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Abstract: To create interests alignment between the owner and the manager,
accurate index of performance should be used as the rewarding criterion. One
of the important indexes for performance measurement purposes in
rewarding plans is the profit sensitivity, so that it can meet all of contract
parties’ interests. Those profits carrying sensitivity can cause a change in the
value of the company's market. So, the main purpose of this study is to
survey the effect of profit sensitivity dimensions (Earnings response
coefficient, abnormal returns fluctuations and earning prediction error) on
board of directors’ reward. For this purpose, the data related to the Tehran
Stock Exchange listed companies (121 companies) for the period from 2008
to 2016 were extracted and the multiple regression was used to test the
hypothesis. The results showed that three criteria, namely, earnings response
coefficient, adjusted earnings response coefficient and earnings value
relevance, have a positive effect on board of director’s rewards, while two
criteria, namely, abnormal returns fluctuations and earning prediction error
have a negative effect on board of director’s rewards.
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1. Adjusted earnings response coefficient (AERC)
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1. Earnings relevance to shares(Relevance)
2. Abnormal returns fluctuations (VARffadj)



e SO gs dgw LiSTg g pud) dgw Comlws dlrl G A

Rit —Rpp = a; + bi(Rmy — Rre) + Si(SMBY) + hy(HML,) + &, (¥ dal,
d);p C))L}.CRm’t - Rf,t ft Jua.é ).)i L.Ag).w rﬁLQ(w k_&wi) «_9).@ Ri,t - Rf,t u] ).) 45
o3jle j el jlus (Rie) plow 03jl sl T hiad )3 plows il 055] &2 (585 (b))

Blie g0y93 ,31 5 Jgl Cnid & a2 g5 b &S (e 690 G 3 (ke plaew 3 ) HS 4yl s
¥ alul) ©opodr 03jl ¢ sl Jsoy8 Il (l (gl il oe cusdey coSUle I ol

|

(Pie = Pig—1) + 508 30 F o5l plas + pais >

Pit_q

RET;, = (F da,
ol (Rp) Sy (g 2l 033k &5 plgisay <8 )Lie 3lygl dgm £33 5l ol t Juad
o d2g5 b 3gy o0 Hlasl & 5k o35l dlle 1 el s (in) Ik Sy Bpo Canlons
D9 o dulite O daly g0 ¢ 390 Ll Cuas S b plow Lawgs odd oo S

Ry — Ry (6 dal,

€893 3 )ik o3k duwlons jslaiods (5 bl gl oyg: S5 a3 LS 5l adllae () 5

2 bS5 &S o obl o Lol HML o SMB dubee (gl ol 015 o3li
|y LT o s 5551 Blie dolos ) ey 4l 13 coniS o e (3 i) 0315 Lol
L) LeS s %03 )b (izmed puiS 0 (shndind Ses8 5 Sy oS 1l wiws 93 &
Loy Yoy iVl opd Ve elul il (5] 4 6585 (5] a1 eolil
N0l b eslS o S8 095 A & 15 (0 5118 Al 3 &5 (G0 3F e g 45 (p ol
58> byl s 5l aS e y8) 5k b5l 4 (6385 (5] s bl (s A
Bge5 GBS pb ol )3 g S (s Thugie 5 "ol VU b 35 sl

Hgdse il (558 p S 4l (0551 4 (6583 ()] S g ojlal el

1. High
2. Low
3. Median



Ty VAT (e o€ bylowd V4 B 99 ¢ o

23k 0831 4 85 (53] S g 2311 (bl 2 (G985 9 i ) Jg

q B/M
LOW Median HIGH SIZE
B/L B/M B/H BIG
S/L S'M S/H SMALL

‘O\)Lig.m 9 (J_> 9 Yoo c&_:l) REAN s‘DYl_'>L.§.>9 9 Jb9§>‘) ‘\\”A\c c‘_,;c)l.b 9 o)‘)m
(¥
1/ S S 1B B B

(Y _ (e s dlal
SMB 3(L+M+H> 3<L+H+H> (7 dd,

A5y S b (goip o33k (pSSle 9 Sog8 83101 Jas Sl Iy S yh (g9d5y o33k
S5y 033 ol (Juad po 3 HML dilome gl (pizeod oS o0 dwle 53 8510
WJad o 0 ey p |y b BIM L eS b sodip o35l 9 YU B/M L slocs ps

(VN bl g o ¥ e S5 Y V) oYy 5 JbsSal,

1/S B\ 1/S B
AR AV (¥ &)
o g o o3litwl A Ayl 51 (VAR™Y) sl 03laial 033 lwg (6 pSojlul sl

BULs uib)ly lad (slaslony ol cansdts g ol dw 1o (61554 5l & 25
ool plosws Byleial 035l oy (s ls lgicds 5 oud duole Jdo pl lad (slailom

Dy 50
VAR, = o%¢;; (A das,

BWLs il g 026 9t Jlo 3 i S 5 plows CBylezol 033k g VAR VAR &
sl Lol ds a0 6355 4§ e Tolo i €S 45 b (closilanay



e SO gs dgw LiSTg g pud) dgw Comlws dlrl G A

! sy .
S (S Sllas

Gl o 4T (o Bly 35 L duglie 53 39 (i 53 Cape sl cwl ©)le
b Anlsd 0a B )1 g (EiSly oy GRS g I3l (alpeS domi )3 g 39w CudeS
Sgm (Hgpbey SUlad 4Gl g b AVe oY (ngg)li 9 IS 9 VooV e g JgaasY)
Hlasl wss” Sy )y dgw SeMbl glaie o 4 )l ke o oS 39 0 Cgo Cupie
e 9 plgpadY) (B laiagis g @ 9d e plaw (5] (Al 43900
dgw A l.; Cwl ).3‘).3 (EPE) dgw (gt s Lgl.b pyero c(Y’ -y ‘&99)‘5 9 u.lf 9 YooV
sl ondigmin (Obj) 29w Blae 18 2 ol (S35 () 29w 1028 (e (0L)
ol 0a 03liil & Je 1 0 dus g0

BONUS = By + BLEPS + B,(EPE) + B3 (EPS x EPE) (0 Ju
+ B, (RET) + Bs(AROA) + ¢

29 R Lily i
2 95 b AB 3 plpde 4 By ogrg jl cusl ©)lie (BONUS) lpse Sl
sl b 0250 Jobeo oL e b oS0le il iy e Sl (sl
oy bl ;o b awslil () dew Gy (o155 0 &S Cunl o plecia YL

Db o )35 (SIS g o) slaab o ise )

33 IS Sl i

AROA ¥ iy sllao plow (o )ligS5 5 0,5 5l ol Wloe) plows &Y 0334 RET
(Laohl 8 @ Slles dgmw cuns Jolro) b olyld 6350 75 50 a6Vl @lyus b sl il y
(TRY) ojLSom 5 g Y 1Y) By (Y17) g 5 Bl o L5 sbaisiogy b ples
el Glpde (3L BALS et Jelge Sl b 2yl (235l g plaew (225L

oy sbadl

e@oﬁ;w

Ui5u opl g cal S8BT (VAL BYAY) a5 ae Jloj adadie jd (g lel Eges Sl
d'ﬁ. (4%5 9 Ay lxe J'Pd‘) ;-‘5‘)4 sl ylso 9 (AJL:A 9 ‘_y-ﬂw) d}f)" sl yle

1. Earning prediction error
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