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Abstract: This research intended to identify the techniques and objectives and motivations of creative
accounting in the Czech Republic and confirm the responses similarity between two groups of
respondents. The views of 318 financial professionals were analyzed through a questionnaire. The
statistical Friedman test was used for testing two hypotheses: (H1) There is no difference in the
presented results in the techniques of creative accounting between groups of financial professionals
(ACPA, CFO, Lender, CPA, and MBA); (H2) There is no difference in the presented results in the
objectives and motivations behind creative accounting between groups of financial professionals. This
paper shows that the most used techniques are holding open books to record additional sales, delaying
shipments, recognizing revenue on partial shipments, and changing inventory values. Common
objectives and motivations included reducing earnings volatility, supporting stock prices, increasing
income or cash flow, and creating a consensus earnings forecast of analytics. Both hypotheses H1 and
H2 were confirmed. The presented article is based on our own research. Using the information obtained,
it will be possible for auditors and other authorities to focus on specific areas of creative accounting
and its motivations.
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1. Introduction

The main objective of financial reporting is to provide information about the wealth performance
and financial health of a company. Although it is true that financial statements are likely to be the most
effective way of conveying information to the public, it should be noted that, when reading reports,
figures might not necessarily show a true and fair view and might be misleading (Ibanichika and
Idendinihu, 2012). The freedom given by various accounting alternatives and legal and accounting
rules can be used to create a certain image of a company’s financial situation. This method allows the
accounting professional to manipulate the information included in the financial statements to create a
certain image of the financial situation of the enterprise, a practice called “creative accounting” (Safta
et al., 2020).

The term “creative accounting” started appearing in academic literature and business discussions
in the early 20th century. During this period, companies began using various techniques to enhance
their financial statements, often bending rules without outright fraud. In the early 21st century, the term
gained wider recognition. Companies used creative accounting methods to manage earnings, reduce
taxes, and improve financial ratios. There were several high-profile accounting scandals (e.g., Enron,
WorldCom). These cases involved creative accounting practices that misled investors and regulators.

Creative accounting is a 21st-century phenomenon that has received increased attention after the
worldwide economic crises and budget deficits (Abed et al., 2022). The issue of accounting
manipulation has recently gained a lot of interest and attention. This is because of the global increase
in scandals that hit several major corporations (Al-Hashimy, 2022).

Akpanuko and Umoren (2015) showed that 90% of all enterprises use creative accounting in the
unfair reporting of their operations. Cohen and Zarowin (2010) believed that most enterprises hide
their benefits. Creative accounting practices have begun being used intensively at the economic entity
level, regardless of the size of the enterprise or of the industry in which they operate (Kubénka, 2018).

It is obvious that creative accounting practices influence the quality of financial and accounting
information reporting (Ababneh, 2019). On the other hand, referring to creative accounting, Vladu et
al. (2017) added that no scientific method will allow anyone to discover or reflect the absolute
accounting truth. Based on this evidence, the accounting profession continues to grapple with the issue
of fairness, as it is in the service of its users, and neutrality, to answer objectively all parties that are
interested in the operation and the results included in company reports.

1.1. Creative accounting, fraud, and earnings management

Creative accounting is a euphemism referring to accounting practices that might follow the letter
of the rules of standard accounting practices but deviate from the spirit of those rules with questionable
accounting ethics—specifically distorting results in favor of the preparer or the firm that hired the
accountant (McBarnet and Whelan, 1999).

Creative accounting was mentioned in the Anglo-Saxon literature in the 1970s, being at first most
frequently found in works related to company bankruptcy and in the work written by Watts and
Zimmermann (1978).

The concept of creative accounting is usually used to describe the process that provides
opportunities for manipulation, deceit, and misrepresentation (Cormier and Lapointe, 2006). Hussein
et al. (2015) defined creative accounting as an accounting manipulation technique performed by
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financial statement preparers who want to alter the message being sent. Al-Hashimy (2019) defined
account manipulation as a method of manipulating accounting to exploit gaps in accounting standards
and decisions on measurement and disclosure procedures.

Additionally, creative accounting can be defined as the art of calculating benefits (Griffiths, 1986),
the art of making a balance (Sharma, 2020), and the art of saving money (Popescu et al., 2009). In a
similar manner, Jameson (1988) defined creative accounting as a technique that considers the
improvement of the information provided by shareholders. Thus, the economic entity presents to
shareholders or potential shareholders certain financial statements constructed applying techniques
capable of generating a more favorable image of the firm on the market but also the illusion of more
attractive results than what is accurate. Defining creative accounting through a well-known practice,
which is the result of smoothing, Sohn (2016) asserted that this practice is evident whenever profits
exhibit a large fluctuation unjustified by the economic reality.

According to Gowthorpe and Amat (2005), creative accounting at the individual level involves
preparers altering accounting disclosures to create the reality they wish to have communicated to users
of financial statements. Stubben (2010) defined creative accounting as a process by which accounting
numbers are manipulated and, taking advantage of flexibility, measurements and information practices
are chosen that turn synthesis documents from what they are into what managers want them to be.
Zang (2012) declared that published synthesis documents are based on registers that have been
delicately arranged or even substantially modified. This legitimate scam is referred to as creative
accounting. The probability of detecting creative accounting depends on its size and the transparency
of the budget (Milesi-Ferreti, 2004).

Creative accounting methods are not at all recent developments, but they have only begun to be
more intensely debated in the 2000s, mainly because of the financial scandals that have arisen globally,
whether directly or indirectly linked to manipulation and creative accounting. Similarly, the previous
global crisis of the financial system was associated with creative accounting (Balaciu et al., 2009).
Resorting to such techniques is carried out in compliance with the law, although moving far away from
the basic purpose of accounting: providing users with a faithful image of the accounting statements.
Both creative accounting and fraud occur mainly in times of financial difficulty for a company, and
they intend to change the truth.

Creative accounting involves adjusting the accounting information, a process that is not
considered to be illegal, but that certainly violates ethical standards. On many occasions, creative
accounting and fraud are considered synonymous but there are numerous differences between them.
From the perspective of those involved in setting up, checking, and controlling statements, it is
necessary to distinguish the concept of creative accounting from the concept of fraud and to clarify the
two. The lines between the two are blurred in many areas (Agostini and Favero, 2017).

Fraud is an act committed in ill faith that violates the law and has a negative character, while
creative accounting complies with the law but not with the spirit of the law (Safta et al., 2020). Fraud
is defined as the crime of cheating somebody to get money or goods illegally. Both academics and
laymen alike define the notion of fraud in several ways, the most simplistic being that fraud is any
crime committed for profit (Taherinia et al., 2018). Academics generally agree that fraud can ultimately
be defined as the act intended to mislead or harm others, to gain an unfair or illegal advantage (Dechow
et al., 2010; Dechow et al., 2012). Kothari et al. (2016) further simplified the notion as theft by deceit.
Academics agree that fraud involves elements such as deceit and dishonesty (Jackson, 2018), and it
typically involves senior management (Jiang et al., 2010). Moreover, unlike a mistake or an error, fraud
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is deliberate, intentional, and most of the time involves the intentional concealment of the deed (Collins
etal., 2017).

Jones (2011) defines methods of fraud as misappropriation of assets (inventory, cash, and other)
and fictitious transactions (fraudulent financial statements), meaning one-off sales, cash, and inventory.
As already said, the boundary between creative accounting and fraud is often unclear. The basic
accounting equation is assets plus expenses equal income plus liabilities plus capital. Therefore, it is
possible to maintain the symmetry within accounting but classify expenses as assets and loans as
income. Creative accounting is legal. On the other hand, creative accounting may prove to be closer to
fraud if the gateways from regulations are used to obtain advantages by certain categories of users of
the accounting information to the detriment of others (Han et al., 2010).

Creative accounting is often used in tandem with outright earnings management. Earnings
management occurs when managers use judgment in financial reporting and in structuring transactions
to alter financial reports to either mislead some shareholders about the underlying economic
performance of a company or to influence contractual outcomes that depend on reported accounting
numbers. Earnings management techniques to distort financial statement figures could involve
claiming revenue growth that does not come with a corresponding growth in cash flows, reporting
increased earnings that only occur during the fiscal year’s final quarter, expanding fixed assets beyond
what is considered normal for the company (industry), or exaggerating an asset’s net worth by
neglecting to use the correct depreciation schedule. Some authors believe that earnings management
and creative accounting are synonyms.

1.2. Techniques of creative accounting

By observing the letter but not the spirit of the law, creative accounting techniques can be used to
distort the values of the various categories of assets, liabilities, equity, income, and expenses with the
intent to present favorable indicators of financial performance. Technically, one can manipulate income,
expenses, assets, liabilities, and equity with the purpose of presenting a favorable image of the entity
for various users. Jones (2011) provided four main strategies for exploiting the inherent flexibility of
accounting: increasing income, decreasing expenses, increasing assets, decreasing liabilities, and
increasing operating cash flow.

The tools to increase the income are premature sales recognition, increasing interest receivable,
including non-operating profits, treating loans as sales, and swaps. Decreasing expenses is possible by
using provision accounting, tax reduction, big bath or excessive one-year write-offs, decreasing
expenses and increasing assets, increasing closing inventory, capitalizing expenses, lengthening
depreciation lives, and being generous with bad debts. The tools to increase assets are as follows:
enhance goodwill, enhance brands and other intangibles, revalue fixed assets, and mark-to-market.
Decreasing liabilities relates to the techniques used in creative accounting for outcome smoothing
(Falcon et al., 2019): choosing accounting methods, policies, and options and altering them; using
accounting estimates and forecasts; making artificial transactions to manipulate the numbers written
in the balance sheet in order to smooth the result; choosing transactions that would normally alter the
image through the accounts; manipulation of business information; and the use of alternatives to
recognize the elements of the financial standing and performance.

The practice of creative accounting usually includes overstating assets, high stocks, decreasing
expenses, changing depreciation methods, or presenting provisions as assets (Remenaric et al., 2018).
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Stangova and Vighova (2016) show the following practices as the most frequently used: targeted choice
of several legal procedures (depreciation of property, the choice of the amortization of intangible assets,
technical improvement of fixed assets, application of expenditures in the cost of tangible fixed assets,
and deduction of tax losses) and failure to comply with legal procedures (depreciation of fixed assets,
adjusting entries, and provisions).

1.3. Objectives and motivations of creative accounting

Jones (2011) presented the following motivations for creative accounting and, sometimes, fraud:
personal incentives (increased salaries, bonus-related pay, shares and share options, job security,
personal satisfaction); market expectations (meeting analysts’ expectations, profit smoothing, the
norm); special circumstances (manage gearing and borrowing, new issues, mergers and acquisitions,
decrease regulatory visibility, new management team, waiting for the good times, and the belief that
current regulations are incorrect but not illegal, so using creative accounting is acceptable).

Hollander Sanhueza and Morales Parada (2017), Remenaric (2018), and Feldman et al. (2010)
described loopholes and subjectivity in international standards leading to creative accounting practices.
Aharony et al. (2010) revealed the many regulations without adequate checks as a motivation for
creative accounting. Most studies show that the degree of creative accounting depends mainly on
human factors (e.g., chief executive officer, director, owners in family firms) either directly or
indirectly (e.g., number of shareholders, board of directors, audit committee) or even depending on the
gender of the auditors. The likelihood and speed of forced chief executive officer (CEO) turnover are
positively related to a firm’s creative accounting (Hazarika et al., 2012). The CEQO’s ability adds
credibility to management forecasts, and that decreases creative accounting (Baik et al., 2011). Chiu
et al. (2013) found that a firm is more likely to perform creative accounting when it shares a common
director with a firm that is currently using creative accounting practices. Creative accounting is applied
by new CEOs and is also greater in the CEO’s final year (Ali and Zhang, 2015).

Stockmans et al. (2010) asserted that, when firm performance is poor, first-generation private
family firms seem to have a greater incentive to use creative accounting. Controlling ownership is
positively related to creative accounting. Studies found that the level of minority shareholders’
protection in a country weakens this positive relationship (Bao and Lewellyn, 2017).

Lo et al. (2010) found that firms with a board with a higher percentage of independent directors
are less likely to engage in creative accounting. The number of shareholder proposals received by firms
is positively related to creative accounting practices, while the largest institutional owners are negatively
related (Hadani et al., 2011). Creative accounting decreases if the audit committee has a high financial
expertise status (Badolato et al., 2014). More socially responsible firms have higher financial reporting
quality (Hong and Andersen, 2011). Rodriguez-Perez and van Hemmen (2010) showed that marginal
increases in debt provide incentives for managers to manipulate accounting. Badertscher (2011)
presented evidence showing the longer the firm is overvalued, the greater the amount of creative
accounting practices it undertakes. Financial distress during a global financial crisis also leads to
creative accounting (Habib et al., 2013). Massa et al. (2015) documented a significantly negative
relationship between the threat of short selling and creative accounting practices. Mutuc et al. (2019)
discussed the positive impact of expenses such as research or development on creative accounting
(Gunny, 2010). Brandt et al. (2012) presented productivity growth at the industry level as a cause of
creative accounting. Other factors influencing the degree of involvement in creative accounting include
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debt, time, financial distress, threat of short selling, level of Corporate Social Responsiblity, research
and development, and productivity growth. In a perfect world, there would be no need for creative
accounting. However, when the result does not fulfill expectations, there may be several reasons why a
company may wish to adopt creative accounting, with a range of personal incentives.

1.4. Objectives and research statements

This paper aims to explore creative accounting, namely a) its techniques and b) its objectives and
motivations. The research intends to describe creative accounting in the Czech Republic.

The remaining part of the work is organized as follows. The chapter Research methodology
describes the techniques used and the working data. The Findings section presents and comments on
the results obtained from the search through the specialized literature. The Conclusion section
highlights the main conclusions of the paper and contains future research directions on the research
topic. Tables are included in a separate file.

By synthesizing the above-mentioned studies, ten research statements in the field of creative
accounting techniques were created to find the most frequently occurring techniques, as follows:

A1: The companies use an optimistic estimate of useful life in depreciating their equipment.

A2: The companies adjust an amortization of their intangible assets to be small.

A3: The companies use their warranty liability as too small.

A4: The value of an ending inventory is understated to decrease tax.

AS5: The companies purchase the tangible assets on credit. The loan interest is included in the costs.
A6: Books are held open for several days after the closing of the year to record additional sales in
the previous year.

A7: Shipments close to the year-end are delayed, providing an increase in sales for the first quarter
of the next year.

AS8: Investments are sold to recognize a gain to offset a special charge arising from an asset
write-down.

A9: Sales are recognized upon the shipment of goods to a company’s sales representatives.

A10: Total order revenue is recognized even though only partial shipments were made.

The second section of the survey called for ten statements dealing with the objectives and
motivations behind creative accounting. These statements deal with the objectives (to find the most
frequent one) of creative accounting, whether creative accounting can help or hurt shareholders and
what is their access to information, whether creative accounting has become more common over the
past decade, and whether the campaign against creative accounting is necessary. They are synthesized
from the above-mentioned studies, as follows:

B1: It is common for companies to make creative accounting activities, that is, to exploit the
flexibility found in the application of accounting standards.

B2: A common objective of creative accounting is to reduce earnings volatility.

B3: A common objective of creative accounting is to support or increase stock prices.

B4: A common objective of creative accounting is to increase income or cash flow.

B5: A common objective of creative accounting is to meet the consensus earnings forecasts of analysts.
B6: Shareholders are sometimes harmed by creative accounting practices.

B7: Creative accounting can be helpful to shareholders.

B8: All shareholders have equal access to material financial information.
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B9: The practice of creative accounting has become more common over the past decade.
B10: The campaign against creative accounting is necessary.

The views of various financial professionals add significantly to the knowledge of financial
numbers and creative accounting. Any single individual has a limited set of experiences. However,
access to the collective experiences of financial professionals from a variety of different occupations
can greatly enhance the quality and content of this investigation. As different groups of financial
professionals, with seemingly different interests, participate in this research, it is also examined
whether opinions differ across these groups in the two areas under study. For this reason, the following
hypotheses were established (and further confirmed):

H1: There is no difference in the presented results in the field of techniques of creative accounting
between groups of financial professionals.

H2: There is no difference in the presented results in the field of objectives and motivations behind
creative accounting between groups of financial professionals.

Using the information obtained, it will be possible to focus on specific areas of creative
accounting and its motivation.

2. Materials and methods

To provide some context for the survey, the Survey Introduction Letter was sent to each of the
surveyed financial professionals in the Czech Republic. The letter was individually addressed. A total
of 318 finance professionals completed the qualitative and quantitative survey. The questionnaires
were distributed during the autumn of 2023. The survey respondents included chief financial officers
or comparable senior financial positions, e.g., controller (CFO), commercial bank lenders (Lender),
certified public accountants (CPA), and accounting academics (ACPA). Some advanced Master of
Business Administration (MBA) students who were working part-time as accountants and were
enrolled in advanced elective courses in accounting and finance were also surveyed. The respondents,
organized by occupational groups, are included in Table 1.

Table 1. Occupational groups and number of respondents.

Profession Abbreviation Number of respondents
Accounting academics ACPA 54

Chief financial officers CFO 51

Commercial bank lenders Lender 45

Certified public accountants CPA 78

MBA students with accounting work experience MBA 90

Total 318

A variety of means were used to complete the survey questionnaire data. In some cases, the author
used their contacts to obtain survey responses. This was especially true with the accounting academics.
That explains the very high response rate of nearly 50%. The 51 responses from CFOs were obtained
from 780 questionnaires sent to companies. Here, the response rate was far lower but rather typical for
surveys that do not rely on personal connection: 6%. A combination of mailings and direct contact
were used to obtain the responses for the lenders and CPAs.
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The statements arose from the synthesis of the literature review in the previous chapter. The
survey comprised two sections: techniques (statements A1-A10) and objectives and motivations
(statements B1-B10). Respondents were asked to indicate their degree of agreement or disagreement
with each statement using the following choices: 1, Definitely yes; 2, Yes; 3, No; 4, Definitely no. In
addition to the numerical choices made by survey respondents, space also was provided on the
questionnaire to add written comments. The results are reported as averages by creative accounting
technique and group and as weighted averages by creative accounting technique for the five above-
mentioned categories of respondents. In statistics, confidence intervals provide a range of values within
which a population parameter (such as a mean or proportion) is believed to lie. For a 95% confidence
interval, it is the mean + 1.96 times the standard deviation. This range represents the “limits” within
which it is confident that the true parameter value exists.

Both H1 and H2 hypotheses, defined at the end of the Literature Review chapter, are tested using
the Friedman test. The Friedman test is a non-parametric statistical test developed by Milton Friedman
(Friedman, 1937). Like the parametric repeated-measures ANOVA, it is used to detect differences in
treatments across multiple test attempts. The procedure involves ranking each row (or block) together
and then considering the values of ranks by columns. The Friedman test is used for one-way repeated
measures analysis of variance by ranks. The given data {xij} is a matrix with rows (the blocks), columns
(the treatments), and a single observation at the intersection of each block and treatment, and the ranks
within each block are calculated. If there are tied values, the test assigns to each tied value the average
of the ranks that would have been assigned without ties, and replaces the data with a new matrix {rij}
where the entry rjj is the rank of xij within block I (Friedman, 1937):

ZZ I](]+1) 0

The test statistic is given by Friedman (1937):

T 2
12
Q= UU—H)]Z(Z Ri) =310 +1). 2

The probability distribution of Q should be obtained from tables of Q specially prepared for the
Friedman test. If the p-value is significant, appropriate post hoc multiple-comparison tests can be
performed. The null hypothesis for the test is that the means are equal. The alternate hypothesis for the
test is that means are not equal.

3. Results and discussion
3.1. Techniques of creative accounting

The most common technique of creative accounting is delaying shipments close to year-end to
provide an increase in sales for the first quarter of the next year (statement A7, average value 1.13).
On the contrary, the least used technique is investments that are sold to recognize a gain to offset a

special charge arising from an asset write-down (statement A8, average value 3.67). Statements Al—
AS deal with costs, while statements A6—A10 deal with sales. The following are brief comments that
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are summarized in the following Discussion chapter. The average ranking of the Al statement
(“Companies use an optimistic estimate of useful life in depreciating their equipment”) of 2.87 places
this within the flexibility afforded by accounting standards. However, accounting standards assume
that the judgments about the amounts are reliable. With an average ranking of 3.12, respondents feel
that technique A2 (“The companies adjust an amortization of their intangible assets to be small”) goes
within accounting standards and do not generally consider it to be in creative accounting reporting.
The classification of 2.62 places technique A3 (“The companies report their warranty liability as too
small”) in the limits of accounting standards flexibility, not extending to creative accounting reporting.
However, the ACPAs and CFOs seem to tend to reject this statement more.

The average ranking of technique A4 (“The value of an ending inventory is understated to
decrease tax”) of 1.59 indicates a conflict between this technique and accounting standards. Somewhat
surprisingly, in technique A5 (“The companies purchase the tangible assets on credit”), the inclusion
of loan interest in the costs appears to be less objectionable. The average ranking was 2.58 for this
action. The technique A6 (“Books are hold open for several days after the close of the year to record
additional sales in the year just ended”), with an average ranking of 1.27, is confirmed to be the
technique of creative accounting. These are sales that belong in the next year and will make it more
difficult to achieve profit expectations in the coming year. This activity has been a common target in
SEC enforcement actions. The technique A7 (“Shipments close to year-end are delayed, providing an
increase in sales for the first quarter of the next year”) has the lowest value, 1.13, which might seem
inconsistent with accounting standards. This technique is the domain of creative accounting reporting.
The motivation here may be to reduce the volatility of earnings. Some CFOs note that, in many cases,
this was difficult to prevent even if not desired. Technique A8 (“Investments are sold to recognize a
gain to offset a special charge arising from an asset write-down”) is not a violation of accounting
standards. Its highest average ranking of 3.67 indicates that the respondent groups do not view this as
potentially creative accounting reporting. Technique A9, which deals with a sale to a field
representative, represents shifting the risk of ownership with an average ranking of 3.57. Technique
A10 (“Total order revenue is recognized even though only partial shipments were made”), with its
average ranking of 1.73, is consistently confirmed to be a technique of creative accounting. Where
applicable, shipment is not normally the gold standard for revenue recognition.

Regarding the techniques of creative accounting, the statements presented in the previous chapter
could be divided into two groups: costs (A1-AS5) and sales (A6—-A10). Regarding the first group
statements, the most different answers are given by statements A7 and A8 (see below). Statements A1l
and A2, which deal with depreciation and amortization, do not reveal the technique of creative
accounting. This result does not correspond to those by Jones (2011) nor Remanari¢ et al. (2018). Jones
(2011) showed a strategy of increasing assets by lengthening lives or enhancing goodwill, brands, and
other intangible assets. Also, according to Remenaric et al. (2018), the practice of creative accounting
usually includes overstating assets and changing depreciation methods. Also, Stangova and Vighova
(2016) showed the choice of the amortization of intangible assets as the most common technique of
creative accounting. Depreciation as a tool of creation accounting was also shown by Repousis (2016),
Palazzi et al. (2020), Lazo and Billings (2023), and Tassadaq and Malik (2015).

The answers to statement A3 on warranty liability do not show a concurring trend. However,
provisions for liabilities were indicated as a tool of creative accounting by Remenaric et al. (2018) and
Suer (2014). Statement A4, concerning the understated value of an ending inventory to reduce tax, on
the other hand, proved to be a creative accounting tool. Also, Jones (2011) provided the strategy of
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increasing assets by increasing closing inventory. Inventories were also presented by Lazo and Billings
(2012), Lucchese and D1 Carlo (2020), and Li et al. (2017). The answers to statement AS on the
deliberate use of the tax shield on purchased tangible assets also showed a similar tendency to that of
statement A3. The research has confirmed this area as a significant technique: Abed et al. (2020),
Akpanuko and Umoren (2015), Aureli et al. (2019), and Anderson et al. (2014). Goodwill was
considered by Carlin and Finch (2011), Linsmeier and Wheeler (2021), and Cavero Rubbio et al. (2020).

The answers to the statements concerning the creative accounting technique in the field of sales
(A6-A10) are as follows: The companies hold books open after the close of the year (A6), sales are
recognized upon the shipment of the goods to a company’s sales representatives (A7), and total revenue
is recognized even though only partial shipments occur (A10). In contrast, the following creative
accounting techniques are revealed: investments are not sold to recognize gains to offset a special
charge arising from an asset write-down (A8), and sales are not recognized upon the shipment of goods
to a company’s sales representatives (A9). Also, Jones (2011) provides a general strategy for increasing
income. The summary of creative accounting techniques is in Table 2.

Table 2. Creative accounting: techniques

Statement ~ Weighted Average =~ ACPA CFO Lender CPA MBA
Al. 2.87 2.89 2.67 2.90 3.10 2.89
A2. 3.12 3.18 3.33 2.95 3.10 3.08
A3. 2.62 2.98 3.00 2.33 2.30 1.83
A4. 1.59 1.36 1.60 1.57 1.50 1.86
AS. 2.58 2.71 2.47 2.20 3.20 2.69
A6. 1.27 1.08 1.00 1.10 1.00 1.86
AT. 1.13 1.03 1.07 1.19 1.20 1.19
AS8. 3.67 3.74 3.93 3.48 3.50 3.75
A9. 3.57 3.63 3.90 3.00 4.00 3.63
Al0. 1.73 1.72 1.67 1.38 2.33 1.83

3.2. Objectives and motivations behind creative accounting

The statements that deal with the objectives and motivations behind creative accounting are
statements B1-B10 (Table 3).

Respondents agree the most with statement B1: It is common for companies to make creative
accounting activities; that is, to exploit the flexibility found in the application of accounting standards.
All objectives (B2—-B5) are confirmed. The main objective is BS5, to meet the consensus earnings
forecasts of analysts, but the other objectives are significant because their values are similar (1.63—
1.87). Regarding the impact of creative accounting on shareholders, it is confirmed that they were
harmed (B6 and B7) and that shareholders did not all have the same access to information (B8).
Furthermore, it is argued that creative accounting has been expanding in the last decade (B9) and that
a campaign against creative accounting is needed (B10). The following are some brief comments from
respondents that are summarized in the Discussion chapter.
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Table 3. Creative accounting: objectives and motivations.

Statement ~ Weighted Average =~ ACPA CFO Lender CPA MBA
BI1. 1.47 1.56 1.34 1.32 1.70 1.51
B2. 1.72 1.68 1.65 1.92 1.50 1.98
B3. 1.68 1.72 1.56 1.70 2.01 1.71
B4. 1.87 2.01 1.84 1.84 1.65 1.89
BS. 1.63 1.69 1.55 1.63 1.41 1.79
B6. 1.62 1.67 1.66 1.77 1.40 1.71
B7. 2.56 2.37 2.52 2.21 2.79 2.54
BS. 2.66 2.95 2.52 2.40 2.44 2.57
B9. 1.78 2.00 1.53 1.78 1.70 1.84
B10. 1.89 1.90 2.01 1.92 1.81 1.95

As for statement B1 (“It is common for companies to make creative accounting activities; that is,
to exploit the flexibility found in the application of accounting standards”) some ACPAs commented
that where motivation exists, creative accounting is commonplace; not as much as in the past, but
economic turn down represents a serious motivation. As for statement B2 (“A common objective of
creative accounting is to reduce earnings volatility””), some ACPAs commented that this is true to the
extent that meeting or exceeding expectations reduces volatility. As for statement B3 (“A common
objective of creative accounting is to support or increase stock prices”), ACPAs agreed but commented
that it does not mean that it is necessarily successful.

As for statement B4 (“A common objective of creative accounting is to increase income or cash
flow”), ACPAs commented that it might be an overemphasized objective. As for statement BS (“A
common objective of creative accounting is to meet consensus earnings forecasts of analysts”), ACPAs
agreed and commented that this is an unfortunate pressure on companies that did not exist before. As
for statement B6 (“Shareholders are sometimes harmed by creative accounting practices’), some CFOs
commented that only occurred when companies went outside the flexibility afforded by accounting
standards. A CPA thinks that they probably hurt potential investors or those who were currently
investing based on inflated earnings. As for statement B7 (“Creative accounting can be helpful to
shareholders™), some ACPAs commented that mild creative accounting techniques aimed at reducing
earnings volatility could be useful, but otherwise disagreed. Some CFOs commented that sustained
earnings growth consistent with earnings expectations was better for shareholders than volatile swings
quarter to quarter. A CPA agreed with this statement, but only in the short term. As for statements B6
and B7, respondents are in stronger agreement that creative accounting techniques could hurt
shareholders (1.62) as opposed to helping (2.56). The questions were mutually exclusive, and so were
the answers, as a test of the quality of filling out the questionnaire by the respondents.

As for statement B8 (“All shareholders have equal access to material financial information’) some
ACPAs commented that only if they were educated. As for statement B9, the respondents agreed that
creative accounting has become more common over the past decade. Some ACPAs noted increased
pressure on management to meet earnings to improve stock performance or to emphasize meeting
analyst forecasts. A CPA explained that the requirements are to meet quarterly earnings estimates and
manage the incredible volatility of the markets. As for statement B10 (“The campaign against creative
accounting is necessary’’), most respondents agreed and some of them commented. ACPAs agreed but
noted that the campaign has gone overboard, to a point where leading practitioners are afraid to
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exercise professional judgment. They referred that, if the CPAs would not take action, somebody else
should, or that at best, the campaign would only slightly mitigate the practice. Some CFOs commented
that using the flexibility afforded by accounting standards was prudent business and going beyond
(abusive) was not. A CPA who did not agree with this statement commented that it was important for
companies to play by the same rules, and it was inconceivable to believe that earnings would not
fluctuate in ranges from year to year.

Regarding the objectives and motivations (B1-B10) behind creative accounting, all statements
B1-B5 were confirmed, namely to exploit the flexibility found in the application of accounting
standards, to reduce earnings volatility, to support or increase stock prices, to increase income or cash
flow, and to meet consensus earnings forecasts of analysts. Al-Hashimy and Al-Hashimy (2019)
presented reasons including the boost of shares, prices, taxes, and dividends. De Aquino et al. (2020)
also showed the increase in expenditure and decrease in the amount of taxes that the business is
required to pay to the government as reasons.

De Villiers and Sharma (2020) presented the primary motivation for publicly traded corporations
driving up share values on the stock market. The objectives of the other studies were the following: to
boost the share price in the stock market, to avoid paying taxes, the payment of dividends (Boerman,
2020), debt structure and financial distress, or encouraging investors to buy the shares of the company
(Converse et al., 2019). Jones (2011) presented objectives and motivations behind creative accounting
as personal and market expectations. Hollander Sanhueza and Morales Parada (2017), Remenari¢
(2018), and Feldman et al. (2010) described loopholes and subjectivity in international standards leading
to creative accounting practices. Aharony et al. (2010) revealed the many regulations without adequate
checks as a motivation for creative accounting. Abed et al. (2022) presented agency problems, executive
rewards, share ownership schemes, and income smoothing as motivations behind creative accounting.

In addition, it has been confirmed that shareholders were harmed by creative practices (B6).
Indeed, shareholders suffer because they receive distorted information about the market value of their
shares, which is confirmed in statement B3. The statement B7 is contradictory; therefore, it also has
opposite results. As already said, this question has a control function in the questionnaire. The answers
to statement B8 do not agree that all shareholders have equal access to material financial information.
According to the answers, the practice of creative accounting has become more common over the past
decade (B9). On the other hand, it turns out that creative accounting has been around for a long time.
Creative accounting was mentioned in Anglo-Saxon literature in the 1970s (Watts and Zimmermann,
1978). Creative accounting methods began to be more intensely debated in the 2000s, mainly because
of the financial scandals. The last statement, B10, says that the campaign against creative accounting
was necessary (B10), which would be an objective for further research (see below).

3.3. Testing hypotheses

Two hypotheses (H1: There is no difference in the presented results in the field of techniques of
creative accounting between groups of financial professionals; and H2: There is no difference in the
presented results in the field of objectives and motivations behind creative accounting between groups
of financial professionals) were tested. Both hypotheses were confirmed. Results are presented in Table
4 and discussed in the following chapter.

There is no difference between the results of groups of respondents neither in techniques nor in
objectives and motivations. Therefore, this article does not focus on discussing the answers of
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individual groups but averages them. On the contrary, Gadelha Dias et al. (2016) showed that the
academic view on creative accounting differed from that of accounting professionals in general. Jiang
et al. (2010) examined the association between chief financial officers and creative accounting because
as the CFOs’ primary responsibility is to financially report, they should play a stronger role than the
chief executive officer. So how do the respondents generalize creative accounting? The opinion on
creative accounting seems to be the same across accounting specialists and, according to the answers
to the statements, it is an aversion to creative accounting (answers to statements B6-B10). Also, the
results of Balanciu et al. (2012) showed that more than half of the respondents are risk-averse when it
comes to changing accounting methods to ensure a better company result, and around 30% would not
use these methods. Cernusca et al. (2016), however, stated in their research that more than 50% of
university students would not tend to use creative accounting methods, but most practicing accountants
do not oppose it and do not rule out such a possibility.

Table 4. Creative accounting: objectives and motivations.

Hypothesis H1 Hypothesis H2
Testing criteria oo = 0.05 (1) (2) 5.36 7.08
Critical value (Kubanova & Linda, 2009) 10.68 10.68

4. Conclusions

Various accounting alternatives and legal and accounting rules can be applied to provide the
freedom to create a chosen image of a company’s financial situation.

This paper includes the author’s research conducted via questionnaires. The survey respondents
included chief financial officers or comparable senior financial employees, e.g., controller (hereafter
CFO), commercial bank lenders (lender), certified public accountants (CPA), and accounting
academics (ACPA). I also surveyed some advanced Master of Business Administration (MBA)
students who had some experience with accounting and were enrolled in advanced elective courses in
accounting and finance. A total of 318 finance professionals completed the qualitative and quantitative
survey. The questionnaires were distributed during the autumn of 2023.

The research intended to identify the creative accounting techniques and objectives and
motivations of creative accounting in the Czech Republic and confirm hypotheses about the similarity
of groups of respondents.

As for the techniques for creative accounting, it was found that there is a conflict between real
actions and accounting standards in practices such as holding open books, delaying shipments,
recognizing revenue on partial shipments, and changing inventory values. On the other hand,
amortization is not beyond accounting standards. Recognizing a gain from selling investments and
recognizing sales upon the shipment of goods to sales representatives do not often lead to creative
accounting reporting. Similarly, investments to recognize a gain and offset a special charge arising
from asset write-down, and recognizing sales upon the shipment of goods to a company’s sales
representatives, are not typically associated with creative accounting.

As for the objectives and motivations, the research also examined these declarations: a common
objective of creative accounting is to exploit the flexibility found in the application of accounting
standards, reduce earnings volatility, support, or increase stock prices, increase income or cash flow,
and meet the consensus earnings forecast of analytics. Shareholders could be harmed by creative
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accounting practices and, on the contrary, creative accounting might not be helpful to shareholders.
Shareholders do not all have equal access to financial information. The practice of creative accounting
has become more common over the past decade. The campaign against creative accounting is necessary.

The tested hypotheses are presented. H1: There is no difference in the presented results in the
field of techniques of creative accounting between groups of financial professionals. H2: There is no
difference in the presented results in the field of objectives and motivations of creative accounting
between groups of financial professionals. Both hypotheses were confirmed, meaning that all types of
financial professionals have a similar view of creative accounting.

Using the information obtained, it will be possible to focus on specific areas of creative
accounting and its motivation, which may be the first step in its reduction. Further research could focus
on how to reduce creative accounting, which was confirmed by this research (B10). There are two
possible ways to reduce it. First are environmental constraints (appropriate reward and incentive
structures, better regulations and codes of corporate governance, and enhanced supervision) (Balaciu
et al., 2012), and second is enforcement and ethics leading to better enforcement and code of ethics
(Mulford and Comiskey, 2005).

However, when reviewing the possible solutions to creative accounting, it is necessary to take a
long view and be realistic. By instituting enhanced controls and enforcement as well as increasing
ethical awareness, it may indeed be possible to curb the worst excesses of financial manipulation.
However, given the perennial nature of the problem, it is unlikely that creative accounting will ever be
completely eliminated.
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