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Abstract

The aim of the present research is to examing the impact of/the heterogeneity
of knowledge among board, members omthe Optimisticitone of explanatory
reports, as well as to investigate the mediating role of earnings management
in this relationship Infact, itvs expected that differences in the characteristics
of the management team,of a“eompany may Influence the quality of both
quantitative and“qualitative finap€ial reports To test the research hypotheses,
panel data from 125 companiesltisted on the stock exchange over a 9-year
period (from2014 t0,2022) Were used The estimation of the research models
using multivariate regression shows that the heterogeneity of managers'
knowledge ‘pesitively and significantly affects the Optimistic tone of
explanatory repokts, and earnings management also has a positive and
significant impact ‘@n the Optimistic tone of managers' explanatory reports
Ultimately, earnings management can play a mediating role in the relationship
between the heterogeneity of managers' knowledge and the Optimistic tone of
explanatory reports The results of this study provide a different perspective on
the role of the executive management team in companies and offer valuable
insights for the existing literature on the strategic leadership role of senior
managers and the disclosure of annual board reports
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1. Introduction

Considering that the explanatory reports of the managers are approved
by the senior management team of the company and the views of the board
members are transferred to the users of the information, it is possible that the
distinction in the knowledge of the senior management team will change the
tone of disclosure of the managers' reports. In fact, it is expected that the
distinction in the characteristics of the company's management team will be
based on influencing the quality of financial (quantitative) and explanatory
(qualitative) reports of companies. Accordingly, the present study investigates
the relationship between the heterogeneity of senior managers’ knowledge and
the tone of explanatory reports with an emphasis, on the ‘mediating role of
earnings management. The importance of this research \is that Mttempts to
provide a basis for increasing the awareness of stakehdlderstand all Users of
financial information regarding the\importance of managers' knawledge and
the tone of their explanatory reports through the findings,it presents, and to
provide empirical and analytical evidence of the impertance of the relationship
between the distinction between mariagers' knowledge,and the tone of their
explanatory reports. Ingaddition, in the present study, the“effect of earnings
management has als@ybeen measured as a factor affecting this relationship.
Given that no research has been conducted on this subject so far, the present
study analyzesytwo detegmining, factors -on” the tone of management's
explanatory reportsand is the first study to examine the effect of heterogeneity
in senior managers' knowledge on the tone of annual explanatory reports with
an emphasis‘en the mediating role of earnings management. This research
contributesto the,development of Iranian accounting literature from various
dimensions anthwillfurther develop one of the sub-categories of qualitative
information, namely the tone of managers' disclosures. On the other hand, this
research uses the methodology of text analysis, which is a method for
systematically and_quantitatively describing the content of communications
and understanding internal attitudes. Since this method is one of the emerging
methods in the field of accounting, it is also innovative from this point of view.

According to the main question of the research and the presented
theoretical framework, the hypotheses of the research are presented as
follows:

H1: The heterogeneity of managers' knowledge affects the tone of
managers' explanatory reports.



H2: The heterogeneity of managers' knowledge has an effect on profit
management.

H3: Profit management has an effect on the tone of managers'
explanatory reports.

H4: the heterogeneity of managers' knowledge through profit
management has an effect on the tone of managers' explanatory reports.

2. Methodology

The current research is one of the types,of quantitative, applied and
post-event research. The data has been collected by the docufent mining
method and through the new Rahvard software and the, stuay of theyatdited
financial statements of the companigs admitted to theyl ehran:Stock'Exchange.
The statistical population studied in this research is all the.companies admitted
to the Tehran Stock Exchange and the Studied period is fram 2014 to 2022.
The companies accepted,in Tehran Stock Exchangetthat have the following
conditions were selected®as samples:“n order to make the information
comparable, the end of the financial year of'the companies should be the end
of March. They have not changed the finangial period during the (9-year)
period under review. Infermation related to the variables selected in this
research should“bepavailabley,Do not belong to banks, insurance companies
and investment companies. F#?aﬁy, 125 companies have been selected as the
final sample, of the, résearch. Also, in the inferential statistics section,
multivariate regressionfmodels will be used to test the hypotheses using the
panel data method™Ripally, the data of the research has been analyzed using
Stata software.

3. Results and Discussion

The findings of the first hypothesis of the research indicate that the
differentiation of managers' knowledge can be a factor affecting the optimistic
tone of management's explanatory reports. This means that high
differentiation of managers' knowledge, the more the use of positive tone in
annual explanatory reports increases. Perhaps this is because such managers
are more risk-averse and, given their concern about the future of the company,
they make more efforts to positively advance the company's conditions. The
differentiation in managers' knowledge causes an unusual picture of the
company's situation to be transmitted to information users. The findings of the



second hypothesis of the research indicate that the differentiation of managers'
knowledge can be a factor affecting earnings management in companies. This
means that the This means that high differentiation of managers' knowledge,
the more earnings management in companies increases. Therefore, earnings
management can be affected by the heterogeneity of managers' knowledge.
The results are in agreement with the contractual incentives (reward) of
managers. The findings of the third hypothesis of the study indicate that
earnings management has a positive and significant effect on the tone of
annual explanatory reports. This means that the lower the quality of financial
reporting of companies, the more positive words managers use in their annual
reports. In other words, managers seek to hide their possible, undesirable
performance by distorting the perceptions of useks,, This is in agreement with
the opportunistic theory of managers. The findingsiof thexfourth Mpothesis of
the study indicate that earnings management can play a medhting role in the
relationship between the differentiation of managers"knowledge and the tone
of annual explanatory reports. This, means that earmings management
significantly reflects the effect of managers,knowledge heterogeneity on itself
in the tone of managers' financial repogts. This issue Shows the selfishness of
such managers who seek to“reduce the ability of users to analyze information
through unreal disclosure of infermation.

4 Conclusien

They, results of sthe present research, while providing a different
perspective 0R the role ofithe executive management team in the company,
provide useful Thformation to enrich the existing literature in the field of the
strategic leadership fole of senior managers and provide the disclosure of the
annual reports of the board of directors. This issue has led to the optimization
of the structure of the senior management team and will help companies to
make better decisions!in order to improve their performance.
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