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Corporate governance with appropriate supervision can improve the quality
of earnings. On the other hand, high-quality earnings have sufficient
information content and will also have a significant impact on reducing the
risk of financial distress. Therefore, the aim of the present study is to
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Stock Exchange Methodology: To achieve the research objectives, four hypotheses have

been formulated. To test the first to third hypotheses, the multiple regression
method has been used, and to test the fourth hypothesis, the method
proposed by Baron and Kenny (1986) has been used. The study population
includes a total of 133 companies listed on the Iraq Stock Exchange between
2013 and 2022. Among these companies, 41 companies were selected as a
statistical sample using a systematic exclusion method and in accordance
with the sampling conditions.

Findings: The results of the study show that corporate governance has a
negative and significant effect on the risk of financial distress of the
JEL Classification: M41 company. Also, corporate governance has a positive and significant effect
on earnings quality. On the other hand, higher earnings quality significantly
reduces the risk of financial distress of the company. Finally, the partial
mediation role of earnings quality in the relationship between corporate
governance and financial distress risk was confirmed.

Originality: By maintaining a balance between social, economic,
individual, and collective goals, a corporate governance system encourages
the efficient use of resources and requires corporate managers to be
accountable for their stewardship of resources. Increasing the efficiency of
the governance system leads to the efficient allocation of resources and
ultimately economic growth and development, thereby preventing the risk

of financial distress.
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Introduction

perating in a business environment
O always  involves  risks  for

companies, which may sometimes
endanger the future life of the company.
The risk of financial distress is one of the
risks that the company must be careful to
manage well and avoid actions that increase
this risk. For this purpose, the focus on
rational behavior in the company should be
increased and managers in particular should
be subject to greater supervision due to their
opportunistic nature. The law has resorted
to corporate governance in helping with this
issue and has introduced it as a tool to help
manage risk in companies. Corporate
governance as a supervisory tool in
companies has not had the same
performance, which is due to the different
characteristics of the company in terms of
corporate governance. To the extent that
corporate governance is well established in
the company, the risk of financial distress
will also be reduced by helping to reduce
agency costs. On the one hand, the
company's performance 1is evaluated
through profits, and this has become a factor
for earnings manipulation by managers.
Corporate governance with appropriate
supervision can also improve the quality of
profits, and on the other hand, high-quality
earnings have sufficient information
content and will also have a significant
impact on reducing the risk of financial
distress. Therefore, the aim of the present
study is to examine the mediating effect of
earnings quality on the relationship between
corporate governance characteristics and
financial distress risk.

Methodology

This research is documentary in terms of
data type and post-event in terms of
implementation time. Also, to test the
hypotheses, which use composite data
(year-company) with a retrospective nature,
the required data was collected by referring
to the website of the Center for Research,
Development and Islamic Studies affiliated

with  the Iraqi  Stock  Exchange
Organization. In the field of hypothesis
testing, the multiple regression method is
used; the working tool in this field is the
Stata software package. To achieve the
research objectives, four hypotheses have
been formulated. To test the first to third
hypotheses, the multiple regression method
has been used, and to test the fourth
hypothesis, the method proposed by Baron
& Kenny (1986) has been used. The study
population includes a total of 133
companies listed on the Iraq Stock
Exchange between 2013 and 2022. Among
these companies, 41 companies were
selected as a statistical sample using a
systematic exclusion method and in
accordance with the sampling conditions.

Results

The results of the study show that corporate
governance has a negative and significant
effect on the risk of financial distress of the
company. Also, corporate governance has a
positive and significant effect on earnings
quality. On the other hand, higher earnings
quality significantly reduces the risk of
financial distress of the company. Finally,
the partial mediation role of earnings
quality in the relationship between
corporate governance and financial distress
risk was confirmed.

Conclusions

According to the agency theory,
accountability is the essence of corporate
governance, and its goal is to achieve the
four characteristics of accountability,
transparency, justice, and the rights of
stakeholders. The agency relationship
between shareholders and management in
joint-stock  companies provides the
potential for managers to make decisions
that are in their own interests and against the
interests of shareholders. One of the factors
shaping the agency problem between
managers and shareholders is the lack of
information transparency between them,
and for this reason, shareholders cannot
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continuously  control the managers
operation. Among the mechanisms
necessary to ensure the fulfillment of the
responsibility of disclosure and appropriate
information transparency of companies
towards the public and stakeholders is the
corporate governance system, which
ensures that the company's financial
reporting prepared by its managers is of
higher quality. Managers manipulate
earnings, especially through accruals, to
achieve their own interests such as bonuses,
job retention, better presentation of
company performance, obtaining loans,
gaining investor trust, conducting various
contracts, and tax savings.

This will reduce the earnings quality and
have irreparable consequences  for
stakeholders. One of the consequences will
be a reduction in the company's future cash
flows and the inability to meet its
obligations, resulting in financial distress.
In companies with high earnings quality,
information asymmetry is low and is a sign
of alignment of the interests of the manager
with the owner. This, along with the quality
of earnings, will allow any deviations to be
quickly identified and corrected, which will
reduce the risk of financial distress. On the
other hand, by increasing the quality of
financial reporting, earnings, which are the
most important items in financial
statements, will have high information
content and high predictive power for the
company's decision-makers. Therefore, the
company's resources will be better managed
and the risk of financial distress, which is
caused by managers' incompetence in
optimally utilizing available resources and
making wrong decisions, will be reduced.
On the one hand, corporate governance, by
using available mechanisms, reduces
agency costs and prevents managers from
opportunistic actions, which has positive
effects such as increasing the quality of
profits. Also, corporate governance, due to
the reduction of moral hazards, provides
space for greater efforts to achieve the
company's goals, and in  such

81

circumstances, the company will face less
risk of financial distress. In addition, in
companies with high earnings quality,
information asymmetry is low and is a sign
of alignment of manager and owner
interests. This alignment, along with
earnings quality, will cause any deviation to
be quickly identified and corrected, which
will reduce the risk of financial distress.
Therefore, the interaction of corporate
governance and earnings quality will
ultimately significantly reduce the risk of
financial distress in companies. Increasing
the efficiency of the governance system
leads to the efficient allocation of resources
and ultimately economic growth and
development, thereby preventing the risk of
financial distress.
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