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Abstract 

 

The net income has been always one of the important issues that had always been a favorite among financial statement's user, and the 

quality and management of it have always been the focus of attention of investors and creditors. The purpose of this study is to inves-

tigate the role of conservatism and earning management in earning quality. For this purpose, the Givoly and Hayn (2000) index were 

used as conservative measurement criteria and the modified Jones model (1995) was used as a measure of earning's management 

measurement, and the Dechow and Dichev (2002) index were used as a measure of the quality of earning (earnings sustainability) of 

the company. The statistical population of this study is 123 companies that listed on Tehran Stock Exchange between 2009 and 2014. 

For testing the research hypothesis a multivariate regression analysis was used. The results of the research indicate a significant negative 

(invert) relation between accounting conservatism and earning's management on the quality of earnings. 
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1. Introduction 

The primary objective of financial accounting is to provide useful 

information for investors to predict the performance of the eco-

nomic unit. The necessity to earning report as a primary source for 

investment decisions, executives and analysts have been well doc-

umented. The earning reports help to economy of the community in 

different ways, such as providing a basis for tax calculation, is a 

criterion for assessing the success of company’s performance, a cri-

terion for determining the amount of dividends, a criterion for man-

aging the distribution of earning, a criterion for managing an eco-

nomic unit and so on. Also, because the value of a company is 

linked to its present and future earning, the determination of earning 

is of great importance (Kurdistan and Hedayati 2010). Managers 

often manage their earning in order to mislead their shareholders 

over the company's real economic performance. This earning man-

agement, which is done by manipulating accounting figures or ma-

nipulating real activities, reduces the accuracy of messaging earn-

ing. This action will increase the risk and uncertainty of outsourcing, 

and may also lead to information asymmetry and lower quality of 

earning. Earning management not only hides the company's true 

performance but also hides the real growth of company earnings 

and income that are beneficial to the company's future growth (Mac 

Nichols & Steven, 2008). 

So, it is not surprising that the various stakeholders of the company 

perceive the management of the earning as undesirable and try to 

reduce the powers and discipline of the managers through the inten-

sification of their supervision. In this regard, conservative share-

holders consider it as regulatory and corporate governance tools 

that limit accruals-based management. (Garcia et al. 2012) 

Conservatism is the result of asymmetric requirements for identify-

ing earning and losses in the company's financial statements. This 

action will make accountants more likely to identify and reflect eco-

nomic losses to their earning (Basu 1997). Based on past research, 

conservatism creates limitations on accruals-based earning man-

agement. Guy and Verchia (2006) argue that conservatism reduces 

the opportunities for successful earnings management based on ac-

cruals through identifying losses in real time and delaying the iden-

tification of economic earning. This issue has been raised with a 

broader perspective. Conservatism in this study is consistent Watts 

(2006). Watts (2003) argued that one of the key roles of conserva-

tism is to restrict the financial statements of managers opportunis-

tically and to neutralize and eliminate the bias applied to financial 

statements by profitable and selfish individuals. Considering the 

above-mentioned perspectives, this study examines the effect of ac-

counting conservatism and earning management on earnings sus-

tainability in Iranian companies. To be precise, this study seeks to 

answer this question: 

What does Conservatism effect to the sustainability of earning? 

What does sustainability of earning effect to Conservatism? 

What does Conservatism and earning management simultaneously 

to the sustainability of earning? 

2. Theoretical framework of research 

Conservatism: Conservatism means the use of the care element to 

the extent necessary for judgment in ambiguous situations in such 

a way that revenues or assets are more likely to be incurred and 

costs or liabilities less likely to be provided. In other words, con-

servatism is one of the moderating covenants governing on account-

ing and financial statements in the sense that in some conservative 

conditions, it requires a procedure to be selected and applied that 

has the less favorable effect on assets, incomes, earning and, there-

fore, the owners' equity. (Committee for the Formulation of Ac-

counting Standards, 2005) 

http://creativecommons.org/licenses/by/3.0/
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The goal of conservatism: The massive flood of financial scandals 

in recent decades, from Enron and the US World Wide Web to the 

parliament in Europe, has caused financial accountability to be ac-

cused. Financial statements are the core of the financial statements 

process. Financial statements, and at their head, earning and loss, 

accounts (net income) are at the heart of investors' attention. In re-

cent years, the issue of reported earning's quality has attracted many 

researchers. One aspect of the quality of earning is conservatism; it 

means that the more conservative the earning is, the quality is 

higher. (Dechowet. Al, 2009).). 

Types of conservatism: Conditional and unconditional conserva-

tism: Basu (1997) defined conservatism as follows: Conservatism 

is a different confirmation capability that is needed to identify in-

comes and costs, which leads to a diminution of earning and assets. 

Conditional conservatism is a conservatism that is required by ac-

counting standards. That is the timely recognition of losses in the 

event of bad and unfavorable news and the lack of recognition of 

earnings when there is good news. For example, the application of 

the lowest cost or net worth value in inventory evaluation is a con-

ditional conservatism. This kind of conservatism is also a conserv-

atism of earning and loss or retrospective conservatism. However, 

unconditional conservatism has not been required by accepted ac-

counting standards. This kind of conservatism shows the net book 

value of assets less, which is done by prescriptive accounting pro-

cedures. This conservatism is also known as balance sheet conserv-

atism or "prospective conservatism." The main motive for uncon-

scious conservatism is the difficulty of valuing assets and liabilities. 

The main motive for conditional conservatism is to neutralize the 

incentives of managers to report accounting information upside 

down in which higher than usual, and it happens when inappropriate 

events occur. 

B. Earning Management: Earning management occurs when man-

agers use personal judgments in financial statements and transac-

tion structure. Their goal is to change financial statements in order 

to mislead the stakeholders or effect on contracts that are based on 

accounting figures. (Healy and Wahlen, 1999) 

Earning Management Methods: In general, earning management is 

possible in two ways: earning management based on accounting 

data and real earning management. 

A. Manipulating real activities 

B. manipulation of optional accruals 

Definition of real earning management: Skipper (1989) said in his 

research that earning management could include real activities. This 

kind of earning management is done through a change in opera-

tional activities aimed at misleading the stakeholders. The manipu-

lation of actual activities affects cash flows and, in some cases, af-

fect's accruals. (ValizadehLarijani, 2008) 

Definition earning management based on accruals: Definition of 

accrual-based earning management: Due to the flexibility of ac-

cepted accounting principles; administrators try to apply earning's 

accruals using various accepted methods. Applying managers' per-

ceptions can increase the quality of earning reporting by reporting 

confidential information. (Holthausen, 1990). 

C) The quality of earning: The theory of earnings quality was first 

proposed by financial analysts because they felt that the reported 

earnings did not show the power of earning as big as the mind. They 

found that predicting future earning based on reported results is dif-

ficult (Ajavi and Nazemi, 2005). Some financial analysts consider 

high-quality earnings to be a continuous, repeatable and operating 

cash flow. They believe that the benchmark for earning's quality is 

the ratio between earning reported net and cash flow from minus 

non-recurring yields (Chano et al., 2006). In Kurdistani research, 

the criteria used to measure the quality of earnings is: 

1) Stability of earning, which is the repeatability of current earn-

ing. 

2) The predictability of earnings. 

3) The relationship between earning and operating cash flow 

(Saqafi and Kurdistani, 2004). 

In previous studies, the quality of earning has several definitions, 

and there is no equal view on its definition. So far, financial profes-

sionals have not been able to achieve a non-earning-making com-

putation that they consider to be qualitative (Khajavi and Nazemi, 

2005). However, researchers have tried to achieve a range of earn-

ing's qualifications from earning reported net, using appropriate ad-

justments. Therefore, the concept of quality of earning is not a fixed 

definition of what can be achieved, but rather a relative concept de-

pending on its relation to views and attitudes. (Dastgir and col-

leagues, 2012) 

3. Background research 

Delkhosh and Musazadeh (2016) investigated the relationship be-

tween earning's management, and the earning's quality of compa-

nies listed on Tehran Stock Exchange. The research sample in-

cluded 40 companies accepted between 2010 and 2014. The results 

of the research showed that there is a significant relationship be-

tween earning's management and earnings quality companies listed 

on Tehran Stock Exchange. Therefore, the results indicate that 

increasing in the discretionary accruals is reduced from a number 

of desirable characteristics of benefit. In the meantime, accrual's 

quality will be affected by earning's management more than other 

properties. Moreover, an increase in a number of discretionary ac-

cruals is associated with a reduction of quality scores of corporate 

profits. 

Delkhosh and Maddah (2016) investigated the relationship between 

earning management and earning conservatism with earning's qual-

ity (dispersion of profits) in the firms listed on the Tehran Stock 

Exchange. The research sample included 135 companies accepted 

between 2010 and 2014. In this study, to measure the earning man-

agement, Jones’ modified model and to measure conservatism, 

Givoly and Hayn’s model (2000) have been used. Using multivari-

able regression analysis, the results indicate that earning's manage-

ment increases profit dispersion. Furthermore, the results suggest 

the negative impact of conservatism on the dispersion of profit. 

Husseini and Razani (2015) in the study have investigated the rela-

tionship between contingent and non-controversial conservatism 

and the quality of earning in companies listed on the Tehran Stock 

Exchange for the years 2006 to 2011. The basic model used in this 

research for the time-free asymmetry of earning is the Basu model. 

The coefficient of the variable DR * RET is positive and significant. 

As a result, as the Basu cites, this is an indicator for the time asym-

metry of earning and a criterion for measuring conservatism. This 

suggests that sample companies of this research use earnings con-

servatism in their reporting. The variable coefficient (CFO / NI) is 

negative and significant, which shows that there is a meaningful re-

lationship between conditional conservatism and earning's quality. 

After entering the market value of the book value, the coefficient of 

the mentioned variable is positive and significant. As a result, it can 

be concluded that there is a meaningful relationship between un-

conditional conservatism and the quality of earning. 

Heidarpoor and Tahrordari (2015) have influenced the effect of 

earning management on the relationship between corporate govern-

ance and the quality of earning. The spatial scope of the research 

includes companies admitted to the Tehran Stock Exchange.The 

time span also covers the period from 2008 to 2013. Research con-

sists of two independent variables (earning management and corpo-

rate governance), the dependent variable (earning quality), and 

some control variables. In the first hypothesis, the relationship be-

tween earning management and earnings quality is examined in the 

second hypothesis of the relationship between corporate govern-

ance with earning quality and in the third hypothesis, the relation-

ship between earning's management and corporate governance with 

earning quality is discussed. The results of the test showed that the 

first, second and third hypotheses were confirmed and there was a 

significant relationship between the variables. 

Kurdistani and Tatali (2014) identified the effective and opportun-

istic approaches to earning management at the levels of earning's 

quality. In this regard, for measuring the quality and earning man-

agement, the data of 841 years of the company during the period 

from 2001 to 2011 were evaluated and for the analysis of the 

http://www.noormags.ir/view/fa/articlepage/1188632/the-relationship-between-earning-management-and-earning-conservatism-with-earnings-quality-(dispersi
http://www.noormags.ir/view/fa/articlepage/1188632/the-relationship-between-earning-management-and-earning-conservatism-with-earnings-quality-(dispersi
http://www.noormags.ir/view/fa/articlepage/1188632/the-relationship-between-earning-management-and-earning-conservatism-with-earnings-quality-(dispersi
http://www.noormags.ir/view/fa/articlepage/1188632/the-relationship-between-earning-management-and-earning-conservatism-with-earnings-quality-(dispersi
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hypotheses, 490 years of the company has been analyzed. The find-

ings show that earning's management in companies with a low level 

of quality earnings is opportunistic. Also, in companies with a high 

level of earning's quality, evidence of the opportunistic nature of 

earning management is more than its efficiency. Therefore, high 

earning management leads to a decrease in the quality of earning, 

and false data does not lead to proper decision making. 

Badie et al. (2014) examined the effect of conditional and non-con-

ditional conservatism on earning's quality using the Basu, Wing, 

and Shawakumar models. The sample consisted of 65 companies 

that were studied between 2003 and 2012. In this research, conserv-

atism measurements have been used from two models of Basu 

(1997) and Wool and Shiva Kumar (2005). Another variable added 

to the two models is the ratio of operating cash flow to net income 

(CFO / NI), which is considered as representative of the quality of 

earning. The results of data analysis showed that there is no signif-

icant relationship between conditional and non-conditional con-

servatism and quality of earning in the Basu model, but according 

to the Wald and Shawakumarmodel, there is a significant negative 

relationship between conditional and non-conservative conserva-

tism with the quality of earnings. It means that companies with high 

conservatives have lower earning's quality, and with applying con-

servative, reported earnings quality is lower. 

Valipour, Taliban, Javanmard (2013). They examined the effect of 

earning's management on the earning's quality of companies with a 

financial crisis during 2004-2010. Data from 32 companies with the 

financial crisis and 82 other companies were used. The criterion for 

identification of companies with a financial crisis is the inclusion 

of Article 141 of the Commercial Code. The findings of the research 

show that companies with the financial crisis over the four years 

before inclusion in Article 141 have managed earning's manage-

ment more than other companies by way of manipulating accruals 

and manipulating actual activities. The manipulation of accrual 

items is measured using the optional Kaznik accrual pattern (1999) 

and the manipulation of real activities by the pattern of unusual cash 

flows on Chaudhry (2006). In the next step, the effect of earning's 

management on the quality of earnings is assessed by conditional 

conservatism. For measuring the conditional conservative the wing 

pattern and Shivakumar were used (2005). The conditional con-

servative test indicates that, contrary to expectations, both groups 

use non-conservative accounting methods. Therefore, despite the 

increased earning management in companies with the financial cri-

sis, the quality of earnings measured with the conditional conserv-

atism criterion is the same in both groups and there is no difference 

between them. 

Chang and Shiva (2010) examined the effect of earning manage-

ment on the ability to predict earnings. The researchers say that gen-

erally earning management will reduce profitability predictive 

power. However, when the size of earning management and pre-

dictability is measured in different clusters, the results show that in 

the decile with the highest level of earning management, not only 

the profitability prediction cannot be reduced, but it can be con-

cluded that earning's management has an informed behavior. Ulti-

mately, the researchers say that their research results do not strongly 

support opportunistic earning management. 

Li et al. (2011), by examining earning management and the effect 

of the quality of earning on the level of financial distress and insol-

vency of Chinese companies, found that the quality of accounting 

earnings decreases when managers make earning manipulation. Be-

cause accruals have increased and earning are rising more than cash 

flow, and the longer the gap between earnings and cash flows, the 

earning quality decreases. However, the decline in earning's man-

agement does not guarantee high earnings quality, because factors 

such as the capital market and poor standards that increase the qual-

ity of financial statements are contributing to the quality of earning. 

Tariq and Rasha (2011) tested the conditional and unconditional 

conservative effect on the quality of earnings and stock prices in 

Egyptian companies. They expanded the Basu model by adding two 

variables and analyzed data using multivariate regression 30 com-

panies from 2005 to 2009. The results showed that conditional con-

servatism negatively affects the quality of earnings and stock prices 

of Egyptian companies, and unconditional conservatism does not 

affect the quality of earning but has a negative relationship with the 

stock prices of Egyptian companies. 

4. Research hypotheses 

Hypothesis 1: There is a significant relationship between account-

ing conservatism and earnings sustainability. 

Hypothesis 2: There is a significant relationship between earnings 

management and earnings sustainability. 

Hypothesis 3: There is a significant relationship between account-

ing conservatism and earnings management with earnings sustain-

ability. 

5. Variables 

5.1. Independent variable 

(A) Conservatism: in Basu's conservative model (1997), the posi-

tive returns represent good news and negative returns representing 

bad news. According to him, the reaction to earning from bad news 

is faster than the reaction to earnings rather than good news. The 

following statement is as follows: 

 
Ei,t

Pi,t−1
= β0 + β1Di,t + β2Ri,t + β3Di,tRi,t + εi,t  

 

Ei,t: Corporate accounting earning in the year 

Pi,t−1: The market value of the company's equity at the end of the 

year (at the beginning of year t). 

Di,t:is a virtual variable; if there is bad news there is one and other-

wise it is zero. 

 Ri,t: Return on equity of the company in year t, which is the differ-

ence between the price of each share of the company at the end of 

the period and the price of each share at the beginning of the period 

plus stock adjustments (including dividends, bonus shares, etc.), 

and The total is divided by the price for each period defined at the 

beginning of the period. 

In this model, if β3 is opposite zero and positive. It represents the 

conservatism that is calculated for each company individually and 

annually. (β2 + β3) is the reaction of earning to bad news and be-

cause 

 

β2 + β3> β2 

 

Therefore, β3 is a positive and in fact the asymmetric coefficient of 

time of earning, which is a conservatism criterion. 

(B) Earning Management: In this study, optional accruals (DA) are 

used according to the modified Jones model as a measure of earn-

ings management. The following steps have been applied to calcu-

late the accruals items as follows: 

First, the total accruals (TA) of the company must be calculated in 

the year in question. 

To calculate accruals in this research, the modified Jones model 

(Ducho and Deger (1955)) has been used as follows: 

 

TAit = Eit - OCFit 

 

E it: Operating earnings of i in year t 

OCF it: Net operating cash flow of company i in year t 

TA it: Total accruals 

In the next step, using Excel and SPSS software, using the least 

squares sum method, we calculated the parametersα 1, α 2 and α 3 as 

the company's specific parameters for the estimation of non-oblig-

atory accruals (NDA) according to the following equation: 

 

TAt/At-1=α1 (1/At-1) + α2 (ΔREVt/At-1) + α3 (PPEt/At-1) + εit 

 

TA it: Total accruals 

A i , t-1 = Total assets of company i in year t-1 



160 International Journal of Accounting and Economics Studies 

 
Δ REV it: Change in net income of company i between year t-1 and 

t 

PPE it: Property Factory, Equipment Machinery Company i in year 

t 

(C) Then, using the parameters calculated in clause (b), we compute 

the discretionary accruals (NDA) items as follows: 

 

NDAt/At-1=α1 [1/At-1] + α2 [(∆REVt - ∆RECt) /At-1]  

 

+ α3 [PPEt/At-1] 

 

A i , t-1 = Total assets of company i in year t-1 

ΔRECt: Change in net accounts and trading receivables 

NDA it: Optional Accrual Items 

ΔREVt: Change in net income of company i between year t-1 and t 

PPE it: Property Factory, Equipment Machinery Company i in year 

t 

(D) After obtaining non-discretionary accruals, discretionary accru-

als calculated to occur; as a variable, according to the modified 

Jones model, we give the following. 

 

( 1)

TAit
DA NDAit it

Ai t

 



 
 
 
 

 

5.2. Dependent variable 

In order to measure earning stability, according to AlaviTabari et al. 

(2010), the Dechow and Dichev (2002) model have been used: 

 

EARN i, t+1 = α0 + α1 EARN i,t + ε i,t 

 

Next year earning: EARN i,t+1 

This year's earning: EARN i,t 

Remaining regression model: ε i,t 
And α1 the slope of the regression line shows the rate of earning 

stability. The closer the slope to one, the more sustained the earning. 

In the main model of Dechow and Dichev (2002), the earning of 

this year has been used as an independent variable and the previous 

year's earning has been used as an independent variable. 

6. Research method 

This research is descriptive-correlative and is among applied re-

search. In this research, using the library studies, theoretical foun-

dations of the research were collected and then the information 

needed to analyze and decide on the hypotheses for a 5-year period 

from the financial statements of the companies accepted in the Teh-

ran Stock Exchange between 2009 and 2014, 123 companies were 

gathered. Finally, a correlation analysis is used to examine the ex-

istence of a significant relationship between the independent and 

dependent variables and regression will be used to test the hypoth-

eses. 

7. Descriptive statistics of hypotheses 

Table 1: Descriptive Statistics 

 EM conservatism EQ 

Mean 6.27916E5 47173.86886 .18765 

Std. Error of Mean 8.041044E4 1.364077E4 .013615 
Median 1.32587E5 1385.51900 .17511 

Mode -1.075E6a -1.020E6a -1.513a 

Std. Deviation 2.107613E6 3.575338E5 .356862 
Variance 4.442E12 1.278E11 .127 

Skewness 6.091 7.785 -.388 

Std. Error of Skewness .093 .093 .093 
Kurtosis 43.817 77.410 1.918 

Std. Error of Kurtosis .186 .186 .186 

8. First hypothesis test 

The first hypothesis states that there is a significant relationship be-

tween earnings management and earnings sustainability: 

 
Table 2: Correlations 

 EM EQ 

EM 

Pearson Correlation 1 -.126** 

Sig. (2-tailed)  .001 

N 699 699 

EQ 

Pearson Correlation -.126** 1 

Sig. (2-tailed) .001  

N 699 699 

 

According to Table (2), the correlation coefficient between the in-

dependent earnings management variables with the dependent var-

iable of earning stability is -.126 and the probability value is equal 

to .001, which is smaller than 5%, then the assumption H0 is not 

verified, therefore, with a probability of 95%, the existence of a 

negative and significant relationship is confirmed. In order to deter-

mine the reliability of the existence of a linear relationship between 

the two variables, the statistical hypothesis of the significance test 

of the whole regression model is as follows: 

 
Table 3: Model Summary 

Model R 
R 
Square 

Adjusted R 
Square 

Std. Er-

ror of 
the Es-

timate 

Durbin-
Watson 

1 .126a .016 .014 .387360 1.898 

 
Table 4: ANOVA 

Model 
Sum of 

Squares 
df 

Mean 

Square 
F Sig. 

1 

Regression 1.681 1 1.681 11.205 .001a 

Residual 104.583 697 .150   

Total 106.265 698    

 

According to Table (3), it is noted that the adjusted coefficient of 

the model (R2) is 0/014, which means that about 1/04 %of the vari-

ation of the response variable (earning stability) by the independent 

variable (earning management) is descriptive. The probability value 

associated with the zero hypothesis that there is no linear relation-

ship between the independent variable and the variable (H0) (Table 

4) is equal to 0.001, which is smaller than 0.05, so it is 95% Statis-

tical hypothesis is rejected. As a result, the linear relationship be-

tween the independent variable and the dependent variable is ob-

served, and thus the hypothesis number one (H1) is confirmed. 

9. Second hypothesis test 

The second hypothesis states that there is a significant relationship 

between conservatism and earnings sustainability: 

 
Table 5: Correlations 

  conservatism EQ 

conservatism 

Pearson Correlation 1 -.193** 

Sig. (2-tailed)  .000 

N 698 698 

EQ 

Pearson Correlation -.193** 1 

Sig. (2-tailed) .000  

N 698 698 

 

In Table 5, the correlation coefficient between the independent var-

iable, conservatism with the dependent variable of earning sustain-

ability is equal to - 0/193, and the probability value is 0, 000, that 

the probability value of the conservative relation with the expres-

sion of the earning stability is less than 5%, then the assumption 

(H0) is not confirmed, so with a probability of 95%, the existence 

of a negative and significant relationship is confirmed. In order to 
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determine the reliability of the existence of a linear relationship be-

tween the two variables, the statistical hypothesis of the signifi-

cance test of the whole regression model is as follows. 

 
Table 6: Model Summary 

Model R 
R 

Square 

Adjusted 

R Square 

Std. Error 
of the Es-

timate 

Durbin-Wat-

son 

1 .193a .037 .036 .379997 1.825 

 
Table 7: ANOVA 

Model 
Sum of 
Squares 

df 
Mean 
Square 

F Sig. 

1 

Regres-

sion 
3.883 1 3.883 26.893 .000a 

Residual 100.501 696 .144   
Total 104.384 697    

 

According to Table 6, it is seen that the Modified coefficient of the 

model (R2) is 0/036, which means that about 3/6% of the variation 

of the response variable (earning stability) by the independent var-

iable (Conservatism) can be described. The probability value of the 

zero hypothesis is that there is no linear relationship between the 

independent variable and the response variable (H0) (Table 7) equal 

to 0.000, which is smaller than 0.05, so that 95% this statistical hy-

pothesis is rejected. As a result, the linear relationship between the 

independent variable and the dependent variable is observed, and 

thus the hypothesis No. 2 (H1) is confirmed. 

10. Third hypothesis test 

The third hypothesis states that there is a meaningful relationship 

between conservatism and earning management with earning sta-

bility. 

 
Table 8: Correlations 

Description EM 
conserva-

tism 
EQ 

EM 

Pearson Correla-

tion 
1 .660** -.143** 

Sig. (2-tailed)  .000 .000 

N 687 687 687 

conserva-

tism 

Pearson Correla-
tion 

.660** 1 -.212** 

Sig. (2-tailed) .000  .000 

N 687 687 687 

EQ 

Pearson Correla-

tion 
-.143** -.212** 1 

Sig. (2-tailed) .000 .000  
N 687 687 687 

 

In the table (8), the correlation coefficient between independent var-

iables, conservatism and earning management is presented with the 

dependent variable of earning stability, and the probability value 

related to its significance is 0.000. As can be seen, the probability 

value related to the conservatism relationship And earnings' man-

agement with earning stability of less than 5%, so the assumption 

of (H0) is not verified, so with a probability of 95%, the existence 

of a negative and significant relationship is confirmed. In order to 

determine the reliability of the existence of a linear relationship be-

tween the two variables, the statistical hypothesis of the signifi-

cance test of the whole regression model is as follows. 

 
Table 9: Model Summary 

Model R 
R 

Square 

Adjusted 

R Square 

Std. Error 

of the Es-
timate 

Durbin-Wat-

son 

1 .212a .045 .042 .349271 1.818 

 

 

 

 

 

Table 10: ANOVA 

Model 
Sum of 

Squares 
df 

Mean 

Square 
F Sig. 

1 

Regres-

sion 
3.921 2 1.961 16.072 .000a 

Residual 83.441 684 .122   
Total 87.363 686    

 

According to Table (9), it is seen that the Model adjusted coefficient 

of determination (R2) is equal to 0/042, which means that about 

4/2%of the variation of the response variable (earning stability) by 

independent variables (Conservatism and earning management) can 

be described. The probability value associated with the hypothesis 

of zero is that there is no linear relationship between the independ-

ent variable and the response variable (H0) (Table 10) equal to 

0.000, which is smaller than 0.05. Therefore With 95% confidence, 

this statistical hypothesis is rejected. As a result, a linear relation-

ship between the variables is observed between the independent and 

dependent variables, thus confirming the hypothesis number three 

(H1). 

11. Conclusion 

Summary of results the research hypotheses are as follows: 

Hypothesis 1: There is a negative (inverse) and significant relation-

ship between accounting conservatism and earnings sustainability. 

 
Table 11: Summary of the Results of the First Hypothesis 

dependent var-

iable 

independent 

variable 

P - 

value 
F R2 

Test 

result 

earning sus-

tainability 
Conservatism .000a 26.893 .036 Accept  

 

Hypothesis 2: There is a negative (inverse) and significant relation-

ship between earnings management and earnings management. 

 
Table 12: Summary of the Results of the Second Hypothesis 

dependent var-
iable 

Independent 
variable 

P - 
value 

F R2 
Test 
result 

Earning sus-

tainability 

Earning man-

agement 
.001a 11.205 .014 Accept  

 

Hypothesis 3: There is a negative and significant relationship be-

tween accounting conservatism and earnings management with 

earnings sustainability. 

 
Table 13: Summary of the Results of the Third Hypothesis 

dependent 
variable 

Independent var-
iable 

P - 
value 

F R2 
Test 
result 

Earning sus-
tainability 

Earning manage-

ment and Con-

servatism 

.000a 16.072 .042 
Ac-
cept 

 

There are requirements for the application of conservative methods 

in the accounting standards of Iran and the world, which indicates 

the importance of the issue of conservatism. Various researches 

conducted in the field of conservatism and the results of it show the 

conservative information interests. In recent years, the reported 

quality of earnings has also attracted by some researches. The scam 

from big companies such as Enron and Tyco WorldCom has raised 

questions about the ability to rely on reported earnings, and has 

drawn the attention of researchers and analysts from earning to 

earning's quality. The quality of interest is the interest of users of 

financial statements for decision making. If the earnings have a low 

quality, they will supply false information to the financial markets. 

Empirical research over the years has shown that the use of con-

servative procedures and earning management can affect the quality 

of earnings, but less research has simultaneously investigated this 

relationship. The results showed a significant negative relationship 

between accounting conservatism and earning's management with 

earning sustainability (profitability criterion). Our results have been 
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similar to the research of Tareq and Rasha (2011) and Etemadi et 

al. (2012). 
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