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Abstract

Considering the importance of accounting information quality, this study aims to
investigate the moderating role of the probability of earnings manipulation on the
relationship between financing constraints and accounting information quality. To test the
research hypotheses, a sample of 115 companies listed on the Tehran Stock Exchange
between 2017 and 2023 was selected, and the hypotheses were examined using multiple
regression and panel data. The findings indicate a negative and significant effect of
financing constraints on the quality of accounting information. It was also found that the
probability of earnings manipulation weakens this relationship. This result reflects the fact
that when a company faces financing constraints, it may find incentives to manage its
financial statements due to financial pressures and the need to secure new resources. In
such conditions, where the probability of profit manipulation increases, the scope for
fraudulent actions also increases. The results of this study can affect the efficiency and
effectiveness of decisions made by investors and creditors in the capital market to assess
the credit risk of business entities and can help supervisory and standard-setting institutions
review the laws and standards affecting the reporting and disclosure process in companies
with financing constraints and suspected earnings manipulation. Furthermore, auditors,
aware of the inherent risks of such companies, should reconsider developing effective audit
methods.
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Introduction

In today's modern society, economists can do almost nothing without information.
Improving the quality and usefulness of accounting data has become more critical as a
result of recent global financial crises. Financing constraints may lead a business entity to
focus on securing financing rather than providing quality financial information. These
restrictions not only affect the economic performance of companies but also lead to a
decrease in the accuracy and transparency of financial reporting, increased earnings
management to present a better picture of the company's financial position, increased
information asymmetry, an inability to implement appropriate dividend policies, and an
increased cost of capital. This demonstrates the need to make appropriate decisions in the
field of financing and resource management to maintain the quality of accounting
information.

Earnings manipulation, as a risk-based management behavior, undermines the existential
philosophy of financial statements and reduces investors' trust in the financial reporting
process. Theoretically, according to agency theory, managers manipulate earnings due to
conflicts of interest between themselves and stakeholders, and according to prospect
theory, managers' psychological preferences, such as loss aversion, can motivate earnings
manipulation. Awareness of the causes of earnings management provides the possibility of
reducing it. The numerous cases of accounting fraud observed in recent years lead us to a
more precise understanding of the developments governing the accounting industry and the
need to reform and develop relevant laws and regulations. In the real world, research is
needed to provide evidence to support this theory.

Outside Iran, some empirical evidence confirms this theory. For example, Tang (2023)
showed that financing constraints undermine the relevance, reliability, and prudence of
accounting information. Also, Ebrahimi et al. (2017) showed that financial crisis has a
negative and significant effect on earnings smoothing, earnings value correlation, and
conditional conservatism. However, to date, none of the researchers have examined the
reduction in accounting information quality through financing constraints and the
probability of earnings manipulation.

Our review found no study that has investigated this issue in Iran, so the current research
attempts to answer the question: What effect does the probability of earnings manipulation
have on the relationship between financing constraints and accounting information quality?
The results of this study, in addition to helping identify companies with financing
constraints and suspected earnings manipulation, can affect the efficiency and
effectiveness of decisions made by investors and creditors in the capital market to assess
the credit risk of business entities and can help supervisory and standard-setting institutions
review the laws and standards affecting the reporting and disclosure process in companies
with financing constraints and suspected earnings manipulation. Furthermore, auditors,
aware of the inherent risks of such companies, should reconsider developing effective audit
methods. In addition, the results of the study are expected to help managers of economic
units improve the quality of financial reporting by considering the effects of financing
constraints and the probability of earnings manipulation.

Methodology

This research is considered applied in terms of purpose and descriptive-correlational in
nature. The data were collected through the database of the Tehran Stock Exchange
Organization (Codal). The required data were gathered using the systematic elimination
method. The statistical sample of this research consists of 115 companies listed on the
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Tehran Stock Exchange. The data were then examined using multiple regression and panel
data techniques.

The quality of accounting information is the dependent variable, and the accruals quality
index based on the model presented by Francis et al. (2005) was used to measure it.
Financing constraints are the independent variable, and the KZ (1997) index was used to
measure them. The probability of earnings manipulation is the moderating variable. To
measure this variable, the Beneish (1999) and modified Beneish (1999) models were used.

Findings

The findings indicate a negative and significant effect of financing constraints on the
quality of accounting information. As financing constraints increase, the quality of
accounting information decreases. It was also found that the probability of earnings
manipulation weakens this relationship.

Conclusion

The findings of our research provide empirical evidence supporting the theory that as
financing constraints increase, the quality of accruals and earnings reported by firms
declines. Financially constrained companies have higher discretionary accruals before
making investments than companies without financing constraints, which indicates greater
earnings management in these companies. Therefore, financing constraints play a
significant role in determining managers' financial reporting behavior. One possible reason
for the existence of a significant relationship between financing constraints and
information quality could be the attention of major providers of corporate finance
(especially state-owned banks) to the quality of corporate disclosure of information about
financing decisions.

These results are consistent with the findings of Hope et al. (2009), Beaty et al. (2010),
Ding et al. (2016), Armstrong et al. (2019), Lei et al. (2022), Tang (2023), Shuli (2011),
Trombetta and Imperatore (2014), and Setayesh et al. (2013).

The results show that as the probability of earnings manipulation increases, information
asymmetry between insiders and outsiders increases, which leads to a decrease in the
quality of accounting information and an increase in financing constraints.

Managers have a greater incentive to manipulate earnings in years when their financial
situation is poor and there are signs of a trend toward financial crisis, to hide the company's
poor performance. Based on the results of this research and the importance of financial
information quality, auditors are advised to further investigate the probability of earnings
manipulation and its effect on the quality of financial information.
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Table 2: Descriptive statistics of quantitative research Variables
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Table 3: Descriptive statistics indicators related to the qualitative variable of financing constraints
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Table 4: The Results of multiple correlation test of research variables
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Table 5: The result of variance heterogeneity test
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Table 6: The result of Autocorrelation
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Table 7: Result of the regression model test (pool or panel)
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Table 8: Results of runing the first research model
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Table 9: Results of runing the second research model based on the Beneish model
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Table 10: Results of runing the second research model based on the modified Beneish model
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