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Abstract

This study reviewed the Corporate Governance Attributes and Likelihood of Financial
Statement Fraud in Nigeria for the period spanning 5 years (2016-2020). A total of
One hundred and seventy-six (176) firms listed in the Nigeria Stock Exchange as at
2020, constitute the population of the study. Ordinary Least Square technique was
used to analyze the study. The independent variables includes Board Size, Block
Institutional Ownership, Block Foreign Ownership, Board of Directors Independence,
Audit Committee Financial Expertise and CEO dominance while the research used
Beneish Model to proxy fraud as the dependent variable. Empirical findings revealed
that only board independence and audit committee expertise has a significant impact
on the likelihood of financial statement fraud. Premise on the research findings, this
study therefore concludes that of the corporate governance variables considered; only
board independence and audit committee expertise has a significant impact on the
likelihood of financial statement fraud. Therefore, it is recommended that should have
at least some foreign ownership so that they can benefit from better financial
reporting as obtainable in other parts of the world. Also, audit committees should be
based on their financial expertise and experience. This is because; financial expertise
helps the auditors spot financial statement fraud right on time. Firms can also employ
the skills of third party auditors to analyze and critic financial statements of the firm.

Key Words: CEO Dominance, Audit Committee Financial Expertise, Board of
Directors Independence, Foreign Ownership

Word Count: 223



CHAPTER ONE
INTRODUCTION

1.1  Background to the Study

The variation in the outlook of corporate organizations in terms of sizes, activities and
articulate presentation of their financial statement does not connote the presence or
absence of fraud. Even, the establishment and implementation of uniform financial
reporting has not stopped the existence of fraudulent practices in corporate
organizations. This is evidenced in the media report in the early 1990s and 2000s,
where rampant shareholder unrest was at its peak. Shareholder groups became
increasingly critical of how management and board of directors manage their
companies. They complained about management's lack of accountability, ineffective
and complacent boards, excessive managerial compensation, and a general lack of
focus on the importance of shareholders relative to management. These are some of
the few reasons for fraud occurrence in the corporate organization (Abdullah &
Mansor, 2015; Anichebe, Agbomah & Agbagbara, 2019).

Financial statement is expected to provide stakeholders with timely and reliable
information, which is expedient for effective and efficient decision making. Being the
tools used by management of corporate organization for reporting and communicating
financial performance, stakeholders do expect a zero level of manipulation in the
preparation, presentation and reporting of financial statement. However, Park and
Shin (2011), opined that the reverse is the case in most corporate organizations, as
records of manipulation occur in financial statement of companies with the aim to

mislead users.



To Hamilton and Gabriel (2014), fraud arises from the human deficiencies with
deliberate effort to mislead users. This type of fraud creates a material mistake in the
financial statements; this includes a willing manipulation of accounting records such
as omission of transactions, disclosures from financial statements; and misuse of
financial reporting standards. This is often done with the intention of biased
presentation of the financial statements. Moreover, the record of global corporate
mistakes and economic scandals such as Enron and WorldCom in relation to some
domestic economic scandal at Oceanic Bank, Intercontinental Bank, Cadbury Plc.
And, to mention a few, Afribank showed the omnipresence and dynamism of
corporate fraud (Amara, Amar & Jarboui, 2013).These resulted in huge losses of
stakeholders’ funds in the collapsed firms. Beside the social and economic
consequences of financial statement fraud, it reduces the reliability of financial
statement produced (Hamilton & Gabriel, 2014). Financial statement fraud has
reduced the credibility of corporate organizations financial reports (Abdullah &
Mansor, 2015). This makes it necessary for researchers and stakeholders to
continually monitor the activities of management, in order to prevent the likelihood of
fraud in the financial statement. The variance in the interest of the corporate
stakeholders can lead to sub-optimal management decisions. Such decision is possible
because the decisions of management are not visual and are never aligned to that of
their agent (Ibadin & Toluwa, 2019; Uwuigbe, Peter & Oyeniyi, 2014). To tackle the
problem of fraud and make executives more responsible to shareholders, corporate
governance has been proposed as a panacea in literature to threaten the probability of

fraud in financial statements (Onza & Lambogha, 2014). Hence, there is need for good
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global corporate governance practices in corporate organizations. The Corporate
Governance Code establishes norms related to board structure and growth,
remuneration, responsibility, transparency and shareholder auditing. The code allows
efficient and helpful corporate governance in mitigating disputes between agencies
(Dey, 2008; Nigerian Code of Corporate Governance, 2018).

Flowing from this backdrop, this study examined corporate governance mechanism
such as ownership structure, board of director independence, audit committee
financial expertise, board size, and Chief Executive Officer Dominance effect on
likelihood of financial statement fraud. This leads us to a crucial section of the
statement of research problem as the justification for this study.

1.2  Statement of Research Problem

The uncertainty on investors’ returns on their investments is geometrically increasing
and the confidence of stakeholders on the financial statements of organizations, as a
means of decision-making is being gradually eroded owing to the cases of fraudulent
activities that have characterized the financial statements (Meenatkshu & Sivaranjani,
2016). The integrity of financial disclosure has been an issue of primary concern to
researchers, especially after the high-profile accounting failure in corporate
organization (Amara, Amar & Jarboui, 2013). More worrisome in literature is that
financial statement frauds in Nigeria have not been resolved in a way that can boost
investors’ confidence; also the public confidence has waned as a result of lack of
check and balances in the political terrain and poor corporate governance practice.

More so, the rapid development of information technology in organizations has
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created new opportunities for fraud to be perpetrated and concealed (Adeyemi &
Fagbemi, 2010).

Onza and Lambogha (2014) have revealed weaknesses in several main factors of
corporate governance and their connection to the probability of fraud in financial
statements. These weaknesses include: the board with a lower percentage of external
directors, fewer audit committee meetings, the percentage of independent directors,
fewer audit committee financial experts, the quality of the external audit firm and
when the Chief Executive Officer (CEQ) hold a significant percentage equity shares in
a company, the presence of a rapid growth of the company, poor financial
performance; the age of the companies; managers shareholdings (Razali & Arshad,
2014).This study empirically examined the disclosure of corporate governance and the
likelihood of fraudulent financial reporting. Also, in Italy, Onza and Lambogha (2011)
reviewed the relationship between corporate governance characteristics and financial
statement fraud; their findings revealed that a well-established and functioning audit
committee may reduce the likelihood of financial statement fraud. However, the study
was narrowed to 26 firms for a period of 10 years; this sample size seems to be too
small to generalize the incidence of fraud in a country (Akeju & Babatunde, 2017).
Roodposhti and Chashmi (2011); Lin and Yang (2006); Fagbemi&Abogun (2014)
claimed that corporate governance's efficacy reduces when the CEO and chairman are
the same. That is, when the CEO's position is not separated from the chairman's
position, the probability of financial statements fraud occurring is high. Uwuigbe,
Peter and Oyeniyi (2014) examined the impact of corporate governance on corporate

earnings management; the study limited its scope to three variables of corporate
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governance, this again, cannot produce a robust outcome for future reference. Alaryan
(2015) examined corporate governance and financial statement fraud using only thirty
(30) non-financial firms and classifying the firm into fraud and non-fraud firms. The
uniqueness of this study is that, besides increasing our variables, we intend to employ
the Beneish M-Score to measure the likelihood of financial statement fraud compared
to Altman Z-Score that is predominantly used in most fraud related studies. Also, the
conflicting findings that bewildered previous studies is another motivation for this
study.
1.3 Objectives of the Study
The broad objective of this study is to examine the impact of corporate governance on
the likelihood of financial statement fraud in Nigeria, while the specific objectives of
the study are to:
1. Examine the impact of board size on the likelihood of financial statement
fraud in Nigeria;
2. Examine out the impact of institutional ownership on the likelihood of financial
statement fraud in Nigeria;
3. Determine the impact of foreign ownership on the likelihood of financial
statement fraud in Nigeria;
4. Ascertain the impact of director independence on the likelihood of financial
statement fraud in Nigeria;
5. Assess the relationship between CEO dominance and the likelihood of financial

statement fraud.
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1.4

1.5

Research Questions

. To what extent does board size affect the likelihood of financial statement

fraud in Nigeria?

. What is relationship between institutional ownership and likelihood of financial

statement fraud in Nigeria?

. How does foreign ownership affect the likelihood of financial statement fraud

in Nigeria?

. What effect does board of directors’ independence has on the likelihood of

financial statement fraud in Nigeria?

. What is the impact of CEO dominance on the likelihood of financial statement

fraud in Nigeria?

Hypotheses of the Study

In order to achieve the set objectives of this study, the following null hypotheses will

be tested:

1.

2.

5.

Board size does not affect the likelihood of financial statement fraud.
Institution ownership structure has no significant relationship with the likelihood
of financial statement fraud.
Foreign ownership structure does not have a significant effecton the likelihood of
financial statement fraud.
Board of director independence has no significant effect on the likelihood of
financial statement fraud.

CEO dominance has no significant impact on the likelihood of financial

statement fraud.
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1.6  Significance of the Study

The study will contribute to the body of knowledge methodologically by the
introduction of unique corporate governance variables like CEO Dominance and the
looking at the specific component of ownership structure such as: institutional
ownership and foreign ownership. This will help us determined the specific effect of
the constituents of ownership structure on the likelihood of financial statement fraud,
rather than just treating these variables as single.

1.7  Scope of the Study

The study will cover a time frame of five (5) years from 2016 to 2020. The reason for
our choice of these years is simply because; it falls in the period that has witnessed the
introduction of the code of corporate governance reform.

1.8 Limitation of the Study

The major limitation or difficulty encountered by the researcher during the course of
carrying out the study was the dearth of accurate data.

1.9 Definition of Operational Terms

Board Size

Board size of an organization is about the number of directors both the executive and
the non executive. On the other hand, board composition is the proportion of non

executive directors (independence) to total number of directors in an organization.

Institution Ownership Structure
Institutional ownership is the amount of a company's available stock owned by mutual
or pension funds, insurance companies, investment firms, private foundations,

endowments or other large entities that manage funds on behalf of others.
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CHAPTER TWO

LITERATURE REVIEW
2.0  Introduction
This chapter provides a review of literature. Thereafter is the empirical review of
independent variable; control variables; related theories; and related models
respectively.
2.1  Conceptual Framework on Financial Statement Fraud
The concept of fraud has no generally acceptable definition; the reason is that fraud
implies different things for distinct individuals. Fraud is any illegal act defined by
deceit and breach of confidence. It is a misrepresentation with the intention of
deceiving another party (Uwuigbe, et al, 2014). This indicates that fraud is distinct
from mistake, since the latter is the consequence of human limitations without
attempting to mislead (Hamilton & Gabriel, 2014). In previous research, efforts have
been made to classify fraud for better comprehension. Duke and Kankpang (2012)
claimed that on the techniques used, fraud is best categorized. This technique involves
fraud on books and fraud off books. Abiola and Oyewole (2013) gave two
classification: fraud committed by employees below management position (employee
fraud) and fraud committed by the management (management fraud); Ogoun and
Obara (2013) explained that management frauds are committed by employees in top
management level staffs.
Ibadin and Toluwa (2019) and Okaro, Okafor and Ofoegbu (2013) clarified that fraud
in the form of fraudulent financial reporting is an intentional misrepresentation of

reality in order to deceive consumers of data and achieve unnecessary advantage or
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cover up inefficiency and fraud. Such advantage can be in the form of
misappropriation of assets, assistance and encouragement, corruption and kick back.
Management fraud is mainly intended to deceive shareholders and, to a significant
extent, auditors and regulators by deliberately presenting fake financial statements
(Abiola & Oyewole, 2013; Ogoun & Obara, 2013). Effiok, Ojong and Usang (2012)
opined that management relies on the manipulated accounting records, misrepresented
financial statement with the intention to mislead and intentional misapplication.

The likelihood of financial statement fraud is a serious concern for investors as
fraudulent financial reports can have a substantial negative impact on a company’s
existence as well as market value. Much worry has been expressed about the large
scale of malpractices and abuse of the agency policy system in spite of all the checks
and balances of corporate governance on agency problem. The efforts of regulatory
bodies and researchers in the accounting profession to classify financial statement
fraud have been abortive; the reason is that the process of generating accounting
information is quite arbitrary and subject to human judgment (Wells, 2005). This
made detecting fraud by mere reading the financial statement a difficult task. This
makes it easier to show that there is an environment favorable to fraud than to actually
detect its occurrence.

Fraud is a form of “occupational fraud”, which involves the deliberate
misrepresentation of the financial condition of an enterprise accomplished through the
intentional misstatement or omission of amounts or disclosures in the financial

statements to deceive financial statement users (ACFE, 2016).
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Going further, KPMG (2006) defines financial statement fraud as majorly fraudulent
financial statement reporting schemes which involve earnings management, arising
from improper revenue recognition and overstatement of a justified and in line with
their ethical beliefs. Some examples of perceived pressures that cause people to
commit fraud are; financial needs, work frustration and a desire to beat the system.
When there is an opportunity to commit fraud, combined with a control system that is
weak or absent and the perception that the crime is ethically acceptable, fraud can
easily be committed.

2.2  Corporate Governance

Corporate governance has been in existence since time immemorial. Record shows
that in the Roman Empire specific corporate bodies were established specifically to
manage the activities of public affairs with a full transparency and for the common
good of the Romans. Likewise in the early 16th century, England was rated the most
powerful trading nation with a variety of rules and regulations via regulatory
authorities such as joint stock companies and the Bank of England in order to govern
all trading transactions with transparency, accountability, efficiency and effectiveness,
and stakeholders’ satisfaction (Ibadin & Toluwa, 2019; Oso & Semiu, 2012). The
term corporate governance stemmed from the Greek word kyberman, which means to
direct, control or govern (Amran, Amar & Jarboui, 2013). Keaser and Wright (1993)
stressed this view with the description of corporate governance as the structures,
processes, culture and systems that engender the successful operation of
organizations. Corporate governance sets out the principles, processes, or laws for

business management, oversight, and regulation (Adetula, 2015). He defined
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corporate governance as methods that protect an organization's operation to
differentiate between executives and owners. Organization for Economic Cooperation
and Development (OECD) defined corporate governance as a process by which
organizations receive direction from management on behalf of the shareholders.
Ogbechie (2012) stated that corporate governance guarantees the responsibility and
integrity of managers to deliver a reasonable return to their investors and meet other
regulatory and contractual responsibilities. Alaryan (2015) also observed that theorists
of agencies consider corporate governance a basic contingency for control measures
to limit agents ' (managers') behavior. In the same vein, Kantudu and Samaila (2015)
were of the opinion that corporate governance helps the process of oversight of
leadership and decision making. Corporate governance depends on the relative
positions, rights, and accountability of corporate organization stakeholders.

After the crash in the Nigerian banking sector in the early 2000s, corporate
governance became a front burner in government discourse. As a result, sector
regulators developed corporate governance codes to avoid further corporate failure
round. One of the contributions to corporate governance is the establishment of stock
exchange markets. The establishment of the Nigerian Stock Exchange as Lagos Stock
Exchange in 1961 is a significant move in the history of corporate governance in
Nigeria; it was changed to the Nigerian Stock Exchange in 1977. In 1961, by 1988,
there were 155 listed corporations on the market; it started its operations with less
than ten corporations. By 2001, there was an increase of 100 listed corporations
amounting to 255 listed corporations in the market (Ahunwan, 2002). However, the

role of corporate governance in finance has increased in the last two decades as a
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prominent and prevalent area of research (Dabor & Adeyemi, 2011).The Kings IlI
Corporate Governance of 2002 in South Africa and the Code of Corporate
Governance of 2003 and the Code of Corporate Governance of 2011, in Nigeria are
two referent points in Africa which intended to bring about public confidence and
accountability in the business of governance and in the financial reports. The
importance of corporate governance to public limited liability companies cannot be
overemphasized because they raise capital from the stock market and both individual
and institutional investors hold vast portfolios of shares and other investments in
public companies. This code requires companies listed on the Nigerian Stock
Exchange to appoint independent directors and supervisors, including at least one
financial expert, and to establish an audit committee. Evidently, the provisions of the
2011 SEC Code focused on Corporate Governance, Law, and Business and other
incidental matter was designed to improve corporate performance in Nigeria (Okaro,
Okafor & Ofoegbu, 2013).
2.3  Review of Independent Variables

Corporate governance comprises a set of legal and institutional processes to
protect the interests of corporate shareholders and to reduce the expenses of agencies
resulting from the separation of ownership (investors) from control (directors and/or
shareholders). The most important elements in a corporate governance system are the
mechanisms that provide shareholders with information about the activities and the
operations of the corporation, and legal rules that establish management’s and board
of directors’ responsibilities as well as the penalties for irresponsible behaviors. A

good corporate governance system can help the recovery of investors’ trust. In fact,
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the relation between accounting frauds and corporate governance is really strict,
independently of the specific governance system; corporate bodies structure and
control mechanisms. Now, let take a review of the independent variables in this study.
2.3.1 Board Size and likelihood of Financial Statement Fraud

By separating ownership from operational management, corporate governance
systems provide a set of mechanisms to effectively monitor insider managers and
solve agency problems. Alzoubi and Selamat (2012) claimed that boards of directors
are significant catalysts because they are not only accountable for setting
organizational objectives and strategies, but also for aligning them with shareholder
interests. They also argue that boards of directors guarantee that the published
financial statements are transparent and credible. This is consistent with the argument
suggested by Fama and Jensen (1983) who indicated that boards of directors possess
the ultimate power in decision making since they possess the highest level of control
In any organization.

Jensen (1993) noted that when corporate boards grow beyond seven or eight
employees, they are less likely to operate as a leadership curb. In line with this,
Alzoubi and Selamat (2012) thought that lower boards are more efficient because they
are simple to handle and managers can communicate effectively with each other
whilst reducing potential misunderstandings. Larger boards are asserted to be less
efficient owing to the need for greater coordination and process issues that may lead
to less efficient surveillance tasks. Vafeas (2005) argued, however, that it is expected
that too small and too large board sizes will be ineffective. This is based on the

argument that a large board takes less responsibility and a small board exercises too
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much obligation. Several authors have use corporate governance variables in the
cause of their research.
2.3.2 Institutional Ownership and likelihood of financial statement fraud
Institutional investors take different forms, including pension funds, mutual funds,
companies, private equity companies, fund managers, banks, and trusts. It is a
worldwide perspective that corporate governance participation of institutional
investors is a supplementary mechanism for corporate governance. Institutional
owners sometimes assume the function of corporate monitoring by ensuring managers
' adequate responsibility, fairness and transparency with respect to the quality of
economic data they generate, which in the long run eliminates the probability of
financial statement fraud (Alzoubi & Selamat, 2012). However, the information
asymmetry between the managers of the organizations and the shareholders has led to
an increase in the gap between what is expected by users and what is actually
disclosed. This assertion has reduced the disclosure gap and restrains managers that
engage in manipulative financial statement practices that could weaken the quality of
financial disclosure (Uwuigbe et al. 2017).
2.3.3 Foreign Ownership and likelihood of financial statement fraud

Foreign and local investors are likely to invest in companies for which timely
information is more easily available (Ahearne, Griever & Warnock 2000). Timely
financial statements assist foreign ownership to preserve their investment by
monitoring the management’s performance and making efficient decision as soon as
possible. Emphasizing on the important of foreign investors activism; Adebiyi and

Olowookere (2016) emphasized the importance of timely financial information to the
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investors, foreign ownership also can perform their role actively and monitor
management effectively by increasing pressure on them to release timely corporate
reports including audited financial statement. An alternative perspective, however,
suggests that foreign ownership of firm to have considerable economic incentives to
provide timely financial statement void of financial manipulation misleading
corporate reports (Burkurt & Panunzi, 2006). Extant empirical research documents
reductions in dishonest activities with improvements in social capital, family
structure, human capital, and monitoring activities (Tella & Weinschelbaum, 2008).
This will lead us to review some other factors that are not corporate governance
mechanism, but have the potentials that can help to understand the likelihood of
financial statement fraud in an organization.

2.3.4 Board of Director Independence and likelihood of Financial Statement
Fraud

For the accounting profession, the connection between the structure of the board of
directors and the occurrence of financial statements fraud is essential to define a
scenario where financial statements fraud is more likely to occur. These are enough to
say that audited financial statements are to be prepared explicitly and submitted with
sensible certainty that there will be no fraudulent interference. It is the duty of the
board of directors to present an objective and autonomous decision on the
performance of leadership; this is done with the awareness of their reputation (Ibadin
& Toluwa, 2019; Maggina & Tsaklanganas, 2012). Furthermore, Sec 257(1) of
CAMA 2004 provides the independence of director in the discharge of their duties so

as to restore public confidence in the integrity of financial reporting and strengthen
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the corporate governance mechanisms. Siladi (2006) believed that autonomous
managers need to work closely with the executive team to gain data and
organizational expertise. Razali and Arshad (2014) stated that independent directors
were sensitive to internal pressure from the executive, which in due course affected
managers' autonomy in fulfilling their duties. Beasley (1996), Beasley, Carcello and
Hermanson (1999); and Klein (2002) asserted that an organization's existence of
autonomous managers would mitigate the danger of fraud in financial statements.
Similarly, Uwuigbe et al. (2014) noted that the establishment of an autonomous board
provides effective monitoring of management action.

2.3.5 Chief Executive Officer Dominance and likelihood of Financial Statement
Fraud

Haleblian and Finkelstein (1993) described dominance' as an individual's ability to
exercise their will. Chief executive Dominance may be a significant factor in
procurement conduct as the CEO is typically the corporate elite's most strong member
(Jensen & Zajac, 2004). Dominance is different from over trust. Overconfidence is a
characteristic of personality and is therefore inherent to the person. Dominance is an
objective fact of conduct in theory. It's one person's proven capacity to impose their
will on others. Dominance therefore only has significance in a social or organizational
context. Dominance may follow from overconfidence, but not all overconfident CEOs
will be able to be dominant (Roodposhti & Chashmi, 2010). In a corporate context,
the determination of their private compensation is a choice in which a dominant
person is very likely to wish to exercise their dominance. Dispersed investor owners

depend on skilled executives to make investment and payout choices, who rarely own
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more than a small fraction of the businesses they manage. A manager whose personal
financial stake is unaffected by the value of the company it manages can act in ways
that, while privately beneficial, lower the value of the claims of its investors (Omoye
& Eriki, 2014). This ownership and control separation has long been acknowledged as
the root of issues with corporate governance.

Because of this, most corporate governance practice highly indicates separating the
positions of president of the board from the CEO. Corporate governance regulators
acknowledge that as a source of excessive authority where the CEO dominates the
board. The board chair's function is to oversee the CEO. The board chairman has the
authority to regulate the agenda and manage the meetings of the board. CEO
dominance becomes difficult when the CEQ's interests differ from the shareholders '
interests. Ali and Zhang (2012) discovered that companies ' CEOs have more
incentives to cope with income overestimation in the early years than in their later
years of service.

2.4  Theoretical Review

Fraud has enjoyed robust base of theoretical underpinning as captured in the fraud
triangle, and fraud diamond. The fundamental theory underlying corporate
governance is theoretical illustration of corporate behavior as it is and how a long-
term improvement in the efficiency and effectiveness of firms can be sustained.
History has revealed that there is a never-ending evolution of theories (Abdullah &
Valentine, 2009). On this note, the fundamental theories underpinning this study give
in-depth understanding and appreciation of corporate governance as a crucial tool in

organizational management. The theory of corporate behavior began with the agency
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theory, expanded into stewardship theory and stakeholder theory and evolved to
resource dependency theory, transaction cost theory, political theory and ethics related
theories such as business ethics theory, virtue ethics theory, feminists ethics theory,
discourse theory and postmodernism ethics theory. However, these theories address
the cause and effect of variables, such as the independent board of directors, audit
committee financial expertise, nominating committee effectiveness and the efficiency
of internal audit.

2.4.1 Information Asymmetry Theory

The variation in the level of information available to shareholders and managers of
the firm is referred to as information asymmetry (Spence, 1973). Rothschild and
Stiglitz (1976) noted that information asymmetry is regarded as a genesis point for
manipulative and fraud behavior. Vladu and Matis (2010) identified that the
difference in the level of information available to managers and shareholders has a
major influence on the likelihood of fraudulent financial statement. From the study of
Schipper (1989), information perspective or theory was identified as an important
aspect underpinning the study of the creative accounting practices which give birth to
financial statement fraud. Vladu and Matis (2010) argued that information asymmetry
has the potential to explain the multiple incentives found on the financial market to
manipulate accounting data and further to assess the consequence of such behavior.
Prior studies assert that information asymmetry is regarded as a genesis point for
manipulative behavior (Mirrlees, 1971; Spence, 1973; Rothschild and Stiglitz, 1976).
The argument is based on the belief that one side of the markets has better

information than the other. For example, in the context of corporate governance, the
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accounting officers (such as, Accounts and Finance Director) and the board of the
company are more informed than the shareholders and other users of accounting
information about the content of the financial statement of the organization. Hence,
this difference in the level of information may create room for the likelihood of
financial statement fraud. Breton and Taffler (1995) argued further that managers may
choose to exploit their privileged position for private gains by managing financial
reporting disclosure in their own favor. The information perspective assumes that
accounting disclosures have information content that possesses value to stakeholders
in providing useful signals. It may be difficult or impossible for individual
stakeholders to discern the fact and the effect of accounting manipulation, because of
an insufficient personal skill, indifference or an unwillingness to engage in detailed
analysis. Hence the need for corporate governance mechanism like audit committee
financial expertise who will have financial knowledge base to understand the
accounting manipulation in the financial statement and this will in turn reduce the
likelihood of financial statement fraud in such an organization.

Although management research has shown that CEO compensation structure can
influence malfeasance, empirical tests generally have assumed or ignored the
necessary antecedent condition for such behavior information asymmetry. A result of
the separation of ownership and control in the modern corporation, “insiders” such as
top managers have considerably more knowledge and understanding about a firm’s
operations than do outsiders such as shareholders (Seyhun, 1986, 1990). For example,
top managers can directly observe and control resources while shareholders cannot

(He & Wang, 2009). Moreover, managers can make changes in investment schemes,
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and only the most significant of these (certain acquisitions or dispositions) require the
consent of shareholders.

2.4.2 Fraud Diamond Theory

The Fraud Diamond Theory was first presented by Wolfe and Hermanson in the CPA
Journal in December 2004. It is viewed as an expanded version of the Fraud Triangle
Theory. In this theory, an element named capability has been added to the three initial
fraud components of the Fraud Triangle Theory. Wolfe and Hermanson (2004) argued
that although perceived pressure might coexist with an opportunity and a
rationalization, it is unlikely for fraud to take place unless the fourth element (i.e.
capability) is also present. In other words, the potential perpetrator must have the
skills and ability to commit fraud.

Wolfe and Hermanson (2004) maintained that opportunity opens the doorway to
fraud, and incentive (i.e. pressure) and rationalization leads a person toward the door.
However, capability enables the person to recognize the open doorway as an
opportunity and to take advantage of it by walking through repeatedly.

Incentive

The incentive theory simply put is related to the pressure theory of fraud triangle, it is
a situation whereby the fraudsters is confronted with a tight dilemma called pressure.
Pressure can be internal or external. Lister (2007) opined that pressure is a significant
factor to commit fraud. He determined three types of pressure which are personal,

employment stress, and external pressure.
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Opportunity

The initial factor to enable the fraudster to have the capability to commit fraud is the
opportunity or position holding in an organization. In the study of Wolfe and
Hermanson (2004) the position of an employee may contribute to his breach of the
organisational trust. They further explain the findings of the analysis of public
companies carried out by Beasley et al. in 1999 that over 70% of the fraud cases
CEO:s of those companies were found most of the fraud CEOs were implicated in over
70 percent of publicly company's accounting frauds.

Rationalization

The fraudster is someone who understands and is capable of exploiting internal
control weaknesses and using the position; function or authorized access to the
greatest advantage (Abdullahi and Mansor, 2015). Intelligent, experienced, creative
people with a solid grasp of controls and vulnerabilities, commit many of today’s
largest frauds.

2.5 Empirical Review

Ferreira (2007) investigated the role of institutional investors around the world using
data set of equity holdings from 27 countries. It was found that firms with higher
ownership by foreign and independent institutions (unlike other institutions) have
higher firm value, higher operating performance and lower capital expenditures and
reduced risk of fraudulent financial statement. Management monitoring process of

institutional ownership firms reduced the likelihood of financial statement fraud.

Han (2004) examined the effect of ownership structure on financial reporting quality.

The research regarded ownership structure as ownership of managers and ownership
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of institutions. Study findings have shown that the quality of financial reporting is
negatively associated with managerial property. Also, the study observed a positive

relationship between outside institutional ownership and quality of financial reporting.

Mitra, Hossain and Deis (2007) found that diffused institutional ownership was
significantly and positively related to audit fees of financial statement. The study
linked their finding to either institutional investor demand for the purchase of high
quality audit services as safeguard against fraudulent financial reporting or firms’
endeavor to purchase high quality audits to attract institutional investment in common

stock.

Adeyemi and Fagbemi (2010) found that percentage of ownership from institution is
normally higher than individual investor. It is assumed that institutional investors have
more influence than other individual investors. With the high portion of ownership,

institutional ownership has the importance of monitoring role in the process auditing.

Abdullah's and Mansor (2015) found evidence of a positive and significant role of
board independence on financial statement fraud and provides support that
independent directors are effective control mechanisms in a firms' financial reporting

process.

Alzoubi and Selamat (2012) found that audit committees’ financial expertise increases
their monitoring capability and in turn increases the likelihood of financial statement
fraud. Lin, Li, and Yang (2006) also found no significant effect of audit committee

financial expertise on the occurrence of earnings restatement.
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CHAPTER THREE

METHODOLOGY
3.1 Introduction
This chapter deals with an overview on the methods that will be employed in carrying
out the research. It explains the research design, sources of data collection,
population, sampling technique and sample size for the study, method of data
analysis, model specification, and operationalisation of variables.
3.2  The Research Design
The longitudinal research design will be adopted in this study because data will be
collected at a particular point in the sampled firms. The study covers a period of five
(5) years (2016-2020). The study employed secondary source of data collection.
Historical data will be source from the annual financial reports of accounts of sampled
firms listed in the Nigeria Stock Exchange as at 2020 financial year end.
3.3 Population and Sampling Technique
A total of One hundred and seventy-six (176) firms listed in the Nigeria Stock
Exchange as at 2020, constitute the population of the study (Fact book, 2020). The
data filtering technique will be employed to select manufacturing companies out the
aforementioned population. That is, the sample size for this study will be arrived at,
by excluding the following firms: firms not listed in the exchange between 2016
and/or no longer listed as of 31t December, 2021; firms not providing consolidated
financial statement; firms that did not close their financial statements on 31
December; to ensure homogeneity of the date of closure and relevant consistency with

Nigerian Stock Exchange capitalization; firms that did not provide all necessary
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information for their analysis; and banks and insurance companies, as their financials
are somewhat different from other sectors.

3.4  Source of Data

The study will basically employed secondary source of data. Historical data will be
obtained from the annual financial reports of accounts of sampled firms listed in the
Nigeria Stock Exchange as at 2020 financial year end.

3.5  Method of Data Analysis

This study will used the descriptive statistical to summarize and describe the data set
without distortion and loss of necessary information. It consists of numerical
techniques such as the means, standard deviation, range and frequency distribution.
Also, the study will employed Ordinary least square (OLS) regression as the method
of data analysis in order to estimate the models. Data collected and collated was
estimated using the E-View 10 statistical software.

3.6  Model Specification

The model of Anichebe, Agbomah, and Agbagbara (2019) on the determinants of
financial statement fraud likelihood, used Beneish to proxies’ fraud and their model
was stated as; FRAUDit = o + B1BOARDS;: + p2AUDCOMi;: + BsBODIND;; +
B4BODFEit+ BsFSIZEir+ BsROA +1

Therefore, in this study the aforementioned model is adapted and modified by
introduction of corporate governance variable that suit our objective. This will
enabled us to determine fraud likelihood prediction in sampled firms. Therefore, our
functional relationship variables’ is stated as:

FRAUD = f (BDSZ, BLINST, BLFM, BLFO, BIND, AUDEXP, CEOD, J) ..... (1)
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In econometric form, this express as:

FRAUD:t = Bo + p1BDSZit + B2BLINSTit + BsBLFMit+ B4sBLFOitt+ BsBINDit +
BeAUDEXPit + B7CEODit + Mit ... ocoe. ... e (2)

Where;

FRAUD = Beneish M-score.

BDSZ = Board Size;

BLINST = Block Institutional Ownership;

BLFM = Block Family Ownership;

BLFO = Block Foreign Ownership;

BIND = Board of Directors Independence;
AUDEXP = Audit Committee Financial Expertise;
CEOD = CEO Dominance;

Bo is the constant, B1, B2, B3, B3, Ps, Ps, are the coefficients of the explanatory variables
for the model;  is the error term that captures the stochastic variables in the model;
I = is the collection of the firms; and t = is the time factor.

The Apriori expectations are stated as: f1>0; B 2>0; B 3>0; B 4>0; f5>0; f6>0; >0.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS
4.1 Introduction
In this chapter, we perform the statistical analysis that forms the basis for the
empirical evaluation of the study. Various models specified in the previous chapter are
estimated and interpreted. This chapter begins by first carrying out preliminary tests to
check for characteristics of the data set using statistical tests. This is followed by
estimating the relationship between the dependent variables and independent
variables.
4.2  Data Presentation
Data spanning (2016- 2020) were sourced from the annual audited reports of the
sampled firms. The data set used for the study is presented in the appendix.
4.3  Data Analysis
Various statistical tests conducted to ascertain the characteristics are presented
hereunder. Similarly, empirical test is also conducted and presented under this section.
4.3.1 Descriptive Statistics
Summary statistics is an important procedure to be carried out before any formal
estimation can be made. This study tests for the normality of data set used for the
study. The descriptive statistics are employed to determine if the data set forms a
normal distribution curve. The standard deviations, skewness, kurtosis and JarqueBera
give a quick overview of the normality of the data set. The result is presented in table

4.3.1 below
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Table 4.3.1 Descriptive Statistics

Variables | Mea | Std.De | Maximu | Minimu | Skewne | Kurtos P-value
n % m m SS is (JaqueBer
a)
Fraud 2.47 5.9 7.7 -9.34 11.07 23.75 0.00
CEOD 427 | 11.05 64.16 0.00 3.63 17.11 0.00
BDSZ 9.87 | 2.82 18.00 4.00 0.83 3.89 0.00
BLINST | 51.0 | 27.40 97.79 0.00 -0.32 2.07 0.00
9
BLFO 15.3 | 26.95 83.81 0.00 1.41 3.36 0.00
3
BLFM 10.7 | 24.37 85.80 0.00 2.04 5.60 0.00
9
BIND 0.64 | 0.09 0.88 0.33 -0.25 3.44 0.30
AUDEXP | 0.48 | 0.04 0.60 0.33 -1.34 5.68 0.00
Observati | 126 126 126 126 126 126 126
on

Source: Authors computation from E-views 10 output

The descriptive statistics is presented in table 4.3.1 above. Specifically the findings
revealed that on the average, firms sampled for this study are fraudulent as indicated
by the very high measure of fraud (2.47). However, a large variation is observed
indicating that the extent of fraudulent practice largely varied between the sampled
firms. Findings also indicated that the maximum fraud (M-score) was 7.7 and the
minimum recorded was -9.34. Result findings showed that on the average, CEO’s
were not dominant as indicated by the mean value recorded (4.27). However, it is also
observed that some firms had dominant CEO’s while others had non-dominating
CEOQO’s. The standard deviation showed that the extent of CEO domination varied
largely among the sampled firms. It was observed that the board size (BDSZ) was 9.8
on the average, with some board having up to 18 members while others had as low as
4 members. The standard deviation indicates that there was some variation in the

board size of sampled firms.
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Block Institutional Ownership (BLINST) is found to be 51.09 on the average with a
standard deviation of 27.4 an indication that the BLINST varied largely between the
sampled firms. The maximum value of BLINST is observed to be 97.7 while the
minimum value is 0.00 indicative that some firms had no BLINST. Block Family
Ownership (BLFM) is observed to be averaged at 10.79 with a maximum value of
85.80 and a minimum of 0.00. The standard deviation shows that there was a huge
variation in the family ownership structure of the firms. Block foreign ownership
(BLFO) is observed to have a mean of 15.33 with a maximum value and minimum
value of 83.81 and 0.00 respectively. The standard deviation shows a great variation
between the foreign ownership of the sampled firms. Board Independence (BIND) is
observed to be 0.64 on the average suggesting that the board of sampled firms were to
a large extent independent. The maximum and minimum values are observed to be
0.88 and 0.33 respectively. Audit Committee expertise (AUDEXP) is observed to be
averaged at 0.48. This indicates that on the average, almost half of the audit
committee has either an accounting or financial knowledge. The maximum and
minimum values are 0.60 and 0.33 respectively.

On the distribution of the data set, the skewness measures the asymmetry of the data
set while the kurtosis measures the peakedness/flatness of the distribution.
Particularly, findings reveal that CEOD, BDSZ, BLINST, BLFO and BLFM are all
positively skewed while BLINST, BIND and AUDEXP are negatively skewed. All
series are observed to have positive kurtosis indicating that the variables are
leptokurtic in behavior and are heavily tailed with sharp peak curve. On normality, the

Jaque Berra test suggests that all variables except BIND are not normally distributed
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as they fail to pass the normality test. The null hypothesis of ‘normal distribution” was
rejected by all series except BIND which was observed to be normal in its
distribution.

4.3.2 Regression Analysis

In this section, the equations specified in the previous chapter are presented and
analyzed. The aim is to establish the importance of the equations, relevance of
individual coefficients as well as the usefulness of the equations for hypotheses
testing. Diagnostic test outcomes (R-squared, adjusted R-squared, D.Watson) would
be reported before proceeding to provide meanings to individual relationship between
variables. The panel least square is employed to analyze the equations specified in
previous chapter.

Table 4.3.2 Regression Summary

Variable Beta Coefficient t-statistic P.value
CEOD 0.52 0.67 0.49
BDSZ 1.22 0.31 0.75
BLINST -0.37 -0.33 0.73
BLFO -0.55 -0.28 0.77
BLFM -3497.64 -305.75 0.00
BIND -323.43 -3.71 0.00

AUDEXP -300.20 -3.92 0.00
C 37862.41 243.34 0.00
R.Square 0.99

Ajusted.R.square 0.99

D-Watson 2.0

F.stat 3764.95

Prob(f-stat) 0.00

Source: Authors computation from E-views 10 output

The regression summary above captures the relationship between corporate
governance and likelihood of fraud among listed firms in Nigeria. The estimation

output appears robust and fit for policy formulation as indicated by the diagnostics
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results. The coefficient of determination which is measured as R-square is found to be
0.99 indicating a very high explanatory power of the model. The result thus shows that
the independent variables explain 99% variations in the dependent variable (FRAUD).
The adjusted R-square measures the explanatory power of the model after adjusting
for the degree of freedom. The F-statistics shows that there is a linear relationship
between the dependent variable and independent variable and the model overall is
significant. The F.stat is reported to be 3764 and its p-value within acceptable level of
significance (0.00), therefore the relationship between variables can be considered to
be linear. Diagnostic results also indicate the absence of autocorrelation in the model
as indicated by the D.Watson statistics of 2.01 which fall within acceptable range.
Interesting transmission pattern is observed between corporate governance variables
and likelihood of financial statement fraud. Particularly, CEO dominance (CEQOD) is
observed to be positive thus indicating a positive relationship between CEOD and
FRAUD. A unit change in CEOD will lead to an innovation in FRAUD by 0.52.
However, this relationship is observed to be statistically insignificant as indicted by
the p-value > 0.05. The coefficient of board size (BDSZ) is observed to be positive.
This signifies that an increase in BDSZ will lead corresponding increase in FRAUD.
Specifically, a one unit increase in BDSZ will lead to an increase in FRAUD
likelihood by 1.22. However, the p-value is observed to be greater than the 5% level
indicating that the relationship is not significant.

Block institutional ownership (BLINST) is found to be negative thus evidencing an
inverse relationship between BLINST and FRAUD likelihood. A change in BLINST

by one unit will lead to a corresponding change in FRAUD by -0.37. Therefore, an
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increase in BLINST will lead to a reduction in FRAUD likelihood. This relationship is
however not significant at the any level of significance given its p-value is greater
than 0.05. Block foreign ownership (BLFO) is observed to be negative in the
regression. This suggests that increasing BLFO will negatively reinforce FRAUD
likelihood. A change in BLFO will reduce FRAUD likelihood by the value of its
coefficient (-0.55). However, this relationship is also observed to be insignificant at
the 1% and 5% levels.

The coefficient of BLFM is observed to be negative signifying an inverse relationship
between BLFM and FRAUD likelihood. The coefficient of BLFM is -3497 suggesting
that a change BLFM will lead to a change in FRAUD likelihood by the value of
BLFM. The relationship between BLFM and FRAUD likelihood is observed to be
significant at the 1% level given that is p-value is lower than 0.01. Board
Independence (BIND) is found to be negative in the regression output. Increased
board independence will negatively reinforce FRAUD likelihood. Changes in board
independence will cause a change in FRAUD likelihood by -323.43. This relationship
Is found to be significant at the 1% level since it is below 0.01. Finally, AUDEXP is
observed to be negative signifying that AUDEXP causes disequilibrium in FRAUD
likelihood. A unit change in AUDEXP will translate into a change in FRAUD
likelihood by -300.20. Increased AUDEXP will further cushion FRAUD likelihood by
the value of its coefficient. This relationship is observed to be significant at the 1%

level given that its p-value is lower than 0.01.
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4.4  Hypothesis Testing

The hypotheses of this study are tested using the significance of the coefficients
presented in table 4.3.2. The hypotheses are tested using the significance of
coefficients estimated in the regression output in Tables 4.3.2 while focusing on the
significance levels and signs of the relevant coefficients.
Hypothesis One: Board size does not affect the likelihood of financial statement
fraud.
In testing this hypothesis, we focus on the significance of the coefficient of board size
in the Tables 4.3.2. In the result, the coefficient is not significant at the 1% or 5%
level. Thus, the null hypothesis cannot be rejected, showing that there is no significant
relationship between board size and financial statement fraud.
Hypothesis Two: Institution ownership structure has no significant relationship with
the likelihood of financial statement fraud.
The coefficient of institutional ownership structure is found to be negative and not
significant at any level. This indicates that we cannot reject the null hypothesis.
Therefore, one can correctly conclude that there is no significant relationship between
institutional ownership structure and the likelihood of financial statement fraud in
Nigeria.
Hypothesis Three: Foreign ownership structure does not have a significant effect on
the likelihood of financial statement fraud.
From the results of the estimates presented in Table 4.3.2, the coefficient of foreign
ownership structure did not pass the significance test in the estimation at any given

levels since the associated probabilities is greater than 0.05. Based on this result, the
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null hypothesis cannot be rejected in this case and an insignificant impact is
demonstrated from foreign ownership to the likelihood of financial statement fraud.
Hypothesis Four: Board of director independence has no significant effect on the
likelihood of financial statement fraud.

From the results of the OLS estimates, the coefficient of board of director
independence passed the significance test in the estimation since the associated
probabilities with the individual t-values are lesser than 0.05. Based on this result, the
null hypothesis was rejected in this case and a significant impact is demonstrated from
board independence to likelihood of financial statement fraud.

Hypothesis Five: CEO dominance has no significant impact on the likelihood of
financial statement fraud.

From the results of the estimates presented in Table 4.3.2, the coefficient of CEO
dominance did not pass the significance test in the estimation at any given levels since
the associated probabilities is greater than 0.05. Based on this result, the null
hypothesis cannot be rejected in this case and an insignificant impact is demonstrated

from CEO dominance to the likelihood of financial statement fraud.

4.5  Discussion of Finding and Policy Implication

The study was conducted to investigate the impact of corporate governance on the
likelihood of financial statement fraud (FSF) among listed firms in Nigeria. The
findings from this study have been robust and fitting for policy formulation.
Specifically, CEO dominance was found to have both a negative correlation and
impact on FSF. The implication of this is that firms with more dominant CEQ’s

(CEQO’s with high shareholding) are more likely to be involved in FSF. The reason
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being that considering that CEO’s has large shares in the firm, they may want to
protect the firm’s stock value by manipulating financial report so as to increase
earnings and hence share price. However, institutions with less dominant CEO (Low
shareholding), will be less likely to manipulate financial report since they have little
stock in the firm. This relationship was however found to be insignificant at any level
of significance. This study follows apriori and is in tandem with the submission of
Roodposhti and Chashmi (2010) whose study found a positive relationship between
CEO dominance and earnings management.

Findings showed that Board size is positively related to FSF during the period
of study. The implication of this is that larger board size increases the likelihood of
FSF. Large board size leads to bureaucracy which makes the board less effective in
monitoring and controlling managers thus leading to higher likelihood of FSF.
Similarly, smaller board size enhances efficiency therefore making financial
malpractices more difficult as a result of stringent monitoring and control. However,
this relationship was found to be statistically insignificant. This finding is in tandem
with apriori and is in line with the submission of Vafeas (2005) and Alzoubi &
Selamat (2012) whose studies found a positive relationship between board size and
financial statement fraud.

Institutional ownership was found to be negative indicating an inverse
relationship between them. The implication of this is that higher institutional
ownership leads to lesser likelihood of FSF. Institutions will want better transparency
considering that they have large funds invested and will therefore increase

monitoring and control so as to ensure the quality of economic data they generate are
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substantive which in the long run eliminates the probability of financial statement
fraud. However, this study was found to be insignificant at any level. This finding is
in line with apriori and follows the study findings of Uwuigbe et al. (2017) whose
study found a positive relationship between institutional ownership and financial
statement fraud.

Foreign ownership was found to have a negative relationship with FSF. This
implies that increased foreign ownership will reduce the likelihood of FSF.
Following the agency theory, foreign ownership will minimize agency conflict by
aligning their interest since block foreign ownership closely monitors the behavior of
managers and control their activities to improvise performance. Again, foreign firms
have a better information system to meet internal needs as well as more substantial
requests. This will therefore make local firms with foreign ownership to commit less
FSF as foreign investors will demand management to be transparent in financial
reporting. This finding negates apriori and is in tandem with the submission of
Adebiyi and Olowookere (2016) whose study found a negative relationship between
foreign ownership and financial statement fraud.

Findings showed that more Independent Boards reduce the likelihood of
financial statement fraud. More independent boards are better able to give fair and
non-misleading financial reports. The finding suggests that boards with lesser
executive directors will always ensure that the financial statement is devoid of
malpractices and earnings manipulations so as to enhance the firm’s reputation and
boost investor’s confidence. This result was found to be significant at the 1% level.

This result is in tandem with apriori and follows the submission of Ibadin and Toluwa
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(2019) whose study found a negative relationship between board independence and
financial statement fraud.

Lastly, audit committee expertise is found to reduce the likelihood of financial
statement fraud. When the audit committee has better financial expertise, the
likelihood of committing fraud reduces as the committee are better able detect
fraudulent reports with their accounting or financial knowledge. This result follows
aprioriand follows the documentation of Okpara (2000) and Oyeka, lyoha and Asaolu
(2015) whose studies found a negative relationship between audit committee expertise

and financial statement fraud.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter considers the summary of the entire work, draws the final conclusion,
makes recommendations, presents contributions to knowledge and suggests areas for

further study.

52  Summary
This study was undertaken to access the impact of corporate governance variables on
the likelihood of financial statement fraud among selected listed firms in Nigeria. The
high incidence of fraud and financial malpractices in the Nigeria and the new
corporate governance code enacted in 2014 necessitated the need to examine how
corporate governance influences the likelihood of financial statement fraud. Time
series data spanning 2016-2020 was sourced from the various audited reports of firms
and analyzed using the panel least square technique. Prior statistical conducted
included the descriptive statistics and correlation analysis to investigate the
background properties of the variables. Result findings were found to be robust to
both specifications and manipulations. In general, corporate governance was observed
to have influenced the likelihood of financial statement fraud in Nigeria banks.
Specific findings are that;

1. CEO dominance has a negative insignificant relationship with the likelihood of

financial statement fraud of selected listed firms in Nigeria.
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2. Board size has an insignificant positive relationship with the likelihood of
financial statement fraud of selected listed firms in Nigeria.

3. Institutional ownership has an inverse relationship with the likelihood of
financial statement fraud of selected listed firms in Nigeria. However, the
relationship was not significant

4. Foreign ownership was found to have a negative and insignificant relationship
with the likelihood of financial statement fraud of selected listed firms in
Nigeria.

5. Board independence was found have a negative and significant relationship
with the likelihood of financial statement fraud of selected listed firms in

Nigeria.

5.3 Conclusion

This study was conducted to x-ray the relationship between selected corporate
governance mechanisms on financial statement fraud among listed firms in Nigeria for
the period 2016-2020. Empirical findings revealed that only board independence and
audit committee expertise has a significant impact on the likelihood of financial
statement fraud. Premise on the research findings, this study therefore concludes that
of the corporate governance variables considered; only board independence and audit
committee expertise has a significant impact on the likelihood of financial statement

fraud.

46



54  Recommendations

The results from empirical analysis provide strong background and implications so
as to allow for certain policy and practical recommendations for economist and policy
makers. Some recommendations are keenly articulated below;

1. CEO dominance was found to have a negative relationship with likelihood of
financial statement fraud. This study therefore recommends that CEO’s of
firms should be encouraged to have substantial amount of company shares.
Doing this will spur the CEO to carryout strict monitoring so as to ensure
transparency among managers.

2. Board size was found to be positively related with likelihood of financial
statement fraud. This study therefore recommends that the board be cut to size
to reflect the size and operations of the firm. Therefore smaller firms should
have smaller boards while larger firms can have boards that meet the exact
operations of the firm. This is necessary to cut bureaucracy that can result from
larger board size.

3. Institutional ownership was found to be negatively related with the likelihood
of fraud. This study recommends that institutions be allowed to own certain
percentage of company stock so as to allow for more monitoring and
transparency.

4. This study recommends that firms should have at least some foreign ownership
so that they can benefit from better financial reporting as obtainable in other

parts of the world
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5. It is recommended that the recruitment of audit committees be based on their
financial expertise and experience. This is because; financial expertise helps
the auditors spot financial statement fraud right on time. Firms can also employ
the skills of third party auditors to analyze and critic financial statements of the

firm.

5.5  Contribution to Knowledge

The study contributes to knowledge as it ascertains the impact of corporate
governance on the likelihood of financial statement fraud among selected listed firms
in Nigeria. It further contributes to the literature by using a panel regression technique
to capture the relationship. This study updates the empirical literature by using current
data up to 2020 to validate the relationship between corporate governance and

likelihood of financial statement fraud.

5.6  Suggestion for Further Studies

While this study has been succinct in x-raying the relationship between corporate
governance and likelihood of financial statement fraud, future studies can include
other corporate governance variables that can affect financial statement fraud. Factors
like CEO risk tolerance, CEO overconfidence should be considered in future studies.
Secondly, other advanced form of econometric techniques should be used. These
techniques include the use of Generalized Method of Moments (GMM), Panel Vector

Error Correction Mechanism (P-VECM) and other dynamic models.
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Appendix |

Descriptive Statistics
FRAUD CEOD BDSZ BLINST BLFO BLFM BIND AUDEXP
Mean 162.4731 4.274548 9.873016 51.09640 15.33396 10.79612 0.642440 0.486270
Median -2.573149 0.030000 10.00000 55.16000 0.000000 0.000000 0.636364 0.500000
Maximum  19706.72 64.16200 18.00000 97.79000 83.81000 85.80400 0.888889 0.600000
Minimum  -9.340988 0.000000 4.000000 0.000000 0.000000 0.000000 0.333333 0.330000
Std. Dev. 1755.956 11.05748 2.828382 27.40097 26.95496 24.37886 0.099959 0.048195

Skewness  11.07408 3.636545 0.8325020.327940 1.418314 2.0419870.253927 1.345371
Kurtosis 123.7576 17.11554 3.890173 2.074242 3.361952 5.608950 3.447212 5.681967

Jarque-Bera 79132.98 1323.768 18.71441 6.757842 42.93170 123.2987 2.404047 75.77345
Probability 0.000000 0.000000 0.000086 0.034084 0.000000 0.000000 0.300585 0.000000

Sum 20471.61 538.5930 1244.000 6438.146 1932.079 1360.311 80.94747 61.27000
Sum Sq.
Dev. 3.85E+08 15283.49 999.9683 93851.64 90821.26 74291.08 1.248968 0.290347

Observations 126 126 126 126 126 126 126 126
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Dataset (2016-2020)

Appendix Il

FYE | FRA |[BDS |[BLIN |BLF |CEO |(BL |BIN |AUD

COMPANIES AR | UD Z ST O D FM | D EXP

Associated Bus Company

(ABC Transport) 2016 | -476( 800| 11.23| 0.00| 37.16 | 0.00 [ 0.63 0.4

Associated Bus Company

(ABC Transport) 2017 | -5.33| 8.00 12.34| 0.00 | 37.16| 0.00 [ 0.63 0.4

Associated Bus Company

(ABC Transport) 2018 | -3.92| 8.00( 12.89| 0.00 | 37.16| 0.00 [ 0.63 0.4

Associated Bus Company

(ABC Transport) 2019 | -341| 7.00| 16.91| 0.00 | 37.16| 0.00 | 0.57 0.4

Associated Bus Company

(ABC Transport) 2020 | 16.74| 8.00| 16.91| 0.00 | 37.16| 0.00 | 0.63 0.4

C & | Leasing 2016 | -3.19| 9.00( 17.32| 0.00 2.03] 0.00| 0.56 0.5

C & | Leasing 2017 | -3.18]10.00 ( 27.64| 0.00| 2.03]| 0.00| 0.70 0.5

C & | Leasing 2018 | -2.86| 9.00| 27.64| 0.00 2.03| 0.00| 0.56 0.5

C & | Leasing 2019 -3.31| 9.00 | 33.23| 0.00 1.13] 0.00 [ 0.56 0.5

C & | Leasing 2020 [ -4.07]10.00 [ 43.12| 0.00 1.30| 0.00 [ 0.60 0.4

CAVERTON 55.9

OFFSHORE 2016 | -2.95]10.00 [ 72.67| 0.15 1.49 6| 0.60 0.5

CAVERTON 55.9

OFFSHORE 2017 | -2.11]10.00| 70.52 | 0.15 1.49 6| 0.60 0.5

CAVERTON 55.9

OFFSHORE 2018 | -2.56]10.00| 69.44 | 0.20 1.49 6| 0.60 0.5

CAVERTON 55.9

OFFSHORE 2019 | -2.68]10.00| 68.80 | 0.20 1.93 6| 0.60 0.5

CAVERTON 55.9

OFFSHORE 2020 | -3.76| 9.00| 66.48 | 0.12 1.93 6| 0.67 0.5

CHAMS PLC 2016 | -441) 7.00| 48.11| 0.34| 0.16] 0.00| 0.71 0.6

CHAMS PLC 2017 | -2.61| 9.00 | 55.24| 034 0.16] 0.00 | 0.67 0.5

CHAMSPLC 2018 | -1.59]10.00| 55.23( 0.34| 0.16] 0.00| 0.60 0.5

CHAMS PLC 2019 | -2.44110.00| 47.35( 0.34| 0.16] 0.00| 0.70 0.5

CHAMS PLC 2020 | 252] 9.00( 47.35| 034 0.00] 0.00 [ 0.56 0.5

CWG (Computer

Warehouse) PLC 2016 | -2.87| 9.00 20.50]20.50| 4.03]0.00| 0.67 0.5

CWG (Computer

Warehouse) PLC 2017 | -3.14| 9.00 | 20.50]20.50| 4.03]0.00| 0.67 0.5

CWG (Computer

Warehouse) PLC 2018 | -2.35| 9.00| 20.50 [ 20.50 [ 4.03| 0.00 | 0.67 0.5

CWG (Computer

Warehouse) PLC 2019 | -2.89| 6.00| 20.50 [ 20.50 0.00| 0.00| 0.67 0.5

CWG (Computer

Warehouse) PLC 2020 197| 6.00| 20.50]20.50| 0.00( 0.00| 0.67 0.5
85.7

DANGOTE CEMENT 2016 | -2.69]10.00 | 85.21| 0.00| 0.00 5| 0.70 0.5

DANGOTE CEMENT 2017 | -2.22110.00| 85.21( 0.00[ 0.00]| 85.7| 0.70 0.5
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85.7
DANGOTE CEMENT 2018 | -2.66]11.00| 85.21 | 0.00 0.00 5| 0.82 0.5
85.7
DANGOTE CEMENT 2019 | -3.21]16.00| 85.21 | 0.00 0.00 5| 0.75 0.5
85.8
DANGOTE CEMENT 2020 | -9.34]15.00| 85.21 | 0.00 0.00 0] 0.80 0.5
67.6
DANGOTE SUGARPLC | 2016 | -1.65] 9.00| 76.91| 0.00 5.44 9| 0.78 0.5
67.6
DANGOTE SUGARPLC | 2017 | -1.79] 9.00| 76.91| 0.00 5.44 9| 0.78 0.5
67.6
DANGOTE SUGARPLC | 2018 | -2.10| 8.00| 76.91| 0.00 5.44 9| 0.88 0.5
67.6
DANGOTE SUGARPLC | 2019 | -2.63| 9.00| 76.91| 0.00 5.44 9| 0.78 0.5
#DIV/ 66.8
DANGOTE SUGAR PLC | 2020 0! 9.00] 76.91 | 0.00 5.38 7| 0.78 0.5
ETERNA PLC 2016 | -2.92| 8.00| 44.33| 0.00 0.00] 0.00 | 0.63 0.33
ETERNAPLC 2017 | -2.13| 8.00| 44.33| 0.00 0.00 [ 0.00 | 0.63 0.33
ETERNA PLC 2018 | -1.16| 8.00| 43.77| 0.00 0.00] 0.00 | 0.63 0.4
ETERNA PLC 2019 0.05| 8.00| 43.77 | 0.00 0.88] 0.00 | 0.63 0.4
ETERNAPLC 2020 | -1.68]10.00| 47.34| 0.00 0.03 | 0.00 | 0.60 0.5
GLAXO SMITHKLINE
CONSUMER NIG PLC 2016 | -2.80]10.00 | 69.05 | 46.40 0.00 [ 0.00 | 0.40 0.5
GLAXO SMITHKLINE
CONSUMER NIG PLC 2017 | -1.87| 9.00| 69.05 | 46.40 0.00] 0.00 | 0.33 0.5
GLAXO SMITHKLINE
CONSUMER NIG PLC 2018 | 36.27 | 9.00| 61.99 | 46.40 0.00] 0.00 | 0.56 0.5
GLAXO SMITHKLINE
CONSUMER NIG PLC 2019 | -2.45]11.00| 46.42 | 46.40 0.00] 0.00 | 0.36 0.5
GLAXO SMITHKLINE
CONSUMER NIG PLC 2020 | -4.67] 9.00| 52.11 | 19.11 0.01( 0.00| 0.44 0.5
Ikeja Hotel 2016 | -2.73| 8.00| 52.16 | 0.00 0.00] 0.00 | 0.63 0.5
Ikeja Hotel 2017 | -3.04| 8.00| 52.16 | 0.00 0.00 [ 0.00 | 0.63 0.5
Ikeja Hotel 2018 | -2.58| 8.00| 54.87 | 0.00 0.00 [ 0.00 | 0.63 0.5
Ikeja Hotel 2019 | -5.17| 8.00| 55.09 | 0.00 0.00] 0.00 | 0.63 0.57
Ikeja Hotel 2020 | -5.08| 8.00| 55.09 | 0.00 0.00 [ 0.00 | 0.63 0.5
JAPAUL OIL 2016 9.32 | 8.00 0.00 [ 0.00 5.63 [ 0.00 | 0.50 0.5
JAPAUL OIL 2017 | -2.50| 8.00 0.00 | 0.00 0.19] 0.00 | 0.50 0.5
JAPAUL OIL 2018 2.66 | 8.00 0.00 [ 0.00 0.19 [ 0.00 | 0.50 0.5
JAPAUL OIL 2019 4.88 | 6.00 0.00 [ 0.00 0.19 [ 0.00 | 0.67 0.5
502.7
JAPAUL OIL 2020 1| 6.00 0.00 [ 0.00 0.19 [ 0.00 | 0.67 0.5
JULIUS BERGER NIG 2016 | -2.02| 9.00| 56.90 | 0.00 0.00] 0.00 | 0.56 0.5
JULIUS BERGER NIG 2017 4.69)12.00 | 64.50 | 0.00 0.00] 0.00 | 0.58 0.5
JULIUS BERGER NIG 2018 | -2.46]12.00| 64.89 | 0.00 0.00 [ 0.00 | 0.58 0.5
JULIUS BERGER NIG 2019 | -2.09]13.00| 67.80| 0.00 0.00 ] 0.00 | 0.54 0.5
JULIUS BERGER NIG 2020 | -0.26]13.00| 67.80 | 0.00 0.00] 0.00 | 0.62 0.5
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LAFARGE 2016 | -1.64]17.00| 94.02 (83.81( 0.00| 0.00| 0.71 0.5
LAFARGE 2017 | -151]18.00| 88.44(83.81 0.00| 0.00| 0.89 0.5
LAFARGE 2018 | -3.48|17.00| 88.44(83.81 0.00| 0.00| 0.88 0.5
LAFARGE 2019 | -2.93]14.00| 88.44(83.81 0.00| 0.00| 0.79 0.5
LAFARGE 2020 1.61|16.00| 88.44]|83.81| 0.00| 0.00| 0.75 0.5
MAY & BAKER
NIGERIA PLC 2016 | -2.76| 9.00| 10.31| 0.00 0.42| 0.00| 0.56 0.5
MAY & BAKER
NIGERIA PLC 2017 | -1.88| 800| 0.00( 0.00[ 0.42] 0.00| 0.50 0.5
MAY & BAKER
NIGERIA PLC 2018 | -2.76]110.00| 0.00( 0.00[ 0.42] 0.00| 0.50 0.5
MAY & BAKER
NIGERIA PLC 2019 | -2.90]10.00| 0.00( 0.00[ 0.84]0.00| 0.50 0.5
MAY & BAKER
NIGERIA PLC 2020 569]11.00| 0.00( 0.00[ 0.84] 0.00| 0.55 0.5
18.9
MCNICHOLS PLC 2016 | -2.17| 6.00| 27.66| 0.00| 16.38 1 050 0.33
18.9
MCNICHOLS PLC 2017 | -2.35| 4.00| 21.25| 0.00| 16.38 1| 0.50 0.5
18.9
MCNICHOLS PLC 2018 | -2.79| 4.00| 21.25| 0.00| 16.38 1| 0.50 0.4
18.9
MCNICHOLS PLC 2019 | -3.00| 5.00| 21.25| 0.00| 16.38 1| 0.80 0.5
368.0 18.9
MCNICHOLS PLC 2020 0 5.00| 17.84| 0.00| 16.41 1| 080 0.33
#DIV/
Meyer Plc (DN Meyer) 2016 | O! 8.00| 42896159 0.39| 0.00| 0.63 0.5
#DIV/
Meyer Plc (DN Meyer) 2017 | O! 8.00| 56.69 [ 61.59 | 0.39] 0.00| 0.63 0.5
#DIV/
Meyer Plc (DN Meyer) 2018 | 0! 8.00| 61596159 0.39| 0.00| 0.63 0.5
#DIV/
Meyer Plc (DN Meyer) 2019 | 0! 7.00| 6159|6159 0.39] 0.00| 0.57 0.5
Meyer Plc (DN Meyer) 2020 1.19| 6.00| 62.36]|62.36| 0.39| 0.00| 0.67 0.5
Nigerian Aviation
Handling 2016 | -2.42114.00| 52.32(11.81( 0.00| 0.00| 0.71 0.57
Nigerian Aviation
Handling 2017 | -2.45]12.00| 6351|1181 0.00]| 0.00| 0.75 0.5
Nigerian Aviation
Handling 2018 | -1.73]118.00| 5151 0.00( 0.00| 0.00| 0.67 0.5
Nigerian Aviation
Handling 2019 | -2.53]11.00| 41.06( 0.00[ 0.00| 0.00| 0.73 0.5
Nigerian Aviation
Handling 2020 | -3.71]111.00| 43.25( 0.00( 0.00| 0.00| 0.73 0.5
NIGERIAN BREWERY
PLC 2016 | -2.92]15.00| 80.60 [ 53.23 [ 0.00| 0.00 | 0.53 0.43
NIGERIAN BREWERY
PLC 2017 | -2.34]117.00| 80.49 | 53.23 0.00| 0.00 | 0.47 0.43
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NIGERIAN BREWERY

PLC 2018 | -2.92]17.00| 80.39 | 53.23 0.00 [ 0.00 | 0.65 0.43

NIGERIAN BREWERY

PLC 2019 | -3.24]11.00| 66.37 | 53.23 0.00 [ 0.00 | 0.73 0.57

NIGERIAN BREWERY

PLC 2020 4.12] 10.00 | 66.37 | 53.23 0.00] 0.00 | 0.70 0.5

OANDO PLC 2016 | -3.38|11.00| 61.84 | 57.37 0.03 [ 0.00 | 0.60 0.5

OANDO PLC 2017 | -2.72110.00 | 61.68 | 57.37 0.03] 0.00 | 0.60 0.38

OANDO PLC 2018 4.65) 12.00 | 61.86 | 57.37 0.03] 0.00 | 0.67 0.57
#DIV/

OANDO PLC 2019 0! 12.00 | 61.86 | 57.37 0.03] 0.00 | 0.67 0.5

OANDO PLC 2020 .

OMATEK VENTURES 58.4

PLC 2016 | -8.46| 7.00| 11.66| 0.00 0.00 0] 0.71 0.5

OMATEK VENTURES 58.4

PLC 2017 | -0.38]11.00| 11.66| 0.00 0.00 0] 0.73 0.5

OMATEK VENTURES 58.4

PLC 2018 | -6.07]10.00| 11.66| 0.00 0.00 0] 0.70 0.5

OMATEK VENTURES 58.4

PLC 2019 | 12.08| 7.00| 11.66| 0.00 0.00 0] 0.71 0.4

OMATEK VENTURES 19706 52.7

PLC 2020 72| 6.00] 11.66| 0.00 0.00 7| 0.67 0.4
#DIV/

PREMIER PAINTS 2016 0! 9.00 | 51.00 [ 0.00 0.00 [ 0.00 | 0.67 0.5
#DIV/

PREMIER PAINTS 2017 0! 9.00 | 51.00 [ 0.00 0.00 [ 0.00 | 0.56 0.5
#DIV/

PREMIER PAINTS 2018 0! 7.00 | 51.00 [ 0.00 0.00] 0.00| 0.71 0.5
#DIV/

PREMIER PAINTS 2019 0! 8.00 | 51.00 [ 0.00 0.00] 0.00 | 0.63 0.5
#DIV/

PREMIER PAINTS 2020 0! 8.00 | 51.00 [ 0.00 0.00] 0.00 | 0.63 0.5

R.T. Briscoe 2016 | -4.71| 8.00| 37.16 | 0.00 0.06 | 0.00 | 0.75 0.5

R.T. Briscoe 2017 | -4.08]10.00| 37.16 | 0.00 0.06 [ 0.00 | 0.50 0.5

R.T. Briscoe 2018 1.70| 9.00| 37.16| 0.00 0.06 ] 0.00 | 0.56 0.6

R.T. Briscoe 2019 | -2.54| 8.00| 37.16 | 0.00 0.06 ] 0.00 | 0.63 0.5

R.T. Briscoe 2020 1.17| 8.00| 37.16| 0.00 0.06 [ 0.00 | 0.63 0.5

SCOANIGPLC 2016 | -3.42]11.00| 68.25 | 68.25 0.00 | 0.00 | 0.64 0.5

SCOANIGPLC 2017 | -2.86]12.00| 68.25 | 68.25 0.00] 0.00 | 0.58 0.5

SCOANIG PLC 2018 | -2.90]12.00 | 68.25 | 68.25 0.00 [ 0.00 | 0.50 0.5

SCOANIGPLC 2019 | -2.24]11.00| 68.25 | 68.25 0.00] 0.00 | 0.73 0.5

SCOANIGPLC 2020 4.03| 8.00| 68.25 | 68.25 0.00] 0.00 | 0.63 0.5

SEPLAT PETROLEUM

PLC 2016 | -2.87]12.00| 70.56 | 62.72 [ 13.25| 0.00 | 0.67 0.5

SEPLAT PETROLEUM

PLC 2017 | 23.40]12.00| 77.34|62.72 | 12.46| 0.00 | 0.67 0.5

SEPLAT PETROLEUM

PLC 2018 | -0.48]12.00| 77.34]70.43| 12.04( 0.00 | 0.67 0.5
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SEPLAT PETROLEUM

PLC 2019 | -3.01]|12.00| 47.49|70.43| 1219 0.00| 0.67 0.57

SEPLAT PETROLEUM

PLC 2020 3.28 | 15.00 | 54.21|70.43| 0.48| 0.00]| 0.73 0.5

TRANSCORP HOTELS | 2016 | -3.02|10.00| 94.49| 0.18| 0.01{ 0.00| 0.70 0.5

TRANSCORP HOTELS | 2017 | -3.24[12.00| 9449| 0.18| 0.01( 0.00| 0.75 0.5

TRANSCORP HOTELS | 2018 | -2.46|12.00| 94.49| 0.18| 0.01( 0.00| 0.75 0.5

TRANSCORP HOTELS | 2019 -3.09|11.00| 9449| 0.00| 0.01{ 0.00| 0.64 0.5
#DIV/

TRANSCORP HOTELS | 2020 O! 10.00 | 94.66| 0.00( 0.00( 0.00| 0.80 0.5

TRANSNATIONAL

CORPORATION 2016 | -2.42| 7.00| 58.99| 0.18| 0.03| 0.00] 0.71 0.5

TRANSNATIONAL

CORPORATION 2017 | -2.69| 8.00| 58.99( 0.18 0.01| 0.00| 0.63 0.5

TRANSNATIONAL

CORPORATION 2018 | -2.27| 7.00| 58.99 | 0.18 0.03| 0.00| 0.57 0.5

TRANSNATIONAL

CORPORATION 2019 | -256| 7.00| 55.92( 0.00[ 0.03] 0.00| 0.57 0.43

TRANSNATIONAL 0+0

CORPORATION 2020 | -3.45| 8.00| 55.15( 0.00| 0.02]2 0.75 0.5

UAC Of Nigeria PLC 2016 | -2.07| 8.00| 45.00( 0.00( 0.08| 0.00| 0.63 0.5

UAC Of Nigeria PLC 2017 | -3.14]11.00| 45.00 | 0.00 257 0.00 | 0.64 0.5

UAC Of Nigeria PLC 2018 | -3.09]12.00| 60.00 0.00 8.07]|0.00| 0.75 0.5

UAC Of Nigeria PLC 2019 | -2.66]11.00| 60.00( 0.00[ 9.15]| 0.00| 0.64 0.5

UAC Of Nigeria PLC 2020 | -3.02|10.00| 60.00| 0.00| 9.70| 0.00| 0.70 0.4

UPDC PIc (UACN

Property Development) 2016 6.82| 8.00| 87.71| 0.00 0.01] 0.00| 0.75 0.5

UPDC PIc (UACN

Property Development) 2017 | -5.12|10.00| 84.25| 0.00 0.06 [ 0.00 | 0.70 0.5

UPDC PIc (UACN

Property Development) 2018 | -4.21]10.00| 84.25| 0.00| 64.16 | 0.00| 0.70 0.5

UPDC PIc (UACN

Property Development) 2019 | -535| 9.00| 80.02| 0.00 | 64.16| 0.00 | 0.78 0.5

UPDC PIc (UACN

Property Development) 2020 | 46.66 [ 10.00 | 97.79( 0.00 0.00 { 0.00 | 0.70 0.5

Source: computation from audited annual reports of sampled firms
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