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Abstract: The phenomenon of creative accounting has attracted the attention of researchers for
decades, especially in the financial sector for its implications on the quality of financial reporting.
Although several procedures have been developed by researchers and practitioners to determine any
manipulation in financial reporting, the practice of creative accounting is still prevalent, resulting in
poor quality financial reporting. The present study investigated the moderating role of transparency
and disclosure with respect to enhancing the impact of creative accounting determinants and financial
reporting quality in the context of commercial banking. A deductive research method driven by a
survey questionnaire is used to examine the proposed hypotheses and attain the designed objectives.
The analysed data provide a theoretical conceptualisation and practical validation for the integration
of the moderator in the relationship between creative accounting determinants and financial reporting
quality in banks, with significant advantages. Furthermore, the present research findings show that
the degree of impact for creative accounting determinants is linked to the aspects of transparency
and disclosure. Lastly, the results present concurrent evidence of the flexibility of creative accounting
determinants with implications for transparency and disclosure and financial reporting quality.

Keywords: ethical issues; disclosure quality; internal control; ownership structure; qualitative
characteristics; manipulation; information asymmetry; commercial banks

1. Introduction

Creative accounting is the practice of influencing financial indicators using accounting
knowledge without explicitly violating accounting policies, rules, and the law. Creative
accounting is practiced to show the financial position as the company management would
like it to be; stakeholders are informed of what the management wants them to perceive [1].
This practice allows financial information to be manipulated from its proper and accurate
form; the creative accountant exploits the existing rules or, in several cases, ignores one or
more rules [2]. Researchers at one time proposed that all companies in the country were
manipulating for profit advantages [3]; the published information is based on accounting
books that are mildly or severely manipulated. The authors assert that the figures disclosed
biannually to investors are manipulated to guard against the guilty. The researchers indicate
that “It is the biggest con trick since the Trojan horse. In fact, this deception is all in perfectly
good taste. It is totally legitimate. It is creative accounting” [3].

On the other hand, financial reporting provides reliable and accurate data in a timely
fashion, this being needed by stakeholders for the making of decisions related to the
efficient operations of the bank [4]. The primary purpose of financial reports is to present
the financial data to their users for better awareness and continuous updates on the financial
status of the bank. However, the current secretarial policy provides some choices regarding
accounting practices and the objective judgments required to define the measurement
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strategies, recognition criteria, and, in some cases, the characterisation of the accounting
bodies. Investigations in the previous literature contribute toward identifying the present
research problem. This work has provided information about the shortcomings in financial
reporting in the banking sector, whereas numerous studies reported that creative accounting
contributes to indicating the levels of financial reporting [5].

Prevailing accounting practices permit a certain degree of freedom concerning the
use of accounting policies [6]. Professional judgment is used to delineate recognition rules,
measurement techniques, and the characterisation of the accounting body. While exercising
such choices, executives might deliberately conceal material information or misrepresent
accounting figures in order to project an attractive financial position. Profits may be
reported as higher than they are to increase attractiveness or lower to reduce tax liability.
It has been asserted that accountants use domain knowledge to manipulate financial
information and reporting for businesses, which is referred to as creative accounting [7].
Previous research indicates that creative accounting has four fundamental determinants:
ethical issues, disclosure quality, internal control, and ownership structure [8]. Therefore,
this study will evaluate creative accounting by determining the degree of entrenchment of
creative accounting specific to Iraqi banks’ financial reporting. Commercial banks are vital
for a nation’s financial structure because these banks facilitate nationwide domestic deposits
and facilitate fund availability for investment through securities or lending routes [9].

Creative accounting has a significant positive correlation with transparency and dis-
closure. Transparency and disclosure are set as the framework used to direct and regulate
business organisations [10]. Transparency and disclosure delineate stakeholder respon-
sibilities and rights, laying the foundation for several stakeholders’ rights, including the
board members and managers; furthermore, they define the rules and regulations for
corporate decision making [11]. The transparency and disclosure framework is used to
direct and regulate businesses. In contrast, creative accounting concerns manipulating
financial indicators from their proper and accurate form to another form that provides an
undue advantage to some stakeholders; creative accounting exploits or violates rules for
undue advantage [12].

Executives oversee company auditing, accounting, and financial reporting; therefore,
they are effective at preventing creative accounting. Moreover, discussions indicate that
inadequate governance is correlated with unreasonably high compensation for executives
who are motivated to indulge in manipulative behaviour [13]. Numerous stakeholders are
adversely affected because of creative accounting [14]. Stakeholders could be customers,
creditors, suppliers, equity investors, regulators, among others. There is a general scarcity
of creative accounting-specific research in Iraq and the Middle East because this area
has not received due attention. Along the same lines, there is relatively little provision
for formulating systems to help monitor and check creative accounting in Iraqi banks.
Nevertheless, there is research concerning creative accounting practice in developing
nations. In this regard, the authors of [15] studied several developing countries and
formed three groups for comparing creative accounting and the protection of investors.
The researchers concluded that the last group had little investor protection, but creative
accounting incidence was high and aggressive. However, the present study aims to examine
the joint influence of determinants of creative accounting and transparency and disclosure
on financial reporting quality in the commercial banking sector of Iraq. It concentrates on
two questions:

1. What are the effects of creative accounting determinants on financial reporting quality
in the banking sector?

2. To what extent do transparency and disclosure moderate the relationship between
creative accounting determinants and financial reporting quality?
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2. Theoretical Background
2.1. Creative Accounting Determinants and Financial Reporting Quality

Creative accounting practices do not often break the law, nor they are considered illegal;
however, creative accounting managers exploit ambiguities in the law for portraying the
financial standing of the firm according to the preferences specified by the management [16].
These practices help them overestimate the economic and financial condition of the firm,
which leads to poor accounting and financial reporting. The organisations present their
annual financial results to the public, which describes all data related to their financial
position, cash flow, and company performance. Earlier studies have stated that this data is
very useful to many users (i.e., private and public) for making some economic decisions [17].
For instance, financial statements can affect the election of the bank owner [18]. Earlier studies
showed that creative accounting practices affected financial reporting quality [15,19–21]. It
is generally seen that the top management pressurizes the accounting personnel in their
firms to overestimate the financial state of their companies [22]. As a result, the accounting
managers often manipulate the financial and accounting information for maximising the
earnings of the firms. These dishonest and manipulative practices benefit the shareholders,
since an increase is noted in the share prices of these listed firms. However, creative
accounting practices can often lead to self-destruction, as a false disclosure of the financial
reports regarding the company’s debt can mislead the public [23].

In this study, the researchers have attempted to define some determinants which can
affect financial reporting quality. This study can also explain the various manipulative
practices which are implemented during the presentation of financial reports and their
effect on the banking industry. The different accounting engineering techniques, which
are implemented by the firm, can help them present a desirable public image and portray
a financial performance based on their specified preferences. This is done by exploiting
legislative ambiguities. All these practices decrease financial data reporting quality. Hence,
the firms that implement a higher level of creative accounting practices tend to exhibit low
or poor quality financial reporting [24,25]. The accounting managers of these firms, who
carry out creative accounting practices, project a higher financial performance and better
earnings, stock, and share prices [7].

The ethical choices implemented in an organisation are important for the rejection
or adoption of creative accounting practices. The falsified financial records cannot be
recognised by the different investors, hence misleading them cannot be justified [26].
According to [27], the ethical environment describes how and why the firm management
uses creative accounting practices as an effective tool. People lose faith in these companies,
which can also affect the financial condition of the firm. Deliberately tampering with
financial statements in order to deceive investors is not ethical [28]. The tendency of some
managers to focus on short-term gains is mainly responsible for unethical environments
in firms, which further encourages poor financial reporting [29]. Investigations identified
that when managers adopt ethical behaviour, the accounting transparency in the firm can
increase [30]. A direct approach suggested that managerial and corporate ethics affects the
quality of financial reporting [31]. Thus, it can be concluded that an ethical environment
and ethical management can affect the quality of financial reporting.

A direct correlation is noted between the degree of creative accounting practices and
information asymmetry, wherein an increase in creative accounting practices indicates an
increase in information asymmetry. Hence, information asymmetry between investors and
management is vital for creative accounting practices [32]. Improved disclosure quality
in an organisation leads to a decrease in information asymmetry. Thus, a decrease in the
information asymmetry of the management is related to low earnings. This highlights a
direct relationship between disclosure quality, creative accounting, and firm value [33].
Thus, after reviewing many papers, the researchers noted a positive relationship between
disclosure quality and financial reporting quality. Various researchers who investigated the
accounting practices stated that the information asymmetry can be decreased by obtaining a
high disclosure quality [34]. Thus, disclosure quality was regarded as a major concept which
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helped in significantly decreasing profit and information asymmetry conflicts, thereby
leading to an increase in the value of firms [35]. The previous studies highlighted a positive
relationship between financial reporting quality and the amount of information that is
disclosed by the management. This type of positive relationship hindered the managerial
earning manipulation and unethical opportunistic financial reporting behaviour carried
out by the firm’s management [36].

A well-defined and established internal control can decrease auditing fees and improve
the integrity and reliability of the financial reporting presented by an organisation [20,37].
Results showed that a weak or complete lack of internal control decreases the objectivity
and quality of the financial reporting presented by the management in a firm. There is a
positive correlation between financial reporting quality and strong internal control [38].
Furthermore, the authors of [14] stated that the adoption of internal control is vital for
improving the quality of financial reporting. It had been reported that a primary correlation
obtained between the need for effective internal control and financial reporting quality [39].
They explained the statements made by the former Chairman of the US Securities and
Exchange Commission (SEC), who stated that the quality of financial reporting was deter-
mined by internal control. Thus, it could be concluded that an inefficient internal control
causes a misstatement in the quality of financial reporting.

Any failure to detect or prevent frauds or wrong statements in financial reporting
can negatively affect a company’s quality. Furthermore, an inefficient internal control on
the financial reporting presented by the company can affect its financial reporting quality.
However, an efficient internal control of financial reporting reflects the commitment of the
organisation to disclose all vital information to the public and their shareholders [40,41]. Thus,
it is noted that internal control of financial reporting can improve the quality of financial
reporting. Several researchers have mentioned that an internal control on financial reporting
can affect any improvements that are carried out in financial reporting quality [42–44]. A
higher ownership structure can improve the external control on the management, thereby
improving the quality of the financial reporting [45]. The ownership structure decreases
the extent of creative accounting practices; however, this effect is dependent on the size of
the firm [46]. According to [47,48], the ownership structure affects the quality of financial
reporting in firms which use creative accounting indicators. Many earlier researchers have
observed that the ownership structure of firms showed low efficiency in monitoring their
agents [49].

Other researchers also observed a positive effect of the ownership structure on firm
performance [50]. Additionally, the ownership structure positively affected financial re-
porting quality [51]. The correlation between financial reporting quality and ownership
structure has been studied in many types of research. Shareholders have a lesser incentive
to manipulate financial statements, thereby curtailing creative accounting practices. Similar
observations were reported by a few earlier studies [15,45,52], which concluded that a
negative correlation existed between creative accounting and ownership structure. They
also noted that ownership structure improved financial reporting quality by decreasing
the level of creative accounting practices. However, not all earlier studies followed this
theory. Where the ownership structure of an organisation carried out weak supervision
of its employees, this could decrease financial reporting quality [52]. Others detected a
significant effect of ownership structure on creative accounting and financial reporting
quality [53]. As a result, owners and agents do not face any conflict of interest [48]. Based
on these results, the following hypotheses can be formulated:

Hypothesis 1a (H1a). Giving little consideration to ethical issues results in a low level of financial
reporting quality.

Hypothesis 1b (H1b). A low level of disclosure quality indicates a low level of financial
reporting quality.
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Hypothesis 1c (H1c). A low level of internal control indicates a low level of financial
reporting quality.

Hypothesis 1d (H1d). A low level of ownership structure indicates a low level of financial
reporting quality.

2.2. The Integration of Transparency and Disclosure

As transparency and disclosure of vital information are regarded as significant ele-
ments of transparency and disclosure, the managers of firms are less likely to engage in
shady creative accounting practices which do not offer any personal benefits [54]. When
managers are transparent in their dealings, there is a decrease in creative accounting
practices [13]. Furthermore, even the directors of organisations do not facilitate the im-
plementation of creative accounting practices if there are no personal benefits in doing
so. They also are scared of punishment if the shady creative accounting practices can
be detected easily. Hence, transparency and disclosure are related to the disclosure of
information regarding standardised documents, like financial reports associated with the
business practices carried out in the organisation [55].

However, with regards to transparency, organisations need to provide appropriate and
timely disclosure of all relevant information to customers [56]. Transparency is regarded as
an important factor that makes an organisation more attractive to investors. The level of
transparency is dependent on the ability and willingness of the management to provide
distinctive information to the market participants [57]. While it has been argued that
transparency is an ethical quality, it has been considered a pro-ethical quality that enabled
or impaired other ethical practices [58]. This term defines what type of information is
disclosed and what information can be used by an organisation for implementing the
ethical practices to which the organisation is committed. Some researchers have argued
that the explicit ethical designs that describe how the ethical principles were embedded in
the development of the software designs represent vital information which is disclosed by
organisations in support of their ethical status [59].

Though many arguments have been presented in the literature regarding higher
transparency, organisations do not readily disclose all their information. However, since the
benefits and costs cannot be measured objectively and accurately, a majority of organisations
are shifting to complete disclosure [57]. It was noted that if organisations indulge in a lot
of strategic interactions with one another, information disclosure makes them lose their
competitive advantage, which decreases their profitability [35]. It has been seen that the
establishment and maintenance of a complicated financial disclosure system is an expensive
process since it involves a combination of numerous financial and non-financial items which
cannot be exposed easily. Thus, based on their market structure, various governments have
developed rules which have to be followed by the organisations in their country when it
comes to accounting and disclosing information [60].

A significant positive relationship between corporate transparency and disclosure and
ownership structure has been noted [15]. Organisations’ ownership structures in a majority
of countries are concentrated [50]. Hence, a conflict of interest was noted between the large
and minor shareholders, which constitutes a major transparency and disclosure issue [61].
The agency theory stated that the potential conflict of interest between shareholders and
company management was prominent in countries having a dispersed ownership structure.
Ownership dispersion increased the demands for information and disclosure of firms by
external parties [62]. Hence, organisations with a dispersed ownership structure offer more
information to their shareholders compared to organisations with a concentrated ownership
structure [46]. Based on the above logic, we propose the following interaction hypotheses:

Hypothesis 2a (H2a). Transparency and disclosure positively moderate the relationship between
ethical issues and financial reporting quality.
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Hypothesis 2b (H2b). Transparency and disclosure positively moderate the relationship between
disclosure quality and financial reporting quality.

Hypothesis 2c (H2c). Transparency and disclosure positively moderate the relationship between
internal control and financial reporting quality.

Hypothesis 2d (H2d). Transparency and disclosure positively moderate the relationship between
ownership structure and financial reporting quality.

The theoretical framework of the current study contains one independent variable,
‘creative accounting’, one moderating variable, ‘transparency and disclosure’, and one
dependent variable, ‘financial reporting quality’, as shown in Figure 1.
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Figure 1. Conceptual framework of the present study.

3. Research Method
3.1. Study Population

The present research population encompassed 24 Iraqi commercial banks in the year
2020. The banks are situated in numerous governorates with different branches and are
regarded as the largest and major monetary exchange markets in Iraq. Baghdad, being
the capital of the country, holds the largest number of banks in the country. The ever-
growing demand for research has given rise to the necessity for an effective technique for
defining the required sample size in a given population. The previous methodological
literature declared that no additional calculations are required to identify the sample size
in quantitative researches [63]. Researchers developed a standard table for calculating the
size of samples required for studies. The current study aimed to investigate a population
of 7000 employees from 24 commercial banks. In addition, it has been stated in [64] that in
quantitative research no extra estimations are needed for identifying the size of a sample
wherein a standard table can be developed to calculate the sizes of the samples. Thus, a
sample size of 364 participants was required to investigate the current phenomena. As
such, a total of 500 questionnaires were distributed to employees in banks. This took into
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consideration that the larger the study sample, the more the results can be generalized to
the target population. The selected sampling method enables the gathering of accurate
information from the population concerning creative accounting, financial reporting quality,
and the moderator.

3.2. Sampling Technique

Purposive sampling of the estimated population was considered to be more suitable
for the present research. Bank accountants who are experienced and familiar with the
preparation of financial reports are expected to possess and reflect expert knowledge
and they are able to give relevant data to research inquires. Thus, the respondents for
the present research were bank accountants involved in the banking business, regardless
of their rank or job position. Hence the choice of the individual-level analysis for the
present study to evaluate the correlation between creative accounting, financial reporting
quality, and transparency and disclosure. Furthermore, the respondents used for the study
comprise accountants serving in commercial banks. The selection of accountants is a
planned decision: accountants communicate the most with commercial banks. Therefore,
they possess a strong understanding of the support required by firms for ‘value creation’.
These reasons have established the researcher’s position to measure variables and forecast
the correlation between the specified variables precisely.

3.3. Data Collection Procedures

The study questionnaire was prepared, considering the primary objective and cus-
tomised for specific fundamental aspects. The questionnaire permits rapid data collec-
tion [65] and immediate questioning for respondents’ doubts [66]. Data collection began on
10 September 2020 and was concluded on 10 December 2020, which is roughly three months.
Bank branches are scattered across different areas in Iraq; hence, a substantial amount of
time was allocated for data collection. The banks were informed before the research team’s
arrival for questionnaire distribution. The data collection process was indicated in advance.
Some banks also required permission from the authorities through in-person or email-based
approval before they could disclose data. This process consists of bank managers seeking
permission to communicate with respondents individually. After permission was obtained,
respondents were informed about the research and were provided ample time to answer
all questions. In case respondents faced challenges, they would be assisted so that they
understood the context precisely. It was required that respondents answer the survey and
hand over the responses directly to enhance the response rate. Data collection ended with
the researchers having 392 responses.

3.4. Response Rate

To achieve the appropriate response rate, 500 questionnaires were distributed to
employees in selected commercial banks in Iraq. Out of the 392 questionnaires that were
returned to the researchers, 28 questionnaires were excluded as they had incomplete
responses or missing data. This is a safe and easy method that is most commonly used in
any statistical study to avoid bias due to incomplete questionnaires and cases of missing
data. Thus, 364 responses were used for the analysis. The distribution of the questionnaires
and the response rate are shown in Table 1.

Table 1. The response rate of the data collected.

Description No. of Questionnaires Percentage

Total questionnaires distributed 500 100%

Completed questionnaires received 392 78.4%

Questionnaires uncompleted/with missing data 28 7.1%

Usable questionnaires 364 92.9%
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3.5. Measures

Creative accounting: measurement of the determinants of CA were developed based on
various studies, such as five items to measure ethical issues that has been adapted from [67].
Another five items have been adapted from [68] to measure disclosure quality. For internal
control, five items were adapted from [69]. Ownership structure analysis has adapted five
items from [70]. Transparency and disclosure: the five items that measured T&D are mainly
based on five items adapted from [71]. Financial reporting quality: this study measured FRQ
using 20 items based on the research of [72]. (See Appendix A) Responses were made on a
five-point scale ranging from 1, strongly disagree, to 5, strongly agree.

3.6. Analysis and Results

There were two main stages to the data analysis. The first stage was conducted using
SPSS.v25 to provide information about the data distribution, response rate, multicollinearity,
and coding. This was followed by the screening of the data to ensure there were no missing
data or outliers. The second stage of the data analysis in the current study was conducted
in two phases using AMOS.v24. The first phase was a confirmatory factor analysis (CFA) to
assess the overall measurement model, while the second phase involved structural equation
modelling (SEM), which included testing the hypothesis of the study.

3.6.1. Normality

Multivariate normality was checked, which is more relevant in the context of mul-
tivariate analysis. To test for normality regression, standardised residual histogram and
normal probability plots were employed, along with the skewness and kurtosis statistics
in order to check the normality of distribution. The asymmetric, bell-shaped curve on the
standardised residual histogram, according to [73], and the distribution of the data can be
seen in the histograms, which is considered one of the best statistical methods that measure
the normal distribution of the data. The values range from about −2.2 to 2.2. Figure 2a
displays the regression standardised residual histogram.
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According to [73], the distribution of the data can be seen in the P–P plot, which is
considered one of the other statistical methods for measuring the normal distribution of
the data. The asymmetric, bell-shaped curve and a straight line on the normal P–P plot
show not a major deviation from normality. From the normal P–P plot it can be seen that
the dots are closely aligned to the straight line but some of the dots are almost touching the
straight line. The points fall right on the line when normality has been met. For the most
part, the normal P–P plot is better at finding deviations from normality in the center of the
distribution. In the P–P plot it can be seen that all points are located on a straight diagonal
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line with an acceptable ratio. This indicates that there is no significant deviation from the
normal position of the data, and thus the data is suitable for conducting the next steps of
the analyses. Figure 2b displays data in normal probability plot distribution.

3.6.2. Assessment of Measurement Model

The measurement model shows how latent variables have been measured through
their observed variables and assesses their measurement properties. In addition, before
proceeding to the structural equation modelling (SEM), the measurement model proper-
ties need to be satisfied. Furthermore, in the present study, six reflective variables were
used, namely, ethical issues, disclosure quality, internal control, ownership structure, trans-
parency and disclosure, and financial reporting quality. The CFA for all reflective variables
was performed in AMOS.v24. Furthermore, the factor loading estimates for all the items
were between 0.81 and 0.99 and were above the minimum cutoff point, except the factor
loading for item TD5 from the transparency and disclosure variable, which was 0.38, also
less than the minimum cut of the point. Therefore, the model fit indices revealed that there
was adequate fittingness between the model and the data, whereas the outcomes showed
that the CMIN statistic was 2584.080, DF = 884, and CMIN = (CMIN/DF = 2584.080/884
= 2.923). The p-value was associated with this result; p < 0.000, CFI = 0.921, TLI = 0.916,
RMSEA = 0.073. These indices achieved an acceptable fit. The model shown in Figure 3
displays the assessment of the measurement model.
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Convergent validity is a type of variable validity. It is the extent to which scale items
are presumed to represent a variable based on a range of facts about the same variables.
The result of Cronbach’s alpha (α) for all the variables was between 0.84 and 0.97. These
values were greater than the value of 0.70. Furthermore, the result of Composite Reliability
(CR) for all the variables was between 0.88 and 0.99. In addition, the result of the average
variance extracted (AVE) for all the variables was between 0.65 and 0.97. These values
were greater than the value of 0.50. Furthermore, the result of maximum shared variance
(MSV) for all the variables was between 0.07 and 0.39, whereas these values were less
than the value of AVE. Furthermore, the result of maximal reliability (MaxR-H) for all
the variables was between 0.83 and 0.99. Therefore, based on these results, the present
research acquired the recommended levels of convergent validity. Additionally, the results
presented acceptable indicators of reliability and convergent validity, as shown in Table 2.
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Table 2. Convergent validity for the overall measurement model.

Variables A CR AVE MSV MaxR (H)

EI 0.978 0.978 0.901 0.150 0.981

DQ 0.970 0.970 0.866 0.070 0.973

IC 0.965 0.967 0.853 0.155 0.968

OS 0.970 0.972 0.872 0.167 0.972

TD 0.845 0.992 0.970 0.392 0.993

FRQ 0.960 0.883 0.654 0.392 0.887

3.6.3. Assessment of Structural Equation Modeling

Structural equation modeling (SEM) is very useful in examining the inter-dependent
relationships among latent variables [74]. It is designed to assess how well a proposed
conceptual model can fit the data collected and also to ascertain the structural relationships
between the sets of latent variables [75]. The direction of the relationship between the
variables showed there was a direct relationship between independent variables and
dependent variables. In this study, the measurement and structural models were generated
and estimated using SPSS.v25 and AMOS.v24. The goodness-of-fit of the structural equation
model indicated an acceptable fit; specifically, the CMIN statistic was 1544.939, DF = 726,
CMIN = (CMIN/DF = 1544.939/726 = 2.128). The p-value associated with this result was
p < 0.000, CFI = 0.959, TLI = 0.956, RMSEA = 0.056. These indices were an acceptable fit.
Figure 4 shows the SEM that included all the study variables.
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Figure 4. Assessment of structural equation modelling.

This section shows the direct relationships between the determinants of creative ac-
counting and financial reporting quality. The results of H1a have a positive and significant
relationship between ethical issues and financial reporting quality (β = 0.200; t = 3.328;
p < 0.000). Therefore, the relationship between ethical issues and financial reporting
quality was supported. The result illustrates that H1b indicates a positive and signifi-
cant relationship between disclosure quality and financial reporting quality (β = 0.185;
t = 3.427; p < 0.000). Therefore, the relationship between disclosure quality and financial
reporting quality performance was supported. Furthermore, the result indicates that H1c
has a positive and significant relationship between internal control and financial reporting
quality (β = 0.207; t = 3.640; p < 0.000). Therefore, the relationship between internal control
and financial reporting quality was supported, whereas the results of H1d have a positive
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and significant relationship between ownership structure and financial reporting quality
(β = 0.219; t = 3.912; p < 0.000). Therefore, the relationship between ownership structure
and financial reporting quality was supported, as displayed in Table 3.

Table 3. Relationship between creative accounting and financial reporting quality.

No. Relationship Beta t-Value p-Value Decision

H1a EI→FRQ 0.200 3.328 *** Supported

H1b DQ→FRQ 0.185 3.427 *** Supported

H1c IC→FRQ 0.207 3.640 *** Supported

H1d OS→FRQ 0.219 3.912 *** Supported
Note: *** = p < 0.000.

Finally, SEM was applied to detect and estimate the strength of the moderating effect
of transparency and disclosure on the relationship between the determinants of creative
accounting (ethical issues, disclosure quality, internal control, ownership structure) and
financial reporting quality. The goodness-of-fit of the moderating factor transparency
and disclosure, indicated an acceptable fit; specifically, the CMIN statistic was 49.979,
DF = 23, CMIN = (CMIN/DF = 43.979/23 = 2.173). The p-value associated with this result
was p < 0.001, CFI = 0.930, RMSEA = 0.057, while the R square was 0.431. These indices
were an acceptable fit. Figure 5 shows that transparency and disclosure had an effective
impact on the relationship between creative accounting and financial reporting quality
within the interactive practice.
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Figure 5. The moderating factor of transparency and disclosure.

In addition, this section shows the indirect moderating effect of transparency and
disclosure on the four determinants of creative accounting and financial reporting quality.
The result shows, in relation to H2a, that transparency and disclosure have a positive
and significant moderating effect on the relationship between ethical issues and finan-
cial reporting quality (β = 0.213; t = 5.072; p < 0.000). Therefore, the moderating effect
of transparency and disclosure on the relationship between ethical issues and financial
reporting quality was supported. The result shows, regarding H2b, that transparency and
disclosure have a positive and significant moderating effect on the relationship between
disclosure quality and financial reporting quality (β = 0.203; t = 4.954; p < 0.000). Therefore,
the moderating effect of transparency and disclosure on the relationship between disclo-
sure quality and financial reporting quality was supported. The result shows, regarding



J. Open Innov. Technol. Mark. Complex. 2022, 8, 38 12 of 23

H2c, that transparency and disclosure have a negative and insignificant moderating effect
on the relationship between internal control and financial reporting quality (β = 0.055;
t = 1.403; p < 0.161). Therefore, the moderating effect of transparency and disclosure on
the relationship between internal control and financial reporting quality was unsupported.
The results illustrate, in relation to H2d, that transparency and disclosure have a positive
and significant moderating effect on the relationship between ownership structure and
financial reporting quality (β = 0.230; t = 5.641 p < 0.000). Therefore, the moderating effect of
transparency and disclosure on the relationship between ownership structure and financial
reporting quality was supported. Table 4 enumerates the results of the moderating effect of
transparency and disclosure on the relationship between creative accounting and financial
reporting quality.

Table 4. The moderating role of transparency and disclosure on creative accounting and financial
reporting quality.

No. Relationship Beta t-Value p-Value Decision

H2a TD _X_ EI→FRQ 0.213 5.072 *** Supported

H2b TD _X_ DQ→FRQ 0.203 4.954 *** Supported

H2c TD _X_ IC→FRQ 0.055 1.403 0.161 Unsupported

H2d TD _X_ OS→FRQ 0.230 5.641 *** Supported
Note: *** = p < 0.000.

Therefore, transparency and disclosure effectively impacted the relationship between
creative accounting and financial reporting quality within the interactive practice. While
transparency and disclosure strengthen the positive relationship between ethical issues
and financial reporting quality, as shown in Figure 6a, the slope of high ethical issues is a
steeper gradient as compared to low ethical issues. This shows that the positive relation-
ship between ethical issues and financial reporting quality is stronger when transparency
and disclosure are high in comparison to lower transparency and disclosure. Moreover,
transparency and disclosure strengthen the positive relationship between disclosure quality
and financial reporting quality. As shown in Figure 6b, the slope of high disclosure quality
is a steeper gradient as compared to low disclosure quality. This shows that the positive
relationship between disclosure quality and financial reporting quality is stronger when the
transparency and disclosure are high in comparison to lower transparency and disclosure.

Additionally, transparency and disclosure strengthen the positive relationship between
internal control and financial reporting quality. As revealed in Figure 6c, the slope of high
internal control is a steeper gradient as compared to low internal control. This shows
that the positive relationship between internal control and financial reporting quality is
stronger when transparency and disclosure are low in comparison to higher transparency
and disclosure. Finally, transparency and disclosure have a negative and insignificant effect
on the relationship between ownership structure and financial reporting quality. As shown
in Figure 6d, the slope of high ownership structure is a steeper gradient as compared to a
low ownership structure. This shows that the relationship between ownership structure
and financial reporting quality is stronger when transparency and disclosure are high in
comparison to lower transparency and disclosure. All above-mentioned indications are
shown in Figure 6.
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4. Discussion

This part of the study discusses the findings related to the present research questions;
firstly, the direct relationship between the determinants of creative accounting and financial
reporting quality. In this respect, the present research findings explained the positive
implications of the determinants in identifying creative accounting practices, as proposed
in the hypotheses within the context of Iraqi commercial banks. Accordingly, the result
for hypotheses H1a (t = 3.328) was aligned with the assumptions provided by the agency
theory, whereas the hypothesis indicated significant impacts for maintaining ethical issues
on the quality of financial reporting. Furthermore, the results reaffirmed that ethical aspects
lead to the establishment of a higher quality of financial reporting practice, as shown in the
context of Iraqi commercial banks. In addition, the results acknowledged the findings in
the previous studies presented by [29,68,76,77] which demonstrate limited consideration of
ethical issues in creative accounting practices in the context of commercial banks.

In addition, the result of H1b (t = 3.427) indicated a significant relationship between the
constructs with the limited operation of disclosure procedures in the context of commercial
banks. This determination designated the higher implications of creative accounting
practices on the quality of financial reporting in the banking sector, which was found
to be consistent with previous literature reviews [13,24,78]. The implementation of the
neo-institutional theory contributed to explain the underlying proposition that limited
disclosure practice in the context of commercial banks was due to the pressure exerted
by the institutional setup that related to the ownership structure. These results are found
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to be in good agreement with numerous studies in the literature, which displays the
significance of the linkage between the determinant and accounting practice [13,15,53,79].
However, the present research findings are contradicted by other studies that proposed
a limited controlling role of disclosure quality in creative accounting practices [12,33,35].
In brief, disclosure quality is found to be one of the essential determinants of institutional
transparency that increases the trust of the public in the financial reporting quality of a
bank. This finding is approved in high consistency with previous claims cited in [57] on
maintaining ethical concerns through disclosure quality.

The findings of the last two hypotheses related to the first research question. These
were H1c (t = 3.640) and H1d (t = 3.912). As mentioned earlier, the present research findings
showed a significant inter-correlation between the determinants of creative accounting,
i.e., each of the determinants has an effect on the others. The origin of this relationship is
clearly identified in the previous literature and it is verified in the present research findings.
Thus, the limited consideration of ethical issues and disclosure quality resulted in the
limited implementation of internal control. These procedures enable the practice of creative
accounting to take place in the commercial banking sector at various levels according to
the ownership structure of the bank. Thus, the present findings are consistent with the
previous studies that indicated poor internal control which may lead to higher errors and
inaccurate financial disclosure of the financial reporting quality in the banks [60,76].

Therefore, the ownership structure theory explained the findings concerning the last
two hypotheses well through identifying the manipulation practice adopted in the banks to
avoid poor performance in terms of share value decrease and loss of control in the business.
So, the relationship between ownership structure and financial reporting quality can be
mentioned, as there are fewer agency problems and information asymmetries in family
organisations, in contrast with non-familial ones [4,80,81]. These descriptions verified the
previous results in the literature which proposed high impacts of ownership structure in the
business on faithful representation in the reports presented by commercial banks [13,77,78].
Yet again the present findings are found to be consistent with [43,79], which asserted that
complying with a high level of internal control can reduce the risk of mitigation policies to
increase reporting quality through the determinants of creative accounting.

It is worth declaring that the outcomes of this research supported the standing lit-
erature concerning the correlation between the determinants of creative accounting to
detect fraud, but these determinants fail to control this practice at safe levels [80–83]. These
findings are applied to the context of Iraqi commercial banks; although dedicated efforts
are constantly made to retain and establish healthy relations with outside shareholders as
one of the major resources, additional enhancements were required to reduce fraud within
creative accounting to present a high quality of financial reports. This in turn implied
that the internal banking system should maintain ethical issues, disclosure to the public,
and implement qualified internal control for faithful representation in financial reporting
practices in Iraqi commercial banks.

The review of previous literature regarding the present phenomena of interest has
justified the significance of implementing the corporate aspect of transparency to organise
the financial practice in the commercial banks’ context. This finding is consistent with those
of [7,12,84], whose authors mentioned that stakeholders can strengthen and enhance financial
practice in their institutions through implementing rules and regulations to prevent future
financial manipulation through creative practice. Concerning the theoretical role in the
moderation process of transparency and disclosure, the implementation of agency theory
showed that transparency and disclosure contribute to higher financial reporting quality
through justifying asymmetric information which resulted from correcting the perceptions
of investors in the capital market. This finding is in agreement with [57,85], whose authors
explored the relationship between corporate mechanisms and financial performance.

As a result, the present research hypotheses H2a, H2b, and H2d, driven by the second
research question, displayed consistent t-values of 5.072, 4.954, and 5.641. These values
reflected flexibility for dominant transparency and disclosure practices that impact creative
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accounting and enhance the implications of the determinants. Referring to the nature of
creative accounting and transparency and disclosure, transparency and disclosure are banks’
stable behaviors that can expose creative accounting to sustain competitive advantages [86],
thus further developing financial reporting quality. It is important to mention that the
present findings displayed a significant role for transparency and disclosure in moderating
the strategic determinant toward faithful, understandable, and comparable presentations in
financial reports. Thus, the findings related to H2a validated the previous research in this
area, which links ethical issues to the level of disclosure in the financial reports. This finding
corroborates the ideas of [87–90], whose authors suggested that ethics in accounting be used
to safeguard the profession by obligating accountants to disclose their duties reasonably in
the financial statements.

Moreover, neo-institutional theory combines numerous components, such as, law,
ethics, and economics, which contribute to explain the necessity for disclosure and the
quality of disclosure practices in financial reports. This claim is consistent with the findings
for the moderating impacts of transparency and disclosure between disclosure quality and
financial reporting at a t-value of 4.954. The theory was also found to be useful for devel-
oping and maintaining relationships with stakeholders through disclosing information in
financial statements and ensuring a good relationship between managers, stakeholders, and
other invested parties. This finding accords with our earlier observations and the studies
of [91], which showed that disclosure practice combined with a high level of transparency
enabled stakeholders to attain more significant data that allowed them to identify and
remedy internal and some external problems. In addition, the study confirms the findings
of [92,93]—that transparency in financial information is important to present investors and
future development plans. Therefore, information should be disclosed to allay investors’
fears, and for this reason, the present theoretical triangulation was found to successfully fit
the present study.

In contrast, the results did not support hypothesis H2c due to the absence of any
statistically significant value for the moderating relationship among the creative accounting
determinants of internal control, transparency and disclosure, and financial reporting
practices, which resulted in a t-value of −1.403. It seems possible that these results are
due to the high impacts of the other moderators in maintaining ethical issues, which
consequently reduces the impacts of this moderator on the determinant of internal control.
However, the present disclosure of the finding indicated the existence of a gap between
what audit committees say, what they do, and what is mandated by their charter. Although
this gap may be due to several reasons, including liability concerns, it raises the general
issue of transparency with respect to activities of the internal control despite the changes
made in disclosure requirements. Although, these results differ from some published
studies, such as [14,61,94], they are consistent with those of [41,82], which showed a high
level of compliance across firms with respect to exchange-mandated disclosures, which are
more prevalent in larger firms, depository institutions, and firms with independent internal
controls. The present findings contributed to the previous literature review regarding the
pressing necessity for a legislative overhaul of the regulatory agencies that enforce the
banking sector’s laws and regulations, as shown in the studies of [43,95].

In a broader perspective, the implementation of transparency and disclosure as a
moderator represents the mechanisms and norms applied to complement and protect the
shareholder interests. This claim corroborates the findings of a great deal of the previ-
ous work of [35], in which it was indicated that transparency and disclosure philosophy
depends on the transparency and disclosure that improves shareholder trust. Regarding
financial reporting practice, the more adherence to transparency and disclosure rules, the
higher the quality of relevant, faithful, and understandable financial reports. Those claims
are shown to have similarities to the attitudes concerning financial practice expressed in
the previous works of [96–98]. They indicate that the procedures carried out by judicial
accountants affect the nature of the relationship between the application of transparency
and disclosure rules in their different dimensions and the quality of financial reporting.
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5. Research Implications

The present study acknowledged the previous contributions in [99] concerning the
impacts of creative accounting practices on financial reporting quality. The present investi-
gation indicated an obligation to focus on the value of creative accounting determinants
in the financial sector, especially for preparing financial reports in the commercial banks
of Iraq. The presence of transparency and disclosure contributes to a healthy account-
ing practice in the banking sector. As a result, this study presented a useful strategy for
practitioners, scholars, and policy makers to follow through in examining the essential
determinants of creative accounting that can lead to the detection of reasons for fraud fi-
nancial reporting as well as indications for improving its quality in the commercial banking
sector, with significant consequences for national economic policy. In brief, the results and
analyses of data in the present study exemplified various practical contributions to the
main knowledge domain of the cited topic.

First, this study showed that creative accounting requires more focus on the strategic
determinants for controlling financial reporting practice in the commercial banking sector. It
showed some important managerial inferences regarding the practice of creative accounting
in financial reporting, which indeed represents a causal connection between the two
concepts. Certainly, it is sensitive to minor external environment change, knowledge-
probing and interpretation capacity, opportunity and threat-discovering ability, and making
decisions depending on the demands and efficiencies to reconfigure various resources based
on knowledge whenever needed. Second, the conceptual framework of this study provides
a broad and varied evidential basis from the viewpoint of academics, businesses, and
government organisations for actively participating in the encouragement and development
of means of determining fraudulent accounting practices in the preparation of financial
reports within organisations. This conceptualization was incorporated with the findings
of [100], in which it was stated that financial institutions can acquire specific standards for
identifying and developing their strategic resources and capabilities.

Third, the moderator offers some analytical tools for monitoring and evaluating
financial reporting quality in the present research context. This can ensure that the board of
directors fulfil the fiduciary duty of overseeing the alignment of financial reporting with the
best interests of the company and its shareholders. Thus, it is suggested that related support
from academics and businesses may be essential for obtaining the required moderation in
the banking sector. In addition, cooperation among various structural units, researchers,
and professionals within the bank can contribute immensely to the pedagogical significance
of this study. Thus, it has concentrated on the strategic planning, careful projection, and
anticipation of design infrastructures balanced with internal control developments for
attaining objective financial reporting practices. It can be concluded that the compatibility
of commercial banks is significant in applying the proposed aspect of the moderator to
attain the designed objective of the study. Accordingly, such implications can strengthen
the resolutions and help make decisions for changes in the reporting practices of Iraqi
commercial banks.

6. Conclusions

The present study was set up to reconceptualize and reform the current situation in
the financial sector, especially in third-world banks. The study focused on the commercial
banking sector, which is considered to be the backbone of the national economy of any
nation. Thus, it was vital to investigate this sector to identify its strengths and weaknesses,
which the present study highlighted regarding creative accounting and financial reporting
practices. The previous studies showed the capability to incorporate some fraudulent prac-
tices within creative accounting, which directly impacts the quality of financial reporting.
However, the literature review showed that the determinants of creative accounting could
contribute to identifying some aspects of fraudulent practice that impact the quality of
financial reporting. These findings were found to be consistent with the previous studies
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that showed a high incidence of creative accounting practices in the financial banking sector,
resulting in a low quality of financial reporting.

Therefore, the theoretical investigation had been conducted through the systematic
literature review of the previous relevant studies. The intensive review of the literature
contributed to identify the essential determinants of creative accounting, elements of finan-
cial reporting, and active aspects of transparency and disclosure in the research context,
which impact reporting practice in the commercial banking sector. Additionally, the review
contributed to the design of the present research questions and hypotheses in relation to the
phenomenon of interest, while the practical application of the present study framework re-
solved various shortcomings identified in the previous studies through the moderating role
of transparency and disclosure. As a result, the framework contributed to the attainment of
the present research objectives. This study also makes several contributions for assessing
and enhancing reporting practices in the financial sector and is especially authenticated as
a valid model for use in the commercial banking sector.

Taken together, the present research findings showed that the degree of impact for
creative accounting determinants is linked to the aspects of transparency and disclosure.
This in turn was found to directly impact the quality of financial reporting practices in
commercial banks, whereas the balanced use of these aspects can maintain diagnostic and
interactive knowledge. Therefore, the level of creative practice may vary appreciably from
one sector to another. This fact inspired the present study to adopt a triangulated applica-
tion of agency, neo-institutional, and ownership theories to explain the correlation between
the variable of the study and moderator, as shown in the designed conceptual framework.
The results contributed concurrent evidence of the flexibility of creative accounting de-
terminants with significant implications for the relationship between transparency and
disclosure and financial reporting quality. In addition, the obtained findings strongly
emphasized the significant impact of the moderator in the enhanced determination of
creative practice as well as the strength and quality of financial reporting within the Iraqi
commercial banks. The limitation of this research concerns the variables of the conceptual
blueprint, which aimed to maintain a steady view in the diagnoses and interactions of the
model in the commercial banks of Iraq. This design related to diverse factors in commercial
banks, like the determinants of creative accounting practice and corporate governance
changes, that may vary according to contemporary environmental opportunities or threats.
Lastly, further research can be associated with the market valuation controversies to explain
and address the ongoing debate regarding the banking markets. It may be essential to
carry out further studies to understand how the deployment of corporate governance may
support the determination of creative accounting practices in estimating market valuations
of competitiveness.
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Appendix A. Measurement Items

Transparency and Disclosure

- The bank has a transparent ownership structure.

- The bank reports the accounting standard followed.

- The bank exhibits full disclosure of corporate governance practices.

- Bank annual report discloses information on the remuneration of members of the board of
directors and executive staff.

- Bank discloses the number of committee meetings held in that year and the members of the
committee attending them.

Creative Accounting Determinants

Ethical Issues

- The ethical issues prevalent in our bank do not affect the presentation of financial reporting.

- Financial reports should be prepared and presented in accordance with the ethical
guidelines of our bank.

- Ethical standards are duly observed in the presentation of the financial reporting procedures
in our bank.

- The accountants in our bank are always objective in the presentation of financial reports.

- The bank has revealed a code of conduct/ethics.

Disclosure Quality

- There are significant effects of the reports’ disclosure on the quality of the financial reporting
practice in our bank.

- Disclosure practice is affected by the professional competence of the professional accountant.

- The quality of disclosure practice for financial reporting is compliant with financial
reporting standards.

- Disclosure of internal control reports increases the auditory role.

- The disclosure of financial reporting is affected by the professional accountant practice.

Internal Control

- The availability of continuous control reports in the bank can enhance the internal control
functions which lead to improvements in the quality of financial reporting.

- The existence of recommendations and advice about potential improvement in the reports
leads to improvement in the quality of financial reporting.

- The existence of matching and reasonableness reports for different periods in the reports
lead to improvements in the quality of financial reporting.

- Segregation of duties leads to improvement in the quality of financial reporting.

- A clear determination for the responsibilities and authorities among departments leads to
improvements in the quality of financial reporting.

Ownership Structure

- Our bank provides equal access to information for shareholders and investment analysts.

- Ownership in our bank would be stronger since managers have more incentives to
opportunistically exploit quality financial reporting.

- The concentrated ownership in our bank can overcome the free-rider problem and enhance
the quality of financial reporting by improving the monitoring of management.

- In our bank’s high ownership structure, controlling shareholders are less dependent on
minority shareholders and may take benefits from them.

- Ownership structure reflects the bank’s decision to disclose high-quality information as a
corporate governance practice to monitor managerial activities.
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Financial Reporting Quality Dimensions

Relevance

- The annual report discloses forward-looking information about the bank.

- The bank uses fair values instead of historical precedents.

- Cost in preparing financial statements.

- Transparent statements help the development of expectations and predictions by users
regarding the bank’s future.

- The presence of non-financial information in terms of business opportunities and risks
complements financial information.

Faithful Representation

- The annual report highlights the positive and negative events in a balanced way when
discussing the annual results.

- Accounting principles are firmly followed in our bank.

- The annual report extensively discloses information on corporate governance issues.

- The annual report contains disclosure on environmental issues.

- The annual report explains the choice of accounting.

Understandability

- The degree to which the annual report is well-organized.

- The notes to the financial statements are clear.

- The use of language and technical jargon is easy to follow in the annual report.

- The annual report included a comprehensive glossary.

- The use of graphs and tables in financial reports enhances the quality of financial reporting.

Comparability

- The notes to revisions in accounting estimates and judgments explain the implications of
the revision.

- The results of the current accounting period are compared with the results of previous
accounting periods.

- Information in the annual report is comparable to information provided by
other organizations.

- The annual report presents financial index numbers and ratios.

- Industry comparison enhances the quality of financial reporting.
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