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Abstract: This paper investigates the relationship between accounting comparability, executive 
compensation, conditional and unconditional conservatism, and accounting information quality. 
The findings suggest that conditional conservatism and accounting comparability have a positive 
and significant impact on executive compensation. Moreover, accrual earnings management can 
strengthen the relationship between accounting comparability and executive compensation, 
whereas this is not the case with actual earnings management. Unconditional conservatism, how-
ever, does not significantly influence executive compensation. In the end, determining the correla-
tion between earnings management and conservatism reveals that executives use conditional con-
servatism to perform opportunistic behaviours and gain more compensation. In light of the current 
results, it is expected that the assimilation of standardisation processes and their use in conjunction 
with existing features will enhance information quality, greater reliability of financial reports, and 
protect public interests. 
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1. Introduction  
Recent corporate scandals in the UK, and the accounting profession’s involvement, 

have led to a rethinking of the profession’s role, prompting the UK government to ask Sir 
Brydon to prepare an investigation report. In its 136 pages and 64 recommendations, the 
Brydon report (Brydon 2019) and the white report, Restoring trust in audit and corporate 
governance (2021), emphasised the consistency of financial reporting and comparability 
between companies. The current trend regarding comparability characteristics of account-
ing information is reflected in the content of this paper. 

The quality of financial statements is one of the conceptual frameworks of financial 
reporting, which has always been important to internal and external users. Qualitative 
characteristics related to financial information are the ones that lead the information in 
the financial statements to be useful in assessing financial position, performance, and flex-
ibility (FASB 2010). Previous studies have shown that the firm’s financial information af-
fects the firm’s financial decisions (De Franco et al. 2011; Kim et al. 2013; Chen et al. 2014). 
A qualitative characteristic of information is its comparability. The comparability of in-
formation means that a firm’s financial information should be prepared according to the 
rules and principles that could be compared to that of similar firms, and thus enable the 
users of the financial information to determine the differences and similarities among eco-
nomic events more easily. (Sloan 1993; Zang 2012; Xie 2001; Revsin et al. 2011). Accounting 
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information comparability refers to the characteristic which helps users realise and un-
derstand the similarities and differences, reduces the cost of acquiring and processing in-
formation, and increases the quality and quantity of the current information around the 
firms (De Franco et al. 2011). For example, firms may use FIFO, LIFO, or weighted average 
methods for assessing their costs of goods sold and inventories, which could affect their 
net profits and financial performance. Accounting standards require firms to disclose their 
implemented methods for inventory assessments and discourage organisations from 
changing their adopted accounting methods every year by requiring them to follow the 
principle of consistency. Such rules and standards can lead to accounting information 
comparability between different firms and within the firms when they conform to a firm’s 
performance in different periods. Therefore, it could be argued that comparability im-
proves the accuracy and precision of the information published in the management’s fore-
casts, and probably reduces the inconsistency and asymmetry of the information in the 
stock market. 

Accounting information comparability is defined in the proximity of stock price, 
stock return, and the cash flows of the reporting operating activities on the grounds of the 
similarity of the rules and principles used in peer firms. Accounting information compa-
rability in peer firms (that work in the same industry) and firms with a more similar cap-
ital structure is greater than those which operate in various sectors. So, firms try to com-
pare their financial position and performance with the job and performance of their com-
petition (peers) in the industry, or other active firms on the market level. By doing so, 
firms attempt to take peer firms as a model in forming contracts to be comparable with 
them. Albuquerque (2009) indicated that the assessment of the firm’s performance based 
on the stock price is conducted compared to the peer firms. As a result, firms evaluate 
their performance by comparing their accounting system output with the output from 
other companies. Considering the management’s compensation payment contract is de-
signed based on their performance assessment, which is based on the information assess-
ment of the accounting system, companies will likely utilise the information compared to 
the accounting system when formulating their management’s compensation payment 
contract. Comparability of the accounting information is considered a supervisory mech-
anism to control and constrain earnings manipulation by the management (Yu 2008). The 
significance of an evaluation of the relationship between a company’s accounting infor-
mation and the creation of its executives’ compensation package lies in the fact that the 
company’s performance assessment is viewed as a significant factor that influences the 
management’s compensation (De Franco et al. 2011; DeFond et al. 2011; Neel 2017; Ahmed 
et al. 2017). In the United States, it is generally accepted that the determination of the man-
agement’s compensation is based on financial performance criteria. (De Angelis and Grin-
stein 2015) demonstrate that 98 percent of American firms utilise accounting information-
based criteria to assess performance and, therefore, to determine management compensa-
tion. Due to the increase in financial comparability, we expect that executive compensa-
tion-performance will be used more widely, and a closer alignment will be made between 
executive compensation-performance and the firm’s performance. The fact that a number 
of characteristics of an enterprise influence the efficiency of compensation contracts are 
also of great importance. Therefore, it is necessary to investigate whether these relation-
ships are also connected to other factors and characteristics of financial reporting quality. 
The Tehran Stock Exchange (TSE) is Iran’s largest stock exchange in Iran. The most crucial 
advantage of TSE is that it includes 37 industries, and all firms listed on the TSE must 
follow the accounting standards making the information presented in their financial state-
ments comparable and more reliable. So, we use firms’ information listed on the TSE for 
this study. 

The first factor investigated in the study is conservatism. Accounting conservatism is 
an important topic in the literature (Nassir Zadeh et al. 2022). Management uses conserva-
tive accounting measures as a signalling mechanism. Using conservatism enhances the 
quality and credibility of the reported information (Watts 2003; Kravet 2014; Zhang et al. 
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2019a). As a result, it could be argued that conservatism facilitates financial information 
comparability (Namakavarani et al. 2021). The second factor influencing the relationship 
between comparability and compensation is earnings management. A high level of earn-
ings management weakens the relationship between economic events and reported fig-
ures in financial statements, reducing the financial statement’s comparability among 
firms. If other firms are involved in earnings management, the reduction of comparability 
will be exacerbated (Ross et al. 2020). Thus, it is difficult to estimate the performance and 
compensation of the management. Due to two research dilemmas, we have been moti-
vated to conduct this study in particular.  

Firstly, we are interested in whether the financial reporting quality could be produc-
tive on the relationship between the accounting information comparability and the man-
agement’s compensation in an emerging market such as Iran. Suppose this is the case; 
how could this effect be assessed and predicted? In other words, the probable contradic-
tory relationship between comparability and compensation could be expressed through 
moderator variables. Secondly, contrary to prior research, particularly on emerging econ-
omies, which did not provide a comprehensive analysis of the possible relationship be-
tween the three factors of the financial reporting quality and the relationship between the 
comparability of the accounting information and the management compensation. This 
study aims to fill this experiential gap by applying the agency theory, which suggests 
compensation payment mechanisms motivate management and align the interests of 
stakeholders, firms, and agents (Kato and Kubo 2006).  

The rest of this paper proceeds as follows. Section 2 presents the literature review 
and hypothesis development. Section 3 describes the sample and research variables. Sec-
tion 4 offers empirical models and analytical results. Section 5 concludes.  

2. Literature Review and Hypotheses Development 
2.1. Accounting Comparability 

Comparability is one of the unique qualitative characteristics of financial infor-
mation, which increases its use of data (FASB 2010). As noted in the FASB Statement No.8, 
a rise in the comparability of accounting information is cited as one of the most compelling 
reasons for the need for financial reporting guidelines. It is stated in the conceptual frame-
work of Iran’s financial reporting (2014) that even if the information is data-driven and 
reliable, its value is compromised in the absence of comparability and understandability 
(Mehrvarz and Marfou 2017). To accurately understand the differences and similarities 
between investment opportunities, FASB (2010) emphasises the importance of compara-
ble accounting information by raising the fact that a reasonable decision requires compa-
rable accounting information. The comparability of accounting information is of great im-
portance to external users, such as analysts, creditors, and investors (for instance: Kim et 
al. 2013; Choi et al. 2018), and internal users of the firm (for instance: Sohn 2016; Chen et 
al. 2018). De Franco et al. (2011) state that accounting information comparability is deter-
mined by the proximity of two firms’ accounting systems. Generating the exact account-
ing figures in response to economic events enhances comparability (Sohn 2016; Choi et al. 
2018). The concept of accounting information comparability was entered into the experi-
mental studies by Van-der Tas for the first time (1992 and 1998) and then by Tay and 
Parker (1990). Previous studies were conducted mainly by the input-based criteria of the 
accounting system (accounting standards and procedures). Cascino and Gassen (2010) 
and De Franco et al. (2011) examined several studies based on the output criteria of the 
accounting information. Following De Franco et al. (2011), several studies have been con-
ducted based on the output criteria of the accounting system (Yip and Young 2012; Barth 
et al. 2012; Sohn 2016; Chen et al. 2018; Lobo et al. 2018; Choi et al. 2018). Numerous studies 
evaluated the comparability of accounting information based on one criterion. Barth et al. 
(2012) calculated the accounting information by considering the cash flows generated by 
operating activities, stock returns, and prices. 
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Nevertheless, none of the previous studies have examined the simultaneous interac-
tion of variables addressed in this study. In other words, they have not examined the effect 
of conservatism and earnings management on the relationship between accounting infor-
mation comparability and compensation. The following section describes how the stated 
variables in this study are related theoretically, and how they might influence the rela-
tionship between accounting information comparability and compensation. 

2.2. Accounting Comparability and Executive Compensation-Performance  
Accounting comparability is an important factor in assessing firms’ performance 

(Bourveau et al. 2022; Januarsi 2022; Khuong et al. 2022; Peng et al. 2022). Currently, the 
main concern lies in protecting public interest and maintaining the quality of accounting 
information. The capability of users of financial information to monitor how managers 
generate information is out of their reach. In this regard, they can only benefit from the 
accomplishments of their agents as verified by external auditors. By creating adequate 
monitoring and controlling mechanisms, they will be able to maintain their interests and 
provide optimal control over their agents. Among the most common schemes in this re-
gard is the payment of performance-based compensation to the agents (management). 
Based on the agency theory, compensation payment mechanisms motivate management 
and align the interests of stakeholders, firms, and agents. In developed countries, Kato 
and Kubo (2006) show that performance-based compensations to management lead to in-
creased motivation. In other words, management compensation reduces the conflict be-
tween management and stakeholders. An effective controlling and monitoring mecha-
nism is aligning the interests of management and stockholders (Jensen and Murphy 1990). 
Many firms determine compensation based on performance. Accordingly, firms attempt 
to compare their position and performance with their competitors in the industry and 
with other firms in the market on an economic level (Lobo et al. 2018; Nam 2020).  

As a result of such an approach, firms can take their peer firms as a model in the 
subject of their contracts to maintain their comparability. Contracts relating to the board 
of directors’ compensation are closed based on the performance assessment of manage-
ment. Additionally, management’s performance evaluation in firms is based on the out-
put of the accounting system. The accounting systems of firms presumed to be peers are 
likely to be the same (Lobo et al. 2018). The study by Albuquerque (2009) reveals that the 
assessment of a firm’s performance is based on price. Because the contracts of the com-
pensation paid to the board of directors are based on their performance assessment, and 
the performance assessment itself is formed based on the data collected from the account-
ing system (output of the accounting system), it could be said that firms utilise the com-
parable output information of the accounting system when negotiating the contracts of 
the management’s compensation. 

Accounting information quality is an important factor in the accounting literature. 
The current high demand for high information quality has, in turn, led to an increase in 
data analytics and high forecast accuracy, another advantage of comparability (Horton et 
al. 2013). Comparing accounting information is a way of controlling and constraining a 
company’s earnings manipulation (Yu 2008). There are three reasons accounting infor-
mation comparability is important for the development of executive compensation con-
tracts. The organisation’s performance evaluation determines management compensa-
tion. Based on the concept of using accounting information comparability in manage-
ment’s performance assessment, it can be assumed that comparability might impact man-
agement’s compensation. Performance evaluation criteria are commonly incorporated 
into the contracts for compensation that managers receive. In their research, De Angelis 
and Grinstein (2015) found that 98% of US companies use accounting information to as-
sess performance and ultimately determine how much compensation to pay to manage-
ment.  

The primary purpose of ‘comparability’ in this paper is about ‘accounting infor-
mation comparability’, which we explained with some examples. The term comparability 
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in this paper is not about ‘comparable compensation’. Previous studies (De Franco et al. 
2011; Young and Zeng 2015; Neel 2017; Ahmed et al. 2017) have emphasised the im-
portance of comparability of accounting information for users of financial statements. 
However, we suggest that the remuneration paid to the board of directors depends on 
comparing the company’s performance with peer companies.  

Therefore, the following first hypothesis is proposed: 

H1. Accounting comparability is positively associated with executive compensation performance. 

2.3. Accounting Comparability, Financial Reporting Quality and Executive Compensation-
Performance  
2.3.1. Accounting Comparability, Accounting Conservatism and Executive Compensa-
tion-Performance  

Cohen (2003) argues that by providing and presenting high-quality and comparable 
financial information, asymmetric information is likely to be reduced. In contrast, con-
servatism reduces management’s motivation and ability to manipulate accounting infor-
mation. Therefore, it lowers agency costs, which is a result of asymmetrical information. 
Accordingly, asymmetric information is at the basis of the arguments regarding account-
ing comparability and conservatism. Several factors may contribute to asymmetric infor-
mation after an agreement between a manager and a representative. Firstly, shareholders 
cannot monitor management’s behaviour directly due to the high oversight cost. This sit-
uation imposes an ethical risk caused by management, a form of hidden action. One of the 
reasons for this is the shareholders’ inability to observe the amount of management effort 
since supervision is costly, and they do not have access to the details of the management’s 
activities. The second reason is the high cost of searching for information, and manage-
ment has access to more (distinctive) information than shareholders. This case poses an 
ethical risk known as “hidden action”. The term “hidden action” refers to situations in 
which the manager has superior knowledge when making decisions on behalf of the 
shareholders. Third, several unforeseen scenarios motivate the management to make the 
most of the situation. Therefore, it seems crucial to design an executive compensation con-
tract (Zhang et al. 2019a). 

Conservatism results in understating assets and revenues and the overstatement of 
liabilities and expenditures. As a result, as part of the financial reporting policy, it reduces 
the asset value to the economic value (Ruch and Taylor 2015). It can be argued that it could 
be used to increase financial statements’ credibility, quality, accuracy, and precision (Kim 
et al. 2013). In accounting estimates, conservatism reduces asymmetric information (Kim 
et al. 2013) and limits the manipulative area for important information, such as earnings, 
revenue, and asset value (Bertomeu et al. 2017). Therefore, it may be argued that, when 
influenced by conservatism, accounting performance reveals more reliable financial infor-
mation, which in turn contributes to more reliable financial estimates in connection with 
the performance, which is a measure of compensation (Iatridis and Kadorinis 2009).  

Accounting performance plays a significant role in determining executive compen-
sation packages in many countries. Additionally, recent research has shown that a firm’s 
accounting performance is a good indicator of its operating condition. Therefore, manag-
ers are motivated to overstate the value of assets, revenues, and profits to maximise their 
remuneration and personal welfare (Bertomeu et al. 2017). As a result of several large fi-
nancial scandals, investors have lost trust in the accounting profession. This issue has 
caused growing concerns in the literature concerning quality measures included in the 
compensation contracts of executive managers (Al-Dhamari and Ismail 2014; Li and Wang 
2016).  

The argument could be made that comparability enables users to understand a firm, 
its environment, and the accounting system. Conservatism improves the accuracy and 
precision of published information and management’s estimates. Moreover, conservatism 
and comparability reduce asymmetric information and inconsistency in the stock market. 
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In sum, it may be concluded that maintaining a conservative accounting approach and 
enhancing comparability will be beneficial and effective for both users and stakeholders 
of financial statements (Kim et al. 2013; Chen et al. 2018).  

An organisation’s management in today’s competitive economy attempts to compare 
their own firm’s performance and position with that of the competition, the industry 
trend, the economic climate, and its impact on the organisation to come to a more com-
prehensive, accurate assessment of their performance and their remuneration policies. It 
is expected that comparability and conservative accounting practices will enable manage-
ment to conduct more accurate futuristic checks and forecast future performance with 
much higher precision and clarity. Thus, it can be concluded that accounting comparabil-
ity is directly related to financial reporting quality (Chen and Gong 2019). Moreover, as 
the discrepancy between the managers’ and the shareholders’ interests increases, share-
holders need a higher level of conservatism as an alternative mechanism for corporate 
governance to protect themselves from the ambitions of managers (for instance, overpay-
ment of compensation and inefficient investments). Similarly, the level of accounting con-
servatism at a company is directly proportional to the compensation of its executive man-
agement. 

We consider both conditional and unconditional conservatism in this study. Due to 
the delayed recognition of earnings compared to losses, conditional conservatism reduces 
risky management decisions such as risky investments. Generally, riskier areas are more 
attractive to management due to their dramatic shifts; as a result, they may overlook the 
fact that the greater the risk, the greater the probability of heavy losses and significant 
earnings. Conservatism reduces this tendency and ultimately leads to more secure finan-
cial investments by managers and other users (Bertomeu et al. 2017). Under conditional 
conservatism, bad news, losses, and expenses would be recognised immediately, but 
stricter standards would be applied to good news and revenues. In conditional conserva-
tism, management tends to offset favourable publishing information when an adverse 
event occurs. Therefore, it could be concluded that conservatism can promote honesty, 
accuracy, quality, and comparability of financial information. In contrast, Ball and Shiva-
kumar (2005) define unconditional conservatism as the tendency toward reporting share-
holder equity at the minimum book value.  

Beaver and Ryan (2005) define unconditional conservatism as a practice of reducing 
earnings and book value of net assets regardless of economic conditions. Using asset book 
value as a metric, there is a positive and meaningful correlation between unconditional 
conservatism and executive compensation performance (Zhang et al. 2019b). Therefore, 
when unconditional conservatism increases, management’s compensation based on per-
formance increases, indicating that unconditional conservatism may serve as a check on 
managerial ambition. There should be a low level of direct supervision of the executive 
management and a high (or low) level of reliance on contracts for companies with a high 
(or low) level of unconditional conservatism, which, in turn, affects the executive man-
agement’s compensation for performance appraisal. 

In summary, accounting conservatism can contribute to the reduction of information 
risk (Meshki Miavaghi and Mohammadi 2019), the control of agency costs (Hashemi et al. 
2018), and the increase in entity value (Ruhi and Pakmaram 2018). Thus, conservatism can 
be named an effective governance mechanism (LaFond and Watts 2008; Lara et al. 2012; 
Soliman 2014; Caskey and Laux 2017), as well as a disciplinary mechanism that limits the 
earnings-seeking motives of the management (Moradi et al. 2012; Daryaei et al. 2020). As 
a result, conservatism is expected to improve the positive association between accounting 
information comparability and management compensation. 

In light of this, the second hypothesis is the following: 

H2. Accounting conservatism affects the association between accounting comparability and exec-
utive compensation. 
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2.3.2. Accounting Comparability, Earnings Management, and Executive Compensation-
Performance 

Numerous studies have confirmed the existence of earnings management in Iranian 
firms (Mashayekhi et al. 2006; Noravesh et al. 2005). According to Matsuura (2008) and 
Sanjaya and Saragih (2012), accrual and real earnings management are the most prevalent 
methods of managing earnings. This study focuses on accrual and real earnings manage-
ment in Iranian firms. According to Sanjaya and Saragih (2012), real earnings management 
usually occurs during the current period. It generates an increase in the firm’s loss at the 
end of the period, and the management controls the earnings through discretionary ac-
cruals to avoid losses. It is expected that management’s decisions regarding manipulating 
actual activities throughout the period will impact the accrual earnings management at 
the end of the period.  

Due to its impact on the entity’s cash flows, earnings management imposes con-
straints and responsibilities on the management. When deciding on accruals manage-
ment, the management considers the manipulation conducted on actual activities and uti-
lises various earnings management techniques. When an entity’s accounting is compara-
ble to the operations of other entities in the same industry, earnings management should 
be constrained. Management’s primary objective in using opportunistic accruals earnings 
management is to devalue the organisation’s actual performance to gain a personal ad-
vantage (Shleifer and Vishny 1977). In the case of greater comparability between the ac-
counting figures of an entity and its peer entities in the same industry, there would be 
lower amounts of accrued expenses for external users (such as shareholders, creditors, the 
government, etc.) regarding the collection and processing of accounting information 
within peer entities. As a result, they can assess the actual performance of the entity with 
greater accuracy due to the additional valuable information provided by the financial 
statements of comparable firms. Increasing accounting comparability makes the entity’s 
accounting information more understandable to market participants. Thus, there would 
be a reduction in the potential motivation for accrual earnings management activities. 

It has been observed that when an environment is filled with more stringent regula-
tions, entities switch from accrual earnings management to real earnings management to 
achieve their target earnings (Cohen et al. 2008; Cohen and Zarowin 2010). In applying 
this reasoning to this study, it can be argued that if management’s ability to utilise accrual 
earnings management is strongly restricted for improved accounting comparability, they 
will rely more heavily on real earnings management. Using real earnings management, 
the management will be highly motivated to eliminate the accrual earnings management, 
which is declining due to the higher level of accounting comparability. Therefore, it is 
reasonable to expect that an increase in accounting information comparability would re-
sult in a decrease in accrual earnings management and an increase in real earnings man-
agement. 

The inefficiency of compensation schemes and contracts can be attributed to various 
factors. A key factor is the lack of a reliable measure of performance and its associated 
precision. Because accounting figures and reports are utilised for creating compensation 
contracts, accruals play an essential role in contracts with creditors and managers (Shiva-
kumar 2013). Due to this, the management can benefit by utilising the accounting options 
and measures through the accrual management and manipulation of the actual activities, 
which impacts the compensation arrangements. Accordingly, it may be expected that by 
limiting accruals earnings management and decreasing upward earnings management, 
there will be a decline in paid compensation to management. However, the management 
focuses on managing real earnings to compensate for its inability to manage accruals, and 
as a result, upward earnings management will most likely increase. The management’s 
compensation will likely increase as a result. The contradictory effect concerning the com-
parability and compensation may be explained by using the moderator variable. Accord-
ing to Hadani et al. (2011), there is a positive relationship between compensation perfor-
mance and earnings management. For example, managers whose compensation contracts 
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are based on reported earnings may choose an accounting procedure to smooth payments 
or increase earnings. Given the above, and considering H1 and H2, our third hypothesis 
about accounting comparability, earnings management, and executive compensation-per-
formance is as follows: 

H3. Accounting comparability and executive compensation performance are positively associated 
with earnings management. 

2.4. Simultaneous Interaction of Earnings Management and Accounting Conservatism 
To assess the contradictory relationship between comparability and earnings man-

agement, we demonstrate the relationship between earnings management and conserva-
tism. This assessment is in line with the relationship between three proxies of financial 
reporting quality, which include earnings management and conservatism, with a view to 
better understanding the link between comparability and executive compensation. Lin et 
al. (2014) assessed the impact of conservatism on earnings management. Their findings 
indicated that conservative reporting entities are less likely to engage in earnings man-
agement. Nevertheless, Lara et al. (2012) found that accounting conservatism negatively 
affected earnings management using accruals while positively impacting real earnings 
management. 

Li (2018) also discovered in a piece of research that conservatism and earnings man-
agement has a significant negative relationship. Chen et al. (2014) examined the influence 
of conservatism on earnings consistency. They concluded that earnings under higher lev-
els of conservatism are less consistent than earnings under lower levels of conservatism. 
Etemadi et al. (2012) examined the relationship between earnings management and con-
servatism in Iran’s economic environment, and the results showed a negative relationship 
between earnings management and conservatism. Haque et al. (2016) also found a nega-
tive association between earnings management and conservatism in their studies. Al-
asyari et al. (2013) examined the link between earnings management and conservatism in 
a study and concluded that earnings management has a meaningful and positive influ-
ence on accounting conservatism. Previous research has documented a reciprocal rela-
tionship between earnings management and conservatism. Figure 1 illustrates our con-
ceptual model. 

Therefore, the following hypothesis will be tested: 

H4. The positive relationship between accounting comparability and executive compensation per-
formance results from the simultaneous interaction of earnings management and accounting con-
servatism. 

Following the discussion, the conceptual model is presented in Figure 1: 

 
Figure 1. Earnings management and accounting conservatism model.  
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H4 is not an independent hypothesis. H4 is a suggested model driven by H1, H2, and 
H3, which propose a simultaneous association among variables that are already expected 
to be interrelated in those hypotheses.  

3. Data Collection Describes the Sample and Research Variables 
The required data to test the hypotheses is collected from the companies listed on the 

Tehran Stock Exchange (TSE). All listed companies, banks, insurance companies, and 
other financial institutions are required to use IFRS Standards. Data is primarily based on 
audited financial statements and board reports of the TSE, a reliable source of information 
(Shandiz et al. 2022); despite political disputes with Western countries that eventually 
ended, Iran occupies a unique position globally and is highly interested in international 
investing. The study population includes all TSE companies for the period 2010–2019. De-
spite this, the study compiles a purposive sample; therefore, financial firms, such as banks 
and insurance firms, are not included as they have different conditions regarding their 
characteristics. In addition, the listing firms must have continuously operated during the 
study period, and their information must be available. Based on these criteria, the study 
includes 164 firms (1640 firm-years). The feathers of the companies that are considered in 
the sample selection are as follows: 
(A) For purposes of similarity, firms whose fiscal year does not match 20th March have 

been excluded; 
(B) Due to the differences in conditions governing banks and insurance firms, the study 

did not include these institutions; 
(C) The firms with Trading Interruptions of more than three months were excluded to 

ensure that firms conduct business in a balanced manner during a fiscal year; and 
(D) Companies with incomplete data were excluded from the study. 

The sample of this research includes companies active in manufacturing industries, 
which were sampled based on the above conditions, and the information of the final com-
panies was used as the research sample. The number of sectors includes 15, and the final 
sample consists of 1545 observations. Finally, all the variables are winsorised at the 1st 
and 99th percentiles to minimise the effect of outliers. 

Statistical Results 
Table 1 shows the descriptive statistics of research variables. The average executive 

compensation, taken from that natural logarithm, is 4.534. The difference between the 
maximum (12.004) and minimum (0.000) reward variable indicates the difference in com-
panies’ policies and reward plans. The comparability criteria include three criteria 
(COMPCFO, COMPRET, and COMPPRC), respectively, showing that the investigated 
companies did not have much comparability with each other. Because the proximity of 
the comparability criterion number to zero indicates the high comparability of accounting 
information. Of course, it should be noted that the basis for calculating these criteria is 
different.  
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Table 1. Descriptive statistics of variables. 

Variables Mean Median Max Min  St.d Obs 
COMPENSATE 4.534 6.291 12.004 0.000 3.394 1545 
COMPCFO −0.072 −0.062 −0.006 −0.255 0.035 1545 
COMPRET −0.120 −0.105 −0.025 −0.504 0.061 1545 
COMPPRC −5047.168 −3422.600 −1.514 −42,814.63 5044.544 1545 
CORR_ROA 0.367 0.701 1.000 −1.000 0.689 1545 
CORR_CF 0.200 0.384 0.999 −0.999 0.706 1545 
CORR_RET 0.457 0.787 1.000 −1.000 0.648 1545 
INDHERF 0.221 0.245 0.482 0.000 0.124 1545 
SIZE 13.819 13.614 19.374 9.797 1.571 1545 
BM 0.515 0.418 1.974 −1.559 0.409 1545 
LEV 0.588 0.563 1.363 0.012 0.214 1545 
ROA 0.170 0.145 0.803 −0.729 0.156 1545 
ADJROA 0.002 −0.003 0.563 −0.938 0.135 1545 
RET 0.106 0.093 0.989 −0.997 0.317 1545 
ADJRET 0.001 −0.009 1.092 −1.200 0.284 1545 
GROWTH 0.194 0.161 1.460 −0.964 0.327 1545 
DIVYIELD 0.105 0.078 0.809 0.000 0.114 1545 
RETVOL 0.218 0.186 0.768 0.002 0.141 1545 
CFVOL 0.076 0.061 0.619 0.000 0.060 1545 
CONS_C −0.094 −0.064 0.863 −1.581 0.143 1545 
MB 2.900 2.849 16.448 −13.664 0.943 1545 
EM_ACC 0.000 0.000 0.900 −0.699 0.103 1545 
AEM 0.000 0.000 0.641 −0.889 0.820 1545 

Nevertheless, the significant difference between the minimum and maximum of each 
criterion indicates the difference in the ability to compare companies and industries with 
each other. As mentioned, the measurement basis of each of these criteria is different. The 
COMPPRC criterion number shows a high value. This number, which is the output of the 
third criterion of comparability, represents the currency of Iran (Rial), which shows a more 
significant number than the common currency of other countries. According to Lobo et al. 
(2018), the descriptive statistics of this measure in the United States shows a value of -
23.525, representing the dollar unit. The average financial leverage, calculated through the 
ratio of liabilities to assets, is 0.588. This number shows that the left side of the financial 
statement of the research sample companies is made up of debts, and Iranian companies 
can be considered leveraged to some extent. The maximum of this number is related to 
Iran Khodro Company (the most prominent car manufacturing company in Iran), whose 
equity is negative due to accumulated losses. Therefore, the number of its debts exceeds 
the total assets. Additionally, the descriptive statistics of other variables are described in 
Table 1. 

The following table provides a summary of the variables. The one-way analysis of 
variance (ANOVA) and the Kruskal-Wallis test have been used to determine the differ-
ence between industrial sectors based on the explanatory and control variables (see Table 
2, Panel A). After collecting data, we must ensure that it is both stationary and non-sta-
tionary to avoid the possibility of a false regression. Since the regression method used is 
based on ordinary data, the ADF-Fisher test was used. The results are presented in Table 
2.  
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Table 2. Panel A. ANOVA and Kruskal-Wallis of variables across 24 industrial sectors. Panel B. 
ADF-Fisher, Null: Unit root (assume common Unit root test). 

(A) (B) 

Variables ANOVA (F) Kruskal-Wallis 
(𝝌𝟐) 

t-Statistics 

COMPENSATE 16.071 *** 308.324 *** 497.251 *** 
COMPCFO 12.011 *** 256.126 *** 519.336 *** 
COMPRET 19.203 *** 318.874 *** 609.562 *** 
COMPPRC 17.305 *** 128.347 *** 437.164 *** 

CORR_ROA 14.459 *** 361.213 *** 806.228 *** 
CORR_CF 18.154 *** 327.267 *** 659.450 *** 

CORR_RET 11.240 *** 471.289 *** 647.330 *** 
INDHERF 14.642 *** 241.478 *** 708.029 *** 

SIZE 11.246 *** 502.545 *** 415.260 *** 
BM 14.913 *** 139.115 *** 558.116 *** 
LEV 11.315 *** 207.831 *** 352.283 *** 
ROA 12.459 *** 336.643 *** 549.686 *** 

ADJROA 18.914 *** 327.267 *** 553.628 *** 
RET 10.210 *** 471.289 *** 967.044 *** 

ADJRET 15.642 *** 141.478 *** 953.812 *** 
GROWTH 11.246 *** 502.555 *** 977.738 *** 
DIVYIELD 14.130 *** 139.115 *** 604.402 *** 
RETVOL 11.243 *** 207.831 *** 466.964 *** 
CFVOL 14.910 *** 236.643 *** 557.470 *** 

CONS_C 19.331 *** 274.120 *** 442.103 *** 
MB 13.143 *** 421.982 *** 731.404 *** 

EM_ACC 13.246 *** 241.873 *** 539.182 *** 
AEM 12.014 *** 402.592 *** 766.387 *** 

*** p < 0.001 

4. Empirical Models and Econometrics Results 
4.1. Hypothesis 1 

The model shown in Equation (1) is based on prior research (Lobo et al. 2018; Nam 
2020). To examine H1, we estimated Equation (1) without the interaction term. A signifi-
cant positive β1 indicates support for H1. 𝐶𝑂𝑀𝑃_𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝑂𝐴 , + 𝛽 𝐶𝑂𝑅𝑅_𝐶𝐹𝑂 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝐸𝑇 , + 𝛽 𝐼𝑁𝐷𝐻𝐸𝑅𝐹 ,+ 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐵𝑀 , + 𝛽 𝐿𝐸𝑉 , + 𝛽 𝑅𝑂𝐴 , + 𝛽 𝐴𝐷𝐽𝑅𝑂𝐴 , + 𝛽 𝑅𝐸𝑇 ,+ 𝛽 𝐴𝐷𝐽𝑅𝐸𝑇 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 , + 𝛽 𝐷𝐼𝑉𝑌𝐸𝐿𝐷 , + 𝛽 𝑅𝐸𝑇𝑉𝑂𝐿 , + 𝛽 𝐶𝐹𝑉𝑂𝐿 ,+ 𝑌𝐸𝐴𝑅&𝐹𝐼𝑅𝑀𝐹𝐼𝑋𝐸𝐷 + 𝜀 ,  

(1)

The dependent variable, COMP_C, is an indicator equal to the natural cash compen-
sation logarithm. We use three measures of accounting comparability (COMP_I is the an-
nual decile rank of COMPCFO_I, COMPRET_I, COMPPRC_I), which is based on the un-
derlying logic that the accounting of two firms is more comparable if they report similar 
accounting amounts when they experience similar economic outcomes (De Franco et al. 
2011; Barth et al. 2012 and Lobo et al. 2018). 

Measure 1: The relationship between the profit in year t and the cash flow operation 
from year t − 1 is calculated based on Equation (2). 𝐶𝑓𝑜 , = 𝛽 + 𝛽 𝑁𝐼 , + 𝜀 ,  (2)

CFO(i,t): is cash flow from operations divided by beginning total assets. 
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NI(i,t): is net income after deducting the current year’s tax divided by beginning total assets. 
The first step in the firm’s analysis is to calculate the coefficients for each year, using 

Equation (2) and 14 years of data. The coefficients for each firm in each year reflect the 
accounting characteristics of that firm. The following step involves putting the calculated 
coefficients into Equation (2) and estimating the cash flows from the firm i’s expected op-
erating activities for the same year. Based on the similarity of the firms i and j’s accounting 
systems, the estimate of cash flows from the anticipated operations of firm i must display 
similar values to those of the firm j’s coefficients (Equation (3)). 

Equation (3): The following are the estimated future cash flows for firm i based on its 
coefficients: 𝐸(𝐶𝐹𝑂) , , = 𝛽 , + 𝛽 , 𝑁𝐼 ,  (3)

Equation (4): the estimate of the future cash flows for firm i based on the firm j’s 
coefficients: 𝐸(𝐶𝐹𝑂) , , = 𝛽 , + 𝛽 , 𝑁𝐼 ,  (4)

Accordingly, the closer the two firms’ accounting systems are, the smaller the differ-
ence in expected cash flows between them. Given the above, the comparability between 
the firms i and j is calculated as follows: 𝐶𝑜𝑚𝑝𝐶𝐹𝑂 , , = − 110 × 𝐸(𝐶𝐹𝑂) , , − 𝐸(𝐶𝐹𝑂) , ,  (5)

In the industry under assessment, comparisons are calculated between each pair of 
firms. According to Equation (4), the cash flows from the expected operations for firm i 
are estimated corresponding to that firm’s equation and that of firm j, which is its peer 
firm, as well as calculating the cash flow difference between each firm and its peers. The 
COMP variable can be calculated for the COMPi,j,t by calculating the average of all the 
obtained combinations for firm i. This provides the comparative figure for each firm.  

Measurement 2: The (6) model calculates the accounting comparability by using the 
firm’s schedule around the level and changes in EPS and stock returns. 𝑅𝑒𝑡𝑢𝑟𝑛 , = 𝛽 + 𝛽 𝑁𝐼 ,𝑃 , + 𝛽 ∆𝑁𝐼 ,𝑃 , + 𝛽 𝐿𝑂𝑆𝑆 , + 𝛽 𝐿𝑂𝑆𝑆 , × 𝑁𝐼 ,𝑃 , + 𝛽 𝐿𝑂𝑆𝑆 , × ∆𝑁𝐼 ,𝑃 , + 𝜀 ,  (6)

RETURN (i,t): Annual stock return of the firm i in the current year. 
NI/P (i,t): Net income after deducting tax per share in the current year, divided by the 

beginning share price for the firm i. 
ΔNI/P (i,t) : changes in net income per share in the current year compared to the pre-

vious year, divided by the beginning share price for the firm i. 
LOSS (i,t): an artificial measure of a firm’s loss. If the firm is unprofitable, it equals 

one. Otherwise, it equals zero. 
To calculate accounting comparability through the measure (2), the processes in 

Equations (2) and (3) are conducted. Therefore, comparability through measurement (2) 
is calculated by using Equation (7): 𝐶𝑜𝑚𝑝𝑅𝑒𝑡𝑢𝑟𝑛 , , = − 110 × 𝐸(𝑅𝑒𝑡𝑢𝑟𝑛) , , − 𝐸(𝑅𝑒𝑡𝑢𝑟𝑛) , ,  (7)

Measure (3): in this measure, by using model (8), the relationship between net income 
per share and book value of the shareholder’s equity per share with the closing price per 
share in the current year is used to calculate accounting comparability. 𝑃𝑟𝑖𝑐𝑒 , = 𝛽 + 𝛽 𝑁𝐼𝑃𝑆 , + 𝛽 𝐵𝑉𝑃𝑆 , + 𝜀 ,  (8)

Price (i,t): closing price per share in the current year. 
NIPS (i,t): net income after deducting tax per share for the firm i in the current year. 
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BVPS (i,t): book value of the shareholder’s equity per share at the end of the period 
for the firm i. 

To calculate financial information through the measure (3), the processes in Equa-
tions (2) and (3) are conducted. Therefore, financial information comparability through 
the measure (3) is calculated by using Equation (9): 𝐶𝑜𝑚𝑝𝑅𝑒𝑡𝑢𝑟𝑛 , , = − 110 × 𝐸(𝑃𝑟𝑖𝑐𝑒) , , − 𝐸(𝑃𝑟𝑖𝑐𝑒) , ,  (9)

CORR_ROA (i,t−1): correlation between the average return of the current assets in the 
current year in firm i and its peer firms in the industry (Lobo et al. 2018; Nam 2020). 

CORR_CF (i,t−1): correlation between the average cash flows from operations in the 
current year in firm i and its peer firms in the industry (Lobo et al. 2018; Nam 2020). 

CORR_RET (i,t−1): correlation between the average annual return of the share in firm 
i and its peer firms in the industry (Lobo et al. 2018; Nam 2020). 

HHI (i,t-1): Herfindahl-Hirschman Index (Lobo et al. 2018; Nam 2020), which is calcu-
lated by adding a market share of all active firms in the industry to the power of 2 by 
using Equation (10): 𝐻𝐻𝐼 = ∑ 𝑠   (10)

HHI: Herfindahl-Hirschman Index. K is the number of active firms in the market, 
and Si is the market share of firm i, which is calculated by Equation (11): 𝑆 = 𝑋∑ 𝑋  (11)

Xj: indicates sales of the firm j, and 1 represents industry type. 
SIZE (i,t−1): firm size equals the natural logarithm of the total closing assets (Lobo et al. 

2018; Nam 2020). 
BM (i,t−1): dividing the book value of the shareholder’s equity by the market value of 

the firm i’s shareholder’s equity (Lobo et al. 2018; Nam 2020). 
LEV (i,t−1): dividing total liabilities by total closing assets (Lobo et al. 2018; Nam 2020). 
ROA (i,t−1): assets return obtained by dividing current year operating profit by the av-

erage of the firm’s total assets i (Lobo et al. 2018; Nam 2020). 
ADJROA (i,t−1): firm i’s assets return minus the average of the assets return of the peer 

firm’s assets return (Lobo et al. 2018; Nam 2020). 
RET (i,t−1): annual return of the firm i (Lobo et al. 2018; Nam 2020). 
ADJRET (i,t−1): annual return of the firm i’s share minus the average yearly return of 

the peer firm’s share in the industry (Lobo et al. 2018; Nam 2020). 
GROWTH (i,t−1): firm growth equals the annual sales return (Lobo et al. 2018; Nam 

2020), calculated by Equation (12): 𝐺𝑟𝑜𝑤𝑡ℎ , = , ,,  (12)

Sales i,t: a total of the firm sales in the current year. 
Sales i,t−1: a total of the firm sales in the previous year. 
DIVYIELD (i,t−1): dividing the total approved dividend in the current year by the mar-

ket value of the firm i’s shares (Lobo et al. 2018; Nam 2020). 
RETVOL (i,t−1): standard deviation of the firm i’s annual return of the shares. A three-

year measure of the standard deviation of the annual return is used to calculate the firm 
i’s yearly return on the shares (Lobo et al. 2018; Nam 2020). 

CFVOL (i,t−1) : dividing the standard deviation of the cash flows from operations in the 
current year by the total beginning assets of the firm i. A three-year measure of the stand-
ard deviation of the cash flows from operations is used to calculate the standard deviation 
of the cash flows from the firm i (Lobo et al. 2018; Nam 2020). 
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Table 3 presents the results of the first hypothesis test. As a result of these findings, 
it can be argued that accounting comparability (accounting information system) has a pos-
itive and significant impact on compensation. Moreover, accounting comparability, a 
measure of the quality of the information in financial statements, indicates that manage-
ment’s efforts are aligned with the interests of the firm’s stakeholders. Despite this fact, it 
is essential to observe that standardisation and regulation of peer firms can reduce oppor-
tunistic activities of the management, ultimately increasing the firm’s value. So, when 
making board compensation contracts and approving the amount of the cash compensa-
tion, the firm’s owners compare the accounting system’s results, which show the firm’s 
management efforts, with those of the peer firms and incorporate them in the determina-
tion of the management’s compensation. The findings of this experimental test confirm 
these hypotheses and contribute to the literature on agency theory. 

Table 3. Compensation and Accounting Comparability. 

Variable COMPCFO_I COMPRET_I COMPPRC_I Overall 

COMPCFO 
6.552 ** 
(3.039) 

- - 3.358 *** 
(1.030) 

COMPRET - 2.739 *** 
(0.743) 

- 3.145 *** 
(0.718) 

COMPPRC - - 0.0000378*** 
(0.0000140) 

0.0000525*** 
(0.0000135) 

CORR_ROA 
0.097 

(0.106) 
0.043 

(0.048) 
0.042 

(0.042) 
0.030 

(0.025) 

CORR_CF 
−0.137 
(0.103) 

−0.049 
(0.044) 

−0.069 * 
(0.040) 

−0.046 * 
(0.028) 

CORR_RET 
0.111 

(0.117) 
0.044 

(0.057) 
0.030 

(0.047) 
0.051 

(0.041) 

INDHERF 
−2.262 
(1.863) 

−2.502 ** 
(1.207) 

−3.516 *** 
(1.111) 

−2.649 * 
(1.572) 

SIZE 
0.641 *** 
(0.076) 

0.654 *** 
(0.044) 

0.695 *** 
(0.038) 

0.619 *** 
(0.064) 

BM 
0.480 ** 
(0.226) 

0.078 
(0.109) 

0.043 
(0.103) 

0.138 * 
(0.078) 

LEV 
1.360 ** 
(0.542) 

0.487 ** 
(0.246) 

0.430* 
(0.224) 

0.485 *** 
(0.136) 

ROA 
0.401 

(1.282) 
0.908 

(0.612) 
−0.056 
(0.532) 

0.850 *** 
(0.316) 

ADJROA 
3.123 ** 
(1.281) 

0.926 
(0.615) 

1.830 *** 
(0.528) 

1.023 *** 
(0.392) 

RET 
1.669 *** 
(0.406) 

0.516 *** 
(0.178) 

0.554 *** 
(0.159) 

0.531 *** 
(0.128) 

ADJRET 
−1.471 *** 

(0.445) 
−0.541 *** 

(0.206) 
−0.645 *** 

(0.176) 
−0.571 *** 

(0.133) 

GROWTH 
−0.184 
0.236 

−0.008 
(0.108) 

−0.006 
(0.099) 

−0.024 
(0.067) 

DIVYIELD 
1.370 * 
(0.736) 

0.955 ** 
(0.385) 

0.939 *** 
(0.361) 

0.883 ** 
(0.344) 

RETVOL 
1.265 ** 
(0.552) 

0.553 ** 
(0.240) 

0.492 ** 
(0.220) 

0.424 ** 
(0.167) 

CFVOL 0.101 
(1.276) 

0.174 
(0.605) 

0.289 
(0.544) 

0.139 
(0.469) 
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Hausman Test (𝝌𝟐) 38.392 43.573 39.641 45.988 
R2 (Adj) 0.735 0.837 0.879 0.845 

F 7. 650 *** 45.456 *** 64.161 *** 47.741 *** 
DW 1.853 1.777 1.747 1.756 

*** p < 0.001; ** p < 0.01; * p < 0.05. 

4.2. Hypothesis 2 
To examine H2, we estimate Equation (13) with the interaction term. 𝐶𝑂𝑀𝑃_𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝐶𝑂𝑁𝑆_𝐶 , + 𝛽 𝐶𝑂𝑁𝑆_𝐶 , ∗ 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝑂𝐴 ,+ 𝛽 𝐶𝑂𝑅𝑅_𝐶𝐹𝑂 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝐸𝑇 , + 𝛽 𝐼𝑁𝐷𝐻𝐸𝑅𝐹 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐵𝑀 , + 𝛽 𝐿𝐸𝑉 ,+ 𝛽 𝑅𝑂𝐴 , + 𝛽 𝐴𝐷𝐽𝑅𝑂𝐴 , + 𝛽 𝑅𝐸𝑇 , + 𝛽 𝐴𝐷𝐽𝑅𝐸𝑇 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 ,+ 𝛽 𝐷𝐼𝑉𝑌𝐸𝐿𝐷 , + 𝛽 𝑅𝐸𝑇𝑉𝑂𝐿 , + 𝛽 𝐶𝐹𝑉𝑂𝐿 , + 𝑌𝐸𝐴𝑅&𝐹𝐼𝑅𝑀𝐹𝐼𝑋𝐸𝐷 + 𝜀 ,  

(13)

where CONS_C, is a measure of conditional conservatism. Basu (1997) model is used to 
measure conditional conservatism.  𝐸𝐴𝑅𝑁 , = 𝛽 + 𝛽 𝐷𝑈𝑀 , + 𝛽 𝑅𝐸𝑇 , + 𝛽 𝐷𝑈𝑀 , ∗ 𝑅𝐸𝑇 , + 𝜀 ,  (14)

EARN is earnings per share divided by the beginning-of-period stock price; RET is 
the annual stock return, and DUM is the dummy variable. It is zero for firms with negative 
returns, one for firms with positive returns, and two for firms with no returns.  

Table 4 presents the results of the first hypothesis. Conditional conservatism appears 
to have a positive and meaningful impact on management’s compensation. This finding 
suggests that, in conditional conservatism, risks associated with management decisions 
are reduced, partly due to the subsequent recognition of gains compared to losses. Thus, 
the management participates in highly-reliable activities, and as a result, the firm earns 
reliable revenues. As a result of the management’s efforts, quality earnings are generated, 
resulting in stable profitability of the firm and, therefore, increased board compensation. 

Furthermore, the results of the hypothesis tests indicate that conditional conserva-
tism is an essential factor in improving the relationship between accounting comparability 
and management compensation. A principal motivation for conditional conservatism is 
to counteract the tendency of management to publishing favourable information at a time 
when an adverse event is taking place. Therefore, conditional conservatism can ensure 
accounting information’s accuracy, honesty, quality, and comparability. Likewise, it can 
be stated that conditional conservatism has improved the relationship between these two 
variables on account of its positive impact on accounting comparability. 

Table 4. Compensation and accounting comparability: conditional conservatism. 

Variable COMPCFO_I COMPRET_I COMPPRC_I 

COMPCFO 
5.468 * 
(3.041) 

- - 

C.O.M.P.R.E.T. - 7.262 *** 
(1.550) 

- 

C.O.M.P.P.R.C. - - 0.0000438*** 
(0.0000155) 

CONS_C 0.0034 *** 
(0.0014) 

0.0044 *** 
(0.0018) 

0.0037 *** 
(0.0011) 

CONS_C* COMPCFO 0.006 *** 
(0.002) 

- - 

CONS_C* C.O.M.P.R.E.T. - 0.003 *** 
(0.001) 

- 

CONS_C* C.O.M.P.P.R.C. - - 0.0000000148*** 
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(0.00000000418) 

CORR_ROA 0.102 
(0.105) 

0.106 
(0.105) 

0.033 
(0.043) 

CORR_CF 
−0.144 
(0.102) 

−0.152 
(0.102) 

−0.067 
(0.041) 

CORR_RET 
0.098 

(0.116) 
0.128 

(0.115) 
0.005 

(0.051) 

INDHERF 
−2.336 
(1.863) 

−3.275 * 
(1.840) 

−3.417 ** 
(1.113) 

SIZE 
0.644 *** 
(0.075) 

0.551 *** 
(0.078) 

0.679 *** 
(0.037) 

BM 
0.461 ** 
(0.225) 

0.576 ** 
(0.224) 

0.080 
(0.105) 

LEV 
1.347 ** 
(0.539) 

1.359 ** 
(0.536) 

0.379 * 
(0.225) 

ROA 
−1.029 
(1.402) 

−0.311 
(1.394) 

−0.590 
(0.590) 

ADJROA 
3.188 ** 
(1.277) 

2.232 * 
(1.304) 

1.988 *** 
(0.543) 

RET 
1.686 *** 
(0.404) 

1.644 *** 
(0.400) 

0.660 *** 
(0.161) 

ADJRET 
−1.441 *** 

(0.442) 
−1.311 *** 

(0.439) 
−0.738 *** 

(0.181) 

GROWTH 
−0.177 
(0.235) 

−0.132 
(0.233) 

−0.038 
(0.099) 

DIVYIELD 
1.205 

(0.735) 
0.843 

(0.730) 
0.794 ** 
(0.382) 

RETVOL 
1.248 ** 
(0.552) 

1.547 *** 
(0.548) 

0.470 ** 
(0.230) 

CFVOL 
−0.137 
(1.273) 

0.124 
(1.265) 

0.221 
(0.590) 

Hausman Test (𝝌𝟐) 45.957 47.549 52.314 
R2 (Adj) 0.507 0.514 0.868 

F 7.740 *** 7.962 *** 57.201 *** 
DW 1.763 1.777 1.756 

*** p < 0.001; ** p < 0.01; * p < 0.05. 

To examine H2, we estimate Equation (15) with the interaction term. 𝐶𝑂𝑀𝑃_𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝑀𝐵 , + 𝛽 𝑀𝐵 , ∗ 𝐶𝑂𝑀𝑃 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝑂𝐴 , + 𝛽 𝐶𝑂𝑅𝑅_𝐶𝐹𝑂 ,+ 𝛽 𝐶𝑂𝑅𝑅_𝑅𝐸𝑇 , + 𝛽 𝐼𝑁𝐷𝐻𝐸𝑅𝐹 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐵𝑀 , + 𝛽 𝐿𝐸𝑉 , + 𝛽 𝑅𝑂𝐴 ,+ 𝛽 𝐴𝐷𝐽𝑅𝑂𝐴 , + 𝛽 𝑅𝐸𝑇 , + 𝛽 𝐴𝐷𝐽𝑅𝐸𝑇 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 , + 𝛽 𝐷𝐼𝑉𝑌𝐸𝐿𝐷 ,+ 𝛽 𝑅𝐸𝑇𝑉𝑂𝐿 , + 𝛽 𝐶𝐹𝑉𝑂𝐿 , + 𝑌𝐸𝐴𝑅&𝐹𝐼𝑅𝑀𝐹𝐼𝑋𝐸𝐷 + 𝜀 ,  

(15)

MB is a measure of unconditional conservatism (Ismail and Elbolok 2011). M repre-
sents market value, and B represents book value.  

Table 5 presents the results of the second hypothesis test. Findings indicate that un-
conditional conservatism does not directly impact the board’s compensation. As shown 
in Table 5, unconditional conservatism does not affect the accounting comparability 
through the first and second criteria (the relationship between cash flow and earnings per 
share and the relationship between return and profit). Yet, unconditional conservatism 
has influenced the relationship between accounting comparability (between share price 
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and book value and earnings per share) and management’s compensation and has im-
proved this relationship. Unconditional conservatism has been associated with higher-
quality accounting information and lower capital expenditures. The argument presented 
here suggests that unconditional conservatism facilitates quality evaluation of the ac-
counting information through the scope of information’s informativeness to the market 
and market reaction. It implies that the findings demonstrate that the accounting infor-
mation in the third measure of comparability affects the stock price information and that 
conditional conservatism has been effective in this matter, consequently promoting the 
relationship between comparability and management’s compensation. 

Table 5. Compensation and accounting comparability: unconditional conservatism. 

Variable COMPCFO_I COMPRET_I COMPPRC_I 

COMPCFO 
2.747 

(1.973) 
- - 

C.O.M.P.R.E.T. - 3.523 *** 
(1.055) 

- 

C.O.M.P.P.R.C. - - 
0.0000786 *** 
(0.0000180) 

MB 
−0.027 
(0.028) 

−0.043 
(0.033) 

0.012 
(0.020) 

MB*COMPCFO 
−0.211 
(0.386) - - 

MB*COMPRET - 
−0.184 
(0.200) - 

MB*COMPPRC - - 
6.41E-06 *** 
(2.48E-06) 

CORR_ROA 
0.055 

(0.043) 
0.040 

(0.048) 
0.041 

(0.042) 

CORR_CF 
−0.058 
(0.039) 

−0.033 
(0.044) 

−0.079 * 
(0.040) 

CORR_RET 
0.031 

(0.047) 
0.060 

(0.055) 
0.057 

(0.048) 

INDHERF 
−1.796 
(1.179) 

−1.329 
(1.201) 

−2.801 ** 
(1.160) 

SIZE 
0.680 *** 
(0.042) 

0.629 *** 
(0.046) 

0.660 *** 
(0.041) 

BM 
0.015 

(0.106) 

0.016 
(0.123) 

0.018 
(0.110) 

LEV 
0.442 * 
(0.232) 

0.540 ** 
(0.248) 

0.452 * 
(0.231) 

ROA 
0.882 * 
(0.531) 

1.716 *** 
(0.588) 

0.115 
(0.561) 

ADJROA 
1.675 *** 
(0.533) 

0.764 
(0.610) 

2.085 *** 
(0.543) 

RET 
0.480 *** 
(0.160) 

0.450 *** 
(0.171) 

0.605 *** 
(0.162) 

ADJRET 
−0.579 *** 

(0.175) 
−0.474 ** 
(0.192) 

−0.700 *** 
(0.177) 

GROWTH −0.073 
(0.102) 

−0.079 
(0.186) 

−0.035 
(0.102) 

DIVYIELD 0.877 ** 0.731 * 0.707 * 
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(0.365) (0.405) (0.383) 

RETVOL 0.416 * 
(0.218) 

0.426 * 
(0.236) 

0.325 
(0.224) 

CFVOL 0.525 
(0.565) 

0.498 
(0.635) 

0.468 
(0.576) 

Hausman Test (𝝌𝟐) 44.446 42.467 43.583 
R2 (Adj) 0.883 0.830 0.880 

F-statistic 64.381 *** 42.255 *** 62.786 *** 
DW 1.844 1.848 1.854 

*** p < 0.001; ** p < 0.01; * p < 0.05. 

4.3. Hypothesis 3 
To examine H3, we estimate Equation (16) with the interaction term. 𝐶𝑂𝑀𝑃_𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝐸𝑀_𝐴𝐶𝐶 , + 𝛽 𝐸𝑀_𝐴𝐶𝐶 , ∗ 𝐶𝑂𝑀𝑃 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝑂𝐴 ,+ 𝛽 𝐶𝑂𝑅𝑅_𝐶𝐹𝑂 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝐸𝑇 , + 𝛽 𝐼𝑁𝐷𝐻𝐸𝑅𝐹 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐵𝑀 , + 𝛽 𝐿𝐸𝑉 ,+ 𝛽 𝑅𝑂𝐴 , + 𝛽 𝐴𝐷𝐽𝑅𝑂𝐴 , + 𝛽 𝑅𝐸𝑇 , + 𝛽 𝐴𝐷𝐽𝑅𝐸𝑇 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 ,+ 𝛽 𝐷𝐼𝑉𝑌𝐸𝐿𝐷 , + 𝛽 𝑅𝐸𝑇𝑉𝑂𝐿 , + 𝛽 𝐶𝐹𝑉𝑂𝐿 , + 𝑌𝐸𝐴𝑅&𝐹𝐼𝑅𝑀𝐹𝐼𝑋𝐸𝐷 + 𝜀 ,  

(16)

where EM_ACC corresponds to accrual earnings management, to evaluate the earnings 
management, the absolute value of McNichols (2002) model is used as the discretionary 
accruals. 

The results of the third secondary hypothesis are presented in Table 6. The results 
indicate that accrual earnings management positively affects board compensation, rein-
forcing the agency theory hypothesis of conflict of interest. Moreover, earnings manage-
ment has improved the relationship between accounting comparability and board man-
agement.  

The coefficients of the accrual earnings management variable and its interaction with 
the comparability of accounting information are positive and significant. In the sense that, 
firstly, accrual earnings management has led to an increase in remuneration. Secondly, it 
has strengthened the positive relationship between the comparability of ac-counting in-
formation and remuneration. These findings state that managers have managed and ma-
nipulated accruals to make their company’s financial reporting information more compa-
rable with other peer companies. 

In light of these findings, it could be argued that management manipulates account-
ing information to increase compensation through accruals. As a result, they made an ac-
counting information system that is the result of this effort closely similar to the competi-
tors. The management emphasises this because there is a substantial likelihood that their 
performance will be compared with that of peers in the same industry, and their compen-
sation will be determined based on comparing their performance with their peers. 

Table 6. Accruals earnings management and accounting comparability. 
Variable COMPCFO_I COMPRET_I COMPPRC_I 

COMPCFO 
1.203 

(0.797) 
- - 

C.O.M.P.R.E.T. - 2.772 *** 
(0.580) 

- 

C.O.M.P.P.R.C. - - 0.0000437 *** 
(0.00000973) 

EM 2.667 *** 
(0.805) 

2.206 *** 
(0.708) 

1.899 *** 
(0.490) 

EM_ACC* COMPCFO 20.605 ** - - 
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(8.718) 

EM_ACC* COMPRET - 9.005 *** 
(2.032) 

- 

EM_ACC* COMPPRC - - 0.0001 *** 
(0.0000177) 

CORR_ROA 0.045 ** 
(0.019) 

0.039 
(0.028) 

0.021 
(0.020) 

CORR_CF 
−0.064 ** 
(0.028) 

−0.033 
(0.037) 

−0.044 * 
(0.025) 

CORR_RET 
0.033 

(0.029) 
0.059 

(0.053) 
0.054 

(0.104) 

INDHERF 
−3.651 ** 
(1.572) 

−3.036 * 
(1.635) 

−3.555 ** 
(1.448) 

SIZE 
0.674 *** 
(0.066) 

0.663 *** 
(0.076) 

0.676 *** 
(0.063) 

BM 
0.044 

(0.072) 
0.092 

(0.083) 
0.059 

(0.071) 

LEV 
0.349 *** 
(0.118) 

0.513 *** 
(0.147) 

0.372 *** 
(0.102) 

ROA 
−0.157 
(0.446) 

0.252 
(0.608) 

−0.293 
(0.331) 

ADJROA 
1.494 *** 
(0.458) 

0.892 
(0.139) 

1.363 *** 
(0.340) 

RET 
0.463 *** 
(0.122) 

0.458 *** 
(0.139) 

0.491 *** 
(0.114) 

ADJRET 
−0.592 *** 

(0.128) 
−0.491 *** 

(0.159) 
−0.595 *** 

(0.115) 

GROWTH 
0.071 

(0.080) 
0.097 

(0.086) 
0.063 

(0.075) 

DIVYIELD 
0.962 *** 
(0.304) 

0.876 *** 
(0.336) 

0.785 *** 
(0.262) 

RETVOL 0.459 *** 
(0.173) 

0.601 *** 
(0.191) 

0.422 ** 
(0.171) 

CFVOL 0.464 
(0.409) 

0.094 
(0.500) 

0.104 
(0.353) 

Hausman Test (𝝌𝟐) 42.094 38.867 35.285 
R2 (Adj) 0.907 0.843 0.902 

F-statistic 73.987 *** 40.485 *** 69.286 *** 
DW 1.857 1.863 1.858 

*** p < 0.001; ** p < 0.01; * p < 0.05. 

We estimate Equation (17) to examine H4 with the interaction term. 𝐶𝑂𝑀𝑃_𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑀𝑃_𝐼 , + 𝛽 𝐴𝐸𝑀 , + 𝛽 𝐴𝐸𝑀 , ∗ 𝐶𝑂𝑀𝑃 , + 𝛽 𝐶𝑂𝑅𝑅_𝑅𝑂𝐴 , + 𝛽 𝐶𝑂𝑅𝑅_𝐶𝐹𝑂 ,+ 𝛽 𝐶𝑂𝑅𝑅_𝑅𝐸𝑇 , + 𝛽 𝐼𝑁𝐷𝐻𝐸𝑅𝐹 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐵𝑀 , + 𝛽 𝐿𝐸𝑉 , + 𝛽 𝑅𝑂𝐴 ,+ 𝛽 𝐴𝐷𝐽𝑅𝑂𝐴 , + 𝛽 𝑅𝐸𝑇 , + 𝛽 𝐴𝐷𝐽𝑅𝐸𝑇 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 , + 𝛽 𝐷𝐼𝑉𝑌𝐸𝐿𝐷 ,+ 𝛽 𝑅𝐸𝑇𝑉𝑂𝐿 , + 𝛽 𝐶𝐹𝑉𝑂𝐿 , + 𝑌𝐸𝐴𝑅&𝐹𝐼𝑅𝑀𝐹𝐼𝑋𝐸𝐷 + 𝜀 ,  

(17)

In this case, the AEM criterion indicates actual earnings management, calculated be-
low based on abnormal cash flows and modifying the Roychowdhury (2006) model. 
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𝐶𝐹𝑂 ,𝐴 , = 𝛽 + 𝛽 1𝐴 , + 𝛽 𝑆𝑎𝑙𝑒𝑠𝐴 , + 𝛽 ∆𝑆𝑎𝑙𝑒𝑠𝐴 , + 𝜀  (18)

CFO: Denotes the operating cash flows from t; A: Total assets at the end of period. 
Sales: Sales during the period; ΔSales: Change in sales from year t − 1 to year t.  
The rest of this model represents the actual earnings management. Table 7 summa-

rises the results of the fourth secondary hypothesis. The test results of this hypothesis 
indicate that actual earnings management has no impact on board compensation. Further-
more, according to these findings, actual earnings management has not affected the rela-
tionship between accounting comparability and board compensation. According to these 
findings, the management of actual earnings in Iranian firms has not proven effective on 
accounting information. A company is willing to switch from accrual earnings manage-
ment to actual earnings management in an environment with tighter regulation. In doing 
so, it offsets its desire to pursue personal interests. Based on these findings and the argu-
ments presented, it can be concluded that, in Iran’s economic environment, due to the lack 
of strict regulations, management executes earnings management through accruals and 
adheres to its personal goals. 

These findings can be seen objectively in Iran’s economic environment. This is be-
cause Mobarakeh Sepahan Steel Company, the largest steel company in the country, re-
cently committed a big scandal of 3 billion dollars. After a complete inspection of the fi-
nancial situation of this company, it was found that this was done years ago due to the 
lack of laws and regulations. Without adequate supervision, this situation is established 
for most companies. Additionally, reporting unstable profits by other companies can be 
another piece of evidence that can be seen in the long run. 

Table 7. Actual earnings management and accounting comparability. 

Variable COMPCFO_I COMPRET_I COMPPRC_I 

COMPCFO 
6.160 *** 
(2.342) - - 

C.O.M.P.R.E.T. - 
2.648 *** 
(0.740) - 

C.O.M.P.P.R.C. - - 
0.0000446*** 
(0.0000139) 

AEM 0.772 
(1.087) 

−0.584 
(0.580) 

0.397 
(0.278) 

AEM*COMPCFO 11.711 
(10.407) - - 

AEM*COMPRET - −5.702 
(4.426) - 

AEM*COMPPRC - - 0.0000144  
(0.0000171) 

CORR_ROA 0.102 
(0.064) 

0.042 
(0.048) 

0.049 
(0.042) 

CORR_CF 
−0.139 
(0.095) 

−0.051 
(0.044) 

−0.069 * 
(0.039) 

CORR_RET 
0.106 

(0.136) 
0.052 

(0.057) 
0.026 

(0.047) 

INDHERF 
−2.187 
(2.011) 

−2.468 ** 
(1.202) 

−3.218 *** 
(1.120) 

SIZE 
0.650 *** 
(0.140) 

0.464 *** 
(0.044) 

0.687 *** 
(0.038) 

BM 0.469 *** 0.074 0.063 
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(0.132) (0.108) (0.103) 

LEV 
1.371 *** 
(0.379) 

0.487 * 
(0.249) 

0.412 ** 
(0.226) 

ROA 
0.570 

(1.454) 
0.862 

(0.648) 
0.046 

(0.576) 

ADJROA 
3.105 ** 
(1.513) 

0.897 
(0.618) 

1.849 *** 
(0.521) 

RET 
1.663 *** 
(0.564) 

0.522 *** 
(0.178) 

0.549 *** 
(0.158) 

ADJRET 
−1.469 ** 
(0.646) 

−0.531 * 
(0.206) 

−0.644 *** 
(0.174) 

GROWTH 
−0.196 
(0.275) 

−0.0007 
(0.109) 

−0.013 
(0.099) 

DIVYIELD 
1.350 

(0.842) 
0.997 ** 
(0.386) 

0.862 ** 
(0.360) 

RETVOL 
1.236 *** 
(0.457) 

0.551 ** 
(0.241) 

0.423 ** 
(0.220) 

CFVOL 
0.034 

(0.960) 
0.199 

(0.606) 
0.333 

(0.547) 
Hausman Test (𝝌𝟐) 44.573 46.682 49.761 

R2 (Adj) 0.501 0.856 0.895 
F-statistic 7.565 *** 44.962 *** 64.490 *** 

DW 1.956 1.955 1.953 
*** p < 0.001; ** p < 0.01; * p < 0.05. 

4.4. Hypothesis 4 
The previous sections indicated that by reviewing the literature and the obtained re-

sults, it could be concluded that there is a reciprocal relationship between the variables of 
accrual earnings management and accounting conservatism, and it is more effective to use 
a simultaneous equation system instead of a single equation system to determine how 
these two variables influence each other. First, the Granger causality test is performed to 
obtain more evidence around the reciprocal relationship between these two variables. A 
simultaneous equation system is utilised if the experimental method verifies the causality 
between two variables. 

4.5. Granger Test 
By presenting this model, Granger (1969) established a method for determining the 

causal relationship between two variables (Equations (19) and (20)). 

𝑦 = 𝑎 𝑦 + 𝛽 𝑥  (19)

𝑥 = 𝑐 𝑥 + 𝑑 𝑦  (20)

As a result of estimating the model above, if coefficients are meaningful from a sta-
tistical point of view, it is stated that the variable is the granger causality of the second 
variable. If the coefficients are significant from a statistical point of view, then the second 
variable is also the granger causality of the first variable. In the case where only one coef-
ficient is meaningful, the causal relationship between two variables is unilateral. In con-
trast, if both coefficients are significant, the causal relationship between the two variables 
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is reciprocal, which is the definition of the feedback relationship between the two varia-
bles. As shown in Table 8, the Granger causality test results are presented based on accrual 
earnings management and accounting conservatism. The null hypothesis of this test and 
the influential obtained figures indicate that null hypotheses have been rejected. There-
fore, there is a reciprocal relationship between two variables; thus, using a simultaneous 
equations system in determining the relationship between two variables is preferable.  

Table 8. Granger causality test. 

H0 F p-Value 
CONS_C 353/621 0/0000 
EM_ACC 203/733 0.0003 

The following equations can be utilised to estimate the reciprocal relationship be-
tween primary variables based on the simultaneous equation system for evaluating the 
reciprocal impact of accrual management and conditional conservatism on each other. 𝐶𝑂𝑁𝑆_𝐶 , = 𝛽 + 𝛽 𝐸𝑀_𝐴𝐶𝐶 , + 𝛽 𝑅𝑂𝐴 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 , + 𝛽 𝐶𝐹𝑂 , + 𝛽 𝐿𝐸𝑉 , + 𝜀 ,  𝐸𝑀_𝐴𝐶𝐶 , = 𝛽 + 𝛽 𝐶𝑂𝑁𝐶_𝐶 , + 𝛽 𝑅𝑂𝐴 , + 𝛽 𝑆𝐼𝑍𝐸 , + 𝛽 𝐺𝑅𝑂𝑊𝑇𝐻 , + 𝛽 𝐶𝐹𝑂 , + 𝛽 𝐿𝐸𝑉 , + 𝜀 ,  

(21)

In this model, CONC_C represents the conditional conservatism calculated using the 
residual of the Basu (1997) model . The variables used in this model are defined in Equa-
tion (14). EM_ACC refers to accrual earnings management and is measured using the re-
sidual of McNicol’s model (2002). The element of McNicol’s model and the reason for its 
use are described in H3. Other variables have already been established. 

The results from the fourth hypothesis are presented in Table 9. In addition, the re-
sults from the Hausman test are shown in Table 9, indicating that the simultaneous equa-
tions between accrual earnings management and conditional conservatism are painted 
through the fixed effect model estimates. The concurrent equation system is estimated by 
using the two-stage Least-Squares method. Table 9 indicates that the variable coefficient 
of conditional conservatism is positive and meaningful, which means that conditional 
conservatism has a positive effect on the accrual of earnings management. According to 
the dependent conservatism coefficient, conditional conservatism in approved firms in 
TSE positively correlates with increased accrual earning management methods. Table 9 
indicates that the accrual management coefficient is positive and meaningful. In other 
words, accrual earnings management positively affects conditional conservatism. Based 
on the positive accrual earnings management coefficient, companies that manage earnings 
employ conditional conservatism procedures to prefer and present financial information. 
These findings are consistent with the views of the opponents of conservatism. In princi-
ple, they believe that accounting conservatism reduces the quality of accounting. In other 
words, the management demonstrates opportunistic behaviour by using conditional con-
servatism. 

Table 9 indicates that the variable coefficient of conditional conservatism is positive 
and meaningful, which means that conditional conservatism has a positive effect on the 
accrual of earnings management. According to the dependent conservatism coefficient, 
conditional conservatism in approved firms in TSE positively correlates with increased 
accrual earning management methods. Table 9 indicates that the accrual management co-
efficient is positive and meaningful. In other words, accrual earnings management posi-
tively affects conditional conservatism. Based on the positive accrual earnings manage-
ment coefficient, companies that manage earnings employ conditional conservatism pro-
cedures to prefer and present financial in-formation. These findings are consistent with 
the views of the opponents of conservatism. In principle, they believe that accounting con-
servatism reduces the quality of ac-counting. In other words, the management demon-
strates opportunistic behaviour by using conditional conservatism. 
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Table 9. Panel A: Empirical results of simultaneous equations between accounting conservatism 
and earnings management (EM_ACC is the dependent variable, 2SLS test). Panel B: Empirical re-
sults of simultaneous equations between accounting conservatism and earnings management 
(CONC_C is the dependent variable, 2SLS test). 

A 
Variables Coefficient St.D t-Statistics p-Value 
CONC_C 0.136 0.012 11.232 0.000 

ROA 0.723 0.023 31.119 0.000 
SIZE 0.010 0.002 5.177 0.000 

GROWTH −0.083 0.006 −12.982 0.000 
CFO −0.281 0.016 −17.394 0.000 
LEV 0.011 0.015 0.720 0.471 

Hausman Test (𝝌𝟐) 43.130      
R2 (Adj) 0.592 

F 12.188 
DW 1.821 

B 
Variables Coefficient St.D t-Statistics p-Value 
EM_ACC 0.477 0.036 13.163 0.000 

ROA 0.486 0.039 12.228 0.000 
SIZE −0.009 0.002 −3.259 0.001 

GROWTH 0.039 0.008 4.639 0.000 
CFO 0.083 0.023 3.623 0.000 
LEV 0.049 0.018 2.623 0.008 

Hausman Test (𝝌𝟐) 39.781      
R2 (Adj) 0.549 

F 10.243 
DW 1.587 

5. Discussion and Conclusions 
This study contributes to the literature by providing practical evidence of the associ-

ations among accounting comparability, executive compensation performance, earnings 
management, and accounting conservatism. It further offers a conceptual model of the 
simultaneous interactions of earnings management, accounting conservatism, compensa-
tion, and comparability. According to the results of this study, accounting comparability 
has a positive and significant impact on executive compensation. In light of these findings, 
it can be concluded that accounting comparability, which describes the quality of financial 
statements, is a sign of management efforts. These efforts are aligned with the interests of 
stakeholders. The risk is similar when two companies have high accounting comparabil-
ity. This fact demonstrates that higher accounting comparability increases the accounting 
system output. Thus, it can be argued that the executives imitate their peer companies, 
and in terms of economic competition, they strive to enhance their function and succeed 
in the market. As a result, companies may be able to compare accounting output functions 
with their competitors’ organisational efforts. Likewise, since the pay for executives is also 
determined according to their operations, the comparability of accounting system outputs 
influences the determination of the amount of this compensation. The fact that identical 
standards and regulations are applied consistently across the industry allows executives 
to minimise their opportunistic activities, increasing the value of organisations over time. 
The empirical results of this study confirm these speculations and can enrich the literature 
on agency theory. It is consistent with the findings of Lobo et al. (2018) and Nam (2020). 
They found that evaluating the performance of executives based on accounting compara-
bility with peers in the industry positively impacted their compensation. Accordingly, the 
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higher the comparability of accounting for a company to its peers, the higher the pay for 
its executives.  

Based on the results of the H2 test, conditional conservatism has a positive and sig-
nificant effect on executive compensation. Thus, conditional conservatism detects losses 
earlier than earnings, reducing executive decisions’ riskiness. Without high-risk choices, 
there will be no possible negative consequences for the company’s future, resulting in a 
reliable income for the company. In other words, the efforts of executives that improve 
the firm value and owners’ wealth and stabilise a sustainable income for the commercial 
unit have paid off. This factor contributes to the rise in executive compensation. The find-
ings are consistent with conservative perspectives. 

Moreover, the results of the H2 test indicate that conditional conservatism can 
strengthen the relationship between accounting comparability and executive compensa-
tion. The primary goal of conditional conservatism is to neutralise the tendency for exec-
utives to publish favourable information when an adverse event occurs. Therefore, it 
could be concluded that conditional conservatism makes honesty possible, and executives 
use identical standards and regulations across peer companies to reach this goal, which 
improves accounting comparability and quality.  

The findings indicate that conditional conservatism can enhance the relationship be-
tween accounting comparability and executive compensation by positively influencing 
these variables. Based on these findings, Francis et al. (2013) and Ruch and Taylor (2015) 
believe that conditional conservatism leads to high-quality and valuable information for 
shareholders. These findings, however, contradict the views of the opponents of conserv-
atism. Based on the information system deviation perspective (LaFond and Watts 2008), 
this group believes conservatism degrades accounting comparability quality. 

The results of the H2 test, however, indicate that unconditional conservatism does 
not have a significant impact on executive compensation. In addition, unconditional con-
servatism does not influence the accounting comparability through the first and second 
factors (the relationship between cash flows and earnings of each share and the relation-
ship between share return and earnings and losses of each share). Penman and Zhang 
(2002), Ismail and Elbolok (2011), and Didar et al. (2016), have reported similar results. 
Their findings show that unconditional conservatism has no impact on the quality of re-
porting. However, unconditional conservatism can impact the relation of the accounting 
comparability third factor (the association of share price with official value and the profit 
of each share) and executive compensation. In this way, it can strengthen the mentioned 
relationship. As per the existing literature, unconditional conservatism leads to higher-
quality accounting comparability and lower capital costs. 

Furthermore, these findings show that unconditional conservatism facilitates the 
evaluation of accounting information by determining the informing amount of the data 
for the market and the market reaction. Thus, accounting information in the third factor 
of comparability, which is based on share market information, is influenced by conditional 
conservatism and, as a result, will strengthen the link between accounting comparability 
and executive compensation. The results of this study confirm those of Li et al. (2019), who 
found that executives who make conservative decisions earn increased compensation.  

Further, the results of H3 indicate that accruals earnings management positively im-
pacts executive compensation, which confirms the theory of conflict of interest. In con-
trast, according to the findings, earnings management strengthens the connection be-
tween accounting comparability and executive compensation by utilising accruals. The 
results of this study demonstrate that executives try to manipulate accounting information 
to gain additional compensation and assimilate this information with their peers through 
accruals as part of the accounting system. Executives probably believe in comparing their 
function with their peers in other companies and try to provide and present similar infor-
mation. Despite this, research from H3 indicates that actual earnings management has no 
effect on executive compensation and does not affect the relationship between accounting 
comparability and executive compensation. These findings are in line with Su et al. (2016). 
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Based on their results, accruals earnings management leads to an increase in comparabil-
ity. However, actual earnings management does not impact comparability.  

Regarding their economic facts, there is substantial evidence that emerging markets 
are innovative in accepting and adopting financial reporting standards. Therefore, it is 
expected that the assimilation process of standardisation and use of them in conjunction 
with the existing features will enhance information quality, increase the reliability of fi-
nancial reports, develop capital and investment flows, enhance operational functions and, 
therefore, encourage economic development.  

As mentioned throughout the research text, in emerging economies due to the insuf-
ficient experience of managers and even law-making organisations, it is necessary to up-
date the laws based on the conditions and apply more supervision on these laws and 
standards. One of these ways is to strengthen the dimension of corporate governance. For 
example, more and more optimal training for auditors can lead to preparing and present-
ing more accurate information from companies, which minimises the mistakes of inves-
tors and other stakeholders in making decisions. In addition, it is necessary for the devel-
opment of emerging markets to adhere to existing laws and monitor the implementation 
of these laws. 

This study has the following limitations: 
1. There were some companies in the Iranian capital market whose information was not 

accessible, which reduced the sample size. 
2. Several factors, such as economic uncertainties and organisational cultures, which 

can affect executive function and compensation, are inaccessible and anonymous. 
3. Due to limitations associated with smooth panel transition regression, most potential 

influential factors cannot be included in the model. 
Future research could investigate the following topics: 

1. Study domestic and foreign corporate governance mechanisms that may impact ex-
ecutive compensation and the quality of financial reporting. 

2. There is an impact of international sanctions as an external political economy factor 
on the manner and amount of determining executive compensation. Furthermore, 
standardisation under these sanctions and financial reporting records are influential 
factors.  
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