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ABSTRACT 
 

The study is titled “The provoking upsurge of creative Accounting: The Culpability of 

Accountants”. The study is intended to mitigate creative accounting in all ramifications 

among accountants so that the confidence of stakeholders is restored. Despite the 

international and local scandals witnessed among concerns like Enron, Parmalat, Word Com, 

Card bury, unilever etc. there are still avalanche of cases of misrepresentation, malfasication 

that is been perpetrated by most organization be it public and private sector. 

The study employed empirical survey Two hundred & twenty seven (227) out of the five 

hundred (500) interviewees were selected using a simple random sampling technique. The 

same numbers of questionnaire copies were returned representing 100% response rate. This 

was due to a close follow-up. The reliability coefficient of 0.97 indicating the potency and 

reliability of the instrument. 
 

The data generated were analyzed using simple percentage method and pie chart for the 

research questions and chi-square statistics for the hypothesis formulated. 

The findings reveal the following: 
 

I) Management are usually subjected to undue pressure to declare immense profit, this 

 in turn is passed to the accountants who are immediately deceived to trade the code of 

 ethics of the accounting profession. 
 

II) The unrealistic target that management is usually given makes them to compromise 

 most times. 
 

III) Also, manipulation of financial information which is called several names like 

 earnings management, Income Smoothing, Window dressing, aggressive accounting 

 or account manipulation prevents the allocation of resources in the most areas in the 
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 economy and also gives an obscure picture of the state of affair of an enterprise at a 

 particular time. It is recommended that there is the urgent need for practice 

 monitoring  and sound  corporate governance to commence in order to raise the 

 quality of financial report  globally.  

 

INTRODUCTION  
 

 Creative Accounting also known as aggressive accounting is the process that deals 

with matters of accounting appraisal, conflicts items and events. This flexibility gives room 

for manipulation, deceit and misrepresentation. Hence, the accountants use their knowledge 

of accounting rules to manipulate the figures reported in the accounts of a business. 

 Creative accounting means different things to different people. According to Amat, 

Blake and Dowds (1999), four authors in the U.K. explored creative accounting analysis and 

an academic view). According to the authors: 
 

1. A business journalist-Griffiths (1986) observes that every company in the country is 

fiddling its profits. Every set of published accounts is based on books which have been gently 

cooked for completely roasted. The figures which are fed twice a year to biggest con trick 

since the Trojan horse… in fact this deception is all in perfectly good taste. It is totally 

legitimate. It is creative accounting. 
 

2. Accountant – Michael (1988) argues that “creative accounting” is the accounting process 

consists of dealing with many matters of judgment and of resolving conflicts between 

competing approaches to the presentation of the results of financial events and 

transactions…This flexibility provides opportunities for manipulation, deceit and 

misrepresentation. These activities-practiced by the less scrupulous elements of the 

accounting profession. 
 

3. An investment Analysis Smith (1992) reports that we felt that much of the apparent growth 

in profits which had occurred in the 1980s was the result of accounting sleight of band rather 

that genuine economic growth, and we set out to expose the main techniques involved, and to 

give live examples of companies using those techniques. 
 

4. Nasser (1993) presenting an academic view offers this definition. Creative accounting is 

the transformation of financial accounting figures from what they actually are to what 

preparers’ desire by taking advantage of the existing rules and/or ignoring some or all of 

them. Nasser (1993) further observed the accounting systems in Angela-Saxon countries that 

they are particularly prone to such manipulation because of the freedom of choice it permits. 

 However, one can firmly assert that creative accounting is referred to as income 

smoothing earnings management, earning smoothing, financial engineering and cosmetic 

accounting as perceived by the USA and Europe. The common opinion of the authors is that 

the creative accounting is expressed by window dressing and reporting profits and asset in a 

way that is complimentary to the companies’ shareholders and investors. So, apart from its 

widely usage as a way of being fraudulent, it is seen by most authorities as been deceitful and 

undesirable practice because of misleading information. 
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 Creative accounting is more than just a profit changing. The various methods of 

creative accounting according to Amat, Blake and Dowds (1999) include: 

1. Sometimes the accounting rules allow a company to choose between different, 

methods e.g. a company can choose the accounting policy that gives their 

preferred image. 

2. Certain entries in the accounts involve an unavoidable degree of estimation, 

judgment and prediction. 

3. Artificial transactions can be entered into both to manipulate balance sheet 

amounts and to move profits between accounting periods. 

4. Genuine transaction can be timed so as to give the desired impression in the 

accounts. 

Thus, creative accounting has come to include: conceal financial risk, circumvent 

borrowing restrictions, escape shareholder control, boost reported profits or minimize 

reported losses, manipulate key ratios used in market analysis, enhance management 

performance, gain access to finance, would otherwise be impossible to raise. 

  

PRINCIPAL OF ACCOUNT MANIPULATION 

                                                                                                                                                        

                                           Firm 

 

        Society    Finds providers  Managers 

 

Minimization of   Minimization of   Minimization of  

Political Costs  political           Manager’s Compensation 
- Cost of regulation  - Issuing New Shares            - Bonus Plan 

(Environment,   - Debt Contracts.                 – Stock Options. 

Competition Etc. 

- Taxation 

 

 

                 
            Managers manipulate 

Managers manipulate for the firm            against the firm 

 

 

 
        

      Accounts Manipulation 
 

Fig: 1Source: Balacious and Madalina (2008) Creative Accounting, Window Dressing 

Fraud and Account Manipulation  
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 The manipulation of financial numbers is prohibited by laws and accounting 

standards, they were against the spirit of not providing the “true and fair view” of a company 

that accounts are supposed to. The techniques of creative accounting charge over time. As 

accounting standard change, the techniques that will work also changes. Many changes in 

accounting standards are meant to block particular ways of manipulating account, which 

means that intent on creative accounting need to find new ways of doing things. 

 Moreover, one should be able to see that if creative accounting is practiced by any 

organization there is plenty of scope of manoeworing and manipulation of the accounting 

information. Such manipulation might leave the shareholder, public, the government and any 

interested party absolutely confused as to what are facts and what is not real and true 

regarding a published set of accounting statements. 

 

Statement of the problem 
 

 Creative accounting and earning management are euphemisms for accounting 

practices that tend to circumvent, albeit, cleverly or manipulate the rules of standard 

accounting practices or the spirit of those values (Barnea, Chamberlain and Marlinton, 1076). 

They are characterized by dubious complications and use of ‘novel’ ways of presenting 

income, assets or liabilities. 

 There are many reports of price manipulation, profit overstatement, and accounts 

falsification by some dubious stewards which rendered the financial reporting ineffective. 

The business failures of the past decade however, have been closely associated with corporate 

governance failure which involves a number of parties, management board of directors, 

auditors and some investors (Ezeani, 2010). 

 Most business organizations have always been connected with fraud and have always 

been affected by financial collapses. Recently, accounting scandals like Enron, World Com, 

Parmalat, Tyco, etc. have cost not only billions of dollars to the stakeholders but also have 

damaged the accounting profession as a result of financial mis-representation. 
 

 Most of the standards set for the accounting (Audit) report have been eroded. 

According to Osisioma and Enahoro (2006), accounting processes and choice of policies 

resulting from many judgments at the same time are capable of manipulation, which have 

resulted in creative accounting. The differences which are observed in financial reporting are 

legitimately prepared from choice of varied accounting policies of the same organization for 

the same period, has brought about challenges of credibility to accounting (finically and 

reporting). 

 It is upon this backdrop that the study intends to find out whether the practices of 

creative accounting affected financial reporting in Nigeria. 
 

Objective of the problem 
 The main objective of this study is to determine the effect of creative accounting on 

the job performance of accountants in reporting financial statements in Nigeria. Specially, the 

study intends to: 

 

1. Find out whether creative accounting practices affect the financial reporting 

system. 

2. Examine whether creative accounting practices significantly influences both 

accounting policy choice and manipulation of transaction in financial reporting. 
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3. Ascertain whether a well designed framework of accounting regulation will curb 

creative accounting practice in corporate financial reporting. 
 

Research Question 
 

 The following research questions guided the study: 

1. To what extent does a creative accounting practice affect the financial reporting 

system? 

2. To what extent does creative accounting practices significantly influences both 

accounting policy choice and manipulation of transaction in financial reporting? 

3. To what extents will a well designed framework of accounting regulation will 

curb creative accounting practice in corporate financial reporting? 
 

Hypotheses 
 

 The following null hypotheses were tested at 0.05 level of significance (p<0.05). 

(1). H01: Stock Broker and Market Analyst do not differ significantly in  

Their rating regarding the extent creative accounting practices affect the 

financial reporting system. 

H1: Stock broker and market analyst differ significantly in their rating regarding 

the extent creative accounting practices affect the financial system. 

(2). H0: Investor and Receiving Agent do not differ significantly in their  

rating of the extent creative accounting practices influence both accounting 

policy choice and manipulation of transaction in financial reporting. 

 H1: Investor and Receiving Agent differ significantly in their rating  

of the extent creative accounting practices influence both accounting policy 

choice and manipulation of transaction in financial reporting. 

(3). H0; There is no significant difference between the mean scores of  

The market Analyst and Investor as to whether a well designed frame work of 

accounting regulation will curb creative accounting practices in corporate 

financial reporting. 

H1: There is significant difference between the mean scores of the market Analyst 

and Investor as to whether a well designed frame work of accounting 

regulation will curb creative accounting practices in corporate financial 

reporting. 

   

Literature review 
 

 The concept of creative accounting is usually used to describe the process through 

which the accounting professionals use their knowledge in order to manipulate the figures 

included in the annual accounts. Accounting has been defined as “the art of faking a balance 

sheet” (Bertolus J.), “the art of calculating the benefits” (Lignon M.), “the art of presenting a 

balance sheet” (Gounin L.), or “the art of saving money” (Ledouble D.) 
 

 The creative accounting appeared in the Anglo-Saxon literature in the 1970s, most 

often in the papers about the bankruptcy of enterprises and those written by Watts and 

Zimmerman (1978, 1986, 1990) which represent the foundation of the positive accounting 

theory. This research trend made the object of several empirical works trying to explain the 

accounting choices starting from the problem of the political costs that the enterprises are 
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exposed to. More recently, Brown and Steele (1999) have selected a portfolio of 12 

accounting techniques, combining also the accounting options with the management 

decisions. In addition to the political costs, it also emphasized the importance of the activity 

and risk sector and that of the firm operation, as significant determinants of the creative 

accounting. 

 According to Colasse, creative accounting is defined as a cumulus of accounting 

information practices, at the limit of legitimacy, practiced by some economic entities in order 

to beautify the image of the financial position and the economic-financial performances. 

Also, Colasse states the fact that these practices arise as a result of the normalization limits 

but also as a result of the fact that the human creativity does not have limits. We retain the 

following remark: ‘it would be wrong to believe that the regularization and the normalization 

present objectively the accounting portrait of the enterprises. They reveal, explicitly, only the 

manner in which this portrait has been painted. On the other side though, they leave to the 

account preparers a manipulation line, in the same time indispensable and irreducible, that 

they can use according to the considerations deriving from the enterprise’s financial policy or 

the communication policy”. (Colasse, quoted by Raybaud – Turillo and Teller, 1996). 

 Almost in the same manner, Trotman (1993) defines creative accounting, appreciating 

that it is a communication technique having in view the amelioration of the information 

provided to the investors. Thus, the economic entity is presenting to the investors or to the 

prospective investors financial statements passed through the filter of some techniques 

capable of generating a more favourable image on the market but also the illusion of some 

more attractive results that the normal. 

 Defining creative accounting through a well known practice, that is ‘the result of 

smoothing (smoothing income), Barnea, Ronen and Sadan (1976) appreciate that this make 

its presence felt each time the profits have a high fluctuation, unjustified through the 

economic reality. 

 A complex vision is provided by Naser (1993) in whose opinion, creative accounting 

is; “1) the process through which, due to the existence of some branches in the rules, 

accounting figures are manipulated and, taking advantage of the flexibility, they choose those 

measurement practices allowing the transformation of the synthesis documents from what 

they are supposed to be into what the managers want; 2) the process through which the 

transactions are structured in such a manner that it allows the “production” of the “desired 

accounting result”. 

 Some authors define creative accounting as “an assembly of procedures having in 

view the change of the level of the result in order to increase or decrease, or present the 

financial statements, without these objectives being reciprocally excluded” (Stolowy, 2000). 

For others, creative accounting is represented by “the assembly of techniques, operations and 

freedom spaces provided by the accounting texts which, without distancing from the 

accounting norm and strictness, allow the managers of an enterprises the change of the value 

of the result or the change of the aspect of the accounting documents” (Gillet, quoted by 

Shabou and Boulila Taktak, 2002). 

 As a journalist, Griffiths (1986) noticed that the majority of the economic entities hide 

their benefits. He appreciates that the financial statements are drawn up based on the 

“embellished” registers, the resulted figures being changed in order to protect the guilty. 

Creative accounting is presented as a legitimate fraud. 

 From practitioner’s perspective, Jameson (1988) appreciates the fact that accounting 

process in its essence, requires the operation with different motivations, different ideas. From 



International Journal of Financial Management Research and Development (IJFMRD), 
ISSN 2248- 9320 (Print), ISSN- 2248-9339 (Online) Volume 3, Number 1, Jan-March (2013) 

28 

 

this diversity arise manipulation, cheating and falsification at some less scrupulous 

accounting members. It is he who states that these creative accounting practices do not break 

the law or the accounting standards; therefore they comply with the law but not its spirit. 

Jameson (1988) states thus the negative character of creative accounting which distorts the 

enterprise’s financial results and the position, misleading the users of the accounting 

information. 

 From the perspective of a financial analyst, Smith (1992) considers that the highest 

part of the economic growth of the ‘80s is “due” to creative accounting that is to the 

accountants’ skills than rather to a real economic growth. In the book, Accounting for 

Growth, he motivates the previous idea, exemplifying the cases of some British companies 

which use creative accounting practices (finding concrete proofs at 45 economic entities of 

(Great Britain), taking the example of three companies which experienced the financial 

collapse shortly after they had presented their financial statements which clearly reflected: 

financial stability. 

 Defining creative accounting, Merchant and Rockness (1994) appreciate that any 

action come from the management which can distort the profits and which is not a 

consequence of the economic reality, it actually represents the privilege of the financial 

engineering. They draw the attention on the fact that on long term all these forced approaches 

can have a negative effort on the financial stability of the economic entities. 

 Defining creative accounting through its practice, Shah (1996) as well as Macbarnet 

and Whelan (1999) appreciate that all those financial engineering used in order to create the 

image desired, the representation desired are called instruments of creative accounting. One 

year later, Shah actually defines the concept of creative accounting and the emphasis is 

placed on the fact that the management of the enterprise use of the breaches or the 

ambiguities in order to create their own portrait of the enterprises, according to their 

preferences, in other words the financial performance is obtained through the use of the 

breaches in the legislation. The author emphasizes the idea that creative accounting does not 

break the law but only its spirit. 

  Creative accounting is used, according to the opinion issued by Burclacu and 

Patroi (2005) and for the “consolidation” of the economic-financial indicators of the 

economic entities, distorting yet their informational content. It is appreciated that in this way 

the consistency and truthfulness of the accounting information sent by the economic entity to 

the business environment is being altered. 

 Romanian literature is poor in what the interest regarding creative accounting is 

concerned. Feleaga and Malciu (2002) stated that creative accounting was defined as a 

process through which the accounting professionals use their knowledge in order to 

manipulate the figures contained in the annual accounts. 

 Although there are misunderstandings regarding the definition of creative accounting, 

the majority of researchers accept the idea that this stands out through two aspects. The first 

aspect has in view the use of the accounting professionals’ imagination in order to translate 

those juridical, economic and financial innovations for which there are no normalized 

accounting solutions at the time of their occurrence. The second aspect shows the fact that the 

adjustments resulting from this financial engineering are initiated according to their incidence 

on the enterprise’s balance sheet and results. 

Other nomenclature of creative accounting in literature 

 Creative accounting, as mentioned before, has developed geographically both in its 

practices’ complexity and in its nomenclature. Thus, the term preferred in the USA and the 
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most frequent one is that of “earnings management” whereas in Europe we are using the 

phrase “creative accounting”. In the literature, creative accounting can still be found under 

the name of income smoothing, earnings smoothing, cosmetic accounting or accounting 

crafts. For more explanations on all the various global nomenclature, we enclose the 

following table: 
 

Country The equivalent of the Romanian, creative accounting” 

Switzerland Bilanzmanipulation, Bilanzkosmetik, heisse Luft 

Germany 
Trickserien, Bilanzartisik, geschonte Jahresrechung, 

Safienblasen 

Holland 

Winstegalisatie (profit equalization), Creative boekhouden, 

Creative Jaarverslaggeving, Winststuring (earnings 

management), Winstflattering, verliesmaximalisatie 

France Bricolage (DIY), Fabricated accounts, Unlimited creativity 

USA 
Cooking the books, fabricated numbers, fiddle the 

numbers, more debits than credits, earnings management 

Italy Politiche di bilancho 

Japan 

Furyo Kessan (improper accounting); 

Funshoku (window-dressing), Kara-uri (dummey or 

“empty sales”): Mae-da-oshi (bringing sales forward) 

Australia Fudging, Manipulative accounting, Feral accounting 

Great Britain 
Window-dressing, Accounting for profits, Bubbles, 

Enronitis 

 

METHODOLOGY 

 

 The study employed empirical survey. The population was made up 500 respondents 

from various operators, stock broker (dealer), market analyst, investor (shareholder), 

receiving agent and others. (From Nigeria Stock Exchange, Lagos branch). Random sampling 

technique was used to determine the sample size of 227. Questionnaire, personal enquiry and 

observation were used as an instrument for data collection. A 5 – point Likert type of scale 

(i.e. SA, A, UD, D and SD) was used. The instrument was validated by some experts. The 

split half method was used to estimate reliability which yields 0.98 indicating that the 

instrument was reliable. Two hundred and twenty seven questionnaires were distributed and 

the same numbers were collected representing 100% response rate. The data generated were 

analyzed using simple percentage method and pie chart. Chi-square was used for the three 

hypotheses formulated. Pie chart analyzes data using pie cuts into various segment sectors to 

represent the sub divisions summed up to 360
0
. 
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Research Question 1 

 To what extent does a creative accounting practice affect the financial reporting 

system?  

Table 1: Respondents rating on the Extent creative Accounting Practices Affect the 

Financial Reporting System 

 

Responses Frequency Percentage (%) Degree 

Strongly Agree 

Agree 

Undecided 

Disagree 

Strongly Disagree 

20 

18 

20 

17 

10 

23.5% 

21.2% 

23.5% 

20% 

11.8.6% 

84.7
0 

76.2
0
 

84.7
0
 

72
0
 

42.4
0
 

Total 85 100% 360
0
 

 

Source: Field survey, 2012 

 

         SA 

    76.20       A    

      84.70 

               84.70  42.4                       UD    

     72.1                                    D 

 

 

         SD 

 
 

FIG 1: Pie-chart analyzing the response to Research Question 1 

 

 The above depicts that, 20 respondents (representing 23.5% and 84.70) strongly 

agreed that the creative accounting practice affected financial reporting system, the same 

number are undecided, 18 respondents (representing 21.2% and 76.2%) agreed; 17 

respondents (representing 20% and 720) disagreed, while 10 respondents (representing 11.8% 

and 42.40) strongly disagreed. The presence of the technical accounting terminology – 

creative Accounting could be an explanation for the high number of respondents that are 

undecided meaning that the term is either unfamiliar or that some other term is interchanged 

for it’s in their operations in the organization. 
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Research Question 2 

 To what extent does “Creative Accounting” practices significantly influenced both 

accounting policy choice and manipulation of transaction in financial reporting? 

 

Table 2: Respondents rating on the Extent Creative Accounting Practices significantly 

influence both accounting policy choice and manipulation of transaction in 

financial reporting. 

 

Responses Frequency Percentage (%) Degree 

Strongly Agree 

Agree 

Undecided 

Disagree 

Strongly Disagree 

45 

20 

11 

6 

3 

53% 

23.5% 

12.9% 

7.1% 

3.5% 

190
0 

84.7
0
 

46.6
0
 

25.4
0
 

12.7
0
 

Total 85 100% 360
0
 

 Source: Field survey, 2012 

 

 

         SA 

           A    

      190 

               84.70                         UD    

        46.60   25.40 12.7                           D 

 

 

         SD 

 

 
FIG 2: Pie-chart analyzing the response to Research 2 

  

Majority of respondents (45) representing 53% (190
0
) strongly agree creative accounting 

practices significantly influenced both accounting policy choice and manipulation of 

transaction in financial reporting, 20 respondents (representing 23.5% (84.7
0
) agreed; 11 

respondents (representing 12.9%) (46.6
0
) are undecided, 6 respondents (representing 7.1%) 

(25.4
0
) disagreed; while 3 respondents (representing 3.5% (12.7

0
) strongly disagreed with the 

above information. 
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Research Question 3 

 
 To what extent will a well designed framework of accounting regulation (by 

regulatory agencies) curb creative accounting practices in corporate financial reporting? 

 

Table 3: Respondents rating on the extent a well designed framework of accounting 

regulation will curb creative accounting practices in corporate financial 

reporting. 

 

Responses Frequency Percentage (%) Degree 

Strongly Agree 

Agree 

Undecided 

Disagree 

Strongly Disagree 

42 

25 

10 

8 

- 

49.4% 

29.4% 

11.8% 

9.4% 

- 

177.9
0 

105.9
0
 

42.3
0
 

33.9
0
 

- 

Total 85 100% 360
0
 

Source: field survey, 2012.  

 

 

         SA 

    105.90      A    

      177.90 

              42.30                         UD    

        21.20.                                     D 

 

 

          
 

FIG 3: Pie-chart analyzing the response research Question 3 

 

 Table 3 and figure 3 show that majority of the respondents (42), representing 49.4% 

(117.90), strongly agreed that a well designed framework of accounting regulation (by 

regulatory agencies) will curb creative accounting practice in corporate (financial) reporting; 

25 respondent, representing 29.4% (105.90), agreed; 10 respondents are undecided, 8 

respondents representing 9.4%, (33.9%) disagreed while non strongly disagreed.      
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HYPOTHESIS ONE  

 

Ho: Stock broker (dealer) and market analyst do not differ significantly in their rating 

regarding the extent creative accounting practices affect the financial reporting 

system. 

H1:  stockbroker and market analyst differ significantly in their rating regarding the extent 

creative accounting practices affect the financial reporting system. 
 

Table four (4) below shows the chi-square of difference between the response of stock broker 

(dealer) and market analyst regarding the extend creative accounting practices affect the 

financial reporting system. 

 

Responses 0 0 – E  0 –E  (O –E)
2
 (O –E)

2 

     
  E 

Strongly agree 20 17 3 9 0.5294 

Agree 18 17 1 1 0.00588 

Undecided 20 17 3 9 0.5294 

Disagree 17 17 0 0 0 

Strongly disagree 10 17 -7 49 2.8824 

total     4.0000 

   
0 – observed frequency 

E –expected frequency  

   E = 85 =17 

5 

Degree of freedom 

(N- 1)  

5 – 1 =4 

 

 Degree of freedom = n – 1 = 4 at a level of 0.05, we obtain a tabulated value of 9.49 

which is higher than the calculated value. Then the null hypotheses hold. 

 Meaning that no significant difference exist between the response of stock broker and 

the market analyst as to the extend creative a counting practices affect the financial reporting 

system.  

 

HYPOTHESIS TWO 
 

Ho:  Investors and receiving agents do not differ significantly in their rating of the 

extent creative accounting practices influenced accounting policy choice and 

manipulation of transaction in financial reporting. 

Hi: Investment and receiving agents differ significantly in their rating of the extent 

creative accounting practices influenced by both accounting policy choice and 

manipulation of transaction in financial reporting. 
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Response  0 E 0 – E (0 – E)
2
 (0 – E)

2 

    
 E 

Strongly Agree 45 17 28 784 46.12 

Agree 20 17 3 9 0.5294 

Undecided 11 17 -6 36 2.1176 

Disagree 6 17 -11 121 7.1176 

Strongly disagree 3 17 -14 296 11.53 

Total 85    67.41 

 

E = 85 

       5 

Degree of freedom, n – 1, 5 – 1, at 0.05 level of significant = 9.49 

However since the computed value (67. 41) is higher than the tabulated value (9.49) 

we reject the null hypothesis and accept the alternative hypothesis. 

 

Therefore investment and receiving agents differ significantly in their rating of the 

extend creative accounting policy choice and manipulation of transaction in financial 

reporting. 

 

Hypothesis Three  

 

HO: there is no significant difference between the mean scores of the market analyst 

and investor as to whether a well designed frame work of accounting regulation will curb 

creative accounting practice in corporate financial reporting. 
 

H1: There is a significant difference between the mean scores of the market analyst 

and investor as to whether a well designed framework of accounting regulation will curb 

creative accounting practice in corporate financial reporting. 

 

Response  0 E 0 – E (0 – E)
2
 

(0 – E)
2 

    
 E 

Strongly Agree 42 17 25 625 36.75 

Agree 25 17 8 64 3.77 

Undecided 10 17 -7 49 2.88 

Disagree 8 17 -9 81 4.77 

Strongly disagree - 17 -17 289 17.00 

Total     65.17 

 

Since the computed value is 65.17 and the tabulated value at 0.05 level of significance is 9.49 

lower than the former. The null hypothesis is rejected; therefore there is significant difference 
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between the mean scores of the market analyst and investor as to whether a well designed 

framework of accounting regulation will curb creative accounting practice in corporate 

financial reporting. 
 

In the course of the study, the following findings were made: 
 

1. The creative accounting practices affected the quality of financial reporting. This 

evident in the various reported cases of share price manipulation, over statement 

of profit, accounts misstatement and cooking etc. 

2. The practice of creative accounting is ethically dubious and significantly 

influences both accounting policy choice and manipulation of transaction in 

financial reporting, just as hypothesis two [ 2] reveals this in the course of its test. 

3. The Global Economic meltdown which influences the hurried exit of some share 

price manipulation and the misstatement of profit and account, is one of the 

intensifiers, if not the instigator of the bearish trend or meltdown of the Nigerian 

capital market. 

4. The provision of information about an enterprises performance provided by 

measure of earning and its components is the primary focus of financial reporting. 

5. A well structured framework of accounting regulation by regulatory agencies can 

curb creative accounting influence on financial reporting and that despite the 

prevailing bearish trend in, the NSE, many are optimistic that the market would 

still bubble again. 

 

CONCLUSIONS 
 

The findings of the study serve as the basis for making the conclusion below: 
 

Creative Accounting offers a formidable challenge of the accounting profession which 

when carried to extreme negativity has cast aspersion on the credibility of accounting 

principles and standards. In general, creative Accounting lends itself as a deceitful and 

undesirable practice. The ethical implication of the Creative Accounting raises the need for a 

close scrutiny of the potential abuse of accounting policy choice and manipulation of 

transactions. 

The study brought to the multi-dimensional nature of the ongoing financial crises and 

its effect on financial reporting by way of increasing adoption of creative accounting. 

Creative accounting offers a formidable challenge of the accounting profession which when 

carried to extreme negativity has cast aspersion on the credibility of accounting principles 

and standards. In general, creative accounting lends itself as a deceitful and undesirable 

practice. The effect of the creative accounting raises the need for a close scrutiny of the 

potential abuse of accounting policy choice and manipulation of transactions. 

 This study therefore, concludes that this practice of creative accounting which 

presents itself in the form of share price manipulation, profit or accounts misstatement and 

insider trading in the NSE could be part of the explanation for the recent crash of NSE, 

Hence, the need for standard setters regulators and professional bodies to not only work 

towards the global adoption of one single set of high quality accounting standard, but also the 

need for strengthening enforcement and monitoring mechanisms. This would assist to 

enhance the quality of financial reporting as well as rebuild and sustain the warning 

confidence of financial investors. 
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RECOMMENDATIONS 

 

 The following suggestions were made in line with the findings: 
 

i. Adoption of one set of global financial reporting standards known as International 

Financial Reporting Standard [IFRS] must be embrace by all operators of accounts or 

those performing an accounting duty. Though the transition date is December 2012.  

ii. Accounting practice and scandal can destroy any institution, so there is the need to 

restore integrity and public confidence to accounting operations, the accountants should 

also be strengthen to respond quickly to the egregious abuses and malpractice in the 

world of business and impose sanctions on offenders. 

iii. The urgent need for practice monitoring to commence in order to raise the quality of 

financial report globally. 

iv. Greater emphasis on enforcement of code of corporate governance and ethics. Proper 

enforcement of changes in accounting regulation, ethical standard and governance code 

by regulatory authorities will prevent companies from employing misleading reporting 

practices of creative accounting. 

v. The Nigerian Accounting standard Board (NASB) should be empowered to draft a well 

structured framework of accounting regulation, accept, review and investigate financial 

statements of all companies quoted on the NSE to ensure compliance with GAAP, SAS, 

CAMA and other financial reporting Act before. 

vi. Regulatory agencies in Nigeria should draft rules that minimize the use of judgment and 

prediction in the treatment of certain entries in financial reporting e.g. extra ordinary 

items. 
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