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Abstract

The relationship subsisting between board structure of corporate organizations and earnings management has attracted
several concerns particularly to regulatory agencies, management, accounting practitioners and researchers alike.
Therefore, this study, examined the extent to which board independence and size influence the level of earnings
management of publicly quoted Nigerian firms. For this purpose, the adoption of the International Financial Reporting
Standards (IFRS) and the age of firms were introduced as mediating variables. Secondary data were however pooled
from the financial statements of ninety-two (92) firms cutting across ten (10) industrial sectors from 2007-2018 (12
years). The regression analysis amidst other relevant statistical techniques was adopted to analyze the collated pooled
data. Evidence from our result indicates that with the introduction of IFRS adoption and firm age as mediating
variables, the F¢,; obtained was 1.72 (p-value = 0.1424), thus indicating that the size of boards and the presence of
independent directors (board independence) in corporate boards could not significantly influence the level of earnings
management in Nigerian firms. We therefore recommend that in order to regulate managements’ opportunistic
behavior/earnings management, regulators and stakeholders who are charged with the task of performing oversight
functions on the activities of management should lay more emphasis on ensuring that preparers of financial statements
fully comply with the provisions of IFRS and other regulatory requirements for financial reporting.
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1. Introduction

Organizations strive to be effective in maintaining improved levels of performance and enhanced firm value over time.
In doing this, several factors are repeatedly considered. Prominent among these factors are Board, and Chief Executive
officer (CEO) attributes, ownership structure, information asymmetries, financial attributes, firm size, strategic
policies, and a host of others (Brennan, 2006; Jeroh, 2020a). In view of this, prior studies have therefore drawn a link
between the presence of efficient corporate boards and firms’ performance with particular reference to the moderation
of cost of capital, intensification of firm value and the enhancement of risk controls, which invariably lends credence to
the quality of financial reporting, sustainable growth and the reduction of opportunistic behavior of managers (Akpan
& Amran, 2014; Obigbemi, Omolehinwa, Mukoro, Ben-Caleb & Olusanmi, 2016).

Within most organizational setting, the structure of corporate boards constitutes a fundamental attribute that
exemplifies the core boundary of in-house governance. This could be the reason why Arosa, Iturralde and Maselda
(2013) averred that firms’ aggregate performances could be substituted with changes in their respective board
structures. No doubt, top level strategic decisions taken by corporate boards have immediate and long term direct
and/or indirect effect on the entire operations/activities of reporting entities. Although, while we expect that each
company’s Board of Directors would continue to develop strategic policies and monitor the overall activities of
management (Burghleh & Al-Okdeh, 2020), the fact that corporate managers may still act for personal gains rather
than in the interest of shareholders cannot be completely ruled out. In fact, studies had pointed that managers may
sometimes be involved in opportunistic actions such as the deliberate alteration of financial statements’ contents
possibly to conceal the actual economic conditions of companies for private gains or other purposes (Muramiya &
Takada, 2017; Lacina, Lee & Kim, 2018; Agustia, Muhammad & Permatasari, 2020; Sianturia, Wahyudi, Pangestuti &

Published by Sciedu Press 329 ISSN 1923-4023 E-ISSN 1923-4031



http://ijfr.sciedupress.com International Journal of Financial Research Vol. 12, No. 1; 2021

Utomo, 2020). Such action of management which may influence contractual outcomes or mislead interested parties as
a result of the distortions in the reported earnings of companies, best describes the concept of earnings management
(Ubesie, Ogbu & Mbah, 2019; Dao & Ngo, 2020).

Earnings management has negative consequences and the concept has in recent time appeared in the front burner of
accounting discourse (Okougbo & Okike, 2015; Priharta & Rahayu, 2019; Saona & Muro, 2019; Mostafa & Ibrahim,
2019; Burghleh & Al-Okdeh, 2020). It is however believed that through earnings management, the quality of firms’
earnings is undermined, thus raising doubts on the credibility of the financial reports of companies.

1.1 Problem Statement and Research Objective

Since the structure of corporate boards possibly depicts standard and public images of organizations (Obigbemi et al.
2016), it is expected that efficient boards, with their oversights on managements’ activities may reduce earnings
management among companies. Notwithstanding, prior research outcomes have remained mixed and contradictory in
this regards. For instance, while some studies point that the relationship between earnings management and the size of
corporate boards is positive and probably significant (Okougbo & Okike, 2015; Burghleh & Al-Okdeh, 2020); other
sets of studies have argued that the subsisting relationship between board size and earnings management is either
negative and significant (Obigbemi et al. 2016), or not significant (Dao & Ngo, 2020; Abdelkarim & Zurigi, 2020).
This current study is therefore motivated by our observation that despite the contradictory results thus far, there is also
no clear delineation of probable reasons for the existing conflicting results even when some of the studies were
conducted in the same industrial categories, countries, or regions (Zalata, Tauringana & Tingbani, 2018).

Our argument further stems from the fact that arising from the adoption and implementation of the standard setters’
decision which culminated into the wide adoption of the International Financial Reporting Standards (IFRS) for
reporting purposes, several corporate governance measures (including board structure variables) may not be significant
in defining financial reporting quality or in reducing earnings management by firms. This is because the policy thrust
of international/global standards is incumbent on the enhancement of financial reporting quality through the reduction
and possible elimination of earnings management within companies (Tsalavoutas & Dionysiou 2014; Mardini,
Crawford & Power, 2012). Consequently, to clear existing doubts or conflicts arising from the outcomes of prior
studies, it becomes pertinent to carry out an empirical investigation which this paper attempts to satisfy by examining
the relationship between board structure measures (specifically, size and independence) and earnings management
among Nigerian firms. To distinguish this study from other prior Nigerian studies, particular consideration was given
to examining the trends and movements of the variables of interest in periods before and after the implementation of
IFRS in the country. We made efforts to find out whether or not; the adoption and implementation of IFRS reinforced
the relationship between board structure measures (size and independence) and earnings management. Towards
achieving our aim, this paper is further sectioned as follows: conceptual review and hypothesis development,
methodology, results, discussions and conclusion.

2. Conceptual Review and Hypothesis Development
2.1 Conceptualization of Earnings Management

With the current changes in the strategic architecture of companies (Jeroh, 2020b), several concerns have been raised
about the happenings in organizations with specific interest on the activities of management. Since the responsibility of
providing reliable and valuable information to a variety of users rests on the management of companies, the quality of
financial reports can thus be weighed by assessing the level of involvement of management in opportunistic behavior
or earnings management. No doubt, the concept “earnings management” has become one major issue of concern to
management, accounting practitioners and accounting researchers alike. Accordingly, earnings management has been
defined by prior studies to include intentional misapplication and abuse of accounting standards or a deviation from
normal business cycles, practices and operations with the opportunistic aim of misrepresenting the reported earnings of
companies with a view to influencing contractual outcomes and mislead unsuspecting stakeholders (Madhogarhia,
Sutton & Kohers, 2009; Li, 2019a; Campa, 2019; Li, 2019b; Yang & Abeysekera, 2019; Sianturia, Wahyudi,
Pangestuti & Utomo, 2020).

As observed, in a bid to accomplish specific targets through the management of reported earnings, some managers
avoid or under report losses and in some other cases, the operating policies of the companies are changed to obtain
short-term targets at the expense of the companies’ interests (Al Saedi, 2018; Chan, Li & Lin, 2019; Pappas, Walsh &
Xu, 2019). This is why Obigbemi et al. (2016), described earnings management as managements’ deliberate effort,
targeted at obtaining a desired amount of earnings through several possible means. Several incentives for managers’
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opportunistic behavior or earnings management have been identified; but the most common among them as noted by
prior studies is income smoothing (Dao & Ngo, 2020).

Noteworthy, earnings management could practically be done through two major ways — accounting methods
(inventory valuation techniques, accounting policy and estimation technique/approach etc) and the management of
accruals (Priharta & Rahayu, 2019; Abdelkarim & Zurigi, 2020). Worth mentioning is the fact that whatever method
adopted, the management of organizations who were employed as agents to serve as stewards on behalf of the
shareholders are practically the ones involved in such acts of earnings management.

In Nigeria, efforts by the relevant regulatory authorities to either curb or eliminate earnings management saw the
mandatory requirement for entities to adopt the global sets of reporting standards (International Financial Reporting
Standards — IFRSs) and the continuous updates/revisions of existing corporate governance codes. Failure to fully
comply with the provisions of IFRSs and the governance codes attracts appropriate sanctions. Since the main
justification for appointing and constituting corporate boards for listed entities lies basically on the need to have an
independent body charged with the responsibility of monitoring management’s activities; this current study therefore
sets out to examine whether the structure of corporate boards (with emphasis on size and independence) matters in
reducing earnings management amongst firms, especially when companies have now adopted IFRS in reporting their
respective transactions. The study is also interested in knowing whether or not, the adoption of IFRS reinforces the link
between board structure measures and earnings management.

2.2 Board Characteristics
2.2.1 Board Size

The Board can be classified as a firm’s highest echelon of control which is saddled with the onerous responsibility of
effectively managing its activities. The task of monitoring financial statements’ content and quality while monitoring
the behavior and activities of senior managers in organizations rests on the hands of corporate boards (Okougho &
Okike, 2015). Thus, the membership of corporate boards goes a large extent to determine the soundness or otherwise of
its decisions. As provided by the applicable governance codes for corporate organizations in Nigeria, board sizes of
firms should range from a minimum of five (5) members to a maximum of 20 members for banks and discount houses;
and 15 members for other categories of public companies (CBN 2014; Obigbemi et.al., 2016). Though with
contradictory outcomes in terms of magnitude and directions, there are empirical evidence suggesting either the
existence, or as found in other cases, the non existence of a relationship between the sizes of corporate boards and
earnings management (Abed, Al-Attar & Suwaidan, 2012; Abdelkarim & Zurigi, 2020). For instance, studies have
reported the existence of negative correlation between earnings management and board size (Abed, Al-Attar &
Suwaidan, 2012); whereas, subsisting evidence from the literature also indicates the existence of a positive association
between earnings management and board size (Rahman & Ali, 2006). Despite these contradictions, an argument from
other schools of thought is that earnings management and board size has no subsisting relationship (Hashim & Devi,
2008; Gulzar & Wang, 2011).

In this current study however, while we support arguments that the size/membership of identified corporate boards
may possibly influence the soundness and monitoring capabilities of such boards; one contributory factor that partly
aroused our current interest is that prior studies have not accounted for the possible reasons for their contradictory
findings. Again, whether board size would still be relevant in explaining management’s involvement in opportunistic
behavior/earnings management in an era where the adoption of IFRS may have possibly blocked the likely loopholes
that supports acts of earnings management has not been clearly examined in the Nigerian context.

2.2.2 Board Independence

The repeated calls for corporate managers to be more disciplined and highly monitored came after the outburst of
worrisome high profile financial scandals (Jeroh, 2020b) which involved corporate giants within and outside Nigeria.
Ignited by the global and domestic concern of financial reporting quality of firms, SEC (2003, 2011) through her
Corporate Governance Codes (CGCs) provides that companies should constitute corporate boards that are more
independent in their structure. This idea of having independent boards is birthed on the notion that where a board has
higher presence or number of non-executive directors, who ordinarily ought to be independent of the companies’
managers/executive directors, such boards are expected to be generally objective and may possibly be independent
with regards to their monitoring and/or oversight functions (Bello, 2011). According to Obigbemi et al. (2016), the
CGCs in Nigeria require the composition of corporate boards with a mix of both executives and non-executive
directors. Board independence is therefore measured with reference to the number of non-executive directors in
identified corporate boards by specifically weighing its proportion to total board size. Thus, prior studies (MUler, 2014;
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Fuzi, Halim & Julizaerma, 2016; Zabri, Ahmad & Wah, 2016; Alshetwi, 2017; Rashid, 2018; Naciti, 2019) have used

LR T3

the terms “independent directors”, “outside directors” and “non-executive directors” interchangeably.

Notwithstanding, board independence describes the intensity of independent/non-executive directors presence in
corporate boards (Prabowo & Simpson, 2011; Zabri et al., 2016; Rashid 2018). No doubt, the level of independence of
corporate boards largely determines the extent of corporate boards’ abilities to make independent judgments
irrespective of possible conflicting interests between those of shareholders and the management team of their
respective organizations (Alshetwi, 2017; Abdelkarim & Zuriqi, 2020). Apparently, the level of objectivity and
monitoring capabilities of corporate boards could possibly be strengthened through the constitution of boards with
higher proportion of independent/non-executive directors who by their very nature, are external to the organization and
less likely to be influenced by companies’ management or their representatives (Li, Lu, Mittoo & Zhang, 2015; Fuzi et
al., 2016). This notion has spurred research interests geared towards unveiling the link between board independence
and variables like performance, CSR disclosure, reporting quality and by extension, earnings management (Jaggi,
Leung & Gul, 2009; Gulzar & Wang, 2011; Busirin, Azmi & Zakaria, 2015; Chen, Cheng & Wang, 2015; Rashid,
2018; Naciti, 2019). Specifically, a good number of studies that examined the association between the independence of
corporate boards and earnings management have so far reported contradictory findings. In this light, while Gulzar &
Wang (2011) could not find any link between the independence of corporate boards and earnings management, other
studies documented the existence of a relationship between both variables, though with conflicting directions of the
relationship (Jaggi, Leung & Gul, 2009; Chen, Cheng & Wang, 2015; Busirin, Azmi & Zakaria, 2015).
Notwithstanding, the moderating effect which IFRS adoption may have on the relationship between board attributes
(such as independence) and earnings management among Nigerian firms has received little or practically no attention.

As observed from the arguments in the literature (Chen, Cheng & Wang, 2015), the prevailing information
environment of companies may possibly reinforce the relationship between earnings management and the level of
independence maintained by corporate boards. If this argument subsists, this study’s concern therefore stems from the
belief that with the current information environment of financial reporting in Nigeria and most parts of the world,
efforts at reducing earnings management should rather be tilted more towards compliance with the provisions of IFRS
and not the structure of boards. This belief results from the claim that IFRS were designed to reduce irregularities in
reporting practices and enhance integrity and comparability in financial reporting. On this note, in order to unveil a
possible reason for the conflicting results of prior studies, this current study evaluated the moderating effect which
IFRS adoption may have on the relationship between board independence and earnings management among publicly
quoted companies in Nigeria. With the aforesaid, we thus hypothesize that:

Ho: following the adoption of IFRS, board size and independence does not have significant relationship with
earnings management amongst publicly quoted companies in Nigeria.

3. Research Methods
3.1 Design, Sampling and Data

This study was conducted using the ex-post facto design. Secondary data were therefore pooled from the financial
reports of ninety-two (92) firms cutting across ten (10) industrial categories. The reliance on pooled data is justified by
the researchers’ intentional effort to refrain from incorporating survivor bias in the sampling procedure. The sample
was nonetheless obtained through the purposive sampling technique with specified unbiased filters namely: (1)
companies must be publicly quoted and must be in business as at 31* December, 2018 (2) must report data for the
study’s variables for at least 2 years within the study period. Pooled data were sourced within the study period which
spanned from 2007-2018 (12 years). The sourced data were further subjected to diagnostic tests and post estimations
by means of appropriate statistical techniques.

3.2 Variables — Measurement and Nomenclature

Table 1. Nomenclature and measurement of variables

Variables Labels Measurement
Earnings EarnMgt  Discretionary accruals based on the residuals of Total Accruals from the Modified
Management Jones model (TA/A¢; = Bo(L/Ar1) + BIREV/A; + B, ACREV/A; + B:ADREV/Ay; +

B4sPPE.1/A¢; + €). Where TA = Current year’s Total Accruals; 1/A.; = inverse of
lagged total assets; REV = revenue for current year; ACREV = changes in cash
accompanying revenue; ADREV = changes in sales and debtors; PPE.; = lagged
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property plant & equipment; € = error term.

Board Size Bodsz Number of persons in corporate boards (size of board membership).

Board Bodind Proportion of Non-Executive Directors to Total Board Members.

Independence

IFRS IFRSad Dummy variable of 1 for periods in which financial statements of companies were
Adoption prepared using IFRS and 0 otherwise.

Firm Age AGE Number of years in which companies have been in existence since its year of first

listing on the floor of the stock exchange.

3.3 Analytical Techniques

The regression analysis amidst other relevant statistical techniques was adopted to analyze the collated data.
Specifically, descriptive statistics, correlation analysis and the OLS techniques were employed. Post estimations for
multicollinearity and heteroscedasticity were done using Cameron & Trivedi’s (C-T) decomposition IM-test,
Szroeter’s test and the Variance Inflation Factor (VIF) tests respectively.

3.4 Model Specification

We built a direct relationship between earnings management and the explanatory variables (board size, board
independence) as mediated by IFRS adoption and the age of firms. Based on this relationship, the empirical model of
this study is specified in the following equation

EarnMgt;; = foBodsz; + iBodind;; + S,IFRSad; + BsAGE; + B4 + ¢ (D)
Where: ;; = company i in a given year t.; By, By, B,, Bs and B, are beta coefficients.
4. Results and Discussions
4.1 Descriptive Statistics and Correlation Result

Table 2. Descriptive data

Variables  Obs Min Max Mean Std Dev.
EarnMgt 939 -3.64 171 -2.95 0.22
Bodsz 939 4 23 8.95 2.75
Bodind 939 0 0.66 0.16
IFRSad 939 0 0.64 0.48
AGE 939 4 66 34.95 14.21

Indications from the results for descriptive statistics (see table 1) is that total observations for all variables was 939.
This means that no omission was recorded for any variable. The residuals obtained to measure earnings management
ranged approximately from -3.64 to 1.71 with a very low average value of -2.95. The relatively low mean value for
EarnMgt may lead to the engagement of management team on some opportunistic actions. On its part, Bodsz ranged
from 4 to 23 with an average value of 8.95 over the period. This means that despite high compliance with the
governance codes for companies in Nigeria, some companies still have board sizes below the minimum required
number of 5; just as some companies’ board sizes are larger than the maximum of 15 and 20, depending on the nature
of the company. Bodind which ranged from 0 to 1 recorded a mean value of approximately 0.66 (66%). Impliedly,
despite the existence of companies’ corporate boards without the presence of independent/non-executive directors, the
level of independence of most corporate boards in Nigeria is above 50%. Firm age (AGE) ranged from 4 to 66
indicating that all sampled companies have operated for at least 4 years after their respective listing year. The low
standard deviation recorded for the dependent and explanatory variables shows that the data may have been normally
distributed with the presence of insignificant or no outliers.
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Table 3. Correlation matrix

Variables EarnMgt Bodsiz Bodind IFRSad AGE
EarnMgt 1.0000

Bodsiz 0.0484 1.0000

Bodind 0.0734 0.0921 1.0000

IFRSad -0.0065 -0.0036 -0.0065 1.0000

AGE 0.0189 0.0618 0.0586 0.0488 1.0000

Furthermore, we present the result of the correlation matrix in Table 3 which displays the direction of relationship
among the variables. As observed, board size, board independence and firm age recorded positive association with
earnings management whereas, IFRS adoption recorded negative coefficient with earnings management. This means
that a further increase in the sizes and level of independence of corporate boards by one unit will result to 0.0484 and
0.0734 unit increase in indications that management will be interested in managing earnings. Also, the coefficients
recorded between pairs of independent variables were far below the maximum threshold of 0.70. Note that the dataset
for any study does not have concern for multicollinearity where the coefficients recorded for pairs of independent
variables are below the maximum threshold (Sianturi et al. 2020; Jeroh, 2020a).

4.2 Regression Analysis of Earnings Management and Board Structure

After assessing the statistical association between earnings management (as dependent variable) and board size and
independence (independent variables), with IFRS adoption and firm age as mediating variables, post estimations were
conducted and the results are presented in Table 4.

Reported in Table 4 are results for homoscedasticity and heteroscedasticity using Szroeter test, VIF test and Cameron
& Trivedi’s decomposition of IM-test. As observed, the Chi2 values reported for all variables under the Szroeter test
ranged from 8.95 (Bodind) to 174.19 (AGE). The p-values recorded were all significant at 1%. Additionally, we
reported a mean VIF of 1.01 with tolerance levels ranging between 0.9883 (Bodsz) to 0.9975 (IFRSad). These results
are clear indications that the data used in this study are free from multicollinearity concerns. Also, judging from the
result of the Szroeter’s test we accept the hypothesis of the existence of variance monotonic in our variable. This
position is further confirmed with the result of the C-T decomposition of IM-test. Overall, with these results in Table 4,
the fitness of our model is confirmed and this further gives credence to the reliability of the findings/results discussed
in this study.

Table 4. Post estimations

Variables Variance Inflation Factor Szroeter Test
VIF UVIF Chi2 Df Unadj. p-values

Bodsz 1.01 0.9883 36.22 1 0.0000*
Bodind 1.01 0.9886 8.95 1 0.0028*
AGE 1.01 0.9909 174.19 1 0.0000*
IFRSad 1.00 0.9975 145.9 1 0.0000*
Mean VIF 1.01

C-T Decomposition of IM-test Chi2 Df p-values
Hettest 16.97 13 0.2006
Skewness 4.29 4 0.3676
Kurtosis 1.22 1 0.2696
Total 22.46 18 0.2112
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With respect to our regression analysis and test of hypothesis, the results from Table 5 revealed a positive coefficient
for measures of board structure while AGE recorded a negative coefficient. Given the results of the t g, it is obvious
that with a value of 2.10 and a p-value of 0.036, independent of other variables, Bodind could significantly influence
earnings management. This is not the case for Bodsz which recorded t-value of 1.26 (p-value = 0.208). However, with
the mediation of IFRSad and AGE, we observed that the F, stood at 1.72 with a p-value of 0.1424. With this result, we
could not reject the hypothesis that following the adoption of IFRS, board size and independence does not have
significant relationship with earnings management amongst publicly quoted companies in Nigeria. This therefore goes
a long way to suggest that overtime (age consideration), where the compliance to regulatory framework for financial
reporting (IFRS adoption) is highly enforced, the size of corporate boards or their level of independence play an
insignificant role in reducing the tendencies of opportunistic behavior of management. The above outcome supports
the position of Gulzar and Wang (2011) who posit that board independence does not have significant influence on
earnings management. Additionally, this current study also find evidence to support the claim that board size may not
have significant influence on management’s opportunistic behavior (Abed, Al-Attar & Suwaidan, 2012; Abdelkarim &
Zuriqi, 2020).

Table 5. Result of model evaluation and test of hypothesis

Variables & Coeff Std.Err tstat P>|t] Obs
Statistics
Bodsz 0.0033 0.0026 1.26 0.208 939
Bodind 0.0910 0.0434 2.10 0.036 939
AGE -0.0030 0.0148 -0.20 0.841 939
IFRSad 0.0002 0.0005 0.39 0.699 939
_cons -0.0944 0.0398 -2.37 0.018
Fcal 1.72
Prob > F 0.1424
R’ 0.0073
Adj. R? 0.0031

5. Conclusion

This research focused on assessing whether board size and independence play significant role in explaining levels of
managements’ involvement in opportunistic behaviour/earnings management. Using 939 firm year observations from
a total of 92 publicly quoted companies across 10 industrial categories in Nigeria over 12 years (2007 — 2018),
empirical evidence have shown that over time, following the adoption of IFRS, the size of corporate boards or their
level of independence does not play significant role in reducing the tendencies for opportunistic behaviour of
management. This means that earnings management in companies would better be reduced through the enforcement of
full compliance with the provisions of IFRS. While we agree from our results that in the absence of sound reporting
standards like IFRS, board independence could significantly influence earnings management; the same could not be
said for board size. With the outcome from our analysis, we could not reject the study’s hypothesis. Impliedly,
following the adoption of IFRS as the basis of financial reporting by publicly quoted firms, the sizes of corporate
boards and their level of independence no longer play significant roles in reducing managerial opportunistic
behaviour/earnings management. This explains why studies may have recorded mixed findings in the past. Thus,
where companies exist in economies with better information environment and possibly sound regulatory and reporting
framework, the results on the relationship between board structure variables will not be the same as those existing in
dissimilar environment. Our study therefore contributes to the plethora of literature on earnings management and
measures of corporate governance, but is distinguished in its ability to underscore the possible reason for the
conflicting results of prior studies in this area.
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5.1 Recommendation

Based on this study’s outcome, we therefore recommend that in order to regulate managements’ opportunistic
behavior/earnings management, regulators and stakeholders who are charged with the task of performing oversight
functions on the activities of management should lay more emphasis on ensuring that preparers of financial statements
fully comply with the provisions of IFRS and other regulatory requirements for financial reporting.
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