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ABSTRACT

This study has examined the moderating role of managers’ capability in the relationship
between earnings management and future accrual and cash performance of companies over the
next three years of the publication. It also looks at the Islamic perspective on earnings
management. In the present study, data from 132 companies listed on the Tehran Stock
Exchange between 2010 and 2022 were analyzed. Managerial capability was measured using
the Demarjian model and data envelopment analysis (DEA), and regression analysis was
performed using Eviews 12 software. The results show that high managerial capability leads to
a significant decrease in the level of earnings management and the negative effects of earnings
management are mainly observed in the short term (first year). Also, capable managers can
moderate these negative effects on the company’s future performance. Stability tests support
these findings. From an Islamic perspective, if earnings management is accompanied by
deception or obtaining illegitimate benefits, it is considered a kind of “fainting in the
transaction” and is not condemned. However, if it is free from deception, it is acceptable from
a Sharia perspective. The results of the present study have scientific and practical value. From
a scientific perspective, it can help provide new perspectives on the role of managers’ capability
in determining the effects of earnings management on company value. From a practical
perspective, it can be useful for evaluating managers’ performance and increasing company
value. It can also help increase the transparency and quality of accounting information and
improve capital market supervision.
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