The Effect of Implementing Web-based Financial Reporting Model on
Earnings Management Emphasizing the Moderating Role of Agency Costs

Sara Makvandi *
Bahareh Banitalebi Dehkordi **
Hamid Reza Jafari ***
Abstract
Objective: Given that no comprehensive index has been provided for web-based financial
reporting, one of the most important tools used for information transfer for the users is web-
based financial reporting. Considering the increasing level of coverage of this reporting in the
world, the current research is also trying to address the issue of the native model of the web-
based financial reporting index.The nature of this reporting type is so that provided information
with this language is self-exploratory information. Web-based financial reporting provides the
possibility to provide the stakeholders with the information holistically. This technology has
been supported as a way to improve efficiency, timeliness, and honest representation of
financial information and ease of accessing and analyzing data. Thus, this study aimed to
examine the effect of performing web-based financial reporting on earnings management
emphasizing the moderating role of agency costs. In fact, the question of the current research
is, what is the web-based financial reporting model?And if the model is presented, how is the
impact of the web-based financial reporting model on profit management with the moderating
role of agency cost? Therefore, the present study has tried to provide an answer to this question.

Method: This study method was applied in term of goals and descriptive in terms of data gathering.
It used both qualitative method (for identifying components and dimensions related to web-based
financial reporting using experts ideas) and quantitative method (for measuring final model obtained
from the first stage and reliability of the model). So, combined method was used for data analysis.
The web-based financial reporting implementation model was assessed through a questionnaire that
was distributed among experts. Confirmatory factor analysis was used to measure the latent variable
of web-based financial reporting implementation with its measurement items. Calculating web-
based financial reporting was through a checklist containing 62 indices of Internet disclosure and 62
content factors. The final sample of the research was also selected as the research sample after
applying the applied restrictions of 167 companies and 2004 observations (year-company).

Results: Results were in line with offering a web-based financial reporting model based on
literature and theoretical foundations of previous research and ideas of academic and professional
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Abstract

experts using fuzzy Delphi technique. Web-based financial reporting included 8 indices of
organizational index, financial index, economic index, social index, political index, human index,
technology index, and cultural index. Based on the results, the offered model has lower skewness
than each index. Using these indices in organizational level can improve financial reporting status
for the users of them. After representing an indigenous model of web-based financial reporting, the
effect of this model on earnings management, regarding the mediating role of agency costs was
examined. Results showed that the model reduces opportunistic behaviors of managers, leading to
decreased earnings management. Also, the implementation of this model can reduce information
asymmetry and agency costs. Results showed that the existence of agency costs regarding web-
based financial reporting in the companies increases the negative relationship of web-based
financial reporting and earnings management. The obtained results can be argued in this way that
nowadays, most countries welcome web-based financial reporting for reducing negative effects of
information asymmetry between management and owners, agency costs, capital costs, and increase
of company value. Their advantages are better access to information, lower cost, possibility of
continuous reporting, and providing dynamic information, which cause the spread of using this tool
for financial reporting.

Conclusion: The represented model based on the ideas of experts include organizational,
financial, economic, social, political, human, technology, and cultural indices. In the given
model, organizational, financial, economic and human indices are categorized at company
level, political, social, and cultural indices at society level, and technology index at software
producers’ level. Thus, using these indices at organizational level can lead to improving
financial reporting status for the users of these financial statements. Also, after representing a
web-based financial reporting model, the effect of this model on earnings management was
examined, emphasizing the moderating role of agency costs. The web-based financial reporting
model reduced opportunistic behaviors of managers, leading to decreased earnings
management. Thus, using the index of web-based financial reporting based on the given model
can help companies to reduce information asymmetry and agency costs. In this respect, results
showed that using web-based financial reporting, agency costs increase the negative
relationship between web-based financial reporting and earnings management. Arguably, it is
because nowadays, in most countries, for reducing negative effects of information asymmetry
between management and owners, agency costs, capital costs, and company value,
mechanisms, such as web-based financial reporting have been welcomed with the advantages
of better access to information, lower cost, continuous reporting, and offering dynamic
information cause the spread of this tool in financial reporting. Based on the results, web-based
financial reporting reduces opportunistic behaviors of managers, reducing earnings
management. Also, in terms of agency costs, when web-based financial reporting is utilized in
the companies, agency costs are reduced. Finally, agency costs mediate the relationship
between web-based financial reporting and earnings management.
Keywords: Web-based Financial Reporting, Earnings Management, Agency Costs.
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