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Abstract

Objective: This study aims to investigate the impact of creative accounting techniques on
corporate failure, considering the moderating role of corporate governance in firms listed
on the Tehran Stock Exchange.

Methods: This research is applied in purpose, quantitative in nature, and correlational in
design. Panel data and multiple logistic regression were employed to test the hypotheses.
The statistical population comprises all firms listed on the Tehran Stock Exchange from
2011 to 2024, from which a final sample of 180 firms was selected after applying necessary
screening criteria. The dependent variable is corporate failure, measured using the modified
Altman model. The independent variables encompass three creative accounting techniques:
accrual-based earnings management, income smoothing, and tax avoidance. Corporate
governance, serving as the moderating variable, was constructed as a composite index
through Principal Component Analysis.

Results: The results demonstrated that all three creative accounting techniques exert a
positive and significant effect on the probability of corporate failure, with accrual-based
earnings management exhibiting the strongest marginal effect at 24.8%. Furthermore,
corporate governance significantly attenuates the relationship between each of the three
creative accounting techniques and corporate failure, wherein the strongest moderating
effect pertains to the relationship between accrual-based earnings management and
corporate failure, while the weakest is observed for income smoothing. The final model
achieved an overall predictive accuracy of 76.2% in identifying firms at risk of failure,
indicating satisfactory model performance.

Conclusion: Firms with robust corporate governance mechanisms exhibit greater
resilience against the detrimental consequences of creative accounting, with
corporate governance functioning as a compensatory mechanism. This study
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underscores the necessity of strengthening regulatory mechanisms, including board
independence and audit committee effectiveness, as well as designing long-term
performance-based compensation systems to mitigate incentives for financial
manipulation.

Innovation: The primary innovation of this research lies in its multidimensional
approach to creative accounting by simultaneously examining three techniques:
accrual-based earnings management, income smoothing, and tax avoidance.
Additionally, the construction of a composite corporate governance index through
Principal Component Analysis facilitates a more comprehensive assessment of
regulatory mechanisms. By identifying structural breakpoints in 2012 and 2018
resulting from sanctions and exchange rate shocks, this study contributes the first
empirical investigation into the moderating role of corporate governance during
economic crises in Iran. The application of panel logistic regression, calculation of
marginal effects, and dynamic GMM estimation to control for endogeneity have
yielded a predictive accuracy of 76.2%, establishing the model as an effective early
warning system for Iran's capital market.

Keywords: Creative Accounting, Accrual-Based Earnings Management, Tax Avoidance,
Corporate Failure, Corporate Governance.
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Table 1: Principal component analysis (PCA) results for constructing the corporate governance
composite index
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Table 2: Determining the optimal separation threshold with Youden’s Index
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Table 3: Frequency distribution of corporate failure based on the threshold of 1.82
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Table 5: Results of the Chow test to identify structural failure points
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Table 6: Coefficients of the basic logit model
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Table 7: The Moderating Model with Interaction Terms
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Table 8: Pearson Correlation Matrix among the Main Research Variables
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Table 9: Goodness-of-Fit and Diagnostic Tests
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Table 10: Marginal Effects in the Baseline Model
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Table 11: Classification Prediction Matrix for the Final Model
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Table 12: Numerical Summary of the Final Hypotheses
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nostic Tests and GMM Model Validity Tests
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