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ABSTRACT

This study examines the moderating effect of IFRS on the relationship between corporate
governance and earnings management of listed healthcare firms in Nigeria. The study utilized
secondary data extracted from the audited annual financial report of the companies for the
periods of 2009 to 2016. Data was first analyzed by means of descriptive statistics to provide
summary statistics for the variables and subsequently, correlation analysis was carried out using
Pearson correlation technique to correlate the moderating effects of IFRS on the relationship
between corporate governance and earnings management. A panel data regression technique
was employed since the data has both time series and cross sectional attributes. Regression
technique based on Robust Least Square method was employed in analyzing the data. The study
found that corporate governance mechanisms does not create a situation where IFRS adoption
affects earnings management. Hence the study concludes that IFRS adoption does not
significantly moderate the relationship between corporate governance and earnings
management of Nigerian healthcare firms. Therefore, it is recommended that the FRCN and
NASB should make it mandatory for companies to give a detailed disclosure on IFRS and also
ensure that necessary steps should be taken for strict adherence to IFRS requirements in
Nigeria.
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CHAPTER ONE
INTRODUCTION
1.1 Background to the Study

Earnings management and Corporate Governance study has received considerable attention from
academics, market participants, and regulators. This is due to among other things financial
scandals around the world and the collapse of major corporate institutions in the USA, Asia,
Europe and Nigeria such as Adelphia, Enron, World Com, Vivindi, Xerox, Royal Dutch Shell,
China Aviation, Tyco, Wema Bank, NAMPAK, Fin bank, Spring bank, Commerce Bank,Global
Crossing and Cadbury which have shaken the confidence of investors in the capital markets
(Effiok&Effiong, 2012). This phenomenon led to a global movement towards developing and
implementing good corporate governance that will eliminate the opportunistic behaviors that

have hampered stakeholder’s reliance on financial information (Hassan & Ahmed, 2012).

The need for earnings quality and uniformity in the preparation and presentation of financial
statements gave birth to International Financial Reporting Standards (IFRS). Before the adoption
of IFRS in 2012 in Nigeria, there were legal and regulatory frameworks of Accounting in respect
to preparation of financial report in Nigeria (Christensen, 2012). The Company and Allied
Matter Act (CAMA) 1990 prescribe some format and content of company financial statement
disclosure requirements and auditing. It requires that the financial statement of all corporate
organizations comply and adhere with the Statement of Accounting Standards (SAS) issued from
time to time by the Nigerian Accounting Standard Board (NASB). This also requires that audit
be carried out in accordance with the General Auditing Standards. The IFRS adoption was
organized in such a way that the entire stakeholders that prepare and present financial statement

use it by the beginning of 2014. It was made in such a way that all the first tier companies listed
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on the stock exchange and are of public interest use it by 2012, all other company of public
interest but not first tier were to adopt it in 2013, and all small and medium scale entity were to
use it by January, 2014. Financial reporting standard exists because it serves as stewards to the
owner of firms as ownership is divorced from controlling the activities of the business (Kabara,

2013).

The Nigerian Security and Exchange Commission (SEC) mandated companies to prepare and
publish annual audited financial statement in conformity with guidelines and principles issued by
the apex regulatory institutions. Nonetheless, managers still upheld on earnings management
practices in order to increase its market value and maximize shareholders wealth (Ekoja, 2012).
The regulatory flux and the alternative accounting policies have habitually necessitated the
exercise of judgment in preparing financial statements. The inference of using such decisions is
that information provided by management which always arouses a certain decision by different

users takes a wrong pronouncement when preparers decides to convey deceptive information.

Despite the guiding principles, possibilities of judgment in accounting within the parameter of
Generally Accepted Accounting Principles (GAAP) are not altered as managers do. It is
inconceivable situation to have accounting systems that are totally ruled based without room for
occasional judgments (Bello, 2005). Since new situation may require new accounting rules, then
it is not possible to wipe-off the generally accepted accounting principle judgment opportunities
created for management in accounting. Therefore, efforts have been made by researchers to
devise methods and system in which the opportunistic behavior exhibited by managers can be
reduced. The self-serving information provided by managers may be as a result of manager’s

intention to influence a particular contractual outcome among others that relies on reported
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earnings or to mislead the stakeholders about the underlying economic performance of its
organization. The issue of occasional judgment in accounting has come to stay rather than its
possible elimination as it has become an unimaginable situation to have accounting systems that

are totally ruled based (Bello, 2005).

Separation between ownership and control, will lead managers to manipulate earnings in order to
maximize their own interest thus influencing the informativeness of earnings (Gulzar & Wang,
2011). When the interests of shareholders and managers diverge, managers tend to maneuver
earnings for their own purposes at the cost of shareholders’ interest (Isenmila & Elija, 2012). For
these reasons, how to improve corporate governance mechanisms is an interesting topic for
research. Thus, in order to protect the rights of the stakeholders, it is vital for an organization to
have effective corporate governance mechanisms which can control the pervasive practice of

earnings manipulation.

The IFRS allow firm managers greater flexibility in choosing from among alternative accounting
treatments. These choices can have different effects on a firm’s reported income. Hashem,
Bahman and Azam (2012) argue that managers tend to prefer accounting choices that benefit
them economically. The likelihood of this opportunistic behaviour rises in the presence of weak
governance structures, eventually causing the quality of reported earnings to deteriorate and
reducing investors’ confidence in corporations (Johnston & Rock, 2005). This opportunistic
behaviour, known as earnings management, entails the creative use of accounting techniques in
such a way that the financial reports produced give an excessively positive picture of firms’
business activities. Earnings management can include changes in the estimated amount of assets

impaired, the volume of bad debts written off, the amount of inventory recorded, the estimated
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useful life of long-term assets, and estimated post-employment benefits and warranty costs
(McKee, 2005).

Better governance is supposed to lead a better corporate performance by preventing the
expropriation of controlling shareholders and ensuring better decision making (Ekoja, 2012).
This expropriation may be due to the result of smoothening of earnings intention which is known
as earnings management. Good governance means little expropriation of corporate resources by
managers or controlling shareholders, which contributes to better allocation of resources and
better performance. As investors and lenders will be more willing to put their money in firms
with good corporate governance and this will lead to lower costs of capital. Other stakeholders
including employees and suppliers will also want to be associated with and enter into business
relationships with such firms, as the relationship are likely to be more successful than those firms
with less effective governance. However, having a good set of rules and regulations do not
guarantee good corporate governance practices unless regulatory authorities effectively enforce
these requirements. Over the past two decades a number of prominent participants in the debates
surrounding professional accounting and auditing standards have increased the attention given to
the role of corporate governance procedures in earnings management practices (Uadiale, 2012).
Corporate governance is not just about the process by which management of firms such as

directors make decisions, it is also about the way the organizations are held accountable.

Growing evidences from prior researches supports the argument that earnings management is a
common practice in firms (Dye, 1988; Kao & Chen, 2004; Kabara, 2013). Bakre (2007), Ekoja
(2002), Okike (2009), Alhaji, (2014) had all cited evidences of earnings management in

Nigerian firms. Given that managers have flexibility in choosing accounting policies, they
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choose policies that maximize their own utility. Several studies on earnings management take

this opportunistic perspective (Vafeas, 2000; Romano, 2005; Saleh, Iskandah &Rahmat, 2005).

The healthcare industry in Nigeria, like any other industry in the country is required to comply
with the requirements of code of CG for public companies in Nigeria. The code is expected to
ensure highest standards of transparency, accountability and good CG, without unduly inhibiting
enterprise and innovation. Similarly, IFRS provides guide on accounting practices and reporting
formats to be followed by companies listed on the stock exchange and are of public interest.
Despite the strategic importance of the industry to the economy, not much attention in research is
given to the CG practices of healthcare companies in Nigeria. This study, therefore, aims to
determine the impact of corporate governance and IFRS on the earnings management of

Nigerian healthcare firms.

This study is motivated by two considerations. First, the health care industry in Nigeria being
one the fastest growing in the economy (estimated 7-9% growth rate), is characterized by
several companies. However, there is a clear dominance of the multinational brands due to their
relative earnings capacity, market capitalization, track record and strategic international
alliances. Second, the country’s investment climate is not attractive, given that firms involved in
earnings management are liable to spread false information in the market. This induces investors
to make sale or purchase decisions that lead to losses, eventually eroding their confidence. In
order to attract more capital and enhance investor confidence, companies need to provide an
attractive investment climate and good governance, increase overall transparency, and reduce

information asymmetry.
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1.2 Statement of the Problem

Ineffective corporate governance mechanisms provide incentives to management to manipulate
earnings and this results in corporate failure. A comprehensive study of Nigerian listed firms by

World Bank Group (2004) and Uwalomwa, Daramola and Anjolaoluwa (2014) show that
corporate governance practices in Nigeria is somehow weak. Considering the importance of
corporate governance in influencing earnings manipulation, there has been little research on the
link between corporate governance and earnings management using the moderating effect of

IFRS in the healthcare industry.

In Nigeria, concerns have been expressed about the negligence and abuse of the system by
capital market operators especially following the incidence of collapse of some healthcare
companies. Companies that have gone into liquidation could be for reasons of ineffective or non-
existing system of corporate governance. Examples are Arewa Pharmaceutical Ltd, Zarinject
Healtcare Ltd and Zazzau Pharmaceutical Industries Ltd (Joshua, Anthony and Titus, 2014). In
Nigeria, performance indices for the healthcare sector showed poor performance as a result of

excessive earnings manipulation in the industry.

A number of studies have been conducted on corporate governance and earnings management at
different times in developed, as well as, developing countries, most of which are well
documented in accounting and finance literature. These studies include that of Garcia-Meca. &
Sanchez-Ballesta, (2009); Gulzar & Wang, (2011); Uadiale, . (2012); Usman & Yero, (2012)
and Uwalomwa, Daramola & Anjolaoluwa, (2014). These studies used few ttributes of
corporate governance such as board composition, power separation and audit committee

composition as corporate governance proxies. This study employed different proxies of corporate
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governance which include board size, audit committee size and ownership concentration, in
order to have robust results. In addition, most of the studies on corporate governance in Nigeria
concentrate on banks paying little or no attention to healthcare firms despite the important role
they play in the economic development of the country, resulting to the dearth of studies on
corporate governance and earnings management in Nigerian healthcare industry. In addition,
none of these studies uses the moderating variable of IFRS on corporate governance and earnings
management of companies in Nigeria. Using moderating variable may reinforce corporate
governance mechanisms in blending together to halt the menace of earnings manipulation since

they independently serves as internal control mechanisms.

Despite the importance of healthcare industry to the growth and development of the Nigerian
economy, there is paucity of research in corporate governance and earnings management in
Nigerian healthcare sector. Consequently, there is the need to examine the impact of corporate
governance on the earnings management by relating the activities of board size, audit committee
size, ownership concentration and moderating effect of IFRS to the earnings management of
those companies with a view to determine the extent of the relationship. This study is carried out

to fill this gap for the Nigerian healthcare industry.

1.3 Objectives of the study
The main objective of the study is to examine the moderating effect of IFRS on the relationship
between corporate governance and earnings management of listed healthcare firms in Nigeria.

The specific objectives of the study are to:

i.  Access the effect of board size on earnings management of listed Healthcare Firms in

Nigeria.
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ii. Examine the effect of audit committee size on earnings management of listed Healthcare
firms in Nigeria.

iii. Investigate the effect of ownership concentration on earnings management of listed
Healthcare firms in Nigeria.

iv. Assess whether the effect of IFRS is influenced by the relationship between earnings

management and corporate governance of listed Healthcare firms Nigeria.

1.4 Research Questions

a) Does board size have any effect on earnings management of listed Healthcare firms in
Nigeria?

b) Does audit committee size have any effect on the earnings management of listed
Healthcare firms in Nigeria?

c) Does ownership concentration have any effect on the earnings management of listed
Healthcare firms in Nigeria?

d) Does moderating effect of IFRS have any effect on the relationship between earnings

management and corporate governance of listed Healthcare firms Nigeria?

1.5 Hypotheses of the Study
The following Hypotheses were formulated in line with the objectives above:
Hoi: Board Size has no significant effect on earnings management of listed Healthcare

firms in Nigeria.

Ho, Audit committee Size has no significant effect on earnings management of listed

Healthcare firms in Nigeria.
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Hos:  Ownership Concentration has no significant effect on earnings management of listed

Healthcare firms in Nigeria.

Ho4: IFRS adoption has no significant moderating effect on the relationship between earnings

management and corporate governance of listed Healthcare firms in Nigeria.

1.6 Scope of the study

The study examines the moderating effect of IFRS on the relationship between corporate
governance mechanisms on earnings management of Healthcare firms listed in the Nigerian
Stock Exchange as at 31% December, 2016. The study covers a period of Eight years (2009 to
2016). The period under review is deemed relevant to determine the impact of corporate
governance mechanisms on earnings management of listed Healthcare firms after IFRS
mandatory adoption in Nigeria, and is consistent with duration used in earlier studies like Baba
(2011) ; Fatimoh (2012) and Abata (2015). Moreover, the period 2016 is justified because the
mandatory adoption of IFRS became operational in 2012 and the period will enable investigating

the moderating effect of IFRS adoption in Nigeria.

The research covers only Healthcare firms in the Nigerian Healthcare industry which are listed
on the Nigerian Stock Exchange. The study is restricted to the Healthcare industry and hence, its

findings may not be generalized to all other industries in Nigeria.

1.7 Significance of the Study

This study contributes to the large debate concerning the role of Corporate Governance
mechanisms in controlling the menace of earnings management. More particularly, the study
contributes to the growing literatures on the effects of Corporate Governance mechanisms on

earnings management using the moderating effect of IFRS.
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The study is also significant for the following reasons: Users of accounting information in the
sector which include the management, shareholders, investors, financial analyst, and other
stakeholders will find this research resourceful in that it will help them in taking various
decisions and judgment such as investment and financing. The findings of the study will assist
shareholders of healthcare companies in aligning their capital structure and assist in deciding a
better investment option. Both current and potential shareholders will benefit from this study as

it would assist them in deciding whether to invest or not in those companies.

The SEC will benefit immensely from this research in that the findings will reveal possible
loopholes and short comings in the provision of the SEC code of CG with a view to correcting
them. The results of the study can be used by the commission in improving its monitoring and

enforcement of the code.

The Nigerian Accounting Standard Board (NASB) and Financial Reporting Council of Nigeria
FRCN). The FRCN will benefit from the study as it will reveal the earnings quality or otherwise
in the industry. This can help in findings ways in which the quality of earnings can reflect in
financial reporting in the Healthcare firms as recommendations will be made at the end of the
study for the enhancement of the corporate governance mechanisms. The NASB particularly will
find this study resourceful as it will reveal the effect of accounting knowledge of Board Size,
Audit committee size, Ownership concentration and moderating effect of IFRS on the earnings
management in the healthcare companies. The findings can also be used by the professional

bodies in maintaining, as well as, improving its training programmes.
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The findings of this study are hoped to contribute to empirical literature on CG and earnings
management in emerging economies, as it will examine the impact of CG on earnings
management in the Nigerian healthcare industry. The result of the study would make a good
library material for researchers, as well as, serving as a reference material for researchers and
students who may wish to conduct similar studies in this area. Besides that, there exist few
studies on CG and earnings management in Nigeria. This study will therefore, extend the

boundaries of knowledge.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter reviews related and relevant literatures of the study, detailed conceptual frame
work of various concepts, techniques of earnings management, factors that motivates earnings
management practices, proxies used for earnings management, corporate governance
mechanisms and earnings management, as well as theoretical framework that underpins the

study.

2.2 The Concept of Corporate Governance

Corporate Governance is an imprecise concept but it is safe to say that it is all about the manner
in which corporations are directed, controlled and held to accountable. It is concerned with
effective leadership of corporations to ensure that they selflessly and effectively discharge their

responsibilities with a view to maximizing the benefits accruing to all stakeholders.

The emerging market crisis of 1997-1998 has spawned a vast body of research on corporate
governance issues. The concept is understood differently in different parts of the world,
depending on the relative power of the owners, managers and providers of capital. In other
words, a number of scholars have viewed Corporate Governance differently from their own
perspectives (Okike, 2002; Romano, 2005; Tijjani & Dabor, 2010 & Uadiale, 2012). Corporate
Governance can be viewed from a narrow or broad perspective i.e the shareholder or the
stakeholder model. From a narrow perspective, Corporate Governance is concerned with
structures within which a corporate entity or enterprise receives its basic orientation and

direction. It describes the formal system of stewardship of the board to the shareholders. From a
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broad perspective, Corporate Governance is used to describe the network of relationships
between an organization and its various stakeholders. It is seen as the heart of both a market
economy and of a democratic society (Dabor&Adeyemi, 2009; Adegbie, 2010 and Tijjani

&Dabor 2010).

However, it can be argued that there is no need for such a distinction since both models have
identified Corporate Governance as a network of relationships between a company and its
stakeholders through which the board is held accountable. It should also be noted that the
relationships can be between related parties, managers, board of directors, regulatory authorities,
employees and the community at large. Romano,(2005) and Abbas (2011) opined that the
demand for Corporate Governance is usually a function of complexity of the firm (measured by
firm size, type of industry and risk) and the chief executive officers incentive (measured by the

extent of equity financing need, free cash flow, leverage, growth and performance).

Sanda, Mikailu and Tukur (2005) on their part see Corporate Governance as the ways in which
all parties interested in the well-being of the firm attempt to ensure that managers and other
insiders take necessary measures to safeguard the interest of all stakeholders. On its parts, the
Basel Committee (1998) consider Corporate Governance from a banking perspective, as the
manner in which the business and affairs of a bank are governed by the board of directors and the
senior management, which provides the structure through which the objectives of the bank are
set and the means of attaining those objectives and monitoring performance. Corporate
governance is the blood that fills the veins of transparent corporate disclosure and high-quality
accounting practices. Thus it ensures the conformance of corporations with the interests of

investors and society, by creating fairness, transparency and accountability in business activities
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among employees, management and the board (Vafeas, 2000; Romano, 2005; Saleh, Iskandah
and Rahmat, 2005).

Corporate governance is an internal system that includes policies, processes, and people that
serve the needs of shareholders and other stakeholders by directing and controlling management
activities with good business practices, objectivity, and integrity (Wang & Campbell, 2012).
Corporate governance is designed to pursue stakeholders’ interests (e.g., obtaining a reasonable
return on capital, reducing misappropriation of assets) (Shleifer & Vishny, 1997). The
Organization for Economic Cooperation and Development (OECD) in 1999 gave a definition
which Concurred with the propositions of (Cadbury 1992; Okike, 2002; Wang, & Campbell,
2012 and Uadiale, 2012). It defines corporate governance as the system by which business
corporations are directed and controlled. It is concerned with the respective roles, powers,
responsibilities and accountability of stakeholders and the board. Corporate governance is also a
set of mechanisms by which outside investors protect themselves against expropriation by
insiders (Romano, 2005).These mechanisms include board size, board composition, audit

committee and Ownership Concentration.

However, from the above definitions it is clear that in directing and controlling the affairs of a
company, the board has to ensure that it takes due care of interests of the various stakeholders.
Considering the objectives of study, we perceives CG as the set of structures, cultures and
systems through which objectives are set and the means of attaining the objectives and
monitoring performance are determined and companies are directed and controlled. This means
that Corporate Governance provides a complete foundation to assist stakeholders to exercise

their right, protect their interest and mitigate the potential conflicts between them and managers.
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Cohen, Krishnamoorthy, and Wright (2002) documented that unless management allows itself to

be monitored; the substance of governance activities will be subverted.

Furthermore, the actors of governance process which include board of directors, audit
committee, management, internal auditors, external auditors and regulators interactions indicated
that the governance process impacts on earnings management through ensuring of transparency,
objectivity and, combat unethical tendencies such as earning manipulation and outright fraud.
Corporate governance is concerned with structures within which a corporate entity or enterprise
receives its basic orientation and direction. It describes the formal system of stewardship of the
board to the shareholders. Abbas (2011) opined that the demand for corporate governance is
usually a function of complexity of the firm (measured by firm size, type of industry and risk)
and the chief executive officers incentive (measured by the extent of equity financing need, free

cash flow, leverage, growth and performance).

Therefore, corporate governance is the set of structures, cultures and systems through which
objectives are set and the means of attaining the objectives and monitoring performance are
determined and companies are directed and controlled. This means that corporate governance
provides a complete foundation to assist stakeholders to exercise their right, protect their interest
and mitigate the potential conflicts between them and managers. Cohen et al. (2002)
documented that unless management allows itself to be monitored; the substance of governance

activities will be undermined.

Countries all over the world have set codes of best practice as guidelines to address corporate
governance undertaking: Cadbury report was produced in UK, Sarbanes Oxley in United States,

the Dey Report in Canada, the Vionot Report in France, the Olivencia Report in Spain, the Kings
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Report in South Africa, Principles and guidelines on Corporate Governance in New Zealand and
the Cromme Code in Germany. Different models of corporate governance exist around the
world. These differ according to the variety of capitalism in which they are embedded. The
Anglo-American "model" otherwise known as the “unitary system” tends to emphasize on the
interests of shareholders. It relies on a single-tiered Board of Directors that is normally
dominated by non-executive directors elected by shareholders. Within this system, many boards
include some executives from the company (who are ex officio members of the board). Non-
executive directors are expected to outnumber executive directors and hold key posts, including
audit and compensation committees. The United States and the United Kingdom differ in one
critical respect with regard to corporate governance. In the United Kingdom, the CEO generally
does not also serve as Chairman of the Board, whereas in the US having the dual role is the

norm, despite major misgivings regarding the impact on corporate governance.

In Nigeria, the Regulatory authorities have responded by compelling companies to comply with
corporate governance codes. Adeyemi, Okpala and Dabor (2012) reports that Nigeria has
multiplicity of codes of corporate governance with distinctive dissimilarities namely: (i)
Securities and Exchange Commission (SEC) Code of CG (2003) addressed to public companies
listed in the Nigeria Stock Exchange (NSE), which was reviewed in 2011; (ii) Central Bank of
Nigeria (CBN) Code (2006) for banks established under the provision of the Bank and Other
Financial Institutions Act (BOFIA) Cap B3 LFN 2004; (iii) National Insurance Commission
(NAICOM) Code (2009), directed at all insurance, reinsurance, broking and loss adjusting
companies in Nigeria; and (iv) Pension Commission (PENCOM) Code (2008), for all licensed
pension fund operators. Despite the interventions of the regulatory authorities, the challenges of

curtailing earnings management are still prevalent. This is because of corruption which has
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become endemic in the country. Given the high correlation between corporate governance and
earnings management, the stakeholders should take advantage of the opportunities in the global
market by adhering to principles of good governance. Thus, countries that adhere to best practice

of code of corporate governance will attract international investors more than those that do not.

i. Board Size

From an agency perspective, it can be argued that a larger board is more likely to be vigilant for
agency problems simply because a greater number of people will be reviewing management
actions (Wang, & Campbell, 2012). The evidence on the role of board size is inconclusive (e.g.
Dalton, Daily & Johnson, 1999; Eisenberg, Sundgren & Martin., 1998; Uadiale, 2012).
However, most of these studies focused on the role of board size in enhancing performance

rather than its role in improving the integrity of the financial reporting process.

Given that the major role of the board is to monitor management, the literature on board size is
reviewed only from a monitoring perspective. Wang and Campbell (2012) argue that an increase
in board size increases the board’s monitoring capacity. Kao and Chen (2004) empirically
support this argument by finding that larger boards are strongly associated with lower levels of

earnings management.

ii. Audit Committees Size

An audit committee is the size of the audit committee charged with oversight of financial
reporting and disclosure (Abdullahi & Nasir, 2004). Other roles of the audit committee size
include providing assurance that firms are in compliance with pertinent laws and regulations,
conducting internal and external affairs ethically, maintaining the control mechanisms in an

effective ways against fraud, and dealing with conflicts of interest. Committee members are
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drawn from members of the company’s board of directors, with a Chairperson selected from
among the committee members. In terms of lifting the image of good corporate governance, the
roles and responsibilities of audit committees have been generally accepted by various groups of
stakeholders (Lin, Li & Yang, 2006). The Companies and Allied Matters Act (CAMA), 1990
states that a public limited liability company should have an audit committee (maximum of six
members of equal representation of three members each representing the management/ directors
and shareholders) in place. The members are expected to be conversant with basic financial

statements.

iii. Ownership Concentration

Ownership concentration is a measure of the existence of large shareholders in a firm (Yaari,
DaDalt, Ronen and Yaari, 2007). Being an internal governance device that allows the largest
shareholders to gain control over management and decision, large shareholders have greater
incentives to monitor management, because the costs associated with monitoring management

are less than the expected benefits to their large equity holdings in the firm.

Agency theory states that less concentrated ownership may have incentives for the managers to
manipulate the financial numbers for their personal benefit in order to get more earning-based
bonuses and less pressure from other shareholders. Past studies have shown that concentrated or
block ownership can increase the monitoring effectiveness of the board (Shleifer & Vishny,
1997). Tijjani and Dabor (2010) suggest that increased ownership concentration provides large
shareholders with sufficient incentives to monitor managers. Cohen, et al. (2002) empirically
support this view by finding that large equity holders have incentives to bear the fixed costs of

collecting information and to engage in monitoring management. Therefore, the presence of

27



shareholders owning a large block of shares in a company provides an additional monitoring

mechanism that may deter opportunistic earnings management.

This study focus on the importance of corporate governance variables of board size, board
composition, audit committee size and ownership concentration because there are documented
evidences that these variables possessed significant impact on earnings management Dabo and
Adeyemi (2009).Their impact on earnings management shows some specific patterns regarding

the extent and scope of earnings management which are of interest to investors and researchers.

2.3 Earnings Management

The term as generally understood refers to systematic misrepresentation of the true income and
assets of corporations or other organizations (Park & Shin, 2003). Though, Hassan and Ahmed,
(2012), declared that the accounting profession has accepted that not all earnings management
techniques are deceptive. Park and Shin, (2003), notes further that earnings management occurs
when managers use judgment in financial reporting and in structuring transactions to alter
financial reports to either give the wrong impression to some stakeholders about the underlying
economic performance of a company or influence contractual outcomes that depend on reported
accounting numbers. Earnings management usually involves the artificial increase (or decrease)
of revenues, profits, or earnings per share figures through destructive accounting tactics.
Aggressive earnings management is a form of fraud and differs from reporting error. Drivers for
such behavior include market expectations, personal realization of a bonus, and maintenance of

position within a market sector.

In earnings management, accounting choices are made to reflect either increased or decreased

income. For example, in certain instances, stockholders and managers may agree that earnings
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management is desirable and choose to apply income-decreasing accounting choices to avoid
incurring regulatory or political costs (Peasnell, Pope, & Young, 2005). On the other hand, when
the interests of shareholders and managers diverge, this gives rise to moral hazard. Okike, (2002)
notes that agency theory is an important construct in understanding financial reporting
incentives. Agency theory holds that, in the presence of information asymmetries, managers will

choose to make a set of decisions that maximize their usefulness.

Healy and Wahlen (1999) stated that earnings management occurs when managers use judgment
in financial reporting in structuring transactions to alter financial reports, to either mislead some
stakeholders about the underlying economic performance of the company, or to influence
contractual outcomes that depend on reported accounting. According to Schipper (1989),
earnings management is the process of taking deliberate steps within the constraints of Generally
Accepted Accounting Principles (GAAP) to bring about a desired level of reported income.
Earnings management is an intentional structuring of reporting or production/investment
decisions around the bottom line impact (Park & Shin, 2003). As Schipper (1989) notes, earnings
management includes accrual-based and real earnings management, such as changes in

accounting principles and estimates, investments, and financing decisions.

Opportunistic earnings management is undertaken for various motives. For instance,
Burgstanhler and Eames (2003) suggest that it is undertaken with the intention of either
misleading financial statement users or for the purpose of biasing contractual outcomes that
depend on accounting earnings. Managers also use opportunistic earnings to meet analyst
forecasts and raise funds on favourable terms (Schipper & Vincent, 2003). Some firms also use

opportunistic earnings management to avoid violating earnings based debt covenants (DeFond &

29



Jiambalvo, 1994). Managers also alter earnings using discretionary accrual accounting choices to
mask (disguise) poor firm performance in order to safeguard themselves from possible dismissal

(Hashem et al. 2012).

Income smoothing is the process of manipulating the time profile of earnings report to make the
reported income stream less variable ( Kao & Chen, 2004). There are respective benefits and
costs associated with accrual manipulation and real decision manipulation. For accrual
manipulation, the benefit is that accruals are not easy to detect and there is flexibility in
manipulating accruals. The cost is that accruals will reverse in the following period, perhaps

even one hundred percent, and there may not be enough accruals to manipulate.

Creative accounting is the transformation of financial accounting figures from what they actually
are to what preparers desire by taking advantage of the existing rules and or ignoring some or all
of them (Uadiale , 2012). For the purpose of this study the last definition given by Uadiale
(2012) will be adopted which is considered the most suitable for the research having described
the dimension of our study on the possibilities and incidence of Earnings management in

corporations.

2.4 International Financial Reporting Standard

International Financial Reporting Standard (IFRS) is a global GAAP, setting principles—based
and globally accepted standard published by the IASB to support those who adopted in the
preparation and presentation a high quality, transparent and comparable financial statements that
will aid easy interpretation (Okpala, 2012) The global convergence of accounting standards has
attracted much attention in the academic and professional accounting literature (Budrina, 2014).

Recently there has been a push towards the adoption of IFRS developed and issued by the
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International Accounting Standards Board (IASB). The increasing growth in international trade,
cross border financial transactions and investments which involves the preparation and
presentation of accounting reports that is useful across various national borders, has brought
about the adoption of IFRS by both the developed and developing countries (Armstrong et all
2007). The process of adoption received a significant boost in 2002 when the European Union
adopted a regulation 1606/2002 requiring all public companies in the territory to convert to

IFRSs beginning in 2005 (lyoha & Faboyede, 2011).

Following the changes in accounting standards around the world, Nigeria companies have been
mandated to comply with IFRS starting from 2012. IFRS implementation Nigeria started on 28
July 2010, when the Nigerian Federal Executive Council (FEC) approved January 2012 as the
effective date for the convergence of Nigeria Generally Accepted Accounting Practices
(NGAAPs) to International Financial Reporting Standards (IFRS). In addition, the FEC ordered
the Nigerian Accounting Standard Board (NASB) to take further necessary action to give effect

to councils decision (Madawaki, 2014).

According to Barth (2007), the adoption of a common body of international standards is
expected to have the following benefits: lower the cost of financial information processing and
auditing to capital market participants as users, familiarity with one common set of international
accounting standards instead of various local accounting standards by Accountants and Auditors
of financial reports, comparability and uniformity of financial statements among companies and
countries making the work of investment analysts easy, attraction of foreign investors in addition
to general capital market liberalization. Ball (2006) stated that many developing countries where

the quality of local governance institutions is low, the decision to adopt IFRS will be beneficial.
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From the foregoing, it is glaring that to operate in the modern day world economy and to realize
the full gains of international listing; no individual country can act alone in its financial reporting
standards. In recent times, a number of Nigerian companies (especially financial institutions) had
raised capital from international stock markets while others established significant presence in

other parts of the world (Burgstahler, Hail & Eames, 2003).

2.5 Empirical Studies Review: Board Size and Earnings Management

The number of directors on board is another important variable, though literature does not have a
consensus on the influence of board size towards increasing its effectiveness in curbing earnings
Management. Empirical research has acknowledged that board size may be related to firm
Performance (Gulzar, 2011). Some studies report a positive association between earnings
management and board size due to lag in decision making due to lack of consensus (Goodstein et
al. 1999, Cheng & Warfield, 2005). Cohen et al. (2002), Xie, Wallace and Davidson (2003),
Peasnell, Pope and Young (2000) argue for a larger board as being able to better monitor the
management and reduce incentives for managing earnings thereby positing a negative relation
with bigger boards associated with lower earnings management. Ebrahim, (2007) report no
association. The board size of four to six members might be more effective since they are able to
make effective communication and well timely strategic decisions (Jensen (1993), Kao and Chen
(2004), Bugshan (2005)). Some authors found a positive association between board size and
earnings management (Farber, 2005, Ahmad & Tukur. 2005), and others find a negative relation

(Farinha 2002, Xie et al, 2003) or even no relation (Bradbury, Mark & Tan, 2006).

Erena and Tehulu (2012) examined the impact of Corporate Governance mechanisms on

Earnings Management in Ethiopia through discretionary loss provision, using panel data of ten
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banks for the period 2006 to 2010. Ten banks out of the fifteen operating in the country were
judgmentally selected. Data collected were analyzed using the generalized Least Squares (GLS)
regression model. The results show that board size is positively and significantly associated with
discretionary loan loss. This indicate that large board size is related to high discretionary loan
loss or Earnings Management and that optimum board is more efficient with decision-making

and better monitor Earnings Management than large board.

Hassan and Ahmed (2012) examined the relationship between Corporate Governance, Earnings
Management and financial performance in the Nigerian Manufacturing industry. Secondary data
were extracted from the annual reports of 25 manufacturing firms listed on the Nigerian Stock
Exchange for the period 2008 to 2010 and univariate OLS multiple regression was used as a tool
for analysis. The study documents that Corporate Governance has significant impact on both the
adjusted and unadjusted firm performance in different magnitudes and directions. Specifically,
board Size is inversely related with true performance while a positive interaction emerges
between executive compensation and firm performance regardless of the performance

specification.

2.5.1 Audit Committee Size and Earnings Management

An audit committee is an operating committee of the Board of Directors charged with oversight
of financial reporting and disclosure. Committee members are drawn from members of the
company’s board of directors, with a Chairperson selected from among the committee members.
The Companies and Allied Matters Act (CAMA), 1990 states that a public limited liability
company should have an audit committee (maximum of six members of equal representation of

three members each representing the management/ directors and shareholders) in place. The
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members are expected to be conversant with basic financial statements. The audit committee’s
function has evolved over the years. The primary objective of an Audit Committee is to increase
the credibility of annual financial statements, assist directors in meeting their responsibilities and

enhance audit independence (Bradbury 1990).

Audit Committees have been involved in monitoring and protecting the interests of shareholders
(Klein, 2002; Alzoubi & Selamat,2012; Soliman &Ragab, 2014). Researchers have also argued
that corporate practices are reduced, hence earnings management is tidies where an audit
committee exists (Cohen, Krishnamoorthy & Wright, 2002; Hossain & Adams, 1995). Due to
their responsibility for oversight of internal control and financial reporting, good governance

dictates that audit committee members should possess a certain level of financial competencies.

Thus, the Blue Ribbon Committee (1999) recommended that each member of the audit
committee should be or become financially literate and that at least one member should have
accounting or related financial management expertise, where ‘experience’ is defined as ‘past
employment experience in finance or accounting, requisite professional certification in
accounting, or any other comparable experience or background which results in the individual’s
financial sophistication, including being or having been a chief executive officer (CEO) or other
senior officer with financial oversight responsibilities’. This recommendation is supported by
DeZoort&Salterio (2001). They observe that the accounting experience of audit committee
members as well as their knowledge of auditing is positively associated with the likelihood that
they will support the auditor in an auditor-corporate management dispute. The audit committee

has a very important role to play regarding fraud and overseeing fraud risk management. In this
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regard, audit committees play an important role in preventing, detecting and investigating fraud
and earnings management.

The results of studies on the relationship between audit committee and earnings management are
inconclusive. Xie et al (2001) investigated the roles of the board and audit committee on earnings
management. Using a sample of 282 firm-year observations from the S&P 500 index of each
year of 1992, 1994 and 1996, they find that active committee of experienced members, that is
members with some financial expertise and/or corporate background is associated with reduced
level of discretionary accruals. The disparity in governance structures and regulatory frameworks
call for an investigation of similar phenomenon in the Nigerian context. Also, Chtourou, Bedard
and Courteau (2001) investigate the impact of corporate governance on earnings management in
U.S. firms. Using a sample drawn from the population of U.S. firms, they find that financial
expertise, independent directors and active committee (proxied by board meetings) are inversely
related with discretionary accruals. The study uses chi-square as a tool for data analysis, which is

a less effective tool for establishing cause and effect relationship.

Finally, if audit committee serves as an effective mechanism in monitoring managers as noted by
Klein (2002), it is therefore predicted that it should be inversely related with earnings

manipulation.

2.5.2 Ownership Concentration and Earnings Management

Ownership Concentration (also known as block holders), refers to the proportion of shares held
by certain number of shareholders, usually above 5%. It is an endogenous governance
mechanism that accords the shareholders more latitude to control management behavior and

decision (Sanda et all, 2005: Farooq & El Jai, 2012). Past studies have shown that concentrated
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or block ownership can increase the monitoring effectiveness of the board (Shleifer & Vishny,
1997). The argument that usually supports this is that the largest shareholders have more
incentive to monitor and discipline managers because monitoring cost is less than the expected
benefits from their large investments (Klein, 2002: Schleiffer & Vishney, 1986). If this argument
worth our consideration, we expect an inverse relationship between ownership concentration and
discretionary accruals. On the other hand, the concentrated ownership may be ineffective in
prompting insiders to make valuable decisions in their own interest, which may result in increase
discretionary accruals (Cornett, Marcus, &Tehrnanian, 2006). However, Farooq and El Jai
(2012) observed that ownership concentration can either have an alignment effect which reduces
manager’s opportunistic behavior or have an entrenchment effect which increases earnings
manipulation. To support this observation, previous studies of the relationship between

ownership concentration and earnings management have revealed inconclusive findings.

With a sample of 196 firms listed on Tehran Stock exchange for the period between 2004 and
2008, Roodposhti and Chashmi (2011) find a negative relationship between ownership
concentration and earnings manipulation. Further, using a sample of all 104 non-financial firms
listed on Casablanca Stock Exchange between 2004 and 2007, Farooq and El Jai (2012) fail to
establish a significant association between ownership concentration and discretionary accruals.
Kob (2003), Bowen, Rajgopal and Venkatachalam (2008), Davidson, Jiraporn, Kim and
Nemec, (2004) and Sanchez-Ballesta and Garcia-Meca (2007) found no significant association

between concentrated ownership and earnings management.

In converse, large number of shareholders may improve corporate governance in that the
managers can align with the interest of shareholders (the alignment effect). In contrast, given

more concentrated holding by fewer shareholders, it is more likely that managers will act
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contrarily to the interest of shareholders (entrenchment effects). Therefore, more diversified

holdings are more likely to compel managers’ incentive to manage earnings.

2.5.3 Firm Size and Earnings Management

Firm Size is used in this study to control for the likely impact of firm size on the discretionary
accruals of the sample firms. It is defined as the nature log (In) of total asset. It is argued that the
larger the firm size the higher the expected agency problem that the firm is likely to experience.
Also, given the fact that large firms have more resources and earn higher profit, Gulzar and
Wang (2011) note that they are more likely to avoid managing earnings through discretionary
accruals. Quite a number of studies control for firm size including Zhou, Xiong, and Ganguli,
(2010) and Shehu and Aitimon (2017). Generally, large firms tend to have a high proportion of
outside ownership and also tend to separate between ownership and management. Based on an
agency theory, these firms need a strong internal control system to supervise management
performance, suggesting that management would have difficulties in managing earnings.
Therefore, an association between firm size and the level of earnings management is negative.
Many studies (Sun & Rath, 2009; Swastika, 2013) empirically confirmed this significantly

negative association

Shen, and Chih (2005) detected that large firms are prone to conduct smoothing, but good
corporate governance can mitigate the effect on average. The study also observed that a highly
leveraged firm with poor governance is prone to be scrutinised closely and thus finds it harder to
deceive the market by manipulating earnings. Naz, Bhatti, Ghafoor, and Khan, (2011)
investigated the impact of firm size on earnings management and find no statistical significance
between firm size and earnings management in Pakistan. Sun and Rath (2009) analyzed the

activities of earning management in Australia by analyzing a sample of 4844 firms for the period
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2000 to 2006. The result indicates that small companies indulge more in earning management.
The study of Burgstahler and Dichev (1997), show that, both small and large sized firms manage

earnings to circumvent the small anegative or small decrease in earnings.

2.5.4 Leverage and Earnings Management

Financial Leverage (Debt Equity Ratio) indicates the proportion of the use of debt to finance
investment. The greater the debt of the company, the greater the risk faced by investors so that
investors will ask the higher profit levels. Prior literature on corporate leverage suggests that
leverage is one of the key determinants of earnings management because of the role it play in
mitigating intentional and unintentional misstatements (Wang & Campbell, 2012). Therefore,
the ability of the leverage to mitigate misstatements is a function of the company's management

decision.

It is generally acknowledged that leverage is broadly segmented into at least two categories:
operating leverage and financing leverage. Operating leverage refers to the percentage of fixed
costs that a company has. Stated another way, operating leverage is the ratio of fixed costs to
variable costs. If a business firm has a lot of fixed costs as compared to variable costs, then the
firm is said to have high operating leverage. On the other hand, financial leverage is the amount
of debt in the capital structure of the business firm (Gulzar & Wang, 2011). Financial leverage
determines how the firm will pay for it or how the operation will be financed. The use of
financial leverage, or debt, in financing a firm's operations, can really improve the firm's return
on equity and earnings per share. This is because the firm is not diluting the owner's earnings by
using equity financing. Too much financial leverage, however, can lead to the risk of default and

bankruptcy.Empirical evidence suggest that leverage is correlated with earnings management,
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thus high levered firm have significantly lower discretionary accruals than low leverage firms
(Jinghui, 2012 and Musa, 2014). In other words, lower levered firms have lower earnings
management. This is because leverage influences the top half of the income statement and
operating income, determining return from operations and thus, influences the bottom half of the

income statement and the earnings per share to the stockholders.

2.5.5 IFRS and Earnings Management

The mandatory transition to IFRS should ensure greater transparency of financial statements and
thus, restrict the possibilities of earnings management in companies. Relevant literature that
analyzes the impact of IFRS adoption on earnings management shows mixed results.Focusing on
a sample of companies from 15 EU countries to investigate the effect of IFRS on accounting
quality, the study of Chen et al (2010) reveals that the majority of accounting quality indicators
is improved after IFRS adoption in the 15 EU states. Specifically, firms exhibit fewer incidences
of managing earnings toward a target, a lower magnitude of absolute discretionary accruals, and

higher accruals quality.

Furthermore, Callao and Jarne (2010) examine the effect of mandatory adoption of IFRS on
earnings management by using 1,408 non-financial firms listed on the stock markets in 11 EU
member states. Their results show that earnings management has intensified since the adoption
of IFRS in Europe, as discretionary accruals have increased in the period following
implementation. In addition, the study of latridis (2010) on a sample of 241 UK companies

reveals that the application of IFRS reduces the scope of earnings management.

Zeghal, Chtourou and MnifSellami (2011) examine whether mandatory adoption of IFRS, by

French companies is associated with lower earnings management. The final sample consists of
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353 French listed groups for the period extending from 2003 to 2006. The results show that
mandatory adoption of IFRS is associated with a reduction in the earnings management level, as

measured by the magnitude of discretionary accruals.

Chua, Cheong and Gould (2012) focus on the Australian context. Their final sample consists of
172 Australian listed firms for a period of four years. Their findings indicate that Australian
companies present less earnings management by way of income smoothing following the
mandatory adoption of IFRS, and therefore, a higher accounting quality. Zeghal et al (2011) use
a sample of 1547 companies from 15 EU countries between 2002 and 2007 to analyze whether
the mandatory adoption of IFRS is associated with higher earnings quality. The results show that
the mandatory adoption of IFRS is associated with less earnings smoothing, less managing
toward a target, a decrease in absolute discretionary accruals and an increase in accruals quality,

implying a higher earnings quality.

Ismai,Kamarudin, Zijl, and Dunstan (2013) are interested in the effect of mandatory adoption of
IFRS on earnings management in Malaysia. Their study is based on a large sample that
comprises 4010 firm-year observations. The findings confirm that IFRS adoption is associated
with higher quality of reported earnings. Specifically, they found that earnings reported during
the period after the adoption of IFRS is associated with lower earnings management. Bryce,
Jahangir and Mather (2015) examined whether accounting quality has improved following
adoption of IFRS by 200 Australian firms listed on the ASX for the period extending from 2003
to 2008. The results show that accounting quality is not significantly enhanced subsequent to the

adoption of IFRS in Australia. Indeed, the authors find that both measures of accounting quality,
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namely discretionary accruals and accruals quality are reported to be stable under AGAAP and
IFRS.

Results of empirical works in this area are mixed and imprecise such that, no single direction on
whether IFRS is sufficient to override managers’ incentives to engage in earnings management.
This is indicative of the need for further empirical exploration on the Impact of IFRS on earnings
management which is of interest to standard setters, regulators and academia. On these grounds,
adoption and subsequent application of IFRS offers a wide opportunity for researchers to
investigate and document whether the principle based accounting standards affect degree of
earning management uniformly around the world. This is where we, drive the motivation for this

present empirical literature based study.

2.6 Theoretical Framework
There exist many theories that underpins corporate governance and earnings management which
includes: the agency theory, stakeholder theory and stewardship theory. We discuss each of these

theories and relate it to the study.

2.6.1 Agency Theory

Agency theory having its roots in economic theory was exposited by Alchian & Demsetz
(1972) and further developed by Jensen & Meckling (1976). Agency theory is simply the
relationship between the principal and the agent such as shareholders and the company
executives or managers. In this theory, shareholders who are the owners or principals of the
company, hires the gents to perform work. The firm board composition, board size, audit
committee and ownership concentration represent corporate governance variables which could
have an effect on earnings management as represented by agency theory which better explained

agency problems arising from the separation of ownership and control. It provides a useful way
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of explaining relationships where the parties’ interests are at odds and can be brought more into
alignment through proper monitoring and a well-planned compensation system. Daily, Dalton
and Canella (2003) highlighted two factors that influence the prominence of agency theory.
Firstly, the theory is a conceptually simple one that reduces the corporation to two participants,
managers and shareholders. Secondly, the notion of human beings as self-interested is a
generally accepted idea. In an assessment and review of agency theory, Eisenhardt (1989)
outlines two streams of agency theory that have developed over time: Principal-agent and
positivist. Positivist researchers have tended to focus on identifying circumstances in which the
principal and agent are likely to have conflicting goals and then describe the governance
mechanisms that limit the agent’s self-serving behavior. This stream has focused almost
exclusively on the principal-agent relationship existing at the level of the firm between

shareholders and managers.

The creation of the agency problem results from the separation of ownership and control. As
managers have more inside information than the financial providers, these financial providers
face agency costs to monitor managers’ behavior. The managers might pursue their self-interests
to maximize their own wealth, perhaps at the expense of other parties’ wealth and interests
(Jensen, 1986). The contract setting may not be enough to resolve the problem of managers
acting in conflict with the interests of financial providers. Furthermore, contracts between
managers and financial providers may require the managers to disclose accounting information
in order for the financial providers to monitor their financial providers’ interests and wealth.
However, this information is provided by the managers (Watts and Zimmerman, 1986), who may
choose to overstate the numbers in the financial statements through their accounting estimates

and standards.
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Corporate governance would reduce the agency problem between financial providers and
managers and increase the efficiency of contracts (Gompers, Ishii & Metrick, 2003). Even in
firms in developed countries, this agency problem can be a source of larger costs for
shareholders. Jensen and Meckling (1976) define agency costs as sum of the monitoring
expenses such as vote in general meetings and litigation cost to sue managers’ wrongdoing by
shareholders, the bonding expenditures such as disclosure of annual reports and forego powers
by managers, and the residual loss that generated by delegation of powers to managers. Thus,
corporate governance would reduce then agency costs of different parties to the firm. In
commonwealth countries, the primary ways to protect shareholders, including minority
shareholders, are the legal system (i.e., corporate laws, SEC rules and regulations, corporate
bylaws, and charters) and market takeover force. Another way to protect shareholders is through
internal corporate governance mechanisms including board size, board composition, audit
committee and ownership concentration. This work only focuses on the perspective of how these
corporate governance mechanisms influences earnings management. One of the reasons is that
earnings management can influence shareholders by using financial information to make
decisions. More importantly, earnings management can also affect the credibility of financial
information, which can lead to major financial scandals (e.g., Enron, World.com), and the capital
market may crash. Furthermore, it can also help standard-setters from emerging countries protect

shareholders’ interests by using experience from western countries.

Considering the objective of the study which is to examine the impact of corporate governance
on earnings management of healthcare companies, the agency theory was adopted being the best

theory that explained the study.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter provides details on the research design, methodology adopted, population of the
study, sources and methods through which the data are collected. We also explained techniques
used in the analysis and justified the methods and techniques used. The variable measurement

and model specification were explained in the chapter.

3.2 Research Design
Correlational research design was adopted for the study. The design is considered appropriate in

that it is better in determining the relationship and degree of corporate governance influence on
earnings management in our study which may permit prediction. Data for the study was collected
from the annual report and accounts of companies in the healthcare companies that are quoted on
the floor of the Nigeria Stock Exchange. The design is believed to be adequate and appropriately

measure the impact of CG on EM of listed healthcare companies in Nigeria.

3.3Population, Sample size, and sampling technique

The population consists of all the healthcare firms listed on the first-tier market of the Nigerian
Stock Exchange as at 31st December 2016. There are 10 healthcare firms listed and the whole
working population was taken for the study in view of the fact that the population is small and
the data for the study are readily available from the Nigerian Stock Exchange, as well as, from
the official websites of the healthcare firms. The census sampling technique in which all the

elements of the population are considered was used as sampling technique.
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3.4 Source and Methods of Data Collection
The nature of this study necessitated the use of secondary data which was extracted from the
published audited annual reports and accounts of those firms and the Fact Book of the Nigeria

Stock Exchange

3.5 Data Analysis Techniques

A panel data multiple regression techniques was employed as our tools of analysis. The use of
panel data regression methodology in this study is premised on the fact that the data to be
gathered is subject to time and cross sectional feature as it minimizes the bias that might result
from aggregation of individual units into broad aggregates. This is because the data are made
available for several units in a panel data setting, and it account for individual heterogeneity of
the sample firms.

The estimation results would be evaluated based on individual statistical significance test (t-test)
and overall statistical significance test (F-test). In this study, descriptive statistics and correlation

analysis were conducted to properly describe the nature of our data.

3.6 Variable Measurement and Model Specification

There are two sets of variables covered by this study; specifically dependent and the explanatory
variables. The dependent variable is earnings management using discretionary accruals as a
proxy. The explanatory variables include the independent and control variables. Corporate
governance is the independent variable. Board size, audit committee size and ownership
concentration are the most famous and most frequently used proxies of corporate governance.

Thus, they were adopted in this study in determining the corporate governance mechanisms. The
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control variables included in the model are firm size and leverage. The study further employed
IFRS as moderating variable.

3.6.1 Measuring Earnings Management

In the study, we used accounting accruals to measure earnings management: this is because
accruals include wide range of earnings management techniques available to managers when
preparing financial statement as cited in Abd-Nasser (2012). In order to get the estimate for

discretionary accruals, the modified Jones model is adopted, which is illustrated below:

DACC;: = TACCi; TAit1- [az (1/TAit-l) +ap [(AREVit-RECit/TAit-l)] + o (PPEit/TAit-l)]
Where DACC;; = is discretionary accruals of firm i at time t

TACC; = js total accruals of firm i at time t

Where TACC =EARN-CFO

TAitt = is the book value of total assets of firm i at the end of year t-1,

AREV/TAi1 = is sales revenue of firm i in year t less revenues in year t-i scaled by TAit1
AREC/TAi1 = isreceivables of firm in year t less receivables in year t-1 scaled by TAi:.1
PPEi/TAiji1 = is gross property, plant and equipment of firm i at the end of year t scaled by
TAi1 and ej; = is the residual of error term.

The study make use of the absolute measure of discretionary accruals as a proxy for the extent of

opportunistic earnings management.

EM it = O+ B:BS it+ P2ACS it + BsOC it + BsBS*IFRS it+Bs ACS*IFRS i +Bs OC*IFRS it +

BrFSit BsLEV it + it
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3.6.2 Variable Measurement

The measurement of the dependent and explanatory variables is provided in table below:

Table 3.1

Variables

Variables Description

Variables measurement

Dependent Variable:

EM

Earnings management

Discretionary accruals based
on Modified Jones Model by
Dechow (1995).

Explanatory Variables

BS Board size Measured as the Total no of
board members in  the
organization

ACS Audit Committee Size Is the total number of audit
committee members

oC Ownership Concentration Is the proportion of shares
held by certain number of
block holders, exceeding 5%.

FSize Firm Size Natural Log. of Total Assets

LEV Financial Leverage Measured as the ratio of total
debts to total assets

IFRS International Financial Measured as dummy variable

Reporting Standard which is equal to “1” if a
company uses IFRS between
2009 to 2016, “0” otherwise.
This approach of using
dummy variable was adopted
from the recent work of
Napaporn and Siriluck (2014)
BS*IFRS Interaction effect between Measured as the ratio of an
Board size and IFRS adoption | interaction term connecting
Napaporn and Siriluck(2014) | board size and IFRS
ACS*IFRS Interaction effect between Measured as ratio of an
Audit committee size and interaction term connecting
IFRS Napaporn and audit committee size and IFRS
Siriluck(2014)
OC*IFRS Interaction effect between Measured as ratio of an

Ownership concentration and
IFRS Napaporn and
Siriluck(2014)

interaction term connecting
ownership concentration and
IFRS

Source: Compiled by the author from various literatures
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3.7 Model Specification
Model of the study which will be used in testing of the hypotheses is presented thus:
EM = F (BS, ACS, OC, BS*IFRS, ACS*IFRS, OC*IFRS, IFRS)

Transforming the above function to linear equation gives:

EM it = O+ B.BS it+ BoACS it + BsOC it + BsBS*IFRS ii+Bs ACS*IFRS ¢ +Bs OC*IFRS ¢ +

BrFS it BeLEV e + Hlic

Where:

EM = Earnings Management

a = Intercept

Bi- Bs = Slope Coefficient\

BS = Board size

ACS = Audit Committee Size

oC = Ownership Concentration

BS*IFRS = Board size interaction with IFRS
ACS*IFRS = Audit Committee Size interaction with IFRS
OC*IFRS = Ownership Concentration interaction with IFRS
IFRS = International Financial Reporting Standard

3.8 Robustness Test of independent and dependent variables
In order to ascertain the validity of statistical inferences of the study, this section present the

result of the robustness test conducted. The robustness tests conducted includes:
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I Multicolinearity Test: This was conducted to check whether there is a higher correlation
between independent and dependent variables which will mislead the result of the study. Table
4.3 presents the matrix of linear relationships among independent and dependent variables and
between moderating variable and the independent variables. In order to prove and further
substantiate the absence of harmful multicolinearity between the independent variables,
colinearity and diagnostics test are carried out as the tolerance values and variance inflation

factor (V.1.F) values show absence of multicolinearity in the data.

ii. Heteroscesdasticity Test: Breusch-Pagan/Cook-Weisberg is used to test the null hypothesis,
the error variances are all equal versus the alternative that the error variances are a multiplicative
function of one or more variables (Breusch&Pagan, 1979). The alternative hypothesis states that
the error variances increase or decrease as the predicted values of Y increase. That is the bigger
the predicted value of Y, the bigger the error variance will be. A large chi-square would indicate

that heteroscedastisicity was present.

iii. Hausman Test: As opined by Farinha(2002) that in order to decide between Fixed effect
model output and Random effect output which is the best, researchers often rely on the Hausman
(1978) specification test. The Hausman test is designed to detect the violation of the random
effects modeling assumption that the explanatory variables are orthogonal to the unit effects. If
there is no correlation between the independent variables and the unit effects then estimates of B
in the fixed effects model should be similar to estimates of B in the random effect model. The
Hausman test statistic H is a measure of the difference between the two estimates under the null
hypothesis of orthogonality, H is distributed chi-square with degree of freedom equal to the

number of independent variables in the model. A findings that p < 0.05 is taken as evidence that,
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at conventional level of significance, the two models are different enough to reject the null
hypothesis, and hence to reject the random effect model in favor of the fixed effect model. If the
Hausman test does not indicate significant difference (p> 0.05), however, it does not necessarily
follow that the random effects estimator is "safely” free from bias, and therefore to be preferred

over the fixed effects estimator.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND DISCUSSION

4.1 Introduction

This chapter presents the robustness test carried-out and then followed by the descriptive
statistics, correlation and regression results of the study. Various robustness tests were conducted
for the purpose of ensuring that the sampled data meets the assumptions of the regression
analysis. The chapter starts with the preliminary analysis of the sample and ends by discussing

the results of the study, key findings and policy implication of the findings.

4.2 Descriptive Statistics
The descriptive statistics is presented in Table 4.1 below. The calculated minimum, maximum,
mean, standard deviation, skewness and kurtosis of the data for the variables used in the study

are presented.

Table 4.1 Summary of Descriptive Statistics

Variable  Min Max Mean Std. Skewness Kurtosis
EM 20.08 42.87 31.45 5.19 0.08 0.31
BS 6 14 9.96 1.83 0.23 0.02
ACS 4 7 5.66 0.84 0.00 0.38
oC 0.37 0.60 0.46 0.89 0.26 0.00
IFRS 0.03 0.98 0.6 0.63 0.02 0.00

Source: Researchers compilation, using Stata 13.
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Table 4.1 presents detailed descriptive statistic for both dependent and the independent variables
of the study. From the above table, it appears that the minimum level of EM among listed
Healthcare firms in Nigeria is 20%. This implies that there are firms with average level of EM
practice among Healthcare firms in Nigeria. However, company with the highest possibility of
earnings manipulation has about 42.87%, while the average in the sector is 31.44% implying
that, Healthcare firms in Nigeria are in line with the theoretical proposition of Healy (1985) and
the empirical work of Uwuigbe and Jimoh (2009) that Healthcare firms in Nigeria tend to

overstate earnings as a result of beating or meeting the analyst forecasts.

Furthermore, the table above shows a detail account of the descriptive statistics for the dependent
variables where, BS is use to represents Board Size, ACS is use to represents Audit Committee
Size, OC is use to represents Ownership Concentration, FS is use to represents Firm Size
(Control Variables) and IFRS is use to represents the Moderating effect of International
Financial Reporting Standard. The descriptive statistics result in table 4.1 above further shows
that Board Size has an average mean value of 9.9625 with a minimum value of 6 and a
maximum value of 14. This clearly shows that, earnings management practice in Nigerian
Healthcare firms increases despite the larger size of board implying that small board size are
more capable to reduce earnings manipulations in the firms as a result of efficiency attached to a
smaller number where larger size leads to redundancy and reluctance. Similarly, ACS revealed
an average value of 5.66 this value ranges from a minimum of 4 to a maximum of 7 signifying
how Nigerian Healthcare firms engage low level of earnings management in their activities as a
result of strict monitoring by the audit committee size. This shows how larger audit committee
curtails earnings manipulation due to adherence to audit principles. Ownership Concentration has

a mean value of 46% with a minimum value of 37% and maximum value of 60% implying that
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Ownership Concentration reduces earnings manipulation in the Nigerian healthcare firms. The
moderating effect of IFRS has an average value of 62% with a minimum value of 30% and a
maximum value of 98%. This shows the multiplicative effect of the moderating variable among
Nigerian healthcare firms also indicates that about 62% of sampled healthcare firms complied
with IFRS during the period under consideration.

Furthermore, from the skewness and kurtosis which test for normality or the existence of outliers
or extreme values among the variables shows that all the variables are normally distributed. This
means that the data collected were free from outlier bias and are reliable for drawing

generalization. The full result of the test is attached as appendix.

4.3 Correlation Matrix

Table 4.3 shows the correlation values between independent and dependent variables and among
independent variables themselves. The values are gotten from the Spearman correlation of two-
tailed significance. It shows the correlation matrix with the top values showing the Spearman
correlation coefficient among all variables and the asterisk (*) beside the Spearman correlation
coefficient showing the two- tailed significance of these coefficients. A look at the pattern of the
correlation among independent and dependent variables shows that none of the explanatory

variables is approaching 0.8 or greater.
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Table 4.3 summary of Correlation Matrix

EM BS ACS OoC IFRS FS LEV

EM 1.0000

BS -0.1115 1.0000

ACS -0.4185* 0.0742 1.0000

oC 0.3056* -0.0429  -0.4621*  1.0000

IFRS 0.0313 0.1870 -0.1051 0.2501* 1.0000

FS -0.5663*  -0.0966 0.0960 -0.0095 0.0886 1.0000

LEV -0.0008 -0.0639 -0.0579 -0.3137*  -0.1627 0.0032 1.0000

Source: Researchers compilation, using Stata 13.

*, Correlation is significant at 10% level (2-tailed)

**_Correlation is significant at 5% level (2-tailed)

***_Correlation is significant at 1% level (2-tailed)

Results on the correlation matrix for the sampled firms indicate, that earnings management is
11% negatively correlated with board size. Audit Committee Size has 41% negative and
significant correlation with earnings management. This suggests that the size of audit committee
reduces the tendency of listed healthcare firms in Nigeria to engage in earnings management.
Ownership concentration appear to have positive correlation with Earnings Management as it
shows a positive and significant correlation coefficient value of 30%. IFRS is weakly and

positively correlated with earnings management of Nigerian listed healthcare firms up to 3%. It

implied that IFRS adoption and earnings managements move in the same direction.
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On the contrary, the table shows a significant negative correlation between firm size and
earnings management. Leverage is negatively and weakly correlated with earnings management
practices. It means that high leveraged firms have incentives to manipulate earnings, most

probably to meet capital market expectation.

However, the correlation matrix further revealed that no two explanatory variables were
perfectly correlated. This means that there is the absence of multicolinearity problem in our
model. Multicolinearity between explanatory variables may result to wrong signs or doubtful
magnitudes in the estimated model coefficients, and the bias of the standard errors of the
coefficients. This shows that appropriateness of fitting the study model with three independent
variables and the interacting variable in order to see its moderating impact on earnings

management of listed healthcare firms in Nigeria.

4.4 Presentation and Interpretation of Regression Result

This section presents the result of the dependent variable (EM) and the independent variables of
the study (Board Size, Audit Committee Size, Ownership Concentration, BS*IFRS, ACS*IFRS
and OC*IFRS). The presentation follows with the analysis of the association between the
dependent variable and each individual independent variable. Baron and Kenny (1986) opines
that the rule in using moderating variable is to estimate two separate sets of variables, the first
without the interacting variable, while the second has the interacting variables inclusive in it. The
two set variables would then be compared with one another by observing their coefficients, t-
statistics and p-values. Changes in sign and sizes of the coefficient of the two results illustrates
whether or not the moderator variable has an effect on the dependent variable. Where these
parameters show a significant difference between the two set variables, the inclusion of the

moderator is said to be relevant and the hypothesis would be considered for analysis, otherwise it
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would be discarded. The summary of the regression results presented from the model of the

study comprising of both the main and the effector variable is presented in table 4.4.1 and 4.4.2

while the full result is attached as appendix.

EM it = O+ B.BS it+ BoACS it + BsOC it + BsBS*IFRS ii+Bs ACS*IFRS ¢ +Bs OC*IFRS ¢ +

BrFS it BeLEV e + Hlic

Table 4.4.1 Summary of Regression Result Robust

Variables  Coefficient  Std. Error  t-Statistic P-Values  (95% Cof.) Interval
Constant 94.51253 11.82311 7.99 0.000 70.93209 118.093
BS -1.218798 0.5480982 -2.22 0.029 -2.311946 -0.12565
ACS -2.091106 0.6785576  -3.08 0.003 -3.444447  -0.73776
oC 29.90954  9.578214 3.12 0.003 10.80639 49.01269
BS*IFRS 1.753936 0.7916231 2.22 0.030 0.1750935 3.332778
ACS*IFRS  2.20165 0.9462106 2.33 0.023 0.314493 4.088808
OC*IFRS -1424529 13.62974 -1.05 0.300 -41.42894  12.93836
IFRS -23.44456  10.44734 -2.24 0.028 -44.28112 -2.608007
FS -7.879147 1.570378 -5.02 0.000 -11.01117 -4.747127
LEV -0.01592 0.0210387 -0.08 0.940 -0.0435523  0.0403684
R-Square 0.44

F-Statistics 7.74

Prob.(F. Sig) 0.0000

Source: Regression result output, 2018 using stata 13.
The robust OLS regression results displayed in table 4.4.1reveal the cumulative R-square (0.44)

which is the multiple coefficient of determination. This means that board size, audit committee
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size, ownership concentration, leverage , firm size and interaction between IFRS (BS*IFRS,
ACS*IFRS And OC*IFRS) jointly explained the systematic variations in earnings management
practices among the listed healthcare firms in Nigeria to the tune of 43%. Similarly, the result
of the F- statistics value of 7.74 implies that the model is fit and is significant at 1% considering
the rule of thumb of 2 (Hassan & Abubakar, 2012). Therefore, the model is fit and the
explanatory variables are properly selected, combined and used as substantial value of the
corporate governance is accounted for by the explanatory variables. Hence, the finding of the

study is relied upon.

The regression result in table 4.4.1further reveals that board size has a negative t-value (-2.22)
and significantly related with earnings management without IFRS interaction. Conversely,
interaction between Board Size and IFRS ( BS * IFRS) appears to be positively (2.22) and
significantly associated with earnings management practices.This implies that board size without
IFRS interaction curtails earning manipulation in the listed healthcare companies in Nigeria than
it does with IFRS interaction. This finding is consistent with that of Dhaliwal et al. (2010),
Aymen, Mariem and Slim (2013) and Dabor & Ibadin (2013) who found that the size of the

board interacting with IFRS has no effect on reducing the level of earnings management.

The results further demonstrate clearly that the audit committee size without interaction with
IFRS has a negative t-value of -3.08 and significant at 5%, compared with the positive t-value of
2.33 after ACS interaction with IFRS (ACS*IFRS). This shows that IFRS has no moderating
effect on audit committee size as it does not help reduce the incidences of earnings management.
This finding tallies with that of Domenico and Ray (2011) and Hashem, Bahman and Azam
(2012) who found that audit committee size interacting with IFRS has no effect on reducing the

level of earnings management. The results also indicate that the bigger the size of a firm’s audit
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committee, the less likely will be the use of discretionary accruals. This may be as a result of the
silence of IFRS in providing financial reporting framework and on how the standards offer a

choice with regards to the composition of audit committee members.

Furthermore, ownership concentration without IFRS interaction is significantly positively related
with earnings management with t-value of 3.12. But after its interaction with IFRS, the t-value
gives an insignificant negative value of -1.05. This reveals that interaction of IFRS (OC*IFRS),
lacks moderating strength to halt income smoothening. This shows that ownership concentration
alone without IFRS interaction reduces earnings manipulation in listed healthcare firms in
Nigeria than joining with the interaction variable of IFRS. This finding, therefore is consistent
with previous findings of Callaoa and Jarnea, 2010; Li and Park, 2012 while disagreed with the
findings of Aymen, Mariem and Slim (2013)

For control variables, Firm Size appears to be negatively and significantly influencing the level
of earnings management practice of listed healthcare firms in Nigeria with t-value of -5.02 which
is significant at 1% level. This implies that, the larger a firm is, the more likely that it would
restrict earnings management practice. This may be justified by the fact that big sized firms can
provide more professional and qualitative services and will invariably constraints earnings

manipulation.

Furthermore, the results shows that leverage is negatively and insignificantly influencing the
level of earnings management practice among listed healthcare firms in Nigeria with t- value of -
0.08 and a p-value of 0.940. This implies that high leveraged firms are more involved in earnings

manipulations.
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4.5 Hypothesis Testing

In chapter one, four principal testable hypotheses were formulated on the impact of corporate
governance mechanisms on earnings management and to test whether the impact is influenced by
IFRS adoption.. In this section, we subjected these propositions to empirical testing drawing
from the results of our regression analyses. Our decision rule is based on the significances of the

t-statistics which are represented by the p- values flagged by the statistical packages used.

Hypothesis 1

Hoi: Board Size has no significant effect on earnings management of listed Healthcare

firms in Nigeria.

Board Size was found to be negatively associated with Earnings Management of listed healthcare
firms in Nigeria without IFRS interaction as it reveals a t-value of -2.22 and significant at 10%.
With IFRS interaction (BS*IFRS), the relationship inversely changed to a positive value (2.22)
and significant at 10% meaning that IFRS has no moderation effect on board size of listed
healthcare firms in Nigeria. This result confirms that mandatory adoption of IFRS has a smaller
effect on reducing the level of earnings management in the presence of board size. Owing to this,
the study fails to reject null hypothesis Ho; which suggests that Board Size has no significant
effect on earnings management of listed Healthcare firms in Nigeria. The finding from this study
is in line with the study conducted by Ebrahim (2007) who found that board size is passive in
controlling earnings management but contrary to Rahman and Ali (2006) and Larcker,
Richardson and Tuna (2007) who argued that large boards are more effective in their oversight
duties and are therefore, effectively liable to control earnings management. This finding is also

supported by the literature that provides evidence of some worsening or no improvement
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following the introduction of the IFRS in a situation where the local GAAP already guaranteed

high-quality board collection such as Ahmed et al., 2013.

Hypothesis 2
Ho, Audit committee Size has no significant effect on earnings management of listed

Healthcare firms in Nigeria.

Audit Committee Size was found to be negative (-3.08) and significant at 5% level of
significance before its interaction with IFRS. Inversely, the position changed after IFRS
interaction (ACS*IFRS) which positively (2.33) and significantly related with earnings
management. This means that IFRS interaction has no moderating effect on Audit Committee
Size in the listed health care firms in Nigeria. Therefore, Audit Committee Size has significantly
curtailed Earnings Management practice. In line with this, the study failed to reject the third null

hypothesis of the study.

This shows that Audit Committee Size interaction with IFRS (ACS*IFRS) may not help reduce
the incidences of earnings management. This concurred with the findings of Li et al. (2008),
Dhaliwal et al. (2010) and Dabor and Ibadin (2013) and contradicted the findings of Krishanan
and Visvanathan (2008) and Soliman and Ragab (2014) who found a negative association
between committee size and earnings management after Audit Committee Size interaction with
IFRS (ACS*IFRS). This may be as a result of the similarity between IFRS and local GAAP

accounting policies for audit committee size.
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Hypothesis 3
Hos:  Ownership Concentration has no significant effect on earnings management of listed
Healthcare firms in Nigeria.

The results demonstrate clearly that ownership concentration without IFRS interaction is
positively (3.12) related with the earnings management compared to the negative relationship
(-1.05) obtained after ownership concentration interaction with IFRS (OC*IFRS) though,
statistically insignificant. This decision is predicated on the fact that the insignificant negative
relationship of ownership concentration interaction with IFRS is less effective in controlling
earnings manipulation in listed Healthcare firms in Nigeria. The implication of this result is that,
the higher the ownership concentration, the greater the tendency to engage in earnings
manipulation practice in listed Healthcare firms in Nigeria. In line with this findings, the study
failed to reject the third null hypothesis of the study. The finding from this study tallies with the

study carried out by Rudra and Bhattacharjee, (2012) and Napaporn and Siriluck (2014).

Hypothesis 4

Ho4: IFRS has no significant moderating effect on earnings management of listed Healthcare

Firms in Nigeria.

IFRS adoption was found to be insignificant and negatively associated with earnings
management practices among listed healthcare firms in Nigeria owing to the fact that all the
three independent variables were subjected for interaction with IFRS adoption (BS*IFRS,
ACS*IFRS and OC*IFRS) but none of the variables was found to be moderated by IFRS
adoption. Interaction between IFRS adoption and board size (BS*IFRS) was found to be

positively significant at 10%. Interaction between IFRS adoption and audit committee size
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(ACS*IFRS) was found to be positive with t-value of 2.33 and finally, the Interaction between
IFRS adoption and ownership concentration (OC*IFRS) was negatively (-1.05) and insignificant.
This implies that IFRS adoption has no moderation effect on earnings management of listed
healthcare firms in Nigeria. This may be due to the fact that, IFRS being a principle based
accounting standards, is not substantially different from NGAAP which is both principle and
rule-based accounting standards. Though. IFRS as a single variable without interaction with any
variable was found to be negatively significant at 1% illustrating that IFRS alone can halt the

menace of earnings manipulation in listed healthcare firms in Nigeria.

The result from this finding provides evidence for failure to reject the null hypothesis Hos which
suggests that IFRS adoption has no moderation effect on earnings management practices of listed
healthcare firms in Nigeria. The finding from this study is in line with the study conducted by
Callaoa and Jarnea (2010); Domenico and Ray (2011) and Li and Park (2012) who provided
supporting empirical evidence that IFRS adoption lacks moderating power to restrict earnings

manipulation in Corporations.

4.6 Findings and Policy Implication

The findings of this study will enhance a better understanding of the moderation effect of IFRS
on earnings management practice of listed healthcare firms in Nigeria. It is important for
academia, regulatory authority, standard-setters, investors and analyst to appreciate the effects of
adoption of IFRS on the level of earnings management. For dependent variable the study focused
on earnings management measured by discretionary accruals based on modified Jones model and
for independent variable the study used accounting standards (1 if company adopt IFRS, 0

otherwise), and to test whether the effects of IFRS interaction on magnitude of earnings
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management is influenced by board size, audit committee size and ownership concentration. The
interaction variables, IFRS*Board Size, IFRS*Audit Committee Size and IFRS*Ownership
Concentration are compared with the individual values obtained without the interaction
variables. Firm size and Financial Leverage are control variables. The findings from this study
have several implications which form the bases of contribution of this study to existing

knowledge with respect to earnings management practices in Nigeria.

IFRS adoption showed a positive and insignificant effect on earnings management of Nigerian
healthcare firms. This implies that adoption of IFRS did not curtails earnings management
practices in listed healthcare firms in Nigeria. The results from the study imply that the Nigerian
companies did not ceased from the of practice earnings management after their adoption of
IFRS. Furthermore, this study provides empirical evidence that earnings management practices
cannot be restrained by IFRS adoption and that the high-quality accounting standards are not
effective mechanisms of curtailing earnings manipulation as are other institutional, cultural,
political, legal framework and macro economic factors which collectively influencing the
possibilities of income smoothening in a given country. Therefore, findings from this study
support the empirical evidence which prove that IFRS does not always have a moderating effect

on earnings management.

Considering whether the effects of IFRS adoption on earnings management is influenced by
board size, the study provides evidence that board size does not adequately produced a situation
where IFRS adoption affected earnings management. The results reveals that the interaction of
IFRS*BS does not significantly affect the tendency of Nigerian firms to manipulate earnings.

This implies that IFRS adoption has no effects on earnings management of listed healthcare
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firms in Nigeria. Board size was found to be negatively and significantly correlated with
earnings management of listed healthcare firms in Nigeria. This implies that earnings

management decreases with board size but increases after IFRS interaction.

The study further provides evidence that audit committee size does not sufficiently created a
situation where IFRS adoption affected earnings management differently. The results revealed
that IFRS interaction with Audit Committee size (IFRS*Audit Committee Size) was statistically
significant and positively correlated. This means that the effects of IFRS adoption on earnings

management are not different between large audit committees and small audit committees.

Furthermore, the study evidently proved that ownership concentration does not properly provide
an avenue where IFRS adoption affected earnings management in isolation. The result revealed
that IFRS interaction with ownership concentration (IFRS*ownership concentration) was found
to be statistically insignificant and negatively correlated. This means that the moderation effects
of IFRS adoption on earnings management are not well defined with ownership concentration in

listed healthcare firms in Nigeria.

Moreover, for firm size (control variable), the findings provide evidence to investors that firm
size is negatively associated with Earnings Management in the listed healthcare firms in Nigeria.
The finding provides substantial evidence to investors and other stakeholders that larger firms
have more investment opportunities and thus, are more capable of restricting the threat of
earnings manipulation. In addition, the results shows that leverage is negatively and
insignificantly influencing the level of earnings management practice among listed healthcare

firms in Nigeria with t-value of -0.08 and a p-value of 0.940. This implies that the companies
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with low leverage are less involves in earnings manipulations, than the companies with higher

leverage.

More so, our analysis on the moderating impact of IFRS on earnings management indicates that,
the interaction between the variables was insignificant among listed healthcare firms in Nigeria.
This implies that the interaction between the variables does not play any significant role in
influencing earnings management. The implication is that, investor should not bother much on
the moderating impact that IFRS may have on earnings management among listed healthcare

firms in Nigeria.

The above findings can have implications for academia, shareholders, users of financial
statement and regulatory authorities (FRCN). In particular, shareholders should be aware of
creative accounting and factors affecting such behavior when they consider investment options.
Users of accounting information should note the influence of board size, audit committee size,
ownership concentration and mandatory IFRS adoption on such behavior and the healthiness of
corporations. In addition, since extensive income smoothing may lead to corporate failure, thus
regulators should concentrate their efforts where income smoothing is most likely and most
extensively to happen.

Finally, the findings shed more light on CG and earnings management studies in the sense that
earnings management practices are not attributed to few firms; rather it is a general phenomenon
in Nigeria. Since standard setters are interested in improving the healthiness of firms, the
evidence on the impact of board size, audit committee and ownership concentration on earnings
management may provide a warning. To discourage abusive earnings management, standard
setters may consider adjusting policy for disclosure or request additional disclosures as suggested

by Hassan (2012) for firms associating discretionary activities. In addition, investors need to be
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cautious in defining high quality earnings firm as firms characteristics such as board size and

audit committee size may help in predicting the potential of earnings management in firms.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

The rising number of corporate failures such as Enron, WorldCom, Pan Pharmaceuticals, Kimia
Farma, Lever brothers, Cadbury, and Afribank, has lured the growing interest on the governance
structure of firms by academics, practitioners, regulatory agencies, policy makers and a host of
other stakeholders. A number of studies have been conducted on corporate governance and
earnings management at different times in developed, as well as, developing countries, most of
which are well documented in accounting and finance literature. These studies used few of the
CG proxies such as board composition, power separation, and audit committee composition. This
study differs from most of the earlier ones because it tested the moderating effect of IFRS in
order to observe its strength in halting earnings manipulation in companies. Also, most of the
studies on corporate governance in Nigeria concentrate on banks paying little or no attention to
healthcare firm despite the important role the sector plays in the economic development of the
country. Consequently, this study examines the impact of corporate governance on earnings
management by interacting IFRS adoption to the activities of the board size, audit committee
size and ownership concentration on earnings management of listed healthcare firms in Nigeria.
This study investigated the roles of corporate governance mechanisms and earnings management
using the moderation effect of IFRS of listed healthcare firms in Nigeria. The study aimed at
identifying those factors that individually and collectively by way of interacting both variables to
determine the moderation effect of IFRS on earnings management as well as the direction of the

relationship between independent, dependent and the moderation variables of the study.
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In doing so, a linear regression technique based on OLS robust model with the aim of explaining
the role of corporate governance mechanisms in restricting the menace of earnings management
in listed healthcare firms in Nigeria where a model was constructed in order to capture the
individual and the interacting impact of nine explanatory variables made up of three independent

variables without interaction, then with IFRS interaction and two control variables.

The result of the study reveals that board size and audit committee size are strong and negatively
significant while ownership concentration is positively significant. After IFRS interaction as a
moderating variable moderating CG (BS*IFRS, ACS*IFRS and OC*IFRS), the result reveals
positive and insignificant impact on the dependent variable. IFRS being a single variable was

found to be negatively related with earnings management at 5% significant level.

Furthermore, among the control variable, firm size was found to be negatively related with
earnings management of listed healthcare firms in Nigeria and is significant at 1%, while the

leverage was found to be negatively insignificantly related with earnings management.

5.2 Conclusion

This study examines the moderating effect of IFRS on the relationship between corporate
governance and earnings management of listed healthcare firms in Nigeria. The findings of this
study indicate that the level of earnings management, measured by discretionary accruals, is
affected negatively by corporate governance mechanisms. Regarding control variables, the
results showed that large firms are less likely tend to engage earnings management practices
which may possibly refer to their benefits from their economies of scale; companies that
have high return on assets are less likely to use discretionary accruals; companies that have high

leverage are more likely to be motivated to use discretionary accruals. This may perhaps,
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suggest that these firms are trying to show a margin of safety to their creditors and to avoid

debt covenant violation.

Furthermore, using IFRS interaction, only Board size and audit committee size have a significant
impact on the reduction of management practices in the period of adoption of IFRS. This may be
due to the fact that firms with smaller audit committee members restrain earnings management
more because of efficiency associated with small numbers which concurred with the preposition
of stakeholder theory. In addition, a negative but insignificant impact of IFRS interaction with
ownership concentration on earnings management may not necessarily deter earnings
management. This could be as a result of the fact that other classes of shareholders will go a long
way in improving the capacity and capability of monitoring management to abstain from
earnings management, thus ownership concentration may not properly monitor the activities of

management.

Furthermore, to these revelations, we also proved that the size of the firm is an effective control
mechanism, insofar as it can adjust the flexibility exercised at the discretionary accruals. This is
imperative, as the result reveals significant impact at 1% level. Inversely, it is apparent that

leverage is not viable control variable as it reveals insignificant p-value.

On the over role, the study concludes that IFRS adoption does not significantly moderate the
relationship between corporate governance and earnings management of Nigerian healthcare

firms to abstain from the menace of earnings manipulation.
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5.3 Recommendations

The following recommendations were made based on the findings of the study;

1. In order to improve board size efficiency and reduce agency problems, listed firms in Nigeria
should co-opt larger boards of directors with more corporate or financial expertise as this will

strengthen the firm by reducing earnings manipulations.

2. The SEC should ensure that maximum required number of auditors is observed in the audit
committee in order to ensure that the company is free from the danger of earnings management.
Further, the audit committees of healthcare companies should be designed in such a way that a
maximum committee member is reflected. Therefore, strict monitoring and efficient exertion is
required on the activities of audit committees and the extent to which they fulfilled their
responsibilities. The provisions of CAMA 2004 as amended as regards to audit committee size
also should be amended to increase the numbers of auditors in the audit committee for utmost

control against delinquent actions by managers of corporations.

3. Since firm size have positive impact on the earnings management in the healthcare firms in
Nigeria, investors should be mindful of the negative effect of firm size on the earnings
management. Undersized companies are therefore more susceptible to financial manipulations

which consequently increase earnings manipulation.

5. There is the need to set up a centralized corporate body by SEC, NSE and the government,
which will be saddled with the responsibility of collecting and collating CG related data and

constructing the relevant indices to facilitate CG research in Nigeria. In addition, the compliance
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with the code should be made compulsory to safeguard the interest of all stakeholders, prevent
earnings manipulation and improve the strength of healthcare firms.

6. The FRCN and NASB should make it mandatory for companies to give a detailed disclosure
on IFRS. In addition, necessary steps should be taken for strict adherence to IFRS requirements.
Since the findings of the study revealed a negative significant association between the

moderating impact of IFRS on EM.

5.4. Frontier for Further Research

This research examines the impact of CG and Earnings Management of listed healthcare firms in
Nigeria using the moderating effect of IFRS and has paved the way for further research in the
following area. The relationship between CG and Earnings Management in other sectors of the
economy such as banking, conglomerate, and manufacturing requires research effort, especially
as they are not covered in this work. In addition, same research can be conducted by bringing in
other CG variables like executive compensation, CEO tenure, women directors, board members
financial expert and audit committee meetings. Therefore, the study suggest to researchers who

might have interest in this area to test the moderating impact of IFRS.
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APPENDIX A

LISTS OF LISTED HEALTHCARE FIRMS IN NIGERIA

Afrik healthcare Plc

Evans Plc

Ekocorp pharmaceuticals Plc.
GlaxoSmithkline Nig. Plc

Juli pharmaceuticals Plc

May & Baker Plc

Nigerian-German Pharmaceutical Plc
Neimeth Int. Pharm. Plc

© 0o N o g Bk~ w DN PE

Pharma-Deco Plc

10. Union Diagnostic Clinical services Plc.
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APPENDIX B

xXtsum em bs acs oc ifrs fs lev

Variable Mean Std. Dev. Min Max Observations
em overall 31.44525 5.196594 20.08 42 .87 N = 80
between 4.816694 20.72375 38.87125 n = 10
within 2.420702 24.394 38.834 T = 8
bs overall 9.9625 1.831122 6 14 N = 80
between 1.336 8 11.625 n = 10
within 1.313874 4.9625 13.7125 T = 8
acs overall 5.6625 .8410926 4 7 N = 80
between .8208439 4 6.25 n = 10
within .3055396 4.7875 7.4125 T = 8
oc overall .463125 .0890114 .37 .6 N = 80
between .0832129 .37 .6 n = 10
within .040152 .321875 .523125 T = 8
ifrs overall .62825 .338271 .03 .98 N = 80
between .0439665 .5675 .6825 n = 10
within .3356568 .01825 .9995 T = 8
fs overall 6.7135 .3274338 6.11 7.51 N = 80
between .3055373 6.3225 7.29375 n = 10
within .1487671 6.18975 6.99975 T = 8
lev overall 52.59638 21.41047 5.06 87.23 N = 80
between 19.44471 9.83125 74.10375 n = 10
within 10.66836 21.65638 75.82762 T = 8
su em bs acs oc ifrs fs lev, detail
em
Percentiles Smallest
1% 20.08 20.08
5% 20.665 20.23
10% 22.26 20.32 Obs 80
25% 30.705 20.61 Sum of Wgt. 80
50% 31.775 Mean 31.44525
Largest Std. Dev. 5.196594
75% 33.105 40.69
90% 38.46 41.23 Variance 27.00459
95% 40.5 41.28 Skewness -.4636796
99% 42 .87 42 .87 Kurtosis 3.379883
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bs

Percentiles Smallest
1% 6 6
5% 7 6
10% 7 7 Obs 80
25% 9 7 Sum of Wgt. 80
50% 10 Mean 9.9625
Largest Std. Dev. 1.831122
75% 11 12
90% 12 12 Variance 3.353006
95% 12 13 Skewness -.3053856
99% 14 14 Kurtosis 2.176213
ACS
Percentiles Smallest
1% 4 4
5% 4 4
10% 4 4 Obs 80
25% 6 4 Sum of Wgt. 80
50% 6 Mean 5.6625
Largest Std. Dev. .8410926
75% 6 7
90% 6 7 Variance .7074367
95% 6.5 7 Skewness -1.227492
99% 7 7 Kurtosis 3.287674
oC
Percentiles Smallest
1% .37 .37
5% .37 .37
10% .37 .37 Obs 80
25% .37 .37 Sum of Wgt. 80
50% .43 Mean .463125
Largest Std. Dev. .0890114
75% .56 .6
90% .585 .6 Variance .007923
95% .6 .6 Skewness .2847773
99% .6 .6 Kurtosis 1.427701
ifrs
Percentiles Smallest
1% .03 .03
5% .07 .04
10% .09 .07 Obs 80
25% .29 .07 Sum of Wgt. 80
50% .82 Mean .62825
Largest Std. Dev. .338271
75% .91 .96
90% .94 .96 Variance .1144273
95% .955 .97 Skewness -.6179917
99% .98 .98 Kurtosis 1.611443
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FS

Percentiles Smallest
1% 6.11 6.11
5% 6.215 6.14
10% 6.33 6.16 Obs 80
25% 6.44 6.21 Sum of Wgt. 80
50% 6.725 Mean 6.7135
Largest Std. Dev. .3274338
75% 6.915 7.34
90% 7.15 7.42 Variance .1072129
95% 7.295 7.45 Skewness .2935731
99% 7.51 7.51 Kurtosis 2.502553
lev
Percentiles Smallest
1% 5.06 5.06
5% 10.615 7.31
10% 17.545 9.31 Obs 80
25% 43.135 10.24 Sum of Wgt. 80
50% 57.265 Mean 52.59638
Largest Std. Dev. 21.41047
75% 66.815 85.39
90% 79.495 86.39 Variance 458.4083
95% 83.665 86.66 Skewness -.5861282
99% 87.23 87.23 Kurtosis 2.581524

sktest em bs acs oc ifrs fs lev

Skewness/Kurtosis tests for Normality

——— joint
Variable Obs Pr (Skewness) Pr (Kurtosis) adj chi2(2) Prob>chi2
em 80 0.0789 0.3104 4.25 0.1195
bs 80 0.2374 0.0280 5.90 0.0523
acs 80 0.0001 0.3846 13.50 0.0012
oc 80 0.2695 0.0000 . 0.0000
ifrs 80 0.0225 0.0000 45.80 0.0000
fs 80 0.2555 0.3662 2.18 0.3364
lev 80 0.0295 0.5084 5.09 0.0785
swilk em bs acs oc ifrs fs lev
Shapiro-Wilk W test for normal data
Variable Obs W v z Prob>z
em 80 0.89206 7.409 4.388 0.00001
bs 80 0.97396 1.787 1.272 0.10160
acs 80 0.91265 5.996 3.924 0.00004
oc 80 0.92520 5.134 3.584 0.00017
ifrs 80 0.78696 4.623 5.878 0.00000
fs 80 0.97605 1.644 1.089 0.13811
lev 80 0.94088 4.058 3.069 0.00107
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spearman em bs acs oc ifrs fs lev,

star (0.05)

(obs=80)
em bs acs oc ifrs fs lev
em 1.0000
bs -0.1115 1.0000
acs -0.4185* 0.0742 1.0000
oc 0.3056* -0.0429 -0.4621* 1.0000
ifrs 0.0313 0.1870 -0.1051 0.2501* .0000
fs -0.5663* -0.0966 0.0960 -0.0095 .0886 1.0000
lev -0.0008 -0.0639 -0.0579 -0.3137* -0.1627 0.0032 1.0000
reg em bs acs oc bsifrs acsifrs ocifrs ifrs fs lev
Source Ss df MS Number of obs = 80
Model 930.755516 9 103.41728 Prob > F = 0.0000
Residual 1202.60741 70 17.1801059 R-squared = 0.4363
Adj R-squared = 0.3638
Total 2133.36293 79 27.0045941 Root MSE = 4.1449
em Coef. Std. Err. t P>|t| [95% Conf. Interval]
bs -1.218798 .6183516 -1.97 0.053 -2.452062 .0144652
acs -2.091106 1.403651 -1.49 0.141 -4.890599 .7083867
oc 29.90954 12.50373 2.39 0.019 4.971639 54.84744
bsifrs 1.753936 .8636855 2.03 0.046 .0313694 3.476502
acsifrs 2.201651 1.782487 1.24 0.221 -1.353408 5.75671
ocifrs -14.24529 16.69649 -0.85 0.396 -47.5454 19.05481
ifrs -23.44456 16.96045 -1.38 0.171 -57.27112 10.38199
fs -7.879147 1.495149 -5.27 0.000 -10.86113 -4.897167
lev -.001592 .0259775 -0.06 0.951 -.0534024 .0502185
_cons 94 .51253 16.51741 5.72 0.000 61.56959 127.4555
hettest

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity

Ho:

Variables:

chi2 (1)

Prob > chi2 = 0.

Constant wvariance
fitted values of em

9.51
0020
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xtreg em bs acs oc bsifrs acsifrs ocifrs ifrs fs lev, fe

Fixed-effects (within) regression Number of obs = 80

Group variable: id Number of groups = 10

R-sq: within = 0.1685 Obs per group: min = 8

between = 0.2900 avg = 8.0

overall = 0.2585 max = 8

F(9,61) = 1.37

corr(u_i, Xb) = 0.1634 Prob > F = 0.2202

em Coef. Std. Err. t P>t [95% Conf. Interval]

bs -.4146066 .4751801 -0.87 0.386 -1.364788 .5355748

acs -2.360765 1.313904 -1.80 0.077 -4.988079 .266548

oc 22.3374 10.58551 2.11 0.039 1.17036 43.50444

bsifrs .5794345 .5987392 0.97 0.337 -.6178184 1.776687

acsifrs 2.261577 1.099021 2.06 0.044 .0639485 4.459206

ocifrs -9.656466 10.4475 -0.92 0.359 -30.54754 11.23461

ifrs -15.32124 11.00642 -1.39 0.169 -37.32993 6.687452

fs -.8622116 2.151342 -0.40 0.690 -5.164086 3.439663

lev -.0023042 .0315639 -0.07 0.942 -.06542 .0608117

_cons 45.27142 17.93719 2.52 0.014 9.40378 81.13905
sigma_u 4.1326852
sigma e 2.5120832

rho .73019852 (fraction of variance due to u_i)
F test that all u_i=0: F(9, 61) 14.40 Prob > F = 0.0000

est store fixed
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(V_b-V_B is

not positive definite)
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xtreg em bs acs oc bsifrs acsifrs ocifrs ifrs fs lev, re
Random-effects GLS regression Number of obs = 80
Group variable: id Number of groups = 10
R-sq: within = 0.0986 Obs per group: min = 8
between = 0.5885 avg = 8.0
overall = 0.4363 max = 8
Wald chi2 (9) = 54.18
corr(u_i, X) = 0 (assumed) Prob > chi2 0.0000
em Coef. Std. Err. z P>|z| [95% Conf. Interval]
bs -1.218798 .6183516 -1.97 0.049 -2.430745 -.0068513
acs -2.091106 1.403651 -1.49 0.136 -4.842211 .6599985
oc 29.90954 12.50373 2.39 0.017 5.402681 54 .4164
bsifrs 1.753936 .8636855 2.03 0.042 .0611433 3.446728
acsifrs 2.201651 1.782487 1.24 0.217 -1.29196 5.695262
ocifrs -14.24529 16.69649 -0.85 0.394 -46.96982 18.47923
ifrs -23.44456 16.96045 -1.38 0.167 -56.68644 9.797307
fs -7.879147 1.495149 -5.27 0.000 -10.80959 -4.94871
lev -.001592 .0259775 -0.06 0.951 -.0525069 .0493229
_cons 94.51253 16.51741 5.72 0.000 62.139 126.8861
sigma_u 0
sigma_e 2.5120832
rho 0 (fraction of variance due to u_i)
est store random
hausman fixed random
—— Coefficients
(b) (B) (b-B) sqrt(diag(V_b-V_B))
fixed random Difference S.E.
bs -.4146066 -1.218798 .8041917
acs -2.360765 -2.091106 -.269659
oc 22.3374 29.90954 -7.572139
bsifrs .5794345 1.753936 -1.174501
acsifrs 2.261577 2.201651 .0599263
ocifrs -9.656466 -14.24529 4.588827
ifrs -15.32124 -23.44456 8.123323 .
fs -.8622116 -7.879147 7.016936 1.546869
lev -.0023042 -.001592 -.0007122 .017929
b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2 (9) = (b-B)'[(V_b-V_B)*(-1)] (b-B)
= 3.08
Prob>chi2 = 0.9611



xttest0

Breusch and Pagan Lagrangian multiplier test for random effects

em[id,t] = Xb + u[id] + e[id, t]

Estimated results:

Var sd = sqgrt(Var)

em 27.00459 5.196594

e 6.310562 2.512083

u 0 0

Test: Var(u) = 0
chibar2 (01) = 0.00
Prob > chibar2 = 1.0000
reg em bs acs oc bsifrs acsifrs ocifrs ifrs fs lev, robust
Linear regression Number of obs = 80
F( 9, 70) = 7.74
Prob > F = 0.0000
R-squared = 0.4363
Root MSE = 4.1449
Robust

em Coef. Std. Err. t P>|t| [95% Conf. Interval]
bs -1.218798 .5480982 -2.22 0.029 -2.311946 -.1256509
acs -2.091106 .6785576 -3.08 0.003 -3.444447 -.7377659
oc 29.90954 9.578214 3.12 0.003 10.80639 49.01269
bsifrs 1.753936 .7916231 2.22 0.030 .1750935 3.332778
acsifrs 2.201651 .9462106 2.33 0.023 .3144931 4.088808
ocifrs -14.24529 13.62974 -1.05 0.300 -41.42894 12.93836
ifrs -23.44456 10.44734 -2.24 0.028 -44.28112 -2.608007
fs -7.879147 1.570378 -5.02 0.000 -11.01117 -4.747127
lev -.001592 .0210387 -0.08 0.940 -.0435523 .0403684
_cons 94.51253 11.82311 7.99 0.000 70.93209 118.093

predict e

(option xb assumed; fitted wvalues)

kdensity e
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testparm bs

+ + + + +

5,

acs oc bsifrs acsifrs ocifrs, equal

acs = 0
oc =0
bsifrs = 0
acsifrs = 0
ocifrs 0

70) 6.93

Prob > F = 0.0000
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