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Investigating the Moderating Role of Management Overconfidence on
the Relationship Between Financial Distress and Growth Opportunities
and Accounting Conservatism in the UAE Stock Market.
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Abstract

Conservatism is an action that is used in conditions of uncertainty and limiting
management’s optimistic behaviors to increase the reliability of financial
statements. Financial distress and growth opportunities are among the factors that
can improve the level of accounting conservatism. Meanwhile, managers'
behavioral characteristics are expected to influence the relationship between
financial distress and growth opportunities with accounting conservatism.
Therefore, this study aims to investigate the effect of management uncertainty on
the relationship between financial distress growth opportunities, and accounting
conservatism. The results of this study show that the variables of financial distress
and growth opportunities have a positive and significant effect on accounting
conservatism. Management overconfidence has no significant effect on the
relationship between financial distress and accounting conservatism but it
moderates the relationship between growth opportunities and accounting
conservatism and has a negative and significant effect on the relationship between
them. In other words, those managers with unfavorable financial situations do not
have a positive outlook on the future of the company and increase the level of
accounting conservatism. Managers of large and growing companies also tend to
opt for more conservative accounting practices to minimize their political and
social costs. However, overconfident managers are optimistic about the future of
the company and reduce the level of accounting conservatism.

Keywords: Accounting Conservatism, Financial Distress, Growth Opportunities,
Management Overconfidence

Biatll g galll (o B g Aullall ABilal) ¢y AB3ad) A Ada jdall 310y AEE Jhaal) gal) Al )
Baaiall Ay jad) il ey A g agead) (3 g (A ailaal)
Poma el ¢ 206 a2 smal ¢ bl dge e bl

oaldiall

Coags 3Dl Al LS Ll e aall aSE axe gk 8 aading 2 ) oelaad) Tadal 2ay
Ge D55 O oS ) Jalsall e saill Ga iy Adlal) ABlall el Al cililall A8 55 3305
Al e pall AL Gaibiadll Jigi o @ siall (e elandl 138 (5 nlaall Jadail (5 siusa
Ll oda Caagh (A o Hal Aga (e pnladl) Jaindl) 5 dga o salll a5 AL dalial)
comalaall Jagall g ¢ gall g jh g Al Aailicall (p A8ad) e Aa i) 5 oY1 A8 il jand )
Sl gsinas laal il Lagd saill asdy ALl dBlaall (5 omde O ) Al all o2 il el
i) Aslall oy A8 e T gima 1,80 Ao jaall 50y 48 @llia Y (Jiiall 3 oalaal) Jadadl)
il S Lgle 355 ¢ oalanal) Jadall g gaill iy ABDaD) J2a5 Ll W) ¢ onilaall Jaaaill
NEEEY)

Gilitoca sl dplagd 3503 (0 oSliay ¥ Al g e Al lebia sl () sl 52 0adl) ) (4 s AT 5 Jlns
Adie) ) Aualill 5 5Kl SIS HET 5 e Jran WS alaall Jasatll (5 sl e % e SN
& bl ) el ey Ao laia W15 Apland) gl J Usdast ST Ao il jlas
coalaall Taiatl) (5 gine i W (535 Lan AS il Jiiune olat Aliliia 5 la agal 435

Naseer Mohammed Azaal > , Falih Majid Hassan *

Affiliation of Authors

12 Department of Business
Administration, College of
Administration and Economics,
University of Kut, Irag, Al-Kut,
Wasit, 52001

8 Department of Accounting,
College of Administration and
Economics, University of Kut, Iraq,
Al-Kut, Wasit, 52001

! Waleedalzabade@gmail.com
Znaseer.m.azaal @alkutcollege.edu.ig
® Frial.Nizamli@alkutcollege.edu.iq

® Corresponding Author

Paper Info.
Published: Aug. 2025

Ofialal) beati)
Y 55 oY) 30K (Jlae W1 5 )l and 31
52001 « j:u‘_} cd“)ﬂ‘ LQ_,S” :\MIA

oY A KA K (JL e s la) ol
&.L_u\j sét)_d\ ‘Q}&\ ﬁ\_ula sé\_..aﬁ‘)“j
52001

! Waleedalzabade@gmail.com
Znaseer.m.azaal @alkutcollege.edu.iq
® Frial.Nizamli@alkutcollege.edu.ig

Sl gall cilgall 3

Gl Claglaa
2025 ol : il f

705 (705-723)


mailto:Waleedalzabade@gmail.com
mailto:2naseer.m.azaal@alkutcollege.edu.iq
mailto:Frial.Nizamli@alkutcollege.edu.iq
mailto:Waleedalzabade@gmail.com
mailto:2naseer.m.azaal@alkutcollege.edu.iq
mailto:Frial.Nizamli@alkutcollege.edu.iq
http://www.kutcollegejournal.alkutcollege.edu.iq/
mailto:k.u.c.j.sci@alkutcollege.edu.iq

Waleed, Naseer, Falih -Investigating the ...

u.

K.J Special Issue - The 8" Scientific Conference for

Administrative and Economic Sciences

81330 A il A8 ¢ gl b cdllal) Fiall ¢ anlaall Jaindl) 3 Apalidal) cilaldl)

1. Introduction

In predicting unstable economic conditions,
company managers should exercise sufficient
caution in preparing financial statements. The
precautionary measures taken by managers
typically involve recognizing expenses and losses
more quickly, recognizing revenues and profits
more slowly, valuing assets at their lowest value,
and valuing liabilities at their highest value. This is
referred to as conservatism in accounting [1].
Many factors influence managers to choose
conservative accounting methods [1]. One of the
factors affecting accounting conservatism is the
financial problems of companies, which can

encourage managers to reduce the level of
accounting conservatism. This is because poor
financial conditions of companies can increase the
motivation of shareholders to change company
managers [2]. Therefore, managers may
manipulate financial reports, which are a measure
of their performance, to avoid threats from
shareholders [3]. Growth opportunities are another
factor that affects accounting conservatism.
Growing companies, by choosing and applying
more conservative accounting practices, lead to
reporting net assets below their economic value
and creating hidden reserves, resulting in lower
profits in the early years of the asset's life and
higher profits in later years [4]. Regarding the
relationship between financial distress and growth
opportunities with accounting conservatism, past
researchers have found contradictory results in
It should be

noted that one of the factors contributing to these

their empirical examinations [5].

contradictory findings is the heterogeneity of the

sample under study. One factor in the

heterogeneity of the sample is the lack of attention
to the personal behaviors of the managers of the
companies being studied. Overconfidence is one of
the important behavioral traits of managers.
Overconfident managers, by overestimating the
future returns from investment projects, may delay
recognizing losses through optimistic estimates in
determining the value of current or long-term
assets [6]. The study state that overconfidence
hurts conservatism, and strong external monitoring
will not reduce these negative effects [7]. Given
what has been stated, it is expected that in
companies with overconfident managers, the
relationship between financial distress and growth
opportunities with accounting conservatism will be
moderated. Therefore, the main issue of this
research is whether managers of companies facing
financial distress and having growth opportunities
use conservative principles and methods in
measuring and reporting profits (losses) and assets.
If so, do the personal behaviors of the company
managers affect the degree of application or non-
application of conservative methods? Based on
this, this research aims to examine the relationship
between financial distress, growth opportunities,
and accounting conservatism with the moderating
role of managerial overconfidence. Ultimately, the
research seeks to determine first, whether financial
distress and growth opportunities affect accounting
conservatism, and second, whether the impact of
financial distress and growth opportunities on
accounting conservatism differs in companies with
overconfident those

managers compared to

without. If so, what is the nature of this impact?
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In an era where companies face numerous
challenges to continue operating in competitive
markets and where reducing future uncertainties is
highly important, stakeholders, investors, and
other users of company reports need high
credibility in reports and assurance of information
symmetry for making financial decisions.
Identifying factors that enhance the credibility of
published reports, thereby reducing agency costs
and increasing shareholder wealth and company
value, is crucial. This can assist stakeholders and
decision-makers in planning and implementing
various policies. The results of this research can
aid investors, creditors, and other stakeholders in
ensuring the credibility of financial reports and
understanding the true value of the company,
thereby assisting in making beneficial economic
decisions. Additionally, it can expand the literature
and theoretical foundations related to financial
distress, growth opportunities, and accounting
conservatism, and propose new ideas related to the
research topic for future studies. Moreover, the
role of managerial overconfidence in the impact of
financial distress and growth opportunities on
accounting conservatism is a significant topic that
has not yet been studied within the country.
Therefore, examining this relationship is one of the
innovations of this research. In the following
sections, the research will present the theoretical
foundations and hypotheses, a review of related
studies, the research methodology including the
population and statistical model and variables
used, and finally, the statistical results with
hypothesis testing, conclusions, and

recommendations.

K.J Special Issue - The 8" Scientific Conference for

Administrative and Economic Sciences

2. Theoretical Foundations

2.1. Explaining the Relationship between

Financial Distress and Accounting
Conservatism

According to agency theory, company managers
manipulate accounting profits to achieve their
benefits and rewards, showing them as higher than
reality. This practice contradicts accounting
conservatism, which aims to increase the reliability
of accounting information because the principle of
conservatism suggests that due to managers'
opportunism, users of financial statements should

not incur losses [8].

Various definitions have been provided for
accounting conservatism. The study states that in
accounting conservatism, recognizing good news
as profit requires more reliable evidence than
recognizing bad news as a loss. Some benefits of
accounting  conservatism  include  reducing
managers' opportunistic motivations to disclose
optimistic reports, increasing contract control,
reducing litigation costs, and enhancing the
credibility of financial reports [9]. The study also
found that conservatism negatively affects
information asymmetry and can reduce it. The
study, a proponent of conservatism, believes that
conservatism is one of the most important factors
in reducing agency problems and improving the
quality of financial reports, thereby increasing a

company's value and stock price[10][11].

The study states that one of the factors affecting
accounting conservatism is financial distress.
Financial distress, due to the financial problems
experienced by the company, can be interpreted as
an early sign of bankruptcy[12]. Financial
problems can encourage shareholders to replace

company managers, which in turn can lead to a
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loss of managers' credibility. The study indicated
that companies experiencing financial distress
adhere to the principle of conservatism in
accounting because they exercise greater caution in
predicting future economic  conditions[13].
Therefore, financial distress increases the level of

accounting conservatism by managers [12].

Additionally, The study state that companies in
financial crisis manipulate accounting profits to
maintain their credibility with shareholders and
increase the security of their managerial positions,
which is one of the performance evaluation
components [14]. This manipulation leads to a
decrease in the level of accounting conservatism.
According to signaling theory, financial distress
can increase the level of accounting conservatism
by managers. The findings of these study support
this theory, showing that financial distress has a
positive and significant impact on the level of
accounting conservatism[15][16]. Based on this,

the first hypothesis is formulated as follows:

Based on the theoretical foundations and empirical
research, four main hypotheses are proposed as

follows:

H1. Financial distress has a positive and
significant impact on the level of accounting

conservatism.

2.2. Explaining the Relationship between

Growth  Opportunities and  Accounting
Conservatism

Another factor affecting accounting conservatism
is growth opportunities, which are opportunities
for the company to grow in the future [17]. From
investors' perspective, a company's growth is a
sign of its good condition, and investors expect

their investments to yield favorable returns [18].
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According to study, the higher the growth rate of
companies, the more likely they are to choose
conservative accounting methods[19]. The study
state that the more growth opportunities a
company has, the greater its financial needs will
be[20]. The amount of funds required by the
company causes managers to apply conservatism
principles, minimizing profits to meet the

investment budget [21].

The study state that growth opportunities affect
accounting conservatism, meaning that companies
with increasing growth opportunities apply
accounting conservatism principles to reduce
profits[22]. Similarly, The study findings indicate
that growth opportunities have a positive impact

on accounting conservatism[23].

Sales growth is a basis for measuring growth
opportunities [24]. Sales growth affects the extent
of conservatism through its accrual and market
value [25]. High sales growth increases
expectations of immediate cash flows, which can
affect market conservatism. In other words, a
company's sales growth indicates its achievement
of high-profit levels, and sales growth is indicative
of the company's conservatism [8]. According to
The study, sales growth has a positive impact on
accounting  conservatism[26].  According to
signaling theory, it is expected that with increased
company investments, the future cash flows of the
company will also increase. Companies with high
growth rates minimize profit motivation [8]. Based
on the presented information, the second

hypothesis of the research is stated as follows:

H2. Growth opportunities have a direct and

significant impact on accounting conservatism.
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2.3. Explaining the Moderating Role of
Management Overconfidence on the

Relationship Between Financial Distress and

Growth  Opportunities and  Accounting
Conservatism
Previous studies claim that  managerial

overconfidence leads to a decrease in the level of

accounting conservatism [27][28].

Overconfidence is a psychological trait that
reflects an individual's optimism about the future,
and in the context of company management, it
indicates management's optimism about the
company's future. Overconfident managers are
optimistic about their company's future profits and
cash flows and have a positive outlook on the
company's future returns [29]. As a result, they are
less likely to adopt conservative accounting
methods [30], and the likelihood of errors in profit
reports due to optimistic thinking increases [31].
This trait is likely to lead to earnings management
[32]. The study findings show that overconfident
managers are more motivated to use future period
profits to increase current period profits, indicating
a preference for reporting higher profits compared
to other managers[33]. The study examined the
impact of financial distress and financial leverage
on conservatism. The results showed that financial
distress and financial leverage have a negative and
significant effect on accounting conservatism[34].
The study explored the impact of financial distress
and growth opportunities on  accounting
conservatism with the moderating role of litigation
risk [17]. The findings indicated that financial
distress and growth opportunities positively and
significantly affect accounting conservatism, with
litigation risk strengthening the impact of financial

distress on conservatism while weakening the
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impact of growth opportunities on conservatism.
The study findings show that financial distress and
litigation risk have negative and positive
significant effects on accounting conservatism,
respectively[35]. However, the impact of conflict
of interest on accounting conservatism is negative
but not statistically significant. The study found
that financial distress and litigation risk have
positive and significant effects on accounting
conservatism[2], while growth opportunities do
not have a significant impact. The results also
showed that financial leverage, as a moderating
variable, does not significantly affect the
relationship between financial distress, litigation
risk, and growth opportunities with accounting
conservatism. The study concluded that litigation
risk has a positive and significant impact on
accounting  conservatism,  while  managerial
ownership, tax, and political costs, debt
obligations, and growth opportunities do not have
a significant impact on conservatism[36]. The
study investigated factors affecting accounting
conservatism[37]. Their findings showed that
financial distress and financial leverage have a
positive and significant impact, while managerial
ownership has a negative and significant impact on
accounting conservatism. Investment opportunities
do not significantly impact accounting
conservatism. The study found that financial
distress has a negative and significant impact on
accounting conservatism, while financial leverage
and managerial ownership do not have a
significant impact[38]. The study research results
showed that company size and capital intensity
have a positive and significant impact on
accounting conservatism, while financial leverage,
liquidity, and growth opportunities do not have a
significant

impact on accounting
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conservatism[39]. In this context, The study found
that the likelihood of overconfident managers
making forecast errors is higher due to their
optimistic outlook on future earnings[40].
Therefore, it is expected that overconfident
managers will reduce the level of accounting
conservatism and weaken the relationship between
financial distress and growth opportunities with
the level of accounting conservatism in the
company. Based on this, the third and fourth
hypotheses of the research are formulated as

follows:

H3. Board size has a positive and significant effect

on accounting conservatism.
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H4. Board independence has a positive and

significant effect on accounting conservatism.
Research Methodology

The population of this research consists of
companies listed on the stock exchanges of UAE
during the years 2016 to 2022. The sampling
method employed in this study is purposive
sampling, wherein selected companies are chosen
from a set of listed companies on the stock
exchanges of UAE, based on the constraints
outlined in table Q).

Table (1) The number of companies

Companies Listed on the UAE Stock Exchange

Number of Companies

Total number of companies

Insurance and Banks

Insurance institutions

Non-disclosure of information

Total sample

115

(20)
(5)

(38)
52

The fundamental information and primary data
required for hypothesis testing are obtained from
the databases of and UAE Stock Exchange. The
data analysis method employed is cross-sectional
and longitudinal (such as panel data). Multivariate
linear regression is utilized to assess the
hypotheses, while descriptive and inferential

statistical techniques are applied to analyze the

collected data. To describe the data, the frequency
distribution table is utilized. For inferential
analysis, the F-Limer test, Hussmann test,
normality test, and multiple linear regression tests

are conducted to evaluate the research hypotheses

3. Research Model
Equation (1) was used for All Hypothesis.

Con;; = By + p1Distress;; + B,Growth;, + BsMMC;; + B4MMC;,  Distress;, + fsMMC;, *
GrOWthi’t + ﬁ(,STDebthi,t + B7R0Ai,t + ﬂBSGRi,t + si,t (1)

In the above model:

« Con represents accounting conservatism.

o Distress represents financial distress.

o  Growth represents growth opportunities.

710 (705-723)



Waleed, Naseer, Falih -Investigating the

MMC represents managerial overconfidence.

STDebt represents debt maturity.

ROA represents the return on assets.

SGR represents the sales growth rate.
The Dependent Variable

CONS: Based on the existing literature, two types
of conservatism are discussed: conditional and
unconditional. It is expected that balance sheet

items reflect asymmetric performance compared to

1 AREV,

PPE;,
TAit/Aip—1 =0+ B1—+ B ‘

+ B3 Ait-1

Air-1

In the above model, TA represents total liabilities
derived from the difference between operating
income and operating cash flow. It also indicates
total assets from the previous year. AREVE
represents the change in revenue in the current
year compared to the previous year. PPE stands for
Net Property, Plant, and Equipment. CF represents
the ratio of operating cash flow to assets. DCF is a
dummy variable, where it takes the value of 1 if
operating cash flow is negative, and 0 otherwise.
The term "+¢" represents conservatism in financial
reporting. To calculate CONS, the error term from
model (3) is considered. If this term is negative, it
indicates that liabilities are relatively small
compared to cash flow, suggesting conservatism.
Therefore, if the residual of the model is negative,

we assign the value of 1, otherwise 0.
Independent Variable

financial Distress: To identify

distressed companies, the criteria of Asquith. have

financially

been used. According to this criterion, a company
is considered financially distressed if, for two

consecutive years, its earnings before interest,

U.K.J

+ Ba
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company performance because economic losses
are identified more promptly through the process
of balance sheet items than profits. Therefore, The
study included balance sheet items in their
conditional conservatism model[41]. Accordingly,
in the current study, the extended model [41], as
utilized by The study, was employed to calculate
conditional conservatism[42]. The model error
term (ei) represents conservatism. It should be
noted that this measure is synthetic (proxy) in the
current study.

CFi; DCF;,

CF;;
+ —_— )
Aig-1 Bs Ait-1

t Ait-1

+B6DCF1 + & (2)

taxes, and depreciation (EBITDA) are less than its
interest expenses, or if in any year, its EBITDA is
less than 80% of its interest expenses. If a
company meets either of these conditions, it is
considered financially distressed and assigned a
value of one; otherwise, it is assigned a value of
zero. This criterion has been selected as the best
method for identifying financially distressed
companies based on the research by the study

[43].

Growth Opportunities: To measure the variable
of growth opportunities, the ratio of market value
to book value of equity is used. This measure is
both an efficient indicator and allows for
comparison of the results of this research with
other studies [44]. A higher market-to-book value
ratio indicates higher value due to the presence of

growth opportunities and vice versa [45].
Moderating Variable:

Managerial Overconfidence: Previous research
has shown that investment decisions and optimism

about future investment returns are influenced by
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managerial ~ overconfidence, indicating the
overconfidence of the company's management
[46]. Therefore, in accordance with the research
by [47], the Over-Invest metric, which is related to
investment, is used to measure overconfidence.
For this purpose, the regression model
(relationship 4) is first estimated cross-sectionally,
and then the residuals are calculated for each year.
If the residual of the model for a company is
positive, it indicates that the company has
overinvested, and the value of one is assigned to
this variable; otherwise, the value of zero is

assigned.
Asset.Growth;, = B, + f,Sale.Growth;, + &;,

©)

In the above equation, Asset Growth represents the
growth of the company's assets in year t, while
Sale Growth denotes the growth of company sales

in year t, calculated by equations (4) and (5).

__Asset;—Asset;;_q

Asset.Growth;, 4)

Asseti;_q

Sale;;—Sale;;_
Sale.Growth;, =—*—"1

()

Sale;; 1

Control Variables

Debt Maturity: One of the determining factors for
accounting conservatism is decisions related to
debt maturity. Shorter debt maturities allow for
better control by management because shorter debt
maturities increase the motivation for renegotiation
to extend the debt. Creditors also enter into more
precise contracts with the borrower and can decide
on extending or changing the contract terms based
on the company's performance during the initial
period [48].

measured by the ratio of short-term debt to total

In this study, debt maturity is

u.
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debt. The higher the use of short-term debt, the
shorter the debt maturity of a company [49].

Return on Assets (ROA): ROA indicates the
management's efficiency in using assets to

generate  profitability.  Theoretically,  more
profitable companies (higher ROA) are better able
to practice accounting conservatism compared to
other companies. The results of The study show
that the higher the profitability index (ROA) of
companies, the greater the  accounting
conservatism. This variable is measured by the

ratio of annual profit to total assets [50].

Sales Growth Rate: Sales growth can affect

accrual items such as changes in accounts
receivable and inventory, thereby having a positive
or negative impact on the accrual-based
conservatism index. The findings of [51]indicate
that the growth and development of a company are
related

directly to accounting conservatism.

Following the research by [52], in this study,
growth opportunities are measured as the
percentage of net sales growth as equation (6):
NS;+—NS;t—1

NSit—1

(6)

4. Results

4.1. Data on Descriptive Statistics

The most important central tendency measure is
the mean, which represents the balance point and
the center of gravity of the distribution, making it
very suitable for indicating data centrality. The
level of conservatism in the companies under
review averages 0.023%, indicating that most
observations of this variable cluster around this
point. The standard deviation shows the dispersion

of data from the mean, with the highest and lowest
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standard deviation values belonging to the growth

opportunities variable (2.002) and the debt
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distribution is presented in table (2) and table (3).
Sample statistics indicate that 10% of the

maturity variable (0.122),

Considering that the variables financial distress

respectively. companies are financially distressed, while the
remaining are not. Additionally, 35% of the
(Distress) and managerial overconfidence (MMC) companies have overconfident managers, while the

are dummy variables (binary), their frequency rest do not.

Table (2) Descriptive statistics of main variables

UAE
variable Mean Median Min Max STDV
Growth 2.343 1.967 -2. 9.423 2.002
193
STDebth 0.876 0.918 0.458 0.998 0.122
ROA 0.087 0.072 0.242 0.426 0.128
SGR 0.213 0.163 - 1.295 0.368
0.431

Table (3) Descriptive statistics of qualitative variables

variable Status Percentage %
CONS 0 55.90
1 44.10
Total 100.00
Distress 0 91.25

1 8.75

Total 100.00
MMC 0 65.90
1 34.10
Total 100.00

4.1. Data Analysis and Main Results positive correlation between Distress, Growth with

] ) CONS the 99% confidenc level.
Table (4) present the correlation analysis of

research variables. The results demonstrate a

Table (4) Correlation analysis of research variables(UAE)

CONS Distress Growth MMC STDebth ROA SGR
CONS 1
Distress 0.453 1
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*kk
0.567
Growth -0.090 1
*kk
-0.178 0.279 -0.140
MMC
**k *kk *
STDebt 0.337
-0.032 -0.043
h * kK
0.210
ROA -0.035 -0.003
*kk
0.342 0.216
SGR 0.019
***

1
-0.199
* kK
0.153
20012 1
-0.143 )
0034 0213
*k*k

* ** and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively. Resource:

Research findings

To determine the stationarity of the research
variables, Levin, Lin, and Chu tests, as well as the
Fisher test, were employed. If variables are non-
stationary, it can lead to issues such as spurious
regression, indicating the presence of unit roots or
equivalently, the inability of variables. The results

indicated that the probability statistic of the

variables during the research period, based on both
aforementioned tests at a 95% confidence level,
was less than 5% as shown in table (5). Therefore,
the stationarity of the variables is confirmed,
ensuring that spurious regression issues will not

arise as a result..

Table (5): The results of Levin, Lin Veho's unit root test for the analysis of stability

Variable p-value
CONS 0.000
Distress 0.000
Growth 0.000
MMC 0.000
STDebth 0.000
ROA 0.000
SGR 0.000

Before estimating the models related to the
research hypotheses, variance heterogeneity and
serial correlation between disturbance terms are
examined. For this purpose, the modified Wald test
is used to detect variance heterogeneity, and the

Waldridge test is used to assess serial correlation.

The results of the modified Wald test in table (6)
indicate the presence of variance heterogeneity
among the disturbance terms. Therefore, to address
variance heterogeneity in this study's final model
fitting, the Generalized Least Squares (GLS)

method is utilized. Furthermore, table (6) presents
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the results of the Waldridge test, which show no

evidence of serial correlation issues.

In summary, the study concludes that the research

hypotheses are best tested using a panel data
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approach with a fixed effects model, and the issues
of variance heterogeneity and serial correlation
have been appropriately addressed in the model

specification.

Table (6): Results of Wald adjusted- Waldridge test

Equation Test p-value Result
Wald HO is not rejected (there is
) 0.000 .
1 adjusted endogeneity)
) HO is not rejected
Waldridge 0.095

(there is no endogeneity)

One of the key considerations in selecting the
appropriate regression test is identifying whether
the data model is a panel data (or longitudinal
data) model. For this purpose, the Hausman test

was used in this study.

The Hausman test helps to determine whether the

fixed effects or random effects model is
appropriate for the data as present in table (7). This
decision is crucial because it affects the efficiency
and consistency of the estimators. Based on the
test results, we can decide whether to use a fixed-
effects model, a random-effects model, or if

neither is appropriate.

Table (7): Results of Brush Pagan- Hasman test

Equation Test p-value Result
1 Brush 0.000 Panel
Pagan
Waldridge 0.003 fixed effects

Since the dependent variable is binary (zero or
one), logistic regression has been used. Therefore,
there is no need to examine Levene's test, the
Hosmer-Leme show test, and the Durbin-Watson

statistic for the research model.

Following the tests for variance heterogeneity,
serial correlation, and model specification, the
regression model is fitted using the results
obtained. The findings are presented separately for

each hypothesis in table (8).

Table (8): The results of the first model

Variable ( GLS Regression
CONS) Equation
Coef St St P \Y
d. at r I
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E ist 0 F
rr ic b

t

Distress 0.035 0. 2. 0 1
falaled 01 34

5 6 0 1

0 8

0 3

Growth 0.004 0. 2. 0 1
kK 00 25

1 1 0 4

2 5

4 6

MMC - 0. - 0 1
0.011 00 1.

* 7 67 1 3

6 0 4

8 1

Distress* - 0. - 0 2
MMC 0.004 01 0.

Fkk 8 21 8 1

7 2 2

8 1

Growth* - 0. - 0 2
MMC 0.006 00 3.

falaled 2 24 0 3

4 0 6

1 7

STDebth 0.014 0. 0. 0 1
02 36

8 4 7 0

1 8

5 3

ROA - 0. - 0 1
0.728 04 18

0 0 0 1

78 0 3

0 7
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SGR 0.015

_cons 0.400

F Statistic
RZ

AdjustedR?
DW

0. 2. 0 1
00 42
6 8 0 2
1 3
5 1
1. 0. 0 -
18 34 . -
0 0 7 -
3 -
5
12.165(0.000)
0.684
0.628
2.114

As Results of the Impact of Financial Distress and
Growth Opportunities on Accounting
Conservatism in  Firms with  Overconfident

Managers

The results of the study on the impact of financial
distress and growth opportunities on accounting
conservatism in  firms with overconfident
managers are presented in table (8). The statistical
significance of the F-statistic (F = 0/000) indicates
the overall significance of the model. Thus, the
model related to the research hypotheses can
explain the relationship between the variables of
interest. The adjusted ( R”"2) shows that the
independent and control variables collectively
explain approximately 62% of the variation in the
dependent variable. Additionally, the Durbin-
Wiatson statistic (2.1147) falls between 1.5 and 2.5,
indicating no significant serial correlation among

error terms.

Hypotheses One and Two

The first and second hypotheses of the study
examine the relationship between financial
distress, growth opportunities, and accounting
conservatism. Given the regression coefficients of
financial distress and growth opportunities on
accounting conservatism, which are 0.035 and
0.004 respectively, with p-values less than 5%
(0.019 and 0.024), it can be claimed that financial
distress and growth opportunities have a direct and
significant  relationship  with accounting
conservatism. Therefore, there is no reason to
reject hypotheses one and two of the study. It can
be concluded that managers of financially
distressed  firms  prioritize  environmental
uncertainty.  Specifically, firms experiencing
financial distress tend to increase their level of
accounting conservatism. Furthermore, in large
and growing firms, the level of accounting

conservatism tends to be higher.
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Hypotheses Three and Four:

The results of hypothesis three indicate that the
effect of managerial overconfidence on the
relationship  between financial distress and
accounting conservatism has a coefficient of 0.004
with a p-value of 0.828, which is higher than the
5% confidence level. Therefore, this effect is not
statistically significant at the 95% confidence
level, and hypothesis three is not supported.
However, managerial overconfidence has a
coefficient of -0.006 with a p-value of 0.001,
which is higher than the 5% confidence level,
indicating a significant negative effect on the
relationship between growth opportunities and
accounting conservatism. Hence, hypothesis four,
which proposes an inverse effect of managerial
overconfidence on the relationship between growth
opportunities and accounting conservatism, is

confirmed at the 95% confidence level

5. Discussion and Conclusion:

The purpose of this study is to investigate the
relationship between financial distress and growth
opportunities with accounting conservatism and
the moderating role of managerial overconfidence
in companies listed on the Du Securities Market.
For this purpose, companies were classified into
two groups based on their investment surplus:
companies with overconfident managers and
companies without overconfident managers. Based
on this classification, four separate hypotheses
were formulated and tested using a multivariate
panel regression model. According to theory, the
sign of managers in financially troubled companies
who do not have favorable prospects for the
company's future increases the level of accounting
conservatism. This aligns with the first hypothesis

of the study, which posits that financial distress

K.J Special Issue - The 8" Scientific Conference for
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has a direct and significant relationship with
accounting conservatism, consistent with the
signaling theory. In other words, companies
experiencing financial distress tend to apply
conservative principles. This finding is in line with
the results of external research, but contradicts the
findings of some research, who suggest that
financial distress leads to a reduction in accounting
conservatism. High levels of financial distress in a
company prompt managers to alter their behavior
due to poor performance, posing a threat that
managers may misrepresent the company's
financial reports to show better than actual
conditions and reduce accounting conservatism.
Thus, legal responsibility and the degree of
accountability of managers to shareholders and
terms of agreements between managers and
shareholders and... in the member companies of
the Dubai and Abu Dhabi Exchange. The greater
the growth opportunity of a company, the greater
the need for the company's required budget. The
amount of funds required by the company causes
managers to apply conservative principles to
secure funding for investment. Also, as research
argued, large and growing companies tend to act
more conservatively in accounting measurement
and reporting to minimize political, social, and
regulatory costs, with the second hypothesis of the
study that growth opportunities have a direct and
significant  relationship ~ with  accounting
conservatism. The conclusion of this hypothesis is
consistent with the results of research. It should be
noted that in addition to the influence of the
specific conditions and situations of companies
(financial distress and growth opportunities on
their level of accounting conservatism, which were
examined in the first and second hypotheses), the
different personality and behavioral characteristics

of managers can also have a significant impact.
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The conclusion of the third hypothesis indicates
that the moderating variable of managerial
overconfidence has no significant effect on the
relationship  between financial distress and
accounting conservatism. In fact, in the Dubai and
Abu Dhabi Market, managers of companies in
financial distress make similar decisions regarding
the level of accounting conservatism despite
having different ethical attitudes. The conclusion
of this hypothesis is not consistent with the
findings of some research. One reason for rejecting
the hypothesis could be that even overconfident
managers in financially unfavorable conditions are
not optimistic about improving the profitability
and financial structure of the company due to
economic recession and financial crises and their
behavioral characteristics do not affect the
reduction of conservatism level. Furthermore, the
result of testing the fourth hypothesis indicates that
managerial overconfidence has a negative and
significant impact on the relationship between
growth opportunities and accounting conservatism.
In other words, in companies with overconfident
managers, the level of accounting conservatism
decreases, and managers adopt more optimistic
accounting principles to attract investors and
obtain more budget for the company. The
conclusion of this hypothesis is consistent with the

findings of some research.

Based on the testing of hypotheses and the results
of the current study, practical recommendations
are proposed: shareholders and creditors consider
the financial status of the company when investing
and try to invest in a company with favorable
financial status and structure; therefore, it is
recommended to pay attention to the low level of
accounting conservatism because part of the

favorable financial status of the company may

K.J Special Issue - The 8" Scientific Conference for
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result from non-conservative actions by managers.
Also, users of financial statements as a reference
for decision-making policies and relevant
decisions should pay attention to changes in the
trend of accounting conservatism levels of
companies. On the other hand, investors, creditors,
and other users of financial statements should
consider comparative information (such as sales
and assets) at different periods of companies that
have growth opportunities to adhere to accounting
conservatism  principles and reserves for
investment, and consequently, the company has
growth potential. In addition to practical
suggestions for future research to expand the
theoretical literature of accounting, it is suggested
to examine the effect of variables such as the
intensity of capital investment, executive
compensation plan, market structure, and other
factors influencing accounting conservatism that
have not been investigated so far. It should be
noted that recession and economic boom periods
coincide with many economic activities and may
affect the financial situation and managers'
attitudes in decision-making, so it is suggested to
investigate the relationships between variables of
this research in recession and economic boom

periods and compare their results.
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