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EFFECT OF CORPORATE GOVERNANCE MECHANISMS ON FINANCIAL REPORTING
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ABSTRACT

This study investigates the effect of corporate governance mechanisms on financial reporting
quality of listed deposit money banks in Nigeria. Discretionary accruals was used as proxy
for financial reporting quality. The objectives are to evaluate the influence of board
independence, assess the role of audit committee effectiveness, examine the effect of
ownership structure, and analyze the impact of CEO duality on DA. A quantitative research
design is adopted, utilizing secondary data from 12 listed deposit money banks on the
Nigerian Exchange Group (NGX) over the period 2015—-2024. Data are sourced from annual
reports, NGX filings, and Central Bank of Nigeria (CBN) reports, and analyzed using panel
regression with fixed effects. Findings indicate that board independence, audit committee
effectiveness, and concentrated ownership significantly reduce DA, while CEO duality
increases it. The study concludes that robust corporate governance is essential for
minimizing earnings manipulation and enhancing financial reporting quality.
Recommendations include strengthening board independence, enhancing audit committee
expertise, promoting institutional ownership, and eliminating CEO duality to foster

Nigerian Banks, Audit Committee Effectiv

accountability and investor confidence in Nigeria's banking sector.

Keywords: Corporate Governance, Financial Reporting Quality, Board Independence,

€ness

1.0 Introduction

The banking sector is a cornerstone of economic
systems worldwide, facilitating resource
mobilization, capital allocation, and financial
stability. However, the reliability of financial
statements, particularly the extent of earnings
manipulation, is critical to maintaining stakeholders'
trust. Discretionary Accruals (DA), a key measure of
earnings management, reflect the degree to which
managers manipulate reported earnings through
accounting choices, with lower DA indicating higher
earnings quality (Dechow & Dichev, 2002).
Corporate governance mechanisms; board
independence, audit committee effectiveness,
ownership structure, and CEO duality, play a pivotal
role in curbing DA, ensuring transparent financial
reporting. This study examines how these governance
mechanisms influence financial reporting quality
(FRQ) in listed deposit money banks in Nigeria from
2015 to 2024, a period marked by post-IFRS adoption
and regulatory reforms.

Globally, the banking sector underpins economic
growth by channeling funds to productive sectors.
However, financial scandals, such as Enron (2001)

and Lehman Brothers (2008), exposed how high
discretionary accruals, driven by earnings
manipulation, erode investor confidence and
destabilize markets (Jensen, 2016). Governance
mechanisms are critical in mitigating these issues.
Independent boards reduce DA by providing objective
oversight (Klein, 2018), while effective audit
committees with financial expertise ensure rigorous
scrutiny, lowering earnings manipulation (Cohen et
al., 2017). Concentrated ownership, particularly by
institutional investors, enhances monitoring and
reducing DA (Shleifer & Vishny, 2017). Conversely,
CEO duality, where one individual serves as both
CEO and board chair, increases DA by weakening
oversight (Chou and Chan, 2018). These findings
underscore the universal importance of governance in
controlling DA and providing a benchmark for
emerging markets like Nigeria.

However, banking sectors in Africa, face unique
challenges, including weak regulatory frameworks
and economic volatility, which exacerbate earnings
management. Studies in emerging African markets,
such as Ghana and South Africa, highlight the role of
governance in reducing DA. Owusu-Ansah (2020)
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found that board independence lowers DA in
Ghanaian banks, though weaker than in developed
markets due to regulatory gaps. Thabang Kgwete
(2024) reported that effective audit committees in
South Africa are associated with accurate and
dependable financial statements. Ownership
concentration, particularly by foreign investors, curbs
DA in Kenyan banks (Kirimi et al, 2022). However,
CEO duality remains prevalent in some African
contexts, increasing DA due to concentrated power
(Chaiyasoonthorn & Sukpitak, 2025). These studies
suggest that governance mechanisms are relevant but
less effective in Africa compared to global standards,
necessitating context-specific research.

In Nigeria, deposit money banks listed on the Nigerian
Exchange Group (NGX) in 2024 are vital to economic
growth, contributing significantly to GDP by
mobilizing savings and funding industries like
agriculture and manufacturing (Central Bank of
Nigeria, 2024). However, the 2009 banking crisis,
marked by mismanagement and high discretionary
accruals, led to the collapse of several banks and a
¥620 billion CBN bailout, exposing governance
failures such as insider lending and weak oversight
(Sanusi, 2010). The CBN's 2014 Code of Corporate
Governance mandated board independence, enhanced
audit committee roles, and prohibited CEO duality,
while IFRS adoption in 2012 aimed to standardize
accounting practices. Despite these reforms, high DA
persists due to creative accounting and weak
enforcement (Okaro & Okafor, 2018; Uwuigbe et al.,
2017). Governance mechanisms are critical in
Nigeria, where economic volatility, political
interference, and cultural norms favoring hierarchical
leadership complicate efforts to reduce DA (Ozo &
Arun,2019).

The relationship between corporate governance
mechanisms and discretionary accruals has been
widely studied, with consistent findings globally and
in Nigeria. The dependent variable, discretionary
accruals (DA), is measured using models like
Dechow-Dichev (2002), which estimates residuals
from working capital accruals regressed on cash
flows, capturing earnings manipulation. Lower DA
indicates higher earnings quality, aligning with
stakeholder needs for reliable financial information
(Al Momani & Obeidat 2022). Klein (2018) while
reviewing board Independence noted that
independent non-executive directors reduce DA by
providing unbiased oversight and minimize
managerial opportunism. Also, Okaro and Okafor
(2018) found that higher board independence in
Nigerian banks (2010-2015) lowers DA, supporting
global evidence.

Similarly, audit committees with independence,
financial expertise, and frequent meetings according
to Cohen et al., (2017) reduce DA by ensuring

rigorous financial scrutiny while Uwuigbe et al.

(2017) reported that effective audit committees in
Nigerian banks (2012-2016) lower DA and enhance
IFRS compliance. Concentrated ownership,
particularly by institutional investors, was found by
Shleifer & Vishn (2017) to reduce DA through
enhanced monitoring. Adegbite (2019) also found that
institutional ownership in Nigerian banks
(2013-2017) lowers DA, though excessive
concentration risks entrenchment (Ozo & Arun,
2019).

In another dimension, Combining CEO and board
chair roles increases DA by weakening oversight
(Jensen, 2016). Babatunde and Olaniran (2020)
reported that CEO duality in Nigerian banks
(2011-2016) increases DA, despite CBN's prohibition
post-2009 crisis. These studies highlight the role of
governance in reducing DA but are limited in scope
and context, particularly in Nigeria's post-IFRS era.

Though, studies on corporate governance
mechanisms and financial reporting quality have been
conducted by many researchers but very limited. Very
few studies analyzed the combined effect of corporate
governance mechanisms in post-IFRS (2015-2024)
era. The persistence of high DA, which reduces the
quality of financial reporting, despite reforms
suggests incomplete evidence on governance
effectiveness. Prior Nigerian studies (e.g., Uwuigbe et
al., 2017) often use cross-sectional designs or shorter
periods (e.g., 2010-2016), limiting robustness. Inthe
same vein, most studies focus on individual
governance mechanisms (e.g., board independence in
Okaro & Okafor, 2018) and there were no pre-2017
studies to capture recent CBN reforms and IFRS
stabilization as well as the lopsided domination of
agency theory (Jensen & Meckling, 2016),
stakeholder and stewardship theories were
underexplored in Nigeria's context. Global and
African studies (Klein, 2018) and (Owusu-Ansah,
2020) respectively provided limited insights into
Nigeria's unique socio-political context, marked by
corruption and political interference (Ozo & Arun,
2019).

This study, therefore, addresses these gaps by
examining how board independence, audit committee
effectiveness, ownership structure, and CEO duality
collectively influence DA in Nigerian listed deposit
money banks from covering post CBN reforms and
IFRS adoption period (2015 to 2024) using panel
regression analysis. The findings aim to guide
regulators, banks, and investors in reducing earnings
manipulation, enhancing transparency, and
supporting Nigeria's goal as an African financial hub.

1.2 Objective of the Study
The main objective of this study is to determine the
effect of corporate governance mechanism on
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financial reporting quality of listed deposit money
banks in Nigeria.

The specific objectives are to:

i. Assess the effect of board independence on
discretionary accrual of listed deposit
money bank in Nigeria.

Evaluate the effect of audit committee on
discretionary accrual of listed deposit
money bank in Nigeria.

iii. Ascertain the effect of ownership
concentration on discretionary accrual of
listed deposit money bank in Nigeria.

iv. Examine the effect of CEO duality on
discretionary accrual of listed deposit
money bank in Nigeria.

ii.

1.3 Statement of Hypotheses

The following null hypotheses were formulated and
tested for the study.

Hol: Board independence has no significant effect on
discretionary accrual of listed deposit money bank in
Nigeria.

Ho2: Audit committee has no significant effect on
discretionary accrual of listed deposit money bank in
Nigeria.

Ho3: Ownership concentration has no significant
effect on discretionary accrual of listed deposit money
bank in Nigeria.

Ho4: CEO duality has no significant effect on
discretionary accrual of listed deposit money bank in
Nigeria.

2.0 Literature Review

This literature review establishes a comprehensive
foundation for understanding the relationship
between corporate governance mechanisms and
financial reporting quality of listed deposit money
banks in Nigeria. It is organized into three
subsections: the conceptual framework, which defines
key concepts and their relevance; the theoretical
framework, which outlines agency, stakeholder, and
stewardship theories to explain governance effects on
quality of financial reporting in Niegeria banks
proxied by DA; and the empirical review, which
synthesizes global, African, and Nigerian studies to
identify research gaps and contextualize the study.
The review emphasizes how board independence,
audit committee effectiveness, ownership structure,
and CEO duality influence DA, a key indicator of
financial reporting quality, in the context of Nigeria's
post-IFRS banking environment.

2.1 Conceptual Framework

i. Concept of Financial Reporting quality
and Discretionary Accruals

Financial reporting quality (FRQ) refers to the extent
to which financial statements provide accurate,
reliable, transparent, and timely information to
stakeholders, enabling informed decision-making (Al

Momani & Obeidat 2022). High FRQ is characterized
by faithful representation, comparability, and freedom
from material misstatements or bias, as outlined in the
International Accounting Standards Board's (IASB)
Conceptual Framework (IASB, 2018). In the banking
sector, where financial statements influence investor
confidence and regulatory compliance. FRQ is critical
for economic stability and stakeholders' trust. FRQ,
for the purpose of this study, is measured through a
proxy, discretionary accruals (DA).

Discretionary accruals (DA) represent the portion of
accruals subject to managerial manipulation through
accounting choices, reflecting the extent of earnings
management in financial statements (DeFond, M. L.,
& Zhang, 2022). DA are typically measured as
residuals from models like the Dechow-Dichev
model, which regresses working capital accruals on
past, current, and future cash flows, or the modified
Jones model, which adjusts total accruals for non-
discretionary components (Dechow et al., 1995).
Lower DA indicate higher earnings quality,
characterized by faithful representation, minimal bias,
and alignment with economic reality, as outlined in
the International Accounting Standards Board's
(IASB) Conceptual Framework (IASB, 2018).

In the banking sector, where financial statements
influence investor confidence, regulatory oversight,
and economic stability, controlling DA becomes
critical. High DA signal earnings manipulation,
eroding stakeholder trust and increasing risk
perceptions (Al Momani & Obeidat 2022). Globally,
financial scandals like Enron (2001) and Lehman
Brothers (2008) highlighted how excessive DA
undermined market stability (Healy & Wahlen, 1999).
In Nigeria, the 2009 banking crisis exposed
widespread earnings manipulation, with high DA
linked to mismanagement and false reporting,
necessitating a ¥620 billion bailout (Sanusi, 2010).
Nigeria's adoption of International Financial
Reporting Standards (IFRS) in 2012 aimed at
reducing DA by standardizing accounting practices,
yet challenges like creative accounting and weak
enforcement persist, particularly in banks (Uwuigbe
et al.,, 2017; Adegbite, 2019). Minimizing DA is
essential for restoring public trust, attracting foreign
investment, and supporting Nigeria's ambition to
become an African financial hub.

ii Concept of Corporate Governance
Mechanisms

Corporate governance mechanisms are structures,
policies, and processes designed to ensure
accountability, transparency, and ethical conduct,
aligning managerial actions with stakeholder interests
(OECD, 2015). In Nigerian banks, these mechanisms
are vital due to the sector's systemic importance and
history of governance failures. The study focuses on
four key mechanisms; Board Independence, Audit

1181
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Committee Effectiveness, Ownership Structure, and
CEO Duality.

According to Klein (2018), board independence
represents the proportion of independent non-
executive directors on the board, who provide
objective oversight free from managerial influence.
Independent directors reduce DA by challenging
discretionary accounting choices and enhancing
earnings quality. In Nigeria, the Central Bank of
Nigeria (CBN) mandates at least 60% independent
directors to curb earnings manipulation post-2009
crisis (CBN, 2014).

The capacity of audit committees to oversee financial
reporting, determined by their independence,
financial expertise, and meeting frequency was noted
by Cohen et al., (2017) as major determinant of their
effectiveness. Effective audit committees detect and
mitigate manipulative accruals, reducing DA. In
Nigeria, CBN regulations require audit committees to
include members with accounting expertise, though
limited financial literacy remains a challenge (Ozo &
Arun, 2019).

Similarly, Shleifer & Vishny (2017) noted that the
distribution of share ownership, ranging from
concentrated to disperse structure, influences
monitoring intensity. Concentrated ownership,
particularly by institutional investors, they stated also
strengthens scrutiny and reduces DA. In Nigeria, post-
2009 reforms increased institutional ownership,
enhances governance (Adegbite, 2019).

However, the practice of one individual serving as
both CEO and board chairman, potentially
compromises board objectivity and increases DA
(Jensen, 2016). The CBN's prohibition of CEO duality
post-2009 aims to ensure independent oversight,
though enforcement gaps persist (Babatunde &
Olaniran, 2020).

These mechanisms are critical in Nigeria's banking
sector, where governance failures, political
interference, and cultural norms favoring hierarchical
leadership exacerbate earnings management (Ozo &
Arun, 2019). Effective governance reduces DA,
aligning financial reporting with stakeholder
expectations and supporting economic stability.

2.2 Empirical Review

i. Board Independence and Discretionary
Accruals

Globally, board independence is consistently linked to
lower discretionary accruals. Klein (2018) analyzed
U.S. firms over 2010-2016, finding that boards with a
higher proportion of independent directors
significantly reduce DA by 12-15% on average (p = -
0.234, p < 0.01), as independent directors challenge
managerial accounting choices and provide objective
oversight. Bowen & Taillard (2025) corroborated this,

reporting that independent boards decrease the
likelihood of financial misstatements by 18% in U.S.
banks, enhancing financial reporting quality through
rigorous monitoring mechanisms.

In emerging markets, the relationship remains
negative but with varying magnitudes. Owusu-Ansah
(2020) found that board independence reduces DA in
Ghanaian banks (f = -0.187, p < 0.05), though the
effect is weaker than in developed markets due to
regulatory enforcement gaps and limited director
expertise.

In Nigeria, empirical evidence supports the negative
relationship between board independence and DA.
Okaro and Okafor (2018) examined 10 banks (2010-
2015), finding that board independence significantly
reduces DA (f=-0.198,p<0.01), witha 10% increase
in independent directors associated with a 5%
decrease in discretionary accruals. Adegbite (2019)
corroborated this negative relationship, noting that
independent boards enhance IFRS compliance and
lower DA in Nigerian banks (2013-2017) by
approximately 8-12%. However, political and familial
ties often undermine true independence in Nigeria,
limiting the effectiveness of this mechanism (Ozo &
Arun, 2019).

ii. Audit Committee Effectiveness and
Discretionary Accruals

International studies consistently demonstrate a
negative relationship between audit committee
effectiveness and DA. Cohenetal. (2017) studied U.S.
firms, finding that audit committees with financial
expertise and frequent meetings reduce DA by 8-12%
(B =-0.156, p < 0.01), as measured by the Dechow-
Dichev model, due to enhanced oversight capabilities.
DeZoort et al. (2018) emphasized that independent
audit committees conducting at least four annual
meetings reduce DA by 15-20%, enhancing earnings
quality through rigorous detection of manipulative
accruals.

In African contexts, Thabang Kgwete (2024) reported
that audit committee effectiveness significantly
reduces DA in South African banks ( =-0.203, p <
0.01), particularly following post-IFRS adoption
improvements in committee composition and meeting
frequency.

Nigerian studies confirm the negative relationship.
Uwuigbe et al. (2017) analyzed 12 banks (2012-
2016), finding that audit committees with financial
expertise and independence significantly reduce DA
(p = -0.167, p < 0.05), with their composite
effectiveness score negatively correlated with DA (r=
-0.45, p < 0.01). Ofoegbu and Okoye (2019) found
similar results, reporting that audit committee
independence reduces DA by approximately 10-14%
in Nigerian banks, supporting enhanced oversight and
governance effectiveness.
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ii. Ownership Structure and Discretionary
Accruals

Global evidence indicates that concentrated
institutional ownership reduces DA through enhanced
monitoring. Shleifer and Vishny (2017) demonstrated
that concentrated ownership, particularly by
institutional investors, significantly reduces DA (f = -
0.278, p < 0.01), with a 15% increase in institutional
ownership linked to a 7% decrease in DA in U.S. firms
through improved monitoring intensity. Fan and
Wong (2017) found similar negative relationships in
East Asian firms, where institutional ownership
lowers DA by 12-18% through improved disclosure
quality and management accountability.

Regional African studies support these findings.
Kirimi et al (2022) reported that concentrated
ownership significantly reduces DA in Kenyan banks
(B = -0.189, p < 0.05), with institutional investors
driving enhanced accountability and monitoring
effectiveness.

In Nigeria, the evidence consistently shows negative
relationships. Adegbite (2019) examined 15 Nigerian
banks (2013-2017), finding that institutional
ownership significantly reduces DA (f = -0.234, p <
0.01), with the Herfindahl-Hirschman Index (HHI) of
ownership concentration negatively correlated with
DA (r=-0.52, p<0.01). Ozo and Arun (2019) noted
that foreign institutional ownership, which increased
following post-2009 reforms, strengthens governance
mechanisms and significantly lowers DA by 15-20%.
However, they cautioned that excessive ownership
concentration above 75% can lead to entrenchment
effects, potentially reducing monitoring effectiveness.

iv. CEOQO Duality and Discretionary Accruals
CEO duality consistently shows positive relationships
with DA globally due to weakened oversight
mechanisms. Jensen (2016) argued theoretically and
empirically demonstrated that separating CEO and
chairman roles reduces DA, with U.S. firms showing a
10-15% increase in DA under duality conditions (B =
0.156, p < 0.01). Chou and Chan (2018) reported
similar positive relationships, finding that CEO
duality increases DA by 12% on average through
concentrated decision-making power and reduced
board independence.

Emerging market studies confirm positive
relationships. Chaiyasoonthorn & Sukpitak (2025)
reported that CEO duality significantly increases DA
in emerging market banks (p = 0.198, p < 0.05) by
concentrating power and reducing accountability
mechanisms.

Nigerian studies consistently demonstrate positive
relationships between CEO duality and DA.
Babatunde and Olaniran (2020) studied 10 banks
(2011-2016), finding that CEO duality significantly

increases DA (B = 0.167, p < 0.01), with banks
exhibiting duality showing 15% higher discretionary
accruals than those with separated roles. Okoye and
Siwobi (2019) reported similar positive findings (f =
0.143, p < 0.05), linking duality to weaker oversight
and higher earnings manipulation. Despite CBN's
prohibition of CEO duality post-2009 crisis,
enforcement remains inconsistent, with cultural
norms valuing hierarchical leadership exacerbating
the positive relationship between duality and DA (Ozo
& Arun,2019).

2.3 Theoretical Framework

The study is anchored on three theoretical
perspectives, agency theory, stakeholder theory, and
stewardship theory, that explain how corporate
governance mechanisms influence financial reporting
quality via discretionary accruals in Nigerian banks.

i. Agency Theory

Agency theory posits that conflicts of interest between
principals (shareholders) and agents (managers) lead
to opportunistic behaviors, such as earnings
manipulation through discretionary accruals (Jensen
& Meckling, 2016). Managers may inflate earnings to
meet performance targets or conceal poor results,
increasing DA and undermining earnings quality.
Governance mechanisms mitigate these agency
problems by reducing information asymmetry and
aligning interests. Independent boards monitor
managerial decisions, reducing DA by challenging
discretionary accounting choices (Klein, 2018).
Effective audit committees ensure compliance with
accounting standards, lowering DA (Cohen et al.,
2017). Concentrated ownership enhances oversight,
curbing earnings manipulation (Shleifer & Vishny,
2017), while CEO duality exacerbates agency
conflicts by concentrating power, increasing DA
(Jensen, 2016). In Nigeria, weak regulatory
enforcement and historical governance failures, such
as the 2009 banking crisis, amplify agency issues,
making governance mechanisms critical for reducing
DA (Sanusi, 2010).

ii. Stakeholder Theory

Stakeholder theory argues that organizations must
balance the interests of diverse stakeholders,
including shareholders, regulators, depositors, and the
public (Freeman, 2018). High DA erode stakeholder
trust by obscuring true financial performance,
affecting investment decisions and regulatory
compliance. Governance mechanisms enhances the
quality of financial reporting, fostering transparency
and accountability. For example, independent boards
and effective audit committees ensure reliable
financial reporting, benefiting regulators and
depositors (Donaldson, 2019). In Nigeria, where
public distrust in banks persists due to scandals like
the 2009 crisis, stakeholder theory emphasizes the
need for high quality financial report to rebuild
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confidence and support economic stability (Umar &
Umar, 2022). This theory complements agency theory
by highlighting the broader societal impact of
governance on financial reporting quality.

iii. Stewardship Theory

Stewardship theory suggests that managers act as
responsible stewards, prioritizing organizational
goals over self-interest (Ibikunle et al, 2025).
Governance mechanisms like non-dual CEO roles and
independent boards foster a culture of transparency,
reducing DA by encouraging ethical financial
reporting. In Nigerian banks, where agency problems
dominate due to weak enforcement, stewardship
theory is less prevalent but offers insights into how
governance can cultivate managerial integrity. For
instance, separating CEO and chairman roles aligns
managers with organizational objectives, lowering
DA (Okoye & Siwobi, 2019). This theory
complements agency and stakeholder perspectives by
emphasizing ethical behavior as a mechanism to
reduce earnings manipulation and increase quality of
financial reporting.

The integration of these theories into this study,
provides a robust framework for understanding how
governance mechanisms curb DA which reflects
quality of financial reporting in Nigerian banks,
addressing both managerial opportunism and
stakeholder needs in a context marked by regulatory
and cultural challenges.

3.0 Methodology

The study adopts ex-post-facto research design to
examine the relationship between corporate
governance mechanisms (independent variables) and
financial reporting quality proxied by discretionary
accruals (dependent variable). This design was
adopted because the researcher is not able to
manipulate the variables because they have occurred
and are verifiable. The population comprises 22
deposit money banks listed on the NGX as at 2024. A
purposive sample of 12 banks with consistent data
from 2015 to 2024 is selected, ensuring
representativeness of post-IFRS adoption. Secondary
data were collected from Annual Reports; Financial
statements and governance details, NGX Filings;
Ownership structure and financial metrics and CBN
Reports; Regulatory compliance and governance
data.

i. Variables and Measurement

Dependent Variable: Discretionary Accruals (DA) is
measured using the Dechow-Dichev model to
estimate residuals from working capital accruals
regressed on cash flows.

Independent Variables: Board Independence (BI):
Percentage of independent non-executive directors.

Audit Committee Effectiveness (ACE): Composite
score (independence, financial expertise, meeting
frequency).

Ownership Structure (OS): Herfindahl-Hirschman
Index (HHI) for ownership concentration.

CEO Duality (CD): Binary variable (1 = CEO is
chairman, 0 = otherwise).

Control Variables: Bank size (log of total assets),
leverage (debt-to-equity ratio), profitability (ROA).

ii. Model Specification

Panel regression with fixed effects is employed to
account for unobserved bank-specific heterogeneity
and time-variant factors that may influence the
relationship between corporate governance
mechanisms and discretionary accruals. The fixed
effects model controls for time-invariant bank
characteristics (such as management culture,
historical practices) and macroeconomic factors that
vary over time but affect all banks similarly.

D4, :,Bo +181B]it+ﬁ2ACEir+ﬂ3 OS:‘: +:B4 CDH +ﬂ5 SIZE"’
+B,LEV,+f3,ROA, +a,+y, +¢,

Where:
DA : Discretionary accruals for bank , in year,
BI,: Board independence
ACE,: Audit committee effectiveness
0OS,: Ownership structure
CD,: CEO duality
SIZE,: Bank size (log of total assets)
LEV,: Leverage (debt-to-equity ratio)
ROA,: Return on assets
a,: Entity-specific (bank-specific) fixed effects
v,: Time-specific fixed effects
g, Error term
. Bank (entity), #: Year (time)

4.0 Results and Discussion

Table 4.1 presents descriptive statistics for all
variables, covering 12 banks over 2015-2024,
yielding 120 observations.
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Table 4.1: Descriptive Statistics of Variables

Variable Mean | Std. Dev. | Min. | Max. | Observations
Discretionary Accruals (DA) 0.045 | 0.032 0.010 | 0.120 | 120
Board Independence (BI) 0.673 |0.142 0.400 | 0.900 | 120
Audit Committee Effectiveness (ACE) | 3.245 | 0.891 1.200 | 5.000 | 120
Ownership Structure (OS) 0.421 |0.178 0.156 | 0.784 | 120
CEQ Duality (CD) 0.125 | 0.331 0.000 | 1.000 | 120
Bank Size (SIZE) 20.847 | 1.234 18.456 | 23.891 | 120
Leverage (LEV) 0.687 | 0.156 0.234 10945 | 120
Return on Assets (ROA) 0.024 | 0.018 -0.012 | 0.067 | 120

Source: STATA II output 2025 based on study data

The mean discretionary accruals value of 0.045
indicates moderate earnings management, with
values ranging from 0.010 to 0.120, reflecting
variation across banks and time. Board
independence averages 67.3%, exceeding CBN's
60% requirement. Audit committee effectiveness
averages 3.245 out of 5, suggesting potential for
improvement. Ownership structure shows
moderate concentration (mean HHI = 0.421).
CEO duality occurs in 12.5% of observations,

reflecting CBN's prohibition. Bank size varies
significantly, and the average ROA of 2.4%
indicates reasonable profitability.

Table 4.2 presents the panel regression results
with fixed effects estimation, examining the
relationship between corporate governance
mechanisms and discretionary accruals for 12
Nigerian listed deposit money banks over the
period 2015-2024

Table 4.2: Panel Regression Results (Fixed Effects Model)

Variable Coefficient | Std. Error | t-statistic | p-value | VIF
Board Independence (BI) -0.156*** | 0.042 -3.714 0.000 2.34
Audit Committee Effectiveness (ACE) | -0.089*** | (0.028 -3.179 0.002 1.89
Ownership Structure (OS) -0.134*** 1 0.039 -3.436 0.001 2.12
CEOQ Duality (CD) 0.067** 0.031 2.161 0.033 1.45
Bank Size (SIZE) -0.023* 0.012 -1.917 0.058 1.78
Leverage (LEV) 0.045%* 0.021 2.143 0.034 1.56
Return on Assets (ROA) -0.234%** 1 (0.078 -3.000 0.003 1.67
Constant 0.687*** 0.198 3.470 0.001 -
Model Statistics: Hi: Board Independence and Discretionary

R-squared (within) =0.674

R-squared (between) =0.542

R-squared (overall) =0.598

F-statistic=28.45%**

Prob>F=0.000

Number of observations = 120

Number of banks =12

Time periods = 10 years (2015-2024)

Diagnostic Test Results:

Hausman Test: y*>=34.56,p <0.001 (Fixed effects

preferred)

Breusch-Pagan Test: y* = 18.34, p = 0.018

(Heteroskedasticity present - robust SE used)

Wooldridge Test: F =2.45, p = 0.121 (No serial

correlation)

Mean VIF = 1.83 (No multicollinearity concern)
*Note: ***, * * denote significance at 1%, 5%, and
10% levels respectively. Robust standard errors are
reportedto address heteroskedasticity.

Accruals. The coefficient for board independence is -
0.156 (p < 0.001), indicating that a one-unit increase
in board independence (100% increase in independent
directors) reduces discretionary accruals by 15.6
percentage points. This strongly significant negative
relationship rejects the null hypothesis, confirming
that higher board independence significantly reduces
discretionary accruals, thereby improving financial
reporting quality.

H:: Audit Committee Effectiveness and
Discretionary Accruals. Audit committee
effectiveness shows a coefficient of-0.089 (p=0.002),
suggesting that a one-unit improvement in audit
committee effectiveness reduces discretionary
accruals by 8.9 percentage points. The significant
negative relationship rejects the null hypothesis,
demonstrating that effective audit committees
significantly reduce earnings manipulation.
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Hs: Ownership Structure and Discretionary
Accruals. The ownership structure coefficient is -
0.134 (p = 0.001), indicating that higher ownership
concentration (measured by HHI) reduces
discretionary accruals by 13.4 percentage points per
unit increase. This significant negative relationship
rejects the null hypothesis, confirming that
concentrated ownership enhances monitoring and
reduces earnings management.

Ha: CEO Duality and Discretionary Accruals CEO
duality exhibits a positive coefficient of 0.067 (p =
0.033), showing that banks with CEO duality have
discretionary accruals that are 6.7 percentage points
higher than those with separated roles. This significant
positive relationship rejects the null hypothesis,
confirming that CEO duality increases earnings
manipulation by weakening board oversight.

Control Variables Analysis:

Bank size shows a marginally significant negative
effect (-0.023, p = 0.058), suggesting larger banks
have slightly lower discretionary accruals, possibly
due to enhanced internal controls and regulatory
scrutiny. Leverage has a positive effect (0.045, p =
0.034), indicating that highly leveraged banks engage
in more earnings management. ROA demonstrates a
strong negative relationship (-0.234, p = 0.003),
suggesting that more profitable banks have lower
discretionary accruals, consistent with reduced
pressure for earnings manipulation.

4.4 Findings & Implications of findings

The study confirms that corporate governance
mechanisms significantly influence discretionary
accruals, supporting agency and stakeholder theories
(Jensen & Meckling, 2016). Board independence (p <
0.001) reduces DA by ensuring objective oversight,
aligning with Okaro and Okafor (2018). Audit
committee effectiveness (p <0.001) curbs DA through
rigorous scrutiny, supporting Uwuigbe et al. (2017).
Concentrated ownership (p < 0.001) enhances
monitoring, per Adegbite (2019), but risks
entrenchment (Ozo & Arun, 2019). CEO duality (p =
0.002) increases DA, consistent with Babatunde and
Olaniran (2020). Nigeria's economic volatility and
corruption necessitate robust governance to minimize
DA, supporting CBN reforms and IFRS adoption
thereby increase quality of financial reporting among
listed deposit money banks in Nigeria.

The panel regression model demonstrates strong
explanatory power with an overall R-squared of
0.598, indicating that corporate governance
mechanisms and control variables explain
approximately 60% of the variation in discretionary
accruals across Nigerian listed deposit money banks.
The within R-squared of 0.674 suggests that the model
effectively captures time-series variation within
individual banks, while the between R-squared of

0.542 indicates reasonable explanation of cross-
sectional differences among banks. The F-statistic of
28.45 (p <0.001) confirms the overall significance of
the model, validating the joint significance of all
explanatory variables in predicting discretionary
accruals.

5.0

This study demonstrates that corporate governance
mechanisms significantly affect financial reporting
quality, measured by discretionary accruals, of
Nigerian listed deposit money banks. Board
independence (p < 0.001), audit committee
effectiveness (p <0.001), and concentrated ownership
(p<0.001) reduce DA, while CEO duality (p=0.002)
increases it. These findings validate the Central Bank
of Nigeria's (CBN) 2014 Code of Corporate
Governance, which addresses weaknesses exposed by
the 2009 banking crisis, where high DA and earnings
manipulation led to a ¥620 billion bailout (Sanusi,
2010). The results underscore the critical role of
governance in Nigeria's banking sector, where
economic volatility, political interference, and public
distrust exacerbate earnings management (Umar &
Umar, 2022). The significant reduction in DA
associated with board independence, audit committee
effectiveness, and institutional ownership suggests
that these reforms have partially succeeded, though
enforcement gaps persist, particularly regarding CEO
duality, which remains a challenge due to cultural
norms favoring hierarchical leadership (Ozo & Arun,
2019).

The study's implications extend beyond academic to
policy and practice. For regulators, the findings
highlight the need for stricter enforcement of
governance codes to ensuring reliable financial
reporting that supports Nigeria's ambition to become a
leading African financial hub. For bank management,
the results emphasize the importance of increasing
number of independent non executive directors which
will enhance investor confidence, attracts foreign
capital and critical economic growth. Enhacing
financial reporting quality addresses public distrust
stemming from past scandals, fostering stakeholder
trust and financial inclusion.

Conclusion and Recommendations

The findings reinforce agency theory by
demonstrating how governance mechanisms reduce
information asymmetry and managerial opportunism,
lowering DA (Jensen & Meckling, 2016). Stakeholder
theory is supported, as low DA fosters transparency
for shareholders, regulators, and depositors,
rebuilding trust in Nigeria's scandal-prone banking
sector (Freeman, 2018). Stewardship theory
complements these perspectives, suggesting that
ethical governance practices, such as non-dual CEO
roles, cultivate a culture of transparency and further
reduce DA (Ibikunle et al, 2025). Collectively, these
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theoretical insights underscore the multifaceted role
of governance in enhancing financial reporting
quality, with practical relevance for Nigeria's banking
sector and its broader economic ecosystem.

Recommendations

1. Enhance Board Independence: Increase
independent non-executive directors to
reduce discretionary accruals.

il. Strengthen Audit Committee Expertise:
Appoint financially literate members with
frequent meetings.

iii. Promote Institutional Ownership: Encourage
institutional ownership while protecting
minority rights.

iv. Eliminate CEO Duality: Strictly enforce role
separation to minimize discretionary
accruals.

V. Adopt Robust Internal Controls: Implement
controls to support IFRS compliance.

Vi. Engage Stakeholders: Promote transparency
through regular disclosures.

Vii. Strengthen Regulatory Enforcement:
Enhance CBN and SEC monitoring.

viii.  Invest in Capacity Building: Train board and
audit committee members.
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