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Introduction

Since transactions with related parties facilitate financial fraud, companies with
transactions with related parties tend to choose accounting methods and produce
financial information that is less transparent and quality than other similar
companies; As a result of related party transactions, it tends to increase the risks
of material misstatement of the financial statements, therefore, it can lead to more
frequent restatements. But the supervision of the board of directors and its
independence can lead to reducing the opportunism of managers and thus reducing
the possibility of fraud. The purpose of this research is to investigate the
relationship of related party transactions Restatement of Financial Statements with
regard to the role of board independence.

Literature Review

A related party transaction according to 1AS 24 of the International Financial
Reporting Standards (IFRS) is a transfer of economic resources, services or
obligations between a reporting entity and a related party, irrespective of whether
a price is charged. From the Agency theoretical perspective, there are two
opposing views of the effects of related party transactions on accounting
reporting: the conflict-of-interest view and the efficient transaction view. The
conflict-of-interest perspective emphasizes the regulators’ viewpoint of related
party transactions as inefficient transactions not following the arm’s length rule
which encourages compromise in the management’s responsibility to
shareholders as agents. The efficient transaction hypothesis, is the second view,
which contends that related party transactions are efficient business transactions
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as they have the tendency to reduce the transaction cost and enable cordial
activities between the parties exercising the economic demands of a firm operating
in difficult institutional environments. related parties and related party
transactions could give rise to higher risks of material misstatements of the
financial statements. on the other hand, Board independence is expected to be
related to financial restatements negatively, because independent directors are less
involved with management and other directors. This weaker substantive tie’ with
management enables independent directors to be more objective than insiders in
assessing firms financial reporting practice, and less concerned when challenging
managers’ stance, including on earnings manipulation. Furthermore, the
independent directorship per se is perceived as a signal of governance expertise
and, therefore, the reputation of independent directors prompts them to act
vigilantly and diligently to avoid future accounting restatement.

Research Methodology

Research in terms of purpose is part of applied research and research method in
terms of nature and content is cause and effect. The research was conducted in the
framework of deductive-inductive reasoning and panel analysis was used to
analyze the hypotheses. The statistical population of the research was all the
companies admitted to the Tehran Stock Exchange and using the systematic
elimination sampling method, 165 companies were selected as the research
sample in the 10-year period between 2012 and 2021 was investigated.

Results

The results of the research hypotheses test showed that there is a positive and
significant relationship between transactions with related parties and Restatement
of Financial Statements; There is a negative and significant relationship between
the independence of the board of directors and the Restatement of Financial
Statements; Although the independence of the board of directors has a negative
effect on the relationship between transactions with related parties and
Restatement of Financial Statements; But this relationship is not significant.

Discussion and Conclusion

The results of the first hypothesis of this research were in accordance with the
conflict-of-interest view, which indicates an increase in restatement of financial
statements when transactions with related parties increase, which can indicate the
opportunistic behavior of these persons and, as a result, the possibility of lack of
transparency in financial reports. This result is in accordance with the findings of
Kabwe (2023), Otuya and Emiaso (2022), Henry et al. (2007), Marchini et al.
(2018) and Hasnan and Hussain (2015). The result of the second hypothesis
showed that there is a negative relationship between the independence of the board
of directors and the restatement of financial statements; Although its effect on the
relationship between independent and dependent variable is not significant.
According to this result and based on the view of reducing the conflict of interest,
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independent management is considered as a signal of governance expertise and
therefore, the monitoring of independent directors prevents future restatement of
financial statements. This result is in accordance with the findings of Neville et
al. (2019) and Habib et al. (2021). According to these results, it is suggested that
the shareholders consider the amount and manner of transactions with related
parties because it can lead to a decrease in transparency in the presentation of
financial statements and as a result, an increase in restatement of financial
statements due to their tendency towards profiteering. It is also suggested that the
presence of non-commissioned managers be considered as the controlling factor
of these relationships. Finally, considering that in this research, only transactions
with related parties are not separated; It is suggested that future research examines
the relationship of transactions with operational and non-operational related
parties with the re restatement of financial statements or other forms of
interference in financial statements such as fraudulent reporting.
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Table (1) Descriptive statistics of quantitative variables of research model
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