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ARASTIRMALARI DERGISI
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Orgiitsel Davramis Aragtirmalar
Dergisi yilda iki kez yaymlanan hakemli,
bilimsel ve wuluslararast bir dergidir.
C)rgt‘itsel davrams, insan kaynaklar1 ve
calisma hayatma iliskin makalelere yer
verilen dergimizin temel amaci, bu
alanlarda akademik gelisim ve paylasima
katki saglamaktir. Dergimizde “Tiirkce” ve
“Ingilizce” olmak tizere iki dilde makale
yaymlanmaktadir. Dergiye yaymlanmak
tizere gonderilen yazilar, belirtilen yazim
kurallarmma uygun olarak hazirlanmalidir.
Dergiye yaymnlanmak tizere gonderilen
yazilar, daha oOnce yaymnlanmamis ve

yayinlanmak tizere gonderilmemis
olmalidir. Dergide yaymnlanan yazilarda
belirtilen gorusler, yazarlara ait olup

Orgititsel Davranis Arastirmalari
Dergisi'nin goriiglerini yansitmaz. Orgiitsel
Davranis Arastirmalar1 Dergisi'nde
yayinlanmis yazilarin tiim yayimn haklar:
sakli olup, dergimizin adi belirtilmeden

hicbir alint1 yapilamaz.

JOURNAL OF ORGANIZATIONAL
BEHAVIOR RESEARCHES
(JOOBR)

The Journal of Organizational Behavior
Researches (JOOBR) is an academic, peer-
reviewed, scientific and international
journal which is being published bianually.
JOOBR, with it’s articles essentially aims to
contribute to academic development and
sharing in the fields of organizational
behavior, human resources and business
envorinment. In JOOBR, Articles are being
published both in Turkish and English
Languages. Articles which will be sent to
JOOBR for publishing, should be preapared
according to guideline of JOOBR. Articles
which will be sent to JOOBR for publishing,
must be not published before or not sent to
other journals. The views presented in the
JOOBR represent opinions of the respective
authors. The views presented do not
necessarily reflect the opinion of the JOOBR.
Copyrights for all articles published in
JOOBR reserved. For quotation, JOOBR

must be cited

1Y



e . =
° o ORGUTSEL DAVRANIS
oWJre  Arastirmalart Dergisi

Bilim Kurulu
Members of the Science Board

Prof: Or. Willy Arafah

Trisakti University, Indonesia
Prof. Dr. Kabir Haruna Danja

Federal College of Education Zaira, Nigeria

Prof. Dr. Ayu ERgsari
Trisakti University, Indonesia
Prof. Dr. Nurullah Genc

T.C. Central Bank, Turkey

Prof. Dr. Asep Hermawan
Trisakti University, Indonesia

Prof. Dr. Nasir Karim

Cecos University, Pakistan
Prof. Dr. Syafri Mandai
Trisakti University, Indonesia
Prof. Or. Amer AL Roubaei
Ahlia University, Bahrain

Prof. Dr. Farzand Al Jan
Cecos University, Pakistan

Prof. Dr. Rosman Bin Md Yusoff
Tun Hussien Onn University, Malaysia

Prof. Dr. Husna Leila Yusran
Trisakti University, Indonesia

Assoc. Prof. Dr. Usman Ghani

Institute of Management Sciences, Pakistan
Assoc. Prof- Dr. Kubilay Ozyer
Gaziosmanpasa University, Turkey

Assoc. Prof. Dr. Hasan Giil

OndoRuz Mayis University, Turkey

Assoc. Prof. Dr. Hasan Tagraf

Cumhuriyet University, Turkey

Assoc. Prof. Dr. Elmira Ibrayeva
Kazakistan American Univ., Kazakhistan
Assist. Prof. Dr. Kamran Azam
International Riphah University, Pakistan
Assist. Prof. Dr. M. Said Doven
Osmangazi University, Turkey

Assist. Prof. Dr. Engin Kanbur
Kastamonu University, Turkey

Assist. Prof. Or. Muhammad Kibuuka
Kampala International University, Uganda
Assist. Prof. Dr. Attaullah Shah

Institute of Management Sciences, Pakistan

Assist. Prof. Dr. Muhammad Siddique

Institute of Management Sciences, Pakistan



e .. .
° e ORGUTSEL DAVRANIS
oVJre  Arastirmalart Dergisi

Second Half Of Xix And Early Xx Centuries

I¢indeRiler Sayfa No.
Table of Contents Page Num.
. Cam Tavan Algilar1 Orgiitsel Baglilig1 Etkiler M1? Ogretmenler Uzerine Bir
Aragtirma
Does Glass Ceiling Perceptions Affect Organizational Commitment? A Study 1-15
On Teachers
Ufuk ORHAN & Umran ALTAY
. Oz-Liderligin Bireysel Farkliliklar Baglaminda Incelenmesi
Examining Self-Leadership In The Context Of Individual Differences 16-32
Emrah OZSOY & Omer Alperen ONAY & Duygu ALTUN & Siimeyye
PEHLIVAN
. Orgiitsel Sessizlik Bilgi Paylasimu Iliskisinde Sosyal Sermayenin Rolii
The Role Of Social Capital In The Relationship Between Organizational Silence 33-45
And Knowledge Sharing
Ercan TURGUT & Memduh BEGENIRBAS
. Pozitif-Negatif Duygularin, Otomatik Diisiincelerin Ve Baz1 Kisisel
Degiskenlerin Okul Yoneticilerinin Yenilik Yonetimi Yeterlik Inang
Diizeyleri Uzerindeki Etkisi
The Effect Of Positive-Negative Affect, Automatic Thoughts And Other 46-68
Personal Variables Upon The Innovation Management Self-Efficacy Belief
Levels Of School Administrators
Serkan MURTEZAOGLU & Fulya YUKSEL-SAHIN
. Orgiitsel Adalet: Akademisyenler Uzerinde Metaforik Bir Arastirma
Organizational Justice: A Metaphoric Research On Academicians 69-86
Tiilay Ozer & Kubilay Ozyer
. Duygusal Emek, Tiikenmislik, isten Ayrilma Niyeti Ve is Performansi
Arasindaki Iligkiler
The Relationship Between Emotional Labor, Burnout, Turnover Intention And 87-103
Job Performance
Ferda ALPER AY & Nilifer TURKDOGAN
. Sosyal Medya, Akilli Telefon Ve Orgiitlerin Gelecekteki Insan Kaynag:
Profili: Z Kusag
Social Media, Smart Phone And Future Human Resources Profile Of 104-123
Organizations: Z Generation
Fikret SOZBILIR
. Legal Basis Of The Christian Issue Of Russian Policy In The Caucasus In The 124-134

VI



Legal Basis Of The Christian Issue Of Russian Policy In The Caucasus In The
Second Half Of Xix And Early Xx Centuries

Lyubov H. SATUSHIEVA & Alim Z. BOGATYREV & Ruslan M. ZHIROV &
Azamat A. ZHUGOYV & Marina T. TEKUEVA

9. A Research On The Correlation Between Perceived Corporate Image And
Organizational Identification

A Research On The Correlation Between Perceived Corporate Image And

135-153
Orgamzational Identification
Sabahat BAYRAK KOK & Mehtap SARIKAYA & Hatice COBAN & Esve
MERT
10. The Effect Of Political Connections On Auditor Choice And Related Party
Transactions
The Effect Of Political Connections On Auditor Choice And Related Party 154-168
Transactions
Saeed BAZRAFSHAN & Hamze HESARI
11. Effects Of Narcissism On Organizational Dissent
Effects Of Narcissism On Organizational Dissent 169-181
Engin KANBUR
12. Solidarity As A Constituent Of Social Capital: Role Of Human Rights
Organizations In Exercizing The Rights Of Young Parents
Solidarity As A Constituent Of Social Capital: Role Of Human Rights 182-196
Organizations In Exercizing The Rights Of Young Parents
Olga N. BEZRUKOVA & Vladimir N. LUKIN & Alexander V. MATVEEV &
Tamara V. MUSIENKO
13. Statistical Analysis Of Vehicle Driver Behaviors
Statistical Analysis Of Vehicle Driver Behaviors 197-204
Sinan Saracli & Cengiz Gazeloglu
14. Legal Modernization Of The Life Of Muslims Of The North Caucasus In
The Context Of The Development Of The Russian State In The First Half Of
The Nineteenth Century
Legal Modernization Of The Life Of Muslims Of The North Caucasus In The 205-219
Context Of The Development Of The Russian State In The First Half Of The
Nineteenth Century
Lyubov H. SATUSHIEVA & Ruzanna N. MAREMKULOVA & Aslan R.
ISAKOV & Lyana R. KOKOVA & Marina T. TEKUEVA
15. Organizational Resource & Personal Resource Influencing Job Satisfaction:
A Mediating Role Of Burnout
Organizational Resource & Personal Resource Influencing Job Satisfaction: A 220-233
Mediating Role Of Burnout
Hina Shahid & Sara Aslam
16. How Do People Cope With Stress? An Assessment Using Partial Least
Squares
234-246
How Do People Cope With Stress? An Assessment Using Partial Least Squares
Lydia ARBAIZA, Jorge GUILLEN
17. Effect Of Innovation In Relationship Between Inter-Organizational 247-267

Learning And Performance Of Construction Industry

VII



Effect Of Innovation In Relationship Between Inter-Organizational Learning
And Performance Of Construction Industry

Tariq RAFIQUE, Najeeb A. KHAN, Haji RAHMAN, Aamir ABBAS, Tahir
SAEED

18. How Far Umm Al-Qura University Practices The Strategies Of A Learning
Organization Specified In The ‘Senge’ Model: From The Perspective Of
Teaching Staff

How Far Umm Al-Qura University Practices The Strategies Of A Learning
Organization Specified In The ‘Senge” Model: From The Perspective Of Teaching
Staff

Elham N. AL RAJHI

268-292

19. EFFECTIVENESS OF PSYCHOMETRIC TESTING IN RECRUITMENT
PROCESS

EFFECTIVENESS OF PSYCHOMETRIC TESTING IN RECRUITMENT
PROCESS

Mehreen MEMON, Farhan AHMED, Muhammad Asif QURESHI, Noor
Ahmed BROHI

293-306

20. SOCIAL ASPECTS OF CHANGE OF ECONOMIC BEHAVIOUR OF THE
RUSSIAN YOUTH

SOCIAL ASPECTS OF CHANGE OF ECONOMIC BEHAVIOUR OF THE
RUSSIAN YOUTH

Gyuldzhan Kamilevha AZAMATOVA, Andemirkan Khachimovich
SHIDOYV, Albina Olegovna VINDIZHEVA, Azamat Haseynovich LYUEV

307-316

21. REVIEW THE RESPONSIBILITIES OF INTERNATIONAL SHIPPING
COMPANIES FOR THE INTERNATIONAL CARRIAGE OF GOODS BY SEA

REVIEW THE RESPONSIBILITIES OF INTERNATIONAL SHIPPING
COMPANIES FOR THE INTERNATIONAL CARRIAGE OF GOODS BY SEA
Tamerlan S. TSOLOEYV, Alim Z. BOGATYREYV, Aslan R. ISAKOYV, Inara R.
NAHUSHEVA

317-329

22. REVIEW THE LEGAL VACUUM OF BUSINESS LAW IN BANKRUPTCY
OF MERCHANTS AND IMPACT ON THE DEMANDS OF BANK

REVIEW THE LEGAL VACUUM OF BUSINESS LAW IN BANKRUPTCY OF
MERCHANTS AND IMPACT ON THE DEMANDS OF BANK

Inna B. KARAMURZOVA, Leyla 1. KALABEKOVA, Zalina B.
HAVZHOKOVAL, Diana A. KOKOVA

330-342

VIII



Orgiitsel Davranis Arastirmalari Dergisi

® @ Journal Of Organizational Behavior Research
@ ~ ® Cilt/ Vol.: 3, Say1 / Is.: 1, Yil/Year: 2018, Sayfa/Pages:154~168

2528-9705

THE EFFECT OF POLITICAL CONNECTIONS ON AUDITOR CHOICE AND RELATED
PARTY TRANSACTIONS
Saced BAZRAFSHAN'*, Hamze HESARIZ

'Instructor, Accounting, Faculty of Humanities, University of Bojnord, Bojnord, Iran,
2 Instructor, Accounting, Kosar University of Bojnord, Bojnord, Iran,

*Corresponding author E_mail: bazrafshan1364@gmail.com

ABSTRACT

Financial reporting quality is a vital element in optimal allocation of resources and formation of proper economic decisions.

Factors affecting the choice of an independent auditor and performing Related Party Transactions (RPTS) can affect the

quality of financial reporting. The purpose of this study was to examine whether the political connections (PCs) of
companies affect the relationship between (AC) and RPTs. For this purpose, 53 companies were selected among the

companies listed on Tehran Stock Exchange for the period 2011-2016. Given the complexity of the research model, Smart-
PLS software was used for data analysis. The results showed a positive and significant relationship between the PCs of
companies and RPLS. The results indicated that PCs of the companies had no significant relationships with AC. Moreover,

the results showed that given the reverse and significant relationship between RPTs and AC, PCs would reduce the severity
of the reverse relationship, but its effect was not significant.

Keywords: Auditor Choice, Political Connections, Related Party Transactions.

INTRODUCTION

Financial analysts consider one of the reasons for financial crises in companies to be conducting
RPTs and covering them through false presentations in financial statements. Such transactions
can provide a good opportunity for managers and affiliated individuals to withdraw cash from
the company by underground activities (Djankov et al., 2008). Experience has shown that RPTs
can not only create disruptions in value creation for shareholders but also lead to the collapse of
firms (Gordon & Henry, 2005). On the other hand, RPTs can be perceived as a part of the main
operations of the business unit, in which case not only are they not detrimental, but can also be
of great help to the management in value creation for the shareholders (Friedman et al., 2003).
Increasing the quality of financial reporting and promoting disclosure can be considered as
awareness increasing tools that influence the efficiency of the capital market (Moosavi Shiri et
al., 2015). One of the important and significant factors affecting the quality of financial
reporting is the political communication of the firms. Political relationships and influence, affect
not only the financial status of the economic firms but also the motivations of managers in
relation to financial reporting. It is expected that this state will eventually lead to significant
differences in the quality of financial reporting of those companies that have broad political
relationship with other companies. The justification is that companies with widespread PCs with
the government suffer less cost from the state given the special conditions of PCs with the state

Gelis tarihi/Recieved: 16.11.2017 — Kabul tarihi/Accepted: 21.02.2018 — Yay1n tarihi/Published: 30.03.2018
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(Chany et al., 2011). Thus, the existence of PCs, besides its double role for shareholders to gain
more profit or to suffer losses, can reduce the quality of reporting as well.

It is expected that the higher the risk of corporate financial statements, the less credible auditing
firms’ acceptance of the audit firm's responsibilities. Indeed, this risk is directly connected with
the weakness of internal controls and illegal activities (Mande et al., 2017). Given the fact that
the existence of PCs and RPTs is not unrelated to the increased risk of audit, one can consider AC
as a variable affected by PCs and RPTs.

In Iran's economic environment, many studies have been conducted concerning RPTs as well as
PCs of the companies (such as Rezaei & Weysi Hesar, 2013; Hosseini et al., 2016; and Mousavi
Shiri et al., 2015). However, so far, the effect of the power of corporate PCs on RPTs and AC has
not been examined. Thus, the purpose of this study is to examine the effect of corporate PCs on
the relationship between AC and RPTs.

HYPOTHESIS DEVELOPMENT

In inefficient capital markets, establishing and maintaining the relationship between companies
and the state is usually accompanied by competitive advantage. The purpose of some mangers
of the firms from establishing communication is elimination of financial constraints at the lowest
cost (Bubakri et al., 2012). The purposeful connection between the interests of politicians and
companies adds value to affiliated political affiliates (Chani Chaney et al., 2011). Politically
affiliated companies are better off in obtaining loans from state (Charumilind et al. 2006; Dink,
2005) and private banks, have more favorable regulatory status, better status in access to import
licenses (Khoja and Mayan Khawaja & Mian, 2005; Mubarak & Purbasari, 2006); lower tax rates
(Faccio, 2010), lower import tariffs (Goldman et al., 2009), more market share (Faccio, 2010)
and enjoy governmental currency. Therefore, the companies welcome these relationships for
their own growth.

Given the many benefits that companies get through political communication, they have to give
some privileges to the other party, so that both groups get their benefits. Granting privileges and
meeting the needs of these individuals may be in conflict with the main objectives of the
company, divert the company from its main path, cause irreparable losses to the main owners
of the company that is the sharecholders, and jeopardize the continuation of the company's
activities. Thus, it is expected that the companies with PCs trade with politically affiliates
individuals.

There are two perspectives on RPTs, each of which represents different aspects of such
transactions. The first view defines such transactions as a tool for the personal gain for managers
and considers them as the cause of the loss for the company and shareholders (Gordon et al.,
2004). RPTs are one of the concerns of oversight bodies in public corporations, especially in
companies admitted to capital markets (Hosseini et al., 2016). This is the result of this
conservative accounting thinking stating such transactions may have a nature separate from the
nature of transactions in the ordinary course of business of the entity with other persons. The
second view considers such transaction as a guarantor of the work of managers in the company.
The view of the effectiveness of RPTs follows the concept of transaction costs (Williamson, 1975).
This view does not consider RPTs as harmful (Jian & Wong, 2010) because this theory considers
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the related parties as having the potential to increase the company's profitability and ultimately
value of the company. Thus, according to the first view, it is not unexpected that the PCs of
companies be related to RPTs. This is considered in the present research model as shown in Figure

1:
G D
PCs
S o
g o
o .8
T =
S s
RPT: A4 AC
@ s >
@
o (
@ [
o Figure 1: Conceptual Model of the Study

The trusted auditing companies in Iran are placed in four classes. Trusted audit firms that are
better off in terms of classification are expected to be more sensitive and more responsive to the
new client. Mande et al. (2017) argue that as the risk of corporate financial statements is higher,
it is less likely that large audit firms assume the responsibility of auditing of the mentioned firm.
In fact, this risk is directly related to the weakness of internal controls and illegal activities.

Studies on the relationship between AC and companies with PCs have resulted in contradictory
results. On the one hand, the companies with PCs are not willing to choose large auditors, and
this decision is made to cover up and conceal fraud and rentier activities (Morck et al., 2000;
Ma et al. 2013). Such companies may manipulate accounting numbers and value PCs to ensure
non-disclose of their deviant practices (Guedhami et al., 2014). On the other hand, there are
companies that, despite having PCs, refrain from RPTs and prefer to be audited by large audit
firms (Dyck & Zingales, 2004) because audit of financial statements by large auditors increases
the special credit for financial statements (DeFond & Zhang, 2014).

The bias of the results of the above studies on the relationship between AC and companies with
PCs is contradictory. For clarification of the mentioned relationship in the country's economic
and political environment, as is seen in Figure 1, the relationship between corporate PCs and AC
is examined. As firm size can affect AC, and as the purpose of the present study is not to measure
the effects of this variable, according to Figure 1, we decided to control the effect of firm size on
the relationship between PCs and AC.
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Gordon et al. (2004) believe that to cover the negative effects of RPTs, mangers distort financial
statements. Thus, RPTs are expected to affect AC. In the present study, the effect of RPTs on AC
is examined. This relationship is seen in Figure 1. In order to examine this relationship more
closely, we tried to control the effect of the firm size on AC as large companies prefer large audit
firms. Habib et al. (2017) believe that the companies with widespread PCs, despite having many
RPTs are more contending in selecting large audit firms. Thus, the present study examines the
effect of the moderator PCs on the relationship between RPTs and AC.

Research hypotheses

Hi: The PCs of companies has a significant relationship with AC.

Hz: RPTs and the type of auditor selected by the companies have a significant relationship
considering the effect of the moderator variable PCs.

Has: PCs of the companies and RPTs of these companies have a significant relationship.

Variables

PCs: To determine the intensity of corporate PCs, Faccio's (2006) political cost variables are used
as is shown in Table 1. For example, the higher the value of the stock market, the more the
company's relationship with the stock exchange is, so the company will be more closely linked
to the Ministry of Economic Affairs and Finance.

It is noteworthy that for using the variables in the mentioned table, except for the number of
employees, their natural logarithms have been used in statistical analysis (Habib et al., 2017).

Table 1: Observed variables of corporate PCs

Observed

variable Explanations
Stock market | The higher the value of the stock market, the more the communication with
value the Stock Exchange
Book value of | The greater the book value of the assets, the more the company's relationship
the assets with the Ministry of Economic Affairs and Finance
The higher the income tax, the more the company's relationship with the
Income tax

Ministry of Economic Affairs and Finance

Number of | The greater the number of employees, the more the company's communicate

employees with the Ministry of Labor and Social Affairs

The higher the total export sales, the more the company's contact with the
Ministry of Commerce

The higher the insurance contributions of the employer and the higher
Paid insurance | unemployment, the more the company's communicate with the Ministry of
Labor and Social Affairs

Export sales

RPTs: to calculate the value of RPTs, we used the values disclosed in the notes for financial
statements, and to use these values in statistical analyses, we considered the natural logarithm
of these transactions (Habib et al., 2017).

AC: to quantify the discrete variable AC, for the trusted audit institution of classes 1 and 2, the
corresponding number 1 and for trusted audit institutions of classes 3 and 4, the corresponding
0 were considered in the calculation.
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Firm size: Given the fact that the effects of the control variable firm size are controlled in the
research model, we have used the natural logarithm of the company's assets for measurement.

Liferature Review

Rezaei and Weissi Hesar (2013) investigated the relationship between PCs with the state and the
quality of profits of companies listed in the stock exchange. The results showed that profits are
high in companies with a centralized ownership structure, whereas it is low in companies with
widespread PCs with the government that has a centralized ownership structure.

Chien and Hsu (2010) examined whether corporate governance has a positive impact on the
relationship between RPTs and firm performance. To measure the impact of corporate
governance, they used independence of the board of managers. The results showed that
corporate governance mechanisms change these transactions from opportunistic deals to
efficient transactions, and the independence of the board plays a moderating role in these
transactions. In a study with the same theme, Moscariello (2010) examined the incentives for
RPTs in the Italian stock exchange. His goal was to identify the underlying reasons for RPTs and
the efficiency or opportunistic nature of these transactions. The results showed that the use of
RPTs by major shareholders happens for the acquisition of the company's resources and ends up
at the expense of the loss of small shareholders. Thus, evidence suggests opportunistic behavior
in these transactions.

Chaney et al. (2011) showed that earnings quality in companies with PCs is significantly weaker
than other companies for three reasons. First, in companies with PCs, the benefits of connections

® are more than the costs incurred for these communications. The managers of these companies

delay the reporting of the benefits they derive from their PCs with intentional intentions to
mislead investors to offset their costs (Leuz et al., 2003). Second, as these companies have
political back up, the concern over low quality of accounting information is less because the
pressure of the capital market on these companies is lower than those without PCs. Third,
considering the two previous factors; one can argue that companies’ lower quality of earnings
is likely to have more PCs. Moreover, their evidence showed that in companies with a centralized
ownership structure, the quality of earnings is lower, and the concentration of ownership causes
the company's PCs ration to reduce significantly, but this relationship is statistically significant
(Chaney et al., 2011).

Peng et al. (2011) examined RPTs during the period 1998-2004. They found that, when a
company is in good financial condition, controlling shareholders use RPTs to obtain distributed
dividends due to control; and when they are in poor condition, they use control to obtain private
benefits. They showed that, especially, if a company acquires the right to issue new shares, the
market would respond negatively to disclosure of RPTs. Conversely, if it faces the risk of going
out of exchange, it will face the positive market reaction to disclosure of RPTs.

In a study, Bliss and Gul examined the relationship between PCs and debt costs. The findings
showed that companies with PCs are more risk-averse than other companies. Their evidence
suggested that overall, these companies have higher debt costs, more loss reporting, and mostly
audited by large audit firms.
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Henry et al. (2012) examined the role of RPTs in fraudulent reporting. Their findings showed
that the embezzlement of the company's assets was often related to transactions with high cash
flow. Moreover, they reported that, in general, the existence of RPTs does not necessarily indicate
fraudulent reporting.

Manaligod and Del Rosario (2012) examined the financial statements of the companies listed on
the Philippine Stock Exchange for disclosure of relationships with affiliated entities, RPTs and
remuneration of managers. The results indicated that the average disclosure was 60%, 70% and
62%, respectively. Then considering the type of audit of the companies, they showed no
significant differences in disclosure between the companies classified according to the type of
auditor. Moreover, regression analysis indicated that the type of auditor and firm size are not
predictive of the amount of disclosure by the companies.

Srinivasan (2013) studied the relationship between RPTs and performance in Indian companies.
In his study, he concluded a negative and significant relationship between RPTs and the
performance of the company, and the amount of RPTs in companies audited by large
corporations is lower than the rest of the companies. Pozzoli and Venuti (2014) examined the
relationship between RPTs and the financial performance of Italian companies, which ultimately
found no evidence of a causal relationship between them.

Kohlbeck & Mayhew (2016) investigated the relationship between RPTs and restatements after
the balance sheet date. The researchers found a positive and strong correlation between these
transactions and the renegotiation after the balance sheet date, and the likelihood of restatement
after the balance sheet date when the companies deal with affiliated entities is 15% more than
when the companies traded with affiliated entities.

Habib et al. (2017) studied the relationship between PCs, RPTs and AC. They concluded that
companies with PCs that have RPTs tend to opt for auditors other than large auditors to cover
the correct presentation of such information on financial statements. On the other hand,
companies with PCs with no RPTs opt for large auditors to increase their reporting credibility.
According to what mentioned in previous studies, the issue of RPTs and PCs has great importance
in the transparency of providing information. As one of the most important and legal
components identifying the desirability and transparency of financial statements is the auditors,
in the present study, using a complex model of the relationship between PCs, RPTs and AC, we
will study the effect of the first two variables on the type of selected auditor more precisely.

METHODOLOGY

The population of this study was the companies listed in the Tehran Stock Exchange and the
sample was selected by applying four criteria: the fiscal year of the company should end in
March 21; during the years 2011 through 2016, they should not have change the fiscal year or
activities; they should not be investment firm and financial intermediary; and required financial
information should be available. The required data was extracted from Tehran Stock Exchange
sites and software Rahavard-e Novin 3. Finally, 53 companies had the above criteria and were
selected from among Tehran Stock Exchange companies during the period of 5 years from 2011
to 2016.
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Table 2: Descriptive statistics of the variables

Quantitative variables Min. | Max. | Mean SD Kurtosis | Skewness
Logarithm of stock market value | 10.03 | 12.319 | 11.201 | 0.615 | -0.812 ~0.078
Logarithm Ofa?soe(t)f valueofthe | 1y 55 | 13932 | 12.382 | 0.786 | -1.113 | 0.310

Logarithm of income tax 6.101 | 8.556 | 7.185 | 0.705 | ~1.040 0.210

Logarithm of the number of 37 | 203 |93.755|43.523 | 0.058 | 0.795

employees

Logarithm of export sales 8.04 | 9.398 | 9.147 | 0.204 | 18.044 ~-3.302

Logarithm of the paid insurance | 5.007 | 7.135 | 6.469 | 0.399 1.782 ~0.736

Logarithm of RPTs 0.00 | 10.078 | 5.673 4.454 ~1.778 ~-0.467
Qualitative variables Frequency Frequency Total

percentage
AC: Trusted Class 1 or 2 27 51% 53 companics

AC: Trusted Class 3 or 4 26 49% P

As the relationship between the variables is very complex, one cannot test the hypotheses with
the help of ordinary statistical software such as SPSS. According to Chin et al. (1996), the
structural equation modeling approach is a powerful approach to examine models with

size and lack of sensitivity of the Partial Least Squares to the normal or abnormal distribution of
data (Mohsenin, S. & Esfidani, 2016), among software Structural equations based on covariance
(such as Lisrel and Amos) and based on variance (such as PLS), finally, structural equation
software based on partial least squares variance was selected. Smart-PLS software was used for
data analysis.

The descriptive statistics related to the data of the variables for the 53 selected companies are
presented in Table 2. As not all the research variables are quantitative, Table 2 is presented in
two quantitative and qualitative sections.

Among the quantitative variables in Table 2, as can be seen, the lowest and highest logarithms
of the stock market value are 10.03 and 12.39, respectively. The average natural logarithm of
the market value of 53 companies is 11.201. Moreover, information on the standard deviation,
kurtosis, and skewness of the variables is provided in this table. According to data from selected
companies, one can state that some of these companies do not deal with third parties and the
highest transaction value with them is 10.087.

The second part of Table 2 is related to the qualitative variable. For AC, the corresponding
number 1 was used for trusted audit institutions of classes 1 or 2 and the corresponding number
O for class 3 and 4 audit institutions. Given the information provided in the table, 51% of
companies signed contracts with trusted auditors in classes 1 and 2, and 49% prefer the lower
classes.
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Testing the structural model

In this section, we have decided to evaluate the quality of the research model. There are two
main criteria for testing structural models: the index of coefficient of determination and the
index of redundancy. We will discuss each.

A. Coefficient of determination (r square)

The basic criterion for evaluation of the endogenous latent variables of the path model is the
coefficient of determination. This indicator shows what percentage of the variation of the
endogenous variable is interpreted by the exogenous variable. The values of 0.67,0.33,and 0.19
for endogenous structural variables are described as significant, moderate, and weak,
respectively. However, if a small number (one or two) of the exogenous variables affects the
latent endogenous variable, the mean values of the coefficient of determination are acceptable
too (Hensler et al., 2009).

Table 3: The coefficient of determination of endogenous variables

Latent endogenous variables R Square R Square Adjusted
AC 0.688 0.648
RPTs 0.510 0.500

As is seen in Figure 1, there are two endogenous variables in the research model, which are AC
and RPTs. According to Table 3, one can argue PCs can describe 51% of the variation of RPTs,
which is considered average. As RPTs is solely affected by one exogenous variable, the average
values are also acceptable.

As is seen in Figure 1, AC is described by RPTs and PCs. Given that the coefficient of
determination AC in Table 3 is 68.8%, one can claim that the independent variables significantly
describe the endogenous variable.

Considering what was dealt with in determining the coefficient of determination in structural
model, one can claim that the structural model of this study has selected proper independent
variables in predicting dependent variables.

B. Cross Validation Redundancy Index

The quality of the structural model is calculated by the redundancy index (cv-red). The purpose
of this index is to examine the quality level of the structural model. The values above zero for
the reflective endogenous latent variables indicate that the observed values are good, showing
that the model has the ability to predict and the required quality (Valaei et al., 2017).
Table 4 presents information on the redundancy index. Given that the index is greater than zero
for both reflective endogenous variables (AC is 0.605 and RPTs 0.492), so the quality of the
structural model is confirmed.
Table 4: Redundancy index
Latent variable SSO SSE 1~-SSE/SSO
AC 53.000 | 20.935 0.605
RPTs 53.000 | 26.920 0.492
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RESULTS

One of the indices for confirmation of the relationships in the structural model is the significance
of path coefficients. Path coefficient states the existence of a linear causal relationship and the
direction of this relationship between the two variables, which is a numeric value between 1 and
+1. If they equal to zero, there is no linear causal relationship between the two latent variables
(Valaei et al., 2017). The path coefficients and t statistics are seen in Figure 2. The significance
of the path coefficients is shown in Table 5 as well. We will analyze each of the research
hypotheses, the numbers of the figure and the table.

Political
Connections

Control Bffect of
size on pplitical
0502 (0.573) connedion-

Auditor.choice
0.551 (2.389)

0.714 (12.673)

Moderating Effect 0,374 (0.436)

of politi_cal \
connection
— 0631 (2.938) ﬁc'
-0.269 (0.345)
Related Party O/ Auditor Choice

. . Transactions
Control Effect of

size on RPT-
Aditor.Choice

Figure 2: Path coefficients and t-statistics

Hypothesis 1: The PCs of companies have a significant relationship with AC.

According to the information in Figure 2, PCs affect AC from two paths. In the first path, the
path coefficient is calculated for non-mediated communication of the two variables as 0.602. In
other words, by increase in the PCs of the companies, they tend towards trusted audit institutions
of classes 1 and 2. In the second path where these two variables are linked through the
intermediary variable of RPTs, the path coefficient is ~0.45 (0.631%0.714). Thus, the total direct
and indirect effect of PCs on AC in the first hypothesis is 0.152. Figure 3, which shows the total
histogram of these effects, confirms these calculations. Thus, one can argue that by increasing
the PCs of companies, the probability of contracting with trusted audit institutions of classes 1
and 2 increases.
Table 5: Significance of path coefficients

hypothesis | Path start |Path end| Control variable A@Zﬁ?:g{:r SD | t-statistic | p~-value
First PCs AC Firm size - 0.906 | 0.573 0.507
Second RPTs AC Firm size PCs 0.224 2.938 0.005
Third PCs RPTs - - 0.058 | 12.673 0.00
The effect of the moderator PCs on the second hypothesis 0.776 0.436 0.630




S. BAZRAFSHAN, et al

To study the significance of the direct relationship between the independent and dependent
variables of the second hypothesis, by controlling the effects of firm size of on the relationship,
according to the information in Table 5, one can claim that at 95% confidence level as p-value
is calculated to be 0.507, the first hypothesis is rejected. This result is somewhat similar to the
results of Dick & Zingales (2004), Blys & Gul (2012) Bliss & Gul and Guedhami et al. (2014)
because they also claimed a direct relationship between RPTs and AC, but in contrast to their
studies, the direct relationship here is significant. The results of researchers such as Morck et al.
(2000), Ma et al. (2013) and Habib et al. (2017) are inconsistent with the results of this study.
They found in inverse correlation between the PCs and AC.

The lack of a significant relationship between PCs and auditor type in the present study shows
that the companies do not use their PCs for AC and determining the kind of auditor that is
pleasing because in the event of a direct or reverse significant relationship, it is assumed that
with its PCs the company wants to effect favorable changes in the audit process and, as a result,
financial reporting, in normal circumstances.
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Figure 3: Histogram of total effects of PCs on AC

Second hypothesis: RPTs and the type of auditor selected by the companies have a significant
relationship considering the effect of the moderating variable PCs.

As is seen in Figure 2, the path coefficient ~0.631 suggests the inverse relationship between RPTs
and type of auditor. This means that by increasing RPTs, companies are less likely to be willing
to be audited by trusted institutions of classes 1 and 2. This relationship is examined by
controlling firm size effects on this relationship. According to Table 5, t-statistic of this
relationship is 2.938 and p-value is 0.005, so the significance of this inverse relationship is
confirmed at 95% confidence level.

Moderating Effect of political connection

150
125
100

o 078

£ 080

5o

Z 0o

025
050
075

-1 0 90¢ 08 07 06 05 04 03 02 01 00 01 02 03 04 05 06 07 08 08 10 11
RPT.

Figure 4: The effects of the moderating variable PCs on the second hypothesis
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As the effect of the moderating variable PCs on the relationship between RPTs and the type of
auditor should be measured, first, we deal with the type of effect that affects the relationship
between these two variables, and then consider its significance. Figure 4 shows the effect of the
moderator variable on the relationship between the independent variable and the dependent
second hypothesis. In this figure, the blue line is the mean of the green and red lines. The green
line shows the relationship between RPTs and the type of auditor without the effect of the
moderating variable. The red line shows the relationship between the two variables, considering
the effect of the moderating variable PCs.

Given the negative slope of the green line, as discussed before, it can be argued that the
relationship between RPTs and the type of auditor is reverse. When the moderating variable PCs
affects this relationship, the red line is seen. As the slope of this line is less than the slope of the
green line, it can be inferred that by increasing RPTs, if PCs is considered, the companies tend to
sign contracts with trusted institutions of classes 3 and 4, but this tendency is less compared to
the time when PCs are not considered. In other words, PCs is the factor that makes such
companies, despite having RPTs, have greater courage to enter into contracts with trustees of
classes 1 and 2.

As shown in Table 5, as t-statistic of the effect of the moderating variable on the second
hypothesis is 0.436, it can be claimed that considering the existence of a reverse and significant
relationship between RPTs and type of auditor, the moderating variable PCs, despite reducing

® the severity of this relationship, its effect is not significant. This result was consistent with the

results of Habib et al. (2017) and Gordon et al. (2004). However, Manaligod and Del Rosario
(2012) believed in no relationship between the type of auditor and the RPTs.

In summary, the results of the analysis of the second hypothesis reveal the underlying reasons
for performing RPTs and the efficiency or opportunism of these transactions. The results of this
study were consistent with the studies such as Chen and Su Chien & Hsu (2010), Moscariello
(2010), Srinivasan (2013), and Kohlbeck & Mayhew (2016) that confirm the existence of
opportunistic behavior in these transactions because the reluctance to select the trustworthy
auditors of Classes 1 and 2 is considered to be a way of detecting and non-disclosure RPTs.
However, whether disclosing RPTs is for or against the owners, according to the results of Peng
et al. (2011), one can claim that in certain circumstances it is for and in some cases against
them.

Hypothesis 3: there is a significant relationship between PCs and RPTs.

In the final hypothesis, it was claimed that PCs and RPTs are correlated. By referring to Figure 2,
it is seen that the path coefficient of this relationship is 0.714, which shows the direct
relationship between the two variables. In other words, with the increase of PCs of the
companies, RPTs increase too. According to Table 5, t-statistic of this relationship is 12.673 and
p-value is 0.00 that suggest the significance of this direct relationship. The results of this study
were consistent with the results of Gordon et al. (2004) and Jian & Wong (2010). Perhaps the
reason for this result is that companies gain interest through PCs and to provide benefits for both
groups, they also give some privileges to the parties in RPTs. In their studies, Rezaei & Weissi
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Hesar (2013) and Chaney et al. (2011) confirmed that extended PCs of the company with the
government are a factor to increase the likelihood of finical fraudulence.

DISCUSSION AND CONCLUSION

In this study, the researcher placed the key variables PCs, RPTs, and AC to figure out how these

variables are related to each other. In the first hypothesis, it was claimed that the degree of PCs

of companies has a relationship with the type of auditor selected by controlling the effect of firm

size. The results showed that, with the increase of PCs of the companies, they tend more towards

trusted audit firms of the first and second classes. In other words, they have a direct but weak
relationship with each other. Thus, this hypothesis was rejected at 95% confidence level. The

results obtained in this hypothesis were inconsistent with the results of Ma et al. (2013) and

Habib et al. (2017). Considering the high trust that exists for trusted audit institutions of the

high classes, it can clearly be stated that the relation obtained between the two variables is

obtained in the contradictory studies rather favorable conditions in Iran's economic
environment. In other words, the results of previous foreign studies indicate an inverse

correlation between the two variables, i.e. with increasing PCs; they tend more towards weaker

auditing institutions. This needs some reflection upon as it is not unexpected that PCs inflicted

on financial misconduct will be shown and that it will tend to appear to be smaller than the audit

firms to cover. However, in the present study, it was found that PCs of the companies has no ® ®
significant effect on AC, which means non-interfere of these relations in financial reporting. ° °

In the second hypothesis, it was claimed that the amount of RPTs by the companies has a g 9
relationship with the type of auditor selected by considering the effect of the moderating variable ®
PCs on this relationship and by controlling the effect of firm size. The results showed that given

the reverse and significant relationship between RPTs and type of auditor, the moderating
variable PCs reduces the severity of this relationship but its effect is not significant. In other

words, by increasing RPTs, the companies tend less to be audited by trusted institutions of high

classes. On the other hand, from the results of studying the effect of the moderating variable PCs

on this relationship, it can be interpreted that PCs are a component that makes such companies,

despite having RPTs, have greater courage to enter into contracts with trustees of classes 1 and

2, but the moderating effect of the relationship is not significant. The result of this hypothesis

was consistent with the results of Habib et al. (2017) and Gordon et al. (2004).

The inverse relationship between RPTs and the type of auditor selected has important
information content. When there are no violations in such transactions, there is no reason for
companies to sign contracts with poor audit firms for auditing. As the present study, similar to
the studies by Chien & Hsu (2010), Moscariello (2010), Srinivasan (2013), and Kohlbeck &
Mayhew (2016), there was an inverse relationship between the two variables; one cannot reject
these transactions being opportunistic.

In the final hypothesis, it was claimed that there is a relationship between PCs and RPTs. The
results of the study suggested that with the increase of PCs of companies, RPTs increase
significantly. Rezaei & Weissi Hesar (2013) and Chaniyi et al. (2011) also claimed that the
company's extensive PCs with the government are negatively correlated with the quality of the
information reported, and since the power of the influential figures in RPTs of such companies
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cannot be ignored, so one can clearly understand the direct relationship between PCs and RPTs.
Gordon et al. (2004) and Jian & Wong (2010) found similar relationships between these
variables.

As at least 30 industries are active in the stock market, future researchers are recommended, in
the future a research, studying each of the research variables to determine which industry has
the most PCs and which industry has the most RPTs to get a better understanding of the situation
of stock market companies. Thus, the industries that are more likely to be corrupted are identified
to be monitored more by regulatory bodies. On the other hand, researchers are suggested using
a decision matrix method to better distinguish between political and non-political companies in
the entire stock exchange and separately for each industry. In addition, it is suggested that after
dividing these companies into two political and non-political parties, study the significant
difference in their financial performance.

As the results of this study suggested that by increasing RPTs, companies are less willing to be
audited by trusted audit institutions of the higher classes, regulatory institutions in this area,
especially the Audit and Association of Certified Accountants, are requested to take some
measures to ensure that all companies are required to be audited by a trusted auditor institution
for a specified period.
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