Window Dressing

This is a form of creative accounting and it basically involves manipulating various figures in the financial accounts of a business, so to flatter its financial position. 

Window dressing 

The practice of massaging EPS is called "window dressing", or improving the look of the accounts by adjusting exceptional items, provisions, etc. Since the date of closing the yearly accounts is totally arbitrary, a firm can delay or hasten the accounting records of some expenses or revenues, to affect profits. It is obvious that the profit is only moved in time, and is in no case changed. The expenses and revenues recorded in advance also constitute a source of adjustment: a more or less restrictive recognition has direct consequences on yearly profits. In the same way the company can unload some of its debts between December 30 and January 2 to show a lower indebtedness. 
There are two key variables that a business may like its shareholders (and other stakeholders) to believe are stronger than they really are:

•
liquidity (the ease with which a business can raise cash quickly)

•
profitability.

If a business is experiencing a deteriorating liquidity situation, then it can temporarily improve this figure either by selling off fixed assets, or by using a ‘sale and leaseback’ scheme. This involves a business selling a fixed asset (often land and buildings) to a third party, and then paying a sum of money per year to lease it back. 

The business still retains the use of the asset, but no longer owns it. 

The cash from the sale of the asset will improve the liquidity of the business, and it will imply to the readers of the accounts that cash is readily available. However, there are two drawbacks to this:

1) The ‘fixed asset’ figure on the balance sheet will have fallen after the sale of the land and building.

2) The business is not tackling the cause of the liquidity problem.

Profitability can be improved by bringing some of the revenue for the next financial year’s confirmed orders into the current financial year.

This artificially boosts the ‘sales revenue’ figure for the current financial year and, therefore, also boosts the profit figure for the business. Again, however, there are two drawbacks:

1) The business will not be able to count the money again for the next financial year when the orders are dispatched – therefore the profit figure for the following year will be depleted of this revenue.

2) The business is not tackling the cause of the low profit figure.

