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Abstract- Previous literature has suggested the importance of management accounting practices,to reduce the firms’ 
operational risk. By investigating the relationship between management accounting practices and operational risk reduction. 
The present study has found management accounting practices has apositive relationship with operational risk reduction. On 
the other hand, only risk management environment, policies and procedures influence operational risk reduction, but 
practices of risk management (i.e. risk measurement, risk mitigation, risk monitoring, and internal control) are not 
significantly associatedwith operational risk reduction.  
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I. INTRODUCTION 
 
As the global financial crisis seems unending, 
financial regulators and institutions seek every 
avenue to manage their risk to avoid or reduce losses 
as a result of risk. With the unpredictable future; 
interest and inflation rates fluctuating continually 
whiles stock market performance and exchange rates 
become uncertain, risks needs to be managed 
efficiently. According to Saunders and Cornett (2011) 
and Agwu, (2014), financial institutions are exposed 
to credit risk due to the potential risk of default on 
some assets held. 
The major objective of the Iraqi financial services 
industry is to promote monetary 
and financial stability that is productive and 
responsible for growth, development, and 
sustainability of the Iraqi economy. Towards this end, 
Iraqi financial institutions are a nucleus of the 
financial services industry and play a pivotal role in  
 
its development and stability and sustainability 
ensuring effective and efficient financial 
intermediation. On the other hand, risks to the 
financial industryare increasing correspondingly. It is 
because the capital of operating companies in the 
Iraqi financial system is limited, and this hinders the 
evolution of the Iraqi economy into a market-based 
one (Looney, 2005). Also, there are weaknesses in 
the operations, transparency, completeness, and 
accuracy of its financial systems (Looney, 2005; 
IMF, 2013; Mahmoud & Ahmed, 2014a) thus leading 
to the riskiness of the system’s operations. Jawad 
(2014), thus recommended theurgent need for an 
operational risk management framework. 
There are evidence of failures in numerous 
organizations and the financial sector all over the 
world due to unpredictable circumstances. While the 
financial institution can play a significant part in the 
growth of country GDP, same impact have 

happenned in Iraq, as the financial sector is 
significantly weak at present, and also, banking is 
regarded to be risky. Financial institutions must take 
therisk, but they must do so consciously (Hood, 
1995). Nevertheless, it should be borne in mind that 
financial institutions are very delicate institutions 
which are built on customers’ confidence, brand 
status and above all leverage. Failure to manage these 
risks has led to numerous liquidations, which 
eventually has its effect on the customers’ assets 
being held and the viability of the institutions (Soin & 
Collier, 2013).Given scenario, financial institutions 
must have a system in place for early remedial action 
on managing risks (Squires, G. (2011). While 
financial institutions have faced difficulties over the 
years for a multitude of reasons, the primary cause of 
serious operational problems in financial institutions 
problems continues to be directly related to 
operational risks (Zaleha et al., 2011). 
In Iraq, the financial crisis starts from 2010 due to 
panic among depositors and investors who withdraw 
money from market and shares (Economic Survey of 
World 2014), afinancial institute of Iraq now days 
going down and facing the many issues to survive in 
the market. According to Elbogen et al. (2012), 
financial problems that have been identified in the 
Iraq in the financial institution and operational risk is 
anincrease in the financial institution.  According to 
Obstfeld, Rogoff (2009), the growth of financial 
institutions in Iraqaredecreasing every year and 
stakeholder avoiding to invest due to high risk and 
uncertainty. Another study also confirmed that Iraqi 
financial institution is facing many issues (Leigh, 
2003). Uncertainty and high risk of demotivated to 
the investors to invest in the financial institution 
(Bilmes, 2013). All the above empirical studies 
confirmed that financial institution of Iraq  
Lack of risk management practices was considered 
one of the main contributors tocontrol highrisk in the 
financial institution (Bank for International 
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Settlements, 2009; KPMG International, 2009) 
according to Bhimani (1996). That risk management 
practices play amost important role to reduce the 
operational risk and motivate the financial institution 
to increase the invest. This leads global financial 
firms participating in self-assessment exercises and 
re-evaluating existing practices at the corporate and 
business line level to adapt more sustainable risk 
management practices into their operations of 
activities (KPMG International, 2009).  
 
Also, existing literature suggests that there is 
increasing dependence on Management accounting 
information for reducing operational risks (Zaleha et 
al., 2011). According to Guilding et al. (2000) 
management accounting influences the on operational 
risk in the financial intuitions and promote risk 
reduction strategies investors.  
However, There is alack of the empirical studies on 
the management accounting practices and operational 
risk reduction especially those that consider the 
mediating role of risk management practices. This 
Present study investigates operational risk reduction 
in the financial institution in the Iraq. The main 
purpose of the research is to study the relationship 
between the management accounting practices and 
operational risk reduction with the mediating role of  
risk management practices in the financial institutions 
of Iraq.  
Management accounting and operational risk 
management should complement each other as 
integral parts of the risk management strategy of 
financial institutions (CIMA, 2015). However, 
empirical evidence of the linkage between these two 
functions is limited. This is where this study has a 
purpose of filling this research gap.  
 
II. LITERATURE REVIEW 
 
2.1 Operational risk reduction  
Operational risks impact the reputation and financial 
stability of a business significantly. A lack of strong 
risk mitigation strategies results in various 
operational failures, leading to crises in 
organizational,management. Contemporary 
businesses are particularly keen to develop business 
strategies that align with risk 
evolution. Characteristically, the process begins with 
anassessment of factors that can spring uncertainties, 
that will impact on future business. Effective 
separation of tasks and duties decreasesinternal theft 
and risks related to fraud.  
 
2.2 Management accounting practices  
According to Hilton and Platt (2011),management 
accounting practicesare the process of measuring, 
analyzing, identifying, communication and 
interpreting of organization goals. It is Defined by 
Simmonds, (1981), as the process of ‘provision and 
analysis of accounting data about a business and its 

competitors for use in developing and monitoring 
business strategy. Alnawayseh (2013), states that 
management accounting is a development in 
accounting that acts as a framework for various 
strategic elements. Zaleha et al. (2011), on Malaysian 
financial institutions, revealed that management 
accounting techniques were perceived to contribute 
most towards the control/management of risk in 
financial institutions. The importance of management 
accounting comes from its role in measuring the 
aspects of performance (Fowzia, 2011). According to 
Ojua (2016), management accounting measures and 
reports financial and non-financial information that 
help managers make decisions to fulfill the goals of 
an organization. 
 
2.3 Risk management practices  
Cummins et al., (1998).  Defines risk management as 
“any set of actions taken by individuals or 
corporations to alter the risk arising from their 
primary lines of business. Kanchu & Manoj (2013), 
defined risk management in the financial institutions 
as “a measure that is used for identifying, analyzing 
and then responding to a particular risk. It is a process 
that is continuous in nature and a helpful tool 
indecision-making (Oehmen et al., 2014). The 
objective of risk management is not to prohibit or 
prevent risk-taking activity, but to ensure that the 
risks are consciously taken with full knowledge, clear 
purpose and understanding so that it can be measured 
and mitigated (Riordan, 2016). Risk management is a 
highly important notion for any organization as 
themost financial decisions center around the 
corporate and business cost of holding risk (Boyens et 
al., 2014). Operational risk measures, selects which 
risks to minimize, which to improve and bywhat 
means, and sets up processes to keep track of ensuing 
risk positions (Lam, 2014). This strategy does not 
truly reflect a financial institution's risk profile 
against which the capital is required. It is only a 
rough estimate of the amount of insurance the bank 
should be carrying to mitigate the effects of potential 
exposure to operational risk. 
 
2.3.1 Risk Management Environment, Policies and 
Procedures”, the importance of transparency in 
effective risk management practices it is advised by 
the Basel Committee that the Board of Directors 
approves the overall policies and that the banks adopt 
and utilize guidelines to ensure that management 
takes necessary actions (Epstein & Buhovac, 2014). 
 
2.3.2 Risk Measurement: the relationship between 
financial institutions performance and risk 
managementpractices to need better understanding 
and see the inside issues in the organization related to 
risk and handling risk management Ariffin & Kassim 
(2011). Financial institution normally uses 
questionnaire survey. 
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The use of questionnaire survey is highly suitable as 
banks normally disclose minimal details on their risk 
management strategies in their annual reports (Ariffin 
& Kassim, 2011). The Basel Committee on financial 
institutes Supervision recommends that banks 
regularly assess the positions of profit and loss as this 
will assist the bank in managing the risks efficiently.  
2.3.3 Risk Mitigation: The Basel Committee on 
financial institutes Supervision advocates thatBanks 
should have a strong control environment that utilizes 
policies, processes, and systems; appropriate internal. 
The findings of Ariffin & Kassim (2011) presents the 
perception on risk mitigation practices in Islamic 
banks. For risk reduction practices, 80% of the 
respondents strongly agreed that there are credit 
limits for theindividual counterparty. 
2.3.4 Internal Control: The Basle Committee, along 
with financial institutions supervisors throughout the 
world, has focused increasingly on the importance of 
internal sound controls (The Basel Committee on 
Banking Supervision, 2011).  
 
III. RESEARCH METHODOLOGY  
 
3.1 Population and sampling 
Iraqi Financial Services Industry comprises of a total 
of 133 financial institutions Central Bank of Iraq 
(2016). Present study selects all 133 Iraqi financial 
service institutions. The target respondents for this 
research is the top management of the banks/financial 
institutions which will include the Chief Financial 
Officer/Chief Financial and Operating Officer, or the 
most senior position in the finance department) of the 
banks and financial institution in Iraq.  
 
3.2 Sampling and Data Collection Method 
In this research, self –administered questionnaire 
based survey is used to gather relevant quantitative 
data. Total 133 questionnaireswere distributed to the 
respondents. Out of 133 questionnaires distributed,79 
are received and used for further data analysis. For 
data analysis used SmartPLS.02. 
 
VI. RESULTS  
 

Table 1 Respondents’ Profile 

 

 

 
 
Table 1 presented demographic profiles of 
respondents. More than half of the respondents were 
male 69.62%. The respondents were 54.43%banks 
and 45.57% in other financial institutions. In termsof 
job designation, 46.84% were at the position finance 
manager, followed by 40.51% (chief finance 
officer),7.59% (head of finance) and 5.06% (senior 
manager finance).  The findings show 59.49% of the 
respondents had experienced of more than five years, 
followed by 27.85% (3-5 years) and 12.66% were (1-
3years). As far as respondent’s education is 
concerned, 70.89% of the respondents were degree 
holder, followed by 21.52% (master or higher), 
6.33% (diploma) and 1.27% (professional 
qualification).The distribution of the these profiles 
provide confidence on the targeted respondents 
ability in gathering the relevant information. 
Next, the variables was assessed for reliability and 
validity. Table 2 presented the loadings, AVE, 
composite reliability and Cronbach’s alpha of the 
variables studied.  
 

Table 2: Assessment of the Measurement Model 
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The figures of the loadings, AVE, CR and 
Cronbach’s Alpha are all above the minimum 
acceptable limits. 
 
IV. STRUCTURAL MODEL 
 
To test the hypotheses, I structural equation modeling 
(SEM) was performedusing SmartPLS. Table 3 
shows the causal paths that were used to test the 
relationship between the constructs. In this study, the 
objective of data analysis is to assess the effect of 
management accounting practices on risk 
management practices and operational risk reduction. 
Also, the data analysis addresses whether risk 
management practices play the role of a mediating 
construct between management accounting practices 
and operational risk reduction. 
 

Figure 1 Structural model 

 

 

 
* p< .05;  ** p< .01; *** p< .001 ; NS = not significant 
Note: MAP=Management Accounting Practices; 
RME.P.P=Risk Management Environment, Policies, and 
Procedures; RME=Risk Measurement; RMI=Risk Mitigation; 
RMO=Risk Monitoring; IC=Internal Control; 
O.R=Operational Risk Reduction 
 
Hypothesis 1 examines the effect of management 
accounting practices of risk management practices. 
As indicated in Table 3 management accounting 
practices have a significant positive effect on all 
practices of risk management. More specifically, 
management accounting practices are significantly 
associated with risk management environment, 
policies and procedures (B=.448, t=5.852, p<.001), 
with risk measurement (B=.494, t=7.926, p<.001), 
with risk mitigation (B=.454, t=5.520, p<.001), with 
risk monitoring (B=.440, t=5.202, p<.001), and with 
internal control (B=.383, t=4.251, p<.001). Therefore, 
H1 receives strong support. 
 
H2 examines the effect of management accounting 
practices on operational risk reduction. As shown in 
Table 3 management accounting practices is 
significantly and positively associated with 
operational risk reduction(B=.256, t=3.100, p<.001). 
Thus, H2 is supported. 
 
H3 examines the effect of risk management practices 
on operational risk reduction. As indicated in Table 3 
only one of the practices of risk management 
positively and significantly influences operational 
risk reduction. More specifically, only risk 
management environment, policies, and procedures 
influence operational risk reduction ( =.563. 
t=3.693, p<.001) and other practices of risk 
management (i.e. risk measurement, risk mitigation, 
risk monitoring, and internal control) are not 
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significantly associated with operational risk 
reduction.  
 
DISCUSSION 
 
Results of structure model test indicated that effect on 
management accounting practices of risk 
management practices. As shown in Table 3 
management accounting practices have a significant 
positive effect on all practices of risk management. 
More specifically, management accounting practices 
are significantly associated with risk management 
environment, policies and procedures (B=.448, 
t=5.852, p<.001), with risk measurement (B=.494, 
t=7.926, p<.001), with risk mitigation (B=.454, 
t=5.520, p<.001), with risk monitoring (B=.440, 
t=5.202, p<.001), and with internal control (B=.383, 
t=4.251, p<.001). Therefore, H1 receives strong 
support.According to Tufano, (1996), management 
accounting practices has apositiveinfluence on risk 
management practices. Management accounting 
practices involved in the risk management practices. 
According to Tayles,Pike, and Sofian, (2007) 
management practices to operate financial risk 
management. Soin and Collier, (2013) stated that risk 
management practices and risk have linked. 
Furthermore, management practicesfacilitate acertain 
way to handling in the organization to reduce the risk. 
Second hypothesis H2 management accounting 
practices and operational risk reduction have 
apositive relationship as Table 5.14 (B=.256, t=3.100, 
p<.001). Thus, H2 is supported and this findings is in 
line with Vinnari, and Skærbæk, (2014), that present 
study hypothesis that management accounting and 
risk reduction has apositiveinfluence. Management 
Accountingtries to reduce the risk in the business. 
Woods, (2009) also found that management practices 
have involved to operate the risk management and try 
to reduce the operational reduction. Paul et al. (2006), 
operational risk is considered regarding complex 
decision situations due to probability handled by 
management accounting practices. Third, hypothesis 
H3 proposed that risk management practices and 
operational risk reduction has apositive relationship. 
As indicated in Table 5.14 (B =.563. t=3.693, p<.001)  
only one of the practices of risk management 
positively and significantly influences operational 
risk reduction. Findings by Sharma, & Vredenburg, 
(1998) indicated risk management environment and 
reduction of risk has apositiveinfluence. Furthermore, 
Risk management environment involved handling 
operational risk to reduce risk. However, Other sub-
hypothesiseswere rejected as (i.e. risk measurement, 
risk mitigation, risk monitoring, and internal control) 
are not found to be significantly associated with 
operational risk reduction. These results suggest that 
to attain operational risk reduction, decision makers 
should concentrate on how to improve risk 
management environment, policies, and procedures 
rather than intensifying other practices of risk 

management. As management accounting practices 
influence, risk management environment, policies, 
and procedures, while the latter also positively 
influence operational risk reduction, it only 
reasonable that Risk management environment, 
policies, and procedures mediate the relationship 
between management accounting practices and 
operational risk reduction. Further test is needed to 
determine if it is a full or partical mediation. In 
specific terms, management accounting practices 
positively influence operational risk reduction 
through risk management environment, policies, and 
procedures. Risk management has theability or has 
the power to control fraud and mistake in the 
operational work. It is significant that management 
recognizes and act on this to improve firm 
performance.Findings from this paper provide 
insights to management on how to control risk in the 
organization.  
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