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Objective: The present study aims to examine the impact of moral hazard
between managers and shareholders on accounting information quality, with
the mediating role of financial reporting complexity and the tone of
managers’ explanatory reports.

Method: The research population consists of 152 companies listed on the
Tehran Stock Exchange during the period from 2018 to 2023, encompassing a
total of 912 observations. To test the research hypotheses, multiple regression
analysis was conducted using panel data.

Results: The research findings indicated that moral hazard between
managers and shareholders has a negative and significant effect on
accounting information quality, while it exerts a positive and significant
influence on financial reporting complexity and the tone of managers’
explanatory reports. Furthermore, both financial reporting complexity and
the tone of managers’ explanatory reports have a negative and significant
impact on accounting information quality. Ultimately, financial reporting
complexity and the tone of managers’ explanatory reports play a mediating
role in the impact of moral hazard between managers and shareholders on
accounting information quality.

Conclusion: When managers and shareholders are exposed to moral
hazard, accounting information quality declines. Companies often
exacerbate this adverse effect by increasing financial reporting complexity
and employing a biased or occasionally ambiguous tone in managerial
explanatory reports. Managing moral hazard and enhancing the transparency
of financial reporting and report tone play a crucial role in improving
accounting information quality.
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Introduction

In today’s dynamic economy, the quality of accounting information plays a fundamental
role in enhancing transparency, investor confidence, and the efficiency of financial markets,
and it is directly influenced by moral hazard arising from conflicts of interest between managers
and shareholders. According to agency theory, such conflicts can lead to the provision of
incomplete or distorted information, increased information asymmetry, and a weakening of
financial reporting quality, particularly in firms with weak corporate governance and highly
dispersed ownership. In this context, mediating variables, such as financial reporting
complexity and the tone of management’s explanatory reports, play a key role in elucidating
the relationship between moral hazard and accounting information quality. Reporting
complexity, rooted in specialized language and intricate regulatory structures, can be used as a
tool to obscure economic realities and reduce information readability. Similarly, the tone of
management reports, whether optimistic or cautious, guides market perception and, when
employed opportunistically, can diminish earnings quality and increase information risk.
Previous studies have also shown that strong oversight, audit quality, managers’ financial
expertise, and major shareholder engagement can mitigate moral hazard and enhance
information reliability. However, the simultaneous examination of the mediating roles of
reporting complexity and managerial explanatory tone in the relationship between moral hazard
and information quality, particularly in emerging markets such as the Tehran Stock Exchange,
has received limited attention. Considering the institutional and cultural characteristics of Iran
and the concentration of managerial authority, investigating these two mediating variables can
contribute to a deeper understanding of financial reporting patterns and managerial behaviors,
while providing an analytical framework to improve decision-making for regulatory bodies and
investors. The present study, by proposing an integrated model and empirically testing it in
firms listed on the Tehran Stock Exchange, represents an innovative effort to more precisely
clarify the mechanisms through which moral hazard affects accounting information quality.

Method

The present study is classified as an applied research in terms of its objective and falls within
the scope of descriptive-correlational research in terms of methodology. In terms of nature, this
study is of a causal-comparative type and is primarily based on quantitative data. The required
data were extracted from databases, company documents, records, audit reports, financial
statements, and other relevant materials, along with accompanying notes, from the archive of the
Tehran Stock Exchange (Codal website) and the Rahavard Novin software, and were processed
and organized using Excel. To analyze and test the hypotheses, multiple regression analysis and
Stata software were employed. The statistical population of the study included all companies
listed on the Tehran Stock Exchange during the period from 2018 to 2023. Systematic sampling,
combined with screening, was applied to select the sample. Initially, all active companies during
the study period were evaluated, and eligible companies were identified. Ultimately, 152
companies were selected as the research sample and served as the basis for analysis.

Results

The research findings indicated that moral hazard between managers and shareholders, as a
fundamental challenge in corporate governance systems, has a significant and negative impact
on the quality of accounting information, leading to disruptions in the transparency and
reliability of financial reports. According to the results, when the level of moral hazard
increases, managers, driven by personal incentives that are not aligned with shareholders’
interests, resort to complex financial reporting practices, and the complexity of financial
reporting rises significantly and positively. This not only complicates the understanding and
evaluation of the company’s performance for information users but also creates opportunities
for information concealment and manipulation in the reporting process. Moreover, the results
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show that the tone of managers’ explanatory reports is influenced by opportunistic behaviors
under such conditions and changes in a significant and positive manner; managers attempt to
direct users’ perceptions of financial realities through an exaggerated, overly optimistic, or
misleading tone. Furthermore, the examination of relationships among the variables indicates
that both financial reporting complexity and the tone of managers’ explanatory reports have a
significant negative effect on accounting information quality. By creating ambiguity,
perceptual bias, and reduced transparency, they hinder stakeholders’ accurate and informed
decision-making. Finally, the structural model analysis demonstrates that financial reporting
complexity and the tone of managers’ explanatory reports mediate the relationship between
moral hazard and accounting information quality, implying that the negative effects of moral
hazard are reinforced and transmitted through these two mechanisms. The findings of this study
underscore the importance of effective corporate governance, robust oversight of managerial
behavior, and enhanced transparency in financial reporting.

Conclusions

In the contemporary context governing economic systems, accounting information has acquired
a status beyond a mere reporting tool, evolving into a strategic platform for explaining managerial
behavior and analyzing moral hazard mechanismsq. When the interests of managers and
shareholders are not aligned, the quality of financial information is jeopardized, as managers,
driven by opportunistic motives, exploit the complexity of financial reporting and the tone of
explanatory reports as mechanisms for concealment or biasing. Research findings indicate that
moral hazard initially reduces transparency and increases earnings management, and subsequently,
through the complication of financial statements and the adoption of biased narrative tones, it
exacerbates the negative effects on the quality of accounting information. The complexity of
reporting structures, the proliferation of technical terms, the exaggeration of disclosure volume,
and reduced readability impose higher processing costs on analysts and limit comparability,
reliability, and the accuracy of evaluations. Furthermore, the tone of explanatory reports, whether
optimistic or cautious, under conditions of moral hazard, becomes a tool to steer user perceptions
and shape unrealistic expectations, facilitating the transmission of managerial motives into
financial outcomes through qualitative narrative framing. According to agency theory, when
effective monitoring is weakened, managers, relying on tone, complexity, and biased assumptions,
create conditions that undermine transparency and distort information. Collectively, the evidence
suggests that the quality of financial reporting is not solely the product of formal procedures but is
significantly influenced by managerial ethics, the manner of information presentation, and the ways
managers utilize reporting tools to protect personal interests, highlighting the critical importance of
strengthening corporate governance, transparency, and managerial accountability.
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