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Abstr ac t

he study examined the impact of executive compensations on earnings Tmanagement of listed industrial goods rms in Nigeria. Correlational research 
design was adopted and the panel regression technique of data analysis was 

applied using Modied Jone's Model. Secondary data of a sample of nine (9) rms for a 
period of Ten years (2011-2020) was used and the study found after controlling the effects 
of rm size that Share-Based Payment and Fixed salary and allowances have a signicant 
negative impact on the earnings management of listed industrial goods rms in Nigeria. 
Indicating that earnings management reduces as the directors receive more shares and 
xed salaries and allowances from their companies, and the results is signicant at 99% 
condence level. The results also revealed that bonus payment has a signicant positive 
effect on the earnings management of listed industrial goods rms in Nigeria, suggesting 
that earnings management increase as the directors receive more bonuses from the 
companies, and the results is statistically signicant at 95% condence level. The study 
recommends that the policy-makers should provide adequate regulation on the 
determination of executive compensations, especially equity share payments to the 
directors of listed industrial goods rms. The study also recommends that the 
shareholders of the listed industrial goods rms in Nigeria should consider the 
improvement in the remuneration of executive directors.
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Compensations and rewards paid to executives have been blamed for reason of 

committing earnings management in the corporate world. This is especially 

compensations are tired to rm performance which is linked to accounting earnings. Firm 

executive received compensations in form share-based payment and cash base. Executive 

compensation and equity incentives payment seems to present a paradox in terms of 

giving a contribution to rms. Its use may relate to some rms' characteristics and it may 

represent important and relevant information to owners and management. The negative 

side regarding the use of share-based payment related to an opportunistic behavior that 

may be replaced once potential users of this incentive remuneration plan are aware of the 

benets of its use when appropriate. Equity compensation allows the executive of the 

rm to share in the prots via appreciation and can encourage retention, particularly if 

there are vesting requirements. Equity compensation has been used by many public 

companies and some private companies. From another perspective, the level of shares 

held by directors is expected to be associated with the level of earnings management. 

There are two opposing arguments in respect of directors' ownership and earnings 

management. First, is the alignment of interest hypothesis which was proposed by Jensen 

and Meckling (1976), that when managers' ownership stake in a rm increase, it reduces 

Background to the Study

The inconsistency in the laws and the choices allowed in the accounting policies have 

often called for the exercise of judgement and estimates in preparing nancial statements. 

The implications of exercising such judgments are that the self-serving information 

provided by managers may be as a result of the manager's intention to inuence a 

particular contractual outcome amongst others that relies on reported earnings or to 

mislead the stakeholders about the underlying economic performance of its organization. 

Therefore, the issue of occasional judgement in accounting has come to stay rather than its 

possible elimination. Hence, serious efforts need to be made by researchers to provide 

factors through which the level of discretion by management can be minimized. 

Earnings management has been the subject matter in literature of corporate research since 

the occurrence of nancial scandals around the world in the Enron Corporation, and 

WorldCom in the U.S, and Cardbury in Nigeria, among others. These have attracted the 

attention of many among practitioners, the regulators, researchers and other 

stakeholders in getting possible solutions to crisis in corporate businesses around the 

world (Farouk, 2014). There are also cases of earnings management in Nigeria which has 

brought poor nancial reporting and corporate failure. In addition, earnings 

management practice has been on the increase in recent years, especially among the 

Nigerian rms. For instance, cases of earnings management to obtain undeserved 

accounting-based rewards through the presentation of an exaggerated, misleading or 

deceptive state of nancial affairs. This was witnessed in cases relating to the defunct 

Oceanic Bank Plc, Afribank Plc and Intercontinental Bank Plc. Therefore, there is the need 

to identify the factors that could reduce the level of earnings manipulations by 

corporations in Nigeria, particularly in the listed industrial goods sector which serves as 

one of the most vital to the Nigerian Economy. 
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the agency conict between shareholders and managers which could, in turn, reduce the 

scope for opportunistic behavior on the part of managers.  Second, it proposes the 

entrenchment hypothesis which states that ownership stakes beyond a certain level could 

put managers in a dominant position, which they can use to exploit external minority 

shareholders. However, taking a position on these arguments, it will be guided by linking 

executive compensation through share ownership with earnings management.

Moreover, remuneration paid to the board of directors could have a signicant 

relationship with earnings management. There are two conicting questions about 

executive remuneration. First, is it board remuneration that inuences earnings 

management? Second, is it earnings management that drives board remuneration? The 

focus of this study is on the notion that when executive directors are paid high 

remuneration, there will not be need for them to engage in earnings management. But 

when their payment is tied to performance, the managers may be tempted to manipulate 

the accounting earnings to attract higher pay. It is based on this argument that this study 

examines the effects of executive compensation on earnings management of industrial 

goods rms in Nigeria. 

i. Investigate the effects of share-based payment to directors on earnings 

management of listed industrial goods rms in Nigeria. 

ii. Determine the effects of xed salary and allowances payment to directors on 

earnings management of listed industrial goods rms in Nigeria. 

Hypotheses of the Study 

iii. Examine the effects of bonus payments to directors on earnings management of 

listed industrial goods rms in Nigeria. 

Based on the above highlighted objectives, the following hypotheses are formulated in 

null form to be tested in chapter four of this study: 

Ho : � Share-Based payments has no signicant effect on earnings management of listed 1

industrial goods rms in Nigeria.

The main objective of the study is to examine the impact of executive compensations on 

earnings management of listed industrial goods rms in Nigeria. The specic objectives 

of the study are to: 

Ho : � Fixed salary and allowances have no signicant effect on earnings management of 2

listed industrial goods rms in Nigeria.

Ho : �Bonus payments have no signicant effect on earnings management of listed 3

industrial goods rms in Nigeria.

Objectives of the Study 

Scope and Signicance of the Study 

The study examines the effects of executive compensations on earnings management of 
st

industrial goods rms listed in the Nigerian Stock Exchange (NSE) as at 31  December 

2020. The study covers a period of Ten (10) years, starting from 2011 to 2020. The 
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Literature Review

justication for choosing this period is that it coincided with the period of commencement 

of new corporate Governance practices in Nigeria.

Douglas (2020) attempts to nd correlations between indicators of real earnings 

management and three different forms of CEO compensation. The study follows to a 

paper by Roychowdhury, titled “Earnings Management Through Real Activities 

Manipulation” and calculate abnormal cash ow from operations, and abnormal 

production. These indicate usage of overproduction, reduction of discretionary expenses, 

and moving sales across periods (Roychowdhury, 2006). For forms of CEO compensation, 

the study measures them as a ratio of total compensation; and track salary, bonuses, and 

stock ownership. The ndings show that all three of these are signicantly correlated to 

both of our real earnings management indicators. Bonuses have a positive correlation to 

abnormal production, and a negative correlation to abnormal cash ow from operations. 

Temple, Ibanichuka and Ofurum (2020), empirically investigate equity incentives and 

executive compensation and how they affect real activity management in quoted 

industrial goods rms in Nigeria. The dependent variable that is real activity 

management was determined using Roychowdhury models, while the independent 

variables were proxy by executive stockholdings, bonuses, and xed salaries. Cross-

sectional data were sourced from the audited nancial statements of the rms. The 

Ordinary Least Square (OLS) method of co-integration, unit root, and Granger causality 

tests were used to determine the extent to which equity incentives and executive 

compensation affect real activity management. After cross-examination of the validity of 

the pooled effect, xed effect, and random effect, the study accepts the random effect 

model. The study found that the model, the independent variables explain only 6.9 

percent variations on the real activity management. The beta coefcient found that 

executive stockholdings, bonuses, and xed salaries have a positive effect on real activity 

management. The study concludes that equity incentives and executive compensation do 

not have any signicant effect on real activity management of quoted industrial goods 

rms in Nigeria. The study recommends that the policymakers need to provide adequate 

regulation on the determination of equity incentives of the directors of listed companies; 

this will reduce the negative effect of ownership concentration for directors and the 

overbearing inuence of directors in annual general meetings.

Students and researchers will benet from this study as it will contribute to the existing 

literature in this area on directors' remunerations and earnings management and nancial 

reporting quality. It will enable the SEC and the industrial goods rms to reap the benets 

of the need to re-structure, re-compose, re-organize and diversify their governance 

mechanisms along the ndings of the study. The result would have an important policy 

implication as it striving to improve transparency and quality of nancial reporting in the 

industrial sector. Especially in assessing the effectiveness and otherwise of the existing 

audit committee and the board in ensuring quality nancial reports devoid of nancial 

misstatement. 
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Chou and Chan (2018), investigated the impact of CEO characteristics on real activities 

manipulation achieved by changing the normal operational decisions purposely using a 

sample of 73 banking institutions with SIC code 6020, 6035 and 6036 during the period 

2004 to 2007. Their results present a negative relationship between real earnings 

management (REM) and some CEO characteristics, including CEO tenure, the 

directorship on the audit committee and the level of diligence as well. High CEO 

compensation is found to increase the real earnings management while the levels of pay-

performance sensitivities have different inuences on it at banks with CEO high (HPPS) 

and low (LPPS) pay performance-sensitivity respectively. CEO experiences turn out to 

have a positive effect on earnings management at HPPS banks and a negative effect on 

LPPS. CEO power has a signicant inuence on HPPS bank's REM but it is not supported 

in LPPS banks. Holding other directorship has a signicantly positive effect on earnings 

management at HPPS while it is not at LPPS bank. On the contrary, the CEO's meeting 

attendance and total compensation have positively affected REM at LPPS but they are not 

at HPPS. Lastly, they astonishingly found that only CEO experience and profession have 

a signicant moderate effect on the bank's REM after the nancial crisis of 2008, however, 

all CEO characteristics have signicant impacts on the bank's earnings management 

before the crisis. They concluded that experienced CEOs are easy to window-dressing 

nancial statements when facing a serious nancial crisis.

Kim et al. (2018), studied CEO and outside director equity compensation: Substitutes or 

complements for management earnings forecasts. The study was aimed at examining 

how chief executive ofcers' equity compensation and that given to the outside directors 

affect management earnings forecasts and to also ascertain the relationship between 

these ofcers as concerns their compensation. The researchers carried out the 

Salary is positively correlated to both our indicators, and ownership is negatively 

correlated to both our indicators. The study concludes that yes, the makeup of a CEO's 

compensation has a signicant effect on the usage of real earnings management within 

the company.

Nelson and Rahim (2018), examined earnings management's inuence on directors' 

remuneration. Taking a calculation of the empirical evidence of earnings management, 

rm performance, and directors' remuneration, the study was able to demonstrate that 

pay-performance is not inuenced by earnings management. Data for the study were 

extracted from the annual reports of 678 non-nancial public listed companies in 

Malaysia from 2009- 2011 giving rise to nal 2021 observations. The ndings highlighted 

that earnings management played no role in determining the directors' remuneration. 

However, the ndings documented a signicant and positive association between the 

directors' inuence and the directors' remuneration. This study contributes to the 

growing literature by providing evidence which demonstrates that pay-performance 

was not directly inuenced by earnings management but by the inuence of the executive 

directors. More importantly the study documents even under strong governance, 

Malaysian listed rms are inuenced by the executive directors.
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investigation by using data for CEO and director compensation and management 

earnings forecasts from 2006 to 2011. The results of their ndings showed that equity 

compensation has a positive relationship with various measures of disclosure quality 

including management forecast likelihood, management forecast frequency, and 

management forecast accuracy and also the incentive mechanism involving equity 

compensation of chief executive ofcers and the monitoring mechanism related with 

equity compensation of directors act as proxies for each other in adding to the frequency 

of management forecasts and management update.

Debnath (2017), attempted to analyze the nature and extent of earnings management 

practices and also to assess the impact of the rm's growth and performance on earnings 

management through discretionary accruals estimation in India. The study uses a cross-

sectional modied Jones model to estimate discretionary accruals, a proxy for earnings 

management. The researcher used a sample of 756 rm-year observations from the non-

nancial corporate sector from 2007 to 2015, using a xed-effect model. The ndings of 

the study conrmed that there is an existence of earnings management practices across 

the Indian non-nancial rms under study, which followed a mixed trend. The ndings 

further showed that the growth of the rm is positively associated with discretionary 

Li and Kuo (2017), in a study on CEO equity compensation and earnings management: 

The role of growth opportunities, obtained the rm characteristics and CEO 

compensation data of the United States of America non-nancial companies from 

Compustat and exec-comp respectively. The study nal sample comprised 6063 rm-

year observations of 1487 distinct rms from 2005 to 2009. They identied rm's growth 

opportunity determined by the Book-to-Market ratio as an organizational environmental 

factor and used the panel threshold model to examine whether the rm growth 

opportunity variable was capable of moderating this positive relation. Their results 

revealed that, for rms with relatively low growth potential, equity incentives motivate 

managers to manipulate earnings. They maintained that as rm growth opportunities 

arrive at certain thresholds, equity pay can successfully lessen the agency problem 

inherent with earnings management. They found that their results still hold and become 

even more pronounced for the nancial crisis period.

Ines (2017), examined the effect of discretionary accruals and governance mechanisms in 

the occurrence of nancial statement fraud. The sample consists of 250 annual reports 

spanning from 2006 to 2010 for listed French companies, which 45 detected fraudulent 

companies by the Financial Market Authority (AMF). Their ndings revealed that 

discretionary accruals have a positive effect on corporate fraud when distinguishing 

between positive discretionary accruals (aggressive accounting policy) and negative 

discretionary accruals (conservative accounting policy); they provide evidence that 

aggressive accounting manipulation increases the likelihood of nancial statement 

fraud. By contrast, conservative accounting policy is negatively associated with 

corporate fraud. Additionally, the outside director and ownership concentration are the 

most signicant variables of governance to explain corporate fraud. 
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Moradi et al (2015), studied the analysis of incentive effects of managers' bonuses on real 

activities manipulation relevant to future operating performance. In doing this, the 

researchers carried out their investigation into three stages. Foremost, they investigated 

the relationship between managers' bonuses, accrual earnings management, and real 

earnings management. Secondly, they examined if the management has any penchant for 

earnings management techniques to increase its bonuses and in the end, the researchers 

investigated the likely effects of earnings management on the future operating 

performance of the rms. Their study sample was made up of compositional data from 

2006 to 2012 study periods. Their ndings showed that there is a negative relationship 

between real earnings management and managers' bonuses. It was discovered that 

managers have a preference to use accrual earnings management to receive more 

bonuses. The results also indicated that real earnings management will decrease the 

performance of the rms in the future and conversely that increased in the managers' 

bonuses relates to the enhancement of the performance of the rm in the future. They 

concluded that managers are not ignorant of the negative effects of real earnings 

management on the future performance of the rm. Furthermore, they stated that 

managers have a preference to get better the performance of the rm to secure their 

bonuses especially when the management of accruals is inhibited by their lack of ability.

Marilyn (2014), examined the association between earnings management and CEO 

compensation during the period 2004 to 2013. He focused on the “option and incentive” 

component of CEO compensation and the use of real earnings management and accrual-

based earnings management. The period of examination excluded the year 2008, as it was 

the cut-off point that divides the sample period in a pre- and post-crisis sample. The study 

Fabrizi and Parbonetti (2017), using a sample of quarterly observations from US rms 

over the period 2003-2010, analyzed the impact of CEOs' equity incentives, risk-based 

incentives, and career concerns on decisions related to the earnings game. Their ndings 

indicated that CEOs trade off the various earnings game strategies according to their 

incentives. Particularly, they also found that CEOs with high equity incentives and high 

career concerns take on less in real activity manipulations as compared to executives with 

low incentives, and they are prone to substituting real earnings management with 

accrual-based earnings management and/or guiding analysts' expectations. Apart from 

the above analysis and ndings, the researchers also analyzed the economic impact of 

using real earnings management instead of accrual-based earnings management or 

guiding analysts' expectations, to meet/beat targets. Their results here indicated that real 

activity manipulation is associated with lower future market performance. They opined 

that CEOs appear to understand and anticipate this effect, and when equity incentives 

and career concerns support their interests with those of shareholders, they keep away 

from resorting to real earnings management.  

accruals while performance is negatively correlated. Nonetheless, among the other 

control variables viz; the rm's size and age were also found statistically signicant 

inuencing variables.
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Research Design

Chu and Song (2012), investigated the inter-relationship between executive 

compensation, earnings management, and over-investment. Using a sample of 196 

Malaysian public listed rms, the ndings show a positive endogenous relationship 

between executive compensation and over-investment. Measuring equity compensation 

in incentive ratio, for each percent of over-investment, one percent improvement in share 

prices will increase 23% of executive directors' equity value. Over-investment, however, 

leads to a decline in executive directors' equity value in large shareholders-controlled 

rms. Also, one percent of over-investment can explain 12% of earnings management. 

Nevertheless, earnings management does not explain the executive directors' 

compensation. In summary, aligning over investment with executive compensation 

schemes has implied that the existing compensation is insufcient for executive directors 

to align their interests with the objective to maximize shareholders' value.

The study employs correlational research design using panel data to assess the effect of 

directors' compensation on earnings management of the listed industrial goods rms in 

Nigeria. The choice of correlational research design in this study is informed by the nature 

of the research objectives, and the effectiveness of the design in testing relationships and 

impact of one variable on another. The study is designed in two steps; in the rst part, the 

study estimates earnings management (discretionary accruals from the Modied Jone's 

Model) from the residuals of the model one; in the last part, the study assesses the effect of 

directors' compensation on earnings management of listed industrial goods rms in 

Nigeria.

sample consisted of 84 individual U.S. Fortune 500 rms (756 rm-year observations) 

which had CEO compensation data and nancial data available. He got his data from the 

Execu Comp and Compustat database in Wharton Research Data Services (WRDS). The 

ndings indicated a positive association between “option and incentive” compensation 

and the nancial crisis. The study also showed that there is no signicant (negative/ 

positive) association between (real-/accrual-based) earnings management and the 

nancial crisis and that there is a positive association between real earnings management 

and CEO compensation.

The population of the study comprise of all the Thirteen (13) companies listed in the 
st

Nigerian Stock Exchange Market as at 31  December, 2020. This population is chosen 

because the industry is the most suitable for studying earnings management due to the 

largest and most important accrual in their transaction, as such, high managerial 

discretions. The sample size of the study is Nine (9) rms based on the availability of data 

that is the nancial statements of 4 rms out of the 13 were not accessible, because the 

rms were not listed on the NSE for all the period covered by this study (2011 through 

2020) as shown in Table 3.
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Table 1: Population and Sample of the Study

Sources and Method of Data Collection

The variables of the study comprise of directors' compensation and earnings 

management. Earnings management in the context of this work is measured by absolute 

discretionary accruals. Table 3 resent the measurements of the variables of the study.

Table 2: Variables Denitions and Measurements

Source: NSE 2020

The study uses the secondary sources of data, while the method of data collection 

involves nancial statements; income statement and the statements of nancial position 

of the sampled rms, for the period of ten years (2011-2020). This is because the nature of 

the study warrants using quantitative data and quantitative methods of analysis. The 

technique for data analysis is Panel regression technique after addressing the effect of 

Hettereskedasticity and other factors that may bias the results. The analysis is conducted 

using STATA 13.0.

SN  Population of the study  Sample of the study 

1
 

Austin Laz & Company Plc
 

Berger paints plc

2

 
Berger Paints Plc

 
Beta Glass plc.

3

 

Beta glass plc.

 

BUA Cement plc

4

 

BUA Cement plc

 

CAP plc

5

 

CAP plc

 

Cutix plc.

6

 

Cutix plc.

 

Dangote Cement plc

7

 

Dangote cement plc

 

Greif Nigeria plc

8

 

Greif Nigeria plc

 

Lafarge Africa plc.

9 Lafarge Africa plc. Meyer plc.

10 Meyer plc.

11 Notore Chemical IND plc

12 Portland Paints & Products Nigeria plc

13 Premier Paints plc.

Variables  Denition/Measurements  
Earnings Management 

(EMG)
 

Dened as level of discretionary accruals. Measured as residuals 

from the Model One.
 Share-Based Payment 

(SBP)

 

Dened and measured as the total value of shares paid to executive 

at year end.

 Fixed Salary and 

Allowances (FSA)

 

Dened and measured as the total annual salary and allowances 

paid to the executive directors at year end.

 
Bonuses (BNS)

 

Dened and measured as the total bonuses paid to the directors at 

year end.

Firm Size (FSZ) As control variable, is dened and measured as the natural 

logarithm of total rm’s assets.
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 TACC  = β + β (ΔREV  - ΔREC ) +β PPE  + ε ………………………………iit 0 1 it it  2 it it 

ΔREC  = Changes in receivables (current year receivables minus previous year it

receivables) of rm i in year t scaled by total assets.

Therefore, our model from which earnings management is estimated is expressed as 

follows;

Where:

TACC  = Total accruals (earnings minus operating cash ows) of rm i in year t scaled it

by total assets.

ΔREV  = Changes in revenue (current year sales revenue minus previous year sales it

revenue) of rm i in year t scaled by total assets.

EMG  = Earnings management of rm i in year tit

β , β , β , β , are coefcients; β intercept1 2 3 4 0 

ε  = Residual (Earnings Management)it

 EMG  = β + β SBP  + β FSA  +β BNS  + β FSZ  + ε …………………………iiit 0 1 it 2 it  3 it 4 it it 

After the estimation of the proxy of earnings management from model one above, the 

study tests the effect of directors' compensation on the earnings management using 

model two (model of the study). The model is mathematically expressed as follows;

Where:

And β - β  are the coefcients/parameters estimates; β intercept1 2 0 

SBP  = Executive directors share-based payment of rm i in year t scaled by total assetsit

FSA  =Executive directors xed salary and allowances of rm i in year t scaled by total it

assets

BNS  = Total bonuses paid to executive directors of rm i in year t scaled by total assetsit

FSZ  = Firm size of rm i in year tit

PPE  = Total Plant, Property and Equipment of rm i in year t scaled by total assets.it

ε = Residuals 

Results and Discussions

Descriptive Statistics

This part deals with the descriptive statistics of the data collected for the study. The 

descriptive statistics of the data collected for the variables of the study are presented in 

table 3 as follows:
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The results in table 3 show that the measure of earnings management (EMG) of listed 

industrial goods rms in Nigeria has an average value of 13.308 with standard deviation 

of 4.2806, and minimum value of 2.7447 and 19.767 as the maximum value. The standard 

deviation signied that data for the EMG deviate from both side of the mean value by 

4.2806 during the period under review. This is also an indication of wide dispersion of the 

data from the mean, thus, the data does not meet the normal distribution.

The summary descriptive statistics in table 3 shows that one of the measures of executive 

compensation, Share-Based Payment (SBP) of listed industrial goods rms in Nigeria has 

an average value of 0.0762 (0.076%) with standard deviation of 0.0884, and minimum 

value of 0 and 0.2586 (0.258%) as the maximum value. The standard deviation signied 

that data for the SBP deviate from both side of the mean value by 0.0884 during the period 

under review. This is also an indication of wide dispersion of the data from the mean, and 

the data does not meet the normal distribution. Table 3 also shows that Fixed Salary and 

Allowances (FSA) of listed industrial goods rms in Nigeria has an average value of 

0.5255 (0.526%) with standard deviation of 0.1572, and minimum value of 0.2194 (0.219%) 

and 0.682 (0.682%) as the maximum value. The standard deviation signied that data for 

the FSA deviate from both side of the mean value by 0.1572 during the period under 

review. This also indicate that the data is widely dispersed from the mean, and the data 

does not meet the normal distribution.

Moreover, table 3 indicates that Bonuses (BNS) of listed industrial goods rms in Nigeria 

have an average value of 0.2379 (0.238%) with standard deviation of 0.0907, and 

minimum value of 0.0804 (0.0804%) and 0.3912 (0.3912%) as the maximum value. The 

standard deviation signied that data for the BNS deviate from both side of the mean 

value by 0.0907 during the period under review. This is also an indication of wide 

dispersion of the data from the mean, and the data does not meet the normal distribution. 

The table also shows that Firm Size (FSZ) of listed industrial goods rms in Nigeria has an 

average value of 20.879 (natural logarithm of total assets) with standard deviation of 

0.9486, and minimum value of 19.1106 and 22.311 as the maximum value. The standard 

deviation signied that data for the FSA deviate from both side of the mean value by 

0.9486 during the period under review. Therefore, the test of normality is conducted and 

the results of data normality test of the variables are presented in table 4 as follows;

Source: STATA Output (Appendix)

Table 3: Summary of Descriptive Statistics

Variables  Mean  SD  Minimum  Maximum OBS

EMG
 

13.308
 

4.2806
 

2.7447
 

19.767 90

SBP
 

0.0762
 

0.0884
 

0.0000
 

0.2586 90

FSA

 
0.5255

 
0.1572

 
0.2194

 
0.6820 90

BNS 0.2379 0.0907 0.0804 0.3912 90

FSZ 20.879 0.9486 19.111 22.311 90
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In this section, the summary of the Pearson correlation Coefcients of the variables of 

the study are presented in Table 5 as follows; 

The study applies Shapiro-Wilk (W) test for normal data, under this technique, null 

hypothesis principle is used to check a variable that came from a normally distributed 

population. The null hypothesis of the test is that the data is normally distributed. In this 

study, table 4 indicates that data from all the variables of the study are not normally 

distributed because the P-values are signicant at 1% level of signicance. Except for BNS 

which is not statistically signicant at 5% level of signicance. Based on this, the null 

hypothesis (that, the data is normally distributed) is rejected for EMG, SBP FSA and FSZ. 

However, this suggests a more generalized tool for inferential analysis. Therefore, the 

inferential statistics of the data collected from which the hypotheses of the study are tested 

are presented and interpreted in the following section. 

Table 5: Summary of Coefcient of Correlation

Correlation Results

Source: STATA Output (Appendix)

The results in table 5 show the relationships between the executive compensation (Share-

Based Payments, Fixed Salary and Allowances and Bonuses) and earnings management 

of listed industrial goods rms in Nigeria. The table indicates that there is a signicant 

negative relationship between Share-Based Payment (SBP) and earnings management of 

listed industrial goods rms in Nigeria during the period covered by the study, from the 

Table 4: Results for Normal Data Test

Source: STATA Output (Appendix)

Variables  W  V  Z  P-Values OBS

EMG  0.9358  4.855  3.485  0.0003 90

SBP
 

0.7260
 
20.723

 
6.686

 
0.0000 90

FSA

 
0.8076

 
14.556

 
5.906

 
0.0000 90

BNS

 

0.9755

 

1.856

 

1.364

 

0.0862 90

FSZ 0.9215 5.937 3.929 0.0000 90

VARIABLES  EMG  SBP  FSA  BNS  FSZ

EMG  1.0000     
SBP

 
-0.3895

 
(0.0001)

 

1.0000
   

FSA

 
0.1704

 (0.1084)

 

-0.8556

 (0.0000)

 

1.0000

  
BNS

 

0.3999

 
(0.0001)

 

0.3186

 
(0.0022)

 

-0.3559

 
(0.0006)

 

1.0000

 
FSZ 0.3277

(0.0016)

0.1104

(0.3003)

-0.1112

(0.2968)

0.3412

(0.0010)

1.0000
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correlation coefcient of -0.3895, which is statistically signicant at 1% level of 

signicance (p-value 0.0001). This result suggests that earnings management likely 

decreases with increase in the share payments to executive directors.

The result from the table also shows a positive relationship between Fixed Salary and 

Allowances (FSA) and earnings management from the correlation coefcient of 0.1704 

which is not signicant at all levels of signicance (p-value 0.1084). This implies that 

earnings management increases with the increases in the payment of xed salary and 

allowances in the listed industrial goods rms Nigeria during the period under review. 

The result from the table 5 shows a signicant positive relationship between Bonuses 

(BNS) and earnings management from the correlation coefcient of 0.3999 which is 

statistically signicant at 1% level of signicance (p-value 0.0001). This implies that 

earnings management increases with the increases in the payment of bonuses in the listed 

industrial goods rms Nigeria during the period under review.

This section presents and analyzes the regression results of the models of the study. The 

hypotheses formulated for the study are also tested in this section based on the results, as 

presented in table 6a and 6b below;

Lastly, the result from the table shows a signicant positive relationship between Firm 

Size (FSZ) and earnings management from the correlation coefcient of 0.3277 which is 

statistically signicant at 1% level of signicance (p-value 0.0016). This implies that 

earnings management increases with the increases in the assets size in the listed 

industrial goods rms Nigeria during the period under review.

Table 6a: Summary Robust Fixed Effects Regression Results (Model I)

Presentation of Regression Results and Hypotheses Testing

Source: STATA Output (Appendix)

Table 6a shows that the Model One of the studies required a xed effect regression model, 

because of the Hausman Specication test of the model suggested xed effects regression 

model (Hausman Chi2 of 7.71 with p-value of 0.0212). The Breusch and Pagan test for 

heteroscedasticity (Hettest Chi2 value of 7.66 with p-value of 0.0056) suggested that there 

is a problem of heteroscedasticity. But the problem is corrected using robust corrected 

standard error. In addition, the table shows an absence of multicollinearity as evident by 

Variables  Coefcients  Probability-Value

R2

 
0.2731

  
F-Statistic

 
27.97

 
0.0002

Hausman Chi2

 
7.71

 
0.0212

Hettest Chi2

 

7.66

 

0.0056

Mean VIF

 

3.73

  
REV_REC

 

-0.8876

 

0.001

PPE -0.3404 0.000

CONSTANT 37.960 0.000
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Source: STATA Output (Appendix)

the mean Variance Ination Factor (VIF) value of 3.73. The VIF value of 10 and above is a 

sign of perfect collinearity among the independent variables. The results from table 6a 

also indicate that the independent variables of Model One explained 27.31% of the total 

variations in the dependent variable, total accruals of listed industrial goods rms in 

Nigeria during the period under review, from the coefcient of multiple determinations 
2(R  value of 0.2731). The table also shows that the model is tted as evident by the F-

Statistics of 27.97 which is statistically signicant at 1% level of signicance (as indicated 

by the P-value of 0.0002).

Fixed effects regression model is the most appropriate for model two as suggested by the 

Hausman Specication test of the model (Hausman Chi2 of 333.77 with p-value of 0.000). 

Table 6b also shows that Breusch and Pagan test for heteroscedasticity (Hettest Chi2 

value of 4.82 with p-value of 0.0282) suggested that there is a problem of 

heteroscedasticity. But the problem is corrected using robust corrected standard error. 

The table shows an absence of multicollinearity as evident by the mean Variance Ination 

Factor (VIF) value of 3.73. The VIF value of 10 and above is a sign of perfect collinearity 

among the independent variables. The results from table 6b indicate that the independent 

variables of the study (Share-Based Payments, Fixed Salary and Allowances and 

Bonuses, and Firm Size) explained 46.49% of the total variations in the dependent 

variable (earnings management) of listed industrial goods rms in Nigeria, from the 
2coefcient of multiple determinations (R  value of 0.4649). The table also shows that the 

model is tted as evident by the F-Statistic of 118.87 which is signicant at 1% level of 

signicance (as indicated by the P-value of 0.0000). Therefore, the test of the research 

hypotheses can be conducted from the results in table 6b.

Lastly, table 6a shows that all the parameters of the model REV_REC and PPE are 

statistically signicant at 1% level of signicant (P-values of 0.001 and 0.000 respectively). 

Therefore, the proxy for earnings management which is the residuals from the model are 

estimated and used in the model two of the study, to test the effects of executive 

compensation on earnings management of listed industrial goods rms in Nigeria.

Table 6b: Summary Robust Fixed Effects Regression Results (Model II)
Variables  Coefcients  Probability-Value

R2

 
0.4649

 
F-Statistic

 
118.87

 
0.0000

Hausman Chi2

 
333.77

 
0.0000

Hettest Chi2

 

4.82

 

0.0282

Mean VIF

 

2.50

 
SBP

 

-0.1188

 

0.000

FSA

 

-0.0302

 

0.024

BNS 0.0369 0.045

FSZ 0.7177 0.001

CONSTANT -11.6039 0.003
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Table 6b shows that Share-Based Payment (SBP) has a signicant negative impact on the 

earnings management of listed industrial goods rms in Nigeria as indicated by the 

coefcient of -0.1188 which is statistically signicant at 1% level of signicance (from the 

P-value of 0.000). This implied that earnings management reduces as the directors receive 

more shares from the companies, and the results is signicant. Based on this, the study 

rejects the null hypothesis one (H ) which state that, Share-Based payments has no 01

signicant effect on earnings management of listed industrial goods rms in Nigeria. 

Therefore, the study infers that share-based payment has a signicant negative impact on 

the earnings management of listed industrial goods rms in Nigeria during the period.

The table also indicates that xed salary and allowances (FSA) has a signicant negative 

effect on the earnings management of listed industrial goods rms in Nigeria, from the 

coefcient of -0.0301 which is statistically signicant at 5% level of signicance (from the 

p-value of 0.024). This implied that earnings management reduces as the directors receive 

more xed salary and allowances from the companies, and the results is statistically 

signicant at 99% condence level. Based on this, the study rejects the null hypothesis two 

(H ) which states that, Fixed salary and allowances have no signicant effect on earnings 02

management of listed industrial goods rms in Nigeria. Therefore, the study infers those 

executive compensations in form of xed salary and allowances reduces earnings 

management of listed industrial goods rms in Nigeria during the period covered by the 

study.

The regression results from table 6b shows that Bonus payment (BNS) has a signicant 

positive effect on the earnings management of listed industrial goods rms in Nigeria, 

from the coefcient of 0.0369 which is statistically signicant at 5% level of signicance 

(from the p-value of 0.045). This implied that earnings management increase as the 

directors receive more bonuses from the companies, and the results is statistically 

signicant at 95% condence level. Based on this, the study rejects the null hypothesis 

three (H ) which states that, bonuses have no signicant effect on earnings management 03

of listed industrial goods rms in Nigeria. Therefore, the study infers those executive 

compensations in form of bonuses increase earnings management of listed industrial 

goods rms in Nigeria during the period covered by the study.

Lastly, the table shows that rm size (FSZ) has a signicant positive effect on earnings 

management of listed industrial goods rms in Nigeria, from the regression coefcient of 

0.7177, which is statistically signicant at 1% level of signicant (p-value of 0.001). This 

implied that larger rms have higher earnings management. 

Conclusions and Recommendations

Emanating from the research ndings, the study concludes a signicant relationship 

between the executive compensation (Share-Based Payments, Fixed Salary and 

Allowances and Bonuses) and earnings management of listed industrial goods rms in 

Nigeria during the period under review. The study concludes after controlling for rm 

size, that Share-Based Payment and xed salary and allowances have a signicant 
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TACC  = β + β (ΔREV  - ΔREC ) +β PPE  + ε …………………………………………iit 0 1 it it  2 it it 
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EMG  = β + β SBP  + β FSA  +β BNS  + β FSZ  + ε ……………………………iiit 0 1 it 2 it  3 it 4 it it 
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