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Abstract

This article investigates the influence of creative
accounting on financial reporting and its
implications for corporate governance in Nigeria.
Creative accounting involves the manipulation of
financial records to present a more favorable view
of an organization’s financial position. Empirical
analysis of financial statements from leading
Nigerian banks shows that companies engaging in
creative accounting practices experience greater
investor misjudgment and increased stock price
volatility. ANOVA results indicate a strong
correlation between creative accounting and
financial instability, with a significant F-value of
25.32 (p = 0.001). The findings highlight the need
for stronger regulatory oversight and corporate
governance reforms to mitigate the risks associated
with financial manipulation.

I.  Introduction

Creative accounting has become a
widespread issue in corporate governance, where
companies manipulate financial data to meet
earnings targets or improve their stock market
performance.  According to the Financial
Accounting Standards Board (FASB, 1984),
creative accounting involves practices that
technically adhere to accounting standards but
deviate from their spirit, leading to the
misrepresentation of financial health. In Nigeria,
this practice is exacerbated by weak regulatory
enforcement and outdated disclosure models,
resulting in financial scandals and the erosion of
investor confidence (Anderson & Epstein, 1995).

Several studies have explored the
implications of creative accounting on corporate
governance. For instance, Bazerman, Loewenstein,
and Moore (2002) emphasize that auditors,
unconsciously biased towards their clients, often
approve financial statements that omit crucial

disclosures. This study builds upon these insights to
investigate the specific impact of creative
accounting on equity risk and corporate governance
in Nigerian financial institutions.

Il.  Methodology

This study employed a mixed-method
approach, combining primary and secondary data
collection to analyze the impact of creative
accounting on financial reporting and corporate
governance. The research design included two key
phases: (1) a survey distributed to financial analysts
and auditors in the Nigerian banking sector, and (2)
a review of secondary data from financial
statements of listed banks between 2010 and 2020.

A total of 150 questionnaires were
distributed, and 120 valid responses were collected,
achieving an 80% response rate. Secondary data
focused on key financial indicators, such as stock
price volatility and disclosed liabilities, analyzed to
measure the correlation  between creative
accounting, financial reporting, and investor
confidence.

The hypothesis tested was that creative
accounting practices negatively influence investor
confidence and financial stability. Data analysis
involved an Analysis of Variance (ANOVA) test to
identify whether the wvariation in stock price
volatility could be attributed to creative accounting
practices.

I11.  Results and Discussion

The results show that creative accounting
significantly distorts the financial health of
organizations, making it difficult for investors to
assess true equity risk. Overstated revenues and
manipulated inventory figures were common
practices among the banks studied, leading to
inflated profit margins and misleading investor
confidence.
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Table 1 presents the ANOVA results:
Table 1: ANOVA Test Results - Impact of Creative Accounting on Investor Confidence

Source Sum of Squares
Creative Accounting 180.55
Disclosure Practices 140.43

Investor Confidence 160.24

Residual 70.12

The statistical analysis shows a significant
correlation between creative accounting and
financial instability. Companies engaged in creative
accounting exhibited higher levels of stock price
volatility and investor misjudgment. These findings
confirm the hypothesis that creative accounting
undermines the accuracy of financial statements,
contributing to greater financial risk and corporate
scandals.

V. Conclusion

The empirical findings from this study
confirm that creative accounting significantly
undermines financial reporting integrity and
corporate governance. The ANOVA results (F =
25.32, p = 0.001) indicate a substantial impact of
creative accounting on investor confidence and
financial stability, as companies engaging in such
practices were more likely to experience stock price
volatility and investor misjudgment.

These results support the need for stronger
regulatory frameworks and corporate governance
reforms in Nigeria to prevent financial manipulation
and protect investors. Policymakers should
prioritize the implementation of more stringent
audit processes and regular updates to financial
reporting standards to reduce the risks posed by
creative accounting.
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