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Abstract | This study aims to measure the level of earning quality in Islamic banks and
then test the impact of operational risks on earning quality by applying it to a
sample of Islamic banks listed on the Iraq Stock Exchange during the period of
2011-2021. The study was adopted to achieve Its objectives are based on the
quantitative approach, and the method used to develop the theory is the
deductive approach. To measure the variables of the study, it relied on the basic
indicator method in accordance with Basel Il standards to measure operational
risks, while it relied on the modified Jones model (1995) to measure the
earnings quality expressed by the practice of earnings management through
discretionary accruals. Then, it used the regression analysis method using panel
data to test the impact of operational risks on earnings quality based on the
Eviews program. The study reached many results, the most important of which
is a low level of earnings quality in the Islamic banks in the study sample
because it contains earnings management practices through discretionary
accruals. With the exception of the years 2017-2018, this is due to their lack of
earnings management practices. The study also found that there is no impact
of operational risks on the earnings quality of the Islamic banks in the study
sample. In the results, several recommendations are made, with the most
significant being the necessity of issuing standards and legislation aimed at
curbing earning management practices in Islamic banks, thus enhancing their
quality. Additionally, the study suggests investigating the factors influencing
earning quality in Islamic banks, which have led to its decline in the study's
sample.

Keywords: Operational Risk, Earnings Quality, Earnings Management, Accruals,
Islamic Banks.
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ERE T Earnin%s Quality
Q
Years Accruals 1 0

Average Freq | Percent | Freq. | Percent
2011 0.47 1 33.33% 2 66.67%
2012 0.10 2 66.67% 1 33.33%
2013 -0.14 1 33.33% 2 66.67%
2014 -0.47 1 33.33% 2 66.67%
2015 -0.31 2 66.67% 1 33.33%
2016 0.63 2 66.67% 1 33.33%
2017 0.06 0 0% 3 100%
2018 0.05 0 0% 3 100%
2019 0.17 1 33.33% 2 66.67%
2020 0.16 1 33.33% 2 66.67%
2021 -0.76 2 66.67% 1 33.33%
Total -0.04 13 39.5% 20 60.5%

Lo (FLW 335 pLE) 2 51 ayle s iy & (V) 3y oDl Jgadt e o3
AL DN F RN SRR IRUEIE WEWNUR SO R NV EVIE RN AR CPIVA LI
333 L) ] ety ) V) aslie Yo olie 1Sy %0 10,0 Wi (LY sasr 5Li))
Gyl V) Sl J0 o ~ Y1 1] Slu)le sgmrg) s Lgie 35l b (3 Sl ~U)Y)
ol Be Bjlaall LY 8] Byl e B (Y VA=Y 0V Y) plsel OF Sl LS
bl pde (3 Al B354 aaes IS s el Cpﬂ\ OB ULy
J8 oo s el S e Yl oY) o)l g S8 e Lo I g ailey
Y0\ ¢ iygime Sytas dis Ble 3352 AW BN BLall Baw (3 )l S a3 Lall

(Y VA=Y 1Y) ole slamal 2ldg

AN G A1yl

s LY a2l 3 Cpﬂ\ 5352 (3 ke blsel) aglas| N5 93 1 axy
L Trns (BQ) )Y 5292 (3 (OR) &bl bLsll Jaindd padl 53 aulys cl) & 2,4l
cPanel Data ULy & e slaxeVb 2L ¥l Slimand) I o S35 -1 3)15) dlag
(%515l a>4ll) Balanced Panel i s*9 Panel Data <ULl e Olegi a0 SV pad e
é a>3Ul) Unbalanced Panel ¢l ikl 1S, ol eSO o e psn bl desas
o) (g ple 73 SLH e il sim UL o o5 G Sl Begat 2y (15
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QUL T adle SULS (3 SBLEY) O) 0 Eviews oy o Shlas VI el diey
B ) ) S e UL B # I (DT S s S5 LY Asles L
SUL O pamh ey L olalad) jan (3 Oluis fa> bsd) dicy (Natural Log) eeslesll
dslas 3 Je 2Ly .(Unbalanced Panel) &jlsll 6 a=glll ULy ) <dsd Lgzal)s 511
: s b » Regression Equation ALY

IMEQ;e = Po + B1 InOR; + &

Earnings 3\@\.:25-\“ Olasead) M o C\gj}!\ 5y15) A, leg WT}\M C\gj)ﬂ 839> ((EQ) -0 Ea
1 Jandl el 9 (Optional Risks) Wlarzdl bl (0R) « GL"J\ gresiv =) (Quality)
Lo las g ¢ culgdl 1B BO ¢ Aaadl Sl it =1,2,3 1 Lemals SN Ll

Random Error Term

(Empirical Results) & el gl

t sk L Eviews eln sl BIRCAN N P WP cﬁL.J\ < bl A3

Pooled Least Squares Method (POLS) .\

:\ﬁj\}“:‘&) b Q\ﬁJE O)-Lg Cﬁ&'— ‘_;19;- )\J&:-\ oF S)L:.C« P9 POLS 3-0?")9 r‘.bﬁ.wb J.:bd\ ;\J;,—\ L
G Aol 3l Assesl e Lol (ak 8l Sldoning wbE semy Ll a g g e 3 2R
‘Eviews gl pliscinl POLS L2 o5l (o8 ot Cge LW Jgid)

POLS plswinl Jdondl wils eoss 1(Y) o) Jor

Pooled OLS

Variable Coefficient Std. Error t-Statistic Prob. Obs.

nor -0.630419 0.218519 -2.884963 0.0103 19

C 5.788920 2.787032 2.077092 0.0533 19
R-squared 0.328674
Adjusted R-squared 0.289184
F-statistic 8.323012
Prob(F-statistic) 0.010285

pW ) e e 1B W (Alasdl blsll) Jandl et of LSl 3Ll skl Js
5% o el Lezed OF L WLy ¢(0.0103) 29 Pvalue 2o JSs o Mg (2 LY 835)
fans ki) bl 5Lyl O 2 ) e Bage 1S WD ) Jand) el 0) Jad LSs
o R-squared ded BLoYL .0.63% et Bplas¥) Slisdl L1 U] 625 OGoe 1%
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il 0 32.8% peeds Lo 30 (Rhaadl bLsll) faldd jaedd oF e Joy 23y (0.328674)
s o llsy g Y asles O il S Ll (LY 8352) mld) il Je Lold
gae Wbl (3 gy @) Jedll (SKe 5% oo el ST 0.01 Wzesds Prob (F-statistic) desd bsl3
Pl g aodd finld) el LW s g Jandl ) e dege B BV e al
St aplas Yl olimandl wie e =L 835 589 ) il an Bege BV oy Bl
qpr LS L] aslas 8™ - S 2l

InEQ;; = 5.788920 — 0.630419 InOR;;

Fixed Effect Model .Y
) OLS 1 oty gl Slpaze (n B (Fixed Effect) <ol W s RLC

Lo bl ) o S5 Y ol S5 @) Rl aatlas 4 OLST ST (] aspall e
o el e s ol S8 85 s b s OF plsl af e cinldl ol 2358 plasanl
chaan o B 211 sl il LAY ga ey o3 (3 (Sl ) sy domtd) Sl i
&= ) e ml) atlad) ol b Al e coldl ST e AaBsl) Sty 0LSY) T
U 3k s QW Jadl 3y amsdl pine e Slemal) Bl 31 s (S e 0K

:Eviews gy plaszul (Fixed Effect) <ol

Fixed Effect plisnl lod) w35 mog 1(¥) o

o e vgn b o (Rhaad) bl Jandl et o) Jodl (Se aald) il JSs
5% oo ST Letasd O e JWLy (0.3222) 29 P-value Zed S oo S5y (2 b)Y 835) el
& Resquared e Loyl ol jadll Jo e 10 & ) Jandl el ) Jsd) S
2 a 56.3% et o o6 (Rhasd) bl Janll) el of e Juy el3y (0.563067)
3ol I e 3y ege JEV) Aslas OB ade sluy (ZL)Y) B3sx) R el Je Lol
Ay piie dorgy Wbl (3 0) Jsdl) S&s 5% oo xeol 5T 0.005 Lezasds Prob (F-statistic) des

Lk WS Wslas 28T S 3 e Bl i) i) s ege B0 W Y1 e

InEQ;, = 3.128151 — 0.420629 InOR;,
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Fixed Effect
Variable | Coefficient Std. Error t-Statistic Prob. Obs.
InOR | -0.420629 0.410928 | -1.023607 | 0.3222 19
C| 3.128151 5.217930 0.599500 | 0.5578 19
R-squared | 0.563067 F-statistic 6.443413
Adjusted R-squared | 0.475681 Prob(F-statistic) 0.005103
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Random Effect Model .Y
Ol Lage 18 Jlade paie sa 54l ol W (Random Effect) aslsiall ool x5l T35 3
545 Euall e B30 e B Sladall sde by 4l o algiall ol livlgs Ule L alizd)
B i ey i Ly (Ao getl) s OV e dnes Wlad i Blindl e

:Eviews
Random Effect plisznl ol s 1(€) o) Jgdx
Random Effect
Variable | Coefficient Std. Error t-Statistic | Prob. Obs.

InOR | -0.487690 0.336946 -1.447385 | 0.1660

C 4.027749 4.368529 0.921992 | 0.3694
R-squared 0.115256 F-statistic 2.214607
Adjusted R-squared 0.063213 Prob(F-statistic) 0.155025

W ) e e 8B W (Adasdl L) i) el O B 28Ul il J5s
5% o ST e OF L JWby ¢(0.1660) 29 P-value Ao I o S5y (2 L)Y 335)
Ay Al Y1 liand) 3b3) Oy ) add o wgn b o e Ll st O Jal S
® Resquared ied BLoYL .0.63% ey akaidl bl sl 1) o Oee 1%
) e 11.5% s Lo 530 (ki) b)) Jand) et Of e Joy 3y (0.115256)
Do e g dage e 2V aslae O Joil Sl (F LY 8352) mldl il e fold
s oy Y alslal) (3 @) Jsil Sy 5% e ST (5T 0.1550 Lezesds Prob (F-statistic) deg 5513
Y dsles BT Se s e 2l il (3 i) padly o) el 8D 3gm e

ek LS

InEQ;; = 4.027749 — 0.487690 InOR;;

Redundant Fixed Effect . ¢
o Jed)l aall wasd Ll Lzl o Redundant Fixed Effect Likelihood Ratio L1 Of

S kb el (Fixed Effect) 20l Ol 2358y (POLS) el (anall Ola M) 3

:Redundant Fixed Effect Likelihood Ratio Lz =5l L}Lﬂ‘ SPRE NS PR U RGN

Redundant Fixed Effect )l Slwod @
Aesdhs Y1 (POLS) 3rest! (sl Sl 2y b tHO piell 22,3
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s SV (Fixed Effect) cold) W1 tHT abad) 20,4

Redundant Fixed Effect ,Lus! - :(e) Jgdo

Redundant Fixed Effect Likelihood Ratio

Effects test Statistic d.f. Prob.
Cross-section F 4.023394 (2,15) 0.0399
Cross-section Chi-square 8.160048 2 0.0169

Cross-section Chi- s Cross-section F J.Q P-value Of L=, @ladl Jaadl c:u s
Sl Sag pdall Bl j2is JUbg (5% oo ol C57L (0.0169) 5 (0.0399) 25 square
Z3sed) e (3 (POLS) nast) (g aall Sla M o LasY) 2350l g» (Fixed Effect) <uld) 15U
g5 e S 5 el Husman Test g2 QW) LYl ) JUsY) oz JULg
s Vb (gl T o) caldl ) las) Lasdh e

:Correlated Randon Effects (Husman Test) .

Fixed) <ol Ul =358 plascanl i OTI3] b dpdnd Sla>] jLat) 52 Husman s
5 329 (pigedl o 2ALSY) Sl ) i 'Y (Random Effect) sl U (Effect
Gy Alsne OUh 53 2358 oT Wl Sl 93 2358 DL aae (B9 (opdE pzw S 3
:Husman o) C?L; L";L:J\ JgAd!

Husman Test )l Sl 2 @
el ST (Random Effect) L;\}M:J\ WU HO ) 3 b

eSSV (Fixed Effect) cold) W0 tHT aba) 2004

Husman Test Lz (1) ) e

Husman Test
Test Summary Chi-square statistic Chi-square d.f. Prob.
Cross-section random 0.081280 1 0.7756

e b o sl Jpd) s I35 e
Sl U g sl e L5 (WL 5% o xS 29 (0.7756) » P-value dad
(V) o3 Jodt L Tl JWby Lazalys SUM =3sail) 2eidle Y1 4511 48 (Random Effect)
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Uy 5l 2 M) s OIST13) Loy ccoslilly sl 5 o 3, o5 O & g

CSeiall S ol sl

Random Effect s Fixed Effect (n 4,20 2% 2(\/) (v-"b SPRES

Cross-section random effects test comparison
Variable Fixed Random Var (Diff.) Prob.
InX -0.420629 -0.487690 0.055330 0.7756

Sleaadl 5y ol Wy OVl dm Y w) o) Se il Jed s e Ly
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