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Abstract

This study examines the effect of government dependence on earnings management of automobile companies listed on
the Tehran Stock Exchange and Iran Fara Bourse and analyzes the moderating role of the audit committee in this
regard. The main objective is to determine the extent of the effect of political powers on earnings manipulation and
also to examine the ability of the audit committee to reduce these negative effects. In this regard, the effect of three key
characteristics of the audit committee, including financial expertise, independence, and size, has been evaluated. The
statistical population of the study included automobile companies active on the Tehran Stock Exchange and Iran Fara
Bourse, of which 30 companies were selected between 2016 and 2025 after applying sampling restrictions. The
research method was descriptive correlational and the data were analyzed using the generalized least squares (GLS)
method. This method was selected due to its ability to control variance heterogeneity and autocorrelation in the
consolidated data. The findings show that government dependence has a positive and significant effect on both types
of earnings management (committed and actual). In other words, firms with stronger government involvement are
more likely to manipulate earnings. Regarding the moderating role of the audit committee, the results indicate that
financial expertise and member independence can weaken the positive relationship between political influence and
accrual earnings management. However, audit committee size did not have a significant moderating effect. Regarding
actual earnings management, only audit committee financial expertise was able to moderate the effect of government
involvement. The results of this study are important in several ways. First, it provides strong evidence about the
negative impact of government involvement on financial reporting quality. Second, it shows that the professional
characteristics of the audit committee can partially reduce these negative effects. These findings are useful for
regulators, investors, and other stakeholders in the capital market and emphasize the importance of strengthening the
independence and expertise of audit committees in firms with strong government involvement. The present study will
make an important step in the development of the literature in this area by filling the research gap in the field of the
impact of political factors on earnings management in the automotive industry.

Keywords: Audit Committee, Government Dependency, Accrued Earnings Management, Real Earnings
Management.

Introduction

Government dependence and its implications for corporate financial reporting have long been a contentious issue in
emerging economies, where political influence often intertwines with business operations. In Iran, where state-owned
enterprises dominate key industries such as automotive manufacturing, the pressure to align financial performance
with political objectives creates fertile ground for earnings management. This study investigates whether government-
linked automakers engage in accrual-based and real earnings manipulation and, more critically, whether audit
committees can mitigate such practices. Given Iran’s unique economic landscape—marked by sanctions, state
intervention, and weak corporate governance—the findings could shed light on how political interference distorts
financial transparency and whether internal oversight mechanisms can counteract these distortions. The role of audit
committees in enhancing financial reporting quality has been widely acknowledged, yet their effectiveness in
politically connected firms remains underexplored, particularly in high-stakes industries like automotive
manufacturing. By analyzing the moderating impact of audit committee characteristics—financial expertise,
independence, and size—this research provides critical insights into whether governance structures can withstand
political pressures. The results not only contribute to the global discourse on earnings management in state-influenced
firms but also offer practical implications for regulators and policymakers striving to improve corporate accountability
in environments where economic and political interests are deeply entangled.
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Method and Data

This study employs a robust quantitative approach, analyzing panel data from 30 Iranian automotive companies
listed on the Tehran Stock Exchange and Iran Fara Bourse between 2016 and 2025. Using generalized least
squares (GLS) regression to address heteroskedasticity and autocorrelation, the research examines the impact of
government dependence—measured by state ownership exceeding 20%—on both accrual-based and real
earnings management, while testing the moderating role of audit committee characteristics. Financial expertise
and independence are quantified based on member qualifications and non-affiliation, while real earnings
management is captured through abnormal cash flows, discretionary expenses, and production costs. The dataset,
sourced from audited financial statements and the Rahavard Novin database, undergoes rigorous diagnostic tests,
including unit root and multicollinearity checks, ensuring the reliability of findings in Iran's volatile economic
context, where political interference often skews corporate governance dynamics.

Findings

The study reveals compelling evidence that government dependence in Iran's automotive sector significantly
amplifies both accrual-based and real earnings management, confirming that politically connected firms
manipulate financial statements to meet strategic objectives. Notably, audit committees with strong financial
expertise emerge as a powerful moderating force, weakening this relationship—particularly for accrual
manipulation—while committee independence shows limited effectiveness against real earnings management.
Surprisingly, audit committee size proves irrelevant, suggesting symbolic rather than substantive governance in
state-influenced firms. These findings underscore a stark reality: in Iran’s politicized economy, technical
competence in oversight bodies outweighs structural reforms, as sophisticated earnings management tactics often
evade conventional governance checks.

Conclusion and discussion

This research paints a nuanced picture of corporate governance in Iran’s state-dominated automotive industry,
where political imperatives routinely compromise financial integrity. While audit committees with financial
expertise demonstrate tangible potential to curb earnings manipulation, their impact remains partial—unable to
fully neutralize the systemic distortions caused by government interference. The study sounds an alarm for
regulators: without depoliticizing ownership structures and mandating genuinely independent oversight, even
robust governance mechanisms will struggle to ensure transparency. For emerging markets facing similar
challenges, these findings highlight an urgent need to prioritize specialized financial competencies in audit
committees while rethinking the broader ecosystem that enables political capture of corporate reporting.
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