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Abstract:

This study aimed to identify and explain the technical and environmental factors influencing creative accounting practices in
Iranian companies and to develop a conceptual model based on the grounded theory approach. This applied, qualitative, and
exploratory research collected data through semi-structured interviews with 15 accounting and auditing experts selected via
purposive and snowball sampling. Data were analyzed through open, axial, and selective coding using MAXQDA software,
and the trustworthiness of findings was ensured through Guba and Lincoln’s criteria and participant feedback validation.
Analysis resulted in 289 initial concepts categorized into five main themes: causal factors (e.g., short-term performance
pressure, ambiguity of standards), contextual factors (e.g., profit-oriented organizational culture, weak professional ethics),
intervening conditions (e.g., weakened auditor independence, corporate governance quality), strategies (accrual-based and
real earnings management, disclosure techniques), and consequences (decreased transparency, weakened investor trust,
financial crises). The core category identified was “interaction between technical and environmental indicators in shaping
creative accounting.” The findings revealed that creative accounting is not solely the outcome of technical deficiencies in
accounting standards but emerges from the complex interaction of technical and environmental factors. The proposed
conceptual model offers a practical framework for managers, auditors, and regulatory bodies to identify vulnerabilities,
strengthen internal controls, enhance transparency, and prevent the emergence of creative accounting.
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Extended Abstract

Introduction

Creative accounting represents one of the most pressing challenges undermining the integrity and transparency of
financial reporting systems worldwide. It refers to the manipulation of accounting figures within the boundaries of accounting
standards to portray a more favorable picture of an entity’s performance than reality, often blurring the line between legal
reporting and misleading disclosure (Healy & Wahlen, 1999; Jones, 2011). Scholars argue that creative accounting emerges
from the interplay between managerial incentives, technical loopholes in accounting standards, weak internal controls, and
external market pressures. The inherent flexibility and complexity of international financial reporting standards (IFRS) have
been identified as enabling conditions for earnings manipulation and discretionary accruals (Chen & Yang, 2020).
Simultaneously, inadequate internal control mechanisms and ineffective oversight structures amplify the likelihood of
financial misrepresentation (Brown & Black, 2014).

External environmental factors also play a critical role. Market pressures from investors and shareholders for short-term
earnings growth are among the primary motivators for adopting creative accounting techniques (Supriya & Vidhey, 2018),
while the absence of strong corporate governance structures diminishes the deterrent capability of regulatory systems (Abed,
2022). Prior studies have linked creative accounting practices to major international financial scandals and collapses,
highlighting its capacity to erode investor trust and destabilize markets (Mulford & Comiskey, 2022; Rahman, 2023). In the
Iranian context, empirical research has documented the widespread presence of creative accounting and its detrimental
effects on the quality of financial reporting, attributing it to weak local standards, low transparency in corporate governance,
and competitive capital market pressures (Jahankhani, 2019; Masenabadi Farahani, 2017; Rezaei, 2017).

Additionally, cultural and technological dimensions have emerged as crucial drivers of this phenomenon. A profit-oriented
organizational culture and weak professional ethics foster normalization of borderline behaviors (Jahankhani, 2019;
Masenabadi Farahani, 2017), while modern accounting technologies can act as double-edged swords: enabling manipulation
in the absence of data governance yet fostering transparency if implemented effectively (Saadati et al., 2025; Trevisan &
Mouritsen, 2023). Furthermore, recent literature highlights the pivotal role of auditors and regulatory frameworks. According
to social role theory, auditors are expected to act as guardians of public interest and hold accountability beyond issuing
financial opinions (Najafi, 2025; Wang & Smith, 2025), yet their effectiveness is compromised when independence is
weakened, leading to the facilitation rather than prevention of creative accounting. In this context, this study aimed to
identify and explain the technical and environmental factors that shape creative accounting in Iranian companies through a
grounded theory approach.

Methods and Materials

This research adopted a qualitative and exploratory design using the grounded theory methodology. Data were collected
through semi-structured interviews with 15 experts in accounting and auditing, selected via purposive and snowball sampling
to ensure diverse perspectives. Interviews continued until theoretical saturation was reached. Data analysis followed Strauss
and Corbin’s three-stage coding approach—open, axial, and selective coding—to develop conceptual categories and their
interrelationships. MAXQDA software was used to manage and code the qualitative data. Trustworthiness was established

through Guba and Lincoln’s criteria, including credibility, transferability, dependability, and confirmability, complemented by

participant validation (member checking).
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Findings

Data analysis yielded 289 initial codes which were grouped into five major categories: causal conditions, contextual
conditions, intervening conditions, strategies, and consequences.

Causal conditions included factors such as short-term performance pressure, ambiguity and flexibility of accounting
standards, and weaknesses in internal controls. Contextual conditions comprised profit-oriented organizational culture, weak
ethical norms among accounting professionals, and competitive pressures in capital markets. Intervening conditions were
identified as weakened auditor independence, inadequate corporate governance mechanisms, and regulatory inefficiencies,
which moderated or exacerbated the use of creative accounting practices.

Strategies employed by managers included both accrual-based earnings management techniques (e.g., manipulating
provisions, accelerating revenue recognition, shifting expenses across periods) and real earnings management techniques
(e.g., altering the timing of asset sales or reducing R&D expenditures).

The consequences of creative accounting were found to include decreased transparency of financial reports, erosion of
investor trust, inefficient resource allocation, and heightened risk of financial crises or organizational collapse. The core
category that emerged was labeled “the interaction between technical and environmental indicators in shaping creative
accounting,” encapsulating the dynamic interplay between internal technical deficiencies and external pressures that drive
these practices.

Discussion and Conclusion

The findings underscore that creative accounting is not simply the product of technical weaknesses in accounting
standards but rather the outcome of a dynamic interaction between technical and environmental factors. The prominence
of short-term performance pressures and standards ambiguity as causal drivers aligns with classical perspectives suggesting
that managerial incentives and accounting loopholes are central to the emergence of creative accounting (Chen & Yang, 2020;
Healy & Wahlen, 1999; Jones, 2011). The identification of weak internal controls as a significant factor also corroborates prior
research demonstrating that insufficient internal oversight facilitates misrepresentation and reduces the reliability of
financial information (Brown & Black, 2014).

Furthermore, the influence of contextual factors—such as profit-driven culture and weak professional ethics—highlights
how organizational environments shape ethical boundaries and normalize opportunistic reporting behavior, consistent with
findings from Iranian studies (Jahankhani, 2019; Masenabadi Farahani, 2017; Rahman, 2023; Rezaei, 2017). The moderating
role of intervening conditions such as auditor independence and corporate governance quality reinforces the notion that
systemic checks are crucial deterrents; their absence enables managers to exploit accounting flexibility with minimal risk of
detection or sanction (Abed, 2022; Beestaker et al., 2006). This aligns with social role theory, which emphasizes that auditors
must maintain independence to fulfill their public accountability mandate (Najafi, 2025; Wang & Smith, 2025).

The findings also illustrate that creative accounting strategies are largely short-termist and cosmetic, aiming to improve
superficial performance indicators while jeopardizing long-term sustainability—echoing earlier literature linking such
practices to declining earnings quality, stock price crashes, and corporate failures (Jones, 2011; Mulford & Comiskey, 2022;
Rahman, 2023). Notably, the dual role of modern accounting technologies suggests that without concurrent enhancements
in data governance and control systems, technological advancement alone may intensify manipulation risks rather than

reduce them (Saadati et al., 2025; Trevisan & Mouritsen, 2023).
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In conclusion, this study contributes to the literature by offering an empirically grounded conceptual model illustrating
how technical vulnerabilities and environmental pressures jointly foster creative accounting. The model not only enriches
theoretical understanding but also provides a practical framework for managers, auditors, and regulators to identify
organizational vulnerabilities, design preventive interventions, and strengthen financial transparency and investor
confidence. It underscores that addressing creative accounting requires holistic approaches—integrating technical reforms,
cultural change, enhanced auditor independence, and robust regulatory frameworks —to effectively curb this pervasive and
multifaceted phenomenon.
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