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ABSTRACT
The study aims to investigate the relationship between board characteristics, earnings 
management, insolvency risk, and corporate social responsibility (CSR). The first objective 
examines the relationship between the board of directors’ characteristics (i.e. board 
financial expertise, ownership concentration, and board size) and earnings management 
during the ISIS (Islamic State of Iraq and Syria) crisis, and the second discusses earnings 
management and insolvency risk of local banks. Third, this research aims to consider 
earnings management as a mediator between board characteristics and insolvency risk, 
while the fourth purpose is to consider CSR involvement as a moderator in the 
relationship between earnings management and insolvency risk. To achieve these 
objectives, a quantitative method and secondary data were used on 35 banks from 
2010 to 2020. Data from Iraqi-listed firms’ annual reports and Smart PLS were employed 
for analysis. The analysis results demonstrated that the relationship between board 
characteristics (board financial expertise, concentration of ownership, and board size) 
had negative impacts on earnings management and a significant negative impact on 
insolvency risk. Correspondingly, earnings management mediated between board 
characteristics (board financial expertise, the concentration of ownership, and board 
size) and insolvency risk. Furthermore, CSR was an impactful moderator in the 
relationship between earnings management and insolvency risk.

IMPACT STATEMENT
This research has investigated the relationship between board characteristics, earnings 
management, insolvency risk, and corporate social responsibility (CSR). The first objective 
examines the relationship between the board of directors’ characteristics (i.e. board 
financial expertise, ownership concentration, and board size) and earnings management 
during the ISIS (Islamic State of Iraq and Syria) crisis, and the second discusses earnings 
management and the insolvency risk of local banks. Third, this research aims to consider 
earnings management as a mediator between board characteristics and insolvency risk, 
while the fourth purpose is to consider CSR involvement as a moderator in the 
relationship between earnings management and insolvency risk. To achieve these 
objectives, a quantitative method and secondary data were used on 35 banks from 
2010 to 2020. Data from Iraqi-listed firms’ annual reports and Smart PLS were employed 
for analysis. The analysis results demonstrated that the relationship between board 
characteristics (board financial expertise, concentration of ownership, and board size) 
had negative impacts on earnings management and a significant negative impact on 
insolvency risk. Correspondingly, earnings management mediated between board 
characteristics (board financial expertise, the concentration of ownership, and board 
size) and insolvency risk. Furthermore, CSR was an impactful moderator in the 
relationship between earnings management and insolvency risk.
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1.  Introduction

In brief, opportunistic behavior and financial statement manipulation have played a key role in many 
multinational accounting scandals. The same phenomenon exists in Iraqi firms with a high level of earn-
ings management practice. In this regard, and according to previous research, most Iraqi enterprises 
engage in opportunistic practices of earnings management (Mohammed et  al., 2017; Talab et  al., 2017). 
Therefore, to achieve completeness, accuracy, and dependability in financial reporting, board character-
istics help reduce earnings management practices (Aleqab & Ighnaim, 2021). The board’s primary goal is 
to resolve agency issues while harmonizing the interests of agents and principals (Moussa, 2019). 
Excessive surveillance may cause a loss of corporate value (Ali et  al., 2021). Anecdotal data suggest that 
shareholder-oriented board structures may compel managers to take excessive risks, resulting in an 
increased chance of insolvency. Thus, the characteristics of governance are critical to the long-term sur-
vival of the corporation’s performance and the preservation of investor trust (Sailendra & Mayangsari, 
2020; Zalata et  al., 2021). Despite the implementation of new norms, regulations, and public monitoring 
organizations, it is still feasible to engage in earnings management behaviors and insolvency risk. 
However, there is a research shortage on these specific phenomena affecting financial institutions, par-
ticularly during times of crisis. As such, this current study addresses the first gap by studying the asso-
ciation between board characteristics and earnings management in Iraqi banks. Therefore, this study 
examines the first relationship between board characteristics and earnings management throughout the 
ISIS crisis.

In terms of insolvency risk, financial distress occurs when a company’s debt or cash flow reserves do 
not meet payment obligations (Gadzo et  al., 2019). In such a case, a company must undergo financial or 
organizational reorganization, which will affect its operations. In the absence of adjustments in operating 
and financial practices, the situation could deteriorate into a structural default. As a result, financial man-
agement is critical to lowering the likelihood of insolvency and increasing a company’s attractiveness 
and growth potential. The term ‘insolvency’ refers to a condition where there is a lack of cash from cur-
rent operations and outside sources (such as credit lines). Hence, the second objective of this study is to 
address local banks’ earnings management and insolvency risk.

Nevertheless, although a significant number of studies have examined the outcome of corporate gov-
ernance on different company outcomes, corporate governance is deemed one of the new requirements 
for improving the country’s economy with the positive application of its disclosure principles and trans-
parency in the Iraqi listed companies on the financial markets (Abdulsamad et  al., 2018). Besides, there 
are multiple impacts of corporate governance principles and the regulating role of the relationship 
among all stakeholders and users of the financial statements. Hence, most developing countries take 
measures to ensure that companies do not fail by enacting corporate laws to comply with corporate 
governance principles (Amin et  al., 2023; Sarpong-Danquah et  al., 2018).

According to past research (Espahbodi et  al., 2018; Tang & Chang, 2015), earnings management affects 
business performance and has explained how managers choose customized accounting procedures and 
how they affect firm performance. As a result, the link between earnings management and firm perfor-
mance varies depending on the quality of a company’s management (Dakhlallh, 2020). According to 
Pernamasari et  al. (2020), if managers transfer useful and superior knowledge of a firm to shareholders, 
earnings management may not harm shareholders or the public. On the other hand, many managers are 
inclined to magnify the firm’s performance in the competitive environment for investors, which leads to 
creating inspiration for managers to create a perfect performance image by using earnings management 
to attract investors. In this case, earnings management may harm shareholders and the public.

Related to that, Lu et  al. (2016) observed that adopting the genuine meaning of corporate social 
responsibility (CSR) practices may overcome problems between agents and owners. Also, the detection 
of reliable and timely financial reports is considered an essential part of CSR since CSR improves financial 
reporting by reducing creative accounting (Abed et  al., 2022). Thus, it bases stakeholder relationships on 
the firm’s claims, operations, and future safety. Huynh (2020) found a significant correlation between CSR 
and earnings management. In their study, Ghaleb et  al. (2021) also uncovered that firms with CSR status 
tend not to manipulate earnings in the beginning, indicating excellent performance resulting from the 
long-term viewpoint of a business’s sustainable operations. CSR also means an organization’s focus on 
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stakeholder responsibilities in various contexts (Hong & Kim, 2017). Therefore, concepts of CSR activities 
become essential to all businesses at both global and national levels. This is because investment in CSR 
activities could increase company credibility and help cultivate customer relationships (Swaen et al., 2021).

For those reasons, the third objective of this study is to consider earnings management as mediating 
between board characteristics and insolvency risk, while the fourth one is to consider CSR engagements 
as a moderator in the relationship between earnings management and insolvency risk. Although previ-
ous studies have claimed CSR’s moderating effect (Hong & Kim, 2017; Li et  al., 2023; Lu et  al., 2016), no 
studies have examined CSR’s moderating effect on the relationship between earnings management and 
insolvency risk. Therefore, the current paper seeks to make the following contributions to the existing 
literature examining the impact of CSR’s moderating factors, including social items, product responsibil-
ity, sustainability, stakeholders, and environmental items, on the relationship between earnings manage-
ment and insolvency risk. Second, this study used empirical research and existing studies to develop a 
comprehensive and holistic theoretical model that identifies CSR’s antecedents, outcomes, and moderat-
ing role between board characteristics and earnings management.

In contrast, many empirical and theoretical investigations have studied different framework character-
istics. In this case, applying the corporate governance concept to Iraqi-listed companies will help reduce 
opportunistic practices and address financial and accounting corruption, particularly in relation to finan-
cial reporting. Moreover, corporate governance concepts will lead Iraqi companies to understand better 
the definition of stakeholders’ and investors’ rights and the separation between the board of directors’ 
responsibility and executive responsibility. Thus, the research questions that this study is grappling with 
are: Do board characteristics (i.e. board financial expertise, concentration of ownership, and board size) 
have an impact on earnings management? Does local banks’ earnings management have an impact on 
insolvency risk? Third, does earnings management mediate between board characteristics and insolvency 
risk? Fourth, does CSR engagement function as a moderator in the relationship between earnings man-
agement and insolvency risk?

The structure of this paper is as follows: First, the introduction discusses the primary objectives and 
motivation. Second, the background explains the policy issues and the main developments within the 
research setting. Third is a theoretical literature review elucidating the basic theory. Fourth are the empir-
ical literature review and hypotheses development. The fifth is research design. Sixth, empirical results 
and discussion are presented. Finally, the conclusion is drawn.

2.  Background

Iraq struggled to maintain stability after the first and second Gulf wars and the 2003 political transition. 
After invading Kuwait in 1991, Iraq faced over a decade of harsh economic sanctions. Due to hostilities 
and economic sanctions, Iraq’s economy never recovered, and it has no stock market. ISIS also controlled 
one-third of Iraq in 2014. ISIS believes terrorism and terrorist organizations continue to plague compa-
nies worldwide. Only 37 of the 162 nations assessed by the Institute for Economics and Peace are 
terrorism-free (IEP, 2015). In 2017, ISIS expelled the Iraqi military from Mosul and other key cities, earning 
global terrorist renown. ISIS started in 1999 as Jama’at al-Tawhid wal-Jihad. After the 2003 US-led invasion 
of Iraq, it pledged allegiance to eliminate Al-Qaeda and collaborated with Iraq (Zelin, 2014). ISIS wanted 
to overthrow the Iraqi and Syrian governments. After taking large amounts of land in Iraq and Syria, ISIS 
wanted to expand the caliphate and create a global radicalization operation that could last decades. The 
group planned a long-term caliphate for regional power centers.

In Iraq’s economy and politics, a new era began following freedom. Despite problems in state admin-
istration, combating terrorism, reducing corruption, and public sector mismanagement, the nation has 
some positive traits that may help strengthen its essential institutions. With those, the Iraq Stock Exchange 
Market slowly reopened by encouraging firms to relist and begin trading. These initiatives increased the 
number of Iraq Stock Exchange-listed businesses, share volume, and market value.

Despite growth in the stock exchange market, many obstacles remain to be overcome to reach a 
true and progressive working level. However, it is insufficient to continue market activities, win share-
holder and investor confidence, and attract local and foreign investors under rapid environmental 
changes. In addition, the supervisory authority and general commission of the Iraq Stock Exchange 
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(ISEX) ought to enhance their understanding of the directives and protocols of international financial 
markets and the regulations governing capital markets. These instructions must be disseminated to 
shareholders, potential investors, and other market participants. They facilitate informed economic 
decision-making by divulging pertinent information regarding the operations of corporations or the 
trading of their shares.

Thus, this study concentrates on earnings management practices in Iraqi companies, as they widely 
use and practice earnings management. According to prior evaluations of Iraqi-listed companies, they 
suffer from opportunistic practices and poor management (Mohammed et  al., 2017; Rahman et  al., 2021; 
Talab et  al., 2017). As a result, the firm performance was negatively impacted, as was the confidence of 
investors and stakeholders in the financial statements provided by the managers. It is thus imperative to 
establish and maintain a successful method that reassures stakeholders and investors, as inaccurate 
financial information hinders the ability of users of financial statements to make informed decisions.

Additionally, corporate governance mechanisms are considered beneficial characteristics to limit earn-
ings management (El Diri et  al., 2020). In the US, Europe, and most Asian countries, legislation was 
passed to ensure financial report quality, transparency, and reliability and protect shareholders by mon-
itoring management (Al-Rahahleh, 2017). Alaraji (2017) stated that compliance with corporate gover-
nance standards leads to the issuance of reports and lists with credibility and transparency (Al-Shaer & 
Zaman, 2018) due to the influence of corporate governance on preparing reports (which reflects on the 
credibility of the financial statements). Accordingly, company governance systems should be developed 
and executed to limit opportunistic managerial behavior and improve financial statement credibility 
(Huynh, 2020). Moreover, corporate governance is central to firm operations, sustainability, and investor 
trust, and expanding the analysis framework beyond traditional standards to include norms and values 
will strengthen it (Omware et  al., 2020; PeiZhi & Ramzan, 2020; Sailendra & Mayangsari, 2020).

Earnings management practices remain, especially in Iraq, despite laws, regulations, and public mon-
itoring bodies, which ranked 157 out of 180 in the transparency international index (Figure 1); it is 
because current laws, regulations, and monitoring bodies do not meet changing market expectations (L. 
B. Abdullahi & Ibrahim, 2017). In Iraq, corporate governance issues still generate intense interest, espe-
cially after the last Iraqi war with ISIS. Also, Iraqi companies are suffering from a lack of a framework for 
corporate governance (OECD, 2019), which is based on a set of principles and standards to define the 
relationship between listed company boards and shareholders in a way that improves company perfor-
mance and efficiency, as well as the Iraqi economy (Hussein, 2018). Although many features of nations 
are shared in other areas, there are considerable disparities in corporate governance laws and listing 
requirements. Because of these differences, the results of empirical studies undertaken in these nations 
will likely be inapplicable to the realities of Iraqi society.

3.  Theoretical literature review

The prior studies depended on various theories to explain the relationships between corporate gover-
nance mechanisms, earnings management practices, insolvency risk, and CSR as agency and stakeholder 

Figure 1. T ransparency score.
Source: Transparency International Index.
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(Boshnak, 2022; Lu et  al., 2016; Omware et  al., 2020; Sameer, 2021). Although corporate and academic 
interest in corporate governance, earnings management, and CSR has increased in the recent century, no 
comprehensive theoretical framework can explain this relationship among them. Therefore, this study will 
get insights from agency theory and stakeholder theory to explain the relationships. This study extends 
the line of research by using agency theory as a basis for earnings management practice, investigating 
the relationship between corporate governance mechanisms and earnings management, using stake-
holder theory as a basis for CSR, and examining the relationship between earnings management and 
insolvency risk through the moderating role of CSR in Iraq. In this section, each of the two theories is 
described.

3.1.  Agency theory

According to the agency theory, management and shareholders are linked by a conflict of interests. 
Therefore, management strives to maximize its interests at the expense of the company’s stockholders. 
The agency hypothesis suggests that managers are motivated to act opportunistically by self-interest 
and external rewards. Agency difficulties may arise because of the separation of ownership and control 
(Fama & Jensen, 1983). Arnold and de Lange (2004) mention that information asymmetry gives a big 
opportunity to practice opportunities. Thus, the owners may not accurately monitor and evaluate man-
agers’ behavior due to information asymmetry (Jiraporn et  al., 2008). According to agency theory, the 
mechanisms of governance can lower the opportunistic behavior of managers. The agency theory shows 
that governance mechanisms are considered one of the classic treatments for fixed agent-principal con-
flicts (Brennan & Solomon, 2008). Strong internal governance includes a board that can help lower the 
costs of the agency (Ronen & Yaari, 2008).

Researchers have used various theoretical frameworks to study CSR in business, but a general para-
digm is yet to be established. For that reason, this current review identified four major theoretical frame-
works for describing and evaluating board characteristics: corporate governance mechanisms, earnings 
management, insolvency risk, and CSR as a moderator. Aspects of agency and stakeholder engagement 
are also explored. The selected hypotheses from this study will also be provided.

Consequently, the management (agent) is charged with carrying out certain activities in favor of the 
first party (shareholders) and delegating the powers of decision-making on his behalf (Al-Fadhel, 2014). 
On the other hand, agency theory assumes that some of the board characteristics can impact the 
onboard ability to monitor and provide advice (Azeez, 2015). Besides, Elston (2019) indicated that agency 
theory focuses on the difference between shareholders’ behaviors and managers’ behavior.

Agency theory emphasizes the separation between ownership and management, which results in 
heightened agency conflicts and expenses, such as information asymmetry, which in turn encourages 
managers to act in their self-interest. As a result, monitoring mechanisms are implemented to restrict 
such conflicts. According to numerous studies, effective governance mechanisms (Shiri et  al., 2012) 
reduce agency costs and conflicts in the firms, thus enhancing the firm’s performance. Accordingly, 
agency theory posits that members have different human expertises and experiences that improve the 
quality of board decisions and ultimately enhance firm value. It has a better capacity for monitoring, 
which is deemed an effective governance tool in monitoring management, thereby obtaining an inde-
pendent monitoring mechanism for the boarding process, which leads to a decrease in agency conflicts 
and improves performance (Kutum, 2015).

Additionally, insider ownership can affect the discretionary financial reporting practices of managers. 
According to agency theory, insider ownership facilitates a stronger correlation between the interests 
of shareholders and managers. Correspondingly, the managers who own insider ownership are less 
likely to be involved in aggressive accounting, which will damage their inherent ownership benefits. 
Furthermore, the board size of the agency theory suggests that large financial institutions may need a 
large number of directors to increase expertise, resources, and customer and depositor contacts. 
According to Abed et  al. (2022), Alaraji (2017), Bajra and Cadez (2018), Daghsn et  al. (2016), Ghaleb 
et  al. (2021), Sarpong-Danquah et  al. (2018), and Temile et  al. (2018), many directors strengthened the 
board. They provided essential resources like professional networks, domain knowledge, skills, and 
experience.
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3.2.  Stakeholder theory

Under stakeholder theory, CSR improves the transparency of revealed accounting information and 
decreases earnings management possibilities (Dhaliwal et  al., 2014). In a study conducted by Buertey 
et  al. (2020), stakeholder theory takes into consideration the effect on corporate disclosure practices of 
various stakeholder groups. It follows from this idea that company information policy is a tool for man-
aging information for different stakeholders. Therefore, it can be discussed that there is an implied social 
contract between the company and the people affected by its operations. In addition, a company may 
not react equally to all parties concerned but only to the most influential stakeholders. The power of a 
stakeholder to influence management may be interpreted as the level of control by a stakeholder over 
the resources needed by the company (Olanrewaju & Johnson-Rokosu, 2016). The more important the 
resources of the stakeholders are for a company’s long-lasting survival and development, the higher the 
expected response to the demands of these stakeholders. A successful company is thought to meet the 
expectations of the different influential groups of stakeholders (sometimes competing). To get support 
from the most influential stakeholders, managers utilize information and, in particular, information con-
nected to company activities (Coffie et  al., 2018).

In general, the above theory considers companies as part of a wider social system. In addition, a 
company is impacted and impacts society with diverse actors in which it operates. CSR disclosures might, 
therefore, be seen as a method for guaranteeing social contract engagement, according to the stake-
holder perspective. The stakeholder theory supporter believed that the different stakeholder groups, 
whether inside or outside organizations dominate the pressures that push them to corporate responsi-
bility. Thus, this study utilizes CSR as a moderator in the relationship between earnings management and 
insolvency risk. Additionally, it employs stakeholder theory as the underlying framework to explain this 
relationship. Previous research has extensively used and implemented stakeholder theory to empirically 
validate the relationship between CSR and earnings management (Akben Selcuk & Kiymaz, 2017; Franco 
et  al., 2020; Sial et  al., 2018).

4.  Literature review and hypotheses development

4.1.  Characteristics of the board and earnings management

4.1.1.  Board finance experience and earnings management
As a controversial topic in the corporate governance literature, the board answers important questions 
about the board of directors’ works for shareholders. After the 1990s and 2007s financial crises, 
accounting scandals at Enron, HealthSouth, Tyco, and WorldCom shook investors’ confidence and led 
policymakers to require every company to have at least one financial expert on the board. The laws 
and guidelines mentioned in Minton et  al. (2014) have made it easier to obtain information and mon-
itor management with more financial experts on the board. Booth and Deli (1999) and Naheed et  al. 
(2022) cite market-savvy financial experts who help firms borrow and acquire financing, monitor TMTs, 
and provide timely operational guidance to managers to solve agency problems. The board of direc-
tors has three main roles: control, service, and resource-based roles (Bolton & Park, 2022). The board 
of directors controls managers by providing benefits and firing them if necessary to align their inter-
ests with shareholders. In addition, financial experts on the board are more important in financial 
reporting, financial announcement statements, and reassuring potential creditors and investors to 
invest more in the firms.

However, financial expertise is another board feature that may affect earnings management. 
Accounting expertise is essential to monitor the financial reporting process and control manipulation. 
Financial expertise, according to studies, affects the quality of financial statements. Companies with a 
corporate and financial background are less likely to participate in earnings management (Munro & 
Buckby, 2008). Directors with more board experience are also less likely to relate to earnings manage-
ment (Triki Damak, 2018). Researchers have found that board expertise increases monitoring incen-
tives. Similar to Jeanjean and Stolowy (2009), they revealed a negative association between board 
financial expertise and earnings management based on data from roughly 48 empirical 
investigations.
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In summary, all the studies noted the value of boards of directors with specific knowledge and expe-
rience. Accounting and financial expertise help boards grasp financial statements and reporting chal-
lenges. There may be a relationship between the board’s financial expertise and earnings management. 
Thus, here is the first hypothesis:

H1: Financial expertise has a negative impact on earnings management.

4.1.2.  Ownership concentration and earnings management
Drawing from the literature, this study assumes that governance mechanisms can effectively constrain 
earnings management by appropriately monitoring executives’ activities (e.g. Abdullahi and Ibrahim (2017) 
and Eisenhardt (1989). Agency theory suggests aligning managers’ interests with those of shareholders by 
including managers in the firm’s ownership structure (Eisenhardt, 1989). If offered an ownership stake in 
the company, managers are more likely to work in the firm’s interest rather than engage in earnings man-
agement practice. Also, institutional investors are considered to be more capable of preventing earnings 
management activities because of their more professional ability to control company accounts. According 
to agency theory, managers’ stockholdings help align their interests with shareholders’. Thus, agency the-
ory encourages delegation and board control concentration (Eisenhardt, 1989). The convergence-of-inter-
est concept predicts that insider ownership is inversely associated with earnings management since it 
constrains managers’ opportunistic conduct (L. B. Abdullahi & Ibrahim, 2017; Nedal & Abuzayed Bana, 
2010). Previous researchers have shown the negative links between earnings management and insider 
ownership (Esa & Zahari, 2016; Suyono & Farooque, 2018). Therefore, the second hypothesis is:

H2: Insider ownership has a negative impact on earnings management.

4.1.3.  Board size and earnings management
Fama and Jensen (1983) point out that the board of directors is the most important governance mech-
anism. Directors with less expertise can monitor and evaluate management activities, which implies that 
bigger boards are more likely to be on the lookout for agency problems (Aleqab & Ighnaim, 2021). 
According to agency theory, bigger boards facilitate effective oversight by limiting the CEO’s influence 
and advocating for shareholders’ interests (Coles et  al., 2008). Gerged et  al. (2023) showed that only the 
size of the board had a significant effect on earnings management. In addition, Chekili (2012) revealed 
significant links between earnings management and the size of the board. Elnahass et  al. (2022) found 
a negative effect between board size and earnings management. Also, Al-Absy et  al. (2019) discovered a 
negative effect of board size on earnings management. As such, the third hypothesis is formulated as 
follows:

H3: Board size has a negative impact on earnings management.

4.1.4.  Board characteristics and insolvency risk
Companies’ directors can pursue their interests rather than those of shareholders, and managers of 
organizations may be more risk-averse than shareholders to protect their investment in the organiza-
tion. Governance can change managers’ behavior and readiness to take more risks (Ramírez-Orellana 
et  al., 2017). According to Al Haddad and Juhmani (2020), shareholder corporate governance struc-
tures boost risk-taking and financial firm growth. After the financial crisis, many studies examined 
how corporate governance affects risk-taking and financial performance. The current global financial 
crisis has prompted various studies on financial institutions’ risk-taking (Al Haddad & Juhmani, 2020; 
Ali et  al., 2021; Enguix, 2021). According to these analyses, financial institutions took excessive and 
unsuitable risks during the crisis. This increased risk-taking in the financial sector may lead to finan-
cial institution defaults, especially during times of financial turmoil in the industry (Aleqab & 
Ighnaim, 2021).

In line with Widhiadnyana and Ratnadi (2019), institutional ownership reduces agency conflicts. Most 
institutional shareholders own a large proportion of a company’s shares, allowing them to control and 
supervise its performance to fight for its rights. Institutional shareholders also have a focus on the 
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company’s performance in the long term (Donker et  al., 2009). Ibrahim (2019) uncovered that institu-
tional ownership significantly impacts financial distress. The greater the value of ownership, the greater 
the possibility of the company experiencing financial distress. Large ownership allows control over com-
pany management, performance, and agency issues and conflicts of interest (Mariano et  al., 2021). 
Institutional ownership improves company performance, as they can withdraw their funds if the manage-
ment team is not fighting for performance, especially during financial crises, which will hurt the compa-
ny’s sustainability (Van Essen et  al., 2013). Furthermore, Jebran and Chen (2021) stated that institutional 
ownership during the COVID-19 crisis can monitor and improve disciplinary mechanisms. Correspondingly, 
institutional ownership reduces financial distress risk.

Moreover, the board size can reduce agency conflicts and information asymmetry. The board of directors’ 
responsibilities include drawing the company’s goals and implementing the necessary actions (Block & 
Gerstner, 2016). The large board plays a direct role in the company’s performance and can make better 
financial decisions, provide multiple opinions and perspectives on financial issues, and help prevent finan-
cial distress. According to Prasetyo et  al. (2023), a small board of directors is more likely to experience 
financial distress. Meanwhile, Khatib and Nour (2021) asserted that financial expertise is a monitoring mech-
anism that improves or maintains company performance in times of crisis because a larger board can 
accommodate more expertise. Insider ownership plays a crucial role in reducing the risk of uncertainty 
crisis (Foss, 2021; Shen et  al., 2020). Furthermore, given COVID-19’s widespread impact on firm operations, 
the board of directors must take several steps to address it, including restructuring capital, policies, and 
organizational design and preparing for short- and long-term conditions, especially emergencies. Insider 
ownership increases these vital duties because they monitor, provide policy input, and oversee inde-
pendently (Croci et  al., 2020). Based on that, the next hypotheses, 4, 5, and 6, are proposed:

H4: Board finance experience has a negative impact on insolvency risk.

H5: Ownership concentration has a negative impact on insolvency risk.

H6: Board size has a negative impact on insolvency risk.

4.1.5.  Characteristics of the board, Insolvency risk and earnings management
According to earlier researchers (Mostafa & Ibrahim, 2019; Sarkar et  al., 2008), the idea of earnings man-
agement relates to the actions of opportunists. Handayani and Ibrani (2020) stated that several defini-
tions of earnings management define it as income smoothing. In other words, managers can use earnings 
management in line with Generally Accepted Accounting Principles (GAAP) without breaking the law 
since it is a legal practice (Obigbemi et  al., 2016). Consequently, earnings management falls under the 
accounting creative classification. According to Wu et  al. (2012), creative accounting and earnings man-
agement practices hurt the integrity of the market. Obigbemi et  al. (2016) also demonstrated that pre-
senting predicted revenues as current-year turnover allows skilled accountants to employ earnings 
management to decrease R&D expenses while simultaneously generating favorable cash flow. Several 
studies have found insolvent firms managing upward earnings.

According to research, insolvent firms’ profitability declined for three years before improving significantly in 
the final two years. The most likely explanation was that the insolvent firms changed their accounting practices 
to maximize profits. The study revealed that delisted firms used discretionary accruals to manage earnings 
upward in the years before delisting. The amounts owed in the year before the write-off increased compared 
to the previous two years. However, financial expertise, insider ownership, and board size usually improve 
business governance. Insolvency risk and earnings management may be affected. Insolvency risk is the prob-
ability of a firm going insolvent, while earnings management manipulates financial records to meet goals. In 
this case, the researchers look at whether board qualities such as financial knowledge, insider ownership, and 
board size affect insolvency risk and earnings management. For instance, a board with more financial compe-
tence, insider ownership, and board size may supervise management better and reduce insolvency risk.

However, Al Haddad and Juhmani (2020) studied the use of positive earnings management by bank-
rupt companies in danger of being forced to engage auditors to avert this result. Their study uncovered 
that insolvent firms had better positive earnings management practices than non-insolvent companies. 
The authors also discovered that companies that met all three insolvency criteria outperformed those 
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that met only one or two. Between 1995 and 2013, Lee and Kim (2017) investigated the earnings man-
agement practices of companies under administration or delisted, and they found flaws in prior research 
methodologies and the possibility of prior analysis errors. They confirmed the need for further research 
to draw more consistent conclusions. Hence, the hypotheses 7, 8, 9, and 10 are formulated as follows:

H7: Earnings management has a positive impact on insolvency risk.

H8: Financial expertise has a negative impact on insolvency risk mediated by earnings management.

H9: Insider ownership has a negative impact on insolvency risk mediated by earnings management.

H10: Board size has a negative impact on insolvency risk mediated by earnings management.

4.1.6.  Moderator role of CSR
Throughout the last century and into this one, there have been many intriguing studies examining the 
effect of CSR on company performance (Duman et  al., 2016; Xia et  al., 2018). There is also an increasing 
demand for businesses to enhance or adapt their CSR practices (Boulouta & Pitelis, 2014). Rather than 
maximizing short-term profits, its socially responsible executive focuses on long-term relationships with 
the stakeholders. Shareholders want to know both financial, social, and environmental parameters when 
deciding whether to invest in a company, both of which are components of CSR (Dyck et  al., 2019; 
Gras-Gil et  al., 2016). For many firms, attracting as many stakeholders’ attention as possible is an import-
ant aspect of their commitment to corporate social responsibility (Cooper & Uzun, 2019). To better 
understand CSR investments, most scholars have looked at the behaviors of the company’s executives 
(Cronqvist & Yu, 2017).

Furthermore, stakeholder theory, as mentioned, is generally acknowledged to explain socially respon-
sible long-term investment maximization by understanding the relevance of stakeholder groups and 
applying that information to the firm’s strategy; the stakeholder theory believes that CSR is a successful 
strategy for managing stakeholder interactions (Cho & Chun, 2016). Therefore, this research employed 
CSR as a moderator in the relationship between earnings management and insolvency risk as showed in 
Figure 2. This is because executives utilize CSR to hide poor financial outcomes. The attention of inves-
tors has diverted away from the company’s poor profitability, which helps management legitimize it 
(Moratis & van Egmond, 2018). Thus, hypothesis 11 is derived as follows:

H11: Corporate social responsibility moderates the relationship between earnings management and insolvency risk.

5.  Research design

The primary objective of this study is to examine the proposed hypotheses, and for this purpose, a 
quantitative research method was adopted. The paper sample consisted of Iraqi banks based on data 

Figure 2.  Research model.
Sources: Authors work.
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from 35 Iraqi listed banks. A sample period was from 2010 to 2020. The researchers collected data 
from the Iraqi stock market website and the annual reports of banks to empirically study the relation-
ship between board characteristics, insolvency risk, earnings management, and the moderating influ-
ence of CSR. The research data obtained for ten years, from 2010 up to 2020, in the Data Stream 
database has current data for Iraqi banks. One more reason for selecting Iraqi banks for ten years is 
the small number of banks listed on the Iraqi stock exchange, which ensures that the sample is enough 
to conduct statistical analysis. The sampled banks were drawn from the total number of banks listed 
on the Iraqi stock exchange. Thirty-five (35) banks were selected for this study from a total of one 
hundred and twenty-nine (129) financial and non-financial companies listed on the Iraqi stock exchange 
between 2010 and 2020.

Several reasons underlie bank selection. First, the market values of some banks differ from those of 
other companies in that they include other factors, such as the value of any real operational options. 
Second, money transfer services and banks have accounting policies that differ from those of other com-
panies. Third, the study was limited to ten years of data because bank performance and earnings man-
agement practices often change over time. Additionally, banks have a significant portion of the economic 
output, which in turn ensures that the reflect the study objectives.

5.1.  Measurement of variables

5.1.1.  Earnings management (EM)
Earnings management was calculated using five variables as part of the Beneish approach (Beneish, 
1999); Beneish’s model was used to identify earnings management practices in businesses and research 
earnings management’s actual presence. This model differs significantly from the earlier model by 
Dechow et  al. (2010), which focused only on average accrual procedures. It also helps identify the moti-
vations involved in GAAP violations. The researchers also incorporated several variables to account for 
the financial data distortions produced by GAAP violations. As a result, it aids companies in detecting 
abnormal accruals. The following is a description of Beneish’s model in Table 1:

	 Beneish DSRI GMI DEPI AQI SGI= − + + + + +4 84. 	

5.1.2.  Insolvency risk
This study employed the Z-score to measure insolvency risk. In this case, Iraq is a country that is still 
developing. Therefore, using an appropriate model for such a market is appropriate. Altman (2005) sug-
gested a model for predicting emerging-market turmoil using the Z-score for developing countries, revis-
ing the original model. It is a frequently used model in emerging countries and has high stated accuracy. 
Because emerging countries have a scarcity of relative trade liquidity, in this strategy, the asset book 
value is used instead of the market value (Alfaro et  al., 2019). This paradigm utilizes ratios 1, 2, 3, and 4. 
The amount of working capital is divided by total assets, amount of retained earnings (RE)/total assets, 

Table 1.  M-score method measurement.
M-score method indicators Code Measurement

Days Sales in Receivables Index DSRI (Net Receivablest/Salest)/Net Receivablest-1
/Salest-1)

Gross Margin Index GMI [(Salest-1 - Cost of Goods Soldt-1)/Salest- 1]/[(Salest - Cost of 
Goods Soldt)/Salest]

Asset Quality Index AQI [1 - (Current Assetst + Plant, Property & Equipmentt)/Total 
Assetst]/ [1 - (Current Assetst-1 + Plant, Property & 
Equipmentt-1)

/Total Assetst-1)]
Sales Growth Index SGI Salest/Salest–1
Depreciation Index DEPI (Depreciationt-1/ (Plant, Property & 

Equipmentt-1 + Depreciationt-1))/(Depreciationt/ 
(Plant, Property & Equipmentt + Depreciationt))

M-score −4.84 + (DSRI + GMI + AQI + SGI + DEPI)

Sources: Cited from (Hołda, 2020).
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and amount of operating income (OI)/total liabilities. A Z-score lower than 1.8 means that the company 
is in financial distress and has a high probability of going bankrupt. On the other hand, a score of 3 or 
above indicates that the company is in a safe zone and is unlikely to file for bankruptcy. A score of 
between 1.8 and 3 denotes that the company is in a gray area and has a moderate chance of filing for 
bankruptcy (Hussain et  al., 2022).

5.1.3.  Characteristics of board
Table 2 shows the studied factors, showing how well the board characteristics worked.

5.1.4.  CSR measurement
Past research mentions that analysis of content is an excellent way to determine how companies report 
social responsibility. As a result, the researchers can figure out how many things have been revealed 
(Fodio et  al., 2013). The initial step involved the selection of CSR dimensions. To construct the CSR 
dimensions, a complete list of elements related to social responsibility that firms may include in their 
annual reports has been established. The CSR index list covers the important events in the reporting 
year, including financial and non-financial elements, which recommend disclosing social and environmen-
tal information. The disclosure dimensions’ score components of social responsibility information were 
chosen from the research of Boshnak (2022), Jackson et  al. (2020), and Shahab et  al. (2019).

In the second step, based on previous research, CSR dimensions were adapted to sort information 
into five groups: social items, product responsibility, stakeholders, sustainability, and environmental items. 
Each dimension included several items of CSR disclosures, as shown in Table 3. In the third step, the list 
of the CSR dimensions used in this study was achieved after reviewing all the published CSR disclosure 
literature. This study selected several dimensions and then found which dimensions were more com-
monly used by the literature to determine the quality of the information to use. The CSR measurement 
aims to provide a list of CSR dimensions that include a wide range of items, as shown in Table 3 CSR 
Index Classification.

The last step was calculating the CSR index. However, the study used sentences as an analytical tech-
nique because the coder does not need to make subjective judgments, and the dimensions of analysis 
considered are crucial to content analysis (Riyadh et  al., 2019). Correspondingly, searching for specific 
dimensions in sentences is deemed a reliable method. Therefore, this study utilized the CSR index by 
dividing the number of CSR-related sentences by the total number of annual report sentences (Akben 
Selcuk & Kiymaz, 2017). The following is the sum of the CSR measurements,

Table 2.  Board characteristics measurement.
Variables Code Measurement References

Board Financial Expertise Bex A dummy variable is 0 for no financial 
experience and 1 for financial expertise 
with professional certificates, such as CPA, 
CFP, ChFC, CFA, FRM, and CMA.

(Jeanjean & Stolowy, 2009)

Board size BSize Number of board members
Ownership Concentration OWC A percentage of shares owned by the 

company’s largest shareholder
(Sáenz González & García-Meca, 

2014)

Sources: Authors.

Table 3.  CSR measurement.
Inter-rater reliability test using Krippendorff’s 
alpha item Obs Sign Alpha

Social items 350 + 0.7771
Environmental items 350 + 0.6953
Sustainability 350 + 0.7383
Product responsibility 350 + 0.6978
Stakeholders 350 + 0.5773
 T est scale 10602.78 0.7442 mean 

(unstandardized items)

Sources: content analysis.
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The sentence number contains the CSR keyword

Annual repor
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tts Sentences total number
	

In addition, the Inter-Rater Reliability Test Using Krippendorff’s Alpha presented in 3.5 from the test 
reported an acceptable agreement and confirmed the reliability of the instrument for the CSR index 
reporting. Inter-Rater Reliability Test Using Krippendorff’s Alpha (α) is a reliability coefficient that has 
been improved and developed to measure agreement between measurement tools. Krippendorff α is 
used for content analysis tools; however, it is widely used to determine the reliability of the resulting 
data to represent something real. The numbers range from 0 to 1, where 0 indicates total disagreement, 
and 1 represents perfect agreement. Krippendorff’s alpha suggests: ‘It is customary to need α ≥.800. It is 
where preliminary findings are still acceptable, and α >.40 is the lowest possible limit. In this study, the 
value of Krippendorff’s alpha ranged between 0.577 and 0.777, indicating that the reliability values for 
the content analysis for CSR measurement were acceptable.

6.  Empirical results and discussion

The following sections elucidate the empirical findings, including hypotheses testing statistically, media-
tion analysis, moderating analysis, and a relevant discussion of the data.

6.1.  The goodness of fit model

In Table 4, the R2 value for earning management was 0.106. It signifies that the variability of data 
research could be explained by the model structure of 10.6%, whereas another 89.4% would be influ-
enced by another variable undescribed in this study. Meanwhile, the R2 for insolvency risk was 0.231, 
meaning that 23.1% of the results variable would be influenced by another independent variable as 
showed in Figure 3.

6.2.  Hypotheses testing

Based on the data processing, the form of direct impact is shown in Table 5. In the T-test, direct impacts 
in hypothesis testing, if the coefficient path shown by the t-statistic is more than 1.96 or p-value < 5% 
(0.05), the alternative hypothesis can be stated as supported. Nevertheless, if the statistical value of the 
T-statistic is less than 1.96 or the p-value is >5% (0.05), the alternative hypothesis is not supported.

The study results provide evidence supporting the hypothesis that earnings management acts as a 
mediator in the relationships between financial expertise, insider ownership, board size, and insolvency 
risk. This implies that a portion of the effect of board size, financial expertise, or insider ownership on 
insolvency risk is transmitted through their influence on earnings management. Therefore, understanding 
earning management as a medium highlights its role in the causal pathway between certain antecedent 
variables (board size, financial expertise, insider ownership) and the outcome of insolvency risk. As such, 
organizations should be aware that interventions targeting financial expertise, insiders, or board size 
influence insolvency risk through their impact on earnings management (Table 6).

Based on the moderating effect in Table 7, the findings support the hypothesis that the relationship 
between earnings management and insolvency risk is contingent on the level of CSR. In other words, 
the effect of earning management on insolvency risk is not constant but varies depending on the level 
of CSR. A significant interaction term suggests that the presence of CSR activities can mitigate the impact 
of earnings management on the likelihood of financial distress.

Table 4. T he goodness of fit model.
Variable R Square

EM 0.106
Insolvency Risk 0.231

Sources: Smart PLS output.
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7.  Discussion

This study examines the relationship between board characteristics, earnings management, insolvency 
risk, and corporate social responsibility (CSR). The characteristics of the board of directors are board 

Figure 3. I nner model.
Sources: Smart PLS output.

Table 5.  Direct impact.
Standard deviation 

(STDEV) T statistics (|O/STDEV|) P-values Results

H1. Financial expertise -> 
Earning management

0.132 3.099 0.001 Supported

H2. Insider ownership -> 
Earning management

0.052 3.672 0.000 Supported

H3. Board size -> Earning 
management

0.061 2.332 0.010 Supported

H4. Financial expertise -> 
Insolvency risk

0.105 1.982 0.024 Supported

H5. Insider ownership-> 
Insolvency risk

0.039 3.362 0.000 Supported

H6. Board size -> Insolvency risk 0.041 8.601 0.000 Supported
H7. Earning management -> 

Insolvency risk
0.044 4.145 0.000 Supported

Sources: Smart PLS output.
H1: Financial expertise -> earning management, with a T-statistic of 3.099, points to a significant relationship between financial expertise and 
earning management. The p-value of 0.001 reinforces the significance, implying that higher levels of financial expertise are associated with 
decreased earnings management.
H2: Insider ownership -> earning management, with a T-statistic of 3.672, indicates a significant relationship between the presence of insider 
ownership and earnings management. The p-value of 0.000 suggests that companies with insider ownership tend to exhibit significantly lower 
levels of earnings management.
H3: Board size -> earning management, having a T-statistic of 2.332, denotes a significant relationship between board size and earnings 
management. The p-value of 0.010 means that the association is statistically significant. This implies that as board size increases, earnings 
management tends to decrease significantly.
H4: Financial expertise -> insolvency risk, with a T-statistic of 1.982, suggests a pronounced relationship with insolvency risk, indicating that 
financial expertise is a statistically significant predictor of insolvency risk.
H5: Insider ownership -> insolvency risk, with a T-statistic of 3.362, indicates a significant relationship between the presence of insider own-
ership and insolvency risk. The p-value of 0.000 suggests that companies with insider ownership have a significantly lower risk of 
insolvency.
H6: Board size -> insolvency risk, having a T-statistic of 8.601, is indicative of a highly significant relationship between board size and insol-
vency risk. The p-value of 0.000 reinforces the statistical significance, suggesting that larger boards are associated with a substantially lower 
risk of insolvency.
H7: Earning management -> insolvency risk, with a T-statistic of 4.145, signifies a significant relationship with insolvency risk. The p-value of 
0.000 underscores the statistical significance, denoting that changes in earnings management are associated with a significant increase in the 
likelihood of insolvency risk.
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financial expertise, ownership concentration, and board size. It is breakdown into four objectives: the first 
is the relationship between board characteristics and earnings management throughout the ISIS crisis; 
the second addresses local banks’ earnings management and insolvency risk; the third is to consider 
earnings management as a mediator between board characteristics and insolvency risk; the fourth is to 
consider CSR engagements as a moderator in the relationship between earnings management and insol-
vency risk.

These relationships were examined and tested under two theoretical premises: agency and stake-
holder theories. The agency theory was adopted to explain the relationship between board characteris-
tics and earnings management and the relationship between earnings management and insolvency risk. 
According to Fama and Jensen (1983), agency relationships are defined as one or more people’s share-
holders (principals) engaging another person (agents) to deliver a service and having the decision-making 
authority. In addition, the agency theory explains the relationship between stakeholders and board direc-
tors. Agency theory is based on the separation of the functions between the ownership of investors and 
management (Mamun et  al., 2013). However, the separation of authority between the owner of the com-
pany (principal) and the manager by the management (agent) tends to lead to agency conflicts between 
principals and agents (Paradisea, 2017). Such conflicts occur because the principal, which is the admin-
istration, works for personal interests and neglects organizational interests.

Meanwhile, stakeholder theory was used to examine corporate social responsibility as a moderating 
variable. In this regard, stakeholder theory shows that stakeholder has various interests; therefore, they 
have various effects on a firm, either negative or positive, and the firm is seen to be responsible for 
achieving their interests despite being outside of the firm (de Graaf, 2019). Furthermore, there is a social 
contract between a firm and a society formed by stakeholders. In accordance with the social contract, 
the firms agree to carry out different socially desired actions in return for societal approval of their tar-
gets and other rewards, which ultimately guarantees the firm’s continued existence.

In this study, the direct relationship between board characteristics (board financial expertise, the con-
centration of ownership, and board size) and earnings management represented in H1, H2, and H3 had 
a significant negative impact. In other words, in these roles, financial experts on the board play a more 
critical role in financial reporting, financial announcement statements, and reassurance of potential 

Table 6. S pecific indirect effects.
Standard deviation 

(STDEV)
T statistics  
(|O/STDEV|) P-values Result

H8. Financial expertise -> Earning 
management -> Insolvency risk

0.033 2.265 0.012 Supported

H9. Insider ownership -> Earning 
management -> Insolvency risk

0.013 2.715 0.003 Supported

H10. Board size -> Earning 
management -> Insolvency risk

0.013 2.063 0.020 Supported

Sources: Smart PLS output.
Based on the indirect effects Table 6, H8: Financial expertise -> earning management -> insolvency risk. The standard deviation for the medi-
ation path was 0.033. The T-statistic of 2.265 and a p-value of 0.012 suggest that the mediation path through earning management was 
statistically significant. This indicates that earnings management acts as a mediator in the relationship between financial expertise and insol-
vency risk.
H9: Insider ownership -> earning management -> insolvency risk. Its standard deviation for the mediation path was 0.013. With a T-statistic 
of 2.715 and a p-value of 0.003, the mediation path through earnings management was statistically significant. This implies that earnings 
management mediates the relationship between the presence of insider ownership and insolvency risk.
H10: Board size -> earning management -> insolvency risk. The standard deviation for the mediation path was 0.013. The T-statistic of 2.063 
and a p-value of 0.020 suggest that the mediation path through earnings management was statistically significant. This denotes that earnings 
management mediates the relationship between board size and insolvency risk.

Table 7.  Moderating effect.
Standard deviation 

(STDEV)
T statistics  
(|O/STDEV|) P-values Result

H11. CSR x Earning Management 
-> Insolvency Risk

0.100 3.809 0.000 Supported

Sources: Smart PLS output.
H11: The standard deviation for the interaction term was 0.100. The T-statistic of 3.809 indicates a significant moderation effect of CSR on the 
relationship between earning management and insolvency risk. The low p-value of 0.000 suggests that the interaction term was statistically 
significant, implying that CSR moderates the impact of earnings management on insolvency risk.
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creditors and investors to engage more financial resources for the firms. Expertise is essential to moni-
toring the financial reporting process and controlling manipulation. In addition, insider ownership man-
agers with a stake in the company are more likely to work in the firm’s interest rather than engage in 
earnings management practice. Furthermore, larger boards facilitate effective oversight by limiting the 
CEO’s influence and advocating for shareholders’ interests. These findings are in accordance with previous 
research (M. S. Abdullahi et  al., 2018; Esa & Zahari, 2016; Minton et  al., 2014; Munro & Buckby, 2008; 
Nedal & Abuzayed Bana, 2010; Suyono & Farooque, 2018; Triki Damak, 2018).

Moreover, the direct relationship between board characteristics (board financial expertise, the concen-
tration of ownership, and board size) and insolvency risk represented H4, H5, and H6 had a significant 
negative impact. It denotes that the insolvency risk can be reduced if the financial expertise member 
exists on the board due to the expertise of a monitoring mechanism with a significant role in improving 
or maintaining the company’s performance during the crisis. The larger the content expertise of the 
members, the more they will accommodate different knowledge. Further, insider ownership of directors 
and the board has a very significant role in mitigation the risk of uncertainty. Besides that, the board 
contributes significantly to the prevention of financial distress. The larger the board, the lower the prob-
ability of company failure because the board’s accountability is more secure. These findings are consis-
tent with previous studies (Block & Gerstner, 2016; Foss, 2021; Khatib & Nour, 2021; Shen et  al., 2020).

Another direct relationship in H7 is that earnings management had a positive impact on insolvency 
risk, which means the managers, once they practice earnings management, will increase the possibility 
of insolvency. The effect of earnings management on insolvency risk is essential for external stakehold-
ers, such as creditors and investors, to assess the insolvency risk, financial capability, and creditworthi-
ness of a company. When managers use earnings management, it indicates that they care more about 
short-term goals (such as getting investors’ trust getting good reviews from employees, and others) than 
long-term goals (like accountability and openness). This can lead to a steady flow of liability or equity 
investment, which hurts the company’s ability to stay in business.

Additionally, earnings management conceals poor operational or financial performance, prevent-
ing early diagnosis and treatment, leaving the problems lurking within daily operations, thus making 
the firm unable to withstand a competitive environment and leading the entity to insolvency. The 
outcome is similar to agency cost in agency theory. This lowers the chance of management not 
looking out for the interests of principals (the agency problem) since too much earnings manage-
ment can be used to hide a bad financial situation. Empirical proof that the businesses that suffered 
losses do exhibit a high level of earnings management supports this. Furthermore, this result corre-
sponds to previous studies (Lee & Kim, 2017; Mostafa & Ibrahim, 2019; Obigbemi et  al., 2016; Sarkar 
et  al., 2008).

Furthermore, the indirect relationship between board characteristics, earnings management, and insol-
vency risk was investigated. The hypotheses of earnings management mediating between board charac-
teristics and insolvency risk were represented in H8, H9, and H10. However, financial expertise, insider 
ownership, and board size usually improve business governance. Insolvency risk and earnings manage-
ment may be affected. Insolvency risk is the probability of a firm going insolvent, while earnings man-
agement manipulates financial records to meet goals. Board characteristics like financial knowledge, 
insider ownership, and board size were seen to affect insolvency risk and earnings management. 
Therefore, based on these findings, a board with more financial expertise, insider ownership, and board 
size may supervise management better and reduce insolvency risk, which is confirmed by Al Haddad and 
Juhmani (2020) and Lee and Kim (2017).

Also, CSR was examined to moderate the relationship between earnings management and insolvency 
risk as formulated in hypothesis 11 of the present study. The finding revealed that CSR as the moder-
ator significantly and positively moderated the direct relationship between earnings management and 
insolvency risk. Thus, hypothesis 11 was supported. A probable reason behind CSR’s impact is that 
managers may not be much concerned about improving the firm’s performance due to personal inter-
ests, but with a concern for CSR, firm performance can be enhanced. Hence, with the presence and 
recognition of high CSR, the managers are obligated to produce and participate in improving firm 
performance, which indicates that CSR is crucial for companies because they are in the spotlight of 
public attention, pressure, and scrutiny, leading to a reduction in insolvency risk (Sial et  al., 2018). 
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Besides, the significant correlation between CSR and firm performance lessens the impact of the rela-
tionship between earnings management and firm performance, which indicates that CSR could be a 
variable that strongly reduces engagement in earnings management and, in turn, reduces the insol-
vency risk. Consecutively, a review of the literature exposes a research gap on the moderating role of 
CSR in the relationship between earnings management and insolvency risk. The idea of using CSR as 
the moderating variable is that companies should increase their practices and reporting in CSR to pro-
tect and sustain their performance from declining due to the practice of earnings management. CSR 
would play a significant role as the moderator by reducing the negative effect of earnings management 
practices on insolvency risk.

Thus, the prevalent theory explaining the relationships between corporate governance, earnings man-
agement, and insolvency risk is agency theory (Ghaleb et  al., 2021). In this regard, Azeez (2015) indicated 
that a number of the underlying theories contribute to the development of corporate governance agency 
theory. Furthermore, agency theory also indicates that CSR initiatives can be used as a way through 
which managers can ‘legitimate’ expend valuable firm resources at the expense of the firm’s shareholders’ 
wealth maximization objective (Ansong, 2017). This study discussed the role of corporate governance in 
reducing earnings management practice through agency theory, using board characteristics such as 
insider ownership and board size as governance mechanisms.

8.  Conclusion

The findings back up the study’s eleven assumptions, broken down into three objectives. The first is the 
relationship between board characteristics and earnings management throughout the ISIS crisis, and the 
second is local banks’ earnings management and insolvency risk. The third objective is to consider earn-
ings management as a mediator between board characteristics and insolvency risk, and the fourth objec-
tive is to consider CSR engagements as a moderator in the relationship between earnings management 
and insolvency risk. In brief, the analysis uncovered significant evidence that board financial expertise, 
ownership concentration, board size, and earnings management practice are relevant. As such, the com-
position of new boards must be shaped and guided by regulators working to enable multiple banking 
systems (i.e. financial expertise, ownership concentration, and board size). Therefore, regulators must con-
sider financial competence, ownership concentration, and board size when designing financial reporting 
methods in banking.

Furthermore, internal board processes like these are also successful in reducing management oppor-
tunism in banks. The study findings provide a valuable overview for regulators, auditors, investors, and 
other decision-makers. This finding underscores the importance of considering CSR practices in under-
standing the relationship between earnings management and insolvency risk. Companies engaging in 
CSR activities may experience a different risk profile associated with earnings management compared to 
those that do not. This has practical implications for firms seeking to manage financial risk and highlights 
the potential protective role of CSR in the context of earnings management and financial stability. Also, 
it is crucial to acknowledge potential limitations in the study and recognize that moderation effects do 
not necessarily imply causation. In summary, the results suggest that CSR plays a moderating role in the 
relationship between earnings management and insolvency risk, providing valuable insights for organi-
zations aiming to understand and manage their financial risks in the context of corporate social 
responsibility.

The main contributions of this research are, first, to shed light on the possibility of improving banks 
by academics and practitioners adopting CSR activities. Therefore, policymakers must realize the critical 
and vital role of quality CSR disclosure. Second, this paper encourages policymakers to recognize the 
necessary role of corporate governance (CG) mechanisms in mitigating the manager’s opportunistic 
behaviors and reducing the earning management practices in Iraq. Further, companies must also be 
encouraged to improve the quality of CSR reporting. Finally, these findings may help guide and prevent 
Iraq’s earnings management practices from becoming more extreme in the business atmosphere. 
Following that, looking at the role of CSR from the entrenchment perspective gives a different view and 
awareness of the negative use of CSR. In addition, the theoretical contributions of this study are given 
the escalating trend worldwide towards earnings management and CSR. This empirical exploration of the 
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extent of the characteristics of the board of directors (board financial expertise, ownership concentration, 
and board size) in relation to insolvency risk centers on the often-overlooked category of Iraqi banks.

However, owing to certain limits, the current study has several limitations. The nature of the data is 
one of the limitations, as the data employed in the present study covered the period from 2010 to 2020, 
which might have an endogenous effect. Data for 2014 and 2017 were affected by the ISIS war period 
in Iraq. Therefore, it is also possible that some companies’ data were severely affected by the economic 
conditions at that time, which did not reflect the real economics of some banks. Furthermore, for the 
sample size, this study applied to Iraqi-listed banks, which were the only ones included in the study. As 
a result, it may not reflect the whole community of Iraqi publicly traded firms. The findings can be extra 
cautiously extrapolated to other firms’ sectors. Hence, further research could explore the specific mech-
anisms through which CSR moderates the relationship between earnings management and insolvency 
risk and investigate whether these findings hold across different industries or regions. Particularly, CSR is 
a relatively new concept for the Iraqi business environment, and there is still much-mixed understanding. 
This research could be a starting point for CSR research at Iraqi banks. It is hoped that a broader study 
with a larger sample size and cross-cultural studies will soon be done.
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