the mean difference of three groups, of
non-parametric method of analysis of variance was
used. Research findings show that there is a
significant difference between mean of two
characteristics of earnings stability and earnings
uniformity among three groups, but significant
difference was not found between mean of accruals
quality and earnings predictability in three groups.
In addition, bankrupt companies have lowest
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earnings quality level and healthy companies have
the highest level of earnings quality. Distressed and
bankrupt companies have manipulated their
earnings higher compared to healthy companies.

In a study titled "earnings management and earnings
quality relationship with the bankruptcy level®,
Ahmadpur and Shahsavari (2015) evaluated the
relationship between earnings management and
earnings quality in bankrupt and non-bankrupt
companies listed in Tehran Stock Exchange between
2006 and 2010. Earnings quality was measured
using four characteristics based on accounting data,
including accruals quality, stability, predictability,
and uniformity (separately). In addition, by testing
the relationship between discretionary accruals as
index to measure earnings management and future
profitability, efficiency or opportunistic type of
earnings management was examined. In addition,
future profitability was measured using each of three
variables of changes in net earnings, operating cash
flow, and net earnings free from future discretionary
accruals. Results of estimate model using Panel Data
Technique for company subject to bankruptcy
threshold and 198 non-bankrupt companies suggest
that earnings management in bankrupt companies is
opportunistic and it is efficient for non-bankrupt
companies.

In a study entitled "earnings management and the
distress level of Chinese companies”, Lee et al
(2013) examined the relationship between earnings
quality and level of distress in Chinese companies
listed on Shenzhen and Shanghai Stock Exchange
during 2003 to 2007. They classified companies
financially into distressed and bankrupt, distressed
and non-bankrupt, non-distressed and non-bankrupt
companies. Then, they measured earnings quality by
using four characteristics of accruals quality,
stability of earnings, earnings predictability, and
earnings uniformity. Findings suggest that earnings
quality level has correlation with distress level of
company so that the distressed and bankrupt
companies had the lowest earnings quality, and
distressed and non-bankrupt company had the lower
earnings quality than bankrupt companies. In
addition, healthy companies (hon-bankrupt and non-
distressed) had the highest earnings quality in terms
of four measurement criteria. Additionally, the
findings showed that the quality earnings during the
period of study reduced and the number of distressed
and bankrupt companies with the lowest earnings
quality increased, and the number of healthy
companies (non-distressed and non-bankrupt) with
the highest quality of earnings reduced during
financial years 2003 to 2007.

In a research entitled “international financial
reporting standards and the earnings management in
Latin America", Rathkeh et al (1997) examined and
analyzed the earnings management levels in Latin
America after passing international financial

reporting standards. They analyzed Latin American
countries of Brazil and Chile firstly. Then, they
compared these countries with the Anglo-Saxon
countries (UK and Australia) and European
countries (France and Germany). The results show
that Latin America companies provided higher level
of earnings management compared to European and
the Anglo-Saxon companies. This opportunity
behavior was considerable when only international
companies of United States were analyzed.
Therefore, even with a unique set of high quality
accounting standards and strong reporting
motivations, specific characteristics of countries still
play an important role in using International
Financial Reporting Standards.

In a study titled "The quality of internal control
information disclosure, representation cost and
earnings management based on experimental data
from 2011 to 2013", Ying (2016) examined the
relationship between the quality of disclosure of
internal control information, representation cost and
earnings management. In this regard, companies
listed on the Shenzhen Stock Exchange operating
during the years 2011 to 2013 were selected as
sample of study. Findings of analysis indicated that
the internal control information disclosure can affect
earnings management through representation cost
and improving the internal control information
disclosure can reduce representation cost and
earnings management.

Methodology

This research is applied in terms of objective and
descriptive-correlational in terms of method of
study. In addition, it can be said that the research is
quasi-experimental and retrospective that was
conducted by using past information. The statistical
population of research is companies listed in Tehran
stock exchange and sample of study included
manufacturing companies listed in Tehran stock
exchange. According to Altman adjusted model,
they were divided into distressed and bankrupt, and
healthy groups. In addition, to increase the
similarity of sample of study with population and to
increase the accuracy of sampling to estimate
population parameters and making population
characteristics involved in the sample, the following
conditions were considered in selecting the sample
of study:

- Companies that were listed in stock exchange
before 2011 and active in stock exchange since end
of 2014
-Their required data are fully available.
-Companies of bankrupt group should be in the
bankruptcy range of Altman adjusted model and
they should be covered by Article 141 of the
Commercial Code, and 2 to 4 variables of Altman
model should be negative for them.
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-Distressed group companies should be in the
financial distress range of Altman adjusted model
and they should be covered by Article 141of the
Commercial Code, and 1 to 3 variables of Altman
model should be negative for them.

- Companies of healthy group should be in the
financial health range of Altman adjusted model and
they should be covered by Article 141 of the
Commercial Code, and all variables of Altman
model should be positive for them.

Accordingly, 114 manufacturing companies were
selected as sample. Data were through companies
listed on the Tehran Stock Exchange by referring to
their financial statements, explanatory notes, stock
exchange data, Kedal site information and using
RahavardNovin and Tadbir software.

According to Altman adjusted model, data were
divided into two groups. Then, they were analyzed
the data using E-views and regression test. Summary
of Altman adjusted model, variables, and their
ranges are as follows:

Adjusted-Z'-score = 0. 291Y; + 2. 458Y; -0. 301Y3
-0.079Y,4-0.05Y5

Y1: Working capital to total assets
Y2: Cumulative earnings (loss) to total assets

Ys: Earnings before interest and taxes (operating
earnings and loss) to total assets

Y. : Return on equity to total liabilities
Ys: Net sales to total assets

Table 1- Altman adjusted model ranges
financial health | financial bankruptcy range
range distress range

Z'-score > 0/3 - 014 < Z-
score <0/3

Z'-score < - 0/14

Accordingly, 114 manufacturing companies were
selected as sample and they were divided into two
groups According to Altman adjusted model. Table
2 shows the number of companies and Altman index
value. As shown, out of the 114 companies, 70
companies were financially distressed and bankrupt,
and 44 companies were financially healthy.

Table 2- Separation of companies based on
Altman index
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- Calculation of accruals quality

The accruals quality refers to size of accruals that is
related to realization of cash flow. In other words,
accruals quality explains the liquidity of earnings
accruals (Kurdistani and Tatli, 2014). Accruals
quality is calculated based on Dechow and Dichow
model (2002).

TCAj,t =bo+ by CFOj,t.l + b, CFOj,t'l' bs
CFO w1 + €j(Model 1)

CFO j, t: The company j operating cash
flow in year t

Operating cash flows were adjusted as follows:
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Operating cash flow according to cash flow
statement + dividends paid + the cash flow related to
investment returns and interest payments for
financing - cash flow related to taxes

Therefore, accruals quality is obtained from
standard deviation of estimated wastes of the first
model.

The first model is obtained as follows: estimate of
Accruals Quality j, t=c (€], t)

Its low (high) value indicates low (high) quality of
accruals.

- Calculation of earnings management

Earnings management through discretionary
accruals has been measured as a representative for
earnings management. To measure discretionary
accruals, Jones model adjusted by Dechow, Sloan,
and Sweeney (1995) was used:

TAj t/Ajt1=01 (1/ Aj 1) +a2 (AREV j -AREC j ¢
/Aj, t-l) +03 (PPE it / Aj, t-l) tej t(ModeIZ)

TA; tis total accruals calculated as follows:

)TCAt=(ACAj - ACL - ACash;,; +
DEP ; +ASDT j ¢

After estimating parameters as¢ op¢ ait0 determine
non-discretionary and discretionary accruals, the
following equations were used.

NDA j 1= a1 (1/ Aj 1) a2 (AREV j -AREC j ¢/ A
i t1) T03 (PPE it /A j,t-l)

DA t=TAj /Aj - NDA
In which:
TAj —Total accruals company j in year t

ACA j, ¢ -the current assets changes of company j in
year t compared to year 1-t

ACL j = Change in the current liability of the
company j in year t compared to the year 1-t

ACash;j, =Change in Cash of company j in year t
compared to the year 1-t

A j w1 -the total assets of the company j in the first
course

AREC j + =Changes in receivable accounts and
documents+ other receivable accounts of company j
in year t compared to before

AREV j + =Changes in revenue of company j
compared to the year 1-t

PPE ; : =Gross property, plant, and equipment of
company j in year t

911

NDA j, Non-discretionary accruals of company j in
year t

DA j Discretionary accruals of company j in year t
j

ASDT j, = Change in current portion of receivable
facilities of company j in the current year compared
to previous year

DEP ;, ;= Depreciation cost of company j in year t

Research hypothesis

By controlling accruals quality, the earnings
management type in bankrupt and distressed
companies is opportunistic, while it is efficient for
healthy companies.

Research findings

In this study, collected data were presented in the
form of descriptive and inferential statistics. In the
descriptive statistics, mean and SD were used, and
regression test (to examine the equations of model
and testing the research hypothesis) unit root test (to
ensure stability of data and avoid spurious
regression), and Limer test (to examine the presence
or absence of a separate intercept) were used in
inferential statistics part.

Table 3- descriptive statistics of research
variables

Variable

Group

Mean

SD

Variable

Group

Mean

SD

1ality of
accruals

(TCA)

Healthy

94213.14

394712.6

Distressed

811646

1136015

Healthy

0.48

0.10

ssed

0.04

0.19

peration
sh flow
before
course

(CFOP)

Healthy

0.14

0.20

Distressed

0.2

Discretionary
accruals

Healthy

99013.14

Distressed

800046

1136

Current
peration
sh flow
(CFOC)

Healthy

0.15

Distressed

0.12

Non-
discretionary
accruals

Healthy

366968

1389369

Distressed

209904.6

887843.5

‘ompany

future
perating
ih flow
(CFOF)

Healthy

0.7

Distressed

0.1

0.2

Portfolio
rank

Healthy

366968

1389369

Distressed

0.542

0.49

Descriptive statistics of each of investigated
variables in two healthy and distressed groups is
shown in Table (3). It is seen that mean of each
research variables in the healthy companies
group is higher than mean of research variables
in financially distressed companies group.

Table 4- The unit root tests LLC (intercept and
process)
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Varizdle Test statiztice P-Vales Nall Eypotesia %= -CFO: company operating cash flows
iy o -Rank: Portfolio rank (portfolio rank based on
£ - g4 0.00 Norduriliy | D! i
H o y company accruals quality)
H : T - Portfolio upper 40% and lower 40% was ranked
¢ B " - Nerdusliy | D regpectively with numbers one and zero for each
3 course e sample. 20% of middle of data was ignored).
% (CFOP) - t: studied period (since 2011 to 2014)
£ [ Cument operation == ) Yedumin | Dmsi - I companied listed in stock exchange
.E cash flow (CFOC) )
Company future 0.00 Yerdumility |Dmdl - Financially healthy company
PRl ek fow e To determine presence or lack of separate intercept
(CFOE) for each of companies, Limer test should be
Futurs eamings -38.43 0.00 Non<dusability | Durabl investigated_
@)
s oy o Ny 1D Table 5- Output of Fixed Effects-Likelihood
— - — T e Ratio test for healthy companies
soudls e ' ' Fixed effects | Critical Df Estimated
iy o 0.0 Noo<urbility | Dusabl test value likelihood
| Quaity of scoruals = ™ Vondunbility | Desbl Cross-section F | 0.88 43.126 | 0.67
B (TCA) ’ .
& Cross-section
g i 5. NorGurbility | Debl 7 4598 43 0.34
: s _ L S Chi-square
i course Ik
2
S (CFOP)
% Cugrant oparation 0.00 Non-dursbility | Dussbl
B |awtowcror)| U ' ' According to the result of test, at the 95 percent
£ Compay ftw = oo dudlty | Dl level, it is accepted that each of the selected
operating carh flow | -30.65 companies has same intercept. After explaining the
(CFOF) model and choosing the best method, the final
Furuse eamings S 000 Vercmmly | Dmml  regressions with same intercepts were estimated for
&) selected companies and results are as follows:
Discrationany e 0.00 Non-dursbility | Durabl
sccruals Table (6) the results of model for healthy
Non-iscrationary g% 0.00 Nor-dushility | Dusat companies
e : POOLED
Portiolio gz -2.37 0.00 Non-dursbility Durabl
Variable Coefficient | Statistict Prob
One of the ways to avoid spurious regression is to c 0.01- -1.44 1 0.15
ensure stability of data. Therefore, before model DA
estimation, statistical properties of panel data are E-72.09 2.56 0.01
investigated in terms of durability or unit root NDA
presence. The results of the unit root test for the E-97.6- -207 | 003
variable of the model are shown in Table (4), which CFOC 0.005- 015 | 088
is observed that all variables, except for non- ’ ’ ’
discretionary accruals, are durable at zero level. Rank 0.11 9,61 0.00
Research hypothesis testing RES
After estimating accruals quality variable and 1.92- -2.40 0.01
accounting variables at the company level, the RZ =041 RZ —0.42 D.W =205
research hypothesis was tested using the following ’ ’ ' '
model for each of healthy groups. F-25 49 Prob=0.00
Xj 1 =bo + b1 DA+ by NDA j « + b3 CFOj statistic=

+ bs Rank j«+e;j (model 6)

Source: research findings

X: Future profitabili hange in n rnin n .
uture profitability (change et earnings one As can be seen from the output of estimate,

year later) . : . .

discretionary accruals, non-discretionary accruals,
-DA: Discretionary accruals of company rank of portfolio and accruals quality have a
-NDA: NON-Discretionary accruals of company significant relationship with future earnings, while
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operating cash flow is not significantly correlated
with future earnings.

If the coefficient of discretionary accruals
(coefficient DA) in the model is significant and
positive, earnings management will be efficient, but
if the coefficient of discretionary accruals is less
than or equal to zero or slightly positive earnings
management will be opportunistic (Kurdistani and
Tatli, 2014).

Coefficient of discretionary accruals in the current
study is slightly positive (2.09E-7). Therefore, it can
be claimed that earnings management is
opportunistic in this group of companies.

Numerical value R? states that which percentage of
dependent variable changes is explained by the

independent variables. R? value in the current
model is equal to 0.41. It means that more than 40
percent of the company's future earnings are
justified by the independent variables. In addition,
D-W statistic value is 2.05. Considering the panel
data method and short period of years studied (four
years), lack of auto-correlation and health of model
could be claimed.

After that partial regression coefficients significance
was evaluated individually, overall regression
significance must be tested. In fact, we should
answer the question if return on assets is linearly
correlated with 5 explanatory variables. According
to the statistics value F=25.49 and estimated
probability Prob = 0.00, it is determined that all
slope coefficients are not simultaneously zero and
significance of total regression is confirmed.

To clearer explaining of variables coefficients, the
variables that their partial regression coefficient is
more than 0.05 are eliminated and the model is re-
estimated. By eliminating variable of operating cash
flow, results are as represented in Table 6:

Table (7)- model results for healthy companies
after eliminating dummy variables

F-32.11
statistic=

Prob=0.00

Source: research findings

Financially distressed company
Results of Limer test for distressed companies are as
follows:

Table 8- Output of Fixed Effects-Likelihood Ratio
test for distressed companies

Fixed effects Critical df Estimated
test value likelihood
Cross-section F | 0.95 69.205 | 0.57
Cross-section
Chi-square 78.12 69 0.21

According to the result of test, at the 95 percent
level, it is accepted that each of the selected
companies has same intercept. After explaining the
model and choosing the best method, the final
regressions with same intercepts were estimated for
selected companies and results are as follows:

Table 9- second model results for distressed
companies

POOLED

Variable Coefficient | Statistict | Prob
C 0.01- -1.83 0.06
DA E-72.15 2.64 0.00
NDA E-97.84- -2.44 0.01
Rank 0.11 9.90 0.00
RES E-71.98- -240 0.01

0.41R? = 0.43R? = 2.05D.W =

POOLED
Variable Coefficient | Statistic t Prob
C 0.01- -3.49 0.00
DA E-102.28- -0.30 0.76
NDA E-101.89- -0.21 0.82
CFOC 0.07- 0.22 0.82
Rank 0.13 23.68 0.00
RES E-102.65 0.22 0.82
0.66R? = 0.67R? = 1.81D.W =
F-112.12 Prob=0.00
statistic=

Source: research findings

As can be seen from the output estimate, portfolio
rank has a significant relationship with future
earnings. However, other variables had no
significant relationship with the dependent variable.
As mentioned, if the coefficient of discretionary
accruals (DA coefficient) is less than or equal to
zero, slightly positive, or non-significant, earnings
management will be opportunistic (Kurdistani and
Tatli, 2014).

As discretionary accruals coefficient has no
significant correlation in the current study, it can be
claimed that earnings management is opportunistic

in financially distressed companies. R?value in this
model is equal to 0.66. It means that more than 66
percent of future earnings changes of companies are
justified by the independent variables. In addition,
the D-W statistic value is equal to 1.81. Considering
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the panel data method and short period of years
studied (four years), lack of auto-correlation and
health of model could be claimed.

After that partial regression coefficients significance
was evaluated individually, overall regression
significance must be tested. In fact, we should
answer the question if return on assets is linearly
correlated with 5 explanatory variables. According
to the statistics value F=112.12 and estimated
probability Prob = 0.00, it is determined that all
slope coefficients are not simultaneously zero and
significance of total regression is confirmed.

To clearer explaining of variables coefficients, the
variables that their partial regression coefficient is
more than 0.05 are eliminated and the model is re-
estimated. By eliminating dummy variables, results
are as represented in Table 10:

Table (10) the results for of model for distressed
companies after eliminating the dummy variables

POOLED
Variable Coefficient | Statistict | Prob
c 0.02- -6.51 0.00
Rank 0.13 25.41 0.00
0.70R? = 0.70R? = 1.83D.W =

F-662.4 Prob=0.00
statistic=

Source: research findings

Analysis of results

According to descriptive statistics, it was revealed
that all variables follow normal distribution. In
addition, to investigate the durability of variables,
unit root test was used. The results showed that all
variables of study, except for non-discretionary
accruals, are durable at the zero level. Healthy
companies, as expected, had higher quality of
earnings, operating cash flow, future earnings,
discretionary and non-discretionary  accruals
compared to bankrupt and distressed companies.
Then, to obtain the quality of accruals for both
distressed and bankrupt companies and healthy
companies, standard deviation of estimate wastes
was calculated based on the first model. Finally,
after estimating the accruals quality and accounting
variables at the company level, the hypotheses of the
study were tested using the model (6) for each of
healthy and distressed, and bankrupt groups. The
results showed that discretionary accruals, non-
discretionary accruals, portfolio rank, and accruals
quality have a significant relationship with future
earnings, while operating cash flow does not have a
significant relationship with future earnings in

healthy companies. In distressed and bankrupt
companies, the findings suggest a significant
correlation between portfolio rank and future
earnings and the relationship of other variables with
dependent variable is not significant.

In addition, if the coefficient of discretionary
accruals (DA coefficient) is less than or equal to zero
or slightly positive, earnings management will be
opportunistic (Kurdistan and Tatli, 2014). As the
coefficient of discretionary accruals was slightly
positive in healthy companies (2.09E-7, and non-
significant in bankrupt and distressed companies, it
could be stated that earnings management in both

groups is opportunistic.R2 value for healthy
companies was obtained 0.41. It means that more
than 40% of future earnings changes in healthy
companies can be explained through independent

variables. R? value for distressed and bankrupt
companies was obtained 0.66. It means that more
than 66% of future earnings changes in these
companies can be explained through independent
variables.

As mentioned, by accruals quality controlling as
earnings quality characteristic, it is found that
management of earnings in both bankrupt and
healthy companies is opportunistic. Hence,
efficiency of earnings management in healthy
companies by controlling the accruals has been
rejected. Therefore, research hypothesis for
manufacturing companies listed in Tehran stock
exchange was not confirmed. Based on these
findings, we can conclude that earning management
should be emphasized by manufacturing companies
listed in Iran stock exchange. This result is in line
with previous studies conducted by Poorhashem et
al (2013), Dastgir et al (2012), Kurdistani and Tatli
(2014), and Moeineddin et al (2015). In addition,
results indicated that management of earning in
distressed and bankrupt companies is opportunistic.
Therefore, this result is consistent with results of
studies conducted by Kordestani and Tatli (2014),
Dastgir et al (2012), Ahmadpur and Shahsavari
(2015) and Li et al (2013). However, it was
inconsistent with results of the mentioned studies in
terms of efficiency of earnings management in
healthy companies, since significant difference was
not found between distressed and healthy companies
in terms of type of earnings management type.

Recommendations

-As earnings management in the studied companies
was opportunistic, it is recommended that financial
statements users to pay attention to financial reports
quality in these companies for their economic
decisions when analyzing operating companies in
the stock exchange.
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-Additionally, it is recommended for planners of
accounting standards and Tehran Stock Exchange to
adopt laws and regulations to examine the quality of
financial reports of companies operating in the
Tehran stock exchange during the past years by
using appropriate criterion and to provide the
information for users.

- Moreover, according to results of this study and
other domestic studies suggesting the phenomenon
of earning management in Iranian companies listed
in the stock exchange, it is recommended that
required cautions and adjustments (reviews) to be
considered in using bankruptcy prediction models
that are based on accounting figures (especially

earnings sum).
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