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Abstract 

The present study seeks to find out the effects of characteristics including combined chairman-CEO 

roles, non-executive directors, board size, and change in the members of board director, type of their 

agency and presence of woman members in the board director on earnings management in listed 

companies on Tehran Stock Exchange during 2006-2009. In this research to determine discretionary 

accruals as earnings management indicator the Modified Jones Model has been applied. Research 

results show that when operating cash flows in reducing the presence of non-executives and changes 

in the members of board director (or their agencies) account for effective factor in reducing 

management level. Also, it seem that conditions which govern in Iran have caused as increase firm 

size the management will have greater incentives to increase earnings for providing better figure of 

its performance to shareholders and authorities despite western results of researches. Although in 

situations which auditor organizations have been responsible to audit financial statements of 

corporation the firm size have not a significant relationship with earnings management level.  

Keywords: Board of directors, earnings management, corporate governance, discretionary accruals 

 

1. Introduction 

In current business structure, it is inevitable to separate ownership from management and lack of an 

effective supervisory mechanism on management in such corporations will increase probability of 

inefficient allocation of sources and expand organizational problems and usually this lead to issue 

non-transparent and misleading reports to mask problems (Barzegar and Salehi, 2008). If the quality 

of reported accounting information is weak it is likely receivers of these information would not made 

appropriate decisions (Salehi and Abedini, 2008). Financial crisis in Eastern Asia in 1997 which had 

affected economy of Indonesia, Southern Korea, Thailand, Malaysia and Philippine and debacle of in 

America and Ahold and Parmalat in Europe have created serious concerns about the structure of 

board directors, earnings management and ethical matters for preparers and auditor of financial 

reports. Post-crisis circumstances was led to impose Sarbanes-Oxley Act in America and similar laws 

was to develop efficiency of board and managerial other behaviors. To attempt in terms of creating 

effective supervisory mechanism an earnings management in Iran also have led to compile corporate 

leadership discipline regulation in Tehran Stock Exchange (TSE) (Salehi and Biglar, 2008). Being non-

executive members of board, being suitable size of board and presence audit committee in 

companies are elements which have been emphasized in the regulation (Salehi, 2011). Final, liable of 

operation and financial health in board of director so, the main question in current study is to 

investigate the relationship between board characteristics’ and earnings management. Indeed, the 

present research is to seek the relationship between roles of chief executive officer who also serves 

as a chairman of the company (hereinafter called CEO duality), non-executive members' ratio, type 

of board members agency, number of board members, change in members and presence woman 

members in the board with earnings management. Following, the subject of research is described. In 
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the next section, the research background and hypotheses is explained. In fourth section the 

research method is discussed. In fifth section the result analysis have been presented. Finally, 

conclusions and research suggestions have been provided. 

2. Theoretical issues 

To separate management from ownership is as a result of appearance of large corporation. In such 

corporations top managers are responsible to make strategic decisions and they play main role in 

the corporation health. Langton and Robbins (2007) believe that board of director would be able 

have a strategic role in the strategic decision if it be positioned in the higher organizational class 

than executives and other managers. Bart and Bontis (2003) believe that intervention of boards to 

develop corporate mission is necessary. Walker (1999) have stated more pronounced role for board 

of director and they presented the strategic initiatives to confront corporate problems associated 

with strategic leadership as tasks of board. Thus, presence of competent board in the corporation is 

an important organizational reserve (Ljungquist, 2007) and it result in competition advantage for 

corporations and access to high performance level (Prahalad and Hamel, 1990; Barney, 1991; Hamel 

and Prahalad, 1994; Hunt, 2000). On other hand the result of separating management from 

ownership is interest conflict and creating agency relation. In agency relation an individual as owner 

will give over to another person as agency to conduct specific tasks and access to certain goal. In this 

relation the agency is charged to use his skill by owner to secure his expected benefits (Namazi, 

1985). When the co-operative behavior maximizing welfare would not be symmetric with personal 

interests of each party and would be symmetric but would not be optimal and would not lead to 

highest welfare for that setting (Baiman, 1990). Shipper (1989) defines earnings management as 

purposive intervention in extra organizational. Financial reporting approach to achieve personal 

benefits and being asymmetric of personal interests increase probability of manipulation in accounts 

and earnings management to mask low performance of management. To manage earning it could be 

used from both cash and accrual earning components. There is not possible to manipulate cash 

component simply because it associate with pay and receive unless it could be to delay or to 

advance cash related to revenues or expenditures intentionally. Therefore, prior researches show 

that managers to manage earnings by accrual component of earnings (Dechow and Skinner, 2000). 

Although issue of earnings management is not new subject in accounting profession (Levitt, 1998), it 

is a hidden strategy for board of director (Rafik, 2002). Accordingly from ethical dimension the 

earnings management is viewed as a non-ethical action in term of to manage perceptions of users 

for financial reports (Johari et al., 2008). AS Rafik's (2002) evidence, most of respondents believe 

that earnings manipulation is not an ethical behavior. On the other hand some believe that earnings 

management is a behavior which firms use it for investors' interests. As this view Healy and Wahlen 

(1999) believe that financial reporting can increase firm value. From this view point, the earnings 

management is not only an ethical behavior but also generally accounting accepted standards 

should let managers to select accounting methods and judgment and estimation application openly. 

Thus, there are two highly opposed views and this disagreement make difficult the control of 

management authority in selecting diverse accounting approaches. Johari et al., (2008) view 

beneficial the supervision on selecting diverse accounting approaches. One of the ways to 

implement this supervision is to use corporate governance mechanism. There is not unified 

definition about corporate governance nonetheless based on a general definition it could be defined 

it as a discipline that corporations are guide and control by it. So, the place of board of director as a 

guidance foundation responsible for supervision and control on the executives work for maintaining 

ownership interests of shareholders would be important more than before. Performed researches in 
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this area show that some of characteristics of board members including independence and 

competence are effective mechanism for supervision on management (Beasley, 1996; Xie et al., 

2003; Peasnell et al., 2005: 2006). 

2.1 Research Background and Hypotheses Development 

In this section the existent theories and found relationship between each of board characteristics 

and earnings management in prior research have been examined and research hypotheses have 

been addressed.  

2.2 CEO Duality and Earnings Management 

Empirical performed researches tasks separation of board CEO and chairman of the company are 

motives that result in to reduce agency problems because they give more independence for decision 

making (Donaldson and Davis, 1991). Beasley (1996) and Peasnell et al., (2004) mention 

organizational post of CEO and chairman simultaneously as power of dominance in boards of 

director have executive power (authority) the probability of his dominance on members of board 

and disordered independence will increase. CEO is a full-time organizational post which should be 

responsible for corporation administrative operations while chairman is responsible for supervision 

and assessment on executives including CEO (Weir and Laing, 2001).Therefore task separation CEO 

and chairman of the company is an important factor to supervise effectively (Johari et al., 2008). 

Chaganti et al., (1985) declared that when tasks CEO and chairman of the company is separated 

independence of boards will increase. Bowen et al., (2002) researches suggest that tasks separation 

of chairman from CEO is an important element to prevent earnings management. Chtourou et al., 

(2001), Mohd Saleh et al., (2005), Abdul Rahman and Mohamed (2005) researches also show similar 

results. On the other hand lack of task separation of chairman from CEO has an advantage and it 

result in better understanding and knowledge about environment and operation in the corporation. 

In this research it have been attempted to determine type of relationship between CEO duality and 

earnings management with regard to control variables such as firm value. Therefore the first 

hypothesis in present research is as follow: 

H1: There is a significant relationship between CEO duality and earnings management.  

2.3 Non-executive Directors and Earnings Management 

Debacle of Enron in 2001 was drawn attention to effectiveness of non-executive directors’ 

performances (Salehi and Rostami, 2010). A non-executive director is independent if boards of 

director to distinguish he is independent in term of personality and judgment and it seems there is 

no relation or cases which would affect his judgment (Higgs, 2003). From point of view agency 

theory the presence of independent non-executive director in the boards and their supervision 

performance as independent individuals contribute to reduce interests' conflict between 

shareholders and managers in the board's sessions. In this view it could be assumed that non-

executives are responsible for supervision on other members of boards. Meanwhile non-executive 

members of boards are generating an effective mechanism in supervision on accounting approach 

(Klein, 2002). Beasley' researches document evidence that boards structure have a meaningful effect 

on fraud reduction. Xie et al., (2003), Mohd Saleh et al., (2005), Peasnell et al. (2005: 2006) and Liu 

and Lu (2007) indicated that presence of non-executive directors will result to reduce level of 

earnings management. On other hand, Hart (1983) have other thought school. He believe that the 

market provide a normal solution to eliminate agency problem by its equipment, therefore presence 

of non-executive directors in the boards seems unnecessary and the market itself will make 

symmetry the interests of managers and shareholders. Also Agrawal and Knoeber (1996) have 

suggested that it is possible presence of non-executive directors in the boards due to 
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entrepreneurship potential reduction and weaken unity among boards of director lead to damage 

corporate governance system. According to Agrawal and Knoeber researches non-executive 

members of boards have a negative effect on corporate performance. At present what is important 

among authorities is that the most effective board of director is consist of members which between 

its non-executive and executive directors would be equilibrium because lack of equilibrium intensely 

in favor of each party will lead to rearrange power balance in appropriated direction. Some of 

researches such as Chtourou et al., (2001), Agrawal and Chadha (2005), Siregar and Utama (2008) as 

well as Ali Shah et al., (2009) found no relationship between non-executive directors and earnings 

management. According to agency theory the second hypothesis is written as follow: 

H2: There is a significant relationship between presence of non-executive directors in the boards 

structure and earnings management. 

2.4 Structure of Boards of Director and Earnings Management 

Structure of corporations' board of director affecting their ownership structure is different in 

different countries and questionable subject is that time horizon for different investors with regard 

to shareholding is different from each other meaningfully. Based on findings of western researches 

the small investors, brokers, and investment firms have short-time horizon, while corporations 

managers, financial institutions and holding firms have long-time horizon. If structure of corporation 

ownership is related to first group, the management tends to manipulate earnings to attract these 

groups. Reversely, if structure of ownership is related to second group the management tends not to 

manipulate earnings due to long-time horizon and their tendency to maximize wealth in long-time. 

while in countries such as America and Japan the focus is on private ownership, in Iran the structure 

of ownership is consist of investment corporation, institutions, foundations and public and 

government organizations. Government organizations, public institutions and foundations have 

long-term horizon, it seems that these corporation less tend to short-time buy and sales and 

speculation. Thus, with regard to mentioned cases the third hypothesis written as follows: 

H3: There is a significant relationship between type of agency for members of boards from being 

public or government and private dimension and earnings management.  

2.5 Size of Directors Board and Earnings Management  

Aim of board's size is the number of its members. Some of researchers believe that smaller boards in 

addition to face less cooperative problems they result in to increase efficiency in making decisions 

(Jensen, 1993; Yermack, 1996). Boone et al., (2007) and Yermack (1996) found that when 

corporations become larger and more diversity the board's size will increase. In Peasnell's et al., 

(2004) study mean number of members of boards in Britain was reported eight members. Also Xie et 

al. (2003) reported the mean number of members in America in 2002 and 2003 was 12.48 and 12 

respectively. Often the number of boards' members is large in American corporations and this lead 

to reduce its effectiveness (Jensen, 1993). Indeed statistical evidence has indicated that firm 

performance and value have a reverse relation with number of board members (Yermack, 1996). In 

this regard the researches related to examination of relationship between board size and earnings 

management had different results. Beasley (1996) report that there is a direct relationship between 

size of boards and possibility of fraud in accounting, while Xie et al., (2003) find evidence that show 

there is a negative relationship between the number of boards’ members and presence of earnings 

management. In this research despite of providing dissimilar results about relationship between 

board's size and earnings management, fourth hypothesis is as follow: 

H4: There is a significant relationship between number of boards member and earnings 

management. 
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2.6 Change of Boards Members and Earnings Management 

One of the subjects which have been conducted many scientific studies in its area is to investigate 

the relationship between displacing top management, its financial performance and use of corporate 

governance motives such as task separation. In these researches displacement in top management 

variable have been used as quality of corporate governance performance. It is assume that in case of 

presence optimal discipline in corporate governance, inefficient and ineffective managers are 

dismissed before they could create loss and damage for corporation. Thus, by assuming replace 

"bad" managers from "good" managers it could be claimed that in corporations which their top 

management replacement rate is high, better mechanisms in corporate governance and more 

effectiveness members of board would become a basis to achieve to more optimal financial 

performance. It can be concluded that increase in general managers replacement is not randomly 

but it has a reverse relationship with firm performance. If firm performance level is low, the 

probability of losing post for CEO will increase. Therefore, it seems that supposing being appropriate 

of determined criteria to evaluate performance the answer of this question which whether bad 

managers' will leave firms or not would be positive. With attention to mentioned matters fifth 

hypothesis is a Follow: 

H5: There is a significant relationship between changes in board members or their agents in current 

year relative to prior year and earnings management. 

2.7 Gender Diversity and Earnings Management 

Gender diversity is part of extensive concept for board diversity (Milliken and Martins, 1996). 

Concept of board diversity suggests that board of director should be reflective society structure and 

show gender, racial and professional backgrounds. Examinations also show that a board of director 

is willing to have a suitable composition for investigating subject from different dimensions (Milliken 

and Martins, 1996; Biggins, 1999). Diversity in board have been investigated from different aspects 

including moral obligation to shareholders (Carver, 2002), stakeholders (Keasey et al., 1997), 

corporate philanthropy (Coffey and Wong, 1998) and for commercial reasons (Mattis, 2000; Daily 

and Dalton, 2003). In this case in addition to create fair agency diversity should result in to develop 

competence principle (Burton, 1991). Robinson and Dechant (1997) view diversity as a factor for 

better understanding of market, increase creativity, better solution of problems, being effective 

leadership and promotion of global effective communications. Gender diversity of board of director 

is supported by different theoretical perspectives. For example, basically the agency theory is related 

to independence of board and balance between executive and non-executive directors. Diversity in 

agency due to diversity in groups result in creates balance in the board and prevent from violence of 

members small group on entire board (Hampel, 1998). Furthermore diversity results in regard to 

justice rule in relation to stakeholders (Keasey et al., 1997). From resource dependency perspective, 

the board of director is a strategic source which results in to create connection in external resources 

(Ingley and Van der Walt, 2001). And this is facilitating through presence diversity in the board. 

Many researches believe that diversity increase in the board lead to create governance and benefit 

from more extensive domain for talents (Bathula, 2008). Recently the presence of diversity has been 

drowning attention different researches. Investigating subjects were as follow: reasons for less 

presence of woman in the board of director (Singh and Vinicombe, 2004), Expectation interior and 

exterior organizational forces affecting on woman members in the board (Burke, 2000), director's 

experiences and their aware about role woman members in the board (Burke and Mattis, 2000; 

Huse & Solberg, 2006; Jamali et al., 2007). Likely woman members have some higher management 

skills than men including familiarity with legal concerns human sources, communication and public 
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relations relative to marketing and exploitation from production line (Zelechowski and Bilimoria, 

2004). Recent researches have pointed positive role of woman members on firm performance 

(Smith et al., 2006; Bathula, 2008). Letendre (2004) have stated concept "value in diversity" and in 

this direction he stated that woman members in the board will result in to create diversity in board 

point of views and more attractive dialogues. It is possible the women would state different aspects 

and values about their opinions. As a result it is highly possible that woman members in the board 

would challenge about different subjects or a specific management decision by their questions and 

they would result in to clear issues (Huse and Solberg, 2006). Even if gender diversity would result in 

presence of disagreement, in Letender's opinion (2004) this disagreement is valuable, because it will 

lead to better decision making and more active board of director. 

Empirically Carter's et al., (2003), Bonn's (2004) and Bathula's (2008) research results indicate a 

positive relationship between gender diversity and firm performance. On the other hand Ding and 

Charoenwong's (2004) and Farrel and Hersch's (2005) researches was not concluded a significant 

relationship between woman members in the board and shareholders return. In present research 

also under woman importance increase in the world large corporation, sixth hypothesis is written as 

follow: 

H6: There is a significant relationship between presence of woman members in the board and 

earnings management. 

3. Research Methodology 

In present research according to past researches the discretionary accruals have considered as 

indicator for earnings management. Prior researches suggested that the most powerful model for 

evaluating accruals is modified Jones’ model (1991) (Dechow et al., 1995). Therefore in present 

researches we used this model to determine accruals. In this model in the first stage it should be 

estimate total accruals. Total accruals in this research have computed by using balance sheet 

method and are as follow: 

TAt = (ΔCAt - ΔCasht) - (ΔCLt - ΔDCLt) - DEPt  

Where, 

Total accruals in year t, = TAt 

Change in current assets in year t, = ΔCAt 

Change in cash and cash equivalents in year t, = ΔCasht 

Change in current liabilities in year t, = ΔCLt 

Change in debt included in the current liabilities in year t = ΔDCLt 

Depreciation and amortization expense in year t = DEPt 

Discretionary accruals are difference between total accruals and non discretionary accruals so, in 

order to find discretionary accruals we calculated first of all non discretionary accruals as follows: 

      (
 

    
)    (

           
    

)    (
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Where, 

Non discretionary accruals, = NDAt 

total assets at the end of year t-1, = At-1 

Revenues in year t less revenue in year t-1, = ΔREVt 

Net receivables in year t less net receivable in year t-1, = ΔRECt 

Gross property plant and equipment at the end of year t, = PPEt 

Firm specific parameters that are estimated as follows: = α، 1β 2و β 
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Finally discretionary accruals are estimated as follows: 

    
   
    

       

Where, 

Discretionary accruals = DAt 

 

Prior researches indicate a significant relationship between earnings management with profitability 

(Bartov et al., 2001; Klein, 2002), operating cash flows and leverage (Peasnell et al., 2005). According 

to political expenses concept (Watts & Zimmerman, 1986), it is expected larger firms reduce their 

accruals to prevent political damage. So it is expected discretionary accruals have a negative 

relationship with firm size (Warfield et al., 1995). Researches also suggest that type of firm auditor is 

an effective factor foe detecting and preventing earnings management (audit quality). Thus the firm 

size, performance, operating cash flow, leverage and type of auditor variables have been considered 

as control variables. Independent and control variables are defined and shown in Table 1. 

Table 1. Independent and control variables 

Operationalization Test Variables 

Independent variables: 

Coded 0 if the firm has a CEO who is also serving as the chairman, 1 

otherwise, 
CEO Duality (DUAL) 

Percentage of independent non-executive directors from total number 

of directors, 

Non-executive directors 

(COMPOSE) 

Coded 0 if members of boards from being private dimension, 1 

otherwise, 

Structure of Boards of 

Director (AGENT) 

number of board members at year-end, 
Size of Directors Board 

(NUM) 

Coded 0 if the firm has a change in board members or their agents in 

current year relative to prior year, 1 otherwise, 

Change of Boards 

Members (BCHANGE) 

Number of women present on the board, 
Gender Diversity 

(WOMAN) 

Control variables: 

Natural logarithm of total assets, Firm size (SIZE) 

Ratio between earnings before interest, taxes and extraordinary income 

and total assets, 
Performance (ROA) 

Operating cash flows over total assets, 
Operating cash flows 

(CASH) 

Long term liabilities over total assets, Leverage (LEV) 

Coded 1 if the firm is audited by Iran Audit Organization (the largest and 

the most quality audit organization in Iran) and 0 otherwise. 
Type of auditor (AUDIT) 
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The study covered listed companies on TSE during 2006-2009 and their transaction chart have not 

excluded from exchange tabulate during research period. Selection sample in this research would be 

corporations which meet following conditions: 

1- Companies which listed in exchange before 2005 financial year. 

2- Their financial years would be ended to Esfand month (equal to March the last month in Iran 

calendar). 

3- During investigation period had not financial period change. 

4- Finance firms such as investment corporations, financial brokers, bank and leasing would not 

be in this sample. 

5- data would be available. 

Finally totally 159 companies were selected as final sample among 430 listed companies on TSE 

during four years from 2006 to 2009. In this research to test hypotheses the multiple regressions 

was used. Used empirical model to test hypotheses have provided as follow: 

DA = α + β1 DUAL + β2 COMPOSE + β3 AGENT + β4 NUM + β5 BCHANGE + β6 WOMAN + β7 SIZE + β8 

ROA + β9 CASH + β10 AUDIT + β11 LEV + £i  

Where, 

DA = Discretionary accruals (earnings management) 

DUAL = CEO duality 

COMPOSE = Non-executive directors 

AGENT = Structure of Boards of Director 

NUM = Size of Directors Board 

BCHANGE = Change of Boards Members 

WOMAN = Gender Diversity 

SIZE = Firm size 

ROA = Performance 

CASH = Operating cash flows 

AUDIT = Type of auditor 

LEV = Leverage 

£ = Error term 

 

3.1 Research Results 

To test research model in the first stage the characteristics of variables have been examined by using 

descriptive statistics and in the next stage by using inferential statistics the results have been 

analyzed. 

3.2 Resulted of Descriptive Statistics 

In Table 2 the mean, median, standard deviation, maximum and minimum amount to describe 

research variables have been used. 

Table 2. Descriptive statistics for Discretionary accruals, Firm size, Performance, Operating cash 

flows and Leverage 

 DA SIZE ROA CASH LEV 

Mean 0.0107 13.2614 0.1136 0.1331 0.1076 

Median 0.0086 13.1131 0.1026 0.1177 0.0524 

Mode -0.50 11.24 0.06 0.00 0.02 

Std. Deviation 0.14212 1.48480 0.14191 0.13684 0.14032 
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Minimum -0.50 9.34 -0.76 -0.39 0.00 

Maximum 0.63 18.58 0.64 0.70 1.28 

 

Also resulted of descriptive statistics for other variables has shown in Table 3. 

 

Table 3. Descriptive statistics for CEO duality, Non-executive directors, 

Structure of Boards of Director, Size of Directors Board, Change of Boards Members, Gender 

Diversity and Type of auditor 

Percent Frequency Type Variables 

4.20 27 Yes 
CEO duality 

95.80 609 No 

17.80 113 0 to 50 percent Non-executive 

directors 82.20 523 more than 50 percent 

66.00 420 Public or government Structure of boards 

of director 34.00 216 Private 

96.00 612 5 persons 
Board size 

4.00 24 7 persons 

66.40 422 Yes Change of boards 

members 33.60 214 No 

4.00 24 Yes (one woman member) 
Gender diversity 

96.00 612 No 

29.10 185 Iran Audit Organization 
Type of auditor 

70.90 451 Other audit company 

 

Results of descriptive statistics convey limited number of CEO duality (4.2 percent) in Iranian 

companies. Performed researches in the other countries have reported same statistics. Bathula 

(2008) declare the presence of CEO duality among New Zealand close to 5 percent in his research. 

Johari et al., (2008) also have suggested this case 10 percent in Malaysia companies. In different 

countries the agency of woman members in the board is very limited. According to Catalyst's census, 

women directorship is only 12.4 per cent in the US and 6.4 in the UK; the percentage of woman 

executive directors is only 2 percent in both countries (Singh and Vinnicombe, 2004). In Canadian 

boards also, the women representation have been reported less than 5 percent (Burke, 1997). 

According to provided results in table 3 in Iran only 4 percent of Iranian companies have woman 

members in boards. Results also suggest that 96 percent of Iranian boards have consisted five 

members. 

4. Inferential Statistics Results 

In regression model the effect of independent and control variables (CEO duality, non-executive 

directors, structure of board, board size, change in members, presence of woman in board, type of 

auditor, firm size, performance, leverage and operating cash flow) on earnings management 

(discretionary accruals) have been investigated. To test research hypotheses the multiple linear 

regression analyze to methods of "enter", "stepwise", "backward" and "forward" in 5 percent error 

level have been used. Finally with regard to lack significant difference in mentioned methods results 

and better representation of model result in stepwise method, to interpret model outputs the 

stepwise method results was used. In present research three models have been examined by using 
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stepwise method and given being significant each of three models (p-value < 5%), with regard to 

being higher of determination coefficient in third model (table 4), this model was considered as final 

model.  

Table 4. Model Summary 

Model R R Square 
Adjusted R 

Square 

1 0.319 0.102 0.101 

2 0.479 0.229 0.227 

3 0.484 0.235 0.231 

In present research presence of regression infra structure data test including variance congruous, 

normality, residuals independence and non-colinearity was supported. Results of research 

hypotheses test based on Table 5 as follow: 

Table 5. Regression Results 

P-value Beta coefficient  

0.206 -0.057 Constant 

0.399 0.030 DUAL 

0.600 -0.180 COMPOSE 

0.934 -0.003 AGENT 

0.162 -0.051 NUM 

0.307 0.036 BCHANGE 

0.313 0.035 WOMAN 

0.032 0.007 SIZE 

0.000 0.420 ROA 

0.000 -0.567 CASH 

0.838 -0.007 AUDIT 

0.232 -0.042 LEV 

 

4.1 First Hypothesis 

H1: There is a significant relationship between CEO duality and earnings management. 

Results in Table 5 indicate the regression coefficient is insignificant, thus hypothesis 1 in 5% 

error levels is rejected. This result was consistent with Johari's et al., (2008) and Ali shah's et al., 

(2009) research results but is not consist with performed research results by Mohd Saleh et al., 

(2005) and Agnes et al., (2009). Based on performed empirical researches, tasks separation of 

chairman and CEO are motives which result in to reduce agency problems and improve firm 

performance due to giving more independence in decision making. Chairman is placed in higher 

organizational position than executive director and other directors and he\she can have a 

strategic role in strategic decision making and in contrast the CEO should be responsible for 

implementing executive tasks. Performed researches in some countries show clear role of board 

of director in regulating strategy, strategic decision making and strategic control. But in Iran 

board of director is charge of executive and strategic tasks simultaneously based on tradition as 

well as business law. Although in practice we see primarily board of director in Iran implement 

executive tasks. It seems that in Iran suitable non-separation of boards and general director 

tasks would result in not effect of this variable on earnings management. 

4.2 Second Hypothesis 
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H2: There is a significant relationship between presence of non-executive directors in the boards 

structure and earnings management. 

Results in Table 5 indicate the regression coefficient is insignificant, thus hypothesis 2 in 5% 

error levels is rejected. This result was consistent with Johari's et al., (2008) and Ali shah's et al. 

(2009) research results but is not consist with performed research results by Beasly's (1996), 

Mohd Saleh's et al., (2005) and Agnes's et al. (2009) research. According to agency theory the 

presence of non-executive directors and their supervision performance as independent 

individuals would result in reduce interest conflict between shareholders and managers. Results 

of this research suggest that role of non-executive directors in Iran is not consistent with agency 

theory. Indeed the effect of using non-executive directors for reducing earnings management 

level is very weak. Whether in Iran non-executive directors deal with to their supervision role 

only they intervene in decision making, this is a question which has not been considered in this 

research. Exercising role of non-executive directors' supervision on top management require 

sufficient time and if non-executive members of board have accepted membership of other 

companies' simultaneously then available time to exercise supervision on a specific firm is 

reduced. Also, in this research according to theory bases if a manage have not executive task in 

the firm he/she is considered as independent manager while it is possible in practice there have 

been dependencies because of long time membership in board directors. It is possible non-

executive members be selective members from executive, or in selecting non-executive 

members of board, the relation would have been replace regulation. It seems that the presence 

of each above-mentioned factor could lead to mutilate being independent condition and to 

reduce supervision performance level of non-executive members in the board and therefore 

second hypothesis is rejected.  

4.3 Third Hypothesis  

H3: There is a significant relationship between type of agency for members of boards from being 

public or government and private dimension and earnings management. 

Results in Table 5 show being insignificant regression coefficient, so hypothesis 3 in 5% error 

level is rejected. Prior researches results in this area indicate that management will have not 

large incentive to manage earnings if board structure be affected from ownership structure and 

it consists of individuals with long time investment horizon. Therefore since investment horizon 

for dignitaries of the state in higher than those for real persons and private firms it is expected 

that in firms with government structure the earnings management in performed less than other 

firms. In this regard it should be considered that although dignitaries of the state have a long-

time investment horizon, the ownership structure of listed companies in Tehran securities 

exchange show active presence of institutional investors (which necessarily they are not 

governmental) and their deterministic role in capital market development. Since institutional 

investors primarily deal with to invest in corporations with purpose of control, it seems that 

many private firms have had a long-time investment horizon similar to dignitaries of the state. 

On the other hand it is possible incentive plan to pay managers which primarily is based on 

percentage of gain or sale, separate from being state or private of board will create sufficient 

motive to manage earnings and this have not been considered in present research. 

4.4 Fourth Hypothesis 

H4: There is a significant relationship between number of boards member and earnings 

management. 
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Results in Table 5 show being insignificant regression coefficient, so fourth hypothesis in 5% 

error level is rejected. Beasly's (1996) researches report a direct relationship between board’s 

size and possibility of accounting fraud. While conversely Xie et al., (2003) find evidence that 

show a negative relationship between number of board members and earnings management. 

But in this research any linear relationships between size of board and earnings management 

have not been discovered. It is necessary to note that among firm-years 636 as sample firms 

during 1384 to 1387 only 24 cases (about 4%) have seven members and remaining (more than 

96%) have five member in the board of director. Also, effects of more members in the board 

require the continuous presence of these individuals to conduct devolved tasks while in this 

research presence of all members of board in decision making have not been considered. Thus, 

it is possible if diversity in number of members is more tangible and by considering factor such 

as presence or non-presence of member in decision making the results would be interpreted 

otherwise. 

4.5 Fifth Hypothesis 

H5: There is a significant relationship between changes in board members or their agents in 

current year relative to prior year and earnings management. 

Results in Table 5 show being insignificant regression coefficient, so fifth hypothesis in 5% error 

level is rejected. Fifth hypothesis is based on that according to prior researches replacement of 

managers is not a random matter. In firms which top manager's replacement rate is high, the 

positive effect of corporate governance mechanisms, effectiveness of board members as well as 

firm performance level is increased. In this regard it is assumed that in case of corporate 

governance optimal discipline in the firm inefficient and ineffective managers will dismiss before 

they result in loss and damage in the firm. Of course it should be considered that presence of 

extensive replacements in top management is not mean replacement of more powerful 

managers with more weak managers, but it is possible in back of these changes there have been 

other hidden incentives and they would result in more competent individuals could not enter to 

board of director. Also, it is possible replacement in board occur only due to ownership change 

and or legal reasons. It seems that according to research results, change in board members have 

been due to recent factors in Iran. 

4.6 Sixth Hypothesis  

H6: There is a significant relationship between presence of woman members in the board and 

earnings management. 

Results in Table 5 show being insignificant regression coefficient, so fifth hypothesis in 5% error 

level is rejected. Prior researches have indicated that woman members of boards provide 

different aspects and values in their point of views and they result in diversity in board opinions 

and increase firm performance level. According to agency theory diversity in agency lead to 

create balance in board and prevent from dominance of a group on other group. Investigation of 

listed companies in Tehran securities exchange show lower presence of women in the board of 

director composition in Iranian companies so that out of firm-year 636 as sample only 24 cases 

(about 4%) have been woman member in board. Meanwhile in mentioned firms only one 

woman member have been in the boards. Therefore, it seems that increased men members in 

the board of director, result in to prevail their opinion over women's opinions even if women 

members in the board would have different opinions about earnings management.  

4.7 Other Findings  
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According to regression test results in table 5 as increase firm value the management have more 

incentive to increase earnings to provide better figure from their performance to shareholders 

and authorities contrary to western researches. result also suggest that firm performance 

variable have a significant and positive effect and operating cash flows to firm assets ratio have a 

significant and negative effect on earnings management. These results show that type of auditor 

and leverage control variables have insignificant effect on earnings management. In present 

research provided fitting for total data model with regard to different states of control variables 

have been reinvestigated. Aim of this fitting is uniformitization of research data in term of 

control variables. For this purpose intended model have been investigated separately under 

circumstances which Iran Audit Organization have been auditor for studied firms financial 

statements and also under circumstances which auditing have performed by other auditing 

institution. In other control variables also, each control variables have been considered in three 

situations including low level (before 33 percentages), medium level (between 33 and 67 

percentages) and high level (after 67 percentages) and in each situation studying model have 

been fitted. In each of above-mentioned stages the infrastructure data and regression being 

significant test of studying model have been supported. It is clear in every fitting of model based 

on control variable, is emitted from model predictive variables list and we will have a model 

which is fitted based on other control variables and independent variables. Obtained results 

from model investigation with regard to control variables is as follow: Based on results in table 6 

when operating cash flow ratio is reduced the presence of non-executive directors and changes 

in members of board (or their agent) result in to reduce earnings management (in 5% error 

level). Result of research main model show that management have increased firm earning 

through discretionary accruals as cash flow from operation reduce. It is possible reduced 

operating cash flow would interpret as indication of management weak performance in a 

business. It seems that as operating cash flow reduce; non-executive directors which have not 

contributed in operation directly would oppose to manipulate earnings. On the other hand it 

seems that as cash from operation which is pulse of going concern reduce, the owners are 

attempting to change inefficient managers.   

Table 6. Regression Results in Different Levels of Operating Cash Flows 

High Level Medium Level Low Level 

 
P-value 

Beta 

coefficient 
P-value 

Beta 

coefficient 
P-value 

Beta 

coefficient 

0.101 0.013 0.000 -0.045 0.367 -0.094 Constant 

0.426 0.038 0.499 -0.043 0.075 0.116 DUAL 

0.314 -0.048 0.579 0.035 0.025 -0.126 COMPOSE 

0.425 0.038 0.741 0.021 0.716 0.025 AGENT 

0.586 -0.026 0.960 -0.003 0.117 -0.105 NUM 

0.210 0.059 0.790 -0.017 0.007 0.060 BCHANGE 

0.872 -0.008 0.940 -0.005 0.412 0.054 WOMAN 

0.083 0.082 0.475 0.046 0.023 0.016 SIZE 

0.000 0.271 0.000 0.483 0.004 0.216 ROA 

0.369 0.043 0.894 0.009 0.508 0.045 AUDIT 

0.476 -0.034 0.339 0.062 0.145 -0.097 LEV 
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Fitting of model in different levels for other control variables, suggest lack of significant effect of 

independent variables on earnings management. Also, unlike provided results in table 5 based 

on presence of significant relationship between firm size and earnings management, according 

to table 7 in firms' witch their auditing financial statements have performed by Iran Audit 

Organization the firm size have not a significant relationship with earnings management. This 

could be result from more exact implementation of auditing operation by Iran Audit 

Organization in compared to other auditing institutions in Iran. 

Table 7. Regression Results Base Type of Auditor  

Other Auditing Institutions Iran Audit Organization 
 

P-value Beta coefficient P-value Beta coefficient 

0.168 -0.80 0.003 0.044 Constant 

0.368 0.039 0.993 0.000 DUAL 

0.768 -0.012 0.288 -0.067 COMPOSE 

0.924 0.004 0.731 -0.022 AGENT 

0.114 -0.068 0.947 0.004 NUM 

0.524 0.027 0.374 0.056 BCHANGE 

0.301 0.044 0.963 0.003 WOMAN 

0.048 0.009 0.258 0.072 SIZE 

0.000 0.382 0.000 0.553 ROA 

0.000 -0.513 0.000 -0.711 CASH 

0.466 -0.031 0.289 -0.067 LEV 

 

 

5. Conclusions and Suggestions  

The results of the study showed that some of board characteristics which in other countries 

result in to reduce earnings management, in Iran have not effect on earnings management. 

Present research results also show that when operating cash flow reduced, the presence of non-

executive directors and changes in board members (or their agents) are effective factors in 

reducing earnings management level. Also, despite of a significant relationship between firm size 

and earnings management in firms which their auditing have performed by auditing organization 

the firm size have not a significant relationship with earnings management. Results of this 

research could be used to compile corporate governance law in Iran. Meanwhile, based on 

results of this research it could be to compile necessary regulations to revive supervision role of 

board. It is necessary to note that performing present research have had some limitations. For 

example, result of this research is only generalizable to security firms, so their generalization to 

firm out of security exchange should be performed prudently. Also, in this research the effects 

from different accounting method to evaluate and report financial events have not been 

considered.  
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