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The study has been conducted to have a detailed view on creative accounting. A very 
important question has been tried to be answered in this study that why managers do 
creative accounting and how they become successful in performing such practice in the 
presence of stringent rules and procedures. Another aspect of creative accounting has 
been tried to be explored that whether this creative accounting practice is good for the 
companies or it brings companies in crises situation. Discussion based model has been 
used on the basis of past references and experiences. Link of governance with creative 
accounting practices has also been tried to be explored in the study. At the end it is 
concluded that the complex and diverse nature of the business transactions and the 
latitude available in the accounting standards and policies make it difficult to handle the 
issue of creative accounting. It is not that creative accounting solutions are always wrong. 
It is the intent and the magnitude of the disclosure which determines its true nature and 
justification. 
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 Definitions of earnings management used by accounting researchers and three 
methods of estimating it: aggregate accruals, specific accruals and discontinuities in 
earnings distribution. Discusses evidence relating to the reasons for 
income‐increasing earnings management, income‐decreasing earnings management 
and specific contexts, e.g. financial institutions with regulatory constraints. Concludes 
that, although the evidence is limited, managers are more likely to manipulate income 
up rather than down; and identifies some opportunities for further research 
 
INTRODUCTION 
 

Organizational management is complex and multi-dimensional in nature. It 
integrates several elements, activities and processes oriented towards achieving 
organizational goals. Amidst the fast-changing business landscape, organizations are 
moving ahead from classical criteria of cost and performance to integrating creativity and 
innovation for overall efficiency. Such integration involves exploring and implementing 
the concepts at various functional levels of management to evolve a creative perspective. 
 

Creativity as a skill involves bringing something new into being and as a process 
involves management. It encompasses all the processes oriented towards value addition 
such as motivating the workforce to explore their creative energy and providing a 
platform to nurture innovation while embracing change. In this conceptual age, where 

Abstract 
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businesses continue to implement creativity-intense activities, it becomes an inevitable 
component for continued success. 

Earnings Management, in accounting, is the act of intentionally influencing the 
process of financial reporting to obtain some private gain Earnings management involves 
the alteration of financial reports to mislead stakeholders about the organization's 
underlying performance, or to "influence contractual outcomes that depend on reported 
accounting numbers."  

Earnings management has a negative effect on earnings quality, and may weaken 
the credibility of financial reporting. Furthermore, in a 1998 speech Securities and 
Exchange Commission chairman Arthur Levitt called earnings management 
"widespread".Despite its pervasiveness, the complexity of accounting rules can make 
earnings management difficult for individual investors to detect.  
 
AGGREGATE ACCRUAL  
  

Balance Sheet and Cash Aggregate Accrual Ratio. First calculate Net Operating 
Assets: Next, subtract last period's NOA from the current NOA figure to arrive at 
Balance Sheet Aggregate Accruals. The Balance Sheet Aggregate Accruals Ratio is 
determined by dividing that number by the average accruals. 
SPECIFIC ACCRUALS  
 

The specific accruals to focus on are accounts receivable and inventory. In high-
accrual firms, these operating accrual accounts, on average, appear to have patterns that 
may signal earnings management. 

SCOPE OF CREATIVE MANAGEMENT 

creative management extends to include specializations in marketing such as 
advertising, brand management, media management and marketing communication. 
Product design and marketing programs are two prime areas that offer vast scope for 
creativity in organizations. Creativity and Innovation have always been at the heart of 
every successful organization. Yet until recently, the responsibility of innovating new 
ideas and products was left to the R&D and Creative Teams. Managing creativity was 
something of an enigma. How do you manage something so abstract as innovation? 

In recent years the role of the Creativity Manager has developed. And as we start 
to see creative workers replace knowledge workers, knowing how to creatively manage 
teams and inspire diversity, have become essential elements in the role of today’s team 
leaders. 

Nowadays even the workplaces that are considered most mundane, have the scope 
to be creative and innovative in their approach. Take the case of the instant soup factory, 
where the Spice Blenders and Production Line Operators took it upon themselves to 
increase productivity, by creating their own tempo. 
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How do we encourage creativity in the modern-day organization? And what are 
the foundations that propel us to great innovation? There are lots of ways we can 
innovate in the workplace, and make our workplaces more stimulating for creativity to 
flow. We just have to give our teams the freedom and confidence to explore ways of 
doing what they do better.  
 
PRINCIPLES OF CREATIVE MANAGEMENT  
 

Follow these seven principles to have your budding designers, scientists and 
artists, rise up and innovate your next market-leading creation. 

NURTURE DIVERSITY 

When teams connect ideas from entirely different contexts, they innovate. The 
role of a Creativity Manager is to build a diverse team and then nurture its diversity, so 
the individuals learn to value their originality and gain the confidence to bring their 
unique perspectives to the table. A Creativity Manager always supports the individualism 
of her team members and is able to  facilitate diverging opinions. 

Building a diverse and cross-functional team is easier when you allow team 
members to take part in the recruitment process of new team members. It allows them to 
pick candidates who fit in with the team culture and share similar values. Diverse teams 
take pride in making a positive and joint contribution to the overall goals of an 
organization. 

CREATE MARKETS 

When you nurture diversity amongst teams and workers and let them explore new 
ideas and concepts, you’re cultivating a networked organization. Networked 
organizations are structured on the belief, that every individual has the ability and right to 
collaborate, innovate and solve the problems of an organization. Creativity Managers 
motivate teams and individuals to work together, but also to succeed on individual merit. 
Rather like the Tour de France. 

When we replace the traditional hierarchal system, we start to create markets, 
fostering collaboration and entrepreneurship – or intrapreneurship. In this environment, 
job titles make way for work profiles, which allow the individual to create the role they 
want, as long as their outcome, continues to feed the desired objective of the 
organization. To sustain motivation and a high level of contribution in a market 
environment, Creativity Managers must put regular feedback and employee recognition 
at the top of the priority list. 

RELY ON MERITS 

Creativity Managers use various methods to recognise individual achievements 
and offer regular feedback to their teams of intrapreneurs. They understand that 
recognition isn’t always the most effective when it flows from the top down. In fact, we 
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appreciate the recognition from our peers more than we do recognition from a 
management team, who has taken little or no part in the project. 

Peer-to-peer recognition encourages understanding and appreciation of the role of 
individual team players. It empowers innovation and awakens a common approach to 
finding solutions. Our Happy Melly team successfully uses Merit Money to recognize the 
great efforts of our team players. Each month we get 100 points to distribute amongst the 
team to show gratitude for great work, kindness, even just to say thanks for making us 
smile. 

MAKE NO PREDICTIONS 

In a world where the only certainty is uncertainty, distributed organizations must 
plan for a future without making concrete predictions about what that future might look 
like, or how they are going to get there. 

Strategy planning should allow for multiple scenarios. Creativity Managers who 
nurture diversity, empower teams to explore scenarios and present multiple solutions to 
reach the organizational goals. 

UPDATE THE WORKPLACE 

The work environment has a considerable impact on creativity. Creating a 
workspace that doesn’t feel like work, but imitates life outside of the office, can inspire 
employees and play a big role in the innovation of new products and services. The more 
space, colour and flexibility you introduce in the workplace, the more likely your creative 
workers are to feel stimulated and motivated to succeed. 

Some companies spend millions of dollars on reinventing their office spaces. You 
don’t have to go crazy, but there are some fundamental design elements that will go a 
long way to making your team feel at home. 

Open and Transparent:  

Open spaces create a unified experience and support a transparent culture. Too 
large a space and you might create the feel of a call centre – loud, noisy and difficult to 
concentrate. To eradicate this issue, incorporate closed off areas for your workers to 
think, meditate or meet. 

Make Work Colourful:  

Colour affects your mood and has an impact on behaviour. Get your team 
involved in decisions on colour schemes and space rearrangement, and allow them to add 
their personal touches. 
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CHANGE CONSTRAINTS 

So many constraints to deal with on a daily basis – clock in/clock out, sit at your 
desk, eat lunch at 1pm, catch the train at 5.30pm. Why does everything have to fit into a 
neat little box? Actually it doesn’t. What if you gave your employees the freedom to 
work from where they want? Take unlimited vacation time, or spend a couple of a days a 
month working on another team? 

Every work environment has to have some constraints. In fact, esearch shows that 
creative workers like constraints. The objective of a good Creativity Manager is to 
encourage experimentation and workplace flexibility; to identify and introduce good 
constraints, and get rid of the ones that do nothing for productivity and innovation. 

Creativity Managers set team guidelines that take into consideration the ‘why’, 
‘what’ and ‘how’: Why do we need constraints? What will our team benefit from these 
constraints? How will it help us reach our higher purpose? 

OPEN BOUNDARIES 

The more freedom you allow your employees, the more likely they are to adopt a learning 
mindset. Good Creativity Managers believe in the value of knowledge sharing, 
networking and collaboration. Those that fear openness will end up repressing creativity. 
When organizations open up boundaries, they enjoy an inflow of great ideas. 

Creative workers should be allowed to network with like-minded people and 
organizations, attend cross company conferences and create open innovation networks, 
sharing ideas and practices. This is a great way to grow a transparent culture, where 
employees are not afraid to listen, learn and share knowledge. Of course, when we open 
boundaries, we also have to set constraints to protect product innovation. 

Ultimately when we do away with traditional boundaries, we open up 
opportunities for creativity and entrepreneurship in teams. When we nurture diversity, we 
create teams that can provide us with multiple scenarios for the future. Through regular 
feedback and letting our workers invent their own role, we feed enthusiasm and give 
them a sense of purpose. And when we give them regular time to experiment and 
collaborate, we spark innovation. 
 
TECHNIQUES OF CREATIVE ACCOUNTING 
 

Creative accounting is actively applied in six areas. The first area is regulatory 
flexibility, whereby changes in accounting policy are permitted by accounting regulation. 
For example, IAS permit carrying non-current asset can be recovered at either revalued 
amount or depreciated historical cost in asset valuation. Secondly, dearth of regulation by 
which some accounting treatment might not be fully regulated as there is few mandatory 
requirements. The third area is management has large extent of estimation in 
discretionary areas, such as assumption in bad debts provision. Fourthly, some 
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transactions can be timed as to show the desired appearance in accounts. For example, the 
manager is free to choose the timing to sell the investment just to increase earning in the 
accounts. Fifthly, to manipulate balance sheet amounts by using artificial transaction. 
Last but not least, by reclassification and presentation of financial amounts 
through balance sheetmanipulation in order to smooth financial ratios and also based on 
cognitive reference point in financial numbers’ presentation. 
 
ETHICAL PERSPECTIVE OF CREATIVE ACCOUNTING 
 

There are some ethical issues concerning the exercise of creative accounting. 
Loopholes in accounting standards provide manager some spaces in the sense of 
manipulate the timing in income reporting. Accounting is a tool to supervise contracts 
between managers and financial groups, identify possibility of accounting manipulation 
and how properly it reflected in pricing and contracting decisions. Ethics of bias in 
choosing accounting policy which implied in creative accounting can be seen through 
accounting regulators and management level. 
 

Managers tend to misapply accounting principles to give better appearance 
in financial statement to investors. Conflict of interest, client requests to alter account and 
for tax evasion are the most frequent ethical issues. Accountants’ attitudes toward 
creative accounting depend on whether it is arisen from misuse of accounting principle 
and manipulation of transactions. Accountants more critic in misuse of accounting 
principles as accountants duty is on rule-based and it falls within their expertise. Failure 
to act ethically may damage the reputation as an accountant unless he or she reports the 
abuse to the appropriate party. Slotting is not an acceptable accounting treatment in 
company practices. 
 
There are some action can be taken by accounting regulators in order to restrain creative 
accounting: 

1. Decrease allowable accounting method or fix method used in different condition 
so that scope for choosing accounting method can be narrow downed. Companies 
should also be consistent in using method chosen by them. 

2. Some rules should be established to reduce the abuse of judgement. For 
instance, International Accounting Standardspresently have almost removed the 
“extraordinary item” from operating profit. Also, companies should be consistent in 
applying accounting policy to restrain the abuse of judgement. 

3. Implementation of “Substance over form” can decrease artificial transaction and 
this can make linked transaction become one as whole. 

4. To restrict the use of timing of genuine transaction, item in account should be 
regularly revaluated. The increase or decrease in value should be stated in the account 
each year the revaluation occurs. International Accounting Standards also tends to 
value item at fair value rather than historical cost. 

5. Besides alteration in accounting regulations, ethical standards and governance 
codes must be properly executed to avoid individuals from performing creative 
accounting. 
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Why Manage earnings 

Contracting incentives 

Stock price effects 

Bonus plans 

Income smoothing 

A pattern of earning growth 

Meeting analysis forecasts 

How managers manage earnings 

Accounting method choice 

Accounting estimates 

Earning management and accounting fraud: 

Though earnings management is legitimate, managers may go beyond earnings 
management techniques and simply record earnings that do not exist. 

Present report that are intended to mislead users constitutes accounting fraud  

Arguments against earnings management 

An erosion in the quality of earnings and therefore quality of financial reporting 
managing may be giving way to manipulation 

Integrity may be losing out to illusion 

5 most abusive types of EM 

Big bath restructuring charges 

Creative acquisition accounting  

Cookie jar reserves 

Immaterial misapplications of accounting principles 

Premature recognition of revenue 
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Is EM bad or good 

Primary objective of financial reporting- info asymmetry 

Same GAAP rules may not provide most useful information in at circumstances- 
allow flexibility and judgement 

Investors are provided with enough info- to understand exactly what financial 
reporting actions managers have –should not be ‘fooled’ by accounting choices 

Conclusion 

Creative accounting should be used if it is within the ramifications of the law and 
achieves the company’s ultimate goal of increasing stock value must benefit company 
in the short run and long run. 

Not mislead uses of F/S 
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