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Abstract

The incompletion of accounting standards led to the objective ex-
istence of creative accounting. Thus, how to regulate creative ac-
counting has become a focus of accounting theory research and a diffi-
cult problems of accounting practice. In the course of the present eco-
nomic transition period in our country, the conflict between the unbal-
anced economic development, the economic diversification and the lag
of accounting standards causes creative accounting research to be
more urgent. However, previous literatures focus mostly on practice,
which can’t provide a satisfactory theoretical explanation to the form-
ing and regulating mechanism of creative accounting. It hampers the
role of accounting in the market economy. Based on the stakeholders
theory, from the perspective of the contractual arrangement of rights of
determining accounting rules, this paper explores the intrinsic logic
based on which creative accounting forms, constructs a framework
concerning contractual arrangement of rights of determining accounting
rules based on the stakeholders theory, and verifies the above theory
by using the positive research. The main results of this paper are as
follows ;

1. Based on the stakeholders theory, this paper constructs a

framework for analyzing the forming and regulating mechanism of cre-

ative accounting from the perspective of the contractual arrangement of
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rights of determining accounting rules. It expounds the relationship
between creative accounting and the contractual arrangement of rights
of determining accounting rules. Pointing out that the contractual ar-
rangement of rights of determining accounting rules determines the na-
ture and border of creative accounting, and that creative accounting
belongs to the residual accounting rules, and is influenced by the
completeness of general accounting rules, the validity of the contrac-
tual arrangement of rights of determining residual accounting rules and
the efficiency of the accounting supervision. This paper also explores
the regulating machanism of creative accounting by establising a mod-
el of the coniractual arrangement of rights of determining accounting
rules based on the stakeholders theory. This theoretical framework en-
riches the current Behavioral Accounting Theory.

2. This paper studies the effect of the contractual arrangements of
rights of determining general accounting rules on creative accounting.
It puts forward a new viewpeint on the basic quality requirements of
accounting standards: The common knowledge which had been bal-
anced by stakeholders in the game. On the basis of this viewpoint, it
discusses the effect of contractual arrangements of rights of determi-
ning general accounting rules on creative accounting from the perspec-
tive of public contracts and knowledge formation. By using the ques-

tionnaire survey, it discovers that there exists significant difference a-



mong different stakeholders’ participation in the formulation of ac-
counting standards. In current China, the inclination to be a free rid-
er in participation in the formulation of accounting standards, lack of
proper participation channel are the primary reasons for the imperfec-
tion of accounting standards, leaving room for creative accounting.
And then, this paper points out the main points of regulating mecha-

nism of creative accounting, such as improving the accounting stand-

ards setting procedures, establishing the accounting standards impro- 3%

. ving mechanism, thus improving the accounting standards setters’
concepls, knowledge, experience and information structure, reducing
the incomplete of general accounting rules. Establishing a conceptual
framework of financial accounting standards is necessary too. It can
provide theoretical support and guidelines to regulate creative account-
ing,

3. The paper finds out that the unmaiching of power and ability
in determining residual accounting rules is the cause of opportunist

creative accounting. Using the major disclosure type of creative ac-

counting the accounting error as variable, this paper studies the
effect of the contractual arrangements of rights of determining residual

accounting rules on creative accounting, revealing that the motives to

reverse the loss, the asset — liability ratio and the rate of earning

growth have significant effects on whether listed companies manipulate
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earnings with creative accounting, thus, verifying that the managers
have the motives for earnings manipulation, and improper contractual
arrangements of rights of determining residual accounting rules provide
the chance at the opportunity for creative accounting.

4. This paper studies the forming and regulating mechanism of
creative accounting from the perspective of the contractual arrange-
ment of rights of accounting supervision. It studies the effect of the
contractual arrangements of rights of accounting supervision .on crea-
tive accounting by using the two variables that reflect audit authori-
ty
tion. Questionaires and sureveys of audit industry specialization in the

the independence of audit and the audit industry specializa-

A —stock market reveal that the audit commissioning authority in Chi-
na is mainly exercised by the“insiders”, with poor quality of audit
supervision, virtual absence of audit industry specialization and lack
of market demand for high — quality anditing, thus, verifying that the
current twisted and invalid contractual arrangement of accounting
rules supervising authority is another source of opportunist creative ac-
counting. On the basis of game analysis, this paper points out that an
independent and effective internal accounting supervision bedy should
be set up, the unbalanced CPA employment should be adjusted
through establishing the institution of auditting fund trusteeship, thus

improving the effectiveness of accounting supervision.



KEY WORDS: Creative accounting; Accounting rules;
Rights of determining accounting rules; Contractual arrange-

ment; Accounting standards
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