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ABSTRACT

The purpose of this study is to investigate the accounting conservatism and financial crisis
of companies accepted on the Tehran Stock Exchange. The statistical population of the study
includes all companies accepted on the Tehran Stock Exchange between 1394-1398 (5-year time
slicing). Among the companies, 103 of them were selected as a sample by systematic elimination
sampling method. Regression method was used to analyze the information and test the hypotheses.
The results showed that there is a significant relationship between accounting conservatism and
financial crisis.

Keywords: Accounting Conservatism, Corporate Financial Crisis, Firm Size, Leverage Ratio and
Profitability Index

INTRODUCTION

One of the main arteries in the accounting and financial reporting system, is company’s
information .This system has qualitative features affect the form and content of information, which
is one of the qualitative features of accounting conservatism.

The appropriate tools to assess the financial condition of organizations, is one of the
effective factors helps decision-making process. The most important tools are the models predicting
companies’ financial distress and the bankrupt companies in different countries that are considered
by researchers and capital market participants. Accordingly, in connection with the financial
distress of companies, different theories proposed by researchers.

Dambulna & Khoury believe that company’s bankruptcy has occurred due to some internal
and external factors. Internal factors occur due to the poor management performance, including lack
of coordination with technological changes, unproper communication, fraud, inability to control
costs and lack of financial knowledge of managers. (Farhadi, 1397)

According to John Su and Basu, conservatism in accounting practices has a 500 years
history. Sterling believes that conservatism is the principle of assessing the influence of accounting,
and in the United States, empirical researches about conservatism showed accounting practices are
conservative, and they also become more conservative over the past thirty years. (Mehrani, Thani &
Hallaj, 1396)

According to the literature of the research about helplessness and conservative crises, we
will notice that studies will be done in these two areas, and the most important point is the impact of
these two areas on each other which has been studied and how they effect on each other was
explained. In order to explain the impact of the financial crisis on conservatism further analysis
about the roots of financial crises is necessary. Securities markets closely monitor agency costs and
stock price declines. This claims that declining shareholder and managerial prices motivate them to
reduce asymmetry of information and agency costs (ibid, 112).
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Problem Statement

In companies where managers meet financial crisis, due to declining profitability and lower
stock prices and bonuses, they have high incentives to use optional accruals and profit
manipulation. Such actions lead to lower profit quality and lower quality of financial information.
Therefore in the context of the financial crisis, investors' trust on financial reporting system is
weakened and determining the quality of accounting is crucial. (Shoorvarzi et al., 2016)

According to view of Olsons’ (1995), conservatism means the net worth expectation of a
company's assets in the long time is less than its market value. In other words due to the utilization
of accounting conservatism, the market value of the reported assets will be higher than their book
value.

In order to take advantage of investment opportunities and better allocation of resources,
anticipate financial distress suggested .Therefor, at first by providing the necessary warnings,
companies will be aware of the occurrence of financial distress so they can response to these
warnings, and second, investors and lenders distinguish favorable investment opportunities from
unfavorable opportunities and invest their resources in appropriate investment opportunities. The
Financial Accounting Board will define Conservatism in Accounting as a conservative response to
ambiguity in Concept Statement number 2 in order to ensure the risks and ambiguities in the
company are sufficiently addressed. Although conservatism has a long history in accounting, the
joint Concept Framework draft for Financial Reporting, introduced in 2008, states that conservatism
may lead to information asymmetries and that Investor insights into future cash flows will be
diminished. In this research, we want to examine whether there is a significant relationship between
accounting conservatism and the financial crisis of companies listed on the Tehran Stock
Exchange?

Importance and Necessity of Research

Accounting conservatism is one of the fundamental concepts in accounting, defines
conservatism requires a high degree of approval to recognize good news such as profit versus bad
news such as loss. Discover accounting and other variables. Various studies have been conducted
by researchers to discover the relationship between accounting conservatism and other variables.
Examining variables such as accounting conservatism and corporate financial crisis as a new
research can provide useful information to capital market participants compared to previous
research. It is expected that the results of the research will have the following scientific
achievement and value: (Eskandari & Farzaneh, 1390)

First, the results of this study can lead to the development of theoretical foundations related
to the variables affecting the financial crisis of companies.

Second, results of research as a scientific achievement can provide useful information to investors,
creditors and managers to achieve their goals.
Third, the results of this research suggest new ideas for further research on the subject of research.

Theoretical Foundations of Research
Accounting Conservatism

Accounting conservatism in accounting is the tendency to use a higher level of verifiability
to identify favorable news than unfavorable news. Hendrix & Nobarda (2018) consider the reason
for accounting conservatism, which is due to uncertainty, is two factors: the continuation of the
business unit in the foreseeable future and the obligation to supply or estimate some amounts. They
also bring reasons for the application of accounting conservatism; including pessimism stemming
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from the principle of accounting conservatism in the financial reporting process modulates
optimism in management's major estimates of the entity's performance. Lafunds & Watts (2017)
consider the use of accounting conservatism to be necessary because of the moderating over-
management optimism in estimates. Basu (2016) defines accounting conservatism as the
requirement to have a high degree of approval to recognize good news such as profit versus bad
news such as loss. This definition describes accounting conservatism from a profit and loss
perspective; but another definition is the definition of accounting conservatism from a balance sheet
perspective. According to this view, in cases there is a real doubt in the choice or several reporting
methods are considered, a method should be chosen that has the least desirable effect on equity. The
third definition of accounting conservatism is based on the perspective of a combination of profit
and loss and balance sheet. According to this concept, accounting conservatism means a reduction
in the reported accumulated profit, a later income structure and a faster cost recognition, which
leads to a lower valuation of assets and a higher valuation of debt. Ryan (2017) defines accounting
conservatism as conditional accounting conservatism and unconditional accounting conservatism.
Conditional accounting conservatism is accounting conservatism that is required by accounting
standards; That is, recognizing losses in a timely manner in the presence of bad and undesirable
news and not recognizing profits in the presence of good and desirable news. (Shahriari, 1396)

The Relationship between Accounting Conservatism and the Financial Crisis

In times of financial crisis, business unit managers tend to positively corporate profits by
spreading good news, such as identifying unrealized profits (Biddle et al., 2017). Watts believes
that if the company's contracts with various groups, such as investors and creditors, are based on
accounting figures, then due to conflicts of interest between managers and those groups, company
managers will try to behave in a biased manner. They will manipulate those figures that have
increased profits or assets and reduced debts, for example, conservatism as an effective contractual
mechanism by delaying the recognition of profits and assets and the recognition of At the time of
losses and debts, they neutralized the managerial biased behavior, so it can be argued that there is a
relationship between accounting conservatism and the financial crisis. (Talibnia, 2013)

Background of the Research.
Internal Research Background

Heidari & Tara (1398). The effect of accounting conservatism on the investment of
companies listed on the Tehran Stock Exchange during the global financial crisis. The research
method of the present study is applied and its research design is semi-empirical and using a post-
event approach (through past information). The spatial scope of this research includes investment
companies listed on the Tehran Stock Exchange and the time domain of this research was also from
1987 to 1991 that was selected by the systematic removal method and 71 companies were selected
as the final sample by Cochran method. To prove this issue three hypotheses were also formulated.
Corporate accounting conservatism before and after The financial crisis is significantly different.
The level of corporate investment before and after the global financial crisis is significantly
different. The relationship between accounting conservatism and corporate investment before and
after the global financial crisis is significantly different. The results showed that conservatism there
is a significant difference between corporate accounting before and after the financial crisis. The
amount of investment of companies before and after the global financial crisis is significantly
different. The relationship between accounting conservatism and corporate investment before and
after the global financial crisis is significantly different. The results showed that the accounting
conservatism of companies before and after the financial crisis is significantly different. The
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amount of investment of companies before and after the global financial crisis is significantly
different. The relationship between accounting conservatism and corporate investment before and
after the global financial crisis is significantly different.

Mehrani, Thani & Hallaj (1396) examined the size of the company and debt contracts with
conservatism in the Tehran Stock Exchange in 85 companies between 1382-85. In this study, they
found that there is a significant positive relationship between debt and conservatism in two criteria
based on accruals and based on market value. Also, the negative relationship between firm size and
conservatism was only confirmed in the criterion based on market value in their research.
According to their conclusion, it cannot be inferred that there is a significant and negative
relationship between firm size and conservatism.

Karami, et al., (2016) investigated the effect of the mechanisms of the company's
management system on the level of accounting conservatism in companies accepted on the Tehran
Stock Exchange. Findings indicate a positive relationship between the percentage of ownership of
board members and institutional investors with accounting conservatism and a negative relationship
between the ratio of financial crisis and accounting conservatism.

Hassanzadeh (2016). In a study entitled The effect of accounting conservatism on the

relationship between retained cash and abnormal returns of companies in the Tehran Stock
Exchange examines the effect of accounting conservatism on the relationship between retained cash
and abnormal returns of companies. The results show that the market value of an additional retained
cash rail increases with the introduction of accounting conservatism in companies and leads to
efficient use of cash and reduces the loss of market value associated with retained cash.
Talibnia, et al., (2015) predicted the financial crisis based on providing a model consisting of
macroeconomic variables and financial variables. In this study, four models of predicting financial
crisis with a time interval of one year and two years were developed. The results of their research
show that the Springate and Wallace models developed with cash flow ratios and macroeconomic
variables have effective variables to predict the financial crisis.

Roodpashti, et al., (2014) compared the results of using Altman and Falmer models to
predict the bankruptcy of companies during the years 1379 to 1383, in a research. The results
indicate that in predicting a company, there is a significant difference between the results of the two
models. The Altman model is also more conservative in predicting bankruptcy than the Falmer
model.

Rezazadeh & Azad (2014). In a study, they examined the relationship between information
asymmetry between investors and the degree of conservatism in financial reporting during the
period 1381 to 1385. The results of this study indicate a positive and significant relationship
between information asymmetry between investors and the level of conservatism applied in
financial statements. In addition, the results show that the change in information asymmetry
between investors causes a change in the level of conservatism, and following the increase in
information asymmetry between investors, the demand for conservatism in financial reporting
increases.

Foreign Research Background

A review of Rosilanda (2017) results indicates a weak correlation between corporate
governance system and increased conservatism in financial statements. He found that the
independence of the audit committee and the size of the board had no effect on increasing
conservatism in the financial statements. The use of five large independent auditors also had little
effect on increasing conservatism. Separating the tasks of chairman of the board from the CEO and
the degree of independence of the board has had a limited effect on conservatism.

Bidel, et al., (2017) examined the bilateral causal relationship between accounting
conservatism and bankruptcy risk and found that conditional and unconditional conservatism have a
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negative relationship with bankruptcy risk. They also found that the risk of bankruptcy was
positively related to unconditional conservatism and negatively related to conditional conservatism.
They introduced the use of conservative practices as an important principle in financial accounting
In their research.

In a research, Wichit Sarah Wong & Ang (2016) showed in the financial crisis of 1997 in
Hong Kong, Malaysia, Singapore and Thailand, the rate of conservatism was low and managers
tended to provide good news early and bad news with delay. The findings indicate that the use of
conservatism has increased since the Asian financial crisis. The results indicate that the effect of
applying conservatism or conservative accounting practices has been beneficial after the financial
crisis.

Daei and lan (2016) in a study,examining the impact of conservatism on trade credit and
monetary policy concluded that the level of bat conservatism in a strong monetary policy leads to a
higher level of trade credit.

Garcia & Mirasogorb (2015) state that companies with financial constraints tend to invest
their cash first to finance profitable projects and then in fixed assets or working capital. They invest
their cash in a way that guarantees a new loan. Companies are more likely to increase tangible fixed
assets because of the financial problems in the future.

Basso (2014) defines conservatism as the accounting tendency to require a higher degree of
verifiability to identify good news compared to the degree of verification required to identify bad
news. This leads to a decrease in profits and consequently assets. The Technical Committee of the
Auditing Organization of Iran (2007) states that the preparers of financial statements deal with
ambiguities that inevitably throw over many events and circumstances. And the amount of claims
related to the guarantee of the goods sold. Such cases are reviewed with caution in the financial
statements and with disclosure of their nature and extent.

RESEARCH HYPOTHESES

1) The financial crisis has a significant effect on accounting conservatism.
2) Financial leverage has a significant effect on accounting conservatism.
3) It has a significant effect on accounting conservatism in advertising and marketing.

Research Method, Statistical Population and Sampling Method

The statistical population of the study includes all companies accepted on the Tehran Stock
Exchange between 1394-1398 (5-year period).

Among the companies, 103 companies were selected as a sample by systematic elimination
sampling method. The sample selection process is shown in the table 1:

Table 1
SAMPLE SELECTION PROCESS
Total number of companies listed on the stock exchange at the end of 1398 652
Criteria:
Number of companies that have not been active in the stock exchange in the period 1394- 161
1398.
Number of companies accepted on the stock exchange until 1398. 57
Number of companies other than holding companies, investments, financial intermediaries, 82
banks or leasing companies.
The number of companies that have changed the fiscal year in the period 1394-1394 or the 89
fiscal year does not finished until the end of March 2017.
The number of companies that had trading interruptions for more than three months between 160
1394-1394.
Number of sample companies after systematic removal 103
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Research Models and Variables
Test Model of the First Hypothesis
The financial crisis has a significant effect on accounting conservatism.

EIR, =8 +AD,)+AR,)+AR, ~Aib*)+ 6,(R,, <MB,)+ A (R, «Lev,)
+5 (R, =5ize )+ &0, , =R )+ 80, =R, = Attmib, “ 1+ (D, s =B, =MB,)
+!"‘3|-'.':‘D. ) :-cR._. -cLEVIr}+_,|'3”I:DI : -cR.Ir o '?-iEE;.I:I—.:'I p

Test Pattern of the Second Hypothesis

Financial leverage has a significant effect on accounting conservatism.

E/PR, . =8 + 8D, )+ AR, + AR, <Ambr) + 8(R,, <MB,)+ 8 (R,, =Lev,)
+E (R, =Size )+ &0, , =P )+ G (D, =B, =« Atmbh *)+ G000, «F_  «NMB_)}
+-"'3|r.':ﬂ._| = -c]'..E-‘i,’lr}+_,d3“I:DI___ =B = Ei-iZE';_I:I—.:'.

Test Pattern of the Third Hypothesis

Has a significant effect on accounting conservatism in advertising and marketing.

E/F, =8 +AM@, )+4&R, I+4AR,, ~Atmb )+ 5(R,, ~MB, )+ £(R,, =Lev,)
+& (R, =5ize )+ & (D, , =R )+ (D, , =R, = Atmb i+ (0, , =R, «NB_)
+5,. 0D . B -cLevlr}+,5”(D”_ B E‘.izei_lj—.:-l_

Research Variables

In this study the variables include the following categories:
Independent Variable

Accounting Conservatism

The dependent variable in this study is accounting conservatism, which in the present study
uses a multivariate regression model inspired by Basso’s (2013) model, and modified Basso’s
model proposed by Roichudari & Watts (2012) to investigate the relationship between board
composition and conservatism. The description of each model bring as follows:

Basso model: The tendency to accelerate the recognition of losses and delay the recognition of
profits is a conservatism from the perspective of profit and loss, and accordingly in 1997 Basso
introduced the criterion of temporal asymmetry of profits. Basu model is as follows:

Ei,t / Pi,t—l =at ﬂZDi,t +B;DxR

Ei, t = profit before unexpected items of company i in year t

Pi, t-1 = Value of the capital market of company i at the beginning of year t

Ri, t = annual stock return of company i in year t

Di, t: A virtual variable 0 and 1 in which if R<0 It’s value is one and otherwise zero.
S = Measures the response of profit to positive returns.
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S2+ 3= Measures the response of profit to negative returns.
Conservatism means 52+ 3> 2 or 3> Cin other words.

Modified Basso Model: Basso model tested and evaluated in many studies, the results
showed a negative relationship between this criterion and the B / M ratio (an old and well-known
criterion for conservatism), therefore the mentioned results led to put the reputation of the Basso
model to stake. After criticizing the Basu criterion, (Roichudari & Watts, 2006) in their
experimental research showed that if the period of estimating the temporal asymmetry of profit
increases from one period to several periods, the relationship between the temporal asymmetry of
profit and the ratio B / M will be positive at the end of that long period. Therefore, Roichudari and
Watts’s research (2006) led to the adjustment of Basso criterion in the form of time asymmetry of
multi-cycle profit. In this study, using the following model, derived from the temporal asymmetry
criterion of profit of a period (Basso model) and the criterion of multi-period temporal asymmetry
(Roichudari & Watts model), the relationship between financial leverage and board composition in
conservative Something will be examined.

E ""F:,l-. -.-'ﬁ:. _ﬁ.{D.,r}'F.E: ER r}+.ﬁ'—(R. r :':Aru-j'b1‘j+.-ﬁﬁ‘:R. r :.:mlllj +-E'.|:R._.' '(I-‘E"r.r}
+A,(R,, «Size, )+ 8,(D,, xR,,)+ £ (D,, «R,, = Atib*)+ 8(D,, «R,, «MB,,)
+J"3|-.':ﬂ.,| B, ncLEVIr}+,|'.3“|:DI; "R—.r:':?'ize.,u:l_"'.,u

Dependent Variable
Financial Crisis

The dependent variable in this study is the financial crisis. The control variables of this

study are as follows (Anderson, 2019) In the above model:

Attribkt = In the k hypothesis (second, third and fourth), respectively, is equivalent to the amount of
financial crisis, financial leverage and advertising and marketing of the company in year t.

MBt = Control variable ratio of market value to book capital value of the company in year t

Levt = Company lever control variable in year t

Sizet = Company size control variable in year t

In the above model, in the second, third and fourth hypotheses, respectively (equivalent to the
degree of financial crisis, financial leverage, km) and the company's advertising and marketing in
year t.

MBt = control variable ratio of market value to book capital value of the company in year t

Levt = company leverage control variable in year t

Size = Company size control variable in year t

The Researches shown in Table 2, 3,4, 5, 6,7, 8

RESEARCH FINDINGS

Descriptive Statistics

Table 2
DESCRIPTIVE FINDINGS
Minimum Maximum Standard Deviation Mode Middle Medium Value
1.00 0.00 0.29 0.60 0.40 0.45 103
7.00 5.00 0.23 5.00 5.00 5/03 103
1.08 0.15 0.16 0.55 0.63 0/62 103
27.25 0.33 3.44 1.62 2.50 3.60 103
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13.86 7.21 0.71 12.00 11.70 11.81 103
0.68 -1.29 0.18 -1.29 0.18 0.19 103
297.20 -63.60 8.21 -8.50 7.15 15.58 103
Table 3
DESCRIPTIVE STATISTICS OF THE VARIABLE BOARD IND
The Cumulative Percentage of Correct Data Percentage of Frequency Value
Percentage Frequency Frequency
1.18 1.18 1.18 65 0
2.19 1.1 1.1 4 14.0
4.29 3.10 3.10 37 2.0
451 9.21 9.21 79 4.0
1.78 7.26 7.26 96 6.0
8.59 8.17 8.17 64 8.0
100 2.4 2.4 15 1
100 100 103 total
Table 4
DESCRIPTIVE STATISTICS OF THE BSIZE VARIABLE
The Percentage of
Cumulative Correct Data Percentage Frequency
Percentage Frequency Frequency
6.98 6.98 6.98 98 5
100 4.1 4.1 5 7 value
100 100 103 total
Table 5
DESCRIPTIVE STATISTICS OF THE CEO VARIABLE
The Cumulative Percentage of Percentage
Percentage Correct Data Frequency | Frequency
Frequency
6.78 6.87 6.78 283 0
100 4.21 4.21 77 1 value
100 100 103 total
Table 6
CORRELATION TEST
Spearman Correlation Pearson Correlation
EP EP
The
Sig Correlation Sianificance Sig The
Significance of Coefficient g of Correlation Variables
Correlation _ '_I'he Correlation _ '_I'he Coefficient
Significance Spearman Significance Pearson
Level Level
---------- 1 1 EP
significant 0 385.0- significant 0 195.0- D
significant 0 352 _Un 497 0.36/0- R
significant
significant 0 380 significant 0 248/0 R*D
significant 0 266 _ Un 206 055/0- R*Boardland
significant
significant 0 353 . Un 502 036.0- R*Bsize
significant
significant 1 178 _Un 175 72 R*CEO
significant
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significant 0 256 _Un 426 42 R*MB
significant
significant 0 344 significant 1 169.0- R*LEV
- Un .
significant 0 357 significant 417 043.0- R*Size
significant 0 281 significant 0 236.0- D*R*BoardInd
significant 0 380.0- significant 0 248.0- D*R*Bsize
significant 34 112.0- _ Un 238 062.0- D*R*CEO
significant
significant 0 379 significant 7 142 D*R*MB
significant 0 380 significant 0 256 D*R*LEV
significant 0 379 significant 0 247 D*R*Size
Hypotheses Testing

To test the hypotheses, multivariate linear regression test was used in combination form
(year-company). In this method, all the collected information from 103 companies during 5 years is
entered the regression equation.as the number of observations increases; the accuracy is higher than
the cross-sectional method (year by year).

Table 7
MULTIVARIATE LINEAR REGRESSION EQUATION TABLE
. Explanatory and Independent
ENTER Regression Method Variables
T Statistics Sig B
16.942 0.000 232.0 Byuli )laia
-1.582 0.115 -0.038 B, D
2.333 0.020 0.009 B, R
-9.450 0.000 -0.010 BsR*LEV
0.646 0.519 0.004 B,R*MB
-0.795 0.427 0.000 BsR*Size
0.227 0.0281 0.003 BgR*D
3.432 0.001 0.017 B;D*R*LEV
-0.419 0.676 -0.007 BgD*R*MB
-0.271 0.787 0.000 ByD*R*Size
1.521 Watson Camera
0.315 R square determination coefficient
0.297 R square Adjust(_ad c_oefficient of
' determination
17.863 F Statistics Significance of the
000.0 Sig whole Anova model

Testing the First Hypothesis

The value of B coefficient, which shows the difference between the sensitivity of E / P to
positive and negative returns, is greater than zero (0.012) and is significant, indicating that the E / P
response to rapid negative returns faster than E / P response to positive returns. In other words, the
positive coefficient of B indicates the existence of time asymmetry in identifying bad news versus
good news and indicates accounting conservatism. The value of B ; coefficient is also negative (-
0.003) and its significance level is acceptable (0.000) shows there is a negative relationship between
E / P response to positive returns and the percentage of financial crisis. .

The significance level of By is 5% less than the acceptable error level (0.016) and also the beta
numeral (-0.007) is negative, so there is a significant and negative relationship between the
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percentage of financial crisis and approved accounting conservatism. In other words, companies
with a high percentage of financial crisis show less tendency to conservative reporting.

The significance level of By is 5% lower than the acceptable error level (0.019) and also the beta
numeral (0.019) is positive, so there is a positive and significant relationship between financial
leverage and accounting conservatism. There is. Also, the significance level of B,y and B;; is 5%
higher than the acceptable error level (951.0 and 0.961), so there is no significant relationship
between the ratio of market value and book value of capital and between company size and
Conservatively observed.

Testing the Second Hypothesis

The value of B ; coefficient, which shows the difference between the sensitivity of E / P to
positive and negative returns, is greater than zero (0.005) and significant, indicating that the E / P
response to negative returns is faster than E / P reaction to the positive return. In other words,
positive coefficient B, indicates that there is a time asymmetry in identifying bad news versus good
news and accounting conservatism. The value of the positive B; (0.003) and its significance level is
5% higher than the acceptable error level (0.421), shows there is no relationship between the E / P
response to positive returns and financial leverage.

The significance level of Bg is 5% higher than the acceptable error level (0.974), so the
existence of a significant relationship between financial leverage and accounting conservatism is
not confirmed.

The significance level of B o is 5% less than the acceptable error level (0.000) and also the
beta numeral (0.018) is positive, so there is a positive and significant relationship between financial
leverage and accounting conservatism. Also, the significance level of B,y and B/, is 5% higher than
the acceptable error level (0.639 and 0.890), so there can be no significant relationship between the
ratio of market value and book value of capital and between company size and Conservatively.

Testing the Third Hypothesis

The value of B, coefficient, which shows the difference between the sensitivity of E / P to
positive and negative returns, is greater than zero (0.001) and significant, indicating that the E / P
response to negative returns faster than the E / P response to positive returns. In other words, the
positive B coefficient indicates the existence of time asymmetry in identifying bad news versus
good news and accounting conservatism. The value of the positive B ; coefficient (0.000) and its
significance level is 5% higher than the acceptable error level (0.352) ,shows there is no
relationship between the E / P response to positive returns with advertising and marketing.

The significance level of Bg is 5% higher than the acceptable error level (0.475), so the
existence of a significant relationship between advertising, marketing and accounting conservatism
is not confirmed.

The significance level of By is 5% lower than the acceptable error level (0.000) and the beta
numeral (0.018) is also positive. Therefore, there is a positive and significant relationship between
financial leverage and accounting conservatism. The significance level of B,y and B, is 5% higher
than the acceptable error level (0.705 and 0.591), so there can be no significant relationship
between the ratio of market value and book value of capital and between size of company and
accounting conservatism.
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RESULTS

Table 8
HYPOTHESIS TESTING RESULTS

Result Hypothesis
The extent of the financial crisis
affects accounting conservatism First hypothesis
Financial leverage affects
accounting conservatism. Second hypothesis
Advertising and marketing affect
accounting conservatism.

Accept

Reject

Reject Third hypothesis

The Result and Interpretation of the First Hypothesis Testing

The results show that there is a significant relationship between financial crisis and
accounting conservatism. The regression model beta also states that this relationship is negative, in
other words, as the financial crisis increases, the desire for conservative reporting decreases. Thus,
the first hypothesis is confirmed.

Since the responsibilities of the board members are closely related to the CEOQ, it is expected
that the task of overseeing management will be primarily the responsibility of the financial crisis, so
the financial crisis plays an important role in solving the representation problem between managers
and owners. In this regards, some researchers concluded that boards dominated by non-executive
members mostly acted in the interests of the shareholders and more likely to prevent board
members from poor performance. It has also been found that companies with a board of directors,
with a majority of non-executive members, are less involved with accounting fraud.

Unexpectedly, the results show by the increase of the financial crisis, the use of conservative
methods decreases. In other words, according to the results of the study, non-executive managers
have not been able to play an active regulatory role on the performance of Tehran Stock Exchange
companies and prevent managers from using bold accounting methods, which may be due to the
fact that in this study, managers who do not have an executive position in the company were
defined as non-executive managers and were assumed to be independent While they may not be
truly independent, for example, many of them are actually appointed by large investment,
commercial companies, CEO and chairman of board, or due to long time board membership are
dependent to that company. Or non-executive managers have been influenced by executive
managers. Reasons that non-executive managers may be affected by executive managers: 1. Lack of
sufficient knowledge and expertise to evaluate managers' decisions 2. Lack of motivation to
challenge these decisions.

The Result and Interpretation of the Test of the Second Hypothesis

The results show that there is no significant relationship between financial leverage and
accounting conservatism. Thus, the second hypothesis is not confirmed.

The board of directors of companies is one of the strong mechanisms of company
governance and according to Fama & Jensen (1983) plays a main role in company governance Lim
(2009).s0 that an effective board of directors with sufficient numbers leads the company's
management to apply conservative practices to prevent management optimistic behaviors and
increase the risk of lawsuits against the company.
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The Result and Interpretation of the Test of the Third Hypothesis

The results show there is no significant relationship between advertising,marketing and
accounting conservatism. Thus, the third hypothesis is not confirmed.

The results of the research of Ahmad & Diolman (2007); Joa Nehu (2009) indicate that there
IS no significant relationship between accounting conservatism and the separation of the CEQO's
duties of the chairman of the board .according to the results of the research of Wuchan Chi, et al.,
(2009)’s research there is an inverse relationship between accounting conservatism and the
separation of duties of the CEO from the chairman of the board. In addition, contrary to the above
research, the results of Roslinda (2009) research, indicate a weak positive relationship between
these two variables. The contradictory results in this regard may be due to differences in the
business and economic environment of the research.

Suggestions from Research Results

Given that there is no doubt about the importance of corporate governance for the success of
companies and social welfare, and the reform and promotion of company governance lead to capital
market development , economic growth and development. Based on theoretical foundations and
practical background al around the world, in order to ensure the proper functioning of companies
and the capital market and to increase the confidence of domestic and foreign investors, it is vital to
improve company governance. Recently, though not the law, but the approval of the bylaws of
company governance principles, methods of monitoring and controlling companies accepted on the
stock exchange were considered and numerous and appropriate regulations were formulated and
implemented in order to expand the capital market by Stock exchange officials in our country, but it
does not seem to be enough to improve the company governance system. Moreover the offering
shares of Iranian companies in international capital markets seems to be impossible without
fundamental reforms in the company governance system, and the foreign investors’ s extensive
login to the capital market seems unlikely. Therefore, regarding the negative impact of the financial
crisis on accounting conservatism, as well as the lack of financial leverage and advertising and
marketing on increasing the use of conservative methods on stock exchange organization and other
responsible organizations for implementing the governance system, it is suggested and emphasized
to improve the company governance system by implementing efficient mechanisms in our country.
2. according to the result of the study there is a significant negative relationship between the
percentage of financial crisis and accounting conservatism, indicate the unfamiliarity of the
members with their important supervisory role on management performance and lack of effective
role to improve the quality of financial reporting, so it is suggested that these members should be
more familiar with their duties to play an effective role in company governance.
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