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Abstract:

This study aimed to develop a positive creative accounting model that reflects the environmental characteristics, institutional
requirements, and prevailing conditions of the national financial reporting system. This applied study adopted a qualitative,
exploratory design grounded in the interpretive paradigm. A multifaceted grounded theory methodology and the systematic
approach of Strauss and Corbin were employed to construct the proposed model. The participants consisted of 14 university
professors, scholars, and experts with academic and professional experience in accounting and financial reporting. They were
recruited during the first half of 2025 through purposive and snowball sampling. Data were collected through in-depth, semi-
structured interviews, and sampling continued until theoretical saturation was achieved. The interview data were analyzed
through open, axial, selective, and process coding. Trustworthiness was enhanced through prolonged interviews, participant
confirmation of the researchers’ interpretations, audio recording and repeated examination of the interviews, parallel coding,
and intercoder agreement assessment. The overall agreement between the coders was approximately 91%, indicating
acceptable dependability of the coding process. The qualitative analysis generated six main dimensions and 16 core
components. The central phenomenon comprised “informational value creation” and “responsible forward-looking
reporting.” The causal conditions included evolving environmental requirements, limitations of conventional financial
reporting frameworks, interpretive capacities of accounting standards, and the need to reduce information asymmetry.
Strong corporate governance and internal controls, together with the technical and professional capabilities of financial
teams, were identified as contextual conditions. Innovation-enhancing factors in financial reporting and barriers to
responsible creativity constituted the intervening conditions. The principal strategies were the development of financial
report content and the transformation of the financial reporting process. The anticipated consequences included deeper
financial transparency, stronger accounting accountability, facilitation of long-term financial value creation, and improved
financial decision-making quality. Positive creative accounting can redirect the flexibility and professional judgment
embedded in accounting standards from potentially biased representation toward the responsible enhancement of the
informational value of financial reports. Its effective implementation requires robust corporate governance, professional
competence, appropriate internal controls, and redesigned reporting processes. The proposed framework provides a
conceptual foundation for professional policymaking, financial reporting reform, and the improvement of transparency and
stakeholder decision-making effectiveness.

Keywords: Creative accounting; positive accounting; informational value creation; responsible forward-looking reporting;
financial reporting; grounded theory.
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ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Extended Abstract

Introduction

Financial reporting constitutes a central communication mechanism through which economic entities transmit
information about their financial position, performance, risks, and future prospects to investors, creditors, regulators, and
other stakeholders. The usefulness of this information depends not only on its technical compliance with accounting
standards but also on its relevance, faithful representation, comparability, understandability, and capacity to explain the
economic substance of organizational activities. Nevertheless, preparing financial statements is not a purely mechanical
process. Recognition, measurement, presentation, and disclosure frequently require professional judgment, estimation,
interpretation, and selection among alternative accounting policies. These discretionary areas create a delicate boundary
between legitimate professional flexibility and the deliberate alteration of financial representation. Creative accounting
emerges within this boundary and encompasses various practices through which managers and accounting professionals use
the flexibility embedded in accounting frameworks to influence the form, timing, classification, or interpretation of reported
information. Conceptual analyses characterize creative accounting as a multidimensional phenomenon shaped by accounting
regulations, managerial incentives, organizational conditions, market pressures, professional judgment, and the broader
institutional environment (Kamau & Murori, 2024; Susmus & Demirhan, 2020). Much of the existing literature has approached
creative accounting negatively because of its association with earnings management, financial statement window dressing,
opportunistic estimation, income smoothing, and the strategic exploitation of regulatory gaps. Such practices may reduce the
credibility and reliability of accounting reports, obscure economic difficulties, and weaken users’ confidence in financial
statements (Akpanuko & Umoren, 2018; Hashem & Saleh Mahdi, 2024; Mardan, 2025). They may also interfere with the
timely identification of financial distress and corporate bankruptcy by presenting an artificially favorable picture of a
company’s financial condition (Pourghaffar & Eghbal Mazraeh, 2025). Furthermore, the exploitation of accounting flexibility
without appropriate ethical and governance safeguards may facilitate financial misconduct and create conditions in which
technically permissible choices serve outcomes inconsistent with the economic substance of transactions (Gupta & Kumar,
2020). However, equating all forms of accounting creativity with fraud or deception provides an incomplete understanding
of the phenomenon. Contemporary business models, intangible resources, technological developments, complex contracts,
and growing stakeholder expectations cannot always be adequately represented through rigid, historically oriented reporting
procedures. Accounting standards necessarily contain interpretive space because they cannot prescribe a predetermined
solution for every transaction and organizational condition. Therefore, professional creativity may also be used constructively
to improve the explanatory value of reports, integrate financial and nonfinancial information, clarify assumptions, and
provide a more meaningful representation of value creation. Research on creativity in accountants’ task performance
indicates that professional background, organizational environment, and feedback mechanisms can encourage innovative
responses to complex accounting problems (Birkey & Hausserman, 2019). From this perspective, the fundamental issue is not
whether creativity exists in accounting but whether it is directed toward opportunistic representation or responsible
informational enhancement. Internal organizational motives, performance pressures, compensation arrangements,
managerial interests, tax considerations, and debt-contract requirements can influence the direction in which accounting
discretion is used (Asmara & Siska, 2025; Saleh et al., 2021). Corporate governance, audit committees, internal controls,

ethical values, and professional competence are therefore essential for distinguishing responsible creativity from
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manipulative reporting. Effective governance mechanisms can constrain undesirable creative accounting practices and
redirect managerial discretion toward transparent and accountable reporting (Olojede & Erin, 2021). Evidence also suggests
that good corporate governance and managerial ownership may modify the relationship between creative accounting and
corporate value (Setijaningsih, 2025). In the Iranian professional environment, competence, integrity, objectivity, and auditor
independence have similarly been recognized as factors capable of limiting inappropriate creative accounting practices
(Qashqgai & Bigler, 2019). In addition, the detection and evaluation of creative accounting require more than the mechanical
identification of unusual figures. Analytical review, assessment of accruals, examination of changes in accounting estimates,
evaluation of disclosure consistency, and expert interpretation are necessary to determine whether a reporting choice
reflects legitimate economic judgment or opportunistic intervention (Adamikova & Corejova, 2021; Ustinova et al., 2022).
Previous research has identified a range of financial, governance, managerial, and auditing indicators associated with creative
accounting, but these indicators do not fully explain how accounting flexibility can be responsibly employed to create
informational value (Chahardeh-Cheriki et al., 2022). Systematic reviews also reveal that the determinants of creative
accounting are dispersed across individual, organizational, regulatory, and environmental levels, while an integrated
theoretical framework for explaining their interactions remains underdeveloped (Abed et al., 2022). Moreover, accounting
increasingly functions as a system for producing, evaluating, and communicating knowledge among multiple stakeholders
rather than merely recording historical transactions (Senn et al., 2022). Accordingly, a positive approach to creative
accounting may be conceptualized as the responsible, transparent, and professionally defensible use of accounting judgment
to overcome the informational limitations of conventional reporting. Because this concept remains theoretically
underdeveloped, an exploratory grounded theory approach is appropriate for deriving its components from professional
experience and contextual realities. Grounded theory has also demonstrated its usefulness in identifying causal, contextual,
intervening, strategic, and consequential elements of context-dependent value-creation processes (Kalalian-Moghadam et
al., 2020). Therefore, this study aimed to develop a contextual practice framework of positive creative accounting and to
identify its causal conditions, contextual conditions, intervening conditions, central phenomenon, strategies, and
consequences within the Iranian financial reporting environment.

Materials and Methods

This study employed an applied, qualitative, and exploratory design grounded in the interpretive paradigm. Its logic of
inquiry was inductive because the conceptual framework was developed from participants’ professional experiences and
interpretations rather than tested against predetermined hypotheses. A multifaceted grounded theory methodology was
adopted, and data analysis followed the systematic paradigm model involving causal conditions, contextual conditions,
intervening conditions, a central phenomenon, action—interaction strategies, and consequences. The participants consisted
of 14 university professors, accounting scholars, and professionals with substantial academic or executive experience in
accounting, auditing, and financial reporting. Participants were selected during the first half of 2025 through a combination
of purposive and snowball sampling. Initially, experts who possessed recognized knowledge and experience directly related
to the research topic were deliberately invited. Subsequently, additional qualified participants were introduced by the initial
interviewees. Sampling and data collection continued until theoretical saturation was achieved and further interviews no
longer generated substantively new concepts. Data were gathered through in-depth, semi-structured interviews lasting

approximately 30 to 60 minutes. Before each interview, participants received a brief explanation of the study objectives and
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major questions. The flexible interview format allowed the researchers to pursue emerging issues while maintaining
consistency with the research questions. Interviews were recorded, transcribed, reviewed, and analyzed through open,
focused, axial, selective, and process coding. During open coding, meaningful statements were identified and assigned initial
conceptual labels. Similar and overlapping codes were then compared, condensed, and organized into higher-order
categories. Axial coding was used to establish relationships among the categories, while selective coding integrated them
around the central phenomenon. In the process-coding stage, the categories were organized into a coherent paradigmatic
framework. Trustworthiness was enhanced through prolonged engagement with participants, clarification of the researchers’
interpretations during interviews, repeated examination of recorded data, parallel coding by two researchers, and recoding
of a sample of interviews by an independent researcher familiar with qualitative methodology. The overall intercoder
agreement was approximately 91%, indicating acceptable dependability and consistency of the analytical procedure.

Findings

The data analysis resulted in the identification of six principal dimensions and 16 core components forming the contextual
framework of positive creative accounting. The causal conditions comprised four components: evolving environmental
requirements, limitations of conventional financial reporting frameworks, interpretive capacities of accounting standards,
and the need to reduce information asymmetry. Evolving environmental requirements included increasing investor
expectations, intensified competition in capital markets, the influence of emerging technologies, and expanding legal and
regulatory obligations. The limitations of conventional reporting frameworks involved the inadequacy of current standards
in addressing some contemporary transactions, excessive emphasis on historical quantitative items, separation between
traditional and integrated reporting, and the shortage of practical guidance for complex reporting situations. Interpretive
capacities included the right to select accounting policies, areas requiring professional judgment, continuing development of
reporting concepts, and the dynamic nature of accounting knowledge. The need to reduce information asymmetry
encompassed gaps in annual report content, the requirement to explain value-creation processes, growing demand for risk
disclosure, and the necessity of presenting a more realistic economic picture.

The contextual conditions consisted of strong corporate governance and internal controls, together with the technical and
professional capabilities of the financial team. Corporate governance was reflected in audit committee oversight,
institutionalized ethical values, effective internal control systems, and transparent related-party relationships. Technical and
professional capabilities included access to integrated software, management accounting expertise, continuous professional
development, and secure information-technology infrastructure. The intervening conditions included factors enhancing
innovation in financial reporting and factors constraining responsible creativity. Management support, quality-based reward
systems, interpretive guidance issued by professional institutions, and positive competitive pressure encouraged reporting
innovation, whereas excessive conservatism, considerable implementation costs, concerns over confidential information, and
uncertainty regarding regulators’ positions restricted responsible creativity.

The central phenomenon consisted of informational value creation and responsible forward-looking reporting.
Informational value creation involved the responsible exercise of accounting choices, development of innovative
measurement procedures, and integration of financial and nonfinancial information. Responsible forward-looking reporting
included presenting a balanced view of future conditions, supporting economic decision-making, and transparently disclosing

financial estimates. Two principal strategies were identified: developing financial report content and transforming the




ZALNEZHAD ET AL.

financial reporting process. Content-development strategies included constructing a coherent financial narrative, designing
key performance indicators, disclosing earnings quality and sustainability, presenting sensitivity analyses, and combining
historical and qualitative information. Process-transformation strategies included establishing multidisciplinary working
groups, strengthening supplementary internal controls, creating cycles for receiving users’ feedback, applying data-
visualization techniques, and seeking advisory opinions from auditors. The identified consequences were deeper financial
transparency, stronger accounting accountability, facilitation of long-term financial value creation, and improved financial
decision-making. These consequences were manifested through more understandable financial statements, higher-quality
disclosure, stronger independent auditing, reduced information gaps, increased managerial accountability, fairer policy
selection, greater capital-market trust, better resource allocation, enhanced organizational stability, improved assessment of
earnings quality, and more efficient capital allocation.

Discussion and Conclusion

The findings demonstrate that positive creative accounting should not be interpreted as an isolated accounting technique
or an unrestricted managerial privilege. Rather, it constitutes a context-dependent reporting process formed through the
interaction of environmental pressures, regulatory limitations, professional capabilities, governance structures,
organizational incentives, and stakeholder information needs. The causal conditions indicate that positive creative accounting
emerges partly because conventional financial reporting does not always capture the complexity, uncertainty, and value
drivers of contemporary organizations. Historical figures remain necessary, but they may be insufficient for users seeking to
understand intangible resources, strategic risks, sustainability, and future performance. Consequently, responsible creativity
can supplement conventional reporting by improving interpretation without altering the economic substance of
organizational events.

The contextual and intervening conditions clarify why identical accounting flexibility may generate different outcomes
across organizations. Where governance is weak, ethical standards are poorly institutionalized, and short-term performance
incentives dominate decision-making, accounting discretion may be used opportunistically. By contrast, effective audit
committees, competent financial teams, secure technologies, transparent internal controls, and explicit quality-oriented
incentives can redirect discretion toward informational improvement. Accordingly, the distinction between positive and
negative creative accounting does not depend solely on whether a reporting method is technically permitted. It also depends
on its purpose, transparency, consistency with economic reality, professional defensibility, and consequences for
stakeholders.

The central phenomenon identified in the study redefines accounting creativity around informational value creation and
responsible forward-looking reporting. In this interpretation, creativity is positive when it helps users understand how value
is produced, which assumptions influence estimates, what uncertainties affect future results, and how financial and
nonfinancial factors interact. The proposed strategies translate this conceptual orientation into practical reporting actions.
Developing coherent narratives, meaningful performance indicators, sensitivity analyses, and integrated information can
increase the explanatory capacity of reports. Multidisciplinary collaboration, user feedback, additional controls, auditor
consultation, and data visualization can simultaneously improve innovation and maintain accountability.

The consequences show that responsible creative accounting may strengthen rather than weaken financial reporting.

When professionally governed, it can enhance transparency, reinforce accountability, support long-term value creation, and
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improve financial decisions. Nevertheless, these outcomes are not automatic. They depend on maintaining a clear boundary
between legitimate innovation and opportunistic manipulation. The framework therefore provides a theoretical basis for
evaluating accounting creativity according to its institutional context, implementation process, and informational
consequences. In conclusion, positive creative accounting represents the responsible use of professional judgment and
reporting flexibility to improve the relevance, explanatory power, and decision usefulness of financial information. The
developed framework offers an integrated model through which organizations, regulators, auditors, and professional bodies
can promote innovation in financial reporting while preserving faithful representation, ethical responsibility, and stakeholder
trust.
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