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Abstract

One of the most important sources of information and decision-making for users of
financial statements is the profit of the company. If the reported profit lacks quality
and transparency, it will lead to uncertainty, risk and demand for higher returns from
shareholders and vice versa. Reducing the rate of return expected by the shareholders
reduces their specific capital cost and accordingly the cost of the company's capital is
reduced and finally leads to an increase in the value of the company's shares and the
company's value. Based on this, the aim of this research is to investigate the effect of
lack of profit transparency on the cost of capital, emphasizing the moderating role of
profit stability. The research is based on the objective, applied and according to the
descriptive-correlation method. The statistical population of the research is all the
companies admitted to the Tehran Stock Exchange in the 11-year period from 2012 to
2022, based on the systematic elimination sampling method, 54 companies or in other
words 594 companies were selected as a statistical sample. OLS least squares
multivariate regression was used to test the hypotheses. Also, for statistical analysis,
Eviews version 12 software was used. The results of the research hypotheses test show
that bold profit management has a positive effect on the cost of capital. However,
profit smoothing does not have a negative but significant effect on the cost of capital.
Also, earnings persistence weakens the relationship between prudent earnings
management and cost of capital. But the earnings persistence cannot weaken the
smoothing effect of profit on the cost of capital. By controlling profits, company
managers reduce its fluctuations and attract more investors. Companies with stable
profits are far from risk and experience lower cost of capital.

Keywords

Profit opacity, risk management, profit smoothing, profit sustainability, cost of capital




