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Abstract

Research background: Any entity operating in a global economic
environment is required to conduct an accounting agenda in such a way that
its financial statements are prepared in a clear, comprehensible manner and
adhere to the accounting principle of fair and true presentation of accounting
facts as it serves as a source of information for internal and other external
entities using this information in its economic decision-making. It is the
principle of accurate and true presentation of accounting information that
plays an important role in the field of creative accounting, in which the
accounting data is adjusted or manipulated to the desired form.

Purpose of the article: The main goal of this paper is to point out the issue
of creative accounting and the possibility of its detection using selected
models.

Methods: The methodological part is focused on the application of the
Beneish model and CFEBT model assuming the use of creative techniques
in the period 2016-2020.

Findings & Value added: The summary of the results of the analysis thus
points to the use of creative accounting in a given accounting entity
according to the Beneish model and CFEBT model, but this accounting
entity, despite its use, did not violate the principle of a true and fair
representation of the accounting reality.
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1 Introduction

Each entity in the global business environment should conduct an accounting agenda (Ayu
et al., 2020) by the accounting principles (Savova, 2021) and principles arising from the laws
of that country. It is the principle of accurate and true presentation of accounting information
that plays an important role in the field of creative accounting (Blazek et al., 2020), in which
the accounting data is adjusted or manipulated to the desired form (Grofcikova, 2020).
Deteriorating economic conditions and a negative outlook increases the pressure on financial
management and the need to show high financial performance (Durana et al. 2021). The
enterprises with a financial health-oriented strategy can enjoy a competitive advantage
(Kliestik et al. 2020). The profit is the effect of the enterprise's business activity and, at the
same time, is often the measure of whether the company is successful or not (Siekelova and
Podhorska, 2020). The rising cases of high-profile corporate failures in recent years have
been a source of concern to all stakeholders. Thus, the public has become more critical of the
effectiveness of corporate governance mechanisms in reducing creative accounting practices
(Olojede et al., 2021). This is also the reason why more and more scientists are interested in
the probability of manipulation of earnings (Kliestik et al., 2021; Siekelova et al., 2021) and
thus achieving the required numbers in the global economy (Khuong et al., 2020). Earnings
Management), which is also presented by creativity in accounting. There is no established
definition of the concept of creative accounting in the professional literature, but several
scientists dealing with this issue define the concept of creative accounting as follows. Naser
(1994) explains creative accounting as a process of modifying economic results from a true
picture to the desired results. This can be achieved by improper use or even abuse of existing
rules or omission of other rules. Naser sees the accounting system, especially in Anglo-Saxon
countries, as an extremely receptive environment for creative accounting. Griffiths (1995)
points out that companies present results that do not give a true and fair view of their
transactions, but rather adjust them to the desired objectives. The economic results that
enterprises report are based on appropriate, adjusted, or changed data. These practices used
in reporting business operations or performance are considered creative accounting. Mulford
and Comiskey (2002) define creative accounting as "the steps used to play with financial
statements, including the aggressive selection and application of accounting principles, either
within or beyond generally accepted accounting principles, and fraudulent accounting.” to
the definition of creative accounting, they explain fraudulent accounting as the deliberate
misrepresentation or omission of certain values and notes in financial statements made for
misleading users of those financial statements and perceived as fraudulently administrative,
civil or criminal. Schipper (1989) considers creative accounting to be a purposeful
intervention in the company's financial reporting process, which can be compared to a secure
solution for automating the company's financial processes and financial reporting, known in
the literature as disclosure management. Drabkova (2017) points to the existing problem of
defining the boundaries of accounting creativity or the so-called gray economy and
identifying accounting fraud, also known as the black economy, which we already call
economic crime. In the literature, the definition of creative accounting varies considerably.
However, it is possible to compare the prevailing views of authors dealing with the issue,
which show that if the determination of accounting procedures does not violate the
Accounting Act or other related accounting regulations, it is creative accounting and not
accounting fraud. Creativity in accounting, therefore, represents manipulation of financial
statements, which consists in adjusting the true and true image of accounting, which changes
the accounting reality, but only to the extent that it is not illegal. Within the issue of creative
accounting, it is therefore important to understand the meaning of this term in the territory of
individual countries of the world, depending on their legislative and regulatory framework.
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The main goal of this paper is to present the issue of creative accounting and the
possibilities of its detection. In the global economy, several detection methods are used to
detect creative accounting in companies in the world. Beneish (1999) created a probabilistic
model consisting of eight variables that need to be calculated to obtain the final value of
Benish's M-SCORE. Variables include days sales in the receivable index (DSRI), gross
margin index (GMI), asset quality index (AQI), sales growth index (SGI), depreciation index
(DEP]), sales and general administrative expenses index (SGAI), leverage index (LVGI),
total accruals to total assets (TATA). The resulting value of the Beneish M-score is then
compared with the value -1.78, while if the Beneish M-score is higher than the value -1.78,
it indicates the manipulation of financial statements and thus the use of creative techniques
in the company. Piotroski (2014) has created a model that works with profitability and
liquidity indicators, which are usually the subject of manipulation of accounting data if the
company does not report the required results in its business activities. The model consists of
nine criteria, with each criterion assigned a point one or a zero point. The overall evaluation
of individual criteria makes it possible to assess the financial situation of companies in the
global economic environment. Another of the detection methods of creative accounting is the
Q-DMFCA model created based on four balances, namely material, energy, financial and
legal. The company's material balance examines and records the company's inventories in
kind (Haskins et al., 2020) the company's energy balance examines and records energy
consumption and resources spent, the company's financial balance examines the financial
situation and keeps financial records of production and the company's legal balance checks
whether the company complies with the necessary legal standards. One of the detection
methods of creative accounting is also the model of twelve signals. The model contains 12
signals that can measure the value of revenues and future growth of companies in the global
business environment. Each of the signals provides a set of information that users can use in
the implementation of creative accounting, and each of the signals must meet certain criteria,
based on which each of the signals is evaluated as a positive or negative signal. The more
positive signals the model contains, the better the quality of future revenues and business
growth in the global business environment. However, the model is also characterized by
limitations in the complexity of obtaining information, as some of the signals are not
available to ordinary users or can not be applied, which results in a reduction in its detection
ability in the field of creative accounting.

2 Methods

The methodological part is focused on the application of two detection methods, namely the
Beneish model and the CFEBT model assuming the use of creative techniques in the period
2016-2020. The Beneish model is a mathematical model composed of eight variables that
can be used to detect the manipulation of accounting data. To determine the Beneish M-score,
it is necessary to determine the values of individual variables contained in the Beneish model
itself and then calculate the Beneish M-score and determine whether the company uses
creative accounting techniques to manipulate its profits or not. The basis for obtaining the
accounting data needed to determine the resulting values of individual variables contained in
the Beneish model is the financial statements of the company. The formula for calculating
the Beneish M-score is as follows.

M — score = —4,84 + 0,92 X DSRI + 0,528 X GMI + 0,404 x AQI +
0,892 x SGI + 0,115 x DEPI — 0,172 X SGAI + 4,679 x TATA — 0,327 X
LVGI (1
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If the resulting value of the Beneish M-score reaches a value higher than -2.22, it means
that the entity manipulates its profit in the given accounting period or is motivated to do so.
The methodology of the CFEBT model consists of two phases. The first phase is focused on
determining the CFEBT score at a level of significance ranging from 5 to 10%, where the
following equation is used to calculate the CFEBT score, taking into account the relationship
between CF and EBT.

CFEBT = L1 Cfe= Xim BBT,

YS_, EBT;

-100 ©)

If the CFEBT value of the model is higher than the significance value, it is necessary to
subsequently analyze the fluctuations between CF and EBT. These fluctuations are assessed
at the materiality level for each item of account, resulting in CF and EBT variations in the
form of additions or disposals. It is an analysis of individual areas, which is used to determine
whether the analyzed entity violated the principle of a true and fair presentation of accounting
facts in the period under review.

3 Results and Discussion

The resulting values of individual variables can be evaluated based on Beneish indicators.
Based on the resulting values of variables and values of risk items, we see that the variable
AQI reached a higher value in the observed year 2017 compared to the risk item as well as
in 2019 and 2020, which results in the incorrect capitalization of expenditures. The GMI
variable reached a risk value in 2020, which arose as a result of economic problems. The SGI
variable was assessed as risky in 2018, resulting in fictitious returns. The DEPI variable
reached arisk value in four consecutive periods, which resulted in the manipulation of profits
through an artificial extension of the useful life of the company's long-term assets and
overvaluation of income. The SGAI variable acquired a risk value in two years, namely 2016
and 2019, which also points to profit manipulation. The LVGI variable was issued as risky
in the three years 2016, 2019, and 2020, which creates the assumption of using one of the
techniques of creative accounting, namely earnings management. The variables DSRI and
TATA were not evaluated as risky in any of the observed periods.

Table 1. Variables of Beneish Model and Risk Items

Variables | Risk Items 2016 2017 2018 2019 2020
DSRI >1.465 1.011 1.211 1.101 1.312 0.912
GMI >1.193 -0.152 -13.816 0.983 1.016 1.989
AQI >1.254 0.008 4.296 1.125 3.475 2.336
SGI >1.607 1.039 0.887 1.951 0.912 0.936
DEPI >1.077 1.021 1.178 1.957 1.938 1.447
SGAI >1.041 1.934 0.978 1.006 1.981 0.905
LVGI >1.111 1.853 0.956 0.936 1.919 1.121
TATA >0.031 -0.092 -0.095 -0.094 -0.057 -0.156

Source: Made by author

Based on the results of the Beneish M-score, we see that in three of the analyzed years,
the value of the Beneish M-score was lower than -2.22, which means that no manipulation
of the profit was recorded in the given years. In the two monitored periods, the value of the
Beneish M-score acquired a value greater than -2.22, which indicates a higher risk of
manipulation of accounting data, ie manipulation of profit.
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Table 2. Beneish M-score

Year Beneish M-score Risk Assessment
2016 -4.31 <-2.22
2017 -9.28 <-2.22
2018 -1.81 >-2.22
2019 -1.89 >-2.22
2020 -2.26 <-2.22

Source: Made by author

Table 3. CFEBT Model
Year EBT CF
2016 38,257 10,805
2017 32,155 17,497
2018 27,954 26,651
2019 26,982 17,839
2020 22,732 10,253
SUM 144,080 83,045
CFEBT 42 %
Modified CFEBT 6 %

Source: Made by author

In the observed period 2016-2020, the EBT indicator had a declining trend. In the element
of 2016, it reached the highest value, then from year to year, its value decreased. The CF
value in the observed period had a changing character. From 2016-2018, its values grew, but
from 2018 until 2020, when CF was the highest, its development began to decline. In all
analyzing years, both indicators reached a positive value. Based on the individual values of
both indicators, the results of the CFEBT model measuring the risk of manipulation with
accounting data for the observed period 2016-2020 point to an increased risk of manipulation.
In the monitored period, the value of the CFEBT model reached the level of 42%, which
represents a higher percentage of risk than the considered level of significance with a level
of 5-10%. After the value of the CFEBT model has been higher compared to the level of
significance, it is also necessary to take into account fluctuations between CF and EBT. Their
relationship is evaluated based on the materiality of individual accounting items affecting the
development of both indicators in the period under review through their decreases or
additions to assess whether the entity violated the accounting principle of true and fair view
of the accounting fact or not. These are accounting items such as depreciation, changes in
provisions and reserves, changes in receivables and payables, changes in inventories, or
changes in loans and borrowings. The value of the modified CFEBT model reached a score
of 6%. This percentage is in the range of a materiality level of 5% to 10%, which means that
while an entity uses creative accounting techniques to modify accounting data, it is only to
the extent that it is not illegal, that is, it does not violate the principle of fairness and true
view of accounting.

4 Conclusion

Any entity operating in a global economic environment is required to conduct an accounting
agenda in such a way that its financial statements are prepared in a clear, comprehensible
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manner and adhere to the accounting principle of fair and true presentation of accounting
facts as it serves as a source of information for internal and other external entities using this
information in its economic decision-making. It is the principle of accurate and true
presentation of accounting information that plays an important role in the field of creative
accounting, in which the accounting data is adjusted or manipulated to the desired form. The
main goal of this paper was to point out the issue of creative accounting and the possibility
of its detection using the Beneish model and CFEBT model. According to the results of the
Beneish M-score analyzed accounting entity used technics of creative accounting in the two
monitored periods in which Beneish M-score was higher than -2.22. The CFEBT model was
used on the equal accounting entity. Based on the individual values of both indicators, the
results of the CFEBT model measuring the risk of manipulation with accounting data for the
observed period 2016-2020 point to an increased risk of manipulation. In the monitored
period, the value of the CFEBT model reached the level of 42%, which represents a higher
percentage of risk than the considered level of significance with a level of 5-10%. Based on
it there was analyzed account fluctuation between CF and EBT according to the Modified
CFEBT model. The value of the modified CFEBT model reached a score of 6%. This
percentage was in the range of a materiality level of 5% to 10%, which meant that while an
entity used creative accounting techniques to modify accounting data, it was only to the
extent that it was not illegal, that was, it did not violate the principle of fairness and true view
of accounting.
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