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Abstract:

This study aims to empirically validate a model of factors affecting creative accounting with emphasis on technical and
environmental indicators in firms listed on the Tehran Stock Exchange. This applied, descriptive—survey research adopted a
qguantitative confirmatory design. The statistical population comprised financial managers, independent auditors, and
accounting experts of listed companies, from whom 384 respondents were selected using Cochran’s formula. Data were
collected through a researcher-developed questionnaire with 65 items rated on a five-point Likert scale. Content validity and
confirmatory factor analysis established validity, while Cronbach’s alpha and composite reliability confirmed reliability. Data
were analyzed using partial least squares structural equation modeling (PLS-SEM) with 5,000 bootstrap resamples. Results
revealed that technical indicators (B = 0.47, t = 8.92, p < 0.001) and environmental indicators (f = 0.42, t = 7.85, p < 0.001)
have significant positive effects on creative accounting. The structural model showed strong explanatory power (R? = 0.62)
and satisfactory overall fit (GoF = 0.51). Creative accounting in Iran’s capital market emerges from the significant interaction
of technical and environmental factors, underscoring the need for integrated technical reforms and strengthened institutional
and regulatory environments.
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Extended Abstract

Introduction

Financial reporting quality constitutes a cornerstone of capital market efficiency, investor confidence, and informed
economic decision-making. In contemporary accounting systems, financial statements are expected to faithfully represent
firms’ economic reality while complying with professional standards and regulatory frameworks. Nevertheless, the growing
prevalence of creative accounting has emerged as a critical challenge to transparency and reliability in financial reporting
across both developed and emerging markets. Creative accounting refers to the deliberate exploitation of flexibility,
ambiguity, and judgment embedded in accounting standards to influence reported financial outcomes without explicit
violation of formal rules (Diana & Madalina, 2007; Jones, 2011).

The academic literature increasingly recognizes creative accounting as a multidimensional phenomenon rather than a
purely technical deviation or ethical lapse. Studies have demonstrated that creative accounting practices often arise from a
complex interaction between technical accounting structures, organizational incentives, and environmental pressures such
as market competition, regulatory enforcement, and governance mechanisms (Abed et al., 2020; Rahman, 2023). From this
perspective, creative accounting is not merely an outcome of individual managerial opportunism, but a systemic response to
institutional conditions that shape managerial behavior.

Technical factors constitute one of the primary dimensions underlying creative accounting. The complexity of accounting
standards, reliance on professional judgment, deficiencies in internal control systems, and the sophistication of accounting
information systems collectively determine the extent to which managers can manipulate financial figures (Chen & Yang,
2020; Mulford & Comiskey, 2022). While principle-based standards aim to enhance relevance and faithful representation,
they may inadvertently increase discretion and reduce comparability, thereby creating opportunities for earnings
manipulation and financial window dressing (Jones, 2011). Empirical evidence suggests that weak internal controls and
inadequate information systems significantly elevate the risk of creative accounting practices (Sarkani et al., 2016).

Alongside technical determinants, environmental and institutional factors play a decisive role in shaping creative
accounting behavior. Market pressures to meet earnings targets, shareholder expectations, competitive intensity, regulatory
effectiveness, corporate governance quality, and organizational culture all influence managerial incentives and constraints
(Abed, Hussin, Haddad, et al., 2022; Mutuc et al., 2018). In environments characterized by weak enforcement, concentrated
ownership, and high information asymmetry—conditions commonly observed in emerging markets—creative accounting
tends to become more pervasive and socially tolerated (Abed, 2022; Nwaorgu et al., 2019).

Prior research has also highlighted the consequences of creative accounting for investor trust and capital market
credibility. Empirical studies in Iran and comparable contexts indicate that creative accounting undermines confidence in
financial reports, distorts resource allocation, and increases perceived investment risk (Jahankhani, 2019; Rezaei, 2017).
Despite these documented effects, much of the existing literature remains fragmented, often focusing on isolated
determinants rather than offering integrated explanatory models. Systematic reviews emphasize the need for comprehensive
frameworks that simultaneously account for technical and environmental dimensions of creative accounting (Abed et al,,
2020; Abed, 2022).

Moreover, recent developments in management accounting and organizational decision-making research suggest that

accounting practices in creative organizations emerge from negotiated compromises between formal controls and
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environmental demands (Trevisan & Mouritsen, 2023). This insight reinforces the argument that creative accounting should
be examined through a holistic lens that captures the interaction between structural conditions and managerial agency. Given
the specific institutional characteristics of the lranian capital market—such as ownership concentration, regulatory
challenges, and economic volatility—there is a pressing need to empirically validate a context-sensitive model that integrates
both technical and environmental determinants of creative accounting (Lyons, 2022; Nabi Pour Afrouzi et al., 2022).

Accordingly, this study seeks to validate a structural model of creative accounting determinants with particular emphasis
on technical and environmental indicators in firms listed on the Tehran Stock Exchange.

Methods and Materials

This study adopted an applied, quantitative, and confirmatory research design. The statistical population consisted of
financial managers, independent auditors, and accounting experts employed by companies listed on the Tehran Stock
Exchange. Using Cochran’s formula for large populations, a sample size of 384 respondents was determined. Data were
collected through a researcher-developed questionnaire comprising 65 items measured on a five-point Likert scale ranging
from strongly disagree to strongly agree.

The questionnaire was designed based on dimensions identified in prior qualitative and theoretical analyses and covered
three main constructs: technical indicators, environmental indicators, and creative accounting practices. Content validity was
assessed by a panel of academic experts and professional accountants. Construct validity and reliability were evaluated
through confirmatory factor analysis, Cronbach’s alpha, and composite reliability measures.

Data analysis was conducted using partial least squares structural equation modeling (PLS-SEM). The analytical procedure
involved assessment of the measurement model, evaluation of the structural model, estimation of path coefficients, and
determination of predictive power using R?, Q2 and overall goodness-of-fit indices. Hypotheses were tested through
bootstrapping with 5,000 resamples.

Findings

Out of the distributed questionnaires, 379 valid responses were retained for analysis, yielding a response rate of 98.7
percent. Descriptive statistics indicated that respondents possessed substantial professional experience, enhancing the
credibility of the collected data. All measurement items exhibited acceptable factor loadings, and reliability indices exceeded
recommended thresholds, confirming the adequacy of the measurement model.

The structural model demonstrated strong explanatory power, with technical and environmental indicators jointly
explaining 62 percent of the variance in creative accounting practices. Path analysis revealed that technical indicators exerted
a significant positive effect on creative accounting (B = 0.47, t = 8.92, p < 0.001). Environmental indicators also showed a
significant positive effect (B = 0.42, t = 7.85, p < 0.001). The goodness-of-fit index exceeded established benchmarks,
indicating satisfactory overall model fit.

Comparative analysis of path coefficients suggested that technical factors had a slightly stronger influence on creative
accounting than environmental factors. This finding underscores the prominent role of accounting standards complexity,
internal control quality, and reporting technologies in shaping creative accounting behavior. Predictive relevance measures
confirmed that the model possessed adequate forecasting capability for the dependent construct.

Discussion and Conclusion
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The findings of this study provide robust empirical evidence that creative accounting in the Iranian capital market is driven
by the combined influence of technical and environmental factors. The stronger effect of technical indicators suggests that
structural characteristics of accounting systems—particularly the complexity of standards and effectiveness of internal
controls—constitute the primary enablers of creative accounting practices. When accounting frameworks rely heavily on
judgment and discretion without commensurate oversight, managers gain greater latitude to manipulate reported outcomes.

At the same time, the significant role of environmental indicators highlights the importance of institutional context.
Market pressures, regulatory enforcement, governance quality, and organizational culture collectively shape managerial
incentives and rationalizations for engaging in creative accounting. These findings reinforce the view that creative accounting
cannot be effectively addressed through technical reforms alone; rather, it requires parallel improvements in institutional
and governance environments.

From a theoretical standpoint, the results support integrative and systems-based perspectives on creative accounting. By
empirically validating a model that simultaneously incorporates technical and environmental determinants, this study
advances the literature beyond fragmented or single-factor explanations. Practically, the findings underscore the need for
coordinated action by regulators, standard-setters, auditors, and corporate leaders to mitigate creative accounting risks.

In conclusion, creative accounting in emerging markets represents a complex organizational response to technical
flexibility and environmental pressure. Addressing this phenomenon demands a comprehensive approach that strengthens
accounting infrastructures while fostering transparent governance and ethical organizational cultures. The validated model
presented in this study offers a valuable analytical framework for understanding and managing creative accounting practices

in similar institutional contexts.
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