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relationship between the application of creative accounting and financial
reporting quality, addressing the influence of disclosure transparency on
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accountants and auditors was selected for the study. Data was gathered
through questionnaires and analyzed using structural equation modeling
(SEM) with the SmartPLS software.

Findings: The results indicate that the application of creative accounting,
encompassing the concepts of ethical statements, disclosure quality,
internal controls, and ownership structure, has a direct impact on financial
reporting quality. Furthermore, disclosure transparency does not moderate
the relationship between the application of creative accounting (including
JEL Classification: M41 the concepts) and financial reporting quality.

Originality: This study analyzed creative accounting through the
dimensions of ethical issues, ownership structure, internal controls, and
disclosure quality, examining their effects on reporting quality in the form
of separate hypotheses. The findings demonstrate the positive impact of
these variables. Additionally, disclosure transparency does not affect this
relationship. Hence, the application of creative accounting dimensions
improves financial reporting quality.
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Introduction

n the contemporary  business

environment, the reliability and

transparency of financial reporting have
become critical for fostering investor
confidence and ensuring effective corporate
governance. Creative accounting, while not
inherently illegal, entails the manipulation
of financial figures within legal boundaries,
often compromising the true and fair view
of financial statements. This practice is
particularly common in  emerging
economies and has drawn scholarly
attention regarding its causes and
consequences.
This study examines the determinants of
creative accounting and their impact on
financial reporting quality in Iran’s private
sector. It also investigates whether
disclosure transparency moderates these
relationships. While many studies have
explored creative accounting globally, few
have done so within the specific regulatory
and cultural context of Iran. By including
variables such as ethical standards, internal
controls,  ownership  structure, and
disclosure quality, this research addresses a
significant gap in the literature.

Methodology

The study uses a quantitative approach,
utilizing survey-based data collection and
structural equation modeling (SEM) via
SmartPLS software. Data were gathered
from 200 accountants, auditors, and
financial managers across private-sector
organizations in Iran, selected through
stratified sampling to ensure diversity in
firm size and industry. The research
instrument was a structured questionnaire
adapted from validated sources to fit the
Iranian context. Independent variables
include ethical standards (moral
responsibility and adherence to accounting
principles), internal control effectiveness
(financial oversight mechanisms),
ownership structure (share distribution and
concentration), and disclosure quality
(clarity and completeness of reports).
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Financial reporting quality was measured
based on relevance, faithful representation,
understandability, and  comparability.
Disclosure transparency was considered a
moderate variable and assessed through
participants’ perceptions of openness and
clarity in financial disclosures.

Results

Findings reveal that ethical standards,
internal controls, ownership structure, and
disclosure quality all have statistically
significant effects on financial reporting
quality. Among them, disclosure quality
exerted the strongest positive influence,
followed by ethical standards. However, the
moderating role of disclosure transparency
was not statistically significant, suggesting
that while transparency is essential, it does
not meaningfully change the relationships
between determinants and reporting quality.
Reliability and validity were confirmed
through composite reliability and AVE
measures.

The coefficient of determination for the
financial reporting quality variable is
estimated to be 0.414, indicating that the
variables of ethical standards compliance,
disclosure  quality, internal control
adherence, and ownership structure
collectively explain 41% of the variance in
financial reporting quality. Based on the
standard coefficients and t-statistics, it can
be stated that disclosure quality (0.336),
ethical standards compliance (0.208),
internal control adherence (0.182), and
ownership structure (0.167) have the most
significant impact, in descending order, on
financial reporting quality. However,
transparency in disclosure and interactive
relationships to measure the effect of the
moderating variable did not show a
significant effect. Analysis showed that
firms with dispersed ownership and robust
internal controls tend to have higher
financial  reporting  quality,  while
concentrated ownership is linked to higher
levels of creative accounting. These results
are consistent with agency theory, which
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suggests that wider ownership dispersion
reduces agency conflicts.

Conclusions

This study's first hypothesis explores the
impact of ethical compliance on the quality
of financial reporting, while the fifth
hypothesis examines whether disclosure
transparency moderates this relationship.
The findings indicate that adherence to
ethical codes and guidelines significantly
enhances financial reporting quality. As
ethical compliance improves, so does the
reliability and transparency of financial
reports. However, the moderating effect of
disclosure transparency on this relationship
is not statistically significant. These results
align with previous studies by Sadeghian et
al. (2019) and Shoja et al. (2021).

The second hypothesis assesses the direct
influence of disclosure quality on financial
reporting quality. The sixth hypothesis
investigates whether disclosure
transparency moderates this relationship.
Results show that higher disclosure quality
positively and directly contributes to
improved financial reporting. Nonetheless,
disclosure transparency does not have a
moderating or significant influence in this
context. These findings are consistent with
Rahmani & Bashiri Manesh (2014).

The third hypothesis examines the role of
structured internal controls in enhancing
financial reporting quality, with the seventh
hypothesis focusing on the potential
moderating role of disclosure transparency.
The evidence suggests that effective
internal control systems lead to better
financial reporting quality. As internal
control practices become more robust,
reporting  quality improves.  Again,
disclosure transparency does not exhibit a
moderating effect. These results are in line
with the findings of Rezaei (2020).

The fourth hypothesis explores the impact
of ownership structure on the quality of
financial reporting, while the eighth
hypothesis evaluates whether disclosure
transparency moderates this effect. The

findings reveal a strong positive
relationship between ownership structure
and improved financial reporting quality.
However, disclosure transparency does not
significantly influence or moderate this
relationship. These results are consistent
with Eskandar et al. (2021), although they
differ from Abed et al. (2022), who found a
significant moderating effect of disclosure
transparency.

In summary, this study finds that creative
accounting, when implemented ethically
and in conjunction with robust internal
controls and ownership structures, can
enhance the quality of financial reporting.
The absence of a moderating role for
disclosure transparency suggests that
transparency alone may not be sufficient to
influence this relationship. These findings
highlight the importance of ethical
standards, governance practices, and a
holistic view of financial behavior in
understanding and improving the practice
of financial reporting. The study offers
valuable implications for regulators,
standard setters, and corporate managers
seeking to strike a balance between
innovation in accounting and the
preservation of financial integrity.

The originality of this study lies in its
multifaceted approach to understanding
creative accounting. Rather than treating it
as a monolithic or unethical practice, the
study breaks down creative accounting into
distinct dimensions, allowing for a more
nuanced assessment of its implications. By
considering variables such as ethical
awareness, control mechanisms, ownership
arrangements, and disclosure practices, the
research  provides a comprehensive
framework for evaluating how creative
accounting affects reporting quality in
different organizational contexts.
Additionally, the inclusion of disclosure
transparency as a potential moderator
contributes to the limited body of research
examining how contextual factors influence
the effects of creative accounting. The lack
of a significant moderate effect also raises
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new questions about the relative importance
of transparency versus structural and ethical
variables in shaping financial reporting
outcomes.
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