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Abstract: The banking sector is reflected as an essential element in the structure of any economy
that leads to the growth of financial capacity for various individuals, organizations, businesses, and
countries worldwide. Accounting activities are shown in the financial reports of banks, while the
relevant literature has found that creative accounting highly impacts the quality of financial reporting.
However, previous studies indicated the limited impacts of creative accounting determinants on the
quality of financial reporting, whereas the phenomenon of financial reporting quality is still on the
track of generating renewed research interests. The present research investigated the implications of
corporate social responsibility on enhancing the impacts of the determinants of creative accounting
and the quality of financial reporting in the context of commercial banks. A deductive research
approach driven by a survey questionnaire was used as the research methodology to attain the
objectives. Accordingly, purposive sampling was used to collect responses from 364 employees of
Iraqi commercial banks (with a response rate of 72.8%). The data were analyzed statistically using
the SPSS v.25 and AMOS v.24 software. The results show significant impacts of corporate social
responsibility in moderating the relationship between the determinants of creative accounting and
financial reporting quality of banks towards competitive advantages.

Keywords: ethical issues; disclosure quality; internal control; ownership structure; financial reporting;
information asymmetry; banking sector

1. Introduction

This study investigates the association between creative accounting determinants and
financial reporting quality and addresses the debate on the implications for sustainable
business strategies. Stakeholders’ pressures and information demands have changed signif-
icantly in recent years, and companies are required to respond [1]. Sustainability reporting
is an important communication tool for demonstrating transparency and effective gover-
nance and is specifically addressed to stakeholders [2]. The need to provide transparency
to stakeholders is a driver of enhanced reporting quality [3]. In addition, a few studies
have focused on sustainability information disclosure to capture disclosure information
standardization levels based on international indicators [4].

Financial reporting features agreements with providing reliable, accurate, and timely
financial data required by stakeholders for making decisions concerning banks’ opera-
tions [5]. The objective of financial reporting is to present financial data to users in order
to facilitate informed and objective decisions. Nevertheless, the present accounting policy
provides some choice concerning accounting techniques and the use of objective judgement
to define measurement policies, recognition criteria, and, in some cases, the characterization
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of the accounting body. The ability to choose several aspects of accounting allows for delib-
erate information manipulation or concealment. Such manipulations increase businesses’
apparent attractiveness that can project better profitability and financial stability instead
of the actual position [6]. Thus, the financial reports of banks can provide a direction of
reliance to users towards objective decision making [7]. Essentially, the reports used for
financial decision making must be understandable, comparable, relevant, and realistic.

The body of knowledge concerning creative accounting does not explicitly specify
if the auditor is obliged to unmask aspects of creative accounting that are permitted
and legal. Hence, the intention is to assess the use of creative accounting in Iraq and
its effects on the banking sector and its financial reporting quality. It should be noted
that auditing standards require that auditors formulate processes that can ascertain if
the accounting practice followed by a business entity can record financial information
correctly. The auditors are only obliged to ensure that a business’s financial information
presents an accurate and fair state of the company’s financial position [8,9]. There is no
explicit obligation for assessing and discovering fraud. The significance of specific research
on corporate social responsibility and its association with creative accounting and all its
manifestations concerns the overall trend that inadequate governance provides or sustains
an impetus to manipulative activities [10]. Poor corporate social responsibility has a higher
correlation with accounting manipulation [11–13].

This study aimed to understand both empirical and theoretical viewpoints in this
domain by formulating a structure that provides hands-on support for regulators and in-
vestors related to the banking industry. This study provides a fresh perspective concerning
creative accounting and contributes significantly to the related literature because creative
accounting in Iraq has not been studied extensively. The endeavor is to enrich the literature
concerning creative accounting. There are three aspects: Firstly, we intended to assess the
primary determinants of creative accounting such as ethical issues, internal control, disclo-
sure quality, and ownership structure. Secondly, this study evaluated the effectiveness of
strong corporate social responsibility concerning eradicating creative accounting by the
banking sector in Iraq. Thirdly, we intended to use information concerning commercial
banks in Iraq to determine the degree to which creative accounting is entrenched in Iraq’s
banking system. Lastly, the present research assessed financial reporting quality as a prac-
tice in commercial banks in Iraq from the perspective of regulatory agencies, corporate
social responsibility, and other aspects. However, there is limited evidence on how the
impact of determinants of creative accounting on financial reporting quality is affected by
corporate social responsibility in the banking sector of Iraq. This study aimed to examine
the joint influence of determinants of creative accounting and corporate social responsibility
on financial reporting quality in Iraq. It concentrated on two questions:

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

2. To what extent does corporate social responsibility moderate the relationship between
creative accounting and financial reporting quality?

Finally, the findings of this study will be useful to policymakers, researchers, and
managers. In particular, they provide current knowledge of the effect of corporate social
responsibility, creative accounting, and financial reporting quality, contributing to the liter-
ature on performance and the firm-based view. Thus, the present research was designed to
attain the following objectives that contribute to limiting the practice of creative accounting
and increasing the quality of financial reports in the banking sector:

1. To identify the effects of creative accounting determinants on financial reporting
quality in the banking sector;

2. To examine the moderating effects of corporate social responsibility on the relationship
between creative accounting determinants and financial reporting quality.
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2. Theoretical Background
2.1. Creative Accounting and Financial Reporting Quality

Creative accounting practices do not often break the law, nor are they considered
illegal; however, accounting managers may exploit the ambiguities in the law for por-
traying the financial standing of the firm, according to the preferences specified by the
management [14]. These practices help them overestimate the economic and financial
conditions of the firm, which leads to poor accounting and financial reporting. Organiza-
tions present their annual financial results to the public, which describe all data related to
their financial position, cash flow, and company performance. Earlier studies have stated
that these data are very useful to many users, i.e., private and public users, while making
economic decisions [15]. For instance, financial statements can affect the election of the
bank owner [16]. Earlier studies showed that creative accounting practices affected the
financial reporting quality [17–20]. However, none of the earlier studies defined a clear
determinant for assessing these practices. In this study, the researchers attempted to define
some determinants which can affect the 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 literature argues that 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 [10]. It was noted that when managers adopt ethical behavior,
the accounting transparency in the firm can increase [21]. Some studies examined the
acceptability and implementation of ethical behavior amongst accountants, treasurers, and
institutional investors [22]. They observed that the treasurers significantly implemented
creative accounting practices, whereas regulators and public accountants rarely carried
out creative accounting practices. They also noted that the attitude of the managers was
primarily responsible for creative accounting. Their attitude indicated that the quality of
financial reporting was significantly affected by the ethical behavior of the managers [23,24].
Other researchers proposed a direct approach that suggested that managerial and corporate
ethics affect the quality of financial reporting [25]. Thus, it can be concluded that an ethical
environment and ethical management affect the quality of financial reporting. Firms having
a good track record present high-quality financial report.

A direct relationship has been noted between the degree of creative accounting prac-
tices and information asymmetry, wherein an increase in creative accounting practices
indicates an increase in information asymmetry. Hence, information asymmetry present
between the investors and management is vital for creative accounting practices [26]. Im-
proved disclosure quality in an organization leads to a decrease in information asymmetry.
This decrease in the information asymmetry of the management is related to low earnings.
Hence, a negative association is noted between creative accounting practices and disclosure
quality [27]. Companies with a lower disclosure quality and higher creative accounting,
in the long term, acquire a stock that is priced below its value. This highlights a direct
relationship between disclosure quality, creative accounting, and firm value [28]. Thus, after
reviewing many papers, the researchers noted a positive relationship between disclosure
quality and financial reporting quality. Studies have highlighted a positive relationship
between the financial reporting quality and the amount of information which is disclosed
by the management. This type of positive relationship hindered the managerial earning
manipulation and unethical opportunistic financial reporting behavior carried out by the
firm’s management in one study [29].

Thus, any failure to detect or prevent fraud or wrong statements in financial reporting
can negatively affect the reporting quality. Thus, agency theory states that internal control of
financial reporting is overlooked and aligns interests between the agent and principal [30].
Furthermore, inefficient internal control of the financial reporting of a company can affect
its financial reporting quality. However, efficient internal control of the financial reporting
reflects the commitment of the organization to disclose all vital information to the public and
their shareholders [31]. Consequently, it is noted that internal control of financial reporting



Sustainability 2022, 14, 1195 4 of 23

can improve the quality of financial reporting. Several researchers have mentioned that
internal control of financial reporting can affect any improvements that are carried out in
the financial reporting quality [32–34].

The correlation between the financial reporting quality and ownership structure has
been studied in many types of research. However, previous research has only specified the
characteristics of equity shareholders and their shareholding capacity in any bank where
the ownership structure depends on how the bank’s shares are distributed with regard
to voting rights and paid capital. This indicates shareholders have a lesser incentive to
manipulate financial statements, thereby decreasing creative accounting practices. Simi-
lar observations were reported by a few earlier studies [11,19,35], which concluded that
a negative correlation exists between creative accounting and the ownership structure.
They also noted that the ownership structure improved the financial reporting quality
by decreasing the level of creative accounting practices. However, not all earlier studies
followed this theory. It has been observed that when the ownership structure carried out
weak supervision of the organization’s employees, the financial reporting quality was
increased [36], and a significant effect of the ownership structure on creative accounting
and financial reporting quality has been detected [37]. The ownership structure allows
the employees to develop a sense of belonging towards their organization. As a result,
the owners and agents do not face any conflict of interest [38]. Based on these results, the
following hypotheses could be formulated:

Hypothesis H1a (H1a). A Low consideration of ethical issues results in a low level of financial
reporting quality.

Hypothesis H1b (H1b). A low level of disclosure quality indicates a low level of financial
reporting quality.

Hypothesis H1c (H1c). A low level of internal control indicates a low level of financial report-
ing quality.

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

2.2. The Moderating Effect of Corporate Social Responsibility

In recent years, many researchers have realized the significance of the relationship
between corporate social responsibility and financial reporting quality [5,9]. The focus
on corporate social responsibility does not represent cost–benefit analysis, since the firms
which primarily focus on corporate social responsibility limit the role played by creative
accounting [39]. Firms need to conduct analysis which offers additional benefits and can
impact their financial reporting quality. Corporate social responsibility decreases the issues
faced by an agency [40]. Corporate social responsibility is used by firms who aim to
fulfil their moral and social needs, and it can prevent any conflict of interest between the
shareholders, stakeholders, and managers [41].

Moreover, managers often implement corporate social responsibility as an incentive
for hiding their creative accounting practices and avoiding the cost of being fined for
their lower financial reporting quality [42]. However, many earlier studies showed that
corporate social responsibility practices were positively associated with the ethical behavior
of managers. It was observed that the moral development of managers was related to their
corporate social responsibility engagement [39]. This supported the idea that corporate
social responsibility practices act as ethical incentives for managers who desire to serve
their society. If corporate social responsibility practices are related to the intentions of
managers to hide their shady creative accounting practices, this cost should be lower than
the cost of punishment for their poor-quality financial reporting [20].

Very few earlier studies have investigated the moderating role played by corporate
social responsibility on the relationship between disclosure quality and financial reporting
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quality. One piece of evidence showed that when the firm’s corporate social responsibility
disclosure strengthened, the positive market value of its responsibility decreased [43].
Similarly, when the firm’s corporate social responsibility disclosure strengthened, the
negative market value of its corporate social responsibility was concerning. Disclosure
quality improved one firm’s financial reporting quality [28], whereas the publication of an
integrated corporate report positively moderated the relationship between the disclosure
quality and financial reporting quality [44].

The internal control quality affects the quality of financial reporting [45]. In the corpo-
rate social responsibility process, the allocation of rights, responsibilities, and interests must
not be conventionally limited; however, it needs to reflect corporate social responsibility
practices. Internal control is associated with the fulfilment of corporate social responsibility
practices [46]. The internal control process needs to ensure that firms are carrying out
their corporate social responsibility practices and thereby maintaining the interests and
legitimate rights of the stakeholders [47]. Hence, the increased effectiveness of corporate
social responsibility practices in firms increases their level of internal control practices,
which improves the financial reporting quality.

It has been noted that shareholders, founders, and managers generally tend to initiate
some traditions in their organizations for implementing corporate social responsibility
practices and avoid other harmful practices which can negatively affect the organization’s
image [36]. All these practices are based on their desire to improve or maintain their finan-
cial reporting quality. Furthermore, since stakeholders strongly identify with organizations,
the ownership structure fears that a decrease in its corporate reputation can tarnish the or-
ganization’s name [48,49]. Several researchers have stated that the ownership structure can
significantly influence financial reporting quality [50]. The ownership structure influenced
the financial reporting quality as it exercised voting power and possessed an asymmetric
information advantage compared to other shareholders [51]. Based on the above logic, we
proposed the following interaction hypotheses:

Hypothesis H2a (H2a). Corporate social responsibility positively moderates the relationship
between ethical issues and financial reporting quality.

Hypothesis H2b (H2b). Corporate social responsibility positively moderates the relationship
between disclosure quality and financial reporting quality.

Hypothesis H2c (H2c). Corporate social responsibility positively moderates the relationship
between internal control and financial reporting quality.

Hypothesis H2d (H2d). Corporate social responsibility positively moderates the relationship
between ownership structure and financial reporting quality.

The theoretical framework of the current study contains one independent variable, ‘cre-
ative accounting determinants’, one moderating variable, ‘corporate social responsibility’,
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 twenty-four Iraqi commercial banks
in the year 2020. The main reasons for selecting this type of bank out of the financial
population were the flexibility and accessibility of commercial banks. It is worth mentioning
that the user friendliness and flexible nature of these cited banks allowed the researchers to
select them as the primary financial population. In addition, Iraqi commercial banks view
such flexible attributes as their visibility to external auditors. Furthermore, the accessibility
of and collection of data through the proper approval process from other banks in Iraq
were complicated, which was the main reason for choosing Iraqi commercial banks as the
target population in this research.

3.2. Sampling Size

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 lit-
erature declared that no additional calculations are required to identify the sample size
in quantitative research [52]. A standard table has been developed for calculating the
sizes of samples required for studies. The current study aimed to investigate a popu-
lation of 7000 employees from twenty-four commercial banks. 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 consideration
that the larger the study sample, the more the results can be generalized to the target popu-
lation. The selected sampling method enabled the gathering of accurate information from
the population concerning creative accounting, financial reporting quality, and corporate
social responsibility.

3.3. Sampling Technique

Purposive sampling of the estimated population was 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 provide
relevant data for research inquires. Thus, the respondents for the present research were
bank accountants who were involved in banking business, regardless of their rank or
job position. Hence, we chose an individual-level analysis for the present study in order
to evaluate the correlation between creative accounting, financial reporting quality, and
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corporate social responsibility. Furthermore, the respondents used for the study comprise
accountants serving in commercial banks. The selection of accountants was a planned
decision: accountants are involved the most with the research context. Therefore, they
possess a strong understanding of the support required by firms for ‘value creation’.
These reasons established the researchers’ position to measure variables and forecast the
correlation between the specified variables precisely.

3.4. Data Collection Procedures

The study questionnaire was prepared, considering the primary objective, and customised
for specific fundamental aspects. Questionnaires permit rapid data collection [53] and immedi-
ate questioning of respondents’ doubts [54]. 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 significant amount of time was allocated for
data collection. The banks were informed before the research team’s arrival for question-
naire 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 consisted 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 were assisted so that they understood the context
precisely. It was required for respondents to answer the survey and hand over the responses
directly to enhance the response rate. Data collection ended with the researchers obtaining
392 responses.

3.5. 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 that were distributed 500 100%
Received completed questionnaires 392 78.4%
Uncompleted or had missing data 28 7.1%

Usable questionnaires 364 92.9%

3.6. Measures

Creative accounting: Determinants of creative accounting were developed based on
various studies, such as five items to measure ethical issues that were adapted from [55].
Another five items were adapted from [56] to measure the disclosure quality. Internal
control adapted five items from [57]. Ownership structure adapted five items from [58].
Corporate social responsibility: the five items that measured corporate social responsibility
were mainly based on five items adapted from [3]. Financial reporting quality: this study
measured financial reporting quality using 20 items based on the research of [59]. (See
Appendix A) Responses were recorded on a 5-point scale ranging from 1, strongly disagree,
to 5, strongly agree.

3.7. 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,
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and coding. This was followed by the screening of the data to ensure there were no missing
data and 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
modeling (SEM), which included testing the hypotheses of the study.

3.7.1. Normality

The normality of the distribution revealed that the observed univariate skewness
values were −0.59 (minimum) and 0.30 (maximum), and the univariate kurtosis values
were −1.08 (minimum) and 1.00 (maximum). A critically important assumption when
employing SEM analyses in general, and when using AMOS.v24 in particular, is that the
data have a multivariate normal distribution [60]. It is very important to check multivariate
normality before data analysis is undertaken [60]. When using SEM analyses, in particular,
the data must be multivariate kurtotic, a condition for a multivariate distribution of the
observed variables. However, the absence of abnormal values in the assessment of uni-
variate skewness and kurtosis does not mean that there is no abnormal distribution in the
multivariate skewness and kurtosis; the opposite is not necessarily true [60]. Therefore, an
assessment of multivariate skewness and kurtosis was conducted in this research for all
the variables, and the results show that there were no values that were equal to or greater
than 1. This means the data for this study were normally distributed. Table 2 shows the
multivariate skewness and kurtosis results.

Table 2. Multivariate skewness and kurtosis.

Variables N Mean
Std.

Deviation
Skewness Kurtosis

Statistic Std. Error Statistic Std. Error

Ethical Issues 364 2.97 0.54 −0.12 0.13 0.16 0.26
Disclosure Quality 364 3.14 0.45 0.30 0.13 1.00 0.26

Internal Control 364 3.62 0.58 −0.59 0.13 −0.08 0.26
Ownership Structure 364 3.26 0.67 −0.08 0.13 −0.40 0.26

Relevance 364 3.87 0.61 −0.12 0.13 −0.01 0.26
Faithful Representation 364 3.81 0.65 −0.06 0.13 −0.09 0.26

Understandability 364 4.05 0.54 0.06 0.13 0.01 0.26
Comparability 364 3.90 0.61 −0.36 0.13 0.73 0.26

Financial Reporting Quality 364 3.87 0.49 −0.015 0.128 0.55 0.26
Corporate Social Responsibility 364 3.88 0.84 −0.10 0.13 −1.08 0.26

Valid N (listwise) 364

3.7.2. Demographic Profile of Respondents

Table 3 shows the demographic profiles of the respondents, 61.0% of whom were
males (n = 222), while the remaining 39.0% (n = 142) were females. These percentages
were considered to be logical in the Iraqi context. In terms of age, 14.8% (n = 54) of the
respondents were between the ages of 18 and 25 years, 16.2 % (n = 59) were between the
ages of 26 and 30 years, 37.9% (n = 138) were between the ages of 31 and 35 years, 24.2%
(n = 88) were between the ages of 36 and 40 years, and 6.9% (n = 25) were above the age of
40 years. In addition, concerning the working experience of the respondents, 14.6% (n = 53)
of them had been working in banks for 0–5 years, 37.6% (n = 137) for 6–10 years, 34.6%
(n = 126) for 11–15 years, 8.2% (n = 30) for 16–20 years, and 4.9% (n = 18) for more than
20 years. Regarding the educational qualifications of the respondents, 18.4% (n = 67) of
them were diploma holders, 64.3% (n = 234) were bachelor degree holders, 11.3% (n = 41)
were holders of a master’s degree, and 3.8% (n = 14) were PhD holders, while 2.2% (n = 8)
of them were holders of other qualifications. Table 3 provides a summary of the findings
on the demographic profiles of the respondents in the present research.
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Table 3. Demographic profile of the respondents.

Profile Category Frequency Percent % Cumulative Percent

Gender
Male 222 61.0 61.0

Female 142 39.0 100.0

Age

18–25 years 54 14.8 14.8
26–30 years 59 16.2 31.0
31–35 years 138 37.9 69.0
36–40 years 88 24.2 93.1

Above 40 years 25 6.9 100.0

Experience

0–5 years 53 14.6 14.6
6–10 years 137 37.6 52.2

11–15 years 126 34.6 86.8
16–20 years 30 8.2 95.1

More than 20 18 4.9 100.0

Education

Diploma 67 18.4 18.4
Bachelor 234 64.3 82.7
Master 41 11.3 94.0

PhD 14 3.8 97.8
Other 8 2.2 100.0

3.7.3. Assessment of Measurement Model

A 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 modeling (SEM), the measurement model properties need to be
satisfied. Furthermore, in the present study, six reflective variables were used, namely, ethical
issues, disclosure quality, internal control, ownership structure, corporate social responsibility,
and financial reporting quality. These variables were measured through forty-five items. CFA
for all reflective variables was performed in AMOS.v24. The assessment of the measurement
model is usually conducted for reliability and validity. Through CFA, the reliability and
validity of all scales can be examined. Therefore, the model fit indices revealed that there was
an adequate fit between the model and the data, whereas the outcomes showed that the CMIN
statistic was 1802.115, DF = 926, and CMIN = (CMIN/DF = 1802.115/926 = 1.946). The p-value
associated with this result was p < 0.000, CFI = 0.961, TLI = 0.958, and RMSEA = 0.051. These
indices achieved an acceptable fit according to [1–3]. The model shown in Figure 2 displays
the variables with circles, while the items shown with rectangles were used to measure
these variables.

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 on the same variable.
Although the result of Cronbach’s alpha (α) for all the variables was between 0.95 and 0.96,
these values were greater than the value of 0.70. The result of the composite reliability (CR)
for all the variables was between 0.83 and 0.97, although these values were greater than
the value of 0.70. The result of the average variance extracted (AVE) for all the variables
was between 0.55 and 0.89, although these values were greater than the value of 0.50. The
result of the maximum shared variance (MSV) for all the variables was between 0.07 and
0.15, although these values were less than the value of AVE. Additionally, the result of the
maximal reliability (MaxR-H) for all the variables was between 0.83 and 0.97, although
these values were greater than the value of 0.80. Therefore, based on these results, the present
research acquired the recommended levels of convergent validity. Moreover, the results
presented acceptable indicators of reliability and convergent validity, as shown in Table 4.

3.7.4. Assessment of Structural Equation Modeling

Structural equation modeling (SEM) is very useful in examining inter-dependent
relationships among latent variables [61]. It is designed to assess how good a proposed
conceptual model can fit the data collected and also to ascertain the structural relationships
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between the sets of latent variables [60]. The direction of the relationship between the
variables showed there was a direct relationship between the 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, where, specifically, the CMIN statistic was 1544.939,
DF = 726, and 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, and RMSEA = 0.056. These indices
achieved an acceptable fit. Figure 3 shows the SEM that included all the study variables.

Figure 2. Assessment of measurement model. Note: CMIN = chi-square fit statistic; TLI = Tucker–Lewis
index; CFI = comparative fit index; RMSEA = root mean square error of approximation;
DF = degrees of freedom.

Table 4. Convergent validity for the overall measurement model.

Variables α CR AVE MSV MaxR(H)

EI 0.954 0.978 0.899 0.158 0.981
DQ 0.964 0.970 0.866 0.076 0.973
IC 0.955 0.965 0.847 0.137 0.966
OS 0.969 0.970 0.867 0.125 0.971

CSR 0.960 0.963 0.838 0.105 0.969
FRQ 0.959 0.834 0.557 0.158 0.839

This section shows the direct relationships between the determinants of creative ac-
counting and financial reporting quality. The results of H1a show 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 for H1b indicates a positive and significant 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 for H1c indicates a positive and significant relation-
ship 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. Finally, the results of H1d show a positive and significant relationship between
ownership structure and financial reporting quality (β = 0.219; t = 3.912; p < 0.000). There-
fore, the relationship between ownership structure and financial reporting quality was
supported, as shown in Table 5.
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Figure 3. Assessment of structural equation modeling. Note: CMIN = chi-square fit statistic;
TLI = Tucker–Lewis index; CFI = comparative fit index; RMSEA = root mean square error of ap-
proximation; DF = degrees of freedom.

Table 5. Relationship between creative accounting determinants 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 corporate social responsibility 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 corporate social
responsibility indicated an acceptable fit, where, specifically, the CMIN statistic was 74.650,
DF = 26, and CMIN = (CMIN /DF = 74.650/26 = 2.871). The p-value associated with this
result was p < 0.000, CFI = 0.902, and RMSEA = 0.072, while the R square was 0.454. These
indices achieved an acceptable fit. Figure 4 shows that corporate social responsibility had
an effective impact on the relationship between creative accounting and financial reporting
quality within an interactive practice.

In addition, this section shows the indirect moderating effect of corporate social re-
sponsibility on the four determinants of creative accounting and financial reporting quality.
The result for H2a indicates that corporate social responsibility had a positive and signifi-
cant moderating effect on the relationship between ethical issues and financial reporting
quality (β = 0.249; t = 5.973; p < 0.000). Therefore, the moderating effect of corporate social
responsibility on the relationship between ethical issues and financial reporting quality
was supported. The result for H2b indicates that corporate social responsibility had a
negative and insignificant moderating effect on the relationship between disclosure quality
and financial reporting quality (β = 0.060; t = 1.537; p < 0.124). Therefore, the moderating
effect of corporate social responsibility on the relationship between disclosure quality and
financial reporting quality was unsupported. The result for H2c shows that corporate social
responsibility had a positive and significant moderating effect on the relationship between
internal control and financial reporting quality (β = 0.211; t = 4.826; p < 0.000). Therefore,
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the moderating effect of corporate social responsibility on the relationship between internal
control and financial reporting quality was supported. The results for H2d show that
corporate social responsibility had a positive and significant moderating effect on the rela-
tionship between ownership structure and financial reporting quality (β = 0.241; t = 5.630;
p < 0.000). Therefore, the moderating effect of corporate social responsibility on the relation-
ship between ownership structure and financial reporting quality was supported. Table 5
enumerates the results of the moderating effect of corporate social responsibility on the
relationship between creative accounting and financial reporting quality. Table 6 display
the moderating effect of corporate social responsibility on creative accounting determinants
and financial reporting quality.

Figure 4. Statistical model of the moderating factor of corporate social responsibility.

Corporate social responsibility effectively impacted the relationship between creative
accounting and financial reporting quality within an interactive practice. Meanwhile,
corporate social responsibility strengthened the positive relationship between ethical issues
and financial reporting quality. As shown in (a), the slope of high ethical issues has a
steeper gradient as compared to low ethical issues. This shows that the positive relationship
between ethical issues and financial reporting quality is stronger when corporate social
responsibility is high in comparison to lower corporate social responsibility. Moreover,
corporate social responsibility strengthened the positive relationship between disclosure
quality and financial reporting quality. As shown in (b), the slope of high disclosure quality
has 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
corporate social responsibility is high in comparison to lower corporate social responsibility.

Additionally, corporate social responsibility strengthened the positive relationship
between internal control and financial reporting quality. As shown in (c), the slope of high
internal control has 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 corporate social responsibility is high in comparison to lower corporate
social responsibility. Finally, corporate social responsibility had a negative and insignificant
effect on the relationship between ownership structure and financial reporting quality. As
shown in (d), the slope of high ownership structure has a steeper gradient as compared to
low ownership structure. This shows that the relationship between ownership structure
and financial reporting quality is stronger when corporate social responsibility is low in
comparison to higher corporate social responsibility. All of the above-mentioned indications
are shown in Figure 5.
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Table 6. Moderating effect of corporate social responsibility on creative accounting determinants and
financial reporting quality.

No Relationship Beta t-Value p-Value Decision

H2a
EI→ FRQ 0.158 3.717 *** Supported

SupportedCSR→ FRQ 0.266 6.812 *** Supported
CSR _X_ EI→ FRQ 0.249 5.973 *** Supported

H2b
DQ→ FRQ 0.113 2.880 0.004 Supported

UnsupportedCSR→ FRQ 0.266 6.812 *** Supported
CSR _X_ DQ→ FRQ 0.060 1.537 0.124 Unsupported

H2c
IC→ FRQ 0.125 3.016 0.003 Supported

SupportedCSR→ FRQ 0.266 6.812 *** Supported
CSR _X_ IC→ FRQ 0.211 4.926 *** Supported

H2d
OS→ FRQ 0.119 2.822 0.005 Supported

SupportedCSR→ FRQ 0.266 6.812 *** Supported
CSR _X_ OS→ FRQ 0.241 5.630 *** Supported

Note: *** = p < 0.000.

Figure 5. This figure contains four graphs which are as follows: (a) two-way interaction of CSR on EI
and FRQ; (b) two-way interaction of CSR on DQ and FRQ; (c) two-way interaction of CSR on IC and
FRQ; (d) two-way interaction of CSR on OS and FRQ.

4. Discussion

This part of the study discusses the findings related to the first research question on the
direct relationship between the determinants of creative accounting and financial reporting
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quality. In this respect, the present research findings explain the positive implications of the
determinants on identifying creative accounting practices as proposed in the hypotheses
within the context of Iraqi commercial banks. Accordingly, the result for hypothesis H1a
was (t = 3.328), which aligns with the assumptions provided by agency theory, where
the hypothesis indicated significant impacts of maintaining ethical issues on the quality
of financial reporting. Furthermore, the results reaffirm that ethical aspects lead to the
establishment of a higher quality of financial reporting practices, as shown in the context of
Iraqi commercial banks. Moreover, the results acknowledge the findings in previous studies
presented by [10,47,55,62], which demonstrate limited consideration of ethical issues on
creative accounting practices in the context of commercial banks.

In addition, the result of H1b (t = 3.427) indicates a significant relationship between
the constructs with limited operation of disclosure procedures in the context of commercial
banks. This determination designated the higher implications of creative accounting
practices to the quality of financial reporting in the banking sector, which was found to be
consistent with the previous literature [9,44,63]. The implementation of new institutional
theory contributed to explaining the underlying preposition that limited disclosure practice
in the commercial bank context was due to the pressure exerted by the institutional setup
related to ownership structure. These results are in good agreement with numerous studies
in the literature which display the significance of the linkage between these determinants
and accounting practice [19,36,64]. However, the present research findings are contradicted
by other studies that proposed a limited controlling role of disclosure quality in creative
accounting practice [28,65,66]. In brief, disclosure quality has been found to be one of the
essential determinants of institutional transparency that increase the trust of the public in
the financial reporting quality of banks. This finding is supported with high consistency in
previous claims cited in [67] on maintaining ethical concerns through disclosure quality.

The results of the last two hypotheses related to the first research question are H1c (t = 3.640)
and H1d (t = 3.912). As mentioned earlier, the present research findings show a significant
inter-correlated relationship 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, limited consideration
of ethical issues and disclosure quality results in 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 previous studies that indicated poor internal control may
lead to higher errors and inaccurate financial disclosure of the financial reporting quality of
banks [46,68,69].

Therefore, the ownership structure theory sufficiently explains the findings concerning
the last two hypotheses through identifying the manipulation practices adopted in the
banks to avoid a poor performance of the share value and loss of control in the business.
Therefore, the relationship between ownership structure and financial reporting quality can
be reflected as fewer agency problems and information asymmetry in family organizations,
in contrast to non-familial organizations [49,70]. These descriptions verify previous results
in the literature which proposed high impacts of ownership structure on providing a
faithful representation in the reports presented by commercial banks [71,72]. Yet, again,
the present findings are found to be consistent with those in [34,73], 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 support the current literature
concerning the correlation between the determinants of creative accounting to detect fraud-
ulent practices, but these determinants fail to control these practices at safe levels [22,74,75].
These findings apply 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; however, additional enhancement is required to reduce
fraudulent practices within creative accounting to present a high quality of financial reports.
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This, in turn, implies that the internal banking system would sustain ethical issues, disclose
honest information to the public, and implement qualified internal control for faithful
representations of the financial reporting practice in Iraqi commercial banks.

The present study findings reveal a statistically significant impact of employees’ opin-
ion on CSR on the relation between employees’ opinion on creative accounting determinants
and employees’ opinion on financial reporting quality. Thus, the results provide a feasible
answer for the second research question and help to examine the proposed hypotheses. The
significance of corporate social responsibility for the commercial banks’ financial reporting
quality indeed validated most of the proposed hypotheses, wherein H2a (t = 5.892), H2c
(t = 4.936), and H2d (t = 5.626). These values are found to agree with those of previous
studies of [21,76], who considered banks as entities that operate in society and are obliged
to ensure fair and consistent benefits to all stakeholders and safeguarding to uphold social
justice responsibility. Moreover, the findings are consistent with a previous study presented
by [77], who reported that corporate social responsibility plays a prominent role in attaining
sustainable financial practice, especially for the commercial banking sector.

Moreover, the obtained results and analysis suggest that decision makers are affected
by motives and business values; relatively, the choice of actions in the business influences
corporate social responsibility activities. The moderating mechanism of CSR is presented
sufficiently within the perspective of neo-institutional theory, which displays a significant
interaction between CSR and the maintenance of ethical issues. However, some researchers
such as [9,12] indicated that corporate social responsibility contributes to concealing ques-
tionable activities and creative accounting, but the adoption of highly independent internal
control contributes to overcoming this complication. These indications contribute to clear-
ing up the inconsistency of previous studies [9,19] on the mechanism of CSR in controlling
creative accounting practices. In addition, the findings show a positive relationship be-
tween the variables of the study and CSR that impacts the power of non-executive members
in the banks to design and develop business strategic plans for sustainable competitive
development. These findings are found to be in good agreement with previous findings
addressed in the studies of [58,78].

In addition, the findings show that the independence of audit committees is linked to
a higher level of financial reporting, which is consistent with both the techniques used in
CSR, and the integrated correlation between the determinants of creative accounting. Thus,
the present research findings support previous findings in [21] that the effect of CSR on
auditing financial practices in various ownership structures is a standardized representation
of financial reports of the financial status of banks. On this basis, the fourth hypothesis
(H2d) was supported. Moreover, the results on the positive relationship between disclosure
quality and internal control can also be related to the norms of interaction between the
agency and neo-institutional theories, which state that autonomous independent audits,
who have the freedom to make decisions and carry out error detection, can easily facilitate
effective work and provide an unbiased judgment.

Contrary to the expectations, this study did not find a significant relationship in
hypothesis H2b (t = 1.536), which indicated the absence of any statistical significance
between corporate social responsibility and the determinant of disclosure quality. These
findings further support the idea of [9,79] that CSR does not significantly impact the level
of disclosure in the business to maintain a faithful presentation and understandability of
the financial reporting. Thus, the current findings confirm the conventional foundations
of CSR that can contribute to identifying customer needs, tracking new market trends,
analyzing competitors’ actions, observing technological developments, and involving
customers or suppliers in the product development process, thus playing a decisive role in
preparing accurate financial reports. In brief, the results of H2b validate the suggestions
made by [9,43,66] concerning the limited impacts of CSR on disclosure quality, which
found a dominant controlling role of business managers in preparing financial reports for
stakeholders and the public.
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In addition, this combination of findings for H2b provides some support for [9] and the
conceptual premise of neo-institutional theory that banks disclose information due to the
pressure exerted by the institutional setup. Moreover, agency theory suggests that banks
emphasize comprehensive aspects of accountability concerning numerous stakeholders.
Thus, CSR does not add significant value to the willingness of banks to disclose any
financial information. These findings corroborate the findings of [80], who suggested that
the scope of CSR is restricted to achieving significant disclosure of the business, especially
in financial reporting. Therefore, the directors of commercial banks must determine the
suitability of their actions for the public, bringing stability, harmony, and strength to society.

5. Conclusions

The present study was set up to reconceptualize and reform the current situation in
the financial sector, especially in banks of developing nations. The present study focused
on commercial banks, which are considered as the backbone of the national economy of
any nation. Thus, it was vital to investigate this sector for identifying its strengths and
weaknesses, which the present study highlighted regarding creative accounting and finan-
cial reporting practices. Previous studies showed the capability to hide some fraudulent
practices within creative accounting, which directly impacts the quality of financial report-
ing [12,55,81]. However, the literature review showed that the determinants of creative
accounting could contribute to identifying any fraudulent practices which resulted in a high
quality of financial reporting [82–84]. However, it has been reported in previous studies
that the financial banking sector performs many creative accounting practices which result
in a low quality of financial reporting [46,56,85].

Therefore, a theoretical investigation was conducted through a systematic literature
review of previous relevant studies. The intensive review of the literature contributed
to identifying the essential determinants of creative accounting, elements of financial
reporting, and active aspects of corporate governance in the research context, which impact
reporting practice in the commercial banking sector. Moreover, the review contributed to
designing the present research questions and hypotheses on the relevant phenomena of
interest, while the practical application of the present study framework resolved various
shortcomings identified in previous studies through the moderating role of some corporate
governance aspects. As a result, the framework contributed to attaining the present research
objectives. Subsequently, this study makes several contributions to assessing and enhancing
reporting practice in the financial sector, which is especially authenticated to be a valid
model in the commercial banking sector.

As discussed in the previous sections, the relationship between the determinants of
creative accounting and financial reporting encountered some noticeable limitations. Thus,
it is necessary to measure the implications of these determinants on financial reporting
practice using a survey questionnaire which reviews the intentions and conceptualization
of the main persons contributing to preparing financial policies in commercial banks. Rela-
tively, the increasing attention towards creative accounting and higher academic demands
on financial reporting in practice motivated this research aimed at addressing the main
determinants in relation to the criteria of financial reporting. Taken together, the present
research findings show that the degree of impact of creative accounting determinants is
linked to the aspect of corporate governance. This, in turn, was found to directly impact
the quality of financial reporting practice in commercial banks, whereas the balanced use
of these aspects can maintain diagnostic and interactive knowledge.

Most of the earlier reports concluded that creative accounting determination generally
depends on the framework, idiosyncrasy, and interconnectivity [20,46,86]. It was indicated
that a perfect solution is impossible for all the financial sectors wherein creative accounting
might be inappropriate and dependent on the contexts. Therefore, the level of creative
practice may vary appreciably from one sector to another [87]. This fact inspired the present
study to adopt a triangulated application of agency, neo-institutional, and ownership
theories to explain the correlation between the variables of the study and the moderator,
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as shown in the designed conceptual framework. The results contribute to presenting
concurrent evidence on the flexibility of creative accounting determinants with a higher
degree of implication on corporate aspects and financial reporting quality. Additionally, the
obtained findings strongly emphasize the significant impacts of the moderator in enhancing
the determination of creative practice, as well as the strength of the quality of financial
reporting within Iraqi commercial banks.

Furthermore, the results acquired from the present investigation extend our knowl-
edge through offering valid answers for the research questions. These findings show the
importance of corporate aspects of corporate social responsibility that moderate the rela-
tionships among the determinants and financial reporting quality in commercial banks of
Iraq. Thus, entrepreneurial administration connected to the identification of new scopes
and recognition of problems as well as trends in commercial banks is needed. This process
enables the management to contribute to the adjustment and upgrading of daily schedules;
largely, this is a tactical act for transforming the reporting practice of banks into a higher
level of qualified reporting practice [12,88]. This identification is shown in the findings of
this study, which support the required reform through the moderation of corporate aspects
of financial reporting quality. In conclusion, the results of this study show harmony with
the views demonstrated in most of the previous studies in the literature on the determi-
nation of creative practice that influences the preparation of financial reports through the
moderation of corporate social responsibility of the banking sector in Iraq, such as [89,90].

The limitation of this research is that the focus on a single research context (Iraqi com-
mercial banks) may mean the results are not generalizable to every financial sector, each
with different issues. Thus, potential context limitations are acknowledged, particularly the
distinctions amongst developing and developed countries affecting the views of creative
accounting allocations and financial reporting for identifying the quality of business perfor-
mance. It is important to note that various banking sectors in different contexts, imposing
more limitations, are worth studying in the future. Additionally, nationalized differences
in the culture can appreciably influence the perception of the research regarding some
important issues of creative accounting practice and its impacts on the quality of financial
reporting, thus offering more conclusive evidence.

Thus, the present research limitations open up new directions for further studies.
Moreover, this study used a single source of data via a survey questionnaire from the
Iraqi research context. Future studies could contribute to collecting data from multiple
sources such as financial reports, surveys, and interviews that may facilitate making
several modifications and estimates of the implications of business governance on creative
accounting practices and the quality of financial reports. In addition, it is recommended that
future longitudinal studies include the opinions of multiple sources of information from
management, and other auditing levels, in order to confirm their impacts on developing the
determination of creative accounting practices and the quality of financial reports. Briefly,
this study focused on four determinants of creative accounting (ethical issues, disclosure
quality, internal control, and ownership structure) and one aspect of corporate governance
(corporate social responsibility). Future studies should determine the mechanism of other
determinants and corporate aspects in enhancing the quality of financial reporting. All
of these future developments may offer pioneering findings which could contribute to
validating the present research findings and those of previous studies in the literature.
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Appendix A

Table A1. Measurement items.

Corporate Social Responsibility

− Our bank supports employees’ education.

− Flexible policies enable employees to better coordinate work and personal life.

− Our bank gives adequate contributions to charities.

− A program in place to reduce the amount of energy and materials wasted in our bank.

− We encourage partnerships with local businesses and banks.

Creative Accounting Determinants

Ethical Issues

− The ethical Issues prevalent in our Bank do not affect the presentation of the 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 the financial reports.

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

Disclosure Quality

− There are significant effects for 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 criticized 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 improving the quality of financial reporting.

− The existence of recommendations and advice about potential improvement in the reports
leads to improve the quality of financial reporting.
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Table A1. Cont.

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

− Segregation of duties leads to improve the quality of financial reporting.

− A clear determination for the responsibilities and authorities among departments leads to
improve 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 exploiting 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 banks’ selection to disclose high-quality information as a
corporate governance practice to monitor managerial activities.

Financial Reporting Quality Dimensions

Relevance

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

− The bank uses fair values instead of historical.

− Cost in preparing financial statements.

− The presence of looking statements helps the development of expectations and predictions
by the users regarding the bank’s future.

− The presence of non-financial information in terms of business opportunities and risks
complements the 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.
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Table A1. Cont.

− 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 the 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.

− The industry comparison enhances the quality of financial reporting.
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