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Abstract

This research aims to examine the effect of political influence in companies on the relationship between
conservatism and bankruptcy risk. Our evidence includes companies listed on the Tehran Stock Exchange. To
select the research sample and create consistency among companies, certain conditions were applied to the
investigated companies under study, such as fiscal year-end date and non-membership in the financial and
investment industry. Then, 138 companies were selected in the period of 2014 to 2023 by applying certain
conditions. In order to test the hypotheses, the Generalized Least Squares regression method based on panel data
has been used. The results showed that there is a negative and significant relationship between conservatism and
bankruptcy risk. This means that companies can reduce the risk of bankruptcy by applying conservative policies.
Also, the results showed that political influence has a negative relationship with bankruptcy risk, and companies
with high ratios of government ownership are at a lower risk of bankruptcy due to political influence and
government support. The negative effect of political influence has intensified the negative effect of conservatism
on the level of bankruptcy risk in companies that have political influence in comparison with other companies.
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Introduction: One of the basic and important concepts in accounting and financial reporting is the concept of
conservatism. Usually, conservatism becomes relevant as a result of ambiguity, and in such cases, it is used by
managers and accountants. Conservatism is used in financial recognition and reporting when not only the
existence of ambiguity and uncertainty is evident, but managers also tend to choose a method that shows less
profit and assets in a pessimistic manner. Bankruptcy risk is one of the variables used in various decisions,
including credit granting by creditors and investment decisions by investors. Bankruptcy risk is a function of
various factors such as assets, liabilities, profit, and loss of the company, as well as other items in financial
statements and some unknown items that multiple researchers have used to measure the probability and risk of
bankruptcy. With the growth and development of the capital market and the increase in the competitive
environment, some companies go bankrupt and leave the competition due to reasons such as lagging behind the
competition. These conditions cause concern for shareholders and other stakeholders because financial distress
and bankruptcy can lead to huge losses for shareholders and other stakeholders of the company. On the other
hand, one of the solutions facing governments in controlling the country's economy is to influence the economic
units. Companies may seize this opportunity and reduce their bankruptcy risk by taking advantage of political
influence with the government and government assistance, such as facilitating the acquisition of cheap facilities.
Therefore, in the conditions of the political economy in our country and the presence of the government in the
composition of shareholders of companies, the investigation of this issue can be attractive and interesting. So,
this research aims to examine the effect of political influence on companies' relationship between conservatism
and bankruptcy risk.
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Method and Data: This research is applied in terms of purpose and descriptive correlation to answer
hypotheses. Our evidence includes all companies listed on the Tehran Stock Exchange from 2014 to 2023. To
select the research sample, in order to have homogeneity of the effective conditions among the companies, such
as the date of the end of the fiscal year and the lack of membership in the financial and investment industry,
conditions were considered for the investigated companies. Then, 138 companies were selected from 2014to
2023 by applying certain conditions. The Generalized Least Squares regression method based on panel data was
used to test the hypotheses.

Findings: The results showed that there is a negative and significant relationship between conservatism and
bankruptcy risk. Also, the presence of political influence is negatively associated with bankruptcy risk. So, the
presence of political influence in companies has a negative and significant effect on the relationship between
conservatism and bankruptcy risk. Among all the control variables, a negative relationship were observed
between CFO and MTB and bankruptcy risk, and a positive relationship was also found between LEV and
bankruptcy risk. No significant relationship has been observed between other control variables, including SIZE,
ROA, and AGE, with the dependent variable. The adjusted R2 of the regression model was 63 percent, which
confirms that 63 percent of the changes in bankruptcy risk are explained by independent and control variables.

Conclusion and discussion: The results showed that there is a negative and significant relationship between
conservatism and bankruptcy risk. This means that companies can reduce the risk of bankruptcy by applying
conservative policies. Also, the results showed that political influence has a negative relationship with
bankruptcy risk, and companies with high ratios of government ownership are at a lower risk of bankruptcy due
to political influence and government support. The negative effect of political influence has made the negative
effect of conservatism on the level of bankruptcy risk in companies that have political influence in comparison
with other companies. Companies have a great desire to establish close relations with the government and
politicians because these relations bring them many benefits. Big companies are, in a way, the implementers of
government policies, and because of this role, they are supported by the government. In response to the
implementation of its policies by large companies, the government offers various concessions, including the
conclusion of profitable contracts, reduction of customs tariffs, tax discounts, easier access to facilities,
government subsidies, etc. These supports can benefit companies more from financial resources and reduce the
probability of bankruptcy. Considering that the recommendation of the accounting standards is also to apply
conservative accounting practices, it is recommended to the managers and accountants in cases where judgment
is allowed by the standards to fairly presentation, in using the accounting practices, they should follow a
conservative approach to reduce the risk of bankruptcy, even if a little.
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