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ABSTRACT

Creative accounting can be described as an accounting practice that may or may not follow
the accounting standards and principles. However, it deviates from the main idea of those
standards and principles in order to present the desired picture of the business. Creative
accounting is not illegal, but unethical since it doesn’t meet the main objective of financial
reporting — to present fair and objective picture of the business. The practice of creative
accounting usually includes overstating assets, high stocks, decreasing expenses, changes of
depreciation methods, or presenting provisions as an asset. Creative accounting techniques
follow the changes of accounting standards, which are modified in order to reduce financial
information manipulation. However, such changes in accounting standards often result in
new opportunities for accounting manipulation. This study aims to shed light how creative
accounting affect corporate performance and three variables were looked into return on
assets, return on investment and market share and in the result after the hypothesis have been
tested shows that creative accounting does not have a significant relationship between return
on assets, return on investment and market share, but has a positive effect on the three

variables.

Vi



TABLE OF CONTENTS

CONTENTS

Title OF PAgE.....cveiieci e
CertifICAtION......cciicieeee e
DAICALION. ...vviieee et
ACKNOWIEdgEmMENTS.......oveiii e
ADSIFACT. ..o
Table Of CONENL........coeiiiiciieeee e
List of tables .....oviieiiii e

ADDIEVIATIONS. o e vttt ettt

CHAPTER ONE: INTRODUCTION

1.1 Background to the study...........ccccoevveieiieieeeccc e
1.2 Statement of the problem..........cccoiiiii
1.3 Objectives of the study..........ccevevieviiiciiccc e,
1.4 ReSearch qUESHIONS..........cccveiueeiiiieie e
1.5 Research hypotheses..........coeveieieniiiniieeee e
1.6 Significance of the study..........ccccccoveviiiiii i
1.7 Scope 0Of the StUAY..........ccoririeiiieiee e

1.8 Operational definition of terms...........ccccoovivve i ciic e,

CHAPTER TWO: LITERATURE REVIEW

vii



2.1 INEFOAUCTION. ...t 7
2.2 CONCEPLUAI TEVIBW.......eieieieseeie ettt 8
2.2.1 Creative aCCOUNTING.......ciivereiieieeitesee e esieesteseestaeste e steestesseessaesaeeseesreesreanseeneesrens 8
2.2.1.2 Techniques of creative aCCOUNTING.........coiiirieieieiererie e
2.2.1.3 PreVENTIVE MEASUIES. ......cuvieiietetisiisiesieeie ettt st bbb nes 10
2.2.2 FINANCIAl FEPOITING. ... eiiveeie ettt sre e e neenee e 11
2.2.3 WINUOW ArESSING....cuveivieieeniesiiestieiesee e etesree st ee st esbe e esteesaesteestesneesneesreeeennes 14
2.2.4 RETUIMN ON GSSBIS......iiiiiiiiiiiiiii it 14
2.2.5 REtUIN ON INVESIMENT. .....oiiiiiieieiee e 15
2.2.6 MArKEt SNANE.......ciiiiiiiieeei e 16

2.2.7 INCOME SMOOLNING.....veeieiiiicieeie et sre e 17

2.3 ThEOTretiCAl REVIBW........ciuiiiiiieieie e 18
pZ AN 1= o [0y YA I =T YU SS SR 18.
2.3.2 Stakeholders TREOIY.......oiiiiieee e 20

2.3.3 POLICEMAN THEOIY......citieiicie sttt eae s 21
2.3.4 ETNICAI TREOIY ..ot 21

2.4 EMPITICAI REVIEW...... oottt sttt sre e ene 21.

CHAPTER THREE: RESEARCH METHODOLOGY

3.1 RESEAICH DIBSIQN....eeiiiieiiie ettt et re et e et a e ra e 25.
3.2 POPUIALION OF STUAY.....cviiuiiiiiiieieie e 25
3.3 Sampling TeChNIQUE. .......ccuiiiiieiie et 25

3.4 sampling size determination............c.ovveivinieinieiii i eieenneannn 25

3.5 Method Of COHECTION. ..o 25

viii



3.6 RESEAICHN INSTTUMENT. ...ttt e e e e e e e e e e e e e e e e e 26.

3.7.1 Validity of Research INStrUMENt...........cccooviiiiiieiieeesee e 26
3.7.2 Reliability of Research INStrUMENT..........cccooviiiieiieriiie e 26
3.8 Method OF ANAIYSIS......cooiiiiiiiiie s 26
3.9 MOdel SPECITICALION. ......ccvieiieiisieite et re e sneenre s 27

CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATIONS

O 1o oo [0 Tox 1 o] o PSSR 28
O 29
4.2 Test of Hypotheses and DISCUSSION uveuieeereeeeenreneeacesensensescescnsensascescnsansenss 39

CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.0 INEEOAUCTION. . oo ee ettt e e e e e e e e e e 48
5.1 Summary of the Study........cooiiri 48
5.1.1 Summary of FINdings.........cooiuiiiiiiii i 49
5.2 CONCIUSION « . et e e e 50
5.3 ReCOMMENAALIONS. . .o e 51
REFERENCES. . .iittitittiieensstetesseesnssssecsssssnsssssccssasnnns 52
APPENDICES ..ttiiiiiiiiiiteeiieeeiiseeeessseeesssssesessssennnes 56



LIST OF TABLES

Table 4.1 questionnaire diStribution.............oovuiiiiiiiit e, 28
Table 4.2 analysis of respondent’s profile ..............coooiiiiiiiiiiiiiiii e 28
Table 4.3 Test of HYpOtheSiS ONe.........oiniiniii e 31
Table 4.4 Test of HYPOthesiS TWO. ...t e 34
Table 4.5 Test of Hypothesis Three..... ..o 37.



ROA

ROI

MS

CP

CA

ABBREVIAIONS
Return on assets
Return on investments
Market share
Corporate performance

Creative accounting

Xi



APPENDICES
Appendix

l. Questionnaire
. Descriptive Statistical Analysis

II. Empirical Statistical Analysis

xii



