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Abstract

The main purpose of this study is to evaluate the relation between
earnings manipulation and financial distress, as well as the effect of
governmental ownership and audit committee on adjustment of this
relation. The sample consists of firms listed in Tehran Stock Exchange (the
statistical population) , which are selected through screening method
(applying the conditions in the population). Then, the study examines the
existence or non-existence of earnings manipulation in financially
distressed firms based on the considered variables and using Benford Law.
The hypotheses are tested based on the data (648 year-company) from
audited financial statements of the sample firms for a 9-year period (2008
to 2016). Results indicate that managers of financially distressed firms
manipulate the earnings, and in fact, the earnings figures in these firms do
not follow Benford Law, and the governmental ownership of firms does
not change this non-compliance of firms with Benford Law. Other findings
show that the audit committee does not play any role in compliance or non-
compliance of financially distressed firms’ earning figures with Benford
Law.
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