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Abstract

:

This study investigates how corporate governance affects the financial reporting quality of selected banks in Iraq, focusing on the role of IFRS adoption. The research collected data from 298 questionnaires distributed among diverse private banks, including IS Bank, Vakif Bank, RT Bank, Cihan Bank, Bank of Iraq, and TD Bank. Sobel analysis was used to analyze the mediation between variables. The results demonstrate that IFRS adoption plays a positive mediating role in the relationship between corporate governance and financial reporting quality in private banks. The study highlights the practical benefits of implementing strong corporate governance practices and adopting IFRS, such as improved reporting quality, regulatory compliance, better decision-making, and enhanced reputation. Private banks in Iraq can utilize these findings to enhance their financial performance and reputation by shaping their accounting and governance policies. The research paper provides original insights into the positive impact of corporate governance on financial reporting quality while considering the mediating influence of IFRS adoption, making it a valuable contribution to the research community.
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1. Introduction


This study focuses on examining the impact of corporate governance on the financial reporting quality of banks in Iraq, specifically considering the mediating role of IFRS adoption. The adoption of International Financial Reporting Standards (IFRS) is expected to enhance the information content and relevance of financial statements [1]. By establishing universal norms and specialized accounting standards, IFRS represents a globally accepted set of accounting principles. In this study, IFRS is employed as a mediating variable between corporate governance practices and the quality of financial reporting. Corporate governance practices play a crucial role in the business sector by promoting robust auditing standards and enhancing the profitability of corporations. While corporate governance is typically treated as an independent variable and examined as a predictor of financial reporting quality, this study investigates the mediating factors involved [2].



The International Accounting Standards Committee (IASC) was responsible for establishing the International Accounting Standard (IAS) and overseeing its standards. The primary objective of the IASC is to regulate and minimize differences in local accounting standards, ensuring that financial statements can be compared across countries. This comparability enables investors, shareholders, and creditors to make informed decisions [3]. For financial reporting to be considered useful, it must possess certain qualitative characteristics such as relevance, reliability, verifiability, and understandability, among others. Relevance and faithful representation are fundamental characteristics, while the others serve as enhancing characteristics. The gradual adoption of IFRS began with credit institutions [4]. Before the adoption of IFRS, the Statement of Accounting Standard was used; however, it failed to account for agricultural activities, despite agriculture being a crucial sector in the country’s economy. Numerous studies have been conducted on the impact of IFRS on financial reporting quality in various sectors, including insurance and banks. However, there is a scarcity of research specifically focused on the influence of IFRS on financial reporting quality in banks in Iraq. Private banks, including banks, investment firms, and insurance banks, play a vital role in the economy and financial system. They are entrusted with managing clients’ financial assets and are therefore required to operate in a trustworthy, transparent, and accountable manner [1]. As a result, private banks in particular need strong corporate governance practices to fulfill their essential function.



Private banks rely on high-quality financial reporting as it provides precise, comprehensive, and up-to-date information about the institution’s financial performance and position. This information is crucial for stakeholders to make informed decisions, such as whether to invest, lend money, or engage in business with the bank [5]. Furthermore, the quality of financial reporting plays a vital role in building trust and confidence among stakeholders. Accurate and transparent reporting of the bank’s finances indicates effective management and financial stability. This fosters stakeholders’ faith in the institution and enhances their confidence in the future prospects of the bank.



The International Financial Reporting Standards (IFRS) play a crucial role in the financial industry as they provide a standardized framework for reporting financial information. This framework enables stakeholders to compare the financial performance and condition of different institutions, which is particularly significant for private banks operating in a global market with stakeholders from multiple countries [6]. Moreover, the principles-based nature of IFRS is essential for private banks. Unlike prescriptive regulations, IFRS allows businesses to exercise discretion in preparing their financial statements in collaboration with their accountants and auditors. This discretion can result in more meaningful and relevant financial information for stakeholders [7]. Additionally, the adaptability of IFRS to evolving market conditions is vital for private banks. The International Accounting Standards Board (IASB) regularly reviews and updates the IFRS to ensure their continued applicability and usefulness. This ensures that private banks can accurately reflect their current operations and financial condition in their financial reporting [8]. In summary, adhering to IFRS in private banks is of significant importance. It provides a consistent and principle-based structure for financial reporting, which is crucial for fostering trust and confidence among stakeholders [9].



Despite the growing significance of corporate governance and financial reporting quality, there is a notable research gap in the context of Iraq. This research addresses this gap in several important ways. Firstly, there is a scarcity of empirical studies that specifically investigate the relationship between corporate governance and the accuracy of financial reports in Iraq [10]. Furthermore, the existing literature has not adequately considered the unique challenges and characteristics of emerging markets such as Iraq concerning this topic. Therefore, this study contributes by examining this interaction within the Iraqi context, thereby filling this void and expanding our understanding in this area.



In the context of Iraq, there is a notable lack of studies that examine the role of IFRS as a mediator between corporate governance and the quality of financial reporting. Considering Iraq’s efforts to enhance its financial reporting practices and its adoption of IFRS, understanding how IFRS influences this dynamic is crucial. This study addresses this gap by investigating the moderating function of IFRS [11]. Furthermore, there is a scarcity of studies that effectively bridge the gap between theoretical findings and their practical applicability in the real world, particularly within the context of Iraq. Most studies in this field have been conducted in developed countries, leaving regulators, policymakers, and businesses in Iraq unaware of the real-world implications of corporate governance processes and financial reporting quality. This study fills this knowledge gap by providing concrete recommendations on how to enhance corporate governance and financial reporting in the Iraqi context [12].



The primary objective of this research is to investigate the moderating effect of IFRS on the relationship between corporate governance practices and financial reporting quality in Iraq. This study makes several significant contributions to the existing literature. Firstly, it provides empirical research specifically focusing on the link between corporate governance and financial reporting quality within the Iraqi context. By doing so, it addresses a gap in our understanding of corporate governance and financial reporting in developing markets, with a specific focus on Iraq, which has its own distinct economic, political, and cultural norms. Moreover, this research sheds light on how international accounting standards, such as IFRS, influence the connection between corporate governance and financial reporting quality. By examining IFRS’s intermediary function, it provides valuable insights into this relationship and enhances our understanding of the effects of IFRS adoption in various countries. In particular, it offers unique insights into the specific circumstances of Iraq, contributing to the growing body of literature on the impact of IFRS adoption [13].




2. Literature Review and Hypothesis Development


This section presents the relationship between the variables under study. It also provides a review of previous studies that have investigated the relationship between each variable and establishes the basis for formulating research hypotheses.



2.1. The Mediation Role of the Adoption of IFRS between Board Characteristics and Financial Reporting Quality


The relationship between board characteristics and financial reporting quality is mediated by the adoption and use of International Financial Reporting Standards (IFRS). Board characteristics encompass various factors such as the size, independence, experience, diversity, and tenure of a company’s board of directors, among others [14].



The quality of a company’s financial reporting refers to the accuracy, reliability, and relevance of the financial information it presents. It represents the extent to which the financial statements accurately reflect the economic reality of the organization and provide valuable information for stakeholders to make informed decisions [15].



The International Accounting Standards Board (IASB) developed a set of guidelines known as International Financial Reporting Standards (IFRS). Many countries have adopted IFRS as their primary accounting standard or are in the process of transitioning to it. The use of IFRS enhances the comparability, transparency, and overall quality of financial reporting [16].



Multiple prior studies provide evidence supporting the notion that the adoption of IFRS serves as a mediating factor in the relationship between board characteristics and financial reporting quality. In line with these findings, our hypothesis aims to test this assumption [17]. Consequently, the quality of financial reporting is influenced by board characteristics through the adoption of IFRS.



The adoption of IFRS enhances the transparency and comparability of financial statements by promoting consistency in accounting principles and disclosure practices. Consequently, this can lead to improved accuracy in financial reporting [18].



Good corporate governance is commonly associated with board attributes such as independence and experience. The adoption of IFRS can contribute to enhancing the quality of financial reporting by aligning the goals and practices of the board with global accounting standards. By adhering to IFRS, boards can ensure consistency and compliance with internationally recognized reporting guidelines, thereby promoting improved financial reporting quality [15].



Financial reports can now be interpreted with reduced subjectivity due to the standardized structure provided by IFRS. However, it is important to note that the implementation of IFRS still allows for expert discretion in certain situations. The quality of financial reporting can be influenced by the board’s expertise in applying professional judgment [19].



Data on board characteristics, including board size, independence, and experience, as well as financial reporting quality measures such as earnings quality and accrual quality, can be utilized to assess this hypothesis. Statistical methods such as mediation models or structural equation modeling can be employed to evaluate the mediating effect of IFRS adoption on the relationship between board qualities and financial reporting quality [20]. Based on the preceding discussion, the current study formulates the following research hypothesis, emphasizing the role of IFRS adoption as a mediator between board qualities and financial reporting quality.



H1. 

The adoption of IFRS has a mediating effect on the relationship between board characteristics and financial reporting quality.






2.2. The Mediation Role of the Adoption of IFRS between CEO Duality and Financial Reporting Quality


The relationship between CEO duality and the quality of financial reporting is influenced by the adoption of International Financial Reporting Standards (IFRS). CEO duality refers to the situation where one individual holds both the positions of CEO and Chairman of the Board of Directors, which grants significant influence over the board’s oversight and strategic decision-making process [14].



Financial reporting quality refers to the accuracy and relevance of a company’s reported financial information. It indicates how well the financial statements reflect the organization’s economic reality and how useful the information is for stakeholders in making decisions. The International Accounting Standards Board (IASB) developed International Financial Reporting Standards (IFRS), a set of guidelines that many countries now use as their primary accounting standard or are in the process of adopting. IFRS enhances comparability, transparency, and the overall quality of financial reporting [15].



Building on these concepts, the hypothesis proposes that the adoption of IFRS moderates the relationship between CEO duality and financial reporting quality. Therefore, the implementation of IFRS influences the quality of financial reporting in the presence of CEO duality. CEO duality can lead to increased concentration of power and reduced accountability within a company. However, the standardized accounting principles and disclosure practices provided by IFRS can promote transparency and accountability, ultimately improving the quality of financial reporting and mitigating the risks associated with having two CEOs [16].



Due to the significant impact of the CEO on board decisions, having a co-CEO structure may compromise the board’s ability to provide independent oversight. By adopting IFRS, companies can ensure that their financial reporting aligns with international standards and facilitates objective auditing by the board and audit committee. This can enhance the accuracy of financial statements. While expertise and judgment are necessary when applying IFRS, accountants are granted some discretion to exercise their professional judgment. IFRS adoption provides a framework for the board and finance personnel to apply professional judgment, reducing biases associated with a co-CEO structure and promoting more reliable financial reporting [17].



To evaluate this theory, researchers analyze the extent of IFRS adoption in a sample of companies, along with data on CEO duality (when the CEO also serves as the Chairman) and financial reporting quality metrics such as earnings quality and accrual quality. Statistical methods such as mediation models or structural equation modeling can be used to assess the mediating effect of IFRS adoption on the relationship between CEO duality and financial reporting quality. Furthermore, the relationship between CEO duality and the quality of financial reporting is influenced by the use of IFRS [18]. Based on the preceding discussion, the following research hypotheses were formulated for the current study.



H2. 

The adoption of IFRS has a mediating effect on the relationship between CEO duality and financial reporting quality.






2.3. The Mediation Role of the Adoption of IFRS between Ownership Structure and Financial Reporting Quality


The use of International Financial Reporting Standards (IFRS) acts as a mediating factor in the relationship between ownership structure and financial reporting quality. Ownership structure encompasses elements such as controlling shareholders, institutional ownership, and ownership concentration, which can influence an organization’s decision-making and governance practices [19].



Financial reporting quality refers to the accuracy and relevance of a company’s reported financial information. It reflects how well the financial statements depict the economic reality of the organization and the usefulness of the information for stakeholders in making decisions. International Financial Reporting Standards (IFRS), developed by the International Accounting Standards Board (IASB), are widely adopted as the de facto accounting standard by many countries or are in the process of adoption. IFRS enhances comparability, transparency, and the overall quality of financial reporting [20].



This hypothesis is grounded in the aforementioned concepts, suggesting that the adoption of IFRS mediates the relationship between ownership structure and financial reporting quality. It implies that the impact of ownership structure on financial reporting quality is influenced by the adoption of IFRS [16].



Adopting IFRS promotes openness and comparability in financial statements by fostering uniformity in accounting principles and disclosure practices. This is particularly beneficial in situations involving concentrated ownership structures or controlling shareholders as it reduces the risk of information asymmetry and enhances the credibility of financial statements. Harmonizing reporting practices helps minimize discrepancies in reporting standards or procedures based on the ownership structure of a company. By adopting IFRS, businesses can standardize their financial reporting, making it more consistent and comparable across banks of various sizes and ownership types. This has the potential to improve the accuracy of future financial reports [20].



A well-structured ownership hierarchy contributes to improved corporate accountability and transparency. Through the establishment of a uniform framework for financial reporting, IFRS adoption can enhance governance and accountability. This, in turn, can improve the quality of financial reporting by increasing the likelihood that companies with different ownership structures adhere to the same standards. To test this hypothesis, researchers can collect data from a representative sample of companies, including information on their adoption and degree of IFRS implementation, ownership structures (e.g., ownership concentration, presence of controlling shareholders), and financial reporting quality metrics (e.g., earnings quality, accruals quality). Financial reporting quality and ownership structure are both factors that can be analyzed statistically to evaluate the mediating influence of IFRS adoption [21]. Based on the literature review and previous studies, the following research hypothesis was formulated for the current study.



H3. 

The adoption of IFRS has a mediating effect on the relationship between ownership structure and financial reporting quality.






2.4. The Mediation Role of the Adoption of IFRS between Audit Committee Independence and Financial Reporting Quality


The implementation of International Financial Reporting Standards (IFRS) acts as a mediator in the relationship between the independence of audit committees and the quality of financial reporting. Audit committee independence refers to the extent to which committee members are free from conflicts of interest and have the ability to exercise unbiased judgment while overseeing the financial reporting process. Independent audit committees are crucial for effective corporate governance and ensuring the accuracy of financial disclosures [22].



Financial reporting quality relates to the accuracy, clarity, and reliability of a company’s disclosed financial information. It signifies the extent to which financial reports accurately reflect the true economic condition of the organization and provide valuable insights to stakeholders for informed decision-making [2].



The International Accounting Standards Board (IASB) has developed a set of accounting standards known as International Financial Reporting Standards (IFRS). Many countries worldwide have adopted or harmonized with IFRS as their national accounting principles. The primary objective of IFRS implementation is to enhance standardization, clarity, and excellence in financial disclosure [23].



The hypothesis suggests that the implementation of IFRS serves as a mediator in the relationship between the independence of audit committees and the quality of financial reporting. The adoption of IFRS is influenced by the independence of the audit committee, which subsequently impacts the quality of financial reporting [10].



Establishing a standardized framework for oversight is crucial for effective governance and management practices. Such a framework provides a consistent and systematic approach to monitor and evaluate organizational performance, thereby promoting transparency and accountability. Independent audit committees play a critical role in overseeing the financial reporting process and ensuring its integrity. Implementing IFRS provides a uniform structure for presenting financial information, thereby streamlining the audit committee’s supervisory function. By adhering to globally accepted standards, audit committees can more effectively assess and enhance the quality of financial reporting through the adoption of IFRS [24].



Promoting transparency and comparability in financial reporting can be facilitated by ensuring the independence of the audit committee, which has been found to be positively correlated with the implementation of more rigorous financial reporting practices. Adopting IFRS facilitates transparency and comparability by providing consistent accounting policies and disclosure practices. Aligning financial reporting practices with international standards through IFRS adoption enables independent audit committees to more efficiently evaluate financial reporting quality. This harmonization can improve the committee’s ability to fulfill its supervisory role [5].



International Financial Reporting Standards (IFRS) allow for the exercise of professional judgment in certain accounting domains, recognizing the importance of professional expertise. Independent audit committees with diverse expertise can leverage their professional judgment to ensure that financial statements comply with IFRS criteria. This has the potential to enhance the quality of financial reporting and improve its overall caliber [25]. Based on previous studies, the following hypothesis was formulated for the current study.



H4. 

The adoption of IFRS has a mediating effect on the relationship between audit committee independence and financial reporting quality.






2.5. The Mediation Role of the Adoption of IFRS between Accountability Structure and Financial Reporting Quality


The term “accountability structure” refers to the internal systems and processes within a company that promote transparency, accountability, and responsibility. This includes reporting structures and methods for evaluating employee performance. An effective accountability structure is crucial for safeguarding the credibility of financial statements and encouraging responsible corporate behavior [26].



The quality of financial reporting can be assessed based on the reliability and accuracy of the company’s financial data. This metric reflects how well the financial statements portray the organization’s economic reality and provide stakeholders with useful information for decision-making [26].



The International Accounting Standards Board (IASB) has developed internationally recognized accounting standards known as International Financial Reporting Standards (IFRS). Adopting IFRS has the potential to enhance the quality, consistency, and transparency of financial reporting worldwide. According to the theory, the adoption of IFRS moderates the relationship between the accountability structure and the quality of financial reporting. Consequently, the accountability structure influences the quality of financial reporting by promoting the use of IFRS [17].



By adopting IFRS, businesses can establish consistent accounting policies and disclosure practices, which contribute to an efficient accountability structure. This facilitates open and comparable financial reporting. Improved internal controls are another benefit of an effective accountability structure. Aligning business procedures with the internationally recognized standards of IFRS strengthens internal control mechanisms, ensuring reliable financial reporting. This alignment enhances the efficiency of internal controls, thereby improving the quality of financial reporting [14].



Adopting IFRS, a globally recognized reporting methodology, can enhance stakeholder confidence in financial statements, thus reinforcing trust and credibility in the organization. The credibility gained from adopting IFRS enhances the integrity of all financial reports [15].



To test this hypothesis, researchers can gather data on the adoption rates of IFRS, financial reporting quality metrics (such as accuracy, transparency, and reliability), and the elements of accountability structures (such as internal control mechanisms, reporting lines, and performance evaluation processes) from a sample of companies. Statistical methods such as mediation models or structural equation modeling can be employed to evaluate the mediating effect of IFRS adoption on the relationship between the accountability structure and the quality of financial reporting. Based on prior studies, this investigation proposes the following hypothesis [16].



H5. 

The adoption of IFRS has a mediating effect on the relationship between accountability structure and financial reporting quality.






2.6. The Mediation Role of the Adoption of IFRS between Directors’ Competency and Financial Reporting Quality


The term “competency” in relation to directors refers to the collective knowledge, skills, and expertise possessed by the board members of a company [27]. Competent directors are expected to have a comprehensive understanding of financial reporting principles, regulations, and best practices. Their proficiency is crucial in overseeing the financial reporting process and ensuring the accuracy and reliability of financial statements [15].



Financial reporting quality relates to the level of accuracy, clarity, and reliability of financial information disclosed by a company. It signifies how well financial reports reflect the economic state of the organization and provide valuable insights to stakeholders for informed decision-making [18].



The adoption of International Financial Reporting Standards (IFRS) refers to the incorporation and application of universally recognized accounting standards developed by the International Accounting Standards Board (IASB). The adoption of IFRS aims to enhance the consistency, clarity, and excellence of financial reporting on a global scale [19]. The proposed hypothesis suggests that the implementation of IFRS acts as a mediator in the relationship between the competency of directors and the quality of financial reporting. The adoption of IFRS is influenced by the directors’ competency, which in turn affects the quality of financial reporting [20].



Competent directors possess a thorough understanding of financial reporting principles, including IFRS. Their proficiency enables them to effectively interpret and apply IFRS regulations while overseeing the financial reporting process [28]. The implementation of IFRS provides a standardized framework that aligns with the competency of the board members, leading to an enhanced level of financial reporting excellence [29].



An essential aspect of corporate governance is the ability of competent directors to possess the necessary skills and knowledge to provide effective oversight and guidance in financial reporting matters [30,31,32]. Individual proficiency in IFRS can help detect potential reporting discrepancies, ensure compliance with established guidelines, and maintain the accuracy and reliability of financial records [33]. The implementation of IFRS strengthens directors’ responsibility to advance precise and dependable financial reporting [20].



The ability to make informed decisions based on reliable information is crucial. Directors who possess the necessary competency are better equipped to understand the complexities of financial reporting and assess the accuracy and reliability of financial data [34]. The adoption of IFRS provides directors with access to standardized and comparable financial information, facilitating informed decision-making based on high-quality information. Consequently, this leads to an improvement in the quality of financial reporting [21].



To examine this hypothesis, researchers can gather information on directors’ competency (such as qualifications, expertise, and experience), metrics related to the quality of financial reporting (including accuracy, transparency, and reliability), and the extent of IFRS implementation within a representative sample of companies [22].



Statistical techniques such as mediation models or structural equation modeling can be employed to evaluate the mediating impact of IFRS adoption on the relationship between directors’ competency and financial reporting quality [35]. The present study aims to investigate the potential influence of IFRS adoption on the association between directors’ competency and financial reporting quality. Specifically, the study seeks to determine whether the adoption of IFRS acts as a mediator in this relationship, thereby influencing its significance [2].The following research hypothesis is derived from the preceding analysis:



H6. 

The adoption of IFRS has a mediating effect on the relationship between directors’ competency and financial reporting quality.






2.7. Conceptual Framework


The figure below depicts the research model for the current study, illustrating the relationships among variables (Figure 1):



The research model represents the theoretical framework guiding the investigation and identifies the variables involved in the study. It visualizes the connections and dependencies among these variables, providing a clear overview of the proposed relationships.





3. Materials and Methods


To investigate the mediating role of IFRS adoption between corporate governance and the quality of financial reporting in private banks located in Erbil, a quantitative study technique would be employed, following several important stages. The first step involves planning the research project, including selecting the research method, determining the sample size, and deciding on the data collection methods. In this case, a quantitative research design would be appropriate, and data could be collected through surveys or reliable sources such as financial reports. The next stage is selecting the sample population, determining which private banks in Erbil, Iraq, will be included in the study. This can be accomplished through random sampling or purposeful sampling if specific criteria need to be met. Once the sample is chosen, data can be collected using questionnaires, financial records, and other relevant sources. It is crucial to gather information on corporate governance processes, IFRS adoptions, and the quality of financial reporting. After data collection, the information can be analyzed using statistical methods such as regression analysis to identify the relationship between good corporate governance, the adoption of IFRS, and the quality of financial reporting. Additionally, mediation analysis can be applied to explore the role of IFRS adoption in moderating conflicts. The subsequent stage involves analyzing the research findings and drawing conclusions regarding the connection between good corporate governance, the adoption of IFRS, and the quality of financial reporting in private banks located in Erbil. These findings can serve as the basis for recommendations aimed at improving the quality of financial reporting within these organizations. By following this systematic approach, the study can effectively investigate the mediating role of IFRS adoption between corporate governance and the quality of financial reporting in private banks in Erbil, Iraq. The outcomes of the research can provide valuable insights and recommendations to enhance financial reporting practices in the private banking sector.



3.1. Sample Size and Sampling Method


For this study, the researchers employed two distinct samples, each intended to capture different aspects of the population and its characteristics. A random sampling method was utilized to gather information from employees of various private banks in Erbil. The term “simple random sample” refers to the selection of data made entirely at random. This approach was used to ensure a representative sample from the total number of banks in Iraq. Only publicly available and archived databases containing non-sensitive information were utilized in this investigation.



The researchers collected a total of 298 questionnaires from selected private banks to conduct their study. The chosen banks included IS Bank, Vakif Bank, RT Bank, Cihan Bank, Bank of Iraq, and TD Bank. These banks were selected to provide a diverse representation of institutions, considering factors such as geographical location and size.



The selection of the above private banks was based on various criteria, including their size, market share, financial performance, and other relevant factors that make them suitable for the study. The decision was also influenced by considerations such as their presence in a specific geographic area, their focus on serving a particular customer segment, or significant events or changes they have experienced, making them interesting subjects for examination. By including a diverse range of private banks in the study, the researcher aimed to obtain a comprehensive understanding of the relationship between corporate governance, IFRS adoption, and the quality of financial reporting in Erbil’s private banking sector.




3.2. Data Collection


As mentioned earlier, a questionnaire was utilized in the study as part of a quantitative approach to analyzing the gathered data. SPSS version 28 was employed for data analysis. A questionnaire is a structured set of questions designed to gather information from employees working at the selected banks. This method is commonly used in research studies. The questionnaire utilized in this study was adapted from previously published research. The questionnaire consisted of two main parts. In the first part, participants were asked to provide basic demographic information such as age, level of education, gender, and marital status. This information helps in understanding the characteristics of the participants and their potential influence on the variables under investigation. The second part of the questionnaire focused on six dimensions of corporate governance, namely board characteristics, CEO duality, ownership structure, audit committee independence, accountability structure, and directors’ competency. Additionally, participants were asked about the adoption of International Financial Reporting Standards (IFRS) and the quality of financial reporting. By including these dimensions in the questionnaire, the study aimed to capture the various aspects of corporate governance and their potential impact on the quality of financial reporting in the selected banks. This comprehensive approach allowed for a thorough examination of the factors under investigation.





4. Results


The table presents the distribution of participants by gender, age, and education level in a sample size of 298 individuals. Out of the total sample, 56.38% are male, while 43.62% are female. Regarding age distribution, the table provides information on the number of participants in different age ranges. In the 20–29 age range, there are 82 participants, representing approximately 27.52% of the sample. The 30–39 age range consists of 53 participants, accounting for 17.79% of the sample. In the 40–49 age range, there are 55 participants, representing 18.46% of the sample. The 50–59 age range includes 65 participants, making up 21.81% of the sample. Lastly, the 60–69 age range comprises 43 participants, accounting for 14.43% of the sample. In terms of education levels, the table provides the number of participants in different categories. There are 22 participants with a diploma, 113 with a bachelor’s degree, 85 with a master’s degree, 65 with a doctoral degree, and 13 with some other type of advanced degree. The percentages represent the distribution of participants across these education categories. Specifically, 7.38% of participants have a high school diploma, 37.92% have a bachelor’s degree, 28.52% have a master’s degree, 21.81% have a doctoral degree, and 4.36% have some other type of advanced degree as seen in Table 1.



Reliability analysis is a statistical method that assesses the consistency and dependability of a set of measurements. Table 2 presents the reliability statistics for various dimensions of corporate governance were obtained using Cronbach’s alpha. For the dimension of board characteristics, the Cronbach alpha value was 0.749, based on eight questions used to measure these characteristics. Similarly, the dimension of CEO duality had a Cronbach alpha value of 0.751, measured using eight questions. The dimension of ownership structure yielded a Cronbach alpha value of 0.769, with eight questions measuring this aspect of corporate governance. The audit committee independence dimension had a Cronbach alpha value of 0.774, based on eight questions. The accountability structure dimension had a Cronbach alpha value of 0.719, with eight questions measuring it. The directors’ competency dimension had a Cronbach alpha value of 0.733, assessed using eight questions. The adoption of IFRS, acting as a mediator, had a Cronbach alpha value of 0.758, measured with eight questions. Finally, the financial reporting quality dimension, considered as an independent variable, yielded a Cronbach alpha value of 0.791, based on eight questions. These reliability results demonstrate the consistency and dependability of all variables and questions employed in this study.



The statistical method known as correlation analysis is employed to evaluate the nature and connection that exists between two or more independent variables. The findings of the correlation analysis revealed significant correlations between various variables and reporting financial quality. Table 3 presents the Pearson correlation coefficient between board characteristics and reporting financial quality was found to be 0.609 **, indicating a strong correlation. Similarly, the Pearson correlation coefficients between CEO duality and reporting financial quality, ownership structure and reporting financial quality, audit committee and reporting financial quality, accountability structure and reporting financial quality, director’s competency and reporting financial quality, and adoption of IFRS and reporting financial quality were 0.623 **, 0.598 **, 0.572 **, 0.633 **, 0.651 **, and 0.593 ** respectively, all of which demonstrated significant correlations. It is noteworthy that the results of the correlation analysis indicated a significant correlation among all variables.



Confirmatory Factor Analysis (CFA)


The CFA model incorporates 17 indicators and 6 elements within its measurement framework, as illustrated in Figure 2.



In this study, as indicated in the table above, a value of p < 0.05 (i.e., p < 0.05) signifies statistical significance and enables the rejection of the null hypothesis. Based on the aforementioned information, the estimated model results strongly support the six hypotheses. Table 4 presents the status of four hypotheses in the final structural model:



The term “direct effect” is employed in structural modeling to describe the relationship between two variables. Table 5 presents the results reveal that all six variables demonstrated a positive and significant impact on financial reporting quality.



Researchers inferred that changes to IFRS had a significant indirect effect, suggesting that revisions in IFRS mediate the relationship between corporate governance and financial reporting quality in certain banks as seen in Table 6.



Table 7 presents the summary of the hypotheses testing results. Prior research has extensively explored the individual impacts of corporate governance mechanisms and the adoption of International Financial Reporting Standards (IFRS) on financial reporting quality. There is a positive correlation exists between board independence and the quality of financial reporting [36,37,38,39]. According to Ref. [26] have highlighted the favorable influence of effective audit committees on financial reporting quality. Additionally, Ref. [25] have presented evidence supporting the positive impact of robust shareholder rights on financial reporting quality [40,41,42,43,44,45].



Furthermore, researchers have investigated the potential mediating role of IFRS in the relationship between corporate governance and financial reporting quality [46,47,48,49,50]. Ref. [23] found that the implementation of IFRS acts as a mediator between board independence and financial reporting quality. Ref. [29] identified IFRS as a significant mediator in the association between audit committee effectiveness and financial reporting quality [24,27,31,32,51,52,53]. These studies collectively provide support for the intermediary function of IFRS in enhancing the quality of financial reporting [52,54,55,56,57].





5. Conclusions


The aim of this research was to examine the mediating role of IFRS in the relationship between corporate governance and financial reporting quality, focusing specifically on the context of Iraq. The research aimed to shed light on the impact of IFRS adoption on enhancing financial reporting quality within the framework of corporate governance practices. The findings contribute to our understanding of the interplay among corporate governance, IFRS adoption, and the quality of financial reports. The results indicate that the adoption of IFRS moderates the link between corporate governance and financial reporting quality, suggesting that implementing IFRS improves the effectiveness of corporate governance practices in ensuring high-quality financial reporting. The study highlights the importance of strong corporate governance practices to promote transparency, accountability, and reliable financial reporting. Independent audit committees, qualified directors, and robust internal control procedures are essential components of efficient corporate governance. By providing a standardized framework for financial reporting, IFRS enhances transparency and facilitates meaningful comparisons.



However, the study has certain limitations that should be acknowledged. The results may not be generalizable to other financial institutions or countries due to the small sample size of private banks in Iraq. Self-reported data may introduce biases due to response tendencies. Further research is necessary to establish causation and control for potential confounding factors. Increasing the sample size by including a wider range of banks or businesses and employing more rigorous research methods are potential avenues for future studies in this field. Longer-term research can provide insights into the effects of IFRS adoption and the evolving nature of corporate governance practices. Comparative studies across countries can offer a better understanding of the global effects of corporate governance and IFRS on financial reporting quality.



Finally, this research addresses a gap in the literature by demonstrating the mediating impact of IFRS adoption on corporate governance and financial reporting quality. It emphasizes the importance of robust corporate governance practices and standardized reporting frameworks in achieving accurate and transparent financial reporting, thereby building trust among investors and facilitating informed business decisions.



5.1. Theoretical Implication


The study’s findings on the mediating role of IFRS adoption between corporate governance and financial reporting quality in private banks have significant theoretical implications. The results support the agency theory, which suggests that agency problems between managers and shareholders can be mitigated through effective corporate governance mechanisms. The adoption of IFRS has the potential to enhance corporate governance processes by promoting transparency, comparability, reducing information asymmetry, and aligning the interests of management and shareholders.



Institutional theory is also relevant as the study focuses on Iraq, a country that has implemented and adhered to International Financial Reporting Standards (IFRS) as an international accounting standard. The adoption of IFRS by private banks in Iraq can be seen as an effort to conform to global accounting standards and comply with regulatory requirements, reflecting the influence of institutional factors.



The study also contributes to stakeholder theory, emphasizing the importance of meeting the needs and expectations of various stakeholders, including investors, customers, employees, and regulators. Financial reporting accuracy is crucial for stakeholders as it provides information about the financial health and operational performance of private banks. The application of IFRS and good corporate governance practices has the potential to improve the quality of financial reporting, thus meeting stakeholders’ requirements.



Overall, this research enhances our understanding of the relationship between corporate governance, IFRS adoption, and financial reporting accuracy in private banks. The findings have implications for theoretical frameworks such as agency theory, institutional theory, and stakeholder theory, and they provide direction for further exploration in these areas.




5.2. Practical Implication


The following is a summary of the practical implications that can be derived from the mediating role of IFRS adoption between corporate governance and the quality of financial reporting in private banks. The study findings suggest that the adoption of International Financial Reporting Standards (IFRS) and the implementation of policies promoting good corporate governance can lead to improvements in the accuracy, transparency, and comparability of financial reporting in private banks. Therefore, it would be advantageous for private banks to adopt IFRS and establish robust corporate governance processes to enhance the quality of their financial reporting.



Compliance with regulatory requirements: International Financial Reporting Standards (IFRS) is an internationally recognized accounting standard mandated by regulatory authorities in many countries, including Iraq. By adopting IFRS, financial institutions can ensure compliance with regulatory standards and avoid penalties or sanctions.



Enhanced reputation and credibility: Private banks that consistently produce high-quality financial reports are likely to enhance their reputation and credibility among stakeholders, including investors, customers, and regulators. The effort and expertise required to produce high-quality financial reports demonstrate the bank’s commitment to transparency and reliability, which can result in increased trust, loyalty, and investment in the organization.



Increased confidence in decision-making: Accurate and transparent financial reporting can instill confidence in decision-making by providing stakeholders with reliable information about the institution’s financial health and performance. This can lead to improved decision-making for managers, informed investment decisions for investors, and well-informed regulatory decisions.



Overall, the study highlights the practical benefits of adopting IFRS and implementing strong corporate governance procedures in private banks in Iraq. Specifically, it emphasizes the advantages within the context of good corporate governance. These benefits include improved financial reporting quality, compliance with regulatory standards, enhanced decision-making, and a bolstered reputation and credibility. Therefore, private banks in Iraq can utilize the study findings to inform their accounting and governance policies, thereby improving their financial performance and reputations.




5.3. Research Limitations


Based on the findings, the researchers acknowledged the following limitations of the study:



Sample size and generalizability: The data for this study were obtained from a specific set of private Iraqi banks, namely IS Bank, Vakif Bank, RT Bank, Cihan Bank, Bank of Iraq, and TD Bank. While these banks provide valuable insights, the findings may not be representative of the entire banking industry in Iraq or applicable to other countries. The small sample size restricts the ability to make broad generalizations based on the study’s results.



Causality and mediation: Establishing causality and understanding the mediation effects requires a comprehensive examination of all relevant factors. While this research focuses on the impact of IFRS adoption on the relationship between corporate governance and financial reporting quality, it is important to consider other factors that may influence this relationship. Unobserved variables or alternative hypotheses can affect the magnitude and direction of the hypothesized mediation effects.



External factors and contextual differences: The study specifically explores the mediating role of IFRS adoption in Iraq. However, it is essential to recognize that different countries may have varying corporate governance practices, financial reporting regulations, and contextual factors. The findings of this study may not directly apply to other regions or countries with distinct governance systems and reporting standards.



These limitations indicate the need for further research with larger and more diverse samples, rigorous study designs, and consideration of contextual factors to enhance the generalizability and depth of understanding in the field of corporate governance, IFRS adoption, and financial reporting quality.




5.4. Future Studies


Future studies in this area could explore the following aspects:



Conduct an analysis to determine the enduring consequences of the adoption of International Financial Reporting Standards (IFRS) on the quality of financial reporting in private banks. Assess if the initial enhancements observed are sustained over a prolonged period of time and identify any possible obstacles or constraints that emerge during the ongoing execution of the project.



Perform a comparative analysis between private banks that have implemented International Financial Reporting Standards (IFRS) and those that have not. Analyze the disparities in the quality of financial reporting and evaluate the specific advantages that the implementation of International Financial Reporting Standards (IFRS) offers to corporate governance procedures.



Explore additional corporate governance mechanisms that can enhance the quality of financial reporting, beyond board size, board independence, and audit committee effectiveness. Examine the potential synergistic effects that may arise from the interplay of these mechanisms and the implementation of International Financial Reporting Standards (IFRS).
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Figure 1. Research model by the authors (2023). 
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Figure 2. Path diagram. 
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Table 1. Demographic analysis.
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Gender




	

	
Frequency

	
Percent






	
Male

	
168

	
56.38%.




	
Female

	
130

	
43.62%.




	
Total

	
298

	
100.0




	
Age




	
20–29

	
82

	
27.52%




	
30–39

	
53

	
17.79%




	
40–49

	
55

	
18.46%




	
50–59

	
65

	
21.81%




	
60–69

	
43

	
14.43%




	
Total

	
298

	
100.0




	
Level of Education




	
Diploma

	
22

	
7.38%




	
Bachelor

	
113

	
37.92%




	
Master

	
85

	
28.52% 65




	
PhD

	
65

	
21.81%




	
Others

	
13

	
4.36%




	
Total

	
298

	
100.0








Source: By the authors, 2023.
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Table 2. Reliability statistics.






Table 2. Reliability statistics.





	

	
Reliability Statistics

	




	
Variables

	
Cronbach Alpha

	
n of Items






	
Board Characteristics

	
0.749

	
8




	
CEO Duality

	
0.751

	
8




	
Ownership Structure

	
0.769

	
9




	
Audit Committee Independence

	
0.774

	
8




	
Accountability Structure

	
0.719

	
9




	
Directors’ competency

	
0.733

	
10




	
Adoption of IFRS

	
0.758

	
8




	
Financial Reporting Quality

	
0.791

	
10








Source: By the authors, 2023.
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Table 3. Correlation analysis.






Table 3. Correlation analysis.





	
Correlation




	

	

	
BC

	
CD

	
OS

	
AC

	
AS

	
DC

	
AI

	
RFQ






	
Board Characteristics (BC)

	
Pearson Correlation

	
1

	

	

	

	

	

	

	




	
Sig. (2-tailed)

	

	

	

	

	

	

	

	




	
n

	
298

	

	

	

	

	

	

	




	
CEO Duality (CD)

	
Pearson Correlation

	
0.489 **

	
1

	

	

	

	

	

	




	
Sig. (2-tailed)

	
0

	

	

	

	

	

	

	




	
n

	
298

	
298

	

	

	

	

	

	




	
Ownership Structure (OS)

	
Pearson Correlation

	
0.594 **

	
0.601 **

	
1

	

	

	

	

	




	
Sig. (2-tailed)

	
0.000

	
0.000

	

	

	

	

	

	




	
n

	
298

	
298

	
298

	

	

	

	

	




	
Audit Committee (AC)

	
Pearson Correlation

	
0.431 **

	
0.564 **

	
0.617 **

	
1

	

	

	

	




	
Sig. (2-tailed)

	
0.000

	
0.000

	
0.000

	

	

	

	

	




	
n

	
298

	
298

	
298

	
298

	

	

	

	




	
Accountability Structure (AS)

	
Pearson Correlation

	
0.573 **

	
0.648 **

	
0.544 **

	
0.622 **

	
1

	

	

	




	
Sig. (2-tailed)

	
0.000

	
0.000

	
0.000

	
0.000

	

	

	

	




	
n

	
298

	
298

	
298

	
298

	
298

	

	

	




	
Director’s Competency (DC)

	
Pearson Correlation

	
0.668 **

	
0.539 **

	
0.448 **

	
0.395 **

	
0.366 **

	
1

	

	




	
Sig. (2-tailed)

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	

	

	




	
n

	
298

	
298

	
298

	
298

	
298

	
298

	

	




	
Adoption of IFRS (AI)

	
Pearson Correlation

	
0.294 **

	
0.471 **

	
0.578 **

	
0.679 **

	
0.647 **

	
0.575 **

	
1

	




	
Sig. (2-tailed)

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	

	




	
n

	
298

	
298

	
298

	
298

	
298

	
298

	
298

	




	
Reporting Financial Quality (RFQ)

	
Pearson Correlation

	
0.609 **

	
0.623 **

	
0.598 **

	
0.572 **

	
0.633 **

	
0.651 **

	
0.593 **

	
1




	
Sig. (2-tailed)

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	
0.000

	




	
n

	
298

	
298

	
298

	
298

	
298

	
298

	
298

	
298








** Correlation is significant at the 0.01 level (2-tailed). Source: By the authors, 2023.
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Table 4. Estimates of the structural equation model.
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	Item
	S.R.W
	S.E.
	C.R.
	p





	Board Characteristics
	0.701
	0.036
	6.881
	***



	CEO Duality
	0.723
	0.033
	5.312
	***



	Ownership Structure
	0.699
	0.036
	10.313
	***



	Audit Committee Independence
	0.714
	0.076
	11.382
	***



	Accountability Structure
	0.801
	0.035
	10.739
	***



	Directors’ competency
	0.872
	0.032
	5.675
	***



	Adoption of IFRS
	0.814
	0.039
	7.569
	***



	Corporate Governance
	0.787
	0.041
	6.734
	***



	Financial Reporting Quality
	0.773
	0.039
	4.643
	***







*** Significant level. Source: By the authors, 2023.
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Table 5. Direct effect in structural model.
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Path

	
Effect Coefficient

	
S.E.

	
C.R.

	
p






	
Board Characteristics

	
<---

	
Financial Reporting Quality

	
0.576

	
0.042

	
2.51

	
***




	
CEO Duality

	
<---

	
Financial Reporting Quality

	
0.753

	
0.043

	
2.445

	
***




	
Ownership Structure

	
<---

	
Financial Reporting Quality

	
0.613

	
0.028

	
6.338

	
***




	
Audit Committee Independence

	
<---

	
Financial Reporting Quality

	
0.753

	
0.029

	
4.352

	
***




	
Accountability Structure

	

	
Financial Reporting Quality

	
0.611

	
0.38

	
3.489

	
***




	
Directors’ competency

	

	
Financial Reporting Quality

	
0.732

	
0.026

	
2.371

	
***








*** Significant level. Source: By the authors, 2023.
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Table 6. Results of the mediation hypotheses.
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	Hypotheses
	Direction
	Indirect
	p Value
	Mediation





	H1
	BC → IFRS → FRQ
	0.519 **
	0.000
	Supported



	H2
	CD → IFRS → FRQ
	0.623 **
	0.000
	Supported



	H3
	OS → IFRS → FRQ
	0.701 **
	0.000
	Supported



	H4
	ACI → IFRS → FRQ
	0.663 **
	0.000
	Supported



	H5
	AS → IFRS → FRQ
	0.599 **
	0.000
	Supported



	H6
	DC → IFRS → FRQ
	0.801 **
	0.000
	Supported







** p < 0.01. Source: By the authors, 2023.
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Table 7. Summary of hypotheses testing result.






Table 7. Summary of hypotheses testing result.





	No. of

Hypotheses
	Hypothesis Statement
	Status





	H1
	H1: The adoption of IFRS has a mediating effect on the relationship between board characteristics and financial reporting quality.
	Accepted



	H2
	H2: The adoption of IFRS has a mediating effect on the relationship between CEO duality and financial reporting quality.
	Accepted



	H3
	H3: The adoption of IFRS has a mediating effect on the relationship between ownership structure and financial reporting quality.
	Accepted



	H4
	H4: The adoption of IFRS has a mediating effect on the relationship between audit committee independence and financial reporting quality
	Accepted



	H5
	H5: The adoption of IFRS has a mediating effect on the relationship between accountability structure and financial reporting quality.
	Accepted



	H6
	H6: The adoption of IFRS has a mediating effect on the relationship between directors’ competency and financial reporting quality.
	Accepted







Source: By the authors, 2023.
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