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Much research has been conducted on earnings management based
onaccruals in the field of accounting but earnings management based
on real activities and its effects have received less interest. Therefore,
the purpose of this research was to investigate the real earnings
management activities prior to share issuance and also their impact
on the stock returns of companies admitted to the Tehran Stock
Exchange. In this research, the relationship between the variables in
the period of 2015-2020 was examined annually for 106 companies
accepted in the Tehran Stock Exchange which were selected through
the screening method (systematic elimination) and continuously
active during the mentioned years. The hypothesis testing method
used was the multivariate regression model in the composite data set.
At the confidence level of 95%, the first hypothesis of the research
(existence of real earnings management prior to share issuance in the
companies accepted in the Tehran Stock Exchange) was not
confirmed. The second main hypothesis (real earnings management
has an effect on stock returns in companies listed on the Tehran Stock
Exchange) was confirmed.
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EXTENDED ABSTRACT

Introduction

The main goal of financial reporting according to the theoretical framework of
accounting is to provide information that helps the users of financial statements to make
informed decisions in the decision-making process. Accounting profit is one of the most
important financial reporting products that users of financial statements pay the most
attention to. However, this profit can be managed for certain reasons. Managers can manage
earnings by manipulating accruals, called accrual management, or they can manage
earnings by taking actual economic actions that deviate from normal business practices,
called actual earnings management.

Accrued earnings management is done at the end of the financial period and real
earnings management is done during the financial period, so it is expected that managers'
decisions to manipulate real activities during the period will affect the management of
accrued earnings at the end of the period. To reach the target earnings, managers cannot
rely only on the management of accruals at the end of the period because this work is very
risky, and particularly if the company's performance during the period or the economic
conditions are not suitable to reach or come close to the earnings targets, there are
restrictions for managers. On the other hand, earnings management through manipulation
of real activities also creates limitations and responsibilities for managers since it affects the
cash flows of the company:.

Many current research studies in the field of earnings management are focused on the
detection of abnormal accruals. Earnings management might be carried out using accruals or
actual financial events or both. Therefore, in the current research, the management of real
earnings before the issuance of shares and its effect on the return of shares were investigated.

Methodology

In the present research, the relationship between the variables in the period of 2015-
2020 was examined annually for 106 companies listed on the Tehran Stock Exchange, and
which were selected through the screening method (systematic elimination) and were
continuously active during the mentioned years. The hypothesis testing method is the
multivariate regression model in the composite data set. Two main models of regression
equation were used to test the hypothesis as follows:

2 ERM;, = 8, + 8,DQ;; + 6,Market_share;; + §;Zscore;, + §,Inst;, + 5sNOA;; + §4Cycle;, + (1)
S,Controls; + €

YSi =8, +6; ERM + 6,Market_share;; + §;Zscore;, + §,Inst;; + 6sNOA;, + 64Cycle;, (2)
it

+ 8, Controls;, + €;

Results and discussion

In the results of fitting the regression equation of the first model, the F statistic with a
value of 25.63 indicated the significance of the entire regression model. The coefficient of
determination and the adjusted coefficient of determination of this model were 66% and
64%, respectively. As a result, in the mentioned regression equation, only approximately
66% of the earnings management changes examined were explained by the mentioned
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independent and control variables. The value of the t statistic for the width from the origin
was equal to 2.97, indicating that the width from the origin was significant.

In addition, the significance level between the two variables was equal to 0.129,
which was greater than the significance level considered in the present study (0.05),
and the absolute value of the t statistic equal to 1.68 was smaller than 1.96. Therefore,
at the 95% confidence level, the first hypothesis of the research that real earnings
management exists before issuing shares in the companies admitted to the Tehran Stock
Exchange was not confirmed.

In the results of fitting the regression equation of the second model, the F statistic with
avalue of 20.64 also indicated the significance of the entire regression model. The coefficient
of determination and the adjusted coefficient of determination of the above model were
63% and 58%, respectively. As a result, in the mentioned regression equation, only about
63% of the changes in stock returns (dependent variable) were explained by the mentioned
independent and control variables.

The value of the t statistic for the width from the origin was equal to -3.89, which is at
the 95% confidence level in the region of rejecting the null hypothesis; that is, the width
from the origin was significant. In addition, the level of significance between the two
variables equal to 0.002 was smaller than the level of significance considered in the present
study (0.05) and the absolute value of the t statistic with the value of 2.16 was greater than
1.96. It is worth mentioning that the negative coefficient of the variable means the inverse
relationship between the two variables. Therefore, at the confidence level of 95%, the
second hypothesis which is, real earnings management has an impact on stock returns in
companies listed on Tehran Stock Exchange, was confirmed.

Conclusion

The results of this research showed that there was no real earnings management before
issuing shares. In addition, real earnings management had a negative effect on stock returns.
In other words, abnormal operating cash flow, abnormal discretionary cost and abnormal
production cost as real earnings management criteria had an inverse and significant effect
on stock returns. Thus, the manipulation of real activities through excessive production on
the one hand caused abnormal changes in the inventory and on the other hand led to
abnormal production costs. Overproduction reduced the production cost and increases the
profit margin by reducing the fixed cost allocated to the products. However, with
overproduction, the company incurred the costs of production and maintenance of
overproduced items, which could not be recovered through current period sales. This
caused operating cash flows to be lower than normal (abnormal operating cash flows). The
results of the investigation of the relationship between the manipulation of real activities
and stock returns indicated that the companies which managed real earnings through
manipulation of real activities such as excessive production in the current period faced a
decrease in stock returns in the next period.
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