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directors of companies. For this purpose, first, the effect of institutional
investor’s inattention on the restatement of companies' financial statements
was examined, then the effect of board characteristics on the relationship
between institutional investor’s inattention and the restatement of companies'
financial statements was examined. Research shows that institutional
shareholders, due to the diversity of their portfolios, have limited "attention"
to monitor and cannot simultaneously and equally monitor all the companies
in their portfolios and analyze the information. For this reason, a decrease in
the level of institutional investor oversight can provide the basis for managers'
opportunistic behavior in financial reporting. An increase in managers'
opportunistic behavior in financial reporting will also result in an increased
likelihood of financial statement restatement.

Literature and Background Review

Because institutional investors often hold multiple stocks in their portfolios,
they can only devote limited attention to any one stock. In fact, institutional
investors cannot monitor and analyze all of their portfolio companies with the
same intensity at the same time. Research evidence shows that the indifference
of institutional investors leads to an increase in managers' opportunistic
behavior in corporate financial reporting. Weak monitoring by institutional
investors leads to an increase in the likelihood of financial statement
restatements. One of the factors that can moderate the relationship between
institutional investor indifference and financial reporting rigor is the
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characteristics of the board of directors. One of the vital roles of the board of
directors is to oversee management practices in order to protect shareholder
value. Therefore, the role of the board of directors in monitoring management,
especially in the financial reporting process and financial statement
verification, is very important. Previous research has shown that in the
presence of an independent, large, and financially specialized board of
directors, monitoring financial reporting leads to the protection of investors'
interests and managers are less likely to manipulate financial information.
Method

In order to test the hypotheses of the research, the information of 150
companies from the stock market of Iran has been used in a period of 7 years
(from the fiscal year 2015 to 2021). For the statistical analysis of the research
data, the software version 9 was used. In order to test the hypotheses, multiple
regression models were performed using the panel data method.

Results

In general, a summary of the research model tests shows that in the Iranian
stock market, institutional investor’s inattention has a significant positive
effect on the restatement of financial statements. This means that the increase
in institutional investor inattention increases the restatement of financial
statements. Also, the results of the research showed that the independence of
the board of directors and the financial expertise of the board of directors have
a significant decreasing effect on the relationship between the institutional
investors inattention and the restatement of financial statements of companies.
This means that the increase in the presence of non-commissioned people in
the board of directors and the presence of people with financial expertise in
the board of directors will decrease the positive relationship between the
institutional investor’s inattention and the restatement of financial statements
of companies. Also, the results of the research showed that the size of the
board of directors does not have a significant effect on the relationship
between the institutional investor’s inattention and the restatement of financial
statements of companies.

Conclusions

The findings show that increasing institutional investor inattention increases
the likelihood of financial statement information manipulation by managers
and, as a result, will lead to an increase in the restatement of financial
statements by companies. Also, increasing the number of board members by
itself cannot change the relationship between institutional investor inattention
and financial statement restatement. On the other hand, board independence
can create the ability to better monitor financial reporting, and the board can
monitor financial reporting decisions with more precision and motivation,
reducing information asymmetry. For this reason, when institutional investors'




attention to the stocks in their portfolios decreases, the supervision of
independent board members can prevent managers from manipulating
financial statement information. On the other hand, as professional oversight
by board members over companies' financial reporting decisions increases
while institutional investor oversight decreases, the likelihood of financial
statement restatements due to manipulation of financial statement information
decreases.
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