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ABSTRACT 
 
Nowadays, accounting distortion has become an urgent problem awaiting solutions not
only in China but also all around the world. Accounting distortion will deteriorate social
integrity and will also reduce the efficiency of economic development. This article aims at
finding out ways to reduce accounting distortion and improve accounting integrity by
studying the game theory among different sides in accounting distortion. The method
mainly involves game theory. 
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This article will further elaborate what our country or we can do to deal with this serious situation. 

ANALYSIS OF GAME THEORY AND ACCOUNTING DISTORTION 
 
 The direct causes of accounting distortion are cheating and mistakes in calculation. The mistakes 
are made usually because accountants’ carelessness or their limited capability. Yet such kind of mistakes 
is supposed to be decreased as time goes by. Accounting cheating is one type of accounting distortion, 
and is caused by accountants’ intentional behavior. Driven by personal interests, accountants may go 
against some rules and law creating some fake information when the regulations or rules are relatively 
vague. They make it by slipping through law’s fingers through internal collusion. 
 It is always the case that when accounting distortion happens, people always aim at accountants, 
assuming that they are the ones to blame because they don’t follow the professional ethics in accounting. 
This is based on the assumption that accountants have such kind of natural professional ethics. As a 
matter of fact, such is human nature that people change as the environment around them changes. 
Unavoidably, accountants also have the tendency to compromise. But who can make accountants to 
compromise? Obviously, the answer lies on those who can control the loss and gains of accountants. The 
loss and gains mainly involve economic gains and loss. Specifically speaking, it contains the hiring and 
dismiss of accountants by employers, the honorary appraise or criticism, rewards or punishment from 
government departments and the moral abuse from the supervision of public opinion. 
 Objective law of social development shows that any economic activity is based on the 
maximization of cost-effectiveness, including economic benefit and social benefit. It has become the 
basic norm. Therefore, accounting activity is to some extent a kind of economic activity which is driven 
by the law of input-output. The final outcome of accounting is accounting information which is the data 
foundation of distribution of interests, transfer of wealth and performance assessment. It owns the 
function of interests coordination. It is also this function that leads people to abide by or go against laws 
and regulations of finance and economics. Nevertheless, economic or political interests drive does not 
necessarily lead to accounting fraud. 
 In order to better discuss and analyze different parties behind accounting information by 
applying game theory, we assume that accountants are qualified enough in the work and will surely 
comply with the regulations without too much pressure. Besides, we also assume that they do not have 
special relations with relevant departments. Board of supervisors and board of directors represent the 
interests of the shareholders who hold the majority of the shares. Also, relevant government departments 
are independent from enterprises. Other stakeholders including creditors and potential investors, 
together forms four decision-making bodies which influence accountants. 
 
External supervisors 
 See from the set mission of external supervisors, at macro level, they should guarantee the 
healthy and regular development of national economy. At micro level, they should provide enterprises 
with legal and fair environment of market competition. Theoretically under the circumstance of sensible 
legal system and external supervisors abiding by the regulations, the accounting information given by 
enterprises should be credible. In fact, on the one hand, the administrative system is far from well-
developed. As the saying goes “Officials create numbers and numbers stabilize officials’ political 
status”, officials always take advantage of the numbers. Economic indexes like GDP and financial 
revenues are really essential to government official’s assessment, which provides enterprises with 
chances to create fake accounting information. On the other hand, the great disparity between the 
regulatory power and the numbers of entities which are regulated, the limited regulatory methods, great 
difficulty in overall supervision all make it possible for enterprises to create fake information. 
 
Internal supervisors 
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choose negative strategy or all positive strategy. In real life, taking long-term benefits into consideration, 
operators will not go to extremes because of the existence of regulators, auditors and relevant laws and 
regulations. However, the negative strategies of enterprises will do great harm to society, creating 
serious loss of government’s and 

SOLUTIONS TO ACCOUNTING DISTORTION 
 
Establishing accounting regulations 
 We should establish a set of accounting regulations according to accounting law and accounting 
standards. So as to set a unified standards for business dealing and accounting calculation, reducing the 
chances for internal supervisors and inner controllers to freely choose accounting policies with certain 
purposes. At the same time, we should also establish units of financial accounting system as well as the 
system of accounting method for files. When the newly established enterprises register put on record or 
the existing enterprises carry out annual inspection of the record, they should all go with the accounting 
law, industry accounting system and accounting standards, formulate the specific financial accounting 
system and accounting method. For registration and annual inspection, they should also hand in the 
relevant materials to the industrial and commercial corporate to manage. When there is change of the 
documents, the documents should be handed in again to the tax authorities for record. They should also 
complement and perfect the accounting laws and regulations, make sure the regulatory department and 
the enterprise as a legal person from the legal accountability, strengthen the power of regulation of 
accounting information, increase penalties for fake accounting information provider, and further 
improve the accountants employed threshold. 
 
Perfecting the corporate governance structure 
 To perfect the corporate governance structure, the company’s internal supervision system should 
be improved by specific measures including: Setting up the audit committee, which consists of the non-
executive director and the supervisors of the company, to be in charge of the audit supervision on the 
operation and financial activity of the company with the decision-making authority; establishing the 
contract-based principal-agent relation between the managers and the board of directors; establishing 
comprehensive shareholder representative action to protect the rights and interests of the minority-
shareholders, etc. Besides, in the process of the game theory between the operator and the owner, the 
owner can take the measure to make the operator's remuneration equal to the total sum of a fixed 
minimum salary, a portion of the extra profits and the certain shares of the company, in order to reach 
the Nash equilibrium. In order to reach the balance of the creditors and the owners in the game theory, 
the former can make a contract that conforms the interests of both sides to limit the target payout rate 
and limit the company’s investment on the high risk projects; make regulations on financing policy 
related to the company, borrowing of the payment with preferential terms should not be easily allowed; 
require the company to provide relevant information such as financial statements to the creditors on a 
regular basis to evaluate whether the company has a default. 
 
Establishing the external restraint mechanism and fully performing the functions of the 
intermediary institution 
 The accounting supervision system of our country consists of the state supervision, social 
supervision and internal supervision of the companies. The intermediary institutions should fully 
perform their supervisory function, and make the accounting firm and tax accountant firm the leading 
force in the external supervision of the small and medium-sized companies. Therefore, accounting firms 
in partnership should be greatly promoted. According to international practice, accounting firms as 
intermediary institutions, due to their low cost of running, and the considerable social essence of their 
the audit results, in order to effectively improve the cost-benefit principle, all international certified 
accounting firms assume unlimited liability for the use of the partnership. It is necessary for our country, 



B

 

i
a
o
a
d
i
a
m
m
n
 
E
 
i
m
b
l
l
 
(

 
d
 

 
 
e
I
s
 

 
[

[

BTAIJ, 10(9) 2014

n the releva
and to explic
order to enh
accountants c
direct superv
ntermediary

accounting i
means to pr
medium-size
not be neglec

Establishing
With

mplemented
more import
be carried ou
itigation me
egal procedu

Throu
(see Figure 3

As re
decrease and

The 
economy in
Information 
strengthen th

[1] Cheng Ji
Technolo

[2] Liang Jie
Engineer

4 

ant laws and
citly stipulat
ance the cri
corresponds
vision on com
y institutions
information 
romote the 
ed companie
cted. 

g a system o
out a strict 

d rightly. In 
ant is that in
ut appropria

echanism, tra
ures, can the
ugh four wa
3). 

elevant meas
d the develop

progress of 
n China. Ye

distortion i
he power of s

inhui; Game 
ogy and Econ
e, Liu Shuang
ring, 111-114

d regulations
te that only f
isis and risk 
 to the risks.
mpanies’ ac
s, and then, 
of compani
authenticity
s. At the sam

of civil liabil
system of c
addition to 

n the proces
ately. The m
aining of the
e people with
ays above, th

Figure

sures being c
pment of ent

f the time a
et the rapid
s one of th
supervision,

Theory Analy
nomy, 03, 23-
g, Chang Mei

4 (2005). 

s, to advocat
firms in part
consciousn

. Governmen
counting inf
in the way

ies. External
y and reliab
me time, the

lities 
civil liabiliti

the more s
s of creating

most urgent 
e burden of p
h illegal beh

he problem o

e 3 : The use e

carried out, t
terprises will

CON

and the dev
d developm
ese problem
 reducing th

REF

ysis on Disto
25 (2007). 
i; Game Theo

Nianli Miao 

te and suppo
tnership is q
ess of the a
nt departmen
formation, th

y of purchas
l supervision

bility of the
e institutiona

es, the puni
evere legal 
g law and re
problem to 
proof and le

havior or the 
of informatio

 

 
efficiency of co

 
the phenome
l gradually tu

NCLUSION

velopment o
ment of econ
ms. Facing t
he phenomen

FERENCES

ortion of Acco

ory Analysis 

ort the firms
qualified for 
ccounting fi
nts in the fut
hrough stren
ing service 
n, of course

e accounting
al improveme

ishment on t
responsibili

egulations, th
be solved a

egal trial. On
people tend 

on distortion

ountermeasur

enon of infor
urn better. 

N 

of society le
nomy also 
this entire p
non of inform

S 

ounting Infor

on Distortion

s to take the
the audit of

irms, make i
ture can grad

ngthening the
of entrusted

e, is also an
g informatio
ent of the co

that illegal b
ty from the 
hey should a
at present is 
nly when we

to do so be 
 can be allev

res 

rmation dist

ead to the f
brings all 

problem, the
mation distor

rmation, Inne

n of Accounti

e form of pa
f listed comp
income of r
dually get aw
e manageme
d supervisio
n important 
on of the sm
ompanies als

behavior wi
legal norm

also be guara
the securiti

e set up a set
threatened.

viated to som

tortion will h

fast develop
kinds of p

e governmen
rtion. 

er Mongolia S

ing Informati

 3545 

artnership 
panies, in 
registered 
way from 
ent of the 
on on the 

way and 
mall and 
so should 

ill not be 
, what is 
anteed to 
ies crime 
t of strict 

me extent 

hopefully 

pment of 
problems. 
nt should 

Science & 

on. Value 



3546  Game theory analysis on distortion of accounting information  BTAIJ, 10(9) 2014 

 

[3] Gu Xiaoan, Lu Lei; Pooling Equilibrium & Policymaking Procedure An Inspire from Game Analysis of 
Distorted Accounting Information Disclosure in Listed Companies, shanghai econmic review, 84-90 (2007). 

[4] Chen Yingxia, Zhang Dousheng; Analysis and governance of accounting distortion using game theory. 
Communication of Finance and Accounting, 19-30 (2008). 

[5] Tao Changqi; Game theory analysis of accounting distortion of enterprise management and stakeholders. 
Finance and Accounting, 03, 78-83 (2005). 

[6] Zhang Yaxin; Game theory analysis of accounting distortion of listed companies and supervision, Finance 
and Trade, 149-152 (2011). 


