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Abstract

Financial theorists believe that low accruals firms have higher returns compared to those with high
accruals calling this relationship an accruals anomaly. Since the introduction of this concept, various
studies have examined the factors causing accruals anomalies and their impact on corporate revenues.
The current paper aims at investigating the impact of accruals anomalies on corporate profitability
as well as the role of the corporate life cycle. Thus, the data was collected using 109 companies listed
on the Tehran Stock Exchange data during the period 2012 to 2018. Then, the relationships were
examined using regression modelling with a panel approach. The results indicate that there is no
significant impact of life cycle on the relationship between accrual anomalies and profitability.
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1. Introduction

Accruals anomalies is the strongest and most significant asset pricing anomalies. Sloan [23] shows
that accruals have strong predictive power for corporate stock returns. He recognized that investors
fail to distinguish between accrual and cash components of earnings. Sloan’s work (1996) was further
developed by Richardson et al. [21] who describe that by using balance sheet classification, catego-
rization of liabilities into components, companies with more credible accruals components earn more
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than other companies with less credible accruals components. This study also shows that an investor
who fails to categorize the credibility of different segments of accruals has a lower chance of achiev-
ing a high return on the stock market. One explanation for these findings is that investors do not
recognize that positive accruals are a sign of higher income and that future profitability will remain
high over a shorter period. There are other studies on accrual anomalies such as that of Pincus et al.
[20] addressed the effect of accruals in the international environment. Zhang [25] found that work-
ing capital liabilities are a strong predictor of future stock returns because individual components
provide reliability and explanations of stock returns. Therefore, the current paper investigates the
impact of accruals anomalies on stock returns in the Tehran Stock Exchange.

On the other hand, the corporate life cycle variable, its role as well as different aspects and
relationships have been studied by some researchers [24]. In the growth phase, the corporate has
relatively little asset and experiences high operational risk. [18]. The decline phase is usually marked
by a decrease in sales and profits and an increase in unauthorized production capacity. To date, the
accounting literature has little to do with the concept of life cycle. Anthony and Ramesh [2] examine
the market response to sales and investment growth at each stage of the life cycle. They record the
maturity of uniformity in the response factors of sudden growth in sales and unexpected investment
as the company’s maturity. Black [5] examines the importance of the value of changes in operation,
investment, and financing liquidity at the life cycle stage, and in particular whether investing in cash
flows given the greater value that firms are growing. Hribar and Yehuda [10] examined the effect of
the company’s life cycle stage on the main determinants of the revenue-return relationship and found
that profit permanence, profitability, cost of capital and profit pricing vary at different stages of the
life cycle. Accordingly, the current paper investigates the impact of life cycle on the relationship
between accruals and stock returns.

2. Theoretical foundations and research background

Sloan [23] finds that the performance of income attributable to liabilities is less durable than the
performance of income from cash flow. Mashruwala et al. [16] argue that anomalies may be a feature
of firms with ultimate accruals. Similar claims were found in the studies of Collins et al. [6], Lev and
Nissim [13], and Ali et al. [1]. Louis et al. [15] found no evidence of accrual anomalies in cases where
companies disclose accruals information at the time of the profit announcement. Using the Accruals
Percentage Scale, Papanastasopoulos [19] empirically predicted earnings stability hypothesis and
arbitrage constraint hypothesis on accrual anomalies in the UK stock market and found a strong
negative relationship between accrual percentage and future profitability and stock returns. Showed.
Huang et al. [12] evaluated the explanations for accrual anomalies in the Chinese stock market
using the breakdown method. The results show that institutional ownership better explains accrual
anomalies with an explanatory power of about 46%. Arabzadeh et al.[3] analyzed accrual anomalies
using accrual factor-mimicking portfolio, CMA (conservative minus aggressive).

Yeganeh and Bari [8] investigated the role of return dispersion in the interpretation of accruals
anomalies. The results of their research showed that the dispersion of returns / relative dispersion of
returns leads to positive and significant risk at the level of stocks and portfolio of accruals and there
is a significant difference between the impact of relative dispersion of returns on risk in low and high
accruals companies.

On the other hand, Corporate Life Cycle Theory suggests that firms have a number of predictable
development models. Depending on the stages of development, resources, privileges, policies, struc-
tures, and operationalities are quite different [17]. The current paper investigates the impact of
accruals anomalies on varous stages of corporate life cycle. This study roots in different perspectives.



The accrual anomaly analysis at different stages of ... 1271

Behavioral decision theory holds that overconfidence as a cognitive bias encourages decision makers
to overestimate their problem-solving abilities, and underestimate firms innovative risk resources and
uncertainty [22]. These theories support the argument that managers at different stages of a corpo-
rate life cycle meet different risk metrics to survive during the introduction and decline stages, and
show a dominant position in the competitive environment in adulthood and growth stages [14]. As
the level of product differentiation increases further in the growth phase, the company’s profitability
begins to increase in the mature phase [7]. However, due to the negative investment of NPV for the
survival of firms, in the downturn phase, the company’s profitability is still likely to deteriorate [4].
Hribar and Yehuda [11] applied the concept of corporate life cycle to expand the understanding of
anomalies in accrual information and cash flow through the stock market.

3. Research hypotheses

First Hypothesis: The accruals anomaly impacts on the profitability of companies.
Second Hypothesis: The impact of accruals anomalies on corporate profitability is affected by the
corporate life cycle.

4. Research methodology

The statistical population is companies listed on the Tehran Stock Exchange data during the
period 2012 to 2018. Systematic deletion sampling method was used to select a suitable statistical
sample. In this method, first the sample inclusion criteria are defined and then nonconsistent sapless
are deleted.

1. Companies whose fiscal year ends on March 20 of each year;

2. Do not leave the stock market during the research period.

3. Do not stop the symbol for more than 6 months.

4. Financial and credit institutions, banks, insurance companies and investment funds are not
included.

5. The required information of companies should be available in databases.

A sample of 109 companies became available to test hypotheses, given the inclusion criteria and
imposing restrictions.

5. Measuring research variables

Return on stock (Ri): The economic value created by the investment, which usually defined as a
percentage of the initial investment.

Ri =
Pt(1 + α + β) +Div − (Pt−1 + cα)

Pt−1 + cα
(5.1)
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Where, Pti =stock price i is in period t, Div = dividend of the current year, β =percentage of
capital increase from the reserve, α =percentage of capital increase from the receivables and cash
flow
C = subscription amount per share for capital increase (usually 1000 Rials).
Size factor (SMB): The difference between the returns of a large stock portfolio and a small stock
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based on market value
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Value factor (HML): The difference between the return of a value portfolio and a growth port-
folio.

HML =
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In patterns (5.1) to (5.3), S/L are companies that are small in size and low in value, S/M
companies that are small in size and medium value, S/H companies that are small in size and high
value, B/L are companies that are big in size and low in value, B/M are companies that are big in
size and medium in value, B/H are companies that are big in size and high in value. Each company
is assigned the number 1 if they are in each category, otherwise the number is zero.
Accruals Factor (CMA): The Difference Between a Portfolio Yield with a High Accrual Anomaly
and a Low Accrual Anomaly

HML =
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In pattern (5.4), S/L are companies that are small in size and low in accruals anomaly , S/M
companies that are small in size and medium accruals anomaly , S/H companies that are small in
size and high accruals anomaly, B/L are companies that are big in size and low in accruals anomaly,
B/M are companies that are big in size and medium in accruals anomaly, B/H are companies that
are big in size and high in accruals anomaly. Each company is assigned the number 1 if they are in
each category, otherwise the number is zero.

Anomaly accruals (ABACC): Accruals are defined as changes in net operating assets. Net oper-
ating assets are defined as non-cash assets less liabilities other than liabilities or their equivalent in
working capital (WC) plus long-term net operating assets (LTNOA). Anomal accruals are obtained
from the following model:

TA = α0 + α1(
1

LASSETS
) + α2(∆SALES −∆AR) + α3PPE + α4LAGROA+ ε, (5.5)

TA: Total accruals, LASSETS: Total assets at the end of the previous year, ∆SALES: Sales
changes for two consecutive years, ∆AR: Changes in accounts receivable, PPE: Property, plant and
equipment, LAGROA: Total return on assets (profit before interest and Tax / total assets) of the
previous year, the remaining amount of Model (5.5) is considered as an unusual accruals.

Corporate Life Cycle: The method presented by Anthony and Ramesh (1992) is used to categorize
companies during the life cycle stages. In this method, the life cycle is evaluated using two variables
of sales growth and capital expenditures.

These two variables are added together, then the resulting number is divided into three groups.
If the company is in the lowest group, it is in the decline stage, in the middle group, it is in the
maturity stage, and if it is in the highest group, it is in the growth stage.

6. Research hypotheses testing model

First Hypothesis: The accruals anomaly impacts on the profitability of companies. To investigate
the effect of accruals anomalies on corporate profitability, the following model is used, which is taken
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Table 1: Descriptive statistics of research variables

from the research of Hirshleifer et al. [9]

Ri −Rf = α + β(Rm −Rf ) + ζ1(SMBi,t) + ζ2(HMLi,t) + ε

Ri −Rf = α + β(Rm −Rf ) + ζ1(SMBi,t) + ζ2(HMLi,t) + ζ3(CMAi,t) + ε (6.1)

In pattern 6.1, Ri is the company stock returns, Rf is the risk-free return, Rm is the market return,
SMB is the size factor, HML is the value factor and CMA is the anomaly accruals factor. If ζ3 is
significant (with a t-statistic greater than 1.96) and the value of the second pattern is higher than
the first pattern, it indicates the effect of anomaly accruals.

Second Hypothesis: The impact of accruals anomalies on corporate profitability is affected by
the corporate life cycle. To investigate the effect of life cycle on the relationship between anomalies
of accruals on corporate profitability, the following model is used, which is based on the research of
Hirshleifer et al. [9] and Hribar and Yehuda [11].

Ri,t −Rf,t = α + β(Rm,t −Rf,t) + ζ1(SMBi,t) + ζ2(HMLi,t) + ζ3(CMAi,t) + ζ4(CMAi,t)

∗OFOLi,t + ζ5(CMAi,t) ∗BOLOQi,t + ζ6(CMAi,t) ∗ROSHDi,t + εi,t. (6.2)

In pattern 6.2, Ri is the company stock returns, Rf is the risk-free return, Rm is the market
return, SMB is the size factor, HML is the value factor and CMA is the anomal accruals factor.
Pattern 7 is fitted to the data and then the pattern coefficients are compared pairwise using a parent
test to determine whether the relationship between accruals anomalies and firms’ profitability at
different life cycles is different or not.

7. Findings and analysis of results

Table 1 shows the results of descriptive analysis. Descriptive statistics include minimum, maxi-
mum, mean, median, standard deviation, skewness, and elongation.
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Table 2: Limer test

Table 3: Hausman test

7.1. First Hypothesis: The accruals anomaly impacts on the profitability of companies

Before fitting the model to the observations, it must be determined which model is suitable for
fitting the data. The F-Limer statistic was used to select one of the methods of panel data or
composite (cross-sectional) data. Thus, as an elongation, it is appropriate to use the cross-sectional
data method, reject and use the panel data method, otherwise the cross-sectional data method will
be used. After the Limer test, the Hausman test is used to be able to make a comparison between
the fixed and random effects methods in terms of the explanatory power of the dependent variable.
If the significance value is less than 0.05, the null hypothesis is rejected and the model is fitted with
a fixed effect to the observations, otherwise the model is fitted with a random effect.
Table 2 - Lemer test
Given that the significance level of the Limer test (0.000) is less than 5%, therefore the panel data
approach is accepted versus the composit data (money). According to the obtained results, the
significance value of Chi-square test (1, 000) is more than 0.05 and this indicates that the random
effects approach is accepted against the fixed effects of width from the origin. The Fisher test
is used to determine whether the fitted model is suitable for the observations. Given that the
significance level of the Fisher test is less than five percent, the assumption of a linear relationship
between at least one of the independent / control variables and the dependent variable is confirmed.
Durbin-Watson statistics is used to examine the autocorrelation in model variables. According to
the result of the above table, the amount of this statistic is in the allowable distance and therefore
there is no autocorrelation in the remaining sentences of this regression pattern and the absence of

Table 4: Model fitting results
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Table 5: Model fitting results

autocorrelation between errors, as one of the basic regression assumptions about the fitted model
is accepted. The t-test is used to measure the effect of the independent / control variable on the
dependent. According to the results, the effect of all three elements of the difference between market
return and risk-free return, size factor and market factor on the difference between company return
and risk-free return is significant.

Given that the significance level of the Fisher test is less than five percent, the assumption of
a linear relationship between at least one of the independent / control variables and the dependent
variable is confirmed. According to the result of the above table, the amount of Durbin-Watson
statistics is in the allowable distance and therefore there is no autocorrelation in the remaining sen-
tences of this regression pattern and the absence of autocorrelation between errors, as one of the
basic regression assumptions about the fitted model is accepted. According to the results, the effect
of all three elements of the difference between market return and risk-free return, size factor and
market factor and anomal accruals factor on the difference between company return and risk-free
return is significant.

By comparing the results of fitting the two models (5.1) and (5.2) to the observations, since
the effect of CMA (accrual anomaly factor) on the return in the second model is significant and
the coefficient of determination of the second model is increased compared to the first model, it
can be said that the accruals anomaly impacts the profitability of companies and the assumption is
confirmed. The results show that by increasing the yield difference between portfolios with high and
low anomalies, the amount of companies’ returns increases.

7.2. Second Hypothesis: The impact of accruals anomalies on corporate profitability is affected by the
corporate life cycle

The F-Limer statistic was used to select one of the methods of panel data or composite (cross-
sectional) data. After the Limer test, Hausman test is used if the null hypothesis is rejected to be
able to compare the fixed and random effects methods in terms of the explanatory power of the
dependent variable. Since the significance level of the Limer test (0.000) is less than 5%, therefore
the panel data approach is accepted versus the composite data (money). According to the obtained
results, the significance value of Chi-square test (1, 000) is more than 0.05 and this indicates that the
random effects approach is accepted against the fixed effects of width from the origin. Given that the
significance level of the Fisher test is less than five percent, the assumption of a linear relationship
between at least one of the independent / control variables and the dependent variable is confirmed.
According to the result of the above table, the amount of Durbin-Watson statistics is in the allowable
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Table 6: Limer test

Table 7: Hausman test

Table 8: Model fitting results
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Table 9: Parent statistics to measure relationship differences in different stages of the life cycle

distance and therefore there is no autocorrelation in the remaining sentences of this regression pattern
and the absence of autocorrelation between errors, as one of the basic regression assumptions about
the fitted model is accepted. The t-test is used to measure the effect of the independent / control
variable on the dependent variable. According to the obtained results, the effect of anomal accruals in
all three periods of decline, growth and maturity on profitability is significant. The parent statistics
are used to examine whether the effect of anomal accruals on profitability changes at different stages
of the life cycle, the results of which are shown below. According to the results obtained from the
parent statistic, since the statistic value is less than 1.96, the difference between the effect of life
cycle on the relationship between accrual anomalies and profitability is rejected.

8. Discussion

In this study, the accruals anomaly at different stages of life cycle was analyzed in a sample of
companies listed on the Tehran Stock Exchange during 2012 to 2018. The first hypothesis results
show the effect of accrual anomalies on corporate profitability, they indicated that the regression
coefficient of the accrual anomalies factor is 0.280 and the t-statistic is 6.504, which indicates that
any difference between a portfolio return with high anomalies and the lower the anomaly of accruals,
the higher the return on the company. The results of the present study are consistent with that of
Hirshleifer et al. [9] who showed that the accruals anomaly affects the profitability of companies.
Given the positive effect of accrual anomaly factor on corporate profitability, it can be said that
increasing the difference between accruals among companies leads to increasing corporate profitability
and therefore it is suggested that individuals care for anomalities when investing in companies. It is
also suggested that when pricing assets, the accrual anomaly factor should be used as an independent
and significant variable in the model. Companies are advised to be more prudent in evaluating and
reporting accruals so as not to lose their market position. The stock exchange organization is advised
to have more control over the reports submitted on the components of accruals so that investors can
invest more confidently based on this information. In the second hypothesis, the results obtained
from the study of the effect of corporate life cycle on the relationship between accruals anomaly and
corporate profitability, indicated that the difference between the effect of life cycle on the relationship
between accruals anomaly and profitability is rejected.
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