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ABSTRACT  

This study examines the relationship between earnings management and corporate 
governance for listed Nigerian money deposit banks in the International Financial 
Reporting Standards (IFRS) setting and possible IFRS interaction effects. It also 
explores the relation between earnings management, capital management and risk for 
listed Nigerian money deposit banks in the IFRS setting and possible IFRS interaction 
effects.   

The methodology tests earnings management using Loan Loss Provisioning (LLP) and 
explores its relation to corporate governance, IFRS and capital management pertaining 
to listed Nigerian money deposit banks. Secondary financial statement, IFRS and 
corporate governance data are sourced from the Bloomberg database and firms’ 
published financial statements for the period 2005 to 2017.   

  

IFRS adoption and its interaction effects are not found to be significant. Second,the 
size of the board and the audit committee corporate governance variables are not 
found to be significant in constraining earnings management. Third, there is a  
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significant positive association between the cost of capital adequacy violation and LLP 
indicating that LLP is used to manage capital more as a result of erosion of the capital 
base of banks. Finally, high risk banks appear to manage earnings to maintain lower 
levels of LLP relative to low risk banks.   
  

Keywords: Earnings Management, Loan Loss Provisioning, IFRS, Capital   

Management, Corporate Governance, Emerging Market, Financial Market, Capital 
Adequacy Ratio, Banks  
  

 I. INTRODUCTION  

Earnings management is the alteration of the financial reports of a firm by insiders in 
order to mislead some stakeholders or to influence contractual outcomes that are 
dependent on numbers contained in the financial statements (Healy and Whalen, 
1999). Banks are characteristically more susceptible to manage earnings than other 
industries (Greenawalt and Sinkey, 1988). Scheiner (1981) studied a sample of US 
commercial banks and reachedthe conclusion that Loan Loss Provisions (LLPs) 
represent an important tool that is used by bank managers to manage earnings. Other 
research conducted by Ma (1988) and Greenawalt and Sinkey (1988) provide support 
that banks raise LLPs during periods of high operating income in order to enable them 
lower volatility of reported earnings in the future. Most studies that focus on US banks 
such as Ahmed et al. (1999); Beaver and Engel (1996); Collins et al. (1995); Healy and 
Wahlen (1999); Liu et al. (1997); Liu and Ryan (1995); and Scholes et al. (1990) provide 
evidence supporting the use of LLPs by banks as a mechanism for earnings 
management especially for stock market purposes. Research on non-US banks arrive 
at similar conclusions Anandarajan et al., (2003; 2007); Pérez et al., (2008).   

Previous research such as Beatty et al. (1995); Collins et al. (1995); Moyer (1990) and 
Scholes et al. (1990) document the use of LLPs to manage capital i.e. opportunistically 
alter the capital adequacy ratio. Banks have incentives to manipulate the capital 
adequacy ratios because violation of the ratios would result in incurring of regulatory 
costs which can be costly Anandarajan et al., (2003). It is important to note that the 
introduction of International Financial Reporting Standards (IFRS) made significant 
changes to loan loss provisioning and reserves IASC, (2003); Grier, (2005); PWC, 
(2009).   

One accounting regulation mechanism that is well documented in the literature that 
mitigates earnings management is IFRS adoption. In July 2010, the Nigerian Federal 
Executive Council approved 1 January 2012 as the effective date for International 
Financial Reporting Standards (IFRS) adoption by listed entities in Nigeria including 
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listed deposit banks. However, several banks had earlier adopted IFRS on a voluntary 
basis for financial reporting purposes.   

Certain IFRS changes based on International Accounting Standard (IAS) 37:  
Provisions, Contingent Liabilities and Contingent Assets were adopted by the  
International Accounting Standards Board in 2001. IAS 39: Financial Instruments: 
Recognition and Measurement also outlined changes in the requirements for the 
recognition and measurement of financial assets, financial liabilities, and some 
contracts to buy or sell non-financial items. IAS 39 was released by the International 
Accounting Standards Board (IASB) in 2003. These were regarded as important 
developments in accounting as they regulated the use of provisions, minimising their 
abuse such as in the case of big baths. The first change IFRS introduced was the 
requirement for certain specific assets to be classified as investments under IFRS 
without loan loss provisions. The second change was the prohibition of general 
provisions. Prior to IFRS adoption, banks made general provisions to loan loss 
reserves in the absence of specific identification of potential customers. The third 
change was that the determination of LLPs was to be determined using an incurred 
loss model backed by objective evidence supporting the existence of impairment as a 
result of a single loss event or a group of events.The final change was the prevention 
of the reflection of losses based on expected events occurring in the future which was 
previously allowed. The overall main objective of these changes mandated by IFRS 
was the replacement of subjectivity with objectivity coupled with a reduction of the 
ability of managers to manipulate loan loss reserves, thus mitigating the occurrence of 
earnings management. Another crucial factor that impacts the loan loss provisioning 
policy of banks is corporate governance.  

Corporate governance is the system of controlling and directing a company via 
principles, policies, procedures and clearly defined responsibilities and 
accountabilities used by stakeholders to overcome the conflicts of interest in the 
corporate form (Cadbury, 1992). In Nigeria, weak corporate governance resulted in 
major corporate failures in the financial sector.   

Prior to the consolidation process of banks that commenced in 2005, the financial 
sector witnessed significant risk evidenced by the collapse of several firms such as 
Forum Finance, Abacus Merchant Bank Nigeria Limited, Royal Merchant Bank 
Nigeria Limited, Rim Merchant Bank, Financial Merchant Bank, Progress bank and  
Republic Merchant Bank among others. In 2012, there was the further collapse of 
Oceanic Bank, Intercontinental Bank and Afribank, Uwuigbe et al., (2014). In 2015, 
Nigerian financial regulators, the Financial Reporting Council of Nigeria, ordered the 
suspension of four past and present directors of Stanbic IBTC, a division of Standard 
Bank, following accusations of accounting irregularities. Stanbic IBTC denied the 
charges, the Economist, (2015). In September 2018, Nigeria’s central bank revoked the 
operating license of Skye Bank Plc. and established Polaris as a bridge bank to take 
over its assets and liabilities (Alake, 2018).   

In August 2014, Carlyle Group LP, the world’s third-biggest buyout firm 
headquartered in the United States made its first investment in Nigeria, buying $147 



African Journal of Accounting, Economics, Finance and Banking Research, Vol. 12. No. 12. 2019.  
Ikechukwu Ndu, Chiaku Chukwuogor,  Augustine Arize,  & John Malindretos  

  

  

22 
 

million of shares in Lagos-based Diamond Bank Plc. At the time, the view was that 
Diamond Bank was well-positioned to benefit from Nigeria’s status as one of the 
fastest-growing economies on the Africancontinent and planned to become one of the 
largest financial institutions in West Africa. However, Diamond Bank’s shares 
plummeted as a result of the 2014 oil-price crash which adversely affected growth in 
Nigeria’s economy and caused non-performing loans to skyrocket Wallace, (2018). In 
November 2018, Diamond Bank opted for a Central Bank of Nigeria (CBN) Managed 
acquisition by Access Bank, Proshare Research and Markets, (2018). As a result of the 
Central Bank of Nigeria (CBN) Managed acquisition, the Carlyle Group faces a 
potential impairment of $136 million with its investment in Diamond Bank.  

Due to these bank failures and bank suspensions, takeovers and mergers in Nigeria 
have been imposed by the central bank regulator to prevent contagion and spreading 
of systemic risk. Consequently, it is not known whether poor corporate governance 
practices resulting in earnings management and capital management in the form of 
loan loss provisioning were commonplace in the Nigerian banking industry early this 
century. Hence, there is a need to conduct further research.  

As a result of these bank failures and bank suspensions, takeovers and mergers in 
Nigeria have been imposed by the central bank regulator to prevent contagion and 
spreading of systemic risk. Consequently, it is not known whether poor corporate 
governance practices resulting in earnings management and capital management in 
the form of loan loss provisioning were commonplace in the Nigerian banking 
industry early this century. Hence, there is a need to conduct further research.  

This is the first study to the author’s knowledge to date that makes important research 
contributions that significantly add to the literature of earnings management in form 
of loan loss provisioning and its relation to corporate governance, IFRS, capital 
management and risk pertaining to listed Nigerian banks using the Dynamic Panel 
Data estimation method. The study has several interesting findings. First is that 
although IFRS adoption provides benefits of additional extensive disclosure 
requirements and increased transparency through its prescriptive nature, its effect on 
earnings management and interaction effects are not statistically significant. Second, 
corporate governance characteristics comprising the size of the board and size of the 
audit committee do not have a statistically significant impact on earnings 
management. Third, there is a statistically significant positive association between the 
cost of capital adequacy violation and LLP indicating that LLP is used to manage 
capital more. Further, the study finds that high risk banks will manage earnings more 
to maintain lower levels of LLP relative to low risk banks.   

II. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT  

This section discusses the theoretical framework underlying bank earnings 
management and reviews the literature to develop the research hypotheses regarding 
the use of loan loss provisioning as a tool for earnings management and examines the 
impact of IFRS and certain corporate governance board characteristics. The use of loan 
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loss provisioning as a tool for capital management and how it relates to IFRS, risk and 
other factors are also explored.   

Agency Theory  

Agency Theory suggests the existence of agency costs between the principal 
(shareholders) and agents of the principal (managers) due to divergence in goals and 
appetite towards risk Berle and Means, (1932). Earnings management therefore occurs 
in banks when managers look to trick investors through the intentional manipulation 
of accounting information using methods such as loan loss provisioning.  
  

Political Costs Theory  

Political Costs Theory suggests that large profitable firms such as banks face relatively 
higher effective tax rates and there is a positive association between firm size and the 
use of earnings management practices via income-reducing accounting methods such 
as loan loss provisioning Watts and Zimmerman, (1978).   

 

2.1 Loan Loss Provisioning and IFRS  

There are some researchers who share the view that severely limiting the available 
options through IFRS adoption may lead to a reduction in quality of reported earnings 
Ball et al., (2003); Breeden,(1994); Burgstahler et al., (2006); Cairns, (1999); Street and 
Gray, (2002). Their argument is that limiting the options available to financial 
institutions in determining LLPs may adversely affect the quality of financial reports. 
This is consistent with the view of Leventis et al. et al. (2011) that IFRS reduces the 
amount of unallocated provisions for loan losses that banks provide in previous years 
to sufficiently capture subjective and judgemental aspects of credit risk which are not 
considered specifically on an individual basis. This reduction in general loan loss 
provisions may therefore act as a detriment and prevent banks from capturing credit 
risk accurately thus reducing the quality of financial reporting.  

This assertion is shared by Barth et al. (2008) who note that constraining the discretion 
of managers with a view to preventing managers to act opportunistically might end 
up being counterproductive by eroding a firm’s ability to report accounting 
measurements that better reflect a company’s economic position and performance. 
Barth et al. (2008) further state that if IFRS enforcement is weak, as is the case of most 
emerging countries such as Nigeria with a relatively weak rule of law compared to 
developed countries, firms could still manage earnings.  

IFRS only permits specific provisioning of loan losses. Unlike Nigerian GAAP, IFRS 
forbids general provisioning of loan losses. The introduction of IFRS therefore 
represents a significant regime change for Nigerian banks in the area of loan loss 
accounting regarding the recognition and measurement of credit risks. Unlike the 
previous Nigerian GAAP, the incurred loss approach adopted by IFRS requires banks 
to provide only for incurred losses, but not for future expected losses. It is therefore 
hypothesised for Nigerian listed money deposit banks that:  
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H1: There is a significant negative relationship between Loan Loss Provisioning 

and IFRS adoption.   

  

2.1.1 Board Size  

Xie et al. (2003) observe that the size of the board represents an important constraint 
on earnings management. It is therefore hypothesised for Nigerian listed money 
deposit banks that:  
  

H2: There is a significant negative relationship between Loan Loss Provisioning 

and the size of the board.  

2.1.2 Audit Committee  

The larger size of the audit committee the increased likelihood of having audit 
committee members that possess certain levels of financial competencies that reduce 
the possibility of earnings management Abbott et al., (2004). It is therefore 
hypothesised for Nigerian listed banks that:  

H3: There is a significant negative relationship between Loan Loss Provisioning 

and the size of the audit committee.  

  

2.1.3 Debt  

Studies such as DeFond & Jiambalvo (1994), Watts and Zimmerman (1990) and 
Othman and Zeghal (2006) have shown that indebted firms are motivated to manage 
earnings in order to avoid violating certain covenants related to debt contracts. It is 
therefore hypothesised for Nigerian listed money deposit banks that:  

H4: There is a significant negative relationship between Loan Loss Provisioning 

and debt.  

H5: IFRS will interact significantly positively with debt to increase Loan Loss 

Provisioning.  

  

2.2 Loan Loss Provisioning, Capital Management, IFRS and Risk  

Kim and Kross (1998) and Ahmed et al. (1999) using samples of consisting of US banks 
test whether LLPs are utilised as a tool to manage capital adequacy ratios and confirm 
the existence of capital management using LLPs. Anandarajan et al. (2003, 2007) and 
Pérez et al. (2008) find no evidence of capital management using LLPs for the 
Australian and Spanish banking sectors respectively. Notwithstanding, Anandarajan 
et al. (2003) argue there are still strong incentives for banks faced with significant costs 
for capital management. Such a view is analogous to the case of Nigerian banks that 
are struggling to meet minimum capital adequacy ratios due to a recession as a result 
of low oil prices. It is therefore hypothesised for Nigerian listed money deposit banks 
that:  
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H6: There will be a significant positive association between the cost of capital 

adequacy violation and Loan Loss Provisioning to manage capital more.  

H7: IFRS will interact significantly negatively with cost of capital adequacy to 

manage capital less.   

  

2.2.1 Earnings (before tax and loan loss provisions)  

Consistent with Agency Theory that managers act opportunistically and manipulate 
earnings in order to secure personal gains, Leventis et al. et al. (2011) expect a positive 
coefficient with earnings (before tax and loan loss provisions) as companies will make 
more provisions during against higher earnings in anticipation of releasing these 
during loss making periods. It is therefore hypothesised for Nigerian listed money 
deposit banks that:  
  

H8: Loan Loss Provisioning will be significantly positively associated with 

earnings (before tax and loan loss provisions).  

H9: IFRS will interact significantly negatively with earnings (before tax and loan 

loss provisions) to manage earnings less.   

  

  

2.2.2 Risk  

There is the argument in the literature that troubled banks facing high levels of 
solvency risk will engage in earnings management to prevent costs attributed to 
regulatory intervention. Bhat (1996) find a strong relation between poor financial 
condition of banks and high earnings management. Yasuda et al. (2004) observe that 
Nigerian banks experiencing financial trouble engage in high window dressing of 
profits by making changes to provisions for bad loans. It is therefore hypothesised for 
Nigerian listed money deposit banks that:  

H10: High risk banks will be significantly negatively associated with Loan Loss  

Provisioning to manage earnings more relative to low risk banks.  

III. DATA AND METHODOLOGY  

This section discusses the proposed data and methodology framework.  

3.1 Data and Sample Selection   

The dataset consisting of secondary financial statement, IFRS and corporate 
governance data are used in this study. The data are limited to Nigerian listed banks 
for the period of 2005 to 2017 and were obtained from the Bloomberg database. During 
the specific timeframe the commercial banks were subject to two major regulatory 
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changes, namely, that the minimum re-capitalisation requirement to Naira 25 billion 
($195 million) from the then minimum of Naira 2 billion by the end of 2005 and the 
adoption of IFRS by January 2012. Data were extracted from Bloomberg database and 
carefully reviewed for any data inconsistencies and availability. Unlisted Commercial 
banks, central bank, government development banks, cooperative banks and export-
import banks were excluded from the sample. This procedure produced a final 
population sample of 15 listed commercial banks consisting of all the listed 
commercial banks in Nigeria. The final estimation sample size is 14 banks.   
  

3.2 MethodologyFramework  

This section is organised as follows. First is the description of the estimation of the loan 
loss provisioning model to proxy earnings management and its relation to certain 
corporate governance characteristics, IFRS adoption and control variables. Second is 
the description of the estimation of the loan loss provisioning model to proxy earnings 
management and its relation to capital management, IFRS adoption, risk and control 
variables. Third, the estimation technique to be used for the empirical models is 
discussed.   
  

3.2.1 Loan Loss Provisioning Empirical Model, Corporate Governance and IFRS The 
model that will be used for testing earnings management as it relates to corporate 
governance factors will be based on Eq. (1). This is consistent with Leventis et al. (2011) 
who recommends doing more corporate governance testing and relating to earnings 
management via using loan loss provisioning as a proxy for earnings management.   

  

LLPRit = β0 +β1(BOARD_SIZ)it +β2(IFRS)it +β3(AUD_SIZ)it +β4(SIZ_FIRM)it  

+β5(DEBT)it ++β6(IFRS)it *(DEBT)it +β7(ROA)it +εt (1)  

Where   

● LLPR: is the ratio of loan loss provisions to total loans   

● BOARD_SIZ: the total number of directors serving on the Board   

● AUD_SIZ: the total number of members serving on the audit committee    

● SIZ_FIRM: the logarithm base 10 of total assets   

● DEBT: the ratio of total debt to total assets   

● ROA: Return on assets (ROA) calculated as net income in year t divided by total 

assets in year t-1  
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● IFRS: the dummy variable. (1) if banks report under IFRSs, (0) otherwise   

● IFSR*DEBT: The interaction of DEBT with type of accounting regime (IFRS)   

  

3.2.2 Loan Loss Provisioning Empirical Model, Capital Management, IFRS and Risk  

The model that will be used for testing earnings management as it relates to corporate 
governance factors will be based on the model suggested by Leventis et al. (2011) in 
Eq. (2) which is the modified and extended version of the cross-sectional model 
utilised by Ahmed et al. (1999) and Anandarajan et al. (2003, 2007).   

The main premise of the model is that it is relates bank’s loan loss provisions to the 
fundamental financial information disclosed in the financial statements and 
specifically earnings and Tier 1 capital. The description and specification of the model 
as well as the analysis of the variables are presented as follows in equation  
(2):  

  

LLPRit = α0 +β1MCAP it +β2EBTPRit +β3IFRSit +β4Dzit +β5LnTAit +β6CFEERit  

+β7IFRSit *MCAP it +β8IFRS *EBTPRit +β9SIZFIRM +eit (2)  

  

Where  
LLPR is the ratio of loan loss provisions to total loans  

MCAP is the ratio of the actual regulatory capital (Tier 1 capital) before 

loan loss reserves to the minimum required regulatory capital   

EBTPR is the ratio of earnings before taxes and LLPs to total assets  

IFRS is the dummy variable. (1) if banks report under IFRSs, (0) 

otherwise  

Dz is the dummy variable (1) for observations lying below the 

sample median of the Z -score (developed by Bod et al. 1993), (0) 

otherwise   

LnTA is the natural logarithm of total assets  

CFEER is the ratio of commission and fee income to total assets  

IFRS*MCAP 
is the interaction of MCAP with type of accounting regime (IFRS)  

IFRS*EBT is the interaction of EBT with type of accounting regime (IFRS)  
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ε is the error term  

The Z score is a statistic that was developed by Boyd et al. (1993) as a metric to estimate 
insolvency risk as it indicates the solvency for each bank j in every year t and is 
calculated as follows:  

  

                                           (3)  

  

Where   

 represents the estimated market value of total profit with the j subscript denoting 

the month. is calculated as follows:   

(4)  

Where  denotes the number of outstanding shares adjusted for stock 

splits  represents the share price of the last business day of month 

j.  

is the market value of total equity represented by the share price multiplied by  

the number of shares outstanding? is 

the market value of the total assets  

  

Where  

L  represents the book value of the total debt as at the end each year 

 denotes the estimated standard deviation (SD) of   

The market value of total assets and total equity are averaged monthly. In addition, 
the Z score is inversely elated with insolvency risk as a high probability of bankruptcy 
is indicated by a low Z score as Z represents the number of standard deviations below 
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the mean by which profits would fall to wipe out equity. These interpretations are 
consistent with Boyd et al. (1993) whose definition of risk was downside risk and being 
the negative values of the Z score as per Yasuda et al. (2004).  

Due to the difficulty in obtaining data in to accurately estimate equations (3) and (4), 
the Z scores for the sample of Nigerian banks is estimated using the Altman Z Score 
model for emerging markets. In this paper, the calculation of the Z score is done by 
applying the Z-score formula revised by Altman (2000) for non-manufacturers and 
emerging markets which is widely used by various researchers (Aziz and Dar, 2006) 
and takes the form of Eq. (5) as follows:   

  

3.25 + 6.56X1 + 3.26X2 + 6.72X3 + 1.05X4(5)  

Where   

X1  represents the ratio of Working Capital to Total Assets. This variable estimates 

the bank’s ability to cover financial obligations.  

X2 
 represents the proportion of Retained Earnings to Total Assets. This measures 

the cumulative profitability of the bank over time as a proportion of total assets.   

X3 represents the ratio of Operating Profit to Total Assets. It measures the 

managerial efficiency in terms of profitability of the business.   

X4 
represents the ratio of book value of equity to total liabilities of the bank. This 

measures the financial leverage of the banks  

Consistent with Leventis et al. (2011), the model contains several control variables. As 
in Leventis et al. (2011) and Pérez et al. (2008), the natural logarithm of total assets will 
be included as a variable to control for bank size. Notwithstanding that the relation 
between LLP and size is non-monotonic, it is expected that higher credit portfolio 
diversification for big banks will lead to a negative coefficient.   

In addition, consistent with Leventis et al. (2011) and Anadarajan et al. (2007), the ratio 
of commission and fee income to total assets (CFEER) is included. This is because a 
higher CFEER ratio illustrates a bank’s greater interest in non-depository activities. It 
can be inferred that banks may increase the allocation of additional LLPs in order to 
convey a sense of safety, security and confidence to the market. Thus, this variable 
thus controls for this.  

Consistent with Leventis et al. (2011), some IFRS Interactive effects are also considered 
and examined. The IFRS*EBTPR interactive variable captures the impact of IFRS on 
earnings management via LLPs. The interactive variable IFRS*MCAP measures the 
impact of IFRS on capital management via LLPs.  
Consistent with Leventis et al. (2011), all variables extracted from financial statements 
in this study are deflated by lagged assets to ensure comparability across firms and to 
reduce the risk of heteroscedasticity.  
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3.3 The Specification of the Estimation Techniques  

It is envisaged that the endogeneity may be an issue as the dependent variable LLPR 
in Eq. (1) and Eq. (2) is derived from loans that is a component of the assets variable 
which is an explanatory variable in the empirical models. There is therefore likely for 
correlation to exist between the independent variable and the error term. This will 
imply that regression coefficients in an Ordinary Least Squares (OLS) regression are 
biased. This is because the presence of endogeneity among explanatory variables 
makes the estimates using OLS and a static panel inconsistent in that the dependent 
variable can also behave like an independent variable. The Generalised Methods of 
Moments (GMM) panel data estimator will therefore be used to overcome the problem 
of endogeneity.  

The dynamic panel method that will be used in this study is the Difference Generalised 
Method of Moments of Arellano and Bond (1991). Kang & Sivaramakrishnan (1995) 
note that a key benefit of GMM is that the model assumptions can be tested (Hansen, 
1982). Consistent with Kang and Sivaramakrishnan (1995) and Martínez-Ferrero 
(2014), the Arellano-Bond GMM estimator used in this study will be lagged twice as 
instruments in order to avoid endogeneity issues. The Pooled Ordinary Least Squares 
(OLS); Fixed Effects and Random Effects Panel Data estimation techniques are not 
used because they do not control for endogeneity which are likely to render these 
model estimates invalid (Kang and Sivaramkrishnan, 1995).   

 

IV.RESULTS AND ANALYSIS  

This section discusses the descriptive as well as the empirical results, which will 
further aid the testing of the hypotheses.   
  

4.1 Loan Loss Provisioning, Earnings Management and IFRS  

This section tests the HypothesisH1 that there is a significant negative relationship 

between Loan Loss Provisioning and IFRS adoption; Hypothesis H2 that there is a 

significant negative relationship between Loan Loss Provisioning and the size of the 

board; Hypothesis H3 that there is a significant negative relationship between Loan 

Loss Provisioning and the size of the audit committee; Hypothesis H4 that there is a  

significant negative relationship between Loan Loss Provisioning and debt; and 

HypothesisH5 that IFRS will interact significantly positively with debt to increase 

Loan Loss Provisioning.  

  

The model that will be used for empirically testing Loan Loss Provisioning as it relates 
to corporate governance factors and IFRS adoption is Eq. (1) above. The model will be 
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estimated using the Arellano-Bond GMM Estimation technique that controls for 
endogeneity and effects of panel bias.  
Table 1 below presents the descriptive statistics for the full sample estimation 
comprising 172 observations across 14 banks based on a balanced panel formed from 
the initial data. sample Table 1 shows information on the distribution of the data. The 
mean value of LLPR is 0.0349 and ranges from -0.0143 to a maximum of 0.6333 with a 
standard deviation of 0.0557. This suggests a wide variation with negative amounts in 
the sample relating to instances where provisions were released as credits in the 
income statement (i.e. reductions in provisions) to charges representing increases in 
provisions. Similarly, wide variations are observed in some of the corporate 
governance and control size variables such as ln_Assets indicating the sample 
characteristics to be distributed across banks from small to medium to large firms. The 
observed high volatility of the descriptive statistics and the occurrence of some 
extreme values is typical of emerging markets (Calderon-Rossell, 1990; Price, 1994; 
Harvey, 1995).  
  

Table 1: Descriptive Statistics for the Banks-Loan Loss Provisioning, Corporate 

Governance and IFRS Testing  

  
Table 1 shows the descriptive statistics for thesample of banks used to estimate the empirical model Eq. (1) that 

relates loan loss provisioning to certain corporate governance characteristics, IFRS adoption and control variables. 

The descriptive statistics consist of 172 observations based on a balanced panel formed from the initial data sample.  

Variable  Description  Obs  Mean  Std. Dev.  Min  Max  

LLPR  

Total loan loss reserve 

provisioning in year t  

divided by total loans in year 

t.  

172  0.0349  0.0557  -0.0143  0.6333  

BOARD_SIZ  
Number of board directors  

in year t  172  14.1744  3.3393  6  23  
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The mean value of LLPR is 0.0349 and ranges from -0.0143 to a maximum of 0.20 with a standard deviation of 

0.0557. This suggests a wide variation with negative amounts in the sample relating to instances where provisions 

were released as credits in the income statement (i.e. reductions in provisions) to charges representing increases 

in provisions. There are also wide variations observed in some of the corporate governance and control size 

variables such as ln_Assets indicating the observed sample characteristics to be distributed across banks from 

small to medium to large firms. The observed high volatility of the descriptive statistics and the occurrence of some 

extreme values is typical of emerging markets (Calderon-Rossell, 1990;  

Price, 1994; Harvey, 1995).The optimal board size to be between seven and nine directors (Lipton and Lorsch, 

1992). The mean of the Board Size is 14.17 directors ranging from a minimum of 6 to a maximum of 23. It can 

therefore be argued that large boards many be less effective and easier for a Chief Executive Officer (CEO) to 

control and opportunistically manage earnings as the cost of coordination and processing problems is higher for a 

large board thus making decision taking difficult.  

The regression results using the Arellano-Bond GMM Estimation (One-Step) are 
presented in Table 2 below. The number of observations is 140 (Table 2 below), which 
is different from the full sample estimation sample with 172 observations (Table 1 
above). This is due to some gaps in the data as the sample was formed from an initial 
unbalanced panel data. This is because the first difference transformation of the 
Arellano-Bond GMM Estimation magnifies gaps, which further reduce the number of 
observations.  

None of the hypothesised variables are found to be statistically significant except 

forHypothesis H3 that shows a significant negative relationship between Loan Loss 

Provisioning and the size of the audit committee at the 5% level of statistical  

significance. Regarding the control variables, only the return on assets (ROA) variable 
is statistically significant at the 1% level of statistical significance.   
  

However, both the Sargan Test for over-identifying restrictions and test for no 
autocorrelation in Table 2 below are found to be violated and thus invalid. This implies 
that the moment conditions used are not valid and the results cannot be relied upon.  

IFRS  

Dummy variable. (1) if 
banks report under IFRSs,  
(0) otherwise  

172  0.6628  0.4741  0  1  

AUD_SIZ  
Number of Audit  
Committee members in year 

t   
172  5.8372  0.9411  0  8  

DEBT  
Total debt (millions of USD) 

in year t  
172  0.8562  0.0734  0.5948  1.3099  

ln_ASSETS  
Log of total assets (millions 

of USD) of bank in year t  
172  8.4150  0.9219  5.5576  10.0933  

ROA  

Return on assets calculated 

as ratio of net income in year 

t divided by total assets in 

year t-1  

172  0.0185  0.0371  -0.2889  0.1302  
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Table 2: Regression Results for the Loan Loss Provisioning Estimation on Corporate 

Governance and IFRS using the Arellano-Bond GMM Estimation (One-Step)  

Table 2 shows the regression results of the full sample estimation of Loan Loss Provisioning on Corporate 

Governance, IFRS and control variables using the Arellano-Bond GMM Estimation (One-Step). The number of 

observations is 140, which is different from the full sample estimation sample with 172 observations (Table 1 

above). This is due to some gaps in the data as the sample was formed from an initial unbalanced panel data. This 

is because the first difference transformation of the Arellano-Bond GMM Estimation magnifies gaps, which 

further reduce the number of observations.  

 

      

 VARIABLES    LLPR  

    

BOARD_SIZ    

    

  

-0.00195  

(-1.017)  

IFRS    

    

0.201  

(1.329)  

AUD_SIZ    

    

-0.00700** (-2.279)  

DEBT    

    

0.161  

(0.888)  

IFRSDEBT    

    

-0.275  

(-1.457)  

ln_ASSETS    

    

0.00447 

(0.552)  

ROA    

    

    

-1.220***  

(-5.221)  

-0.0216  

Constant    

    

    

(-0.140)  

-0.244  

  

Observations    140  

    

Number of banks  

  

14  

    
Sargan Test    

    

  
Chi2 (63) = 107. 3577  
Prob > chi2 = 0.0068  

  

    
Arellano Bond   test  

 Order  z  Prob  
>z  
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For zero    
autocorrelation  

    

     1      -2.1457    0.0319      

2      -2.3101    0.0209   

Robust z-statistics in parentheses  

*** p<0.01, ** p<0.05, * p<0.1  
Overall, the moment conditions used are not valid. This means that the results cannot be relied upon.  

  

Due to the observed aforementioned limitations of the Arellano-Bond GMM (One-
Step) Estimation, the regression is repeated using the Arellano-Bond GMM Estimation 
(Two-Step) based on Windmeijer (2005) that worked out a bias-corrected (WC) robust 
estimator for VCEs (Variance–Covariance matrix of the Estimators) of two-step GMM 
estimators.  

The regression results of the loan loss provisioning on the variables of interest 
consisting of corporate governance factors and the IFRS adoption variable based on 
the Arellano-Bond GMM Estimation (Two-Step) are presented in Table 3 below. None 
of the hypothesised variables are found to be statistically significant. Both the Sargan 
Test for over-identifying restrictions and test for no autocorrelation in Table 3 are not 
found to be violated and thus valid. This implies that the moment conditions used are 
valid and the results can be relied upon.  
  

Regarding the control variables and like the results obtained for the Arellano-Bond 
GMM Estimation (One-Step) in Table 2 above, only the return on assets (ROA) variable 
is statistically significant at the 1% level of statistical significance. The highly 
significant negative relationship between the return on assets and earnings 
management is consistent with the finding of Lee et al. (2005) who observe that higher 
return on assets results in higher earnings management. This is because lower loan 
loss provisioning in banks results in higher profits reported in the financial statements, 
consistent with the Political Costs Theory that managers will use discretionary 
accruals to manage earnings downwards to lower the amount of taxes paid by their 
firms.  

Table 3: Regression Results for the Loan Loss Provisioning on Corporate 

Governance and IFRS using the Arellano-Bond GMM Estimation (Two-Step)  

Table 3 shows the regression results of the full sample estimation of Loan Loss Provisioning on Corporate 

Governance, IFRS and control variables using the Arellano-Bond GMM Estimation (Two-Step). The number of 

observations is 140, which is different from the full sample estimation sample with 172 observations (Table 1 

above). This is due to some gaps in the data as the sample was formed from an initial unbalanced panel data. This 

is because the first difference transformation of the Arellano-Bond GMM Estimation magnifies gaps, which 

further reduce the number of observations.  

 

    

 BOARD_SIZ  0.000376  

    
VARIABLES   LLPR   
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  (0.258)  

IFRS  0.114  

  (0.751)  

AUD_SIZ  -0.00468  

  (-1.093)  

DEBT  0.114  

  (0.477)  

z-statistics in parentheses  

*** p<0.01, ** p<0.05, * p<0.1  
Overall, the moment conditions used are valid. This means the results can be relied upon. With regard to the 

control variables and similar to the results obtained for the Arellano-Bond GMM Estimation One-Step, only the 

return on assets (ROA) variable is statistically significant at the 1% level of statistical significance. The highly 

significant negative relationship between the return on assets and earnings management is consistent with the 

research findings of the non-financial firms and those of the Okougbo (2015); Lee, Li and Yue (2005) and Wu and 

Huang (2011) who observe that higher return on assets results in higher earnings management.  

In summary, these results do not support for the HypothesisH1 that there is a 

significant negative relationship between Loan Loss Provisioning and IFRS adoption; 

Hypothesis H2 that there is a significant negative relationship between Loan Loss 

IFRSDEBT  -0.139  

  (-0.730)  

ln_ASSETS  0.00355  

  (0.411)  

ROA  -1.066***  

  (-4.102)  

    

Constant  -0.0535  

  (-0.269)  

    

Observations  140  

Number of banks  14  

    
Sargan Test                Chi2 (42) =  4.5900  

                Prob > chi2 = 1.0000  

    
Arellano Bond  
test  

            Order        z            Prob  
>z  

for zero 

autocorrelation  

1 -1.2736      0.2028  
2 0 .0878      0.9301  
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Provisioning and the size of the board; Hypothesis H3 that there is a significant 

negative relationship between Loan Loss Provisioning and the size of the audit 

committee; Hypothesis H4 that there is a significant negative relationship between 

Loan Loss Provisioning and debt; and HypothesisH5 that IFRS will interact 

significantly positively with debt to increase Loan Loss Provisioning.   

  

4.2 Loan Loss Provisioning, Capital Management, IFRS and Risk  

This section tests the HypothesisH6 that there will be a significant positive association 

between the cost of capital adequacy violation and Loan Loss Provisioning to manage 

capital more; Hypothesis H7 that IFRS will interact significantly negatively with cost 

of capital adequacy to manage capital less; Hypothesis H8 that Loan Loss 

Provisioning will be significantly positively associated with earnings (before tax and 

loan loss provisions); Hypothesis H9 that IFRS will interact significantly negatively 

with earnings (before tax and loan loss provisions) to manage earnings less; and 

Hypothesis H10 that high risk banks will be significantly negatively associated with 

Loan Loss Provisioning to manage earnings more relative to low risk banks.  

  

The model that will be used for empirically testing Loan Loss Provisioning as it relates 
to capital management, IFRS adoption and risk is Eq. (2) above. The model will be 
estimated using the Arellano-Bond GMM Estimation technique that controls for 
endogeneity and effects of panel bias.  
  

Table 4 below presents the descriptive statistics for the full sample estimation 
comprising 158 observations across 14 banks based on a balanced panel formed from 
the initial data. This is different from Table 1 above that contains 172 observations due 
to missing data. Table 2 shows information on the distribution of the data. The mean 
value of LLPR is 0.0288 and ranges from -0.0143 to a maximum of 0.2089 with a 
standard deviation of 0.0295. This suggests a wide variation with negative amounts in 
the sample relating to instances where provisions were released as credits in the 
income statement (i.e. reductions in provisions) to charges representing increases in 
provisions. Similarly, there is a wide variation for MCAP as the mean value of Tier 1 
capital over the minimum required capital (MCAP) is 8.7029 with a range of -1.6133 to 
34.5493 with a standard deviation of 7.7139. This indicates the presence of distressed 
banks with high levels of solvency risk to banks of medium levels of solvency risk to 
banks of solid standing with low levels of solvency risk. Similar high levels of 
dispersion are observed in the DZ risk variable and CFEERR variable representing 
commission and fees income.   
  

There are also wide variations observed in the control size ln_Assets variable 
indicating the sample characteristics to be distributed across banks from small to 
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medium to large firms. The observed high volatility of the descriptive statistics and 
the occurrence of some extreme values is typical of emerging markets  
(Calderon-Rossell, 1990; Price, 1994; Harvey, 1995).  
  

Table 4: Descriptive Statistics for the Banks - Loan Loss Provisioning, Capital 

Management, IFRS and Risk  

  
Table 4 shows the descriptive statistics for thesample of banks used to estimate the empirical model Eq. (2) that 

relates loan loss provisioning to capital management, IFRS adoption, risk and control variables. The descriptive 

statistics consist of 158 observations based on a balanced panel formed from the initial data sample. The number 

of observations differs from that in Table 1 above containing 172 observations due to missing data.  

Variable  Description  Obs  Mean  Std. Dev.  Min  Max  

LLPR  

Ratio of total loan loss reserve 

provisioning in year t to total 

loans in year t  
158  0.0288  0.0295  -0.0143  0.2089  

MCAP  

Ratio of the actual regulatory 

capital (Tier 1 capital) before loan 

loss reserves to the minimum 

required regulatory capital   

158  8.7029  7.7139  -1.6133  34.5493  

EBTPR  
Ratio of earnings before taxes and 

Loan Loss Provisions in year t to 

total assets in year t  

158  0.0293  0.0308  -0.2314  0.0980  

IFRS  
Dummy variable. (1) if banks 

report under IFRSs, (0) otherwise  158  0.7594  0.4287  0  1  

Dz  

Dummy variable (1) for 

observations lying below the 

sample median of the Z-score, (0) 

otherwise   

158  0.8380  1.2694  0  5.4399  

CFEERR  
Ratio of commission and fee 

income to total assets in year t  
158  0.0235  0.0132  0  0.0958  

ln_ASSETS  
Log of total assets (millions of 

USD) of bank in year t   158  8.5603  0.9268  5.5576  10.0959  
The mean value of LLPR is 0.0288 and ranges from -0.0143 to a maximum of 0.2089 with a standard deviation of 0.0295. This 

suggests a wide variation with negative amounts in the sample relating to instances where provisions were released as credits 

in the income statement (i.e. reductions in provisions) to charges representing increases in provisions. There is also a wide 

variation for MCAP as the mean value of Tier 1 capital over the minimum required capital (MCAP) is 8.7029 with a range of 

-1.6133 to 34.5493 with a standard deviation of 7.7139. This indicates the presence of distressed banks with high levels of 

solvency risk to banks of medium levels of solvency risk to banks of solid standing with low levels of solvency risk. Similar high 

levels of dispersion are observed in the DZ risk variable and CFEERR variable representing commission and fees income. There 

are also wide variations observed in the control size ln_Assets variable indicating the observed sample characteristics to be 
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distributed across banks from small to medium to large firms. The observed high volatility of the descriptivestatistics and the 

occurrence of some extreme values is typical of emerging markets (Calderon-Rossell, 1990; Price, 1994; Harvey, 1995).  

The regression results of using the Arellano-Bond GMM Estimation (One-Step) are 
presented in Table 5 below. The number of observations is 129, which is different from 
the full sample estimation sample with 158 observations (Table 4 above). This is due 
to some gaps in the data as the sample was formed from an initial unbalanced panel 
data. This is because the first difference transformation of the Arellano-Bond GMM 
Estimation magnifies gaps, which further reduce the number of observations.   
  

Both the Sargan Test for over-identifying restrictions and test for no autocorrelation in 
Table 3 are not found to be violated and thus valid. This implies that the moment 
conditions used are valid and the results can be relied upon. None of the hypothesised 
variables are found to be statistically significant with the exception of Hypothesis H6 
that shows a significant positive association between the cost of capital adequacy 
violation and Loan Loss Provisioning to manage capital more at the 10% level of 
statistical significance; and Hypothesis H10 that shows high risk banks are 
significantly negatively associated with Loan Loss Provisioning to manage earnings 
more relative to low risk banks at the 10% level of statistical significance.  

The Hypothesis H6 that there will be a significant positive association between the 
cost of capital adequacy violation and Loan Loss Provisioning to manage capital more 
is not rejected because the regression results show the MCAP variable, the ratio of the 
actual regulatory capital (Tier 1 capital) before loan loss reserves to the minimum 
required regulatory capital to be significantly positively significant with Loan Loss 
Provisioning at the 10% level of significance. Hence, the study accepts the null 
hypothesis that there will be a negative association between the cost of capital 
adequacy violation and LLPs. Thus, there is enough evidence to support the 
hypothesis that loan loss provisions will be used to manage capital adequacy ratios.  

This result contrasts with Leventis et al. et al. (2011) who find a negative coefficient 
between LLPR and MCAP for their sample of European banks. A plausible 
explanation is that the observed high failure rate of Nigerian banks to date has resulted 
in the occurrence of under-capitalised banks relative to the risk of their operations. 
This is further corroborated in Figure 1 below that shows a volatile capital adequacy 
ratio for Nigerian banks that collapses during the period 2007 and 2010, drastically 
declines during the period between 2015 to 2017, and rises in 2018 due to the recovery 
from recession. This result is not surprising as based on Agency Theory, distressed or 
more risky banks with high levels of solvency risk will have greater incentives to 
manage capital because the costs of insolvency or bankruptcy are very costly in terms 
of job losses, loss of reputation, capital infusion, licence suspension and regulatory 
fines etc.  

The Hypothesis H10 that high risk banks will be significantly negatively associated 
with Loan Loss Provisioning to manage earnings more relative to low risk banks is not 
rejected because the regression results show the Dz variable to be significantly 
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negatively with Loan Loss Provisioning at the 10% level of significance. Hence, the 
study accepts the null hypothesis that there will be a negative association between 
LLPs and risk. There is therefore enough evidence to support the hypothesis that high 
risk banks will be significantly negatively associated with Loan Loss Provisioning to 
manage earnings more relative to low risk banks.   

This result is not surprising because the Dz variable is a dichotomous variable which 
captures the effect of insolvency risk. In other words, the higher the Z-score the lower 
the insolvency risk. This finding corroborates the results of Leventis et al. et al. (2011). 
This is expected as riskier banks will have less diversified loan portfolios and hence 
have higher loan loss provisions especially in a highly regulated Nigerian banking 
environment. This is also consistent with the observed events where  
Nigerian banks that have collapsed to date such as the recent Skye Bank failure in 2016 
have all had higher loan loss provisions than their less risky counterparts.  

Nigerian banks have been relatively risky for much of the testing period as evidenced 
in Figure 1 below that shows Nigerian banks struggling to meet the minimum capital 
adequacy ratios. This is because Nigerian banks are required to maintain a minimum 
regulatory capital adequacy ratio (CAR) of 15% for banks with international 
authorisation and systemically important Banks (SIBs) while a CAR of 10% will be 
applicable to other banks (Central Bank of Nigeria, 2019).   

Table 5: Regression Results for the Loan Loss Provisioning Empirical Model, 

Capital Management, IFRS and Risk using the Arellano-Bond GMM Estimation 

(One-Step)  
Table 5 shows the regression results of the full sample estimation of Loan Loss Provisioning on Capital 

Management, IFRS, Risk and control variables using the Arellano-Bond GMM Estimation (One-Step). The 

number of observations is 129, which is different from the full sample estimation sample with 172 observations 

(Table 1 above). This is due to some gaps in the data as the sample was formed from an initial unbalanced panel 

data. This is because the first difference transformation of the Arellano-Bond GMM Estimation magnifies gaps, 

which further reduce the number of observations.  

 

    

 VARIABLES  LLPR  

  

MCAP  

  

  

0.00665*  

(1.873)  

EBTPR  

  

-0.0415  

(-0.260)  

IFRS  

  

0.00377 

(0.211)  

Dz  

  

-0.0103* (-

1.877)  

CFEERR  

  

0.237  

(0.523)  
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IFRSMCAP  

  

-0.00529 (-

1.462)  

IFRSEBTPR  

  

0.180  

(0.703)  

ln_ASSETS  

  

-0.00998 (-

0.858)  

Constant  

  

  

0.0925  

(0.841)  

  

Observations  129  

Number of id  14  

  
Sargan Test  

  

  
Chi2 (63) = 72.7904  
Prob > chi2 = 0.5508  

  
Arellano Bond test  

  
Order    z        Prob >z  

For zero 
autocorrelation  
  

1 -2.3676   0.0179  
2 1.6162    0.1060  

  

Robust z-statistics in parentheses  

*** p<0.01, ** p<0.05, * p<0.1  
Overall, the moment conditions used are valid. This means the results can be relied upon. None of the hypothesised 

variables are found to be highly statistically significant. There is a significant positive association between the cost 

of capital adequacy violation and Loan Loss Provisioning to manage capital more at the 10% level of statistical 

significance. In addition, high risk banks are significantly negatively associated with Loan  

Loss Provisioning to manage earnings more relative to low risk banks at the 10% level of statistical significance.  

Figure 1 below shows the graph of the capital adequacy ratios for Nigerian banks for the period 2004 to 

2019.  
Figure 1: Nigeria Capital Adequacy Ratio [2004 - 2019]   

Figure 1 below shows the graph of the capital adequacy ratios for Nigerian banks for the period 2004 to 2019.  
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Source: CEIC Data-UK   

  

In summary, these results do not support the Hypothesis H7 that IFRS will interact 

significantly negatively with cost of capital adequacy to manage capital less; 

Hypothesis H8 that Loan Loss Provisioning will be significantly positively associated 

with earnings (before tax and loan loss provisions);and Hypothesis H9 that IFRS will 

interact significantly negatively with earnings (before tax and loan loss provisions) to 

manage earnings less.  

  

Results support the HypothesisH6 that there will be a significant positive association 

between the cost of capital adequacy violation and Loan Loss Provisioning to manage 

capital more;and Hypothesis H10 that high risk banks will be significantly negatively 

associated with Loan Loss Provisioning to manage earnings more relative to low risk 

banks.  

  

V. CONCLUSIONS AND RECOMMENDATIONS   

In this study, there is a focus on the influence of IFRS and certain corporate governance 
characteristics on earnings management in Nigerian banks using Loan Loss 
Provisioning as a tool. IFRS and the tested corporate governance characteristics are 
not found to be statistically significant. There are several plausible explanations. First, 
is that there is a weak enforcement of IFRS adoption by the regulatory authorities. 
Second, is that special relationships and close bonds of the elite board members and 
audit committee members in Nigeria will likely limit the effectiveness of the board 



African Journal of Accounting, Economics, Finance and Banking Research, Vol. 12. No. 12. 2019.  
Ikechukwu Ndu, Chiaku Chukwuogor,  Augustine Arize,  & John Malindretos  

  

  

42 
 

and audit committee. This is because in Nigeria, the appointment of special groups 
such as audit committees is based on membership and affiliation of elite groups that 
are based on prior personal connections and close relationships with the executive 
board directors. There will therefore likely be a need to preserve these relationships 
and bonds. In addition, consistent with organisational theory, Steiner (1972) finds that 
larger groups take relatively longer times to take decisions and arrive at conclusions. 
The optimal board size to be between seven and nine directors (Lipton and Lorsch, 
1992). The mean of the Board Size is 14.17 directors ranging from a minimum of 6 to a 
maximum of 23. It can therefore be argued that large boards many be less effective 
and easier for a Chief Executive Officer (CEO) to control and opportunistically manage 
earnings as the cost of coordination and processing problems is higher for a large 
board thus making decision taking difficult.  
  

In this study, there is also a focus on the influence of IFRS, capital management and 
risk on earnings management in Nigerian banks using Loan Loss Provisioning as a 
tool. The findings indicate that Nigerian banks manipulate capital using LLPS and that 
high-risk banks maintain will manage earnings more to have lower levels of LLPs 
relative to low risk banks. These observations may be due to the aforementioned 
reasons.  

Overall, the results suggest the need for a more rigorous implementation of IFRS and 
corporate governance initiatives as well as further consolidation and re-capitalisation 
to limit opportunistic earnings management in listed Nigerian money deposit banks. 
These measures will help increase investor confidence and strengthen the financial 
system to maintain stability which is necessary for economic growth and development 
in an increasingly uncertain and challenging global business environment. It is 
expected the results of this study will be of interest to academics, practitioners, 
governments, central banks and international organisations such as the World Bank 
and International Monetary Fund (IMF) that are involved in policy standards setting 
and formulating banking regulations.  

Onerecommendation is a strengthening of the implementation of IFRS and the 
increased regulation and monitoring of Nigerian banks. This can be achieved by closer 
supervision and tighter regulation and enforcement of banking laws, rules and 
regulation.   

Another recommendation is to implement further consolidation and re-capitalisation 
to limit opportunistic earnings management in listed Nigerian money deposit banks 
and in view of the significant depreciation of the naira since the last consolidation 
exercise in 2005 by the Central Bank stipulating banks to have a minimum capital of 
25 billion naira. These measures will help increase investor confidence and strengthen 
the financial system to maintain stability which is necessary for economic growth and 
development in an increasingly uncertain and challenging global business 
environment.  
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A limitation of this research is the relatively small sample size and restricted number 
of observations. An avenue for further research could be to investigate if earnings 
management by risker banks is anticipated by the Nigerian stock market. It is also 
noted that the loan loss provisioning earnings management testing could be extended 
to other corporate governance variables such as board structure and independence, 
audit committee characteristics, CEO duality, managerial ownership and ownership 
structure variables.   
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