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ABSTRACT 
The current study is to investigate the impact of accounting quality on relation between 
accruals quality and debt cost of the listed companies in Tehran stock exchange. The given 
companies were selected based on a five year period during 2007 to 2011which they have 
been continuously existed in stock exchange. In this study, regression model is used based 
on panel data to test the hypotheses. This method is a mixture of “time series data” with 
“cross-sectional data”. The research demonstrates that there is a significant association 
among accounting quality with accruals quality and debt cost, hence accruals quality has 
adverse and significant influence on debt cost in 95% confidence level. It can be stated that 
there is an adverse relation between accruals quality and debt cost. Also, accounting size 
and auditor tenure has adversely impact on relation between accruals quality and debt cost 
in 95% confidence level and it can be stated that accounting size and auditor tenure would 
intensify the adverse relation between accruals quality and debt cost.  
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INTRODUCTION 

 

In our real world, cash receivables and payables occur when it usually varies with transactions and its 

events which lead to using accruals assumption would be better than net metering of cash receivables to measure 

performance results of a business unit. Unlike cash items, however, accruals are rather vague, causing decrease 

their reliability (Mohammadzadegan, 2006). Regarding conflict of interest among ownership and management, 

provided accruals in financial statements may be manipulated by managers and their reliability to be questioned. 

According to this issue, there is a question how we can support investors against manipulation of financial 

statements? Audit process is one of effective ways for controlling accruals manipulation by managers and 

interfering of managers in accounting processes (Ebrahimi Kordlor et al, 2008). On the other hand, quality 

which determines accounting performance is a function of numerous function including auditor’s abilities 

(knowledge, experience, versatility and technical efficiency) and professional performance (independence, 

exactness, expert care, conflict of interest and judgment) (Mojtahedzadeh et al, 2004). Therefore, Kashanipour 

et al, (2012) examined the relation between auditor tenure and discretionary accruals of the listed companies in 

Tehran stock exchange. The results of hypothesis indicated that there is a positive and significant relation 

between discretionary accruals and auditor tenure of the studied firms. Zhin Chang et al, (2008) showed that 

auditor’s quality and reputation impacts on financial decisions of firms, indicating high accounting quality 

decreases the impact of market condition on financial decisions of the studied firms and their capital structure. 

Nikomaram et al (2013) investigated the impact of the auditor’s reputation on relation of accruals quality and 

debt cost and auditor’s reputation intensifies the adverse relation between accruals quality and debt cost.  

It can be stated, therefore, validity and reliability of financial statements including reported earnings of 

income statement would be increased. It means that management ability for applying inaccurate offering 

methods of financial numbers would decrease in line with increased accounting quality.  

Regarding to the above subjects, hence, the major goal of the study is to examine the accounting quality on 

relation between accruals quality and debt cost of the listed companies in Tehran stock exchange. 
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Research methodology: 

Research method: 

   The research plan is done by post-event approach (via past data). On the other hand, the current study is a 

kind of descriptive-correlation research. It is quantitative based on the type of the research and it is also practical 

in terms of purposes.  

 

Research’s hypotheses: 

1) There is a significant the relation between accruals and debt cost. 

2) Auditor size intensifies the relation between accruals and debt cost. 

3) Auditor tenure intensifies the relation between accruals quality and debt cost. 

  

Research population and statistical samples: 

Statistical population of the research includes all firms which have been listed in Tehran stock exchange 

since 2007 to 2011. To select a suitable and equal representative, Criteria-Filtering technique is used. Regarding 

the above condition, 88 firms have been selected as statistical population of the research. Since each firm has 4 

extractable financial data series in their financial statements during 2007 to 2011, all observations of firms are 

88 during a 5 year period.  

 

Operational definition of the research variables: 

1) Accruals quality: 

Dechow and Dichev model are used for examination of accruals quality and absolute value of the remaining 

component is a criteria for accruals quality. Like Negoer (2009) research, absolute value of the remaining 

component of Dechow and Dichev model is used in this research.  

i,t 1 i,t i,t 1it
0 1 2 3 it

it i,t i,t i,t

CFO CFO CFOWCA

Ave Assets Ave Assets Ave Assets Ave Assets

        

In this model,  is accruals quality and higher , lower the accruals quality.  

 

WCA is accruals of working capital which is calculated as: (current asset- (cash+ short-term investment)) - 

(current debt- short-term facilities).  

Ave Assets is firm’s average assets during two years.  

CFO is the firm’s operational cash flow. 

 

2) Accounting quality: 

Accounting quality is measured based the two following criteria: 

a) Audit institution size: It is consistent with the research of “Azinfar & Hassas Yeganeh” (2010). In this 

study, size is a dummy variable, namely if a firm’s auditor is audit institution, 1 is considered for it, otherwise 0.  

b) Audit tenure: Regarding to the instruction of Stock Exchange, auditor selection for 4 continuous years 

is considered as continuation of cooperation index; namely if a firm keep its auditor for a 4 year period, 1 is 

considered otherwise 0. 

 

Operational definition of dependent variable: 

In this study, debt cost is regarded as dependent variable which is calculated through dividing annual 

financing sum (interest cost) by total debts (Taleb Bidokhti et al, 2010). 

  

Operational definition of moderating or control variable: 

Firm size (SIZE): logarithm of firm’s total assets 

Return On Assets (ROA): Dividing net income by firm’s total assets. 

 

The below model is used to calculate the relation between accruals quality and debt cost. 

 
i,t 0 1 i,t 2 3 itCost _ Debt (Aq DD ) SIZE ROA         Model (1) 

Model (1) is used to calculate the association among accruals quality and debt cost. Since 

 variable is considered as accruals variable, higher , lower the accruals quality. It 

is expected that, however, lower the accruals quality (Aq-DD), higher firm’s debt cost, so there is a direct 

relation among Aq-DD and debt cost and if β1 is positive, the argument would be confirmed (Nikoumaram et al, 

(2013).  
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The following model is used to the second hypothesis: 

i,t 0 1 i,t 2 i,t 3 4 itCost _ Debt (Aq DD ) (Aq DD )*AS SIZE ROA         Model (2) 

In this model, Aq-DD* AS is added to the previous model. This variable indicates accruals quality in 

presence of audit institution size.  

The following model is used to the third hypothesis: 

i,t 0 1 i,t 2 i,t 3 4 itCost _ Debt (Aq DD ) (Aq DD )*AT SIZE ROA         Model (3) 

In this model, Aq-DD* AT is added to the previous model. This variable indicates accruals quality in 

presence of audit tenure.  

 

Data analysis method: 

This paper uses combined data to test the hypothesis. In this method, time series data (years under 

investigation) and cross-section (the surveyed companies) are combined to each other. Combined data is further 

used due to increasing number of observations, enhancing the degree of freedom, reducing variance 

heterogeneity and studying dynamic changes. In order to estimate a regression model efficiently using combined 

data, one of the common effects, fixed effects and random-effects models are selected using appropriate tests. 

LM Test is used to examine group heterogeneity among the remaining of fixed effect regression model. Also, F-

test and hausman test is used to determine one of fixed effects or random effect method. To illustrate the 

explanatory power of the explanatory variables, the adjusted coefficient of determination (adjusted R
2
) will be 

used to evaluate significant variables, t-statistics and to assess the overall adequacy of the model, Fisher 

statistics model. The statistical analysis will be performed using EXCEL and EVIEWS 7 software.  

 

Results: 

Descriptive statistics: 

 
Table 1: Central and distribution indexes of each research variables 

Variable’s name Min. Max. Appearance Average SD 

Audit institution size 0 1 1 - 0.217 

Audit tenure 0 1 0 - 0.362 

Accruals quality 0.157 2.362 - 0.962 0.418 

Debt cost 0.017 0.179 - 0.052 0.105 

Firm size 4.36 7.95 - 5.87 0.627 

Return on assets 0.043 0.624 - 0.395 0.135 

 

Examination of heteroskedasticity: 

LM test is used to examine heteroskedasticity in this study. The results of LM test are as the following 

table: 

 
Table 2: The results of LM heteroskedasticity test of the research’s model 

Description Statistics Probability 

f-statistics 1.102885 0.2144 

Obs*R-squared 1.727742 0.2144 

 

Due to the statistics amount is not significant in 5% error level, heteroskedasticity hypothesis is confirmed 

and LM heteroskedasticity is rejected. 

  

Determination of estimation model/test for examining significance of fixed effects method: 

F statistics test: 

 
Table 3: Results of F statistics test 

Description Statistics Freedom degree Probability 

Cross-section F 1.926336 87 *0.004 

Cross-section Chi square 141.485225 87 *0.002 

 

Hausman test: 

 
Table 4: Results of Hausman test 

Description Statistics Freedom degree Probability 

Cross-section F 7.111475 14 *0.006 

 

Regarding the results of both tests (F and Hausman), the obtained probability were less than 5% in each 

test, so fixed effects method should be used in the related regression model. 
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First hypothesis test: 

 
Table 5: Regression test of the first hypothesis 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.244 0.227 2.104 *0.009 

Accruals quality 0.349 0.612 2.415 *0.001 

Firm size 0.151 0.551 1.936 *0.012 

Return on assets -0.226 0.379 -1.847 *0.029 

R 0.448 

R2 0.439 

* 5% error level 
 

Regarding the table 5, the adjusted coefficient of determination is equaled with 0.439 and indicating that 

43.9% of dependent variables changes are depended on independent and control variables of this model. The 

impact coefficient of accruals quality on debt cost is 0.349 and demonstrating that the accruals quality has 

negative and adverse impact on debt cost. Regarding the significant level of t statistics of accruals quality 

variable on debt cost (0.001), H0 hypothesis is rejected with 95% confidence due to its error level is less than 

5%. It can be stated that there is an adverse relation between the accruals quality and debt cost. The regression 

model can be stated as: 

 
 

Second hypothesis test 

 
Table 6: Regression test of the second hypothesis 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.125 0.637 1.962 *0.012 

Accruals quality 0.261 0.418 2.163 *0.002 

Accruals quality × auditor size 0.418 0.751 2.147 *0.005 

Firm size 0.176 0.492 2.036 *0.009 

Return on assets -0.247 0.521 -1.682 *0.048 

R 0.541 

R2 0.532 

* 5% error level 
 

Regarding the table 6-3, the adjusted coefficient of determination is equaled with 0.532 and indicating that 

53.2% of dependent variables changes are depended on independent and control variables of this model. The 

impact coefficient of Accruals quality × auditor size on debt cost is 0.418 and demonstrating that the Accruals 

quality × auditor size has negative and adverse impact on debt cost. Regarding the significant level of t statistics 

of Accruals quality × auditor size variable on debt cost (0.005), H0 hypothesis is rejected with 95% confidence 

due to its error level is less than 5%. It can be stated that auditor size intensify the adverse relation between 

accruals quality and debt cost. The regression model can be stated as: 

 
Third hypothesis test: 

 
Table 7: Regression test of the third hypothesis 

Variable name Impact factor SD T statistics Significance level 

Fixed 0.462 0.524 1.941 *0.012 

Accruals quality 0.196 0.418 1.741 *0.034 

Accruals quality × auditor size 0.357 0.269 2.274 *0.003 

Firm size 0.225 0.721 2.169 *0.008 

Return on assets -0.519 0.297 -1.762 *0.034 

R 0.412 

R2 0.396 

* 5% error level 
 

Regarding the table 7, the adjusted coefficient of determination is equaled with 0.396 and indicating that 

39.6% of dependent variables changes are depended on independent and control variables of this model. The 

impact coefficient of Accruals quality × auditor tenure on debt cost is 0.357 and demonstrating that the Accruals 

quality × auditor tenure has adverse and significant impact on debt cost. Regarding the significant level of t 

statistics of Accruals quality × auditor tenure variable on debt cost (0.003), H0 hypothesis is rejected with 95% 
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confidence due to its error level is less than 5%. It can be stated that auditor tenure intensify the adverse relation 

between accruals quality and debt cost. The regression model can be stated as: 

 
 

Conclusion and recommendations: 

This study has examined the impact of accounting quality on relation between accruals quality and debt cost 

of the listed companies based on reliable studies in Tehran stock exchange in the last five years since 2007 to 

2011. The research’s findings provide some evidences about the impact of accounting quality on relation 

between accruals quality and debt cost. The results of the study are consistent with the results of (Chambers & 

Baine ,2006 and Mojtahed Zadeh & Aghaei, 2007 and Nikoumaram & Khosropour ,2013) in some aspects and 

not consistent with (Zhin Chang et al, 2008 and Ahmadpour ,2010) in other aspects.  

Based on these results, all potential and actual investors, agents, firms’ managers, auditors, accountants and 

other stakeholders can use it when they want to make a decision.  
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