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Abstract

The proper implementation of corporate governance in companies plays a significant role in their
management and leadership, protecting the interests of shareholders and preventing opportunistic behavior
by managers. Considering this issue and the new corporate governance code in the Iranian capital market, in
this research, the impact of the new corporate governance code on accrual-based earnings management and
real earnings management is investigated. The statistical sample of the research included 117 companies
listed in Tehran Stock Exchange during the years 2014 t02021. The results of the research based on
regression analysis of panel data indicated that the new corporate governance code had a negative and
significant impact on earning management based on the manipulation of accruals. Also, the results have
shown that the announcement of the corporate governance code had a negative and significant impact on real
earning management based on the manipulation of production costs, discretionary costs, and operating cash
flows. Therefore, the requirements of the Securities and Exchange Organization regarding corporate
governance in the capital market have been able to lead to the protection of investors' rights and the
improvement of the quality of financial reporting of companies.
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Introduction

The issue of corporate governance has been noticed around the world since the beginning of 2000, and
almost every country is trying to implement good corporate governance practices in their business
companies. Corporate governance is the set of relationships between executive directors, board members,
shareholders, and other stakeholders of the company, which determines a structure for formulating the
company's goals and ways to achieve them, as well as how to evaluate and monitor performance (OECD,
2004). The goal of corporate governance is to reduce agency problems and costs to maximize shareholder
wealth. Previous research has shown that companies with good corporate governance have better financial
performance, higher stock liquidity, and lower bankruptcy risk. Corporate governance can reduce the
information asymmetry between internal and external organizations and make corporate information more
transparent (Nguyen et al., 2024).

Considering the regulatory and legal changes and the process of corporate governance in all countries and
internationally, today the importance of implementing effective corporate governance has been continuously
noticed in the capital markets and companies are obliged to inform the public about their corporate
governance measures. In Iran, the corporate governance guidelines were approved in June 2018 by the Board
of Directors of the Securities and Exchange Organization in six chapters: definitions, board of directors and
CEOQO, general meetings of shareholders, how to select board members and independent board members, and
accountability and disclosure of information. This instruction was notified for the compliance of companies
admitted to the Tehran stock exchange and Iran Fara bourse. Also, this instruction was revised in different
stages, the last revised version of which is from 2023 (Stock Exchange Organization, 2023). Considering the
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above and considering the newness of the corporate governance guidelines in the Iranian capital market as
well as the importance of the effects of the aforementioned regulations on companies, the main issue of this
research is to investigate the effect of the notification of the aforementioned guidelines on the behavior of
companies' earnings management.

It should be noted that so far, no research has been conducted that has investigated the effect of internal
corporate governance regulations on various dimensions of financial reporting quality, and the results of this
research can represent the results of the efforts that have been made to formulate corporate governance
regulations. In this research, earnings management through accrual management and real earnings
management have been considered. Also, to measure real earnings management, real earnings management
based on manipulation of production costs, discretionary expenses, and operational cash flows has been used.

Based on the above, research hypothesis are:

1) Announcement of corporate governance guidelines has a significant negative impact on earnings
management based on the manipulation of accruals.

2) Announcement of corporate governance guidelines has a significant negative impact on real earnings
management based on the manipulation of abnormal production costs.

3) Announcement of the corporate governance guidelines has a significant negative impact on the real
earnings management based on the manipulation of abnormal discretionary expenses.

4) Announcement of corporate governance guidelines has a significant negative impact on real earnings
management based on the manipulation of abnormal operating cash flow.

Research Methodology

This research is placed in the category of applied research; Because its basic purpose 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 topic in question. Therefore, it is a type of descriptive
research. Also, the current research can be considered correlational research; Because it examines the
relationship between variables and their explanation. In general, to conduct any research, two types of
information are needed: the library part and the experimental part; In this research, to collect library and
experimental information, books, magazines and specialized articles, financial statements, explanatory notes,
as well as existing information banks, such as Rahvard Novin, Codal and the stock exchange website, were
used respectively. The software used to test all the models of this research is the 9th version of EViews.

The statistical population of this research is all the companies admitted to the Tehran Stock Exchange
during the years 2014 to 2021. The sample was selected from among the companies listed in the Tehran
Stock Exchange using some criteria. According to the criteria, among all the companies listed in the Tehran
Stock Exchange, 117 companies were considered as the investigated companies in this research.

Conclusion and discussion

The results of testing the hypotheses of this research showed that none of the hypotheses examined in this
research were rejected and the announcement of corporate governance guidelines affects earnings
management (accrual earnings management and real earnings management based on the manipulation of
production costs, discretionary expenses, and operating cash flows). It has had a significant negative effect
and has led to the reduction of managers' opportunistic manipulations. Based on the result of the first
hypothesis, the announcement of the corporate governance guidelines of the Stock Exchange and Securities
Organization has led to the reduction of earnings management based on accruals. In the interpretation of this
result, it can be said that the requirements contained in the mentioned instructions to strengthen the corporate
governance mechanisms at the level of capital market companies have been able to reduce the possible
motivation of managers to manipulate earnings by using allowed accounting procedures and through accruals
and therefore, it seems that with the help of this guidelines, the capital market supervisory body has been
able to reach its final goal, which is to support the stockholders, especially the shareholders. In other words,
the recent requirements of corporate governance have succeeded in improving the quality of financial
reporting and the quality of companies' earnings, and this promises investors that they can make decisions
regarding their investment options in the capital market with more trust and confidence in the financial
reports of companies. According to the results of the second to fourth hypotheses of this research, it can be
said that the establishment of corporate governance requirements in Iran's capital market has led to a
decrease in real earnings management through the manipulation of production costs, discretionary expenses,
and operating cash flows. In this regard, as it was stated in some previous research, the establishment of
disclosure requirements and regulations and corporate governance has led to the change of earnings
management procedures from the management of accruals to the real management of earnings; This is while,
based on the results of this research, the implementation of corporate governance mechanisms has had
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significant negative effects on the real earnings management. Among the reasons for this, it can be
mentioned that in the existing corporate governance rules, the subject of transactions with related parties,
which is one of the tools used for real earnings management, has been given special attention. Also, in the
third chapter of the corporate governance guidelines, the necessary characteristics for the members of the
board of directors and the CEO have been described, that they must have the necessary education and
experience and have no definite criminal or disciplinary convictions subject to the laws and regulations of
the capital market, and it seems that with these requirements, relatively more knowledgeable managers have
played a role in the board of directors of companies and have been able to reduce the motivation of executive
managers to manipulate the real activities of the company in the direction of real earnings management.

According to the results of this research and considering the inhibiting effects of the implementation of
corporate governance on the earnings management of companies, it is suggested that supervisory institutions
such as the Securities and Exchange Organization as a supervisory institution for companies have more
supervision and control over the implementation of corporate governance principles and related regulations;
Because the results of this research have shown that establishing these criteria can reduce the opportunistic
actions of managers. It is also suggested to provide the conditions for improving the ability and skills of the
members of the board of directors by holding continuous training sessions about the implementation of the
corporate governance guidelines of the Securities and Exchange Organization. In addition, creditors,
shareholders, and investors are suggested to take into account the degree of compliance with the corporate
governance guidelines in reviewing the company's situation and making their decisions; Because better
compliance with this instruction reduces the possibility of earnings management behavior based on accruals
and real earnings management in companies. Based on the results of this research, future researchers are
suggested to investigate the effect of the announcement of corporate governance rules on the quality of
financial statements and reports as well as the quality of internal control reports of companies. Also,
considering the relationship between corporate governance and independent auditors, it is suggested to pay
attention to the impact of the notification of the mentioned rules on the audit quality. In addition, a
comparative study of the hypotheses of this research by industries is recommended.
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Figure 1. Statistical sample of research
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Figure 2. Descriptive statistics of research variables

S Sl | S | e | ale | ke | Oldalis slies sl gty
Pl e 3 g L ke
AT NIEYR Y/YAO YARY:) VAN A4 EM ACC
B Se
A Sy Ml e
- A5 B
A Sy Ml L e
o /v AY ARERA +/AQY /e YE v/e 08 A4 EM DISEXP
- okl glaas sa (g 8
e g (2Bl L ke
YV VIR 0/VA VAVN AR AR EM_CFO
- Shles A& 0L > (g8 ews
\/AS WAA | OYVRYE | oYY | Yy vey A4 SIZE S 5l
VA SAVYS | 8480 | eV | a/veY A4 GROWTH S b Ay s
Yy Y /AT VARV +/YOA A4 PROFIT S 6JJT>)M
+/YYA o/eny \/YoY +/0Y «/0YE AMA LEVERAGE Sb rjh\
VARY:) e | Y/0NY DARK ANy A4 CAPITAL Srtls o

BENPNEOREFER SHte
Figure 3. Frequency of dummy variables
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Figure 4. Results of consistency test of the variance of the errors
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Figure 5. Results of independence of errors test
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Figure 6. Results of the regression model test (pool or panel)

o olsbme | pamnla 0505 o $Jlsbas A F g3l Jde
sl o Y0 Ve skt oo Y/oes I
b o e £1T4 skt e Y140 Y i
ks ol Y vaq skt e Y/\VA Y i
b e VYV skt oo Y/a.0 £ i

ol o3 eas sl Sl elad ol sds LI (V) B (V) lae, S s S b B laars b 0se)l dns

ol ecl /00 gUax o 3| S F 55ll (g lsls s Sl 4 a5 Golel s 51 s S (g lsbins clao 1S
Sl Aty e 5L IS s JRes lasine (Sdtasmes 5 Ol S0l bS8 Liilal (el 5 350 00
Ol St OF gl oS ol o slinal (g 358 s 0031 5l es 550 65U (laoibe 3L IManaal (s 1 shie
Ll Y (ol a5 =0 TY g b S 8 CaS e (V) LS s sasasl )l SleMbl bl 5

5 Sl o dld sy /00 gllas mla 55 sl b 8 s ol Sleasls (guens MBI te s g o e b lalis 5 o2
Ao e Sl ol e (gl oDy e Coaally alS w550 oS el s 63Ul by
Ay laane 5 lslas 5 e bl S5 (6osTs e 5 o3I (Sla gae &S ol ) Sy J2S Glapaze e
Pl s ol ite Lol edls (gl pD1 5y st 55 g e b Slaline 5 e (BLISI (6 pala o 5 2550



V4 50l oy s Gl oY esly s il S P VY P PSP P e R JUNC P DS Y W

Jol ad b s 5,50 LR
Figure 7. Results of the estimation of the model of the first hypothesis
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Figure 8. Results of the estimation of the model of the second hypothesis
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Figure 9. Results of the estimation of the model of the third hypothesis
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Figure 10. Results of the estimation of the model of the fourth hypothesis
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