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Abstract

One of the reports that companies are required to publish at the
discretion of the Securities and Exchange Organization is the
management interpretive report. Therefore, in this research, the
relationship between the presentation of management interpretative
reports by companies and earnings management has been investigated.
Also, considering the importance of the role of women in improving
the financial reporting of companies, the effect of the presence of
women on the board of directors on the aforementioned relationship
has been investigated. The statistical population of this research
includes the companies listed on the Tehran Stock Exchange and the
Iranian Fara Bourse during the years 2011 to 2022. The hypotheses of
this research have been tested using linear regression. The results of
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the research showed that the provision of interpretative management
reports by companies has reduced earnings management. Also, the
decrease in earnings management is more pronounced among
companies that have included women in their board members.

Keywords: Female managers, Management interpretive report,
Earnings management.
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1. Introduction

In 2000, the issue of the quality of financial reports as well as earnings
management became a significant concern for the Securities Exchange
Commission, the accounting profession, and members of the US
Congress, and in response to that, several rules and regulations were
prepared and promulgated. Evidence related to earnings management
helps standard setters and regulators examine whether existing rules
and regulations should be changed or whether new rules or additional
rules are needed in the area of financial reporting and corporate
disclosure (Epahbodi et al., 2022). Previous research has shown that in
some cases, the approval and notification of new rules and regulations
in the field of disclosure, financial reporting, or corporate governance
can have significant effects on the earnings management of
companies. In the country of Iran, one of the reports that companies
are required to publish at the discretion of the Securities and Exchange
Organization is the management interpretive report. This report is one
of the important items that are published along with the financial
statements and its purpose is to improve the usefulness of the
information provided by the companies that is provided along with the
financial statements. Therefore, the first problem of this research is to
examine the relationship between the presentation of management
interpretive reports by companies and earnings management. Another
factor that can affect the level of opportunistic behavior of managers
and the performance of earnings management is gender diversity on
the board of directors, and more specifically, the inclusion of women
in the composition of company board members (Chen & Gavious,
2012). Most of the research conducted in this field has shown that
gender diversity can lead to the improvement of earnings quality by
reducing earnings management. Thus, the second issue of this research
is to investigate the interactive effect of the presence of women on the
board of directors of companies and the presentation of an
interpretative management report by companies on earnings
management.

2. Literature Review
Some of the most important researches in the investigated area are as
follows:
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Al-Abasi (2023) investigated the moderating effect of ownership
concentration on the relationship between the presence of women on
the board of directors and earnings management among companies
listed on the Malaysian Stock Exchange during the years 2013 to 2015
and showed that ownership concentration positively intensified this
relationship.

Spahbedi et al. (2022) investigated the effect of the promulgation
and implementation of the Sarbanes-Oxley Law on the management of
accruals and actual corporate earnings management in the short and
long term, showing that the promulgation of this law initially
succeeded in reducing the management of accruals and actual
management; however, in the long term, accruals management by
companies returned to the level before the promulgation of the
mentioned law.

Mostafa et al. (2021) investigated the effect of changing the
corporate governance regulations in Nigeria in 2011 on the quality of
financial reporting of companies. These changes were mainly related
to increasing the responsibility of board members and the number of
audit committee members. The results of this research have shown
that the changes related to increasing the responsibility of the board of
directors do not have a significant effect on the quality of financial
reporting; however, increasing the number of audit committee
members improves the quality of financial reporting of companies.

Zalata et al. (2021) investigated the effect of the presence of
women in the composition of the board of directors on earnings
management and showed that the presence of female managers with a
financial background prevents the occurrence of earnings management
behaviors. According to the above, the hypotheses of this research are
as follows:

Hypothesis 1: There is a significant negative relationship between
the presentation of management interpretive reports by companies and
their earnings management.

Hypothesis 2: The presence of women on the board of directors
intensifies the negative relationship between the presentation of
management interpretive reports by companies and their earnings
management.
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3. Methodology

This research is categorized as applied research because its main goal
is to find solutions for existing problems and current conditions.
Secondary data is usually used to conduct this type of research. In this
research, the researcher describes the nature of the subject; therefore,
it is classified as a descriptive type of research. The software used to
test all the models in this research is Excel and Eviews version 10.
The statistical population of this research includes all the companies
listed on the Tehran Stock Exchange and the Iran Fara Bourse for the
years 2011 to 2022.

4. Results

The results showed that the first hypothesis of the research is
confirmed, and it can be said that the notification of the rules related
to the presentation of management interpretive reports has reduced the
earnings management of companies. Additionally, the results
confirmed the second hypothesis. It can be said that the presence of
women on the board of directors aggravates the negative relationship
between the presentation of management interpretive reports by
companies and their earnings management.

5. Conclusion

Based on the result of the first hypothesis, there is a significant
negative relationship between the presentation of management
interpretive reports by companies and their earnings management. In
other words, the Securities and Exchange Organization has succeeded
in controlling and reducing earnings management at the company
level by approving the rules related to the presentation of management
interpretive reports and requiring companies to publish them.
Therefore, the mentioned report, which is a description of the financial
status, financial performance, and cash flows of the company, has
been able to act as a deterrent factor in companies and has limited
managers in performing earnings management. According to the result
of the second hypothesis, the presence of women on the board of
directors has intensified the negative relationship between the
presentation of management interpretive reports by companies and
their earnings management. Thus, gender diversity on the board of
directors of companies reduces the conflict of interests between
managers and shareholders. Since the women on the board of directors
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are more cautious and risk-averse due to their differences in ethical,
decision-making, and risk-taking procedures, they are less inclined to
opportunistic behaviors, and therefore they try to control earnings
management at the company level and increase the quality of financial
reporting.
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