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ABSTRACT

Earnings management, a global concern with detrimental impacts on firms and stakeholders,
has prompted extensive academic inquiry. This study investigates the influence of corporate
governance mechanisms and the adoption of International Financial Reporting Standards
(IFRS) on earnings management among Nigerian manufacturing firms. Using a balanced panel
of 668 firm-year observations from 52 listed companies between 2007 and 2022, the research
employs fixed and random effects models alongside Two Sample t-tests. The findings indicate
significant differences in earnings management pre- and post-IFRS adoption, with independent
board size and audit committee composition significantly affecting earnings management. The
study concludes that IFRS adoption and corporate governance mechanisms play crucial roles in
moderating earnings management.

Keywords: earnings management, corporate governance, IFRS, Nigerian manufacturing firms,
audit committee, board size.

RESUMO

A gestao de resultados, uma preocupagdo global com impactos prejudiciais nas empresas € nas
partes interessadas, suscitou extensas investigacdes académicas. Este estudo investiga a
influéncia dos mecanismos de governanca corporativa e a ado¢ao das Normas Internacionais de
Relatorios Financeiros (IFRS) no gerenciamento de resultados entre empresas industriais
nigerianas. Utilizando um painel equilibrado de 668 observacdes anuais de 52 empresas cotadas
entre 2007 ¢ 2022, a investigagdo emprega modelos de efeitos fixos e aleatdrios juntamente com
testes t de duas amostras. As conclusdes indicam diferengas significativas na gestdo de
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resultados antes e ap6s a adopcao das IFRS, com a dimensdo independente do conselho ¢ a
composi¢ao do comité de auditoria a afectarem significativamente a gestao de resultados. O
estudo conclui que a adocdo das IFRS e os mecanismos de governanga corporativa
desempenham papéis cruciais na moderacao do gerenciamento de resultados.

Palavras-chave: Gestdo de resultados, governanca corporativa, IFRS, empresas industriais
nigerianas, comité de auditoria, tamanho do conselho.

Redeca, v.12, 2025, e70883
DOI: 10.23925/2446-9513.2025v12id70883

0/e]o)
L@M This work is licensed under a Creative Commons Attribution-NonCommercial-ShareAlike 4.0
International License.



https://creativecommons.org/licenses/by-nc-sa/4.0/
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://doi.org/10.23925/2446-9513.2025v12id70883

3

‘-"~ Abogun, S. et al.; Earnings management in emerging economy: what is the mitigating role of
4= adopting IFRS?

PUC-SP

1. Introduction

The ethical view of businesses has become a global trending issue from the rise in corporate
dishonesty and accounting related fraud. As a response to the financial scandals around the
world and the collapse of major corporate institutions in the early 2000s, globalization of the
economy, the International Accounting Standard Board perceived the need for international
standardization of accounting systems to boost investor’s confidence by introducing more
rigorous regulations which led to formation of the International Financial Reporting Standard
(Sellami and Fakhfakh, 2014). The scandals and collapse of some of these multinational
companies is said to be as a result of unethical accounting practices. One of these unethical
practices is earnings management, which is a strategic tool used by management under the
pretext of shareholders wealth maximization. This hereby arose the high demand for an
accounting standard that will be adopted by practitioners to present uniform financial
information across the globe. International Financial Reporting standard (IFRS) played the
primary role to ensure uniformity in preparation of accounting statement, this has ensured that
financial statements prepared by adopting these standards are comparable and understandable to
it users thereby enhancing the quality of the information. (IFRS) provides a standard reporting
framework that ensures accountability, efficiency, and transparency in global capital markets. It
helps harmonize financial reporting practices in different countries to enhance comparability.

The voluntary adoption of IFRS according to Barth et al (2008) is said to reduce earnings
management practice and increase the value of accounting amount. Despite the increase in IFRS
adoption around the world only 21 out of the 54 countries is Africa has mandated its adoption
while 5 countries has permitted it raising from the lack of local accounting standards (Tawiah
and Boolaky 2020). Despite several financial legislations, accounting standards, codes of
corporate governance and stock exchange regulations guiding how financial statements are
being prepared and presented, accounting scandals still continue to surface both in developing
and developed economies around the globe. It is a common belief among analysts that at least
three factors are into play and dominate in almost every day media report of financial scandals.
These factors include: laxity in the audit process as well as relaxed accounting standards and
oversights, failed corporate governance mechanisms, and the incentives, at times perverse,
provided by executive compensation systems (Hamdan, 2020; Canada Senate, 2003). A central
cause of these accounting scandals was usually the phenomenon of earnings management
(Hamdan, 2020; Goncharov, 2005).

Abdullahi & Mansor (2015) asserts that earning management is a difficult task to need a long
time to investigate and disclose. Thus, understanding how institutions can provide the incidence
of frauds and assist the company resources and increase stakeholders trust. Hence,
manipulations and financial frauds are not a new practice in the firms. This resulted that many
companies have emerged to hire professional forensic accountants for decreasing frauds and
manipulations. Corporate failings in Nigeria have spurred increased research into the impact of
corporate governance practices in Nigeria and researchers noted that this particular domain is
poorly studied in comparison to the rising cases of misconduct and non-compliance (Dong,
Wang, Zhang & Zhou, 2020; Harris et al., 2019). Prior studies in this area have focused majorly
on how corporate governance characteristics impact the occurrence of earnings manipulation
within the financial services industry like commercial banks and insurance companies. In this
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study, Independent Board size and Audit Committee Composition are the key variables used as
proxies for corporate governance.

Also, the audit committee and board independence were also identified as key factors to reduce
earnings management practice by the managers, although studies on board gender diversity,
such as those by Aisha (2021); Onuoha, Joshua, Sarutu & Agbi (2021) and Olufemi (2021),
found that board gender diversity does not affect the quality of financial report. Therefore, this
research aims to delve into the effects of corporate governance on earnings management and
explore whether the implementation of International Financial Reporting Standards (IFRS)
could serve as a transformative remedy to these endemic problems. The study investigate the
pivotal roles of board independence and audit committee composition in safeguarding financial
integrity, addressing gaps left by previous studies Aisha (2021); Onuoha, Joshua, Sarutu &
Agbi (2021) and Olufemi (2021) and exploring new dimensions in the independent board size
and composition of audit committees as mandated by CAMA 2020. This study not only probes
the complex interplay between corporate governance and earnings management but also
evaluates how the adoption of IFRS could potentially enhance financial transparency and
restore stakeholder confidence in emerging markets like Nigeria.

2. Literature review and hypothesis Development

2.1 Theoretical framework

Agency theory. This study is built on agency theory being a theory of organizational process,
behavior and outcome. Agency theory provides insight and understanding of corporate
processes and designs to address emerging problems from the principal-agent relationship.
According to (Alfadhael & Jarraya, 2021; Jensen & Meckling, 1976), the principal-agent
relationship is defined as a contract under which one or more persons (the principal) engage
another person (the agent) to perform some services on their behalf which involves delegating
some decision making authority to the agent.

In contemporary literature, agency theory emerges as a prominent framework for explaining
behaviors surrounding earnings management. It posits a clash of interests between management
and shareholders, wherein managers might prioritize their own concerns over those of
shareholders (Alfadhael & Jarraya, 2021; Liu et al., 2010). The resultant expenses arising from
this conflict are termed agency costs. According to agency theory, managers tend to favor their
own advantages over those of other stakeholders, necessitating mechanisms like performance-
based compensation to counteract this inclination and promote responsible stewardship of the
enterprise. As a result, managers are motivated to partake in earnings management tactics to
bolster their personal financial interests.

To safeguard their interests or stay in their position, agents are willing to provide shareholders
with a favorable view of the company's financial status, according to Alfadhael & Jarraya
(2021). However, agency problems arise when the agent's wealth maximization is not always
achieved in parallel with the shareholders' capital maximization. It is plausible that directors
may experience pressure to manipulate compensation to enhance their sense of value. The
author further contends that companies will incur significant agency fees if they participate in
dishonest earnings management. However, if managers are in charge of and oversee the
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management of shareholdings, then managers' and owners' objectives ought to coincide
to reduce earnings management, as managers and shareholders have an equal stake in the
business.

From a research perspective, agency theory is a theory that explains and predicts agency
problem/agency cost. It further explains and predicts managerial and organizational behavior
and outcomes. The assumptions of agency theory include the followings: (1). it comprises two
parties: principal and agent. The principal is expected to supply the capital, bear risks and
construct incentives, while the agent is required to complete the tasks, make decisions on behalf
of the principal and to bear risks (of a secondary type). (2). the outcome of the firm’s
performance is observable/measurable and can be contracted upon. (3). it is not always that the
interest of the principals and agents are aligned (Bebuck et al., 2000). (4). the efficiency of the
principal-agent relationship depends on individualistic and opportunistic interest held by each
party. (5). agency cost is increased by information asymmetry.

From this theory therefore, it can be deduced that earnings management is a form of agency
cost. This is so because the practice of earnings management by managers toward achieving
their target and consequently incentive bonus at all cost is a possible problem capable of
affecting organizational outcome negatively. Organizational outcome is multidimensional
which may take the form of financial performance; operational performance; stock market
performance and corporate failures. Since the opportunistic behavior of managers affects
organizational outcome, it is expected that self-motivated management of earnings would affect
firm value. Based on this expectation, this study hypothesized the following hypothesis:
earnings management has no significant difference between pre and post IFRS adoption
amongof listed manufacturing companies in Nigeria, independent Board Size has no significant
relationship on earnings management in post IFRS adoption period among the listed
manufacturing companies in Nigeria, audit Committee Composition has no significant
relationship on earnings management in post IFRS adoption period among listed manufacturing
companies in Nigeria and IFRS adoption has no significant moderating effect on the
relationship between earnings management and corporate governance of listed manufacturing
companies in Nigeria.

3. Methodology

3.1 Data source and sample

Secondary source of data was employed in this study. As such, data were extracted from the
financial reports of sampled firms. The population of the study consists of all listed
manufacturing firms sector on the Nigeria Exchange Group except the firms in the financial and
service sector. These were exempted because the industry is relatively highly regulated.
Including such sectors into the data stream could introduce large heterogeneity capable of
distorting the result of this study.

As aresult, a sampling frame consisting a total number of fifty-two (52) listed industries in the
manufacturing firms sector was used. Therefore the whole fifty-two selected manufacturing
firms fromvarious sectors form sample size for this study. According to Bluman (2009, p. 360),
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the central limit theorem posits that “approximately 95% of the sample means fall within 1.96
SD of the population mean if the sample size is thirty (30) or more”

3.2 Empirical model

The functional model for this study is specified as:

EMit=a+p,IBSit+B.ACCit+p:1FRSit+f FSIZEit+fsBIG s+fsBOADS*IFRS,+B-ACC*IFRS;
+ BsGROWTH,ABLEV:+B1:ROA!

Where:

EM = Earnings Management

o = Intercept

B1- B10 = the parameters to be estimated in the model depict the slope of the relationship and
quantify the extent of change in the dependent variable attributable to each independent
variable.

IBS = Independent Board size

ACC = Audit Committee Composition

IFRS = International Financial Reporting Standard

FSIZE = Firms Size

BIG4 = (ERNST and YOUNG, KPMG, PWC and AKINTOLA WILLIAMS DELOITEE)
IBS*IFRS = Board size interaction with [FRS

ACCH*IFRS = Audit Committee Composition interaction with IFRS
GROWTH = Firm Growth

LEV = Firm Leverage

ROA = Firm Return on Asset

i = Cross-sectional

t=Time

3.3 Variable measurement

3.3.1 Earnings management

The degree of earnings management is measured in this study using the discretionary
component of accruals. The accruals for discretion are calculated in two stages. Total accruals
(TA) are determined in the first phase using a method based on the Statement of Financial
Position (Hribar & Collins, 2002;Abogun et al. 2020). The income statement's accrual elements
(revenues and expenses) and the net working capital accounts on the Statement of Financial
Position are believed to have a connection, serving as the foundation for Statement of Financial
Redeca, v.12, 2025, e70883
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Position estimation (Paulo, 2007). A number of writers, including Hirshleifer et al.(2009), Kang
et al.(2010), Dechow et al.(2012), Martinez (2008), and Medeiros et al. (2019), have estimated
accruals using the Statement of Financial Position technique. Total accruals can be estimated by
referencing the Statement of Financial Position using the following method:

TACC; =ACA; — ACLyy — ACASH+ADCL;i — DEPjt ovvveeveeeieeiie i iiieannennn (1)
TAic

Where:

TACCit = Represents the total accruals of firm i during year t;

ACAit = Indicates the variation in current assets for firm i in year t;

ACLit = Denotes the change in current liabilities for firm i in year t;

ACASHit = Signifies the alteration in cash and cash equivalents for firm i in year t;
ADCLit = Reflects the change in debt included in current liabilities for firm i in year t;
DEPit = Stands for the depreciation and amortization expense for firm i in year t; and
TAit-; = Represents the total assets at the inception of the year for firm 1 in year t.

A modified Jones model (Dechow et al., 1995; Medeiros et al., 2019) was used in the study's
second phase as a stand-in for accrual earnings management. This modification seeks to
differentiate between discretionary and non-discretionary accruals in order to alleviate some of
the prior shortcomings of the Jones model. It is assumed that non-discretionary accruals are a
predictable, linear function of variations in sales, corrected for variations in the amount of
property, plant, and equipment and accounts receivable. Thus, in line with previous studies, we
performed regressions using these identified accruals determinants on the total accruals (TA)
obtained in the first phase.

DACCi = TACCiyTAi1 [0:(1/TAi-1)+0:[(AREVi-AREC/TA 1) |+a(PPE/TAw1)] ... (2)

Where:

TACC; = Signifies the comprehensive accruals of firm 1 at time t.

TAit-t = Represents the total assets' book value of firm 1 at the end of year t-1.
AREVit/TAit-= Represents the sales revenue of company 1 in year t, adjusted for revenue in
year t-1 and TAit-,.

ARECit/TAit-= Indicates the change in receivables of firm 1 from year t to year t-i,
normalized by TAit-,.

PPEit/TAit-; = Signifies the gross property, plant, and equipment of firm i at the conclusion of
year t, normalized by TAit-,.

Lastly, ei denotes the residual of the error term.

2. BIG4:The major audit firms consist of KPMG, Deloitte, Ernst & Young, and
PricewaterhouseCoopers (PWC). Therefore when a business uses one of the Big Four audit
firms (KPMG, Deloitte, Ernst & Young, or PricewaterhouseCoopers) the dummy variable takes
on the value of "1"; otherwise, it takes on the value of "0".

Growth:Determine the revenue variation by deducting the prior period's revenue from the
current period's revenue, then dividing the result by the prior period's revenue.
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3. Independent Board size:Under CAMA 2020, all public companies are required to have at
least three independent directors on the Board, the dummy variable takes on the value of "1";
otherwise, it takes on the value of "0".

4. Audit Committee composition:-In CAMA 2020, the audit committee of a public company
should have 5 (five) members i.e., 3 (three) shareholders and 2 (two) non-executive directors
with at least one member being a member of a professional accounting body in Nigeria
established by an Act of the National Assembly. Dummy variable takes “1”, otherwise it takes
“0”.

5. Firm size: Larger firms have a greater incentive to earnings management. Firm size in this
study is measured by the logarithm of total assets.

6. Leverage: This was included in the study model to control for differences in the capital
structure of the sampled firms .It is measured as the ratio of long-term debt to total assets.

7. Return on Assets:Total profit after tax divided by the total assets.

8. International Financial Reporting Standard:Dummy variable which is equal to “0” between
2007 and 2011 and “1” if company uses IFRS between, 2012 and 2022.

3.4 Estimation technique

The study defined and estimated panel regression models. The Hausman test was used to assess
which estimating method fixed effect (inside estimator) or random effect (between estimators)
was more suited. Consequently, the models were estimated using a fixed effect estimation
technique because the Hausman test result indicated that the firm-specific characteristic was
significant but not random. Pool-ability was examined under the assumption that the sampled
firms throughout the period under consideration showed homogeneity in order to ascertain
whether the panel data could be pooled. However, the observation from the sample firms from
each variable in the study were of varying sizes hence the tendency of large variance across
firms. As a result, OLS method with robust standard error was employed in estimating the
yearly cross-sectional model. This was done to address the issue of heteroscedasticity which is
one of the violations of the basic assumptions of the traditional Ordinary Least Square (OLS)
estimation technique. Moreover, the T-statistics and F-statistics were used to test the hypotheses
and the fitness of the models, respectively.

4. Results and discussion

4.1 Summary statistics
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Table 1. Descriptive statistics

Variables Observation  Mean Max Min Std.Dev Skewness  Kurtosis |
EARM 668 -3.02 3.19 -1.54 2.14 0.00 0.00
IFRS(ADOPTIO 668 0.74 1 0 0.44 0.00 0.00
N)

AUDIT(BIG4) 668 0.62 1 0 0.44 0.00 0.00
IBS 668 0.54 1 0 0.50 0.097 0.00
ACC 668 0.91 1 0 0.29 0.00 0.00
SIZE 668 10.07 12.42 0 1.09 0.00 0.00
FLEV 668 0.49 104.60  0.00055 5.60 0.00 0.00
ROA 668 0.53 91.35 -4.21 6.08 0.00 0.00
REVGR 668 6.23 1.62 -1 1.47 0.00 0.00

Source: Researchers computation (2024).

Table 1 displays comprehensive descriptive statistics for both the dependent and independent
variables of the research. According to the data provided in the table, it is evident that the lowest
level of EM among the manufacturing firms listed in Nigeria is recorded at -1.54%. This
suggests the existence of firms with an average level of EM practice among manufacturing
entities in Nigeria. However, company with the highest possibility of earnings manipulation has
about 3.19%, while the average in the sector is -3.02% implying that, manufacturing firms in
Nigeria are in line with the theoretical proposition of Healy (1985) and the empirical work of
Uwuigbe and Jimoh (2009) that manufacturing firms in Nigeria tend to overstate earnings as a
result of beating or meeting the analyst forecasts.

Additionally, the outcome of the descriptive data shows that audit quality contributed, on
average, 62%. This suggests that approximately 74% of the sampled manufacturing companies
complied with IFRS during the time under consideration, although approximately 62% of the
firms chosen underwent audits by the BIG4 (ERNST and YOUNG, KPMG, PWC and
AKINTOLA WILLIAMS DELOITEE). (IBS), Mean = 0.54 which implies that earnings
management practice in Nigerian manufacturing 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. The mean value of Audit Committee Composition (ACC) stands at 0.91, suggesting
that typically, a company's audit committee consists of approximately three members on
average. The size of firms was assessed by taking the natural logarithm of their total assets,
resulting in an average of 10.07 and a standard deviation of 1.09. This indicates substantial
diversity among manufacturing companies listed in Nigeria in terms of their size. Such diversity
likely arises from variations in company sizes within this sector. Financial leverage was
assessed using the total debt to total assets ratio, with a mean value of 0.46 and a standard
deviation of 5.42. The range of this ratio was substantial, with a maximum of 104.60 and a
minimum value of 0. The standard deviation of the sample firms for financial leverage was also
higher than the mean and this could be justified by the losses suffered by some of the sampled
companies. Return on assets was calculated as the net profit after tax to total assets ratio,
resulting in a mean value of 0.53 and a standard deviation of 6.08. The higher standard deviation
compared to the mean suggests that some sampled firms experienced significant losses.
Revenue growth was assessed through the percentage alteration in revenues, showing an
average value of 6.23 and a standard deviation of 1.47. Furthermore, all variables have a normal
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distribution according to the analysis of skewness and kurtosis, which evaluates normality and
finds outlier or extremes within the variables. This implies that there is no outlier bias in the
collected data, which increases the data's suitability for generalization.

Table 2. Correlation matrix.

EARM IFRS IBSACCAUDIT SIZE FLEV ROA REVG

EARM1.0000

IFRS -0.01711.0000

IBS -0.057 0.0351 1.0000

ACC -0.1688 0.0254 0.10981.0000

AUDIT 0.00040.0600 -0.0507 -0.0093 1.0000

SIZE -0.49200.15420.0260 0.28830.0055 1.0000

FLEV 0.0099 0.0307 -0.0842-0.18970.0180 -0.0424 1.0000
ROA -0.3054-0.0656 0.15980.1664 -0.0207 0.2757 -0.11491.0000
REVG -0.55230.10620.0731 0.3424 -0.0021 0.8808 -0.1068 0.42161.0000

Source: Researchers computation (2024).

According to the sampled firms' correlation matrix results, there is a negative connection of up
to 1.17% between IFRS and earnings management in Nigerian listed manufacturing companies.
This suggests that the implementation of IFRS lessens the likelihood that Nigerian
manufacturing companies that are publicly traded will manipulate their earnings. Document a
noteworthy inverse association between Board Size (IBS) and earnings management of 6%. The
association suggests that there is a decrease in earnings management with a greater board size.
Additionally, the Audit Committee Composition (ACC) and the Earnings Management
Variable (17%), both showed negative relationships. This shows that listed industrial
companies in Nigeria have less of an incentive to manipulate their earnings due to the makeup of
their audit committee. The firm's size (SIZE) exhibited a significant negative
correlation of 5% with the earnings management factor. This indicates that as the firm expands
in size, there is a tendency for earnings management to decrease. Conversely, return on assets
(ROA) exhibits a negative correlation and a strong association with earnings management,
reaching 30%. Furthermore, leverage is significantly associated with earnings management at
0.9%. Notably, there is a substantial negative correlation of 51% between revenue growth and
earnings management strategies. This suggests that fast-growing businesses might feel
compelled to manipulate earnings in order to align with capital market projections. An in-depth
examination of the correlation matrix uncovered that none of the explanatory factors showed
absolute correlation, indicating that our model isn't affected by multicollinearity.
Multicollinearity, arising from high correlations among explanatory variables, can skew
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coefficient standard errors and lead to inaccurate signs or exaggerated magnitudes in estimated
model coefficients.

4.2 Differences in Earnings Management before and after IFRS

Adoption

Table 3. Two Sample t-test for the Means of EM (Modified Jones Model) of Firms (Pre & Post-IFRS)

Groups Obs Mean St.Err StdDev. 95%conf.interval

Pre-IFRS 162 4.22 2.55 3.24 -8.10 9.26

Post-IFRS 506 -1.36 7.21 1.62 -2.77 5.92

Combined 668 -3.02 8.29 2.14 -1.63 1.62

Diff 5.58 1.92 1.81 9.36
t=2.9023 Signf.= 0.0038

Source: Researchers computation (2024).

Table 3 illustrates the mean and standard deviation figures pertaining to the earnings
management variable both prior to (Pre) and subsequent to (Post) the integration of IFRS.
Preceding the implementation of IFRS, the Modified Jones Model yielded an average earnings
management value of 4.22, with a standard deviation of 3.24, based on a sample size of 162.
Following the adoption of IFRS, with a sample size of 506, the mean earnings management
registers at -1.36, accompanied by a standard deviation of 1.62, delineating the degree of
deviation from the mean. The calculated t-statistic of 2.9023 demonstrates statistical
significance at the 0.0038 level. However, at the 5% (0.05) significance level, it is not
considered significant. Consequently, the null hypothesis, stating "There is no significant
difference in earnings management pre and post IFRS adoption” is rejected. Hence, we can infer
a notable distinction as the average earnings management prior to IFRS adoption (4.22)
surpasses the average earnings management post-IFRS adoption (-1.36).The significance of this
lies in its contribution to our comprehension that before the introduction of the International
Financial Reporting Standards (IFRS), listed companies on the Nigeria Stock Exchange Group
(NGX) showed a higher tendency towards earnings manipulation compared to the period after
the adoption of IFRS. These findings are consistent with previous studies by Key & Kim,
(2020), Hasan & Rahman, (2019) and Barth et al. (2008), which also noted a decrease in
earnings manipulation following the adoption of IFRS when compared to earlier periods.

4.3 Estimation results

Table 4. Summary of Regression Result Robust

Variables  Coefficient Std. Error t-Statistic P-Values (95% Interval
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Cof.)

Constant 1.07 9.91 1.08 0.280 -8.75 3.02
IFRS -9.24 8.04 115 0.251 -2.50 6.55
IBS 2.83 3.99 0.71 0.477 -4.99 1.07
ACC .64 2.78 -0.95 0.343 -8.11 2.82
BIG4 1.69 1.44 1.17 0.241 113 451
SIZE -1.99 7.70 -0.26 0.796 171 1.31
LEV 7.28 2.45 2.97 0.003 2.46 1.21
REVGR -0.493 0.095 -5.16 0.000 -.6798 -0.305
ROA -8.82 3.02 2.92 0.004 -1.48 -2.89
IBS*IFRS -3.54 3.99 -0.89 0.376 -1.14 431
ACC*IFRS 3.41 2.87 1.19 0.234 2.22 9.04

R-squared = 0.1697
F-Statistics = 6.60
Prob. (F. Sig) =0.0000
Hausman test =2.99

Prob>chi2=  0.9648

Source: Researchers computation (2024).

The comprehensive Ordinary Least Squares (OLS) regression findings illustrated in Table 4
unveil a cumulative R-squared value of 0.1697, representing the multiple coefficient of
determination. This suggests that a combination of variables including Independent Board Size,
Audit Committee Composition, Leverage, Firm Size, Return On Asset, Revenue Growth, and
the interaction between I[FRS (IBS*IFRS and ACC*IFRS) collectively explained about 17% of
the systematic differences observed in earnings management practices within the
manufacturing firms listed in Nigeria. Additionally, with an F-statistics value of 6.60, it
indicates that the model fits well and is statistically significant at the 1% level. Consequently,
the model is deemed suitable, demonstrating that the chosen explanatory variables are
appropriately selected, integrated, and effectively utilized, attributing to the significant
contribution of corporate governance. Hence, this research relies on the discovered findings.

The findings from Table 8, regression analysis indicate several key points. Firstly, the
independent board size demonstrates a positive t-value of 0.71, indicating a positive correlation
with earnings management in the absence of IFRS interaction. Conversely, the interaction term
between independent board size and IFRS (IBS*IFRS) shows a negative correlation of -0.89,
suggesting a significant association with earnings management practices. This suggests that
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both independent board size alone and its interaction with IFRS contribute to earnings
manipulation in quoted manufacturing companies in Nigeria.

The findings further illustrate that the audit committee's composition, without involvement with
IFRS, yields a negative t-value of -0.95, significant at the 5% level. This contrasts with the
positive t-value of -1.19 observed after ACC interacts with IFRS (ACC*IFRS). This suggests
that IFRS does not moderate the effect of audit committee composition, failing to mitigate
instances of earnings management. Additionally, the results suggest that larger audit committee
sizes correspond to a decreased likelihood of utilizing discretionary accruals. This may be a
result of the silence of IFRS in providing a financial reporting framework and how the standards
offer a choice concerning the composition of audit committee members.

With a t-value of 1.17, the BIG4 audit firm exhibits a positive yet modest significance
concerning the control variables of earnings management within Nigerian manufacturing
companies. This suggests that as audit quality improves, there is a corresponding decrease in
earnings management. An additional reason for using high-quality audit work as a defense
against earnings manipulation could be the greater capacity of Big 4 auditors to provide higher-
quality and more professional qualitative services than non-Big 4 auditors. A t-value of -0.26,
significant at the 1% level, indicates that company size has a negative and statistically
significant impact on the degree of earnings management practices among Nigerian listed
manufacturing firms. This means that a company is more likely to limit its use of profits
management techniques as it grows. Additionally, with a t-value of 2.97 and a p-value of 0.003,
the results indicate that leverage is positively and weakly correlated with listed manufacturing
firms in Nigeria that practice earnings management. It can be inferred from this that
organizations with lower leverage are less likely than those with higher leverage to manipulate
earnings. On the level of earnings management, revenue growth (REVGR) seems to be having a
negative and negligible effect. Ultimately, it was determined that, with a significance level of
1%, Return on Asset (ROA) exerted a positive and statistically significant impact on the
earnings management technique.

The Hausman test was utilized to determine which model, either the fixed-effect or random-
effect models, performed better. According to the Hausman test, the random-effect model
emerges as the optimal choice, supported by a p-value (0.9648) exceeding the 0.05 significance
threshold. Consequently, this study rejects the null hypothesis and upholds the random-effect
model's outcome. This suggests that all pertinent predictors of earnings management in quoted
manufacturing firms, as sought by the researcher, are incorporated in the study. However, it's
essential to note that the applicability of random effects is confined to the experimental
conditions.

4.4 Discussion

Given that the average earnings management prior to the adoption of IFRS (4.22) exceeds the
average earnings management subsequent to IFRS adoption (-1.36), which infer a significant
disparity in earnings management. These conclusions stem from the outcomes of a hypothesis
test conducted in pursuit of research objective one. These findings align with previous studies
by Fallatah (2021), Key & Kim (2020), Barth et al. (2008), and Rahmellia (2009), all of whom
observed a decline in earnings management following the transition to IFRS compared to
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preceding periods. However, these results are contrary to those of Xu (2014), and Leuz et al.
(2003), who suggested that the adoption of IFRS doesn't consistently mitigate earnings
management practices.

The adoption of IFRS appears to be influenced by the size of the independent board, according
to the findings of the hypothesis tested which aligned with research objective. But according to
the study, there is no situation in which the adoption of IFRS has a major impact on earnings
management because of the size of the independent board alone. When taken out of the context
of IFRS, the results show a weak positive link (0.71) between the size of the independent board
and earnings management. On the other hand, a negative association (-0.89) is seen when taking
into consideration the interaction between independent board size and IFRS (IBS*IFRS), albeit
one that is statistically insignificant. These findings suggest that, in the existence of an
independent board size, the required adoption of IFRS has no effect on reducing earnings
management. As a result, it implies that among quoted manufacturing companies in Nigeria, a
greater number of independent directors is associated with a higher risk of participating in
earnings manipulation activities. This suggests that the size of the independent board has no
bearing on the methods used by listed Nigerian industrial companies to manage their earnings.
This finding is consistent with earlier research by Saona et al. (2020), Azzam (2020), Azeez et
al. (2019), Amran et al. (2016), and Idris et al. (2018), which discovered in a similar manner that
a board with a higher percentage of independent directors is generally more successful in
limiting earnings management practices.

Based on the outcomes of the hypothesis test aligned with research objective, it is further
evidence that the size of the audit committee does not significantly influence the differential
impact of IFRS adoption on earnings management. Initially, the audit committee composition
exhibited a negative correlation (-0.95) and significant at a 5% level of significance prior to its
interaction with IFRS. On the contrary, subsequent to the adoption of IFRS, there is a notable
positive correlation (1.19) observed in the change in position (ACC*IFRS), indicating statistical
significance regarding earnings management. This suggests that the integration of IFRS does
not moderate the impact of audit committee composition within the realm of listed
manufacturing firms in Nigeria. Consequently, the composition of the audit committee doesn't
significantly influence the practice of earnings management. Thus, the study does not refute the
third null hypothesis, indicating that the interplay between audit committee composition and
IFRS (ACC*IFRS) might not alleviate instances of earnings management. These results are
consistent with earlier studies by Jatiningrum et al. (2020), Setiawan, Phua, Chee, and
Trinugroho (2020), indicating that audit committee size does not play a role in reducing
earnings management., which similarly highlight a negative association between committee
size and earnings management following the interaction of audit committee composition with
IFRS (ACC*IFRS). This observation may be attributed to the similarities between IFRS and
local GAAP accounting policies regarding audit committee composition.

Based on the results of a hypothesis test aligned with research objective four, the analysis
regarding the moderating impact of IFRS on earnings management suggests that there was no
significant interaction observed among listed manufacturing firms in Nigeria. This indicates
that the interplay between these variables does not exert a notable influence on earnings
management. Consequently, investors need not overly concern themselves with the potential
moderating effect of IFRS on earnings management within quoted manufacturing firms in
Nigeria. One possible explanation for this finding could be that, despite being a principle-based
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accounting standard, IFRS exhibits minimal deviation from NGAAP, a rule-based accounting
standard. Notably, when considered in isolation, IFRS was found to have a statistically
significant negative impact at the 1% level, indicating that IFRS alone cannot effectively deter
earnings manipulation in quoted manufacturing firms in Nigeria. This aligns with studies of
Callaoa and Jarnea (2010), Domenico and Ray (2011), and Li and Park (2012), which also
provided empirical evidence suggesting that corporate governance lacks the ability to
sufficiently curtail earnings manipulation in corporations.

5. Conclusion

It is clear from the data analysis that corporate governance practices more especially, the
makeup of audit committees and the size of independent boards as well as the application of
IFRS have a negative impact on earnings management. As a result, under IFRS, there is a
negative link between the number of independent directors and the makeup of audit committees.
In line with the first goal, the research confirms a significant difference between publicly traded
companies' earnings management practices before and after the implementation of International
Financial Reporting Standards. T-test results support the alternative hypothesis, showing a
significant decline in earnings management after IFRS adoption relative to the pre-
implementation period.

Furthermore, considering IFRS interaction, the size of the independent Board is the only factor
that significantly influences the drop in management practices during the period of IFRS
implementation. Stakeholder theory's premise that small numbers are efficient leads to the
possibility that companies with a smaller audit committee membership may be more
conservative with their profits management. This may be the case since the capacity and ability
of other shareholder classes to abstain from controlling earnings will significantly enhance the
capacity and capability of overseeing management. Inversely, it is apparent that leverage is not
viable control variable as it reveals insignificant p-value. The study concludes that IFRS
adoption does not significantly moderate the relationship between corporate governance and
earnings management of Nigerian manufacturing firms to abstain from the menace of earnings
manipulation.
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