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Introduction

According to the extreme significance of accoumtinformation, the increasing number of users aisd i
significant role in decision making, this study aito highlight the seriousness of creative accognénd its
impact on decision making which affects the profirsd thus to maximize the value of business asgusin
accounting can uncover fraud and manipulation oérfcial statements, resulting the lack of credibiéind
fairness of published financial statements, froonemtive accounting perspective.

The creative accounting in considered a contrarthé ethics and behavior of profession as weh agmy of
manipulation and embezzlement. Thus, the reseaaihmd to introduce its methods and ways and ifmthon
business profits to enable the reader to recognizazy well.

As for the contemporary conditions in businesslavor beautifying some financial information foretisake of
improving the financial state in the view of inv@s in terms of profitability and financial positicfor the
purpose of achieving personal targets, those adtraions tend to employ creative accounting exiplgithe
diversity of accounting alternatives that can bented upon in financial statements preparationjaisly, this
will negatively affect the credibility of these tenents and misdirect users.

The role of auditor comes in detecting manipulatipmeventing it, and reducing its effects due ®ithportance
of auditing in detecting such manipulation in sta¢éats and financial reports.

The problem of the study:

Due to the importance of accounting informatidw &ver-growing number of users, its significamé ro

in decision-making process and attracting investmehe creative accounting emerged (cheating and
fraudulence). Thus, the level of doubts about tieelibility and fairness of financial statementsreased which
negatively affect the process of decision — makingd investment attraction. Hence, because creatiseunting

is contrary to ethics and conduct of the profesdio@ researchers finds it is very important toaihts methods
and impacts on profits and business managementtssvdecision-making process, he also shows theitwv
can be detected and averted, and how can the aueliteal all kinds of manipulation and cheatingtwid the
risk of creative accounting.

Questions of the Study:

1) What is the meaning of creative accounting?

2) What is the impact of creative accounting on psgfit

3) What are the procedures that can be used by usgmsualitors to lessen the effects of using
creative accounting on the preparation of finansiatement?

4) How can the methods and procedures of creativeuatiog influence the credibility of financial
statements lists of companies?

5) What is auditing and what is the role of the auditareducing the effects of creative accounting?

Hypotheses of Study:

1) Using creative accounting doesn't affect the cridithitof financial statements of the company.

2) There are no procedures that enable users of faelastatements to make sure that the creative
accounting is not used in such lists.

3) There is no significant effect of using creative@mting on profits.
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4) There are no future effects on the company usiagtire accounting.
5) There is no relationship between the auditor amdakng creative accounting.

Importance of the study:

The importance of the study emerges from usingctieative accounting by one company or more, they us
deceitful methods to present their business reamitsfinancial status in a fake way in order toiewh certain
goals and aims which leads to financial crises mtingly, the evidence on that there is a large grot
international companies went into bankruptcy.

The Objectives of the Study:

1) Identifying the concept and the emergence of areatccounting and what creative accounting means.

2) Identifying the methods of creative accounting @asdmpact on profits paying much attention to
procedures used by auditors to prevent creativeusting.

3) Paying attention to future consequential effectasifig creative accounting and how can methods and
procedures of creative accounting affect the cikyilof financial statements mentioned in compahie
financial lists.

4) Paying attention to the role of auditor in detegtéll kinds of manipulation to be avoided.

Previous Studies:
First: Arabic Studies:

1. RashaHamada (2010), the role of audit committeesin thereduction of creative accounting
practices. ( A field study):

- ldentifying activities that audit committees praetio reduce creative accounting practices.

- ldentifying any basic differences between the apisiof accounts auditor and audit committee
members about the role of audit committee in tideicgon of creative accounting.

The study concluded the following:

- Members of the study sample unanimously conclubatdctivities carried out by audit committees,
conducive to the task of supervision, controllingiofinancial reports, and studying the internaitcol
system and evaluation, have a significant effedherreduction of creative accounting practices in
companies.

- Members of the study sample concluded that theites carried out by audit committees relatedhi® t
task of supporting the internal and external afudiittion, and governance mechanisms have a medium
significant effect on the reduction of creative @aating practices in companies

- Members of the study sample unanimously conclubatdctivities carried out by audit committees,
related to the task of risk management, have asigmnificant effect on the reduction of creative
accounting practices in companies.

2. Dahmish and Abu Zir: " Ethics of Creative Accounting Display and Analysis' (2005)

The study aimsto:

This study aims at unveiling the role etaunting in providing all parties of businesghniinancial
statements which help them make rational econoragistbn through defying all sorts of manipulatiomda
deception.
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- ldentifying the opinions of some professional bediean attempt to determine the standard of fraud
and mistakes in financial reports resulted thropigitticing creative accounting.

The study comes up with a group of findings whiok a

Users of creative accounting, in most cases, ang iméellectual so that they can manipulate numbers

in the financial statements, and transfer them iwag they intend. However, this manipulation can

cheat some people not all of them overtime. Thg solution is that accountants, managers, auditors,
employees, administrators and all others have aavsdome integrity and morals in every single day of
work.

3. Muhsin Babgi: " The Role of Auditor in Facing the Challenges of Creative Accounting
(Manipulating Accounts)" . A theory study (2007).

This study aims at identifying the concept of dreataccounting and the motivations stimulating the
companies to practice, as well as identifying aitle and methods to practice it.

Accordingly, the researcher demonstrates some guses which emerge from the Literature Review to
curb those practices with a little clarificationtb® role of auditor in reducing the practice afative accounting
in order to reduce misinformation in the financiaports. Therefore, the study reaches to someniysdias
follows:

1) Conducting more researches in the Arabic regidnuestigate the existence of creative accounting
practices and the reasons behind such practices.

2) Professional organizations must develop methodietefcting creative accounting practices in order to
get along with the steady increase in the casesvidw failure.

3) Auditors must pay attention to developing trainprggrams for workers at their offices to improve
their performance in line with the rapid developisan the business environment.

Second: English Studies:

1. KPMG study on " The Role of Audit Committee in Overseeing Estimates and Accounting Provisions
aswell as Changesin Accounting Policies," (2005)

This study aims at identifying the factors whichynadfect the supervisory function of the audit coittee
concerning in preparing and stating financial. Thhe audit committee, pursuant to the law of SaekeOxley,
supervises the preparation of financial reportsluting overseeing policies and estimates as vgedic@ounting
provisions used by managements in preparing fimhmeports. Accordingly, the audit committee must g
clear understanding of the procedures used by taeagement and the procedures of decision-making and
amendment, especially the procedures that can iallteaffect financial reports, in addition to how
management assesses available accounting altersatikis study, moreover, recommends that the regeints
of affective supervision of the audit committeeforancial reports are to communicate with both nggmaent
and the external auditor. Hence, the study reattht® fact that the affective communication ratesween the
audit committee and the external auditor and mamage contribute in improving the effectivenessinfhcial
reports procedures.

2. (Gowthorpe & Amat) Study on: " Creative Accounting: Some Moral Cases for Macro-Manipulation
and Micro-Manipulation" (2005)

This study was conducted in Spain and aimed atyaimg two main kinds of manipulation; Macro-
Manipulation and Micro-Manipulation. The former dgbes the influence on organizations and weakettiag
authority through forcing them to issue instructiago in line with preparers of financial statemehthereas,
the latter expresses the process of accountingefsgprocessing which results in a viewpoint biasef@vor of
the company. The study, moreover, analyzed two skinfl manipulation from an ethical perspective and
concludes that manipulation in the quality is aterapt to have creative accounts by preparers aféial
statements which certainly lead to prepare findrstéiements achieving the objectives of preparetsisers.
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What distinguishes this study amongst all is thé$ bne searches in the field of creative accogntin
revealing its risk, methods, and the audit comméteole in figuring it out.

Chapter One
Creative Accounting,
Emer gence and Concept
First: The emergence of creative accounting:

The history of manipulating accounting in valuesbainess in the framework of principles and stedgla
as well as accounting rules is related to the eadg of the Industrial Revolution, where manipgalaprocesses
happened during making cost calculation. This wasabse manufacturing and development of its methods
created the need for what is now called (Indus#dounting); and, thus the need for a specialsadf. Then,
each business has the right to choose the appmpriaounting principles. However, the independetegree
of the accounting work is weak; and thus, the deg@fean accountant's influence on preparing firgneiports
is weak. In other words, the professional accoulstdoehavior in response to the aims and desiresaofgers,
who has the right to evaluate the assets and twanie, was restricted. In the eighteenth centuryyynfacilities
were merged with each other to create big and lwogstructions; obviously, this led to the need $e the
accounting system to avoid any accounting mistakesell as prevent theft. (O'day, 2009, P:53)

Second: The Concept of Creative Accounting:

The concept of creative accounting is used to stimvbusiness’s income, assets, and liability in an
unreal way, which leads to many collapses and &igdrscandals in many major economic facilitiesshsas
Enron, Worldcom, Harkin, and MerillEndic&amal Nasir has defined the creative accountinthagprocess of
transferring financial accounting values from beirgal to desirable one, where the new values become
advantages of the facility without manipulating arfthe accounting rules and basics. (Kamal, 18933)

The creative accounting is a kind of tricks use@écounting methods to make companies look better
than their previous situation in terms of theirafiicial conditions, the amount of net profits, amheirt
competition status in market.

Some companies resort to use the creative acogntwhenever their financial or operational
circumstance is too bad and the executive manadeofi¢he company refuses to disclose the real thitmdor
many reasons. Therefore, such companies go onngotlle flags of fake accomplishments rather thakiag
reasons of deterioration and try to solve them.

Matar (2000) points out that the concept of créigtis used by some management of companies in an
effort to reach to (unreal) improvement, in ternigfitability or financial position. This will belone through
exploiting gaps existing in the audit methods dtigg benefit from available alternatives in acctinig policies,
which the accounting criteria follows, especially ¢ases of measurement and disclosure followedhén t
preparation of financial statements.

He, as well, believes that most companies thathesereative accounting are those in trouble. , Thés
points out the auditor must pay much attentionrtcedures and unveil their effects, which influefioancial
indicators that are shown up in percentages, trendserages..... etc.

It is noticeable that there are several defingidor the creative accounting; which all go in liwéh
one definition as it is complicated, innovative anddern processes and practices that the accosnisattheir
knowledge in accounting rules and laws to figureregorded figures in the company’s accounts toipudate
them in order to come up with certainly specifialyo

Hence, the researcher believes that the creativ@uating is a follow of tricks and accounting
to show the concerned company in a better finarsitaktion in terms of financial position or redugithe
amount of profits for the purpose of tax evasioherefore, the creative accounting is a real trarafféigures
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from one status to another exploiting the flextpilof accounting rules and laws, with regard tospeal
estimates in particular.

Ahmad (2006) described such accounting as creatideinnovative because it uses innovated methods
in concealing or showing things not existed. Ineotlwords, innovative accounting creates events lwhie
unreal and untrue.

The creative accounting as believed by Ismail 806 the legal use of principles and accountirigsu
in a way that helps in distorting financial statenseas desired.

Grifliths in (1986) sees that procedures that hess facilities use in order to lessen or increhsi
profit through formed and manipulated accountsdeec up violations and financial crimes; he considé a
great scam.

The researcher believes that creative accounsirgphenotype of profits due to accounting dexterit
rather than the economic growth. The researchewedls believes that the creative accounting isamgfer of
accounting values from their true image to untrne to achieve specific aims that cannot be accimgdi
unless values are transferred.

The researcher, after reviewing all above-mentioeaplanations and definitions of the creative
accounting, noticing that there are some commowmérators between all of the definitions as follows

- Creative accounting (innovative) is a manipulatimayud, and change of facts in a way of maniputatin
figures by legal exploiting in the profession otaanting.

- Creative accounting tries to achieve restrictedqaal benefit by transferring accounting valuefake
values (unreal).

- Creative accounting is involved in the principlesteria, and accounting rules; therefore, it is o
the legal practices but its findings and resulésraot true.

- Creative accounting cannot to be mastered unlesadbountant has professional accounting
capabilities enabling him to manipulate financialues and convert them to a desired form.

Reasons of Emerging the Creative Accounting:

The main reason for the emergence of creative ustow is a conflict of interest between various
parties belonging to the company; the interest ahagers is reducing taxes and profits, the inteoést
shareholders is maximizing the return of investreenbe interest of employees is to increase various
administrative compensations, and the interesffafials is to levy more tax.

What also contributes in the spread of creativeoawting is the need for future expectation, estesm

personal judgment, optional accounting represeirtegiccounting measurement alternatives, assessaedt,
disclosure, produced by accounting criteria, whidluence the outputs of accounting system in tivenfor the

content, in addition to the gaps found in the me¢hof outer audit.

Moreover, the differences of timing of some finel transactions as well as the differences oéricial
statements classification give managers chancésvémt financial methods that can maximize the fienef
institutional or personal benefits, or both.

Here, the researcher believes that creative atiogucan be called innovative and immoral holdihg t
logo "No truth, nor reality, users unlimitedly cteand create, and then they must manipulate byagayable
possible way to accomplish the company's interéisatnal, 1993, P:41)

Chapter Two
Creative Accounting:

Companies found out that laws adopted and appbeabdl grant what you need. Thus, the company cannot
make profits, so it creates them instead.
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- The conflict of interest is one of major factorsisimg the creative accounting. This conflict isvimEstn
different categories of stakeholders in the compangh as the interest of the manager in reducing
taxes, the interest of shareholders in maximizimgdits and employees in increasing their salaaes,
so forth. Therefore, the multiplicity of interests$pite of incompatibility is one of the main reaso
behind the emergence of creative accounting.

- Alternatives of accounting measurement offeredhgylbternational Accounting Standards, which
directly affect outputs system, and the gaps iretldit system, whether internally or externallyesh
factors help in the emergence of creative accogntin

Some goals of using creative accounting by companies:

« Some administrations resort to manipulation usiegitive accounting methods to achieve many goals,
such as:

- Maximizing profits to make the manager and the camyfs board of directors to sell their shares at
high prices, regardless of the damage that wiN@itemong other users.

- A way of convincing big companies to buy such compaherefore, the company will discard its
current bad conditions.

- Toincrease the profits of the manager.

- To decrease the profits of the company to buy tlaees of the company in the stock market.
- To build up further reserves.

- Taxevasion.

- To show that financial position is very strong tmain loans.

- Toincrease investments in the company by attrgatew investors.

- To sell the company at high prices if the salenteed on the basis of assets appearing in theetudg
(Asiri, 2002)

Accounts Auditor and Creative Accounting:
First: The Role of the Auditor:

In the light of the desire to fix the situationsime companies in the first place and to amerndracof
management to accomplish balance between difféntéetests in the company, a researcher believes a a
solution to the problem — that auditor is a parthaf solution, where he looks at the audit task asy to assist
in improving the job in addition to strengtheninaskt controls; meaning that controlling the todlsantrol and
presenting special operational effectiveness iatesggies and administrative initiatives. Moreoverghable the
auditor to take advantage of the increasing grawtthe demand of his services, the auditor himse#ds to
raise his organizational position as well as toeaeho the new framework in practicing his job gsagner for
the management; bearing in mind that the audittihédsmost important element that confirms the diéti of
information. (Helmy, 2003)

« There must be an indication, based upon the sggmifirole of the auditor, , where the task of ardg
related to the highest levels in the company. Bis,task cannot achieve the highest degree of
transparency and integrity because of the relatiprthat governs the audit system and of the ldck o
the entire auditor's independence. Accordinglyhsarc autonomy is very earthshaking because it
enables the auditor to professionally perform hitydn an efficient and accurate way; therefore, th
task must include the following:
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- There mustn’t be any impact on selecting the figdds$ivities, and administrative policy that must b
examined by the auditor.

- There mustn’t be any impact on selecting audit wdshand procedures.

- There must not be any impact on showing factstiamsparent way in accordance with examination
and audit process results. (Hamdan, 1993)

e The procedures of the auditor to put an end taitsative Accounting (fraudulence):

First: Procedures relating to the income statement:

The aim of creative accounting in the income stateinelements (revenues and expenses) is to helpwap
profit by showing fictitious profits (not real) viaflating sales or reducing expenses, or even botbrder to
improve financial ratios that include sales figyresst, and net income in calculation as profitgi#ecentages
and efficient activity.

The most significant procedures in creative acdagrih income statement are demonstrated as follows
Sales:

The management of the company aims by using ceeaticounting at improving the number of sales & th
income statements through increasing the numbephamy sales. Hence, an indicator at such procedsrihe
unusual increase in sales in the previous years.

Thus, the auditor must be sure about bills, espediaose deals carried out between parties rejatin the
company, like subsidiaries and associate companies.

Cost of sold goods:

- Managements head to lessen the cost of sold gadts income statement in an attempt to increase
profits. Then, the auditor needs to make suredbalts are real, not phony.

Operating expenses:

The management heads to increase such expenseimichesse profits. Thus, the auditor has to make
sure about the availability of capitalization terameluding expenses. (Al-Suhaili, 2006)

Theresult of discontinued activities:

The management aims at maintaining current préitsl or increasing them. Then, the auditor needs
to assess the impact of the closure of the prodluditie as a result of the business.

Second: Procedures relating to the financial position:

The main goal is to improve the financial posititmough inflating value of assets or deflating esuof
commitments or both in order to optimize ratiosivit from them, such as liquidity ratios, profiti#tlyiratios,
etc.

Here is a presentation of the most significant pdaces of creative accounting phenomenon which are
related to a list of financial position and the s@a behind conducting such appropriate procedunrasthe
auditor will apply.

First: Procedures relating to cash:

The management heads to improving liquidity ratasviously the auditor needs to exclude restricted
cash if liquidity ratio is calculated.

Second: Procedures relating to traded investments:
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The administration, here, heads to increasings/éthee of current assets to improve liquidity rafithe
auditor, therefore, has to double-check priceseayl real value of assets.

Third: Procedures relating to long-term investments:

The management aims at influencing the expensenastments in the company's notebook and
outcomes of its business by showing profits shatg without showing losses. (Kamal, 1993)

The auditor, in this case, has to make sure athisitchange by reporting and implementing income
statement and financial position.

Fourth: Procedures relating to long-term assets:

The administration heads to improving the commapybfits by including reevaluation surplus or by
reducing expenses and depreciation. The auditerefibre, must make sure about the safety and logica
reevaluation and the actual amortization expenses.

Fifth: Procedures relating to commaodity stocks:

The management, in such cases, heads to incredsngmount of commodity stocks in order to
increase the value of current assets and influbquality ratios, then the auditor needs to exantine lists of
inventory and verify the actual existence of tleektelements.

Sixth: Procedures conducive to intangible assets:

The administration, here, aims at increasing thieies of company's assets to maximize profitability
through lessening the amortization expense of sisSdte auditor has to double-check bases useden th
assessment and amend the value in accordanceheitight bases.

Seventh: Procedures relating to traded commitments:

The management steers its way up and down to regrthin goals like reducing the value of current
liability to improve liquidity ratios. The auditotherefore, must verify the proofs of those valtiesugh traded
commitments and re-calculate liquidity ratios. (8am1992)

Findings:
This study concludes the following:

1. One of creative accounting goals is giving a midileg impression about financial statements
mentioned in financial lists and reports.

2. Creative accounting cannot be carried out and mebtenless the user is so intelligent, intellegtaad
shrewd enough, who can always make use of accaulativs, exploiting gaps, and manipulating them
the way he wants.

3. The one who can discover creative accounting method reduce its impact is the auditor, whether
internal or external, who is well-qualified.

Recommendations:
The study comes up with:

1. Preparing and rehabilitating auditors, whetherrimdeor external auditors, in a way that enablesrth
to discover and fight creative accounting.

2. Spreading awareness of creative accounting amaegtiors regardless of their type in order to bg ver
careful whenever they choose a company to invest in
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3. The importance of finding out laws and regulatitnesiting most legal gaps, such as principles and

accounting criteria in order to stop exploiting lsg@aps.

4. Tightening up control over companies more effedyive
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