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Abstract

Previous studies on the effect of corporate culture on companies' financial behavior and
reporting transparency have primarily focused on perceptual or qualitative approaches.
This study addresses this gap by investigating the impact of different dimensions of
corporate culture on the financial reporting quality (FRQ) of firms listed on the Tehran
Stock Exchange. Utilizing textual analysis of board of directors’ reports and the
Competing Values Framework, the four cultural dimensions— collaboration, competitive,
control, and creative—were quantitatively measured. Data from 129 firms over the period
2019-2024 were analyzed, and financial reporting quality was assessed through accrual-
based earnings management and fraud risk indicators. The findings reveal that a
collaboration culture is significantly associated with reduced earnings management and
enhanced financial reporting quality, while a competitive culture increases the risk of
fraud. The novelty of this research lies in its application of textual analysis as an objective
tool for measuring corporate culture, offering both practical and theoretical implications
for advancing transparency and informing future research in emerging markets.

Keywords: Corporate Culture, Financial Reporting Quality, Competitive Values
Framework, Textual Analysis.

Introduction
Corporate culture refers to the shared values, beliefs, norms, and practices that shape the
behaviors and decision-making processes within an organization. It is often regarded as the
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"personality” of an organization and plays a pivotal role in shaping organizational
behavior, performance, and governance. While the importance of corporate culture in
shaping organizational outcomes is widely recognized, its impact on financial reporting
quality (FRQ) remains an underexplored area of research. Existing studies have primarily
focused on the perceptual and qualitative aspects of corporate culture, often relying on self-
reported data from surveys and interviews. These approaches, while valuable, fail to
provide an objective, measurable link between corporate culture and financial reporting
practices. The present study seeks to address this gap by exploring the impact of different
cultural dimensions on financial reporting quality in firms listed on the Tehran Stock
Exchange. Using the Competing Values Framework (CVF), the study examines how
collaboration, competitive, control-oriented, and creative cultural dimensions affect
financial reporting practices, particularly earnings management and fraud risk. The
research is motivated by the need to provide a more concrete and quantifiable
understanding of how corporate culture influences financial reporting in an emerging
market context. This study's findings are expected to contribute to the broader field of
corporate governance by offering new insights into the role of corporate culture in
enhancing financial transparency and reducing unethical reporting practices.

Methodology

This research adopts a quantitative research design and focuses on a sample of 129 firms
listed on the Tehran Stock Exchange, covering the period from 2019 to 2024. The study
uses systematic sampling to exclude financial institutions and companies with irregular
fiscal years. Data for this research were collected from the annual reports and board of
directors’ reports of the selected firms. Textual analysis is employed to assess the
prevalence of four cultural dimensions— collaboration, competitiveness, control, and
creativity—within the reports. This is done by quantifying the frequency of words and
phrases associated with each cultural dimension based on a predefined vocabulary set from
the Competing Values Framework. Financial reporting quality is measured using two main
proxies: earnings management (via accruals) and fraud risk (via the F-score model). To
analyze the data, generalized least squares regression is applied to account for potential
issues such as heteroscedasticity and autocorrelation. The regression models control for
variables such as firm size, leverage, and cash flow volatility, which may influence
financial reporting practices. The study employs established accounting models to measure
earnings management and fraud risk, ensuring the robustness of the findings.

Findings

The results reveal significant variation in both corporate culture and financial reporting
quality across the firms in the sample. A collaborative corporate culture was found to be
significantly negatively associated with earnings management, indicating that firms with a
stronger emphasis on collaboration tend to report more transparently and with fewer
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adjustments to earnings. This suggests that a culture of cooperation, which encourages trust
and teamwork, may act as a natural deterrent to earnings manipulation. On the other hand,
a competitive culture was found to be positively correlated with increased fraud risk. Firms
that foster a highly competitive environment seem to be more likely to engage in
fraudulent financial reporting practices, likely due to the pressure to outperform
competitors and meet aggressive financial targets. This finding underscores the potential
ethical risks associated with competitive organizational cultures, particularly in
environments where financial performance is heavily scrutinized. Interestingly, the cultural
dimensions of control and creativity did not show statistically significant effects on
financial reporting quality. Control-oriented cultures, which emphasize stability and
adherence to established procedures, did not exhibit a strong relationship with financial
reporting quality. Similarly, creative cultures, which prioritize innovation and flexibility,
did not significantly impact the quality of financial reports, suggesting that these
dimensions may be less influential in the context of financial reporting than collaboration
and competition. These findings emphasize the complexity of the relationship between
corporate culture and financial reporting quality. While a collaborative culture appears to
foster transparency and reduce financial manipulation, competitive pressures can increase
the likelihood of fraud. The lack of significant effects from control and creative cultures
suggests that the impact of culture on financial reporting may depend on contextual factors,
such as industry characteristics and organizational structure.

Conclusion

This study provides empirical evidence that corporate culture plays a crucial role in
determining the quality of financial reporting. Specifically, a collaboration culture is linked
to better financial reporting quality by reducing earnings management, while a competitive
culture increases the risk of fraudulent reporting. These findings suggest that
organizational leaders should pay close attention to the cultural environment within their
firms, as it can have significant implications for financial transparency and ethical
behavior. The lack of significant effects from control and creative cultures implies that the
relationship between corporate culture and financial reporting quality is not universally
applicable across all cultural dimensions. Rather, it may depend on specific organizational
contexts and external pressures. The use of textual analysis in this study represents a novel
approach for measuring corporate culture, offering a more objective and replicable method
compared to traditional survey-based approaches. The findings have important
implications for both corporate governance and regulatory policy. Policymakers and
regulators in emerging markets, where corporate governance structures may be less
mature, can use these insights to promote more transparent financial reporting practices.
Companies may also benefit from fostering a collaboration culture to enhance trust and
reduce the risk of unethical financial reporting.
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Table 4: The results of variance heterogeneity test
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