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ABSTRACT 

The present study was conducted with the aim of examining the effect of earnings quality on income smoothing before and after the mandatory 

implementation of accounting standards in companies listed on the Tehran Stock Exchange during the period 1992 to 2022. The statistical 

population included all listed companies, from which 61 firms were selected as the research sample using the systematic elimination sampling 

method. In terms of purpose, the research is basic, and with respect to its nature and data collection, it is descriptive–analytical. The required 

data were extracted from the official databases of the Tehran Stock Exchange and the Rahavard Novin financial software, and were analyzed 

using multivariate regression models and panel data techniques in EViews and Excel software. The results indicate that earnings quality 

increased significantly after the mandatory adoption of accounting standards, which in turn restricted aggressive income smoothing practices. 

Prior to the implementation of the standards, earnings quality exhibited a positive and statistically significant relationship with income 

smoothing, suggesting that firms engaged in smoothing behavior to reduce earnings volatility and present a stable image of financial 

performance. After the adoption of the standards, this relationship remained positive and significant, but its intensity declined, reflecting higher 

levels of transparency and reliability of financial information. A comparative analysis of the findings demonstrates that accounting standards 

have effectively enhanced earnings quality and guided income smoothing behavior toward compliance with professional principles and 

documented frameworks. Nevertheless, income smoothing persists as a resilient managerial behavior and has not been fully eliminated 

solely through the enforcement of standards. Furthermore, firm-specific and industry-specific characteristics play a determinant role in the 

extent to which accounting standards influence earnings quality and income smoothing behavior. 

Keywords: Accounting Standards; Earnings Quality; Earnings Transparency; Income Smoothing. 

 

Introduction 

Earnings reported in financial statements are central to capital market functioning because they condense 

complex operational outcomes into decision-relevant signals for investors, creditors, analysts, and regulators. In 

emerging markets where information environments are often opaque and institutional enforcement can be uneven, 

the credibility of earnings becomes even more consequential for resource allocation and risk pricing. Earnings 

quality, broadly understood as the extent to which reported earnings faithfully represent a firm’s underlying 
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economic performance and are useful for forecasting future cash flows, is therefore a core construct in accounting 

and management research. Prior evidence indicates that higher earnings transparency is associated with more 

efficient capital market outcomes, including a lower cost of capital, because credible earnings reduce information 

risk and improve valuation precision (1). This linkage positions earnings quality not merely as an accounting 

attribute, but as a strategic and governance-relevant outcome that shapes financing conditions and competitive 

choices, especially in environments characterized by heightened uncertainty and agency conflicts. 

A major challenge to sustaining earnings quality is earnings management, which encompasses a spectrum of 

discretionary actions that alter reported earnings without necessarily improving underlying performance. Earnings 

management may occur through accrual-based discretion or through real operational decisions that shift the timing 

or structure of transactions. Evidence from China, for example, highlights how real earnings management through 

sales manipulation can be used to influence reported performance, with implications for firm outcomes and 

stakeholder perceptions (2). This stream of research underscores that earnings management is not a marginal 

phenomenon; rather, it is often intertwined with managerial incentives, financing needs, contracting arrangements, 

and governance quality. In the Iranian context, the identification and ranking of causal factors and strategies of 

earnings management in the banking industry further illustrate how sector-specific incentives and institutional 

settings can shape the form and intensity of earnings manipulation (3). These insights motivate continued empirical 

scrutiny of the mechanisms that constrain opportunistic reporting behavior and the conditions under which reported 

earnings become more informative and reliable. 

Income smoothing is one of the most discussed manifestations of earnings management in the literature. It refers 

to managerial attempts to reduce fluctuations in reported earnings over time, creating a more stable earnings pattern 

than would naturally arise from underlying cash flows and economic conditions. Conceptually, smoothing can be 

interpreted through multiple lenses: an opportunistic view suggests managers smooth earnings to mislead 

stakeholders or to extract private benefits, while an informational or efficient view argues that smoothing can reduce 

noise and convey managers’ private information about long-run earnings capacity. A comprehensive review of 

earnings smoothing research emphasizes this duality and highlights that the meaning and implications of smoothing 

depend critically on institutional context, managerial incentives, and the robustness of monitoring mechanisms (4). 

Complementing this perspective, recent work clarifies earnings smoothing through the lens of financing and auditor 

judgment, suggesting that the acceptability and detection of smoothing behaviors can vary across firms with 

different investment opportunities and external financing pressures (5). Accordingly, income smoothing remains a 

contested but analytically valuable construct for understanding the dynamic interaction among accounting 

discretion, corporate governance, and capital market expectations. 

Accounting standards and their enforcement represent a principal institutional mechanism designed to improve 

reporting quality and limit undue discretion. Standards can affect reporting outcomes by tightening recognition and 

measurement rules, improving disclosure requirements, and strengthening comparability across firms and time. A 

central debate in this area concerns whether rule-based versus principle-based regimes are more effective at 

constraining earnings management. Evidence indicates that the nature of standards—whether oriented toward 

detailed rules or broader principles—can influence managers’ ability to engage in earnings management, 

suggesting that institutional design matters for the realized quality of earnings (6). From an international perspective, 

reforms associated with International Accounting Standards have been shown to influence earnings management 

behavior in industrial firms, illustrating how improvements in standards can reshape reporting incentives and 
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constrain manipulation in certain contexts (7). This line of inquiry is particularly relevant for markets undertaking 

reforms or strengthening mandates, because the transition to mandatory standards is expected to alter the cost-

benefit calculus of discretionary reporting choices. 

The influence of accounting regimes is also visible in studies of IFRS-related adoption and convergence in 

emerging economies. For instance, evidence from Mexico reports that IFRS adoption is associated with changes 

in earnings management patterns, implying that the direction and magnitude of effects depend on implementation 

quality and enforcement capacity, rather than on formal adoption alone (8). Relatedly, research examining earnings 

quality before and after the implementation of specific standards (e.g., PSAK 69) documents measurable 

differences in earnings quality across pre- and post-adoption periods, reinforcing the expectation that mandatory 

standards can shift reporting outcomes (9). While these studies are context-specific, collectively they suggest that 

standard-setting can operate as an institutional shock that reconfigures reporting behavior, although the extent of 

improvement may vary across firms and industries depending on governance structures, audit quality, and 

regulatory monitoring. 

Within Iran, accounting standard reforms and reporting incentives have long been discussed as determinants of 

earnings quality. Empirical evidence indicates that both reporting incentives and accounting standards can 

contribute to improving earnings quality, implying that standards operate alongside firm-level motivations and 

market pressures (10). However, institutional reforms alone may not fully eliminate managerial discretion, 

particularly in settings where enforcement intensity differs across industries, or where governance structures vary 

widely. This possibility is consistent with broader evidence on earnings management drivers in Iran, where factors 

such as financing constraints, sectoral regulation, and internal control environments may interact to shape earnings 

outcomes (3). Thus, it becomes analytically important to study not only whether standards improve average 

earnings quality, but also whether and how the relationship between earnings quality and smoothing behavior 

changes after standards become mandatory. 

The economic consequences of earnings quality and transparency further strengthen the motivation for this 

research. Earnings transparency has been linked to financing conditions and capital costs, including evidence in 

the Tehran Stock Exchange showing that transparency can affect the cost of capital and excess returns, thereby 

influencing how markets price risk and performance (11). The foundational argument is that better information 

reduces uncertainty and information asymmetry, which can lower investors’ required returns. Consistent with this 

view, broader evidence shows that earnings transparency is associated with a lower cost of capital, highlighting the 

economic value of credible reporting (1). Consequently, institutional efforts that improve earnings quality can yield 

real benefits for firms through improved access to finance, while also benefiting market stability and allocative 

efficiency. 

At the firm level, governance mechanisms are often theorized as complementary constraints on earnings 

management and smoothing. Corporate governance practices—such as board oversight, audit committee 

effectiveness, ownership structure, and internal controls—can shape the incentives and capacity for managerial 

discretion. Recent evidence from Pakistan addresses whether earnings management is opportunistic or efficient 

and emphasizes the role of corporate governance practices in moderating these behaviors (12). In the Iranian 

context, corporate governance has also been examined as a moderator in the relationship between earnings quality 

and multiple dimensions of performance, suggesting that governance and capital structure jointly influence how 

earnings quality translates into operational and financial outcomes (13). These findings imply that the realized effect 
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of mandatory accounting standards may not be uniform; rather, it may depend on governance quality and financing 

structures that either reinforce or weaken the constraints imposed by standards. 

Beyond governance, several firm characteristics consistently emerge as correlates of income smoothing and 

earnings outcomes, including firm size, leverage, profitability, and growth opportunities. Empirical evidence 

supports the relevance of size and leverage for income smoothing behavior, indicating that larger or more leveraged 

firms may face different reporting pressures and monitoring intensities that affect smoothing incentives (14). Growth 

opportunities may also influence the desire to present stable earnings trajectories, as high-growth firms often rely 

on external financing and may be under greater scrutiny by capital providers. Related research has linked earnings 

smoothing and earnings quality to stock risk, reinforcing that earnings properties are connected to risk perceptions 

and market outcomes (15). These relationships justify incorporating firm-level controls in empirical models to isolate 

the institutional effect of mandatory standards from compositional changes in firm characteristics over time. 

The importance of information quality is also reflected in corporate financial policy decisions. Internal information 

quality has been shown to influence corporate cash holdings, suggesting that higher-quality internal information 

environments can affect managerial decisions and reduce precautionary motives driven by uncertainty (16). While 

cash holdings are distinct from earnings quality, both are rooted in information environments and governance. This 

reinforces the broader conceptual point that accounting quality has implications beyond reporting; it can influence 

strategic financial decisions, risk management, and the efficiency of internal resource allocation. Similarly, corporate 

sustainability management has been linked to earnings transparency in the context of cost stickiness, indicating 

that broader managerial systems and disclosure strategies can interact with financial reporting quality (17). Such 

evidence aligns with an integrative management view in which reporting quality is embedded in a wider system of 

corporate policies, controls, and stakeholder communication. 

Macroeconomic and environmental uncertainty can also shape managerial reporting incentives and market 

reactions, particularly in emerging markets. For instance, evidence on the role of smog in firm valuation 

demonstrates that external environmental conditions can affect valuation and investor perceptions (18). While 

environmental factors are not the core focus of the present study, they illustrate that firm valuation and performance 

signals are interpreted within broader contexts, which can increase the incentives for managers to stabilize reported 

earnings during volatile periods. This observation is relevant for long time spans that include cycles of economic 

and market volatility, as the demand for stable performance narratives can intensify, potentially elevating income 

smoothing incentives and complicating the assessment of earnings quality. 

In parallel, labor market structures and broader economic forces can influence corporate behavior and 

distributional outcomes. Evidence linking labor market concentration to earnings and inequality highlights structural 

forces that shape economic outcomes over time (19). Although this literature is not centered on accounting 

standards, it reinforces the necessity of studying institutional reforms over long horizons, because firm behavior 

and reporting choices evolve alongside structural changes in markets, regulation, and economic conditions. In such 

settings, accounting standards may serve as one of multiple institutional levers affecting transparency and 

accountability, interacting with broader market dynamics. 

In the Iranian capital market, the interplay between earnings management, strategic choices, and firm risk 

outcomes is receiving increasing attention. Recent research documents a nonlinear relationship between earnings 

management and bankruptcy risk, moderated by business strategy, using dynamic estimation approaches such as 

GMM (20). This is conceptually relevant because it suggests that earnings management behaviors—including 
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smoothing—may have risk consequences that are not linear and that depend on strategic positioning. In addition, 

CSR reporting, audit quality, corporate governance, and earnings management have been jointly examined in 

Tehran Stock Exchange firms, emphasizing that reporting quality is shaped by a web of governance and disclosure 

mechanisms (21). Together, these studies indicate that policy-driven changes in reporting standards should be 

evaluated within a broader ecosystem of governance, auditing, disclosure practices, and strategic behavior. 

Despite extensive research on earnings management and standard-setting, several gaps remain salient for the 

Iranian setting. First, much of the international evidence on standard adoption focuses on IFRS or country-specific 

reforms, but the institutional and enforcement features of Iran differ from many commonly studied contexts. Second, 

while there is evidence that standards can improve earnings quality (10) and influence earnings management 

behaviors (6), fewer studies explicitly examine the simultaneous dynamics between earnings quality and income 

smoothing across pre- and post-mandatory adoption periods in a long-run panel. Third, the relationship between 

earnings quality and smoothing is theoretically ambiguous: higher quality could reflect reduced discretion and 

therefore less smoothing, yet some smoothing may occur in a more disciplined manner within higher-quality 

reporting systems, particularly if managers smooth to communicate persistent performance. Empirical results in 

Iran have shown meaningful associations between earnings quality, smoothing, and market risk (15), but the stability 

of these relationships under an institutional shift toward mandatory standards remains an open empirical question. 

Accordingly, the present study is positioned at the intersection of three research streams: institutional accounting 

reforms and standards enforcement, earnings quality and transparency, and income smoothing as a specific 

earnings management behavior. It treats the mandatory adoption of accounting standards as an institutional 

intervention that may improve earnings quality and alter the incentive structure for smoothing. At the same time, it 

recognizes that firm-level characteristics (e.g., size, leverage, growth) and governance and disclosure ecosystems 

can moderate these effects (13, 14, 21). By integrating insights from international evidence on standard adoption 

and earnings management (7, 8, 22) with domestic evidence on earnings quality improvement and smoothing 

behaviors (4, 5, 10, 15, 23, 24), the study aims to provide a comprehensive account of how mandatory standards 

relate to the quality and stability of reported earnings in Tehran Stock Exchange firms. 

A further motivation arises from advances in modeling and measurement of income smoothing and earnings 

management. Comparative analyses of earnings smoothing models, including Tucker, Zaverin, and Jones 

frameworks, and the incorporation of variable selection approaches using artificial intelligence, indicate that 

methodological choices can materially affect the detection and interpretation of smoothing behavior (23, 24). This 

suggests that robust empirical designs should be sensitive to model specification and measurement validity. 

Moreover, evidence linking real earnings management to firm value and corporate governance in the Korean market 

reinforces that earnings management behavior is intertwined with governance structures and can have valuation 

implications (22). These methodological and contextual insights reinforce the need for carefully specified empirical 

tests when assessing the consequences of accounting standards. 

Overall, the mandatory adoption of accounting standards in Iran can be viewed as an effort to strengthen the 

credibility of financial reporting, improve earnings quality, and reduce excessive discretion that enables 

opportunistic income smoothing. Yet, the persistence of smoothing behaviors observed across contexts, and the 

variability in governance and enforcement, imply that the outcomes are ultimately empirical. Understanding whether 

earnings quality improves, whether income smoothing declines or changes form, and whether the relationship 

between earnings quality and smoothing is stable across institutional regimes is therefore essential for regulators, 
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standard setters, investors, auditors, and corporate decision-makers who rely on financial reports for contracting, 

valuation, and monitoring (1, 5, 11). 

The aim of this study is to examine the effect of the mandatory adoption of accounting standards on earnings 

quality and income smoothing, and to test whether the relationship between earnings quality and income smoothing 

differs before and after mandatory implementation among firms listed on the Tehran Stock Exchange. 

Methods and Materials 

From the perspective of research objectives, the present study falls within the category of basic–empirical 

research. The purpose of basic research is to expand scientific knowledge and explain conceptual relationships 

among variables based on established theoretical frameworks. By focusing on examining the impact of the 

implementation of accounting standards on earnings quality and income smoothing in companies listed on the 

Tehran Stock Exchange, the present study seeks to analyze the institutional effects arising from the adoption of 

accounting standards within the real context of Iran’s economy and to contribute to the advancement of accounting 

theory. At the same time, the study is empirical in nature, as it is grounded in actual historical corporate data and 

applies statistical techniques to test the research hypotheses. Accordingly, financial statement information from 

periods before and after the implementation of accounting standards was collected and analyzed to identify 

significant relationships among the research variables. In terms of research design and execution, this study is 

classified as descriptive–causal and correlational. In this type of research, without direct intervention by the 

researcher, the existing conditions of the variables are described and the statistical and causal relationships among 

them are examined. The main variables of the study include earnings quality and income smoothing, whose 

responses to the implementation of accounting standards are investigated. Overall, by employing historical data 

and statistical tools, this study provides a rigorous and applied analysis of the role of accounting standards in 

improving the quality of financial reporting among Iranian firms. 

The statistical population of the study includes all companies listed on the Tehran Stock Exchange over the 31-

year period from 1992 to 2022, encompassing both the pre- and post-mandatory implementation phases of 

accounting standards. The sampling method applied was systematic elimination sampling. Companies were 

included in the final sample only if they satisfied the following criteria: 

1. They were not financial intermediaries (such as banks, investment companies, or leasing firms); 

2. Their fiscal year ended in March; 

3. They had not changed their fiscal year during the study period; 

4. Their trading symbol had not been suspended for more than six consecutive months on the stock exchange. 

5. After applying these restrictions, a total of 61 companies were selected as the final research sample. 

In this study, the library research method was used to compile the theoretical foundations and literature review. 

Accordingly, relevant information was collected through an extensive review of books, academic articles, theses, 

and Persian and English sources, as well as by consulting specialized databases and academic websites. To collect 

the empirical data required for the study, the documentary analysis method was employed. Financial information of 

the firms was extracted from financial statements published in the CODAL system, databases of the Securities and 

Exchange Organization, and financial information software such as Rahavard Novin. During the data preparation 

stage, the collected data were first entered into Excel, where the necessary calculations were performed to construct 
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the research variables. Subsequently, the finalized dataset was transferred in an integrated form to EViews for 

statistical analysis, and all final analyses were conducted using this software. 

To analyze the effect of accounting standards on the dependent variables, a multivariate regression model was 

specified that incorporates one main independent variable (implementation of accounting standards) and several 

control variables. The proposed model is formulated as follows: 

Yᵢₜ = β₀ + β₁SAᵢₜ + β₂SIZEᵢₜ + β₃GROWᵢₜ + β₄ROAᵢₜ + β₅AGEᵢₜ + εᵢₜ 

where: 

• Yᵢₜ: vector of dependent variables, including: 

 – Earnings quality (Returnᵢₜ) 

 – Income smoothing (NDAPᵢₜ) 

• SAᵢₜ: implementation of accounting standards for firm i in year t (main independent variable) 

• SIZEᵢₜ: firm size 

• GROWᵢₜ: firm growth 

• ROAᵢₜ: profitability 

• AGEᵢₜ: firm age 

• εᵢₜ: error term 

In this model, all effects of accounting standards on the dependent variables are examined simultaneously. 

Accordingly, the impact is analyzed using multivariate regression techniques such as MANOVA or Seemingly 

Unrelated Regression (SUR). 

Data analysis in this study was conducted in a stepwise manner. First, descriptive statistics were used to 

summarize the data and examine the basic characteristics of the variables. Next, inferential statistical tests were 

applied to analyze the relationships among the variables. In this process, the dataset was examined separately for 

the pre-implementation and post-implementation periods of accounting standards. In the subsequent stage, 

regression analysis was employed to evaluate the overall significance of the model, the significance of individual 

coefficients, and to test the research hypotheses. Furthermore, to compare the results before and after the adoption 

of accounting standards, an independent samples t-test was performed using SPSS software to determine whether 

statistically significant differences existed between the two periods. 

To assess the general properties of the variables, descriptive statistics including measures of central tendency 

(mean and median), dispersion (variance and standard deviation), distribution (skewness and kurtosis), and 

minimum and maximum values were computed. These statistics provide an overall view of data behavior and 

variability. Given the nature of the data and the research objectives, linear regression was employed as the primary 

method for hypothesis testing. The underlying assumptions of regression—including normality, linearity, 

homoscedasticity, absence of autocorrelation, and multicollinearity—were thoroughly examined to ensure the 

validity of the results. 

Before estimating the regression models, the stationarity of variables was tested using the Fisher-type 

Augmented Dickey–Fuller test for panel data. If the probability value was less than 0.05, the variables were 

considered stationary, thereby preventing the occurrence of spurious regression. To assess the homoscedasticity 

of the error terms, the White test was applied. In the presence of heteroscedasticity, the model was corrected using 

the Generalized Least Squares (GLS) method. Finally, to determine the appropriate data structure, the Limer F-test 
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was conducted to choose between pooled and panel data models. When panel data were selected, the Hausman 

test was employed to determine the appropriate specification between fixed effects and random effects models. 

Findings and Results 

Table 1 presents the research variables using measures of central tendency, dispersion indices, and normality-

related statistics including skewness and kurtosis. The data collection period covers 31 years from 1992 to 2022 

and includes 61 firms. 

Table 1. Descriptive Statistics of Research Variables 

Variable Period Mean Median Std. Dev. Min Max Skewness Kurtosis 

Income Smoothing (NDA) Pre-implementation -0.033 -0.034 0.140 -0.60 0.90 0.07 8.23  

Post-implementation 0.054 0.016 0.268 -0.81 2.62 2.90 23.88 

Earnings Quality (RETURN) Pre-implementation -0.472 -0.735 0.378 -2.38 6.17 1.99 9.37  

Post-implementation 0.825 0.134 2.36 -2.49 16.63 2.33 10.31 

Firm Age (AGE) Pre-implementation 2.89 2.89 0.59 0.69 4.13 0.07 2.70  

Post-implementation 3.17 3.13 0.45 2.07 4.18 0.44 2.43 

Financial Leverage (LEV) Pre-implementation 0.58 0.59 0.21 0.09 2.08 0.79 8.44  

Post-implementation 0.53 0.51 0.21 0.03 1.27 0.25 3.89 

Firm Size (SIZE) Pre-implementation 14.18 13.92 1.48 10.35 19.14 1.03 4.33  

Post-implementation 15.13 14.79 1.58 11.68 20.76 1.08 4.34 

Growth (GROW) Pre-implementation 0.22 0.16 0.59 -0.60 7.70 6.67 83.18  

Post-implementation 0.51 0.44 0.61 -0.91 6.59 4.49 27.43 

 

Table 1 reports the descriptive statistics of the main research variables across the two periods before and after 

the mandatory adoption of accounting standards in Iran. The dataset consists of observations from 61 firms listed 

on the Tehran Stock Exchange over a 31-year period (1992–2022). The table provides measures of central 

tendency (mean and median), dispersion (standard deviation, minimum, and maximum), and distribution 

characteristics (skewness and kurtosis) for each variable in both time periods. The results indicate that income 

smoothing increased after the implementation of accounting standards, with the mean rising from approximately -

0.033 to 0.054. This shift may reflect changes in firms’ earnings reporting behavior following the enforcement of the 

new regulatory framework. However, the high standard deviation and kurtosis values suggest substantial dispersion 

and the presence of outliers in this variable. Earnings quality, as the key variable of the study, also increased 

substantially after the implementation of the standards, with its mean rising from -0.472 in the pre-implementation 

period to 0.825 in the post-implementation period. At the same time, the increase in standard deviation and the 

elevated skewness and kurtosis values indicate that the distribution of this variable deviates from normality and 

exhibits considerable volatility. This pattern may stem from structural differences among firms and the 

heterogeneous impact of accounting standards on financial reporting practices. The control variables, including firm 

age, firm size, financial leverage, and firm growth, were also examined across the two periods. The results show 

that firm age and firm size increased in the post-implementation period, reflecting corporate maturation and 

expansion. In contrast, financial leverage declined, which may be attributable to more conservative financial 

policies. Additionally, firm growth increased in the post-implementation period, likely influenced by macroeconomic 

conditions and capital market developments. Overall, the high skewness and kurtosis values observed in many 

variables indicate non-normal distributions and the presence of outliers, underscoring the necessity of employing 

appropriate and robust statistical techniques in subsequent analyses. These descriptive statistics provide a sound 
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foundation for hypothesis testing and regression modeling in the following sections of the study and facilitate an 

initial understanding of the changes associated with the mandatory adoption of accounting standards. 

Table 2. Descriptive Statistics of Research Variables 

Variable Mean Median Std. Dev. Min Max Skewness Kurtosis 

Before the Mandatory Adoption of Accounting Standards (1992–2002) 

Income Smoothing (NDA) -0.033 -0.034 0.140 -0.60 0.90 0.07 8.23 

Earnings Quality (RETURN) -0.472 -0.735 0.378 -2.38 6.17 1.99 9.37 

Firm Age (AGE) 2.89 2.89 0.59 0.69 4.13 0.07 2.70 

Financial Leverage (LEV) 0.58 0.59 0.21 0.09 2.08 0.79 8.44 

Firm Size (SIZE) 14.18 13.92 1.48 10.35 19.14 1.03 4.33 

Growth (GROW) 0.22 0.16 0.59 -0.60 7.70 6.67 83.18 

After the Mandatory Adoption of Accounting Standards (2003–2022) 

Income Smoothing (NDA) 0.054 0.016 0.268 -0.81 2.62 2.90 23.88 

Earnings Quality (RETURN) 0.825 0.134 2.36 -2.49 16.63 2.33 10.31 

Firm Age (AGE) 3.17 3.13 0.45 2.07 4.18 0.44 2.43 

Financial Leverage (LEV) 0.53 0.51 0.21 0.03 1.27 0.25 3.89 

Firm Size (SIZE) 15.13 14.79 1.58 11.68 20.76 1.08 4.34 

Growth (GROW) 0.51 0.44 0.61 -0.91 6.59 4.49 27.43 

 

The examination of descriptive statistics indicates that significant changes occurred in the research variables 

following the mandatory adoption of accounting standards. The mean of income smoothing increased from -0.033 

to 0.054, while the mean of earnings quality rose from -0.472 to 0.825, reflecting improved transparency and 

reliability of financial statements. Among the control variables, firm age and firm size increased, financial leverage 

declined slightly, and firm growth increased from 0.22 to 0.51, indicating corporate expansion and enhanced 

operational performance. 

Table 3. Comparison of Changes in Research Variables Before and After the Implementation of 

Accounting Standards 

Variable Mean Before 
Implementation 

Mean After 
Implementation 

Trend Comparative Interpretation 

Income Smoothing 
(NDA) 

-0.033 0.054 Increase Indicates a change in income 
smoothing behavior 

Earnings Quality 
(RETURN) 

-0.472 0.825 Significant 
increase 

Improvement in earnings quality 
accompanied by high volatility 

Firm Age (AGE) 2.89 3.17 Natural 
increase 

Resulting from the passage of time 
and firm maturation 

Financial Leverage 
(LEV) 

0.58 0.53 Decrease Movement toward more conservative 
financial policies 

Firm Size (SIZE) 14.18 15.13 Increase Firm growth over time 

Firm Growth 
(GROW) 

0.22 0.51 Increase Economic growth and capital market 
development 

 

The results presented in Table 3 indicate that the mandatory adoption of accounting standards has had 

substantial effects on the research variables. Earnings quality increased markedly, reflecting improved transparency 

and reliability of financial information. Income smoothing also increased, which may stem from firms’ efforts to adapt 

to new regulatory requirements and to reduce volatility in reported earnings. Among the control variables, firm age 

and firm size exhibited upward trends, which are natural and consistent with the passage of time. Financial leverage 

declined, while firm growth increased, reflecting economic and structural changes in Iran’s capital market over this 

period. Overall, the findings suggest that the mandatory adoption of accounting standards has enhanced the quality 

of financial reporting and underscores the importance of continuous monitoring and strengthening of enforcement 

mechanisms. 
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First, the Chow test and the Limer F-statistic were applied to determine the appropriate data structure and to 

assess whether the data were homogeneous or heterogeneous. The Hausman test was then employed to identify 

the appropriate specification of the panel data model. The Hausman test determines whether fixed effects or random 

effects should be used for estimating the model parameters. The results are reported in Table 4. 

Table 4. Results of the Limer F-Test and Hausman Test for Selecting the Regression Estimation Method  

Model Test Type Null Hypothesis F-Statistic p-Value Test Result 

Before the Implementation of Accounting Standards in Iran 

Model 1 Limer F-Test Cross-sectional and time effects are not significant 12.36 0.000 Panel data  

Hausman Test Random effects model is appropriate 18.88 0.000 Fixed effects 

Model 2 Limer F-Test Cross-sectional and time effects are not significant 11.59 0.000 Panel data  

Hausman Test Random effects model is appropriate 17.29 0.000 Fixed effects 

Model 3 Limer F-Test Cross-sectional and time effects are not significant 11.17 0.000 Panel data  

Hausman Test Random effects model is appropriate 16.95 0.000 Fixed effects 

After the Implementation of Accounting Standards in Iran 

Model 1 Limer F-Test Cross-sectional and time effects are not significant 10.41 0.000 Panel data  

Hausman Test Random effects model is appropriate 16.77 0.000 Fixed effects 

Model 2 Limer F-Test Cross-sectional and time effects are not significant 10.23 0.000 Panel data  

Hausman Test Random effects model is appropriate 16.44 0.000 Fixed effects 

Model 3 Limer F-Test Cross-sectional and time effects are not significant 11.29 0.000 Panel data  

Hausman Test Random effects model is appropriate 16.02 0.000 Fixed effects 

 

The results of the Chow test indicate that the probability associated with the F-statistic is less than 0.05; therefore, 

the data should be analyzed using panel data regression models rather than pooled regression. The Hausman test 

results show that the obtained p-values are also below 0.05; thus, the null hypothesis is rejected, and the fixed 

effects model is selected for estimating the regression parameters. These findings indicate that the random effects 

estimator is inconsistent and that the fixed effects approach should be applied to estimate all three models both 

before and after the implementation of accounting standards in Iran. 

One of the fundamental assumptions of the regression model is the homoscedasticity of the error terms. If the 

error variances are not constant, the problem of heteroscedasticity arises, which is more commonly observed in 

cross-sectional data. The Breusch–Pagan–Godfrey test was employed to assess whether the variance of the 

residuals is constant. 

Table 5. Results of the Breusch–Pagan–Godfrey Test for Homoscedasticity 

Model F-Statistic Significance Level Conclusion 

Before the Implementation of Accounting Standards in Iran 

Model 1 1.71 0.129 Homoscedasticity 

Model 2 2.21 0.145 Homoscedasticity 

Model 3 1.20 0.109 Homoscedasticity 

After the Implementation of Accounting Standards in Iran 

Model 1 1.69 0.131 Homoscedasticity 

Model 2 2.19 0.147 Homoscedasticity 

Model 3 1.18 0.112 Homoscedasticity 

 

Based on the obtained statistics and at the 95% confidence level, the hypothesis of constant error variance is 

confirmed. The p-values for all models before and after the implementation of accounting standards exceed 0.05, 

indicating that the assumption of homoscedasticity is satisfied and that the regression estimates are statistically 

reliable. 

Hypothesis 1. The mandatory adoption of accounting standards has a significant effect on the earnings quality 

of companies listed on the Tehran Stock Exchange. 
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The objective of this hypothesis is to examine the effect of the mandatory adoption of accounting standards on 

the earnings quality of listed firms. Earnings quality is a key indicator for assessing the transparency and reliability 

of financial reporting and reflects the accuracy of financial information provided to investors. The implementation of 

accounting standards, as a major institutional change, is expected to enhance financial transparency and earnings 

quality while constraining managerial discretion. This analysis enables investors and financial regulators to evaluate 

the impact of accounting policies on capital market performance. 

Table 6. Effect of Mandatory Adoption of Accounting Standards on Earnings Quality 

Variable Symbol Coefficient Standard Error t-Statistic p-Value 

Implementation of Accounting Standards POST 0.35 0.098 3.60 0.000 

Growth GROW 0.41 0.074 5.56 0.000 

Firm Age AGE 0.052 0.064 0.81 0.413 

Firm Size SIZE 0.025 0.025 0.99 0.318 

Financial Leverage LEV -0.281 0.186 -1.50 0.131 

Constant C -0.86 0.423 -2.04 0.041 

Coefficient of Determination R² 0.064 

   

Adjusted Coefficient of Determination Adj. R² 0.058 

   

F-Statistic F 9.882 

  

0.000 

Durbin–Watson Statistic DW 2.14 

   

 

The results indicate that the implementation of accounting standards has a substantial effect on firms’ earnings 

quality. Prior to the mandatory adoption, the coefficient of the standards implementation variable (REM) was 0.35 

and statistically significant, indicating that higher levels of standards implementation are associated with higher 

earnings quality. The adjusted R² of 0.058 suggests that the model explains approximately 6% of the variation in 

earnings quality, and the Durbin–Watson statistic of 2.14 confirms the independence of residuals. Among the control 

variables, firm growth exhibits a positive and statistically significant effect on earnings quality with a coefficient of 

0.41 and a p-value of 0.000, whereas the remaining variables show limited explanatory power. After the mandatory 

adoption of accounting standards, the coefficient of REM declined to 0.183 and its significance level increased to 

0.230, indicating that the previously observed relationship became statistically insignificant. The adjusted R² after 

adoption was 0.054, and the Durbin–Watson statistic again confirmed residual independence. In this period, only 

firm growth, with a coefficient of 0.865 and a p-value of 0.000, exerted a positive and significant effect on earnings 

quality, while the other control variables were not statistically significant. Overall, the F-statistic confirms the joint 

significance of the model at the 95% confidence level. Accordingly, it can be concluded that the mandatory adoption 

of accounting standards has improved financial transparency and enhanced earnings quality, and the research 

hypothesis regarding the impact of accounting standards on earnings quality is supported. 

Hypothesis 2. The mandatory adoption of accounting standards has a significant effect on income smoothing 

among companies listed on the Tehran Stock Exchange. 

The second hypothesis examines the effect of the mandatory adoption of accounting standards on income 

smoothing in Tehran Stock Exchange firms. Income smoothing refers to the reduction of fluctuations in reported 

earnings. To test this hypothesis, a multivariate regression model was employed with NDAP as the dependent 

variable and standards implementation as the main independent variable. The control variables included firm size, 

growth, financial leverage, and firm age. The analyses were conducted separately for the pre- and post-

implementation periods, and the t-test, F-test, adjusted R², and Durbin–Watson statistic were used to assess the 

effects and the overall validity of the model. 

Table 7. Summary of Estimation Results for Model 3 
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NDAPᵢₜ = β₀ + β₁STDᵢₜ + β₂SIZEᵢₜ + β₃GROWᵢₜ + β₄LEVᵢₜ + β₅AGEᵢₜ + εᵢₜ 

Variable Symbol Coefficient Standard Error t-Statistic p-Value 

Standards Implementation STD 0.289 0.097 2.98 0.003 

Growth GROW 0.176 0.073 2.41 0.017 

Firm Age AGE 0.043 0.062 0.69 0.492 

Firm Size SIZE 0.031 0.025 1.24 0.218 

Financial Leverage LEV -0.158 0.181 -0.87 0.386 

Constant C -0.064 0.415 -0.15 0.882 

 

The results show that the adoption of accounting standards (STD), with a coefficient of 0.289 and a significance 

level of 0.003, has a positive and statistically significant effect on income smoothing. This indicates that after 

standards became mandatory, firms reported earnings in a more stable manner. The adjusted R² of 0.053 indicates 

that approximately 5% of the variation in income smoothing is explained by the model. The Durbin–Watson statistic 

of 2.68 confirms the independence of residuals. Moreover, firm growth exhibits a positive and statistically significant 

effect on income smoothing with a coefficient of 0.176 and a p-value of 0.017, while the remaining control variables 

(firm age, firm size, and financial leverage) do not show significant effects. The F-test also confirms the overall 

validity of the model. Therefore, the research hypothesis asserting a positive effect of the mandatory adoption of 

accounting standards on income smoothing is supported, indicating that accounting standards, by establishing a 

regulatory framework, have enhanced the stability and transparency of reported earnings. 

Hypothesis 3. Earnings quality is significantly related to income smoothing both before and after the 

implementation of accounting standards. 

The table below presents the results of the multiple linear regression tests for examining Model 1, in which 

income smoothing is the dependent variable and earnings quality is expected to influence income smoothing. The 

control variables included in the model are firm age, growth, firm size, and financial leverage. The regression 

coefficients were estimated using the Partial Least Squares (PLS) method. 

Table 8. Estimation Results of Research Model 2 

Returnᵢₜ = β₀ + β₁NDAPᵢₜ + β₂SIZEᵢₜ + β₃GROWᵢₜ + β₄LEVᵢₜ + β₅AGEᵢₜ + εᵢₜ 

Variable Symbol Coefficient Standard Error t-Statistic p-Value 

Before the Implementation of Accounting Standards in Iran 

Income Smoothing NDAP 0.73 0.28 2.61 0.009 

Growth GROW 0.35 0.077 4.51 0.000 

Firm Age AGE 0.048 0.064 0.74 0.457 

Firm Size SIZE 0.025 0.025 1.01 0.313 

Financial Leverage LEV -0.239 0.188 -1.27 0.203 

Constant C -0.889 0.425 -2.09 0.037 

Adjusted R² = 0.050 

     

R² = 0.056 

     

F = 8.58, p = 0.000 

     

Durbin–Watson = 2.69 

     

After the Implementation of Accounting Standards in Iran 

Income Smoothing NDAP 1.012 0.418 2.42 0.015 

Growth GROW 0.865 0.178 4.85 0.000 

Firm Age AGE 0.080 0.232 0.34 0.720 

Firm Size SIZE -0.043 0.067 -0.64 0.510 

Financial Leverage LEV -0.084 0.534 -0.16 0.870 

Constant C 0.781 1.33 0.58 0.550 

Adjusted R² = 0.060 

     

R² = 0.070 

     

F = 7.51, p = 0.000 

     

Durbin–Watson = 1.63 
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The results indicate that earnings quality has a positive and statistically significant effect on income smoothing 

both before and after the implementation of accounting standards in Iran. Prior to the implementation, the adjusted 

R² of 0.05 indicates that the independent variables explained approximately 5% of the variation in income 

smoothing. The Durbin–Watson statistic of 2.69 confirms the independence of residuals, and the coefficient of 

earnings quality is positive and significant, implying that as earnings quality increases, income smoothing also 

increases. After the implementation of accounting standards, the adjusted R² increased to 0.06, indicating that 6% 

of the variation in income smoothing is explained by the model. The Durbin–Watson statistic of 1.63 again supports 

the independence of residuals, and the positive and significant relationship between earnings quality and income 

smoothing remains stable. These findings demonstrate that the implementation of accounting standards has not 

only improved earnings quality but has also preserved its effect on income smoothing. To examine whether there 

is a statistically significant difference in the impact of earnings quality on income smoothing before and after the 

implementation of the standards, an independent samples t-test was conducted using SPSS version 23. 

Table 9. Comparison of the Effect of Earnings Quality on Income Smoothing Before and After the 

Implementation of Accounting Standards in Iran 

Period t Degrees of Freedom Significance Mean Difference 

Before implementation 0.926 5 0.397 0.92 

After implementation 1.173 5 0.294 1.06 

 

According to Table 9, there is no statistically significant difference between the effects of earnings transparency 

on income smoothing before and after the implementation of accounting standards in Iran, as the reported 

significance level exceeds 0.05 (p = 0.397). 

Hypothesis 4. Earnings quality of firms has increased after the mandatory adoption of accounting standards 

compared with the pre-adoption period. 

To examine the effect of the mandatory adoption of accounting standards on the earnings quality of companies 

listed on the Tehran Stock Exchange, a multivariate regression model was estimated with earnings quality as the 

dependent variable. 

Table 10. Summary of Regression Results for Earnings Quality Before and After the Implementation of 

Accounting Standards 

Variable Symbol Coefficient Standard Error t-Statistic p-Value 

Post-Implementation Period POST 0.212 0.078 2.72 0.008 

Firm Size SIZE 0.031 0.026 1.19 0.236 

Firm Growth GROW 0.423 0.077 5.49 0.000 

Financial Leverage LEV -0.198 0.189 -1.05 0.294 

Firm Age AGE 0.047 0.064 0.73 0.467 

Constant C -0.085 0.426 -0.20 0.841 

R² = 0.065 

     

Adjusted R² = 0.058 

     

F = 9.12, p = 0.000 

     

Durbin–Watson = 2.17 

     

 

The results indicate that the mandatory adoption of accounting standards (POST) has a positive and statistically 

significant effect on earnings quality (coefficient = 0.212, p = 0.008), demonstrating that earnings quality increased 

in the post-implementation period. Firm growth also exerts a positive and statistically significant effect on earnings 

quality (coefficient = 0.423, p = 0.000), while the remaining control variables (firm size, financial leverage, and firm 
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age) do not exhibit significant effects. The adjusted R² of 0.058 indicates that approximately 5.8% of the variation 

in earnings quality is explained by the model. The F-statistic and Durbin–Watson statistic confirm the overall validity 

of the model and the independence of residuals. Therefore, the hypothesis that earnings quality increased after the 

adoption of accounting standards is supported, and the standards play a meaningful role in improving earnings 

quality. 

Hypothesis 5. The extent of income smoothing among firms decreased after the mandatory adoption of 

accounting standards compared with the pre-adoption period. 

This hypothesis examines the effect of the mandatory adoption of accounting standards on income smoothing in 

firms listed on the Tehran Stock Exchange. Income smoothing refers to the adjustment of earnings to reduce 

fluctuations and create a more stable pattern of reported income. The enforcement of transparent and mandatory 

accounting standards is expected to constrain excessive income smoothing by managers and thereby reduce its 

magnitude. 

Table 11. Summary of Multivariate Regression Results for Income Smoothing 

Variable Symbol Coefficient Standard Error t-Statistic p-Value 

Standards Implementation POST -0.178 0.072 -2.47 0.015 

Firm Growth GROW 0.241 0.069 3.49 0.001 

Firm Age AGE -0.037 0.065 -0.57 0.570 

Firm Size SIZE 0.031 0.024 1.29 0.198 

Financial Leverage LEV 0.116 0.107 1.08 0.282 

Constant C 0.362 0.395 0.92 0.361 

R² = 0.058 

     

Adjusted R² = 0.050 

     

F = 8.12, p = 0.000 

     

Durbin–Watson = 2.11 

     

 

The regression results show that the mandatory adoption of accounting standards significantly reduced income 

smoothing among listed firms (coefficient = -0.178, p < 0.05). Firm growth also has a positive and statistically 

significant effect on income smoothing, while the other control variables (firm age, firm size, and financial leverage) 

do not have significant effects. The adjusted R² of approximately 5% and the F-statistic and Durbin–Watson statistic 

confirm the statistical validity of the model and the independence of residuals. Overall, accounting standards play 

a central role in reducing income smoothing and enhancing financial transparency, while firm growth remains a 

factor that may continue to influence income smoothing behavior. 

Discussion and Conclusion 

The present study examined the effect of mandatory adoption of accounting standards on earnings quality and 

income smoothing, and the dynamics of the relationship between earnings quality and income smoothing before 

and after the regulatory shift in firms listed on the Tehran Stock Exchange. The empirical results provide several 

theoretically and practically meaningful insights into how institutional reforms reshape financial reporting behavior 

in emerging capital markets. 

First, the findings demonstrate that the mandatory adoption of accounting standards significantly improved 

earnings quality. This result aligns strongly with institutional accounting theory, which posits that enhanced 

regulatory frameworks reduce managerial discretion and increase the credibility of reported financial information. 

The observed post-adoption increase in earnings quality is consistent with evidence that improved standards and 
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reporting incentives enhance the informational content of earnings (10). Similar improvements following standard 

implementation have been documented in international contexts, including the implementation of PSAK 69 in 

Indonesia (9) and IFRS adoption in Mexico (8). These convergent results suggest that accounting standards operate 

as a structural constraint on opportunistic behavior and elevate the reliability of earnings across diverse regulatory 

environments. 

The improvement in earnings quality also supports the broader theoretical argument that transparent financial 

reporting reduces information asymmetry and strengthens capital market efficiency. Prior research has established 

that greater earnings transparency lowers the cost of capital and improves market valuation accuracy (1). Evidence 

from the Tehran Stock Exchange similarly indicates that higher earnings transparency affects excess returns and 

financing costs (11). Accordingly, the present findings reinforce the notion that regulatory reforms aimed at 

strengthening reporting standards yield economically meaningful outcomes for firms and investors. 

Second, the results indicate that income smoothing decreased significantly following mandatory standard 

adoption. This outcome is particularly important because income smoothing represents a core manifestation of 

earnings management. The decline in smoothing suggests that stricter reporting requirements constrained 

managerial discretion and reduced the scope for manipulating earnings patterns. This finding is consistent with prior 

evidence that improvements in accounting standards and reporting regulation reduce earnings management 

behavior (6, 7). Moreover, the reduction of income smoothing after regulatory enforcement complements 

international evidence that accounting reforms alter managerial reporting incentives and restrict opportunistic 

financial behavior (8, 22). 

At the same time, the persistence of some smoothing behavior after standard adoption reflects the complex 

nature of earnings management. The literature emphasizes that smoothing is not solely opportunistic but may also 

serve an informational function under certain conditions, allowing managers to communicate long-term performance 

expectations (4). Recent evidence also shows that income smoothing behavior is influenced by financing conditions, 

auditor judgment, and investment opportunities (5). Thus, while mandatory standards significantly curtailed 

excessive smoothing, they did not eliminate smoothing entirely, suggesting that managerial incentives and capital 

market pressures continue to influence reporting behavior even under stricter regulatory regimes. 

Third, the study revealed that earnings quality maintains a positive and statistically significant relationship with 

income smoothing both before and after standard adoption, and that this relationship does not differ significantly 

across the two periods. This finding provides important theoretical nuance. One might expect that higher earnings 

quality would be associated with lower income smoothing if smoothing were purely opportunistic. However, the 

persistent positive association suggests that some degree of smoothing may occur within high-quality reporting 

systems in a disciplined and structured manner. This interpretation aligns with the efficient earnings management 

view, which holds that managers may smooth earnings to reduce noise and better reflect sustainable performance 

trends. 

Empirical support for this dual interpretation is found in prior Iranian research showing meaningful associations 

between earnings quality, income smoothing, and stock risk (15). Furthermore, comparative analyses of income 

smoothing models indicate that the form and detection of smoothing depend heavily on performance conditions and 

regulatory criteria (23, 24). Thus, the stability of the earnings quality–smoothing relationship across regulatory 

regimes suggests that accounting standards modify the intensity and structure of smoothing rather than its 

fundamental existence. 
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The results also highlight the importance of firm-level characteristics. Firm growth consistently exhibited a 

positive and significant association with both earnings quality and income smoothing across multiple models. This 

outcome is consistent with evidence that growing firms face stronger capital market pressures and financing needs, 

which intensify incentives to stabilize earnings and present credible performance signals (14). Growth-oriented firms 

often rely on external capital, making them particularly sensitive to earnings perceptions and market valuation. 

Related research shows that earnings management interacts with corporate strategy and bankruptcy risk in 

nonlinear ways, suggesting that strategic positioning moderates financial reporting behavior (20). The present 

findings extend this insight by demonstrating that growth conditions remain a dominant driver of reporting behavior 

even under strengthened regulatory environments. 

Interestingly, financial leverage, firm size, and firm age were not consistently significant predictors in the 

multivariate models. This contrasts with some international evidence that larger or more leveraged firms engage 

more in smoothing due to monitoring intensity and contractual pressures (14). The divergence may reflect contextual 

differences in the Iranian market, where ownership structures, state involvement, and financing mechanisms may 

attenuate the influence of conventional firm characteristics on reporting incentives. Moreover, governance 

structures and audit quality may play a more decisive role in shaping earnings outcomes, as suggested by evidence 

linking governance practices to earnings management behavior in emerging markets (12, 13). 

The broader institutional environment further contextualizes the findings. Iranian capital markets have undergone 

structural evolution, with increasing emphasis on transparency, governance, and disclosure. Recent research 

demonstrates that corporate social responsibility reporting, audit quality, and governance jointly shape earnings 

management and firm value in Tehran Stock Exchange firms (21). The present results are consistent with this view: 

mandatory standards function most effectively when embedded within a wider ecosystem of governance and 

monitoring mechanisms. Standards alone improve reporting quality, but their full impact emerges through 

interaction with corporate governance, audit systems, and market discipline. 

Taken together, the results support a multi-layered interpretation of accounting reform. Mandatory standards 

significantly improve earnings quality and reduce excessive income smoothing, thereby strengthening financial 

transparency. However, the enduring positive relationship between earnings quality and income smoothing reveals 

that managerial discretion is not eliminated but is channeled into more structured and potentially informative forms 

of earnings stabilization. This balance between regulation and managerial judgment reflects the complex reality of 

financial reporting, where institutional rules interact with economic incentives and strategic considerations. 

These conclusions are consistent with international and domestic evidence on the consequences of accounting 

reforms (7, 8, 10, 22) and with theoretical perspectives emphasizing the economic role of earnings transparency in 

capital markets (1, 11). They also reinforce the policy implication that strengthening standards is a necessary but 

not sufficient condition for achieving fully transparent and decision-useful financial reporting. 

This study is subject to several limitations. The analysis is restricted to firms listed on the Tehran Stock Exchange, 

which may limit generalizability to unlisted firms or other emerging markets. The use of historical accounting data 

constrains the ability to capture qualitative aspects of managerial intent and enforcement intensity. Additionally, the 

models explain a modest proportion of variance in earnings quality and income smoothing, suggesting that 

unobserved institutional and behavioral factors may play important roles. 

Future studies may expand the analysis to cross-country comparisons to assess how different regulatory and 

enforcement regimes influence the earnings quality–income smoothing relationship. Researchers could incorporate 
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qualitative governance indicators, audit quality metrics, and ownership structures to deepen understanding of 

moderating mechanisms. Longitudinal designs capturing regulatory transitions over multiple reform cycles may also 

reveal dynamic effects of institutional change on financial reporting behavior. 

Regulators should continue strengthening enforcement mechanisms and enhancing monitoring of compliance 

with accounting standards. Corporate boards and audit committees should integrate earnings quality metrics into 

governance frameworks to discourage excessive smoothing behavior. Practitioners and analysts should interpret 

earnings stability cautiously, distinguishing between informative smoothing and opportunistic manipulation, 

particularly in high-growth firms. 
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