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 The present study takes into account the effect of political costs on management earning 
in admitted companies by Tehran Stock Exchange. They describe the profit 
management as the conscious measurements of management in order to present the 
item earning naturally. To conduct this research data collected from 56 companies from 
the years 2000 to 2009 are used. The hypotheses are tested by regression analysis. The 
results show that at significance level %95, there is a significant relationship between 
company's size and governmental debts in relation with total debts which estimate the 

political  costs  and  management  earning. This  research  is  an applied  one and its 
 findings consider the effect of political costs on management earning. 
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INTRODUCTION 
 

Management earning may be the result of natural or intentional smoothing Natural smoothing essentially 
shows that earning process creates the earning smooth flow and it is not the result of management actions and 
decisions. In fact, intentional smoothing relates to the management actions and decisions. In other words, 
intentional smoothing results from the management actions [2]. 

Political costs is one of that factors result in management earning since they are considered as one of the 
main ways of transferring money to outside of the company  and due to costs of the information, transactions, 
and consulting by decision-making and lawmaking department which the governmental organizations are the 
main ones.  

Some companies with specific economic particulars are subject to costs and strict rules made by the 
government or lawmakers, thus for removing these costs (economic results) they are more motivated to use 
reporting in decreasing the transfer of profits from the company [3]. Therefore, political process causes more 
sensitive companies choose procedures that delay the earning. Regarding the earning items policymakers and 
lawmakers suppose that companies' managers tend to apply the accounting methods (like accelerating 
depreciation) that decrease the reported earnings [14]. 

This study experimentally takes in to account the relationship between political costs and management 
earning in companies admitted by Tehran stock exchange organization regarding the importance of management 
earning in companies.  

 
Problem Statement: 

Earning smoothing called management earning in accounting is one of the methods used in organizing the 
information related to desirable status of companies at times [11]. Financial reports are considered as the 
important sources of information for economic decision-making and managers, investors, creditors and other 
users are applying them to fulfill their information needs. As the information are not equally provided to the 
users there is an information inconsistency among managers and investors. In information inconsistency, the 
managers compared to the investors more confidential information in relation with forthcoming operations and 
different aspects of company. Thus, managers are motivated and have opportunity for management earning [5].  

The management earning is defined in different ways with the same concept. For example, Gordon et al 
found that in the case that managers choose a particular accounting method and the fluctuation of reported 
earnings is decreased smoothing or management earning will be made. Haili and Villon believe that 
management earning is the result of applying personal judgment in financial report by the manager with the 
purpose of misleading some shareholders regarding the real economic function or affecting the contracts' results 
depended to the reported accounting figures.  

http://www.aensiweb.com/aeb.html�


4399                                                                 Maghsoud Jafari et al, 2013 
Advances in Environmental Biology, 7(13) November 2013, Pages: 4398-4408 

 
Scott finds the management earning as the company's option in choosing accounting policies for achieving 

some special goals of the manager.  
Regarding the political costs we can say that the political process makes companies, with political 

sensitivity, to choose ways of delaying the earning. Since due to earning items policymakers and lawmakers 
have supposed that companies managers intend to use an accounting method (like accelerating depreciation) 
which decreases the reported earnings. The lower reported earning decreases the possibility of opposing 
reactions of the government. Hus, we may claim that since the investors take the earning item into consideration 
as one of the significant factors in making decisions, researchers in this behavioral aspect are important in 
particular [17]. 
 
The Purpose of the Study: 

Managers are always following any information to be used in planning and making intellectual decisions 
and finally raising their companies' productivity (Mehrani & Talaneh, Abdolreza 1998, p 29-35). Therefore, 
they may not find the management earning motivation.  They may identify the management earning and lead 
different users of accounting information to make more suitable decisions. Also investors consider the earning 
item as one of the important factors in decision making [11]. 

One the primary goals of the management earning is preserving the company's credit since it makes the 
company being active and efficient and reaching a suitable status among competitors and capital market. So, 
investors and creditors will have better viewpoint towards the company (Jones, 1991). Hence, the managers may 
report the earning in way that is opposed to the goal of public benefits provision in order to achieve their 
specific objectives and these objectives will provide the benefits of a special group of people [8].  Then due to 
the effect of management earning process on decisions of financial statements users, this research can be 
considered significant.   
 
Review of Literature: 

Darrough et al [12] have considered the management earning in Japanese companies during the years 1991-
1996 and the results have indicated that there is significant relationship between political costs and earning 
manipulation. In the present research total sale variable was used as the representative of the political costs [12].  

Gunny [16] examined the results of the real management earning by means of decreasing the expenses of 
research, development and administrative, public and sales costs, increasing the non-operational earning of 
selling non-current assets and overproducing. He believed that real management earning results in reporting the 
earning and operation cash flows in less degree. Moreover, in case that any company uses the real management 
earning this year it will have less output next year. Gunny took into account the active companies in New York 
stock exchange during 1998-2000 [16].  

Tehrani et al [17] examined the relationship between political costs and company’s size in Iran and found 
that there was a relationship between political costs and company's size and also political activities in companies 
and their costs would be supported by the law. This study was done in the years 2005 to 2007 by considering all 
companies of Tehran Stock Exchange. 

Mohammad [15] found that there was a relationship between company's size and earning smoothing by 
examining the relationship between political costs and earning smoothing in companies admitted in Saudi 
Arabia’s Stock Exchange. The Saudi’s companies with a large number of employees are under political 
pressures rather than others. This study was done during the years 2005 to 2007 by considering 46 companies of 
Saudi Stock Exchange [14].  

Yan Zeng and Vinten found that there was no significant relationship between management earning and 
assets outputs of Chinese companies by examining the  relationship between management earning and assets 
outputs in 52 Chinese companies during the years 2004 to 2008 [18]. 

Wen-Lai examined the earning smoothing in 83 Japanese companies during the years 2003 to 2008. The 
findings showed that larger companies took action to smooth their earnings and due to their debts raise they 
were more motivated. Furthermore, according to the results the companies’ managers smoothed their earnings 
by means of optional items [13].  

Pourheidary and Hemmati [1] took the debts conventions, political costs, bonus plans and ownership of 
management earning into consideration in companies admitted in Tehran Stock Exchange and used the variable 
of the number of employees for examining the effect of political pressures on the management earning. The 
findings indicated that companies with more employees were mostly under pressure and consequently, the 
managers of those kinds of units tended to decrease the earning for overcoming that pressure.  This study was 
done in 1997-2001 due to examining 62 companies of Tehran Stock Exchange.  

Ebrahimi Kordlor and Shahriari examined the relationship between political costs and conservatism in 
Tehran Stock Exchange and found that there was a negative relationship between investment quantity and 
extend and conservatism and there was a positive relationship between competition extent in industry and 
governmental ownership and conservatism. Also the results showed that there was no significant relationship 
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between tax effective rate and risk and conservatism. Seventy one companies were considered in this study 
during the years 2002 to 2006.  

Noroush and Sepasi examined the relationship between cultural values and earning smoothing in 64 
companies admitted in Tehran Stock Exchange in 1993-2004. The findings indicted a significant relationship 
between cultural values and earning smoothing and cultural factors played a determining role in earning 
smoothing in Iran market.  
 
Theoretical Framework: 
• Management Earning: 

Scott defined the management earning as a conscious actions taken by the management in relation with how 
earning profit may achieve the specific goals in accordance with accounting principles. 

Di Gorge et al defined the management earning as an artificial manipulation of earning and achieving an 
expected level of earning for making some specific decisions (including analysts or estimation of previous 
earning process for predicting forthcoming earnings). In his opinion, the main motivation of management 
earning is the notion of investors of commercial unit.   

Generally speaking, the management earning is defined as a conscious actions taken by the management for 
achieving specific goals in the framework of accounting procedures. Management accesses to the information 
which is not available to others. In case that the managers tend to transfer the information by the management 
earning and it shows the realities and critical value of the commercial unit we cannot criticize it. But the concern 
is when the goal of managers regarding the management earning is considered as a factor for misleading users 
of information related to the company’s function.   

 
• Management Earning and Political Costs: 

Companies as the economic units are consistently pursuing productivity and achieving wealth. Due to 
different reasons including separation of ownership from management as the most important one, companies are 
responsible for economic activities as well as responding the people outside the company. Based on the 
experimental observations the most efficient form of responding is financial reporting. Therefore, not only are 
the companies accountable for economic activities but also they have to make a report of their activities. As they 
are expected to decrease their costs and incomes of the economic activities, they are attempting to direct their 
financial reports in a way that the financial statements users would not transfer the money to outside the 
company. This is to say that companies pay attention to the economic results of their financial reports as well as 
truthful presentation of the operations and financial status results considered by the organs determine the 
accounting standards. Considering the economic consequences cause that the financial statements would not be 
a truthful presentation of the companies’ activities. Presenting the operation results untruthfully will show the 
earning less or more than its real value. Inefficient form of using financial reports in decreasing ….. economic 
results is considered as non-observation of accounting standards that they would be observed less based on the 
auditor’s report due to auditing the financial statement and reaction of their users. Another form is applying the 
standards, which are the elements of management judgment in decision making of reporting.  This study focused 
on management judgments and their reasons of presenting earning which is less than real value. Whereas all 
methods used in presenting less real earning in the framework of accounting standards result in asymmetry in 
identifying earnings and losses, we supposed the conservatism concept equal to presenting less real earning 
here.  

Political costs is one of factors that transfer the asset to outside the company and they are imposed due to 
the costs of the information, transactions, and consulting by decision-making and lawmaking department, which 
the governmental organizations are the main ones. Some companies with specific economic specifications are 
subject to the strict rules of government or other lawmakers and they will have cost. Thus, they are motivated 
more for using reporting in decreasing the transfer of benefits to outside the company with the purpose of 
removing these costs (economic results).   

 
• Company’s Size and Management Earning: 

Johnson and Mcling discussed that the companies would be politically supported. The peoples’ attorneys 
tend to take a position for transferring the asset of the company to themselves or their clients.  

These subjects are considered as discussions in the field of social responsibility of most companies and their 
obligation in paying some amounts for social problems (such as flood, earthquake, war, etc.), imposing higher 
taxes or depriving them of salary and benefits. Those imposed costs to the companies depend upon their sizes. 
Since smaller companies are taken into consideration and subject to the political asset distributions less than the 
larger ones.   

Companies benefit of tactics for decreasing those costs. The management of these companies may deduce 
the reported net earnings in order to preventing the heed of media. These tactics are clear because the media are 
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highly interested in publicizing any information regarding the large companies including their polluting 
products, unusual increase in their earnings, salary and benefits paid to their employees and managers, and …. 
 
Research Hypotheses: 

In order to achieve the main objective of the research, two hypotheses are considered as the research 
hypotheses: 

First Hypothesis: Managers of companies, in which the governmental debts, are larger than total debts are 
more interested in management earning.   

Second Hypothesis: Managers in large-sized companies are interest in the management earning.  
 

Statistical Population and Sample: 
In this research, we selected our samples from the companies which are the members of Tehran Stock 

Exchange with the following qualifications. 
1) The mentioned company admitted before the year 2000; 
2) Its financial year ends up to March 19 ( Esfand 29); 
3) The data of the abovementioned company is available; 
4) In order to harmonize the statistical sample, banks and financial and investing institutions were 

removed; 
 

MATERIALS AND METHODS 
 
As this study aimed at considering the effect of political costs on management earning the coefficient was 

used as a research method and regression was applied for testing the relationship between variables.  
 

Variables and their Measurements: 
Independent Variable: 

Political costs were measured by two criteria such as the ratio of governmental debts to total debts and the 
size of the company as the independent variable and effective factor on management earning in companies.  

 
Political Costs: 

Mezos believes that the larger the company’ size the more motivated managers for manipulating the 
earning. He thinks that when the companies are larger they have to respond more and their managers should 
respond the clients more than before.  

Some are on the belief that when the company’s size becomes larger they will be under investigation more 
precisely. Thus, they tend to manipulate their earning less.  

Company’s size is not the only criterion of political sensitivity. Other criterion is the ratio of governmental 
debts to total debts which affects other management earning. Each independent variable will be calculated as the 
followings: 

SIZE= total assets 
GDEBT= governmental debts/ total debts 
 

Dependent Variable: 
Management earning is considered dependent variable in this research and it is one the important criterion 

for specifying the degree of earning manipulation (management earning) of optional accruals. Optional accruals 
is computed by Elshali (2006) model as the followings: 

 

 
Optional and Obligatory Elements of Accruals: 

N da= company’s obligatory accruals  
Rev = change in company’s receivable accounts 
Dat= optional elements of company’s accruals 
Ait= total sum of company’s assets 
Ppe = properties, machineries and equipment of the company 
TA= total sum of company’s accruals  

 
Research Model: 

The following model was used for testing research hypotheses: 
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EMi = α + β1 GDEBTi + β2 SIZEi  

 
Data Collection and Scope of Time and Place: 

The required data is collected by observing and examining documents including the information of 
company’s financial statements related to the company’s share in Stock Exchange Market. In this research, 
library method was used for gathering literature review and Rah Avard Novin Software was applied for testing 
the research hypotheses out of information mentioned in companies’ financial statements. This research was 
carried out on admitted companies in Tehran Stock Exchange during the years 2000 to 2009. 

 
Data Analysis: 

Pearson Regression Coefficient and Multivariate Regression were used in data analysis. The primary data 
was designed and completed in the form of files in Excel software, then statistical information was analyzed by 
SPSS. 

 
Colmogorov -Smirnov Test (data normalization test): 

H= data is normal 
H1= data is abnormal 
 
As it can be seen in table 1, as the level of significance is equal to 0.087> 0.05, then the percentage of H0 is 

confirmed in the level of significance %95, i.e. the data is normal. 
 
Results: 
Results of Testing Hypotheses: 
Results of testing the first hypothesis: 

H0= there is no significant relationship between governmental debts to total debt and management earning. 
H1= there is a significant relationship between governmental debts to total debt and management earning. 
 
Regression model was used for testing this hypothesis as the following: 
1) EM=β0+β1GDEBT  
EM= management earning 
GDEBT= ration of governmental debts to total debt 
 
Based on the results obtained from table 2 and as the level of significance was smaller than 0.05 (<0.05) 

hypothesis H0 was rejected and hypothesis H1 was confirmed. Also, at the level of significance %95 there was a 
meaningful and positive relationship between debt and management earning in companies admitted in Tehran 
Stock Exchange according to the correlation coefficient equal to 0.413.  

R Square (R2) was equal to 0.171, i.e. debt variable could define a 0.171 value of dependent variable 
changes (earning management). 

 
Results of testing the second hypothesis: 

H0= there is no significant relationship between company’s size and management earning. 
H1= there is significant relationship between company’s size and management earning. 
2) EM=β0+β1 Size 
Due to the results obtained from table 3 and as the level of significance was smaller than 0.05 (<0.05) 

hypothesis H0 was rejected and hypothesis H1 was confirmed. And at the level of significance %95 there was a 
meaningful and positive relationship between company’s size and management earning in companies admitted 
in Tehran Stock Exchange according to the correlation coefficient equal to 0.376. 

R Square (R2) was equal to 0.141, i.e. company’s size variable could define a 0.141 value of dependent 
variable changes (earning management). 

 
Confirming the Accuracy of Regression Models and Considering the Effect of the Presented Model: 

Regarding the determination of the values of Durbin-Watson for each regression equation we have 
concluded that Durbin-Watson for all variables are as the followings and errors are independent: 

1.5< Durbin-Watson<2.5 
 

Significance of Bivariate Regression Equations Test: 
In this section, the significance of the regression equations was tested by variance analysis as the 

followings: 
As it can be seen in table 4, level of significance of all equations was smaller than 0.05 (<0.05); therefore, 

all regression equations were significant. 
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Presenting a Predicted Model for Management Earning by Each Variable (T-test): 

After we informed of the significance of regression equations by F test, we would like determine that the 
coefficients of whichever variables were against zero and how much their values were.  

To perform that test the coefficients table was used and finally a bivariate model of predicting management 
earning was presented as the followings based on the values of each independent variable.  

As you see in table 5, the coefficients of all variables are against zero. According to α and β values and the 
values of each independent variable, we can present a bivariate model of predicting management earning as the 
followings: 

 
3)EM=-56999.066+76806.865GDEBT 
4)EM= -580275.9+45542.879 Size 

 
Limitations of the Study: 

There are some limitations in process of each study which result in slowing down the process of the 
research or lack of clarity and general conclusion. Some available limitations run as the followings: 

1- Lack of researches related to the research topic inside and outside the country; 
2- Problems related to access to the information of financial statements, specially political costs items; 
 

Conclusion: 
Two hypotheses were presented in this research. In the first one, the managers of the companies, in which 

the governmental debts were larger than total debts, were more interested in management earning. In the second 
one, the managers of the larger-sized companies were more interested in management earning. At last, the 
relationships between variables were determined by the statistical analysis and the following results were 
obtained from testing hypotheses: 

We can say that there is significant relationship between management earning and the ration of 
governmental debts to total debts and the findings of this research are consistent with the researches of 
Mohammad [15], Wan Li, Pourheidary and Hemmati [1]. Therefore,  based on the obtained results we can claim 
that the managers of companies, in which the main part of the debts consists of  the governmental debts, are 
interested in manipulating the earning. For instance, they may present less earning in order to pay less tax. 

The correlation coefficient of company’s size and the management earning is equal to 0.376, thus there is a 
direct and significant relationship at the level of significance 0.95 and we conclude that there is meaningful 
relationship between management earning and company’s size. The findings of the research are consistent with 
the findings of Ganni [16] Mohammad [15], Pourheidary and Hemmati [1], [4]. As a result of findings we can 
say that the managers of larger companies are interested more in manipulating earning.  

Total sum of assets is considered a criterion for measuring the company’s size so that we come into 
conclusion that the larger the assets total sum the more probability of the management earning.  
 
Further Suggestions: 

Due to the results obtained from the first hypothesis it is suggested that the authorities should supervise the 
companies in which the governmental debts were larger than total debts more than others. Hence, probability of 
the management earning will be decreased.  Moreover, based on the results obtained from the second hypothesis 
the authorities should supervise the companies’ assets sufficiently.  
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Variables Entered/Removedb
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