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Objective: The purpose of this research is to examine the impact of political factors on
financial statement fraud in companies listed on the Iranian stock market.

Methodology: This research is applied in terms of its objective and uses a mixed exploratory
(qualitative-quantitative) data approach. The statistical population for the qualitative part
includes document analysis, literature review, and interviews using the Delphi method. The
sample for the qualitative part was selected non-randomly and purposefully from a
community of financial, economic, and academic experts. The statistical population for the
quantitative part comprises all university professors and economic and financial managers
in the country during the year 2023. Sampling was performed using multi-stage cluster
sampling, with a sample size of 210 individuals determined through structural equation
modeling. The research objectives were analyzed using a questionnaire and structural
equation modeling in SmartPLS software.

Findings: The results showed that the political factors are composed of two components: 1)
Individual factors, including political orientation and major shareholders, and 2)
Organizational factors, which in this study include political communications, retirement of
provincial officials, political stability, economic policy, political changes, and government
supervision. Fraud consists of two components: 1) Internal factors, including corporate
governance, financial forecasting goals, active personality traits, operational characteristics,
liquidity, financial stability, external pressure expectations, declining product industry
customers, and industry decline, and 2) External factors, including decreased industry profit
margins due to external pressures and political conditions, rapid technological changes,
monopolistic conditions in suppliers and wholesalers of the industry, the need for capital
increase by management, increased use of estimation bases that are allowed according to
standards for a specific industry, failure to apply a reasonable basis in accounting estimates
by management, the necessity for investors to compare the company with similar companies,
and the lack of timely and appropriate documentation for transactions. Additionally, the
results indicated that political factors have a significant impact on financial fraud in
companies listed on the Iranian stock market.

Conclusion: The research results showed that political factors have a significant impact on
financial fraud in Iranian stock market companies.
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EXTENDED ABSTRACT
Introduction

In contemporary business environments, fraud manifests in various forms across enterprises of all
sizes, including small, medium, and large organizations. Among the prevalent types of fraud are asset
embezzlement and the creation of fraudulent financial statements. Asset embezzlement involves the
misappropriation or theft of company assets for personal gain, such as unauthorized use of company funds,
theft of inventory, or the misuse of official vehicles for personal purposes. Conversely, fraudulent financial
statements entail the manipulation or concealment of financial information to deceive stakeholders. This
manipulation often aims to attract investor interest by presenting an inflated or distorted view of a
company's financial health (Serly & Eddy, 2020).

The escalation of corporate fraud incidents, particularly those involving financial statement
manipulation, has paralleled the increasing complexity and expansion of business operations. High-profile
cases like Enron, WorldCom, Tyco, and others have underscored the destructive impact of fraudulent
activities, resulting in significant financial losses, erosion of investor trust, and widespread skepticism in
financial markets (Abdullahi et al., 2015). Financial fraud not only undermines trust between companies
and market participants but also threatens the very existence and efficiency of capital markets (Liao et al.,
2019).

Political connections within corporations have emerged as a critical factor influencing the
prevalence of financial fraud. Individuals with political affiliations may leverage these relationships to
facilitate fraudulent activities, believing that their political ties can shield them from detection and
repercussions (Al-dhamari & Ismail, 2019). The literature suggests that political connections can provide
easy access to external resources and preferential contracts, thereby influencing investment decisions and
operational strategies. These connections may also lead to suboptimal investment choices, driven by
political rather than economic objectives, ultimately resulting in financial misreporting to achieve desired
outcomes (Agrawal & Knoeber, 2020).

Moreover, organizational motivations to present an improved financial performance or to enhance
managerial reputations can drive the manipulation of financial statements. Managers and accountants may
engage in fraudulent reporting to meet financial targets, secure bonuses, or maintain a favorable image
among stakeholders, thereby diminishing the overall quality and reliability of financial disclosures (Duan
& Wein, 2021). The interplay between political factors and internal organizational pressures creates a
conducive environment for financial fraud, necessitating a comprehensive investigation into the
underlying mechanisms and contributing factors.

Given the significance of these issues, the present study aims to address the research question:
What is the impact of political factors on financial statement fraud in companies listed on the Tehran Stock
Exchange? This investigation seeks to elucidate the specific political and organizational variables that
contribute to fraudulent financial reporting, thereby providing insights for policymakers, regulators, and
corporate governance bodies to mitigate such malpractices.
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Methodology

This study employs a mixed-methods approach, integrating both qualitative and quantitative
research methodologies to provide a comprehensive analysis of the factors influencing financial statement
fraud. The research is classified as library-based, developmental, and applied, utilizing both time-series
and cross-sectional data. Data collection was conducted through descriptive-survey techniques,
incorporating both library resources and fieldwork.

The qualitative component involved a purposive sampling of experts, including academic scholars,
financial auditors, economic specialists in the field of auditing and fraud, senior managers from prominent
companies listed on the Tehran Stock Exchange, and economic professors with practical auditing
experience. A total of ten experts were selected, comprising five academic members, three specialists from
the Tehran Stock Exchange, and two senior auditing officials. The Delphi-Fuzzy technique was employed
to gather and refine expert opinions, ensuring the validity and reliability of the qualitative data.

For the quantitative aspect, the study targeted a sample size of 220 individuals, including university
professors and senior financial managers from Tehran Stock Exchange-listed companies. After excluding
incomplete responses, data from 210 participants were analyzed. A multi-stage cluster random sampling
method was utilized to ensure geographical representation, selecting ten provinces randomly, followed by
five cities within each province, and subsequently targeting specific universities and companies within
those cities. Questionnaires were distributed randomly among eligible participants within each selected
institution.

Data collection instruments included structured questionnaires with closed-ended questions using
a five-point Likert scale to assess various constructs related to political factors and financial fraud. The
questionnaires were developed based on existing literature and validated through expert feedback and
statistical measures such as Cronbach's alpha to ensure internal consistency and reliability. Data analysis
was performed using descriptive and inferential statistical techniques, employing software tools like
SPSS-21 for initial data processing and Smart PLS for structural equation modeling.

Findings

The demographic analysis of the respondents revealed a diverse sample in terms of age, work
experience, and gender. Specifically, 6% of respondents were under 40 years old, 22% were between 40
to 45 years, 41% between 46 to 50 years, and 31% were above 50 years. Regarding work experience, 11%
had less than seven years, 29% had between seven to thirteen years, 32% had fourteen to twenty years,
and 28% had over fifty years of experience. Gender distribution showed that 57% of the respondents were
male, and 43% were female.

Statistical tests, including the Kolmogorov-Smirnov test, indicated that the data followed a normal
distribution, as all significance levels were above 0.05. The Delphi results identified key components and
indicators related to political factors and financial fraud. Political factors were categorized into individual
factors (political orientation and major shareholders) and organizational factors (political connections,
retirement of provincial officials, political stability, economic policies, political changes, and government
supervision). Similarly, financial fraud factors were divided into internal factors (corporate governance,
predicted financial goals, active personality traits, operational characteristics, liquidity, financial stability,



external expectations, industry customer decline, and industry downturn) and external factors (reduced
industry profit margins due to external and political pressures, rapid technological changes, market
monopolies, need for increased capital, use of non-standard estimation bases, lack of reasonable
accounting estimations, necessity for investor comparisons, and inadequate transaction documentation).

Structural equation modeling (SEM) was employed to analyze the relationships between these
factors. The SEM results demonstrated significant associations between political factors and financial
fraud indicators. Specifically, individual political orientations and the influence of major shareholders
were found to directly and indirectly impact the likelihood of financial statement manipulation.
Organizational political connections, including relationships with retired provincial officials and
government supervision, were also significant predictors of fraudulent activities within companies.

Furthermore, internal factors such as robust corporate governance and well-defined financial goals
were inversely related to financial fraud, indicating that stronger governance structures and clear financial
objectives reduce the propensity for fraudulent reporting. Conversely, external pressures like reduced
industry profit margins and technological changes were positively correlated with financial fraud,
suggesting that companies under significant external stress are more likely to engage in deceptive financial
practices to maintain profitability and investor confidence.

The t-test analysis of the questionnaire responses affirmed the validity of the measurement
instruments, as all items significantly exceeded the expected mean values, reinforcing the reliability of the
findings. The demographic variables did not show significant variations in responses, indicating that the
observed relationships were consistent across different age groups, experience levels, and gender
categories.

Discussion and Conclusion

The study reveals that political factors play a substantial role in influencing financial statement
fraud among companies listed on the Tehran Stock Exchange. The identified political factors are
bifurcated into individual and organizational dimensions. Individual factors include political orientation
and the presence of major shareholders with significant voting power. Politically oriented individuals may
manipulate financial information to align with specific political agendas, thereby compromising the
integrity of financial reports. Major shareholders, who hold considerable ownership stakes, may exert
pressure on management to achieve unrealistic financial targets, leading to fraudulent reporting practices
to meet these expectations.

Organizational factors encompass political connections, the retirement of provincial officials,
political stability, economic policies, political changes, and government supervision. Political connections
can provide companies with preferential access to resources and favorable regulatory conditions, which
may reduce the perceived risk of engaging in fraudulent activities. The retirement of provincial officials
may lead to shifts in political influence, prompting companies to alter their financial reporting to maintain
favorable relations or secure future contracts. Political stability generally acts as a deterrent to fraud by
fostering an environment of transparency and accountability, whereas political instability can create
uncertainties that encourage fraudulent behavior as companies strive to navigate fluctuating regulatory
landscapes.
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Internal factors influencing financial fraud include corporate governance, financial goals, active
personality traits of managers, operational characteristics, liquidity, financial stability, external
expectations, industry customer decline, and industry downturn. Strong corporate governance
mechanisms, such as independent auditing and rigorous internal controls, are essential in mitigating fraud
by enhancing transparency and accountability. Clear and achievable financial goals reduce the pressure
on managers to resort to fraudulent practices. Conversely, external expectations and industry-specific
challenges, such as declining customer bases and overall industry downturns, can exacerbate the pressure
to manipulate financial statements to preserve company value and investor confidence.

External factors identified in the study, such as reduced industry profit margins, rapid
technological advancements, market monopolies, and the necessity for increased capital, further
contribute to the propensity for financial fraud. Companies facing declining profit margins due to external
and political pressures may engage in fraudulent reporting to present a more favorable financial position.
Rapid technological changes can strain a company's operational capacities, leading to misreporting as a
means to cope with technological investments or obsolescence. Market monopolies may result in
complacency or overconfidence, reducing the perceived need for accurate financial reporting and
increasing the likelihood of fraudulent activities.

The study underscores the critical importance of robust corporate governance and stringent
regulatory oversight in curbing financial fraud. Enhanced supervision by governmental and regulatory
bodies, coupled with the implementation of transparent reporting standards, can significantly reduce the
opportunities for fraud. Additionally, fostering an organizational culture that emphasizes ethical behavior
and accountability is paramount in preventing fraudulent practices. Companies must prioritize the
establishment of comprehensive internal controls and the promotion of ethical standards to mitigate the
risk of financial statement manipulation.

In conclusion, the research highlights the multifaceted impact of political factors on financial
statement fraud in Tehran Stock Exchange-listed companies. Both individual and organizational political
influences significantly contribute to the prevalence of fraudulent reporting practices. To address these
challenges, the study recommends several strategies, including:

1. Commitment to Political and Economic Accountability: Managers should adhere to political
and economic responsibilities by complying with relevant laws and regulations, thereby reducing
opportunities for fraud.

2. Implementation of a Fair Shareholding System: Establishing a balanced shareholding structure
can prevent excessive concentration of power among major shareholders, thereby mitigating undue
influence on financial reporting.

3. Strengthening Political Structures: Enhancing the capability and structure of political
institutions to develop and enforce financial regulations can bolster market integrity and reduce
fraudulent activities.

4. Enhancing Supervisory Mechanisms: Increasing government oversight and intensifying
regulatory scrutiny of company operations can serve as effective deterrents against financial fraud.
By addressing these recommendations, stakeholders can foster a more transparent and accountable

corporate environment, thereby safeguarding the integrity of financial markets and restoring investor
confidence.
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