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Abstract

Managers may manipulate profit through accruals to hide the negative effects of their
improper use of free cash flows. This study, while reviewing the relationship between free
cash flow and accrual earnings management, has examined the adjusting role of the
establishment of the audit committee and auditor's expertise in the industry on the
relationship between free cash flow and accrual earnings management in the companies
listed on the Tehran Stock Exchange with a sample of 133 firms (1330 observation) for the
years 2011-2021. Research hypotheses were tested using multivariate regression models.
Chen, San, and Zhou's model was used to measure free cash flow, and the modified Jones
model was used to test accrual earnings management. Also, the numbers zero and one have
been used to calculate the adjusting variables of establishing the audit committee and the
auditor's expertise in the industry. Findings show a positive and significant relationship
between free cash flow and accrual earnings management. On the other hand, establishing
an audit committee and the auditor's expertise have weakened the relationship between free
cash flow and accrual earnings management. Thus, the results indicate that the audit
committee as an internal supervisor and industry expert auditor as an external supervisor can
limit the behavior of managers in misusing free cash flows and hiding its negative effects by

manipulating accruals.

Keywords: Audit committee, Auditor's expertise in the industry, Free cash flow, Accrual
earnings management.
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