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\ianaoement Entrenchment Fum C haractenstxcs and Eammos ’\Ianaoement of
Conglomemte Compames in \hgema

‘e Temitope Ohmlde F'wbelm Olubuuuu Flm ence Osemene O\mlade AﬁbAJe
s 'Depn nnent of Au:u)mmng Faculty. of Manaoemenr Sciences, Um\ elslry ofIlor m Iioxm \xaei 1a
55 “‘Emall ol'nlucletwf(w'zlloo com - 3

—il)cmzcr Some/zmes the H\’(I/I‘l bemeen shmeho/a'ezs cmn' m(/naaelueut is. an nm’nunon of rlze fevel of .
entrenchment within the corporate emironment, \!anavers are bélie 'ed o routinel nmufpulan eqarnings 1o
mislead shareholders about their company’'s actual economic outlook: or performance. As a result, the study
investigated the impact of Hianagerial entrenchment,. firm characteristics and “earnings nianagement of
conglamerate companies in Nzgei ia. Employing the ex-post | facto research design, the data was gathered
Jrom a secoudary source of, the 6 listed conglomerate companies for the 11 vears runiing (2008-2018). As an
indicator. for managing earnings of a cor poration, the study employved discretionary accruals and applied the
adjusted Jones model. The result showed that - mfmagemem enirenchinent and firm characteristics have
impacted on mu/mmnonal Jirms® earnings management in Nigeria, Speczf cally, f o the conglome; ‘are’s
entrenchinent proxies, "CEO’s temure has a positive and significant impact on eqinings managément (cofft
=1.062821, p-valwe =0.0367) and management ennem‘hmem as measured- by CEO'’s sharehoidmb has a
negative and insighiificant effect on earnings management (coff’ =-6232391, p-value = 0.4090) while fir m
“size; profitabiline and leverage indicated. a significant and positive impact on earnings management (coff, =
- 0.124387, pa 'alue = 0.0000; coff: = 0.006647, p-value = 0.0431 and-coff. = 0.032063, p-~valie = 0.0000).
The" study, ther efore recommended among others that mmmgemenr s/rou]d recduce the debt in their capital
structure in order io fmprove-their companies’ value and their mpimi strucrre. 5/10/1/’77 be majorly: financed
by equiity ml})e; thair debz and reduce CEOs fenire [0 minimise earnings manacremem practices.

Ixeywonis; Enn enchmeur mqnagerza] belmylour; eam:‘ngs mmmgemenf; disc’_refimmm-?- aceruals;
co;zvlomemtes | ol Pl e s PR 3

Introduction -~ . - et 1976). . Evidence - has shown - that
ga : ‘ ' entrenchment can aggregate with Chief
Executives owning a large. shareholding in
their company's. equity (Matta & Beamish.

~ 2008: McClelland & O’Brien, 2011).

Over time; ~ there  has been a
controversial ~issue to ~deal with “in the
corporate world where the managers serve as
an. agent to cai‘r; out the. daily business -

activ ities of the busmess on behalf of the

“shareholders -and take. wlue-manmmmcfs'-

‘decisions; Because of their 111d1v1du*111sm anci
their . oppmtumsnL there is° a..conflict. of

interest as- executives ac.rmo as shareholder

-agents induige in conduct that provides them

EEE tmauc1al advantaze 1o shaxeholdeis

~detriment, and take measures Which do not.
optimize shareholders’ interests (Jensen &
Meckling 1976: Jensen 1986 Vibi, Abu &‘ '

‘Tortinia 7019)

This Self-‘inter‘est iS'perpematéd basedon

~ "the extent to which the managers can wheel

theii power in'the. organization which is often

referred to as management ennenchment

"\1anaﬂement exm enclnnent COlleitllIQS one of

- the most controversial forms of disagreement
- between shareholders and executives, which

has .a . long-established hxstmy of agency
_analysm hte_mtme (Jensen. & Meckling, ,

On: the other hand the entr enchment of

the CEO. ‘affords- them the - prerogative to
- devise. execute and pursue the outcomes of

policies that benefit the company. In order to

-misinform the shareholders on the company’s

real econonnc per formance. ma nagers often

‘ ,smooth the eatnings. Managers' manipulation
of eamm&s via real-life . distortion of -

acuvmes or ‘accounfing. sta nsnu tends to-
reduce earnings precision: increases the risks
and conhmon “for individuals outside the -

2 i meamzanon and is- likely to produce

asymmetry in -information handling and

‘teduces. investment effectiv eness. In add1t10u

to concealing the real performance of the
company, - earnings . management masks: the
actual process of . earnings - growth and
business revenues that is valuable to predict
the company's future success (Ewert &

Wagenhofer. 2011).-

[y




. managers'
shme.holdels. Management entrenchment as
argued in Fabrizio,  Jian and Jordi (2017),.
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The CEO's powef was also linked to

’ supporting individual programs, frequently at -

- the expense of shareholders: (Stulz, 1988).
" CEOs in high power have a greater capacity
to resist oversight of the board of directors.
audit = committee, shareholders and,

ultimately. ‘market - control as they are the
main - figure .~ for financial  information”
development and -monitoring. Kim and Gu
(2005). Barber, Ghiselli & Deale (2006), and -

Guillet. Kucukusta & Xiao (2012) suggest

that the -compensation” of the. CEO is -
associated with the financial performance of .

the firm-and motiv. ated b\' the unpmfance of
earnings figiire.” '

Nevertheless. a contrast'mo ‘but less -

- established. study sumce has arisen in. the
~literature on organization theory that argues
- that -under’ . some .
entr emhment of the Clnef Executives aligns
-priorities ~ with - “those of

. results in earnings management practices that
are less _de,mmemal to the value or

performance of the entity. It stems from the

belief that well-established Chief Executives
(CEOs). can. exploit the earnings - less
opportuuistically becauise they are more
conceriled -about future success than' CEOs

who are not well-entrenched or well-
established. Entreiiched CEOs tlius are 1more

likely to use the flexibility . implicit in

‘accruals and or ffamzauonfll actions to advise -
stakeholders on future performance, ‘and not -

at the detriment of dedunno pextonmuce et

~The specﬂ”u corporate ch*uacteustzcs are

dltfelem accounting details recorded by the
organization in its financial statements for a*
given financial year. which is' capable of
triggering a messqce 1o several owners of the -

- business - about - its results,’ because the

financial statemerits are used by CEOs to

represent  the economic reality of any
company.: (Stainer, 2006). Earnings. as a line
item is a very interesting feature in financial

reporting. howe\fex managers are believed .
to manipulate earnings in order to achieve

their purpose: ‘which is a concern for

stakeholders.  Given. the importance of -

- earnings, executives :are involved in the
reporting’ and must . better . manage their
earnings for that purpose (Sukeécheep,

_conditions, - the-

Yarram & Farooque, 2013 ')) Thus in terms of
increasing its -utility. they can. therefore;

- Hmprove. the poume and negative aspects of
- financial reporting’ by admstm accoummﬂ'
_eaunn&s -

However after- a snuw of - business

defaults and frauds' (e.g: Enron. Tyco &

Wi o1ldCom) hnancxal starements -becaiue

~dubious. which led to a hindrance to growth

in productive ‘capital markets. Investors in

" Nigeria frequennly - claitn  that -financial

peztounance information - is  either

*“inaccessible * or, . if given. " manipulative

(Shehu, 2011). and of course. there are far
fewer observers or ‘analysts on the Nigerian
market than those on the industrialized
economy.. .Consequently, it :is becoming

» 111c1e1smcrlv nnportaur to undalstand how the

’ﬁnancml  statement .

© .prepare to ensure that the quality of financial
- -statements is 1ot | Lompmnnsed (Dﬁﬁh,sm

’ Zouhavel & Mbarek 2016). .

controlled  and

The overar clung pumow of this resear ch_
is to evaluate earnings management from the
dimension. - of . both management
entrenchment and compauny - characteristics.

_while the specific g goals are to: investigate the

effect of management  entr enchment  and
assess the effects of company characteristics

" oon earning$ management of conglomerate
“firms  in - Nigeria: - This' research has the
“potential . to euhance the penpecme of

investors. . on an . entity's earnings
management. The scope of this study is based
on six (6) listed conglomerate companies in
Nigetia. The peuod covered was hom the
vear 2008- 2018 :

leterature Rewew '

\Ianaaels have a speum role to plav n

- organizing the. operations of inputs:and in
~-enforcing agreements negotiated with inputs,

with the aim of making the best . decision
among - alternatives.  The - management

" entrenchment process is- described by Pigé

(1998). Aymen & Boutheina (2017) as a
process allowing the managers (CEOs)to

free themselves f1om control: by the board.

audit conmnttee oI evell by the shareholders
of . the company. It can beinferred from
this description =~ of  entrenchment  that
managers could be running the business in a
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way Ihat croes aaamsr the niaximization of '

firm value. Shle1fe1 and Visliny (1997) argue

- that executives are striving to make different -
“investment acquisitions dependent on their

knowledge - and..experience to deepen the
.company’s i ima g,e and to make dlbllllSS?ll quite’
very costly to-the organisation. In essence. it
-offers them more lucrative ‘bonuses, major

benefits, . pe1qul<1tes and more independence | -
‘that.  are... " :

in . management, Managers .
' ennenched become irreplaceable in a ‘manner
~without ‘which'- the . or ganization will f'ul

Thus. an executive has-an iiiceitive to invest
the company resources in properties that have

a better value than the best-managed option
-(me 1380) '

Social succe>S - will,
improved by com’ewence. as managers’
involvement m 50(:131 -activities.

counteract LOH(’IOl mechanisms (Smroca &
- Tribo. 2008). If ownership and control are
- separated within'a corporation.. expenses, in
the: form of “agency. -cost come from the
© busitiess. Nevertheless, the expense of the
‘business  decreases if -equity .

managers opemte differ,  heice, a
consideration of the chmacteustxcs of each
compan} is unpel ative.

. Finn clmmcteustlcs are the behavmmal
of - company s operation which
enable  them to achieve their - objectives

throughout the period of their opelatxons :

theleioxe Company’s characteristics vary
hom one business’ enntv to another and they
can be: deteunmed based onr the relevant

: mf01 matzon disclosed on ﬁnancxal atatemems :

- for a pamcul'u accounting period (Stamel
2006). Similarly; firm Lllﬂlﬂd-&l istics can also
be defined - as certain advantages that a
‘company enjoyed over its competitors in the
market - for . the - period .

" (Abdullahi, 016) There are wide varieties

of mtoxmanon chsciosed ‘in the ﬁnancml_
statement. of busiriess entities that serve as -

the plechcrou of the firnrs qua11t3 of
accounting information and - performance
(Lano & Lundholm, * 1993). Based on

previous studies. availability of data and. its

howevex e

can bei*
perceived as a factic helping them to build
strong relations ‘with™ other stakeholders to

within ~ the | .
OLszamzanon rises wlien. CEOs pay for. a-
greater plopomon of tlhie “company's share.
Peculiarities. -of " the companies- in which

e

.- relevance :t'o the sddo-éconoﬂlic enviromment .

of operation . _
- the oldest ideas of manaaemenr hte1 ature and
¢ economnics

-associated mth this “phase. In
" Rahman, Monnnzz'umn and ‘Sharif (2013)
_susaested that the earnings

of ‘Nigeria, three mdependem variables are.
selected as proxies for the = finn’s.
characteristic reporting (Chenr & Jaggi.
2007). The variables used ‘in this study

. iniclude firm size. leverage. ‘and profitability

(Dogan..2013: Mohammed & Usman, 2016:
Owolabi & Oblda 701” Salehi, ’OO9.._Shehu

& —\hmad "011)

In 1eceut dls«.usslons on- oxzamzanon'w

1enc1enc1e:s in unethical * * behaviour
(Uwuigbe. 2013). earnings management
remains . an - important ‘topic. “As such

Alsharairi - and “Salama (2012) described
income management. in.compliance with the

GAAP as’1manageable activities which seek

to influence the fxccmallv accounted portion
of « the .reported - income -upwards. or

“downwards - as driven by-. the -information. -

knowledge and economic consequences

addition.

management

consists “of . HCCOIHJ(ID” or a(,_Cl'Ufll COﬁU‘Ol

_ strategies. chosen by compa iy management
* to meet the planned leveks of income, under
.the - constraints . of = the
'stakeholdels
" “accepted.
. Nevertheless,
~accounting crises also changed the paradigm

appropriate
and the hmlts of generally -
-accounting. ‘principles (GAAP).
‘WorldCony - and”  Enron's

on earnings managenient to an opportunistic
view. In this ‘sense, executives manage
earnings for private pmpmes rather than the’
shareholders’ interests (Watts &
Zimmerman, 1986;. Subhunanvmu 1996:

Hao & Yao, 2010; Jirapern. Miller, Yoon &

Kim. 2008). In. fact, the ‘modified Jones
model was the' better predictor for earnings

management as inferred by Chen

Chen,
Lobo and Wanz s (701 1) smdv :

Using the qoene} theory which was
developed by Tensen and ’\Ted\lmg (1976),

“agency relationship was deﬂned as a form of

confract between the compauv s owners and
managers. Agencies theon is seen as one of -

(Mitnik, - 2011;  Wasserman.
2006). with the work on residual claims and
decisions made by Fama and JTensen (1983).
The activities of the company have been split
into” two.  groups.  namely  decision-

mamoemem and decmon control. in which
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L agents are the inain ph} ers in the process.
' Deusxon—makmg and decision-making are
identical in nou-c.omple\ businesses. -but both
occur in mmple\ ones. In these -complex
organizations. the -problem with -agencies

-occurs in . the -decision-making pxocess of

~ manageénent, siuce the decision-makers’ who

_inttoduce and exécute the _company’s |
decisions me not the true Learers of the rich -

' LOH::Q(.]UEHCCS of their deusxons They argued

. that -these 'issues *are- ‘important. for' the

- company's: bllbtaulﬂblhf\f to be managed. The

[interesting -statement about the disparity in .-

risk tolerance between agent. and principal

- wasmade by Gmsmnau and Hart (1983) -
which clauhed that - the  principal is

influenced by the - performance of the

- Executive, which is' the .agent. The level of -
effort of the agent influences the performance’,
of the or ganizations in which the principal -

wants the dgents to 1mp1 ove their efforts. The

pxmcxpal should therefore, threaten ‘the -

actions  of « the fwent with a 1easonable

fpavment structure. such. as. the cost of

. .confracting: (peulusltes) and the Chzuge
- for ovexsxzhr (by employme an auditor).

The Lompensanon system is- influenced °

by the agent's vulnerability or information

content approach to management. and if the -

agent 1s risk-neutral.| no reward- problem

~occurs. This theory . confnms that managers .

entrench  theinselves - to ploted their job,
increase their renuneration and incentives.
- The situation. where the owners (principals)
_engage another (ﬂgenﬂ to manage the affairs

of their business i in‘thelr interest, although the’

managers (aoent) are to work in tle interest
of the owners, nevertheless, there arises.a

conflict of interest in the short term arid long-

term goals of the organization. The agency.
‘costs “are” cost incurred: when' professional

_ managers are to run the companies on behalf
cof the shareholders these include ‘mounitoring
- cost. (employing ‘an “anditor); bonding cost -

" (incentives packages) and ot11e1 agency costs.

For the long-term gaini of the  incentive -
scheme. managers formulate a ‘method -of
consolidating and neutralizing the systems of -

influence - - exerted by the owners or
slmeholdem wlm.h in this case. is the

 principal; 5o that he or she can pmv1de more

pelsonal advantaoe within the organization.

‘customers’. - position in the

"o

(Insmute of € 1mte1ed —\ccouumnr of \Tlﬂel ia.

ICAN 2014).

Fabrizio, = er> a (”OJ/) examined
managerial - entr enduneut cand.  earnings

- management. The study arguss thut the firm's $.
- - owners “can ‘also” benefit fwm an- improved
" entrenchiment that allows -executives fewer.
" short-term - fmanaal Ieponmo targets for .
control of their earnings, The study found out
that . these * effects of entrenchment  on

eammos management are. only .present for

'.fums donncﬂed in Delaware: I\dmxan and

Attaullah: (2014) - examined -the impact of
coxpomte governance:  and owuelshxp

- structure on'earnings management practices
" and estimated dlSCletIOIﬂlV mcmals from the

perspective of Jones (1991) model: Dechow.’
Sloan. & Sweeney’s (1995) modlﬁcatlon of
Jones™ -model; - Kasznik : (1999): -and the

»pe1fonnmce-matchmo Tones model - by
Kothari. 'Leone, & Wasley - (”003) The

results indicate a nmnotmmus rise ‘in the
discretionary accrual with the share ~of
ownership " of the" executives, their wives,

- children; and other” families of an entity. The
’ ‘couelanon between earnitigs smoothing and

management entr emhment which evaluated

.Fudenbe1g and " Tirole's (1995) forecasts.

whicly - established - e ‘model in which
managers bmoothlv eaunm,» were atfributed
to teaxs regaiding }ob security. was analyzed
by Francios and Zhan (2004 ). Data from the

. study -endorse then propositions.  The study
_reveals that busmesses whose executives are
"o mere ennenched have a lower level of

smooth eatnings, ceteris paribus. depending

- o1 the connection between acciuals and cash :

flow. Extensions provide turther insight into
both. the incremental ﬂCClUdlS and investor
correlation
between . smoothing - and  entrenchment.

Jonathan and Olmex (2014). using panel data
- collected betweeu ”003-2011 focused on the

pe1f01mance “consequences of manager

"‘.entlenclnneut and. emploved Generalized

Least. Squaxe_s_ (GLS) method. The study
indicates that family-owned companies with
higher eutrenclnnem scores perform better
aid are more. likely -to be 1espousxb1e for the
organization's management :working. This

~ view-was also subscribed'to in Soblhy, Ehab
‘& Hussain (2017). As illustrated in French
‘c'_ompm_ﬂes'--listec.l._ in- SBF. 120. Moussa.
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achd1 and Amueri - (ZOla) LeweWed the

entr enchment - of governance: administrators - .
using discretionary accruals, senjority and the -
attributes of their directors. The research has

shown - that m’mawement board . leads to
managers’ ove1s1_ht and  the ‘estimation . of
management's’ entr enclunent effect reinains

statistically. mbmﬁcqut for all .c_pm_pany

per for mance metr 1cs

Pmthelmoxe,,Azxaml ‘Nur and Zmaldah o
' '(201_;) investigated earnings- mam_gement.as. ’
an . analysis of .opportunistic ~behaviour.. .
mechanism. and  financial

mouiforing: =
Cdistress. The' research applied the 2005

Kothari Model for measuring earnings. -
management and the outcome of the study

provided a. helpful - explanation for the
zelanonslup aniong . variables, - thereby
providing regulators  with applopuate views
to tightening. the tules and regulatory

regulations; in order to encourage public trust -
in the réliability of financial reporting. Dean.
Buleut -and Christopher (2000). ‘posited that -
firm characteristics are essential determinants

of a firm’s performance as well as its success
in business, Lee and Clioi (2002) have noted
that the company's characteristic- such as
size affects the. propensity of a company fo

manage its- earnings ‘and therefore believed’

that smaller businesses are likely to

manipulate their earnings more often. than:

larger LOIHP%HIE\ to.av oid disclosing losses.

; Nloeuas proprietary conceunanon and
earnings management activity of listed
conﬂdmexata has been mvesnaated in
Shehu & Jibril (2012). The study proxied
eamm% management . using - the modified

Jones (Dechow. Sloan & Sweeney. 1995)

‘model. Usmff' 30 firm-year = paneled

observations, ‘we estimated panel OLS and et
controlled for fixed or random effects. The -

result showed a major adversé link between
proprietary  concenfration = and - earmngs
conirol activitiesstockh.- Richardson (2000)
discusses these dauns and argues that the
degree of earnings management rises as the

~asymmetry’  rafio of .the information-
increases: a strong result has been shown to .
check this relationship. The research shows -
that. where there is 'a high degree of’

information asymmety. accouming parties
who are involved do not have access to
necessary data to discourage accounting

MEN = Management

_ abuse. s0 rlm adnnmsnmow can use their.
e dleleUOn a$-information (.svmmetw rises to -
: nmnpul"rte the réported. earnings. However.
~ . these studies failed to include manaaemem

entrenchment as one of their variables. The
variables used to measure this in the study

ate the " CEO’s temure and. the. CEO’s

shm eholdmg

Based on the 'uoumema lﬂlS&CL the study

thothesxze&. the follo“ ing:

Hoy: \hnaoement enﬂenchmenr muables do
not have a mamnmnr impact on. earnings
management m I\chua conglomerate
Lompames

Hp: Firm characteristic.s do not have a
significant -~ - impact  on  earnings
management in Nigeria conglomerate
companies. '

-On a priori, manageiment entrenchment
and - firm . characteristics  variables' are

~expected. to have a positive impact on

earnings management of conglomerate

‘companies in Nigeria.

Methodology

 This study adopted the ex-post facto

- research design. The target popularion and

sample:size of- thzs study consisted of six (6)

‘conglomerate - companies  in  Nigeria.

Secondary ddta derived from annual reports
and accounts of the conglomerate companies
were ufilized in the study. Descriptive
statistics and correlation analysis were used
as an analytical tool while the variance
inflation factor was cairied out to detect
multicollinearity. - The model below was

- formulated for the study:

EMT=AMEN, FCH.j1)

Where.

EMT

Il

Earnings management (measured

by DAC)

Entrenchment
(measured bv CTE. CSH)

~Firm Changtemncs (measured by
FS.PFT.LEV)

FCH -

" Regression - model specified for the

purpose of this study is:
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DAC; = o + B:CTEy + P:CSHy + BiFSy +

ﬁmFTﬂ;BLE\n+&BDa¢ur
Where:
DAC = Discretionary Accm’xls
. CTE = CEO'sTenure -~
CSH. = CEO’s Shauholdmo
'FS = FirmSize . -~
PFT = Plontabﬂlty_'
LEV = Leverage Ly
BDS. = Board Size (control)
Subscnpt it"indicates panel data

S - Stochastic error term that capmx es

unobs er ved var mbles

This 1eseauh useddiscretionary
accruals - as a. swrogate for'  earnings
managenent - analogous. to . many previous

~ reports, such as Norman. Takiah and Mohd
(2005):. Sarkar. Sarkar and Sen (2008): Shen -
and- Chih (2007):- Chalevas and Tzovas
(2010%: Jouber and Fakhfakh (2017) Callao,
~ Jarne and Wréblewski- (2019): and Alzoubi’

- (2019):  Sukeecheep - et -al. (2013). . The

foregoing expression dequxbes discretionary
_ accrual (TACC):

TACC;= '\DAC~5DA6

Where: non-discretionary dccmals (I\DA( y

and discretionary accruals (DAC) makes up
" TACC. ' : '

Although  there are two models
(modified Jones model and performance-

matched model). for computing TACC. the

modified Jones’ model will be used because

it iy the most common method used i .,

accounting research (Dechow, Sloan and
Sweeney, 1995: Kothm Leone and Wasley.
2005). ‘

_ ;Mor/{ﬁéd Jones Aﬁ)dgi

Under this model. the total accruals

TACC;, for. firm' iis the difference between

net income. betcne tax and e\namdmdx\

items (EARN) and net operating cash flows -

(OCF) as expressed in equation (1). -

"TACCie = EARN; = OCF; .....ovioieis (1)

The computecl' total accruals TACCy in.

equation (1) will be added in equrmun (2) as
stated belou v

| TACCit _

C A

- 1 AREV;+~ AREC; +)
°<1 ! + °<2 ( it Lt ok
Apoa) . L :

. Ajr-1.
PPE; -0 . G .
3 o oy B % s dhien s it g mmrenemsn (2)

Aty LT e ‘ _ .

. owhere; :
- TACCy = companvzm yeart t total accmals

Aju = _lagzed total assers by 1 year

AREVj; = -sales revenue for company iin

Cyear t ineasured in terms of
 change '

AREC;;= Ner Recelvables for company 1

in’ year t measured in terms of

change.
'PPE;; = Company iin year t for Property
s - Plant and Equipment
Eic. » = Frror term . (Non-discretionary
o accrual)
S0y U2 Oz = parameters industry-specific
attributes ’ ’

Two dimensions of entrenchment were
used (CEO’s tenure and CEQ’s shareholding)
as the variables for measuring inanagement
enfrenchment. Previous ~ studies such as

- Fabrizio. Tuan and Jordi. (2017); Jonathan

and Olivier, (2014): Fredrickson. Hambrick
and Baunwin (1988) claims - that early
weakness arises if the CEO's- tenure 1s less
than or equivalent fo three years. Within
three vears. CEOs begin to gain authority and
become more -entrenched. The study thus
creates a duminy vector that takes value 1 if
it takes longer than 3 years to l\eep CEOs and

-0 ifnot.

Three dimensions of firm characteristics

“were used (firm . size, profitability. and
leverage) as the variables for measuring firm

characteristics. as it has been proved in
literature ‘Dogan. (2013): Roodposhti &
Chashmi.- (2010). Natural logarithm of a
firm's total assets to measure the firm size
(Lee & Chot. ”002) Profitability is measured
using the return on asset which is calculated
as profit before interest and tax divided by

‘total assets to aenexate revenues and leverage

was measmed as the ratio of firms’ total debt
to equity as it has been proved in literature
Salehi. (2009): Roodposhti & Chashmi,
(2010). Board size was used as a control
variable. Board size was measured using the

“natural logarithm of total board members
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Table 1. Des_cﬁpt'jvé Statistics . "

FS. - PFT . ' LEV

Variables . .- DAC . . CTE CSH BDS

Mean 2340543 0476190 - 0.008495 40599129 3319340. 38204792 5.904762
Meximum 13096251 1.000000 - 0.164016 - 95707797 - 10940804 ~ 190E-08  15.00000
Migimum - -7900912. . -.000000 . 0.00000 1178421 -3476859. - 1351966 4.000000
Std. Dev. -~ 4915434, © 0.511766 133600119 4390303, 2467889

Source; Author’s Computation (2019)
(Mian & ‘Salat. "018 Daghsm Zouhayez & _
\Ibmeh 7016)

Resuh‘s
Descrzpm e Snmsncs
The 1esulr5 shm'\ that' the average

discretionary  -accrual is -234054.3. This
‘implies. that on average. the sampled firms

. manage '1c<:1ua1s -downward. Discretionary

accruals xanoed from -7900912 to' 13096251
wuh a bfﬂ]ld’lld deviation of 4915454 The
average value of CEO’s Tenure for the six .
conclomu ate companies is 0.476190 which ‘

shows that some CEOs does not stay up to 3 2
vears before they are changed: (since those -

that spend more than 3 years were coded to 1
and those that spend less than 3 years were
coded 0). The average valie of the CEO’s-
Shareholding is 0.008495 with a standard
de\mnon of 0.035639 and a maximum of
0.164016. ‘The biggest size of the six-
conglomerate companies used in  this

research is %0\ 707.797 with an average of - :

N40.599.129: and a variation of N33.600.119. -
On average, the six conglonierate companies
make .
“under study. The maximum profit of the six
“conglofnerate companies: vas N10.940.804.
The mean of leverage is 338,204,792 while.
its standard deviation and minimum, values -
are  N44.582, :26 and-  N1,351,966

Table 2. Correlntlou AMatrix

0035639

23,319,340 profit over the.. penod- '

44582226

1espect1’»eh” As 1evea1e( il Table 4.1. the
~average size of the board of the six-
conglomerate companies is.5.904762 w 1th a
spread of 2.467889. Board has a ‘size of
. minimuim dnd maxinmm  of 4 and 15
. respectively as ~ evidenced by the six
éongl_omémte companies,

“Test for 1111/1‘1(’01/1110(11 iy

_ The coneianon matrix pxesemed
Table 2 reveals the relationship between fhe
dependent metrics ‘and the  independent
variables. The table also shows the level of
‘association between independent. variables

themselves. The values were extracted from
the . Pearson ~correlation of - two-tailed
sunfuxmce '

A funhex m\esrmmmn into possibility
of the existence of multicollinear ity among
the regressors is carried out through the
variance inflation factors (VIF) test. The
result of the investigation is presented in
Table 3 . Table 3 depm\ the VIF and its

Cinverse: (teahmoally called- tolerance) for all

the independent variables. By the rule of

thumb. any variable -whose VIF is greater
than 10 is highly collinear and vice versa.
From Table 3, all the variables have VIFs
that are lesser than 10w hu.h imply that they
are not collinear.

TCSH

“Fs . PFT

LEV

"DAC. - CIE® BDS
DAC 1 000 000~ 041 - 000 028 021
CTE = . " 1 9137 -.075 193 -010 -.064
CSH F: . 1 "wl15 e = - 208 T-034 -109
FS -~ - : : T -045 . 137 220
PFT FEL T 169 -023
LEV e l. 058
BDS 1

tailed).
Source: Author’s C ompulanon (2019}

Bk significant xehnomhlp at p-value<0. 01 (--tclxled) A \xommam Lelatmushlp at the p-value<0.03 (2-
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Table 3. V ai‘iz_mfe of Iﬁ'ﬂ,ati.on and

. Tolemuce' :
Variable Tolel ance Values - VIF
CTE 0.156 6.398
- CSH 0118 '8.626 -
“FS ’ - 0939 1.066
PFT . 04168 5952
LEV . CL0163 6.135 -
. BDS- . 0139 - 27.194

' Source: Authol sCompuhnon (2019)

f\Iodei E: xrmmnon Re’sul[s

ST Table 4, rhe 1= value. f01 manacemem
entrenclunent as measured b\, CEO’s Temure

(CTE) is 38.05773 and a coefficient of

1.062821 with 2 pmbabﬂxty value of 0.0367.

This signifies that management entr enchment
~as measured by C‘EO’Q Tenure is sxgmhcant .

(5%) and pounvelv related to earning

manacrement USlllC’ Lon‘vlomemteb firms in . o

Nigeria Bourse. Thus. 4 unit increase in
: manaoemenr enfrenchment as meastured by
"CEO’s " Tenure will ~increase earnings
management of conglomerates firins by
1.062821 - while The CEO’s .Shareholding
showed ~ a  t-value . of 5.077327 and a
coefficient having a propensity of 0.4090.
This appears-to niean the shareholding of
CEOs dogs  not impact the-

a t-value of  8.094089,
0. 124587 and a ‘probability ratio of 0. 0000. I,

“can also be inferred that at one percent
significance level; business size correlates”

Tabled. Regression Results

-Qat] 1111108

‘has -~ a
 profitability is: findaméntally- rmpomm and
© it has a -positive. effect on conglomerate
' firms® earnings management it Nigeria. This

_earnings
management of cnnommexate companies in
Nigeria aubst'mmll\ The s1ze of the firm has
a coefficient of

g posxmeiv mth DiSCIEthﬂztl'\ Acuuals of
. conglomerate businesses in- \wem while
also sustaiiing a sxgummm mﬂueme on

e'umncs mauavement practices. It-implies
that.a unit. increase in Firm size will increase
‘mianagement of conglomerates
companies - in Nigeria by 0.124587.
Profitability shown i Table 3 with a t-value
of 3.792301 aud & coefficierit of 0.006647
p-value = 0.0431. -In essence.

suggests that the rise in plotmbﬂlt\ would
lead to an increase in multinational firms in
Nigeria's earnings management.

In addition. the t-value for leverage was
found to- be 5105562 and a 0.032065
coefficient with a p-value of 0.0000. This

means ’ievefra'ge is significant. and positively

related conglomerates’ -~ earnings

-_"mamoemen’r practices in ‘Nigeria at 1%
" significant lével. This. nnphes that for a unit

increase - in le\emge. the  Earnings

- management. of conglomerates firms will

increase by 0.032065 and in the same vein.
board “size swhich is the control variable
showed a “t-value. of 10.00992 and a

_coefficient of 0.031227 with a p-value/of

0.0187. This signifies that Uoard size has

b posmve and ° significant - impact earnings

111'1 1a ”8111811(

Cumulam ely. i T’ible . the F-statistic
of 29.07764 reveals that the 1ese_a1‘ch model
is well designed, and the. significance of

- {-Statistic

Variable . - - Coefficient Std. Error Prob.

s e 3540186 113398.1 3.121911 0.0027
“CEOs Tenure : 1.062821 0.027927 - - . 3805773 - . 0.0367

CEOs Shareholdimg, - 6252391 0.010712 5.077327- 76,4090
.Firm Size ) 0.124387 - 0:015392 .8.094089 " 0.0000

Profitability 0.006647 0.008390 . 3.792301 - 0.0431

Leverage o 0.032065 - 0.006280 '5.105562 0.0000
. BDS: 0.031227 -:0.003120 10.00992 0.0187

R-squared 0.764123 Mean dependent var, -6 11E-10

Adjusted R-squared - 0.460766 S.D. dependent var 13962004, -

S.E. of regression | 784776.2 Akaike info criterion 30:07635 .

Sum squared resid . 4.00E+13 Schwarz criterion ©30.29769

Log likelihood --1075.749 Hannan-Quinn critet.. 30.16447

F-statistic’ 29.07764 . Durbin=Watson stat - 1.630043
 Prob(F-statistic) - 0.000000 &

Source; Author’s Computation (‘019\;
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0.000000° p- velue - cari further support this,
demonstrating - ‘that the cumulative impact
‘management  entt enchment . and - fiim

characteristics 1% is sxc’mmam This unphes
that ummuemem entrenchment .and firm

characteristics have strongly and sz_mncantly

unpacted Qll. eammsa mau'icremem The LO- .

cefficient - of | detemunanon (R) of 76%

explains - that . variation - in e'umna'§

management wlmh is jointly accounted fot

by management ¢ entrenchment .. and, firm -

cliaracteristics ~has  been combined in
explaining . earnings - management  of
_conglomerare companies in Nigeria. '

Discussmn of Fmdmgs

o In LDleh"lllLt‘ with the objeumes tln& _
study has been able to examine and analyze - - '

management entr .endmlent_ ‘conglomerate

fitms’ business’ characteristics and earnings

“management ‘i Nigeria. After a thorough
empirical investigation of the relationship
between  the man'!oenal - entrenclument
vanables and eammos manfwement it was
established - that manaoeual entrenchment

impacts earnings management. This supports

the finding of Roodpo*shn and Chashmi

- (2010): Hashim and Devi (2008): Fabrizio. et .-

al (2017) which revealed that more and less
_entrenched managers differ in their earnings
management . behaviour.. Specifically. ~ a
positive  association . emerged © between
- management entrenchiment as measured by
CEO’s Tenme and - earnings - management.

This supports - the result of Jomathan and -

Olivier (2014) which revealed that the longer

‘the management entrenchment as measmed
by ‘the CEO’s tenure. the harder. it is- to;f

dismiss the manager ‘and the higher- the
chance  -of -  garnings

CEO’s shareholding on the other side showed
a nemme counection with the management
of earnings. Result is in line with Fabrizio et
al (2017) who found a negative link between
managemerit )

1c‘rivities and accruals.

Rec_rmdmo firm  characteristics;  the
stud\ s evidence shows that: the Lompauv‘
size and earnings management have been
related positively. This is reinforced by the
observation of Lauwra and Cristina (2014):

managenient.
Management enfrenchment as ‘measured by -

enfrenchment and - the .

opportunistic usé and’ abuse of actual . B ot~ dieciors . bF: Conplometate
. - O &

“companies should reduce the CEO's tenure to

Uwalomn"z meobe fmd Okoue (201~) that
’ "Lompanv size “is -a- business armbute that
givesa propensity ' to 1anage = earnings.
Leverage was found to have a slvmﬂcam and

posm\e influence on conglomerate firms’

_ealnmos management in  Nigeria. ~This

positive association is in support of the
research result -of” Shehu and Jubril (2012) )

- Moussa.. et al. (2013): Irawati, \Ialhna &
7"'bipavm12 (”019) “that. ‘the hlghm leverage
‘increases the - possibility  of earnings
‘managetient. Fm“rhenuow profitability has a
positive

1eht1onshlp Cwith  earnings
management which indicates that if current
profit is high managers would engage in the
management of their earnings if they want
their firms to. ._smvwe amidst the worries of.
staying afloat with dwindling cash flow of
the x.ompany as conobm ated by Aziatul, et ul

1 (2015).

Boa1d size is positively aml ‘.lf’mth’mth
related to -earnings = management. This

_positive - association is in support of the

research result of Aded. Al-Attar. and
Suwaidan (2012):" Vihi. Abu and Tortima
(2019)  which Leve’sled that the board
composition. is the only atr ibute that has a
significant  relation  with-  earnings

'm’lmoemem which may lead to distortion in
1epoxted financial reports thereby eroding

investors® confidence of their investiment.
Also. the finding of this study is in support of
the. sample of quoted Nigerian banks which
was used by Shehu (2011 to create positive.
relations between the boar l size and quality

. of hnam ial 1ep01tm<r

Conclusmn

- This. study e\ammtd the influence of
conglomerate firms™ = management
entr enchment compay characteristics. and
earnings management in Nigeria. In light of
the above. the studj ‘concludes that
management  entrenchment and  firm
characteristics influence earnings
management. The smd} recommends that the -

minimise earnings management practices.
Besides. the management should reduce the
debt in their capital suucture in order to
1111p_1me their companies’ value and their
capital structure should be majorly financed
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by equity: mthel than debt. - Similarly.
xmmaemem should invest its excess msh $0
as to avoid mismdnagement of earnings. This

is because idle cash (ploht) could be easily :

mampulated

This smcly ha» not exploxed the socio-
cultural. dnnenswn - of

countries in developed economies. In
exploring this dimension; studies could use
contextual variables such as the strength of

the 1eaulatow system or infrastricture. This -

can be hinged on'the argument that Aftica
markets buﬁez from: rhe weak - regulatory
environment (CPA Institute  Research.
Foundahon 2019: Agyemang, Gatsi. Ansong
- & McMillan. 2018) which managers ‘that are

. wall entrenched can exploit. It could be

_'pmposed that entrenchment s more

pronounced in weak regulatory envuomnents ;

than in stronger ones and vice versa.
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