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ABSTRACT 

The critical role played by listed healthcare companies cannot be overemphasized in Nigeria. This 

study examined the relationship between corporate ownership structure and earnings management of 

listed healthcare firms in Nigeria. Using judgemental sampling technique and a panel data from eleven 

(11) listed healthcare companies on the Nigerian Stock Exchange were collected from 2014 to 2021. 

Inferential analyses were done using ordinary least square and logit regression techniques based on 5% 

level of significance. The analyses revealed that corporate ownership structure does not significantly 

relate to discretionary accruals. While corporate ownership structure is significantly related to earnings 

restatement. The study concluded that corporate ownership structure has a significant influence on 

earnings manipulation of firms in Nigeria. It was recommended that the regulatory body should evolve 

and implement policies that encourage equity ownership diffusion in the health industry. This move is 

expected to protect minority shareholders from being expropriated by block shareholders and securities 

and exchange commission of Nigeria should encourage listed healthcare companies to merge in order 

to increase their operational capacity and also to take advantage of economies of scale in Nigeria. 

 

Keywords: Ownership structure, Discretionary accruals, Earnings restatement, Earnings management 

 

 

 

 

 

 

http://www.worldscientificnews.com/


World Scientific News 174 (2022) 20-37 

 

 

-21- 

1.  INTRODUCTION 

 

Corporate ownership structure may either be diffused or concentrated. Diffused share 

ownership occurs when a majority of equity shares are owned by many shareholders such that 

every shareholder owns a very small proportion of the issued shares. On the other hand, 

concentrated ownership occurs when a majority of the issued equity shares are owned by few 

shareholders such that each of the few shareholders holds a significant proportion of the issued 

share capital. It has been argued that Ownership concentration has both an entrenchment effect 

as well as an alignment effect. Concentrated control may harm minority shareholders, according 

to one viewpoint, as it encourages insider expropriation and skews managerial decision-making 

(Bebchuk & Fried, 2003).  

The other argument has been that the presence of controlling shareholders may help 

alleviate the traditional agency problems between owners and managers. Earning management 

involves altering the earnings figure reported through the use of judgmental discretions as 

allowed by the Generally Accepted Accounting Principles (GAAP) (Abata & Migiro, 2016). 

According to Healy and Wahlen (1999), earnings management takes place when managers use 

their discretion in financial reporting to structure transactions that change functional reports, 

either to deceive some stakeholders about the company's true economic performance or to 

influence the terms of contracts that rely on reported accounting. According to Roodposlitic 

and Chashmi (2011), there are three approaches to control earnings: by structuring specific 

revenue and/or expenses, by making adjustments to the accounting process, and/or by managing 

accruals.  While the first and second can only be measured by researchers who have insider 

information the third can be measured externally, that is from financial reports of the concerned 

firms. 

Bala and Kumai (2015) described earnings management as a deliberate misrepresentation 

of the financial condition of an enterprise accomplished through international misstatement or 

omission of amounts or disclosure in the financial statements to deceive financial statements 

users. The nature of accrual accounting gives managers a significant amount of discretion in 

determining the actual earnings a firm reports in any given period (Epps & Ismail, 2008).  

However, existing research suggests that under concentrated ownership structures, the 

alignment effect is subordinated to the entrenchment effect. Empirical studies associating 

ownership structure and earnings management have mixed conclusions. For example, Owusu-

Ansah, et al. (2002); El-Masry and Ezat (2008); Abdelsalam, and El-Masry, (2008) found a 

positive relationship between ownership structure and the timeliness of corporate internet 

reporting. However, Abdelsalam and Street (2007) concluded that concentrated ownership is 

associated with less timely corporate reporting. 

Idris et al. (2017) investigate the role of family ownership in moderating the relationship 

between board independence and earnings management. It was discovered that when there is 

an interaction with family ownership control, the relationship between board independence and 

earnings management becomes strained.  

Chahar et al. (2013) looked into managerial ownership, independent boards of directors, 

and board size with a sample of 114 companies listed on the Tehran Stock Exchange. The 

results showed that managerial ownership and an independent board of directors only slightly 

correlated positively with earnings quality. 

Greco (2012) looked into the effects of ownership structure and corporate governance 

factors on the management of profitability in the European oil sector. The results revealed a 
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non-linear link between institutional investors' and governments' shareholding and the size of 

earnings management. The management of opportunistic behavior of listed Spanish enterprises 

was recently explored by Sauna et al (2020) in relation to ownership structure and board of 

directors characteristics.  

The study's findings showed that there is an inverse association between insider 

ownership and profits manipulation and that there is a reduction in earnings management as the 

voting rights of the controlling shareholders increase. It is obvious from the research that are 

now accessible that several proxies were employed to assess business ownership structure and 

earnings management. Therefore, with a focus on the IFRS period (2014–2021), this study 

investigates the relationship between corporate ownership structure and earnings management 

of listed healthcare enterprises in Nigeria. Again, the firm’s ownership will be measured 

according to the percentage of shareholdings in order to achieve concurrence validly. While 

earnings management is proxied with discretionary accruals and earnings restatement. 

 

 

2.  LITERATURE REVIEW 

Theoretical Foundation 

Agency Theory: Agency theory has its roots in economic theory exposited by Alchian and 

Demsetz (1972), and further developed by Jensen and Meckling (1976). The theory focuses on 

the consequences of separation of ownership and control (Bhimani, 2008). It highlights 

relationship between principals (e.g. shareholders) and agents (e.g. Management). The theory 

postulates that managers tend to pursue their selfish interests at the detriment of shareholders’ 

interests, when shareholders (who are the owners or principals of the company) hire agents to 

perform work wherein the principals delegate the running of the business to agents (Clarke, 

2004). 

Thus agency theory suggests that public company owners should always exercise 

cautious vigilance in delegating controlling authority to managers over the affairs of the 

company. This is why corporate governance is necessary to intricately align the interest of 

managers (i.e. the agents) to that of the shareholders (i.e. the principals).  

According to the agency theory, shareholders anticipate that agents will act and make 

decisions in the best interests of the principals, although agents may not always do so (Paddilla 

2000). 

According to Richardson (1998), managers (agents) have access to knowledge about the 

company and its earnings that shareholders might not have (principals). This is known as 

information asymmetry which can display itself in form of financial reports published by a firm. 

The relevance of agency theory to this study cannot be made more obvious than the 

scholarly submission of Daily et al. (2003) when they identify two major factors which 

influence the prominence of agency theory. Firstly, according to Daily et al (2003), the theory 

is conceptual and simple one that reduces firm to two participants: managers and shareholders; 

and second, the theory suggests that employees or managers in firms can be self-interested.  

An independent board and audit committee means that both the strategic business 

objectives and stewardship reporting modalities of the organisation undergo effective 

monitoring process. On the other hand, constituting a sizable “quick-decision-making” board 

structure does not only ensure that the monitoring is done timely, but that the monitoring is 

skewed in the right direction, driven with the right motive. 
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Stewardship Theory: Stewardship theory was first introduced to the management literature by 

Davis et al, 1997 as a criticism of the postulated selfishness and shirking of agents which in the 

public sector may be a terrible caricature (Pierre & Peters, 2017).  

According to the stewardship theory, managers are driven beyond just financial incentives 

by a desire to succeed and experience intrinsic joy from taking on difficult jobs. Stewardship 

theory acknowledges that in order to optimize shareholder returns, CEOs must operate more 

independently. As a result, managers need to have power over others and want to be recognized 

by their superiors and peers. To enable managers' autonomy, based on trust, to make decisions 

that would limit their liability while fulfilling the firm's goals, shareholders must approve the 

proper empowering governance structure, methods, authority, and information (Donaldson and 

Davis, 1991). 

Stewardship theory, in contrast to agency theory, places more emphasis on top 

management's responsibility as stewards because they are required to integrate their objectives 

throughout the organization. In order to maintain their positions, managers must increase 

investor returns and build a solid reputation (Shleifer and Vishny, 1997). Therefore, 

stewardship theory encourages combining the CEO and chairman roles to cut agency costs 

(Abdullah and Valentine, 2009).  

Shleifer & Vishny (1997) insists that managers return finance to investors to establish a good 

reputation so that they can re-enter the market for future finance. Stewardship theory also 

suggests unifying the role of the CEO and the chairman so as to reduce agency cost and to have 

greater role as stewards in the organisation, thus safeguarding the interest of the shareholders. 

Under the stewardship theory, managers do not make any decision consistent with the interest 

of the shareholder that will influence earning quality negatively. 

 

 

3.  CONCEPTUAL REVIEW 

Corporate Ownership Structure: Corporate Ownership Structure refers to proportionate 

nature of equity shareholdings and the associated rights, privileges and influence in a joint stock 

company. It can also be described as the proportionate distribution of corporate decision-

making or controlling power in terms of the issued equity shares. In many jurisdictions of the 

world, particularly in Nigeria, it is statutory that the majority shareholder of the issued equity 

shares effectively controls the affairs of the firm (CAMA, 2004).  

Hence corporate ownership structure is very pivotal in corporate governance mechanism. 

The monitoring methods used to keep an eye on both agency costs and earnings management 

operations can be influenced by ownership structure (Siregar & Utama, 2008). This is because 

organizational ownership and management of the entity must be separate. Conflict results, and 

this is known as an agency problem (Jensen & Meckling, 1976). This idea asserts that managers 

are not always motivated to increase shareholder wealth and indicates that this may be because 

they do not own any or a sizable number of shares or other ownership interests in the company. 

Giving managers a sizeable portion of the company's stock is thus one of the important 

incentives to excite them.  According to Claessens et al. (2000) and La Porta et al. (2000) in a 

separate study, this conflict can be lessened by giving management a sizable amount of stock 

or shares in the company. This will generate interest alignment and should lessen any changes 

to earnings. According to Stulz's (1988) entrenchment hypothesis, managers who own a sizable 

stake in the company may take advantage of earnings management to advance their own 

personal aims and ambitions.  
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Therefore, it is essential to constantly monitor each action taken by managers to guarantee 

that shareholder values increase and are fairly disclosed in the financial statements. 

The distribution of shareholder control is therefore based on the number of shareholders. 

According to agency theory, corporations with a large share of ownership would probably 

reveal enough information because doing so would allow managers to demonstrate their value 

to the entity. Similar to this, Garcia-Meca & Ballesta (2011) outlined a number of proxies that 

can be used to determine ownership structure. As an illustration, consider how ownership 

structure is assessed using ownership concentration, institutional (financial institutions) 

ownership, and managerial (management) ownership as well as how these factors relate to 

earnings management. According to Cornett et al., institutional and managerial ownership 

represented the ownership structure (2009).  

Financial institutions, or institutional investors, are strongly encouraged to gather 

information about the companies in which they have investments or are considering 

investments. According to Mitra (2002), a large ownership structure is likely to influence 

institutions to actively monitor any type of profits manipulation and ensure that the proper 

policy decisions are made. According to Kamran & Shah (2014), there are two theories about 

how institutional ownership discourages earnings management. According to the first ideology, 

institutional investors (financial institutions) have the power and incentive to prevent executives 

from engaging in opportunistic behavior in the form of techniques for managing earnings. 

According to the second belief, investors in financial institutions are frequently more focused 

on short-term gains and are not excessively concerned with managing managers; instead of 

overseeing or removing ineffective management, they would rather sell their holdings. 

According to agency theory, institutional ownership can be a useful tool for governance 

(effective monitoring assumptions). More specifically, managers' trust in the manipulation of 

earnings can be increased by the contribution of competent oversight and monitoring by 

institutional investors.  

Due to the conflicting interests between management and shareholders of a company 

caused by the separation of ownership and control (Jensen & Meckling, 1976), managerial 

decisions must be closely watched to preserve shareholders' interests and uphold accurate and 

complete financial reporting. It has been determined that the function of corporate governance 

structure in financial reporting is related to compliance with accurate and comprehensive 

financial reporting (Bushman & Smith, 2003). Certain corporate governance practices limit 

managers' incentives to manage profitability, according to research by Dechow, Sloan, and 

Sweeney from 1996.  

The implication is that properly designed corporate governance procedures should lessen 

earnings management. The majority of financial research has identified a firm's ownership 

structure as a crucial and effective corporate governance strategy for limiting the occurrence of 

earnings management (Alves, 2011). Additionally, it is established that one of a company's 

value determinants is a well-designed and efficient share ownership structure. A company's 

ownership structure can be divided into two categories based on the percentage of insiders and 

outsiders who own shares as well as the percentage of institutional vs individual shareholders 

(Wong, Loo & Mohamad, 2009).  

There are two schools of thinking on an efficient ownership structure.  First, if insiders or 

managers of the company acquire a sizable amount of the company's stockholdings, they also 

serve as shareholders, which is thought to be helpful in reducing agency conflicts and bringing 

management and shareholder interests closer together. Second, because management action 
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involves the process of financial reporting, non-managerial shareholders with a sizable stake in 

the company have more incentive and capacity to checkmate management activity, which 

lowers the likelihood of earnings management (Alzoubi, 2016). 

For the sake of this work, the word (i.e., ownership structure) must be condensed to a 

manageable extent because all aspects of ownership structure cannot be addressed 

simultaneously in one fell swoop. In light of this, the second school of thought on an efficient 

ownership structure is chosen. 

 

Concept of Earnings Management: Corporate earning is the net income that represents a 

company’s bottom line which has been recognized as a particularly most significant item in 

financial statements as they designate or signify the extent to which a company has engaged in 

value-added activities (Lev, 1989). Earnings indicate how resources should be allocated in the 

capital markets because the stock price of a firm is theoretically equal to the present value of 

its expected future earnings. As a result, rising earnings are a sign of a rising firm value, whereas 

falling earnings are a sign of a falling company value (Lev, 1989). Because of the connecting 

tissues that run through earnings, firm’s value and private interests of firm’s stakeholders, 

managers often resort to using their discretions to determine the outcome of earnings. 

According to Healy and Wahlen (1999), earnings management takes place when 

management uses discretion in financial reporting and in transaction structuring to change 

financial reports in order to either deceive some stakeholders about the company's core 

economic performance or to influence the terms of contracts that depend on reported accounting 

numbers. Earning management may take the form of either income-increasing or income-

decreasing accounting choices. Opportunities for such manipulation arise because of flexibility 

permitted by GAAP and because it is costly to require and enforce less flexible financial 

reporting rules (Dye, 1988, Evans & Sridhar, 1996).  

According to Dechow and Skinner (2000), three forms of earnings management exist: 

Fraudulent Accounting, Accruals Management, and Cash Flow Earnings Management 

(CFEM), also known as Real Earnings Management (REM). While Fraudulent Accounting 

entails making accounting decisions that are against GAAP, Accruals Management involves 

making decisions that are within GAAP but attempt to "obscure" or "mask" actual economic 

performance. When managers take steps to alter a company's core business activities in an effort 

to increase current period earnings, this is known as real earnings management. Fraudulent 

Accounting and Accruals Management are performed through the accounting procedures 

chosen to depict the firm's underlying economic activities rather than by altering those 

underlying economic activities themselves. Dechow and Skinner (2000) further asserts that 

Accruals can be used to modify the timing of earnings recognition, thus causing earnings to 

either increase or decrease. 

Earnings management was defined by Akers, Giacomino, and Bellovary (2007) as 

attempts by management to affect or manipulate reported earnings through the use of particular 

accounting methods (or changing methods), the recognition of one-time non-recurring items, 

the deferring or accelerating of expense or revenue transactions, or other strategies aimed at 

influencing short-term earnings. According to Schipper (1989), managing earnings entails 

taking intentional actions within the bounds of generally accepted accounting principles in order 

to achieve a desired level of reported earnings. As opposed to, say, passively enabling the 

process' impartial operation, managing earnings is "a intentional intervention in the external 

financial reporting process, with the objective of achieving some private gain."  
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This concept could be slightly extended to include "actual" earnings management, which 

is achieved by timing investment or financing decisions to change reported results or a subset 

of them. “Earnings management occurs when managers use judgment in financial reporting and 

in structuring transactions to alter financial reports to either mislead some stakeholders about 

the underlying economic performance of the company or to influence contractual outcomes that 

depend on reported accounting numbers” Wahlen and Healy (1999). 

Lack of agreement on the definition of earnings management leads to divergent 

interpretations of the empirical data in research that aim to identify earnings management or 

show the existence of incentives for earnings management. Thus, it is helpful to contrast the 

three definitions presented above. All three definitions address management's activities related 

to financial reporting, such as structuring transactions to apply a desired accounting approach 

(e.g., pooling, operating leases). The second definition, however, also permits earnings 

management through the synchronization of actual investment and finance decisions. I imagine 

scheduling actual decisions as a technique of controlling earnings if the timing issue slows or 

accelerates a discretionary expenditure for a very brief period of time around the firm's fiscal 

year.  

The second definition has an issue if readers perceive any actual choices, including those 

that suggest managers pass up lucrative chances, as earnings management. Given that there are 

alternatives for managing income. There are two viewpoints on earnings management: the 

information perspective, first put forth by Holthausen and Leftwich (1986), and the 

opportunistic perspective, which maintains that managers intentionally mislead investors. 

Under the information perspective, managers can use managerial discretion to reveal to 

investors their personal expectations for the firm's future cash flows. Many of the previous 

accounting studies (Healy, 1985; Jones, 1991; Sweeney, 1994; Defond & Jiambalvo, 1994) 

examined the different motivations for earnings management and specifically point to bonus 

plans motivations, the motivations to satisfy the debt covenants, or the motivations to reduce 

the political costs. The earning management motivations may exist around the time of CEO 

change. According to De Angelo, et al (1994), a new CEO may take a “big bath” in the year of 

change to increase the probability of higher future earnings against future performance 

measurement, especially when low earnings in the change year can be blamed on the previous 

CEO. Big Bath is an earnings management strategy used in accounting where a one-time charge 

is made against income to deplete assets, which lowers future expenses. 

 

 

4.  EMPIRICAL REVIEW 

Corporate Ownership Structure and Earnings Management 

Based on the assumption of investors’ rationality, it is arguable that an investor’s level of 

commitment in pursuing the realization of a business’ objectives is directly proportional to the 

proportion of his equity stake in the business. This submission is anchored on the logic that 

such investor stands to claim the lion share of the earnings when the business prosper. 

Traditionally, most of such block-shareholders are institutions. According to Hashim and Devi 

(2003), institutional investors’ participation has emerged as important force in corporate 

monitoring to serve as mechanisms to protect minority shareholder’s interest. Considering the 

influence of shareholder activism in governance reforms, it is important to obtain insight into 

governance practices (Daily et al., 2003).  
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Claessen and Fan (2002) added that to mitigate the problems associated with conflict 

between controlling owners and minority shareholders in public firms, the involvement of 

institutional investor’s equity participation may improve corporate governance. 

Sauna et al (2020) examined how the ownership structure and board of directors features 

determine the management opportunistic behavior in the management of accounting earnings. 

The sample was comprised of 120 non-financial Spanish listed firms from the years 2006 to 

2014 with a total of 877 observations. Using multiple regression to analyse the data, the result 

of the study reveals that earnings management is reduced as the voting rights of the controlling 

shareholders increased and there is an inverse U shaped relationship between insiders 

ownership and the earnings manipulation. 

Aygun et al. (2014) looked into how a sample of Turkish companies listed on the Istanbul 

Stock Exchange from 2009 to 2012 managed their earnings. They looked at board size and 

corporate ownership structure. The study's methodology, which employed multivariate 

regression, showed that managerial ownership, as opposed to institutional ownership and board 

size, had a positive statistically significant impact on earnings management. Lakhal et al. (2013) 

looked at the effect of ownership structure and board characteristics on earnings management 

practices in France. The results of the sample, which included 343 French listed firms in 2008, 

demonstrate that the ultimate controlling shareholder can lessen the prevalence of earnings 

management in French firms. The findings also show that independent directors become less 

efficient in their monitoring role in concentrated ownership environment. 

Yang et al. (2009) looked at how institutional shareholders and outside directors affect 

the ability to manage earnings. For the years 2001 to 2003, a sample of 613 businesses from the 

building, industrial product, and consumer product sectors were chosen from the main board. 

Regression modeling was used to analyze the data, and the results demonstrate no correlation 

between the degree of earning manipulation and the share of institutional shareholders and 

outside directors. Weak evidence existed to support the idea that outside directors may have 

some impact on reducing earnings management in the construction industry.  

Farouk & Bashir (2017) examined the impact of the ownership structure or earnings 

management of listed corporations in Nigeria. The robust ordinary least square technique was 

used to analyze data taken from the annual reports of six (6) corporations listed on the Nigerian 

stock exchange for the years 2008–2014. The results demonstrate that managerial ownership 

and ownership concentration have a large and adverse impact on the management of earnings 

of listed conglomerates in Nigeria, but foreign ownership recorded a significant and favorable 

impact on the management of earnings of enterprises. According to the study, management 

should be urged to take a greater interest through ownership of the company, as this will 

increase their sense of belonging and aid to lessen their propensity for opportunities.  

Haider et al. (2017) looked at how corporate ownership structure and board size affected 

the management of profitability for 100 non-financial companies in Pakistan listed on the 

Pakistan Stock Exchange (PSE). 100 manufacturing companies that were listed on the Pakistan 

Stock Exchange between 2001 and 2015 make up the sample. The adjusted Jones model was 

used to quantify earnings management, and the multivariate regression model was used to 

examine the effects  of company ownership structure and board size. The results demonstrated 

that the size of the board and the ownership structure of the company have a big impact on 

managing earnings.  

Ding et al (2007).'s investigation of the function of a firm's ownership structure in 

earnings management used the Chinese capital market as a case study. The study demonstrated 
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a relationship between ownership structure and firm's profits management techniques after 

analyzing 273 privately-owned and state-owned Chinese enterprises listed in 2002. The 

findings indicate that the entrenchment vs alignment effect, which is a statistically significant 

non-linear inverted U-shape pattern, is present in the association between earning management 

indicators and ownership concentration. Thus, privately-owned listed corporations typically 

optimize their accounting earnings more than public companies. However, compared to state-

owned listed enterprises, the entrenchment effect of ownership concentration on earnings 

management is weaker in privately-owned listed firms.  

Lakhal, N. (2015) also looked into the connections between French managers' 

management of earnings and corporate disclosure procedures, ownership structure 

characteristics, and other factors. The association between earnings management measures and 

disclosure was found to be adverse using ordinary least square (OLS) regression on a sample 

of 170 French companies listed in the SBF 250. The results also demonstrated that families, 

institutional investors, and numerous sizable shareholders have a detrimental impact on 

earnings management and, as a result, serve as effective corporate governance tools to restrain 

executive discretion.  

Therefore, we hypothesized thus:  

Ho1: Corporate ownership structure of listed healthcare companies in Nigeria does not 

significantly influence their discretionary accruals. 

Ho2: Corporate ownership structure of listed healthcare companies in Nigeria does not 

significantly influence the probability of their earnings restatement. 

 

 

5.  METHODOLOGY 

 

In order to examine the connection between corporate ownership structure and earnings 

management of listed healthcare enterprises in Nigeria, this study used an ex-post factor design. 

Out of the thirteen (13) quoted healthcare firms on the Nigerian Stock Exchange as of December 

30, 2021, a panel of data covering the years 2014 to 2021 were taken from the annual reports 

of 11 listed healthcare firms on the exchange. Because there were restrictions on the 

accessibility of the data, a judgmental sampling technique was adopted rather than random 

sampling. The investigation employed the ordinary least squares regression method using 

Pearson's Product Moment Correlation Coefficient.  

 

Measurement of Variables 

Discretionary Accruals (DACC) 

The modified Jones Model (Jones 1991; Dechow et al. 1995) is used in this work to 

calculate discretionary accrual. The modified Jones model is the most effective model for 

estimating discretionary accruals among the available models, according to Dechow et al. 

(1995) and Guay et al. (1996). We use a three-stage approach to measure discretionary accruals, 

using the pertinent data and estimating the overall accrual as follows:  

 

Stage 1: Estimation of total accruals is the difference between earnings   

  and cash flows from operating activities 

  TACCit = NOIit – COFit 
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where i represent a sampled firm and t represents any study period from 2014 to 2021, NOI 

represents net operating income and COF represents net cash flow from operating activities 

 

Stage 2: Estimating the parameters (i.e. a1, a2 and a3) of the following model: 

TACCit = â1 (1/TAit-1) + â2[(∆𝑅𝐸𝑉𝑖𝑡− ∆𝑅𝐸𝐶𝑖𝑡)/𝑇𝐴𝑖𝑡−1] +  â3 (𝑃𝑃𝐸𝑖𝑡/𝑇𝐴𝑖𝑡 − 1) 

 

Stage 3: Estimating the non-discretionary accruals being the absolute values of the residuals. 

Because positive or negative discretionary accruals are viewed as an aspect of earnings 

management, we use the absolute value (Wartfield et al; 1995; Wang, 2006; Barth et al; 2008) 

 

Earnings Restatement 

In line with the works of Palmrose, Richardson and Scholz (2004), earnings restatement 

is used to measure earnings management. The manifestation of prior period adjustment is to be 

taken as a confirmation that the firm has engaged in earnings restatement. Accordingly, 

earnings restatement, (ERST) is to be observed as a dummy variable, taking value equal to 1 if 

in any reporting year, the sampled firm made any prior year adjustment in its book, and 0 value 

if otherwise, (Ma, et al., 2013). 

 

𝐸𝑅𝑆𝑇 (
𝐴

𝑖𝑡
) = {

1, 𝑖𝑓 𝑁𝐼𝑡−1𝑖𝑠 𝑖𝑛𝑣𝑎𝑙𝑖𝑑
0, 𝑖𝑓 𝑁𝐼𝑡−1𝑖𝑠 𝑣𝑎𝑙𝑖𝑑

 

 

where: i represents any of sampled firm; t represents time (years); and NI represents reported 

net income. It reads; for sampled firm i, in any year of observation t, if the reported net income 

for the immediate past year is invalid, ERST is equal to 1, otherwise 0. 

 

Corporate Ownership Concentration 

Previous studies had measured the ownership structure by looking at the concentration 

based on the top largest group of shareholdings as the proxy. However, for this thesis, a firm’s 

ownership will be measured according to the percentage of shareholdings in order to achieve 

concurrence validity. Besides, the identification of the top largest shareholdings as the proxy 

for ownership structure may not be as accurate as using the exact percentage of ownership 

because the list of largest shareholders in the annual reports might not always give an aggregate 

of the different securities accounts belonging to the same person or institution. The substantial 

ownership, however account for total ownerships with five per cent and more regardless of 

whether the shares and other securities are acquired directly or indirectly. Hence for the purpose 

of this thesis, ownership structure, which is operationalized as ownership concentration, is 

measured as the proportion of the total issued equity shares represented by aggregate of number 

of shareholdings from 5% and above. Quantitatively, this is represented as follows: 

 

𝐶𝑂𝑊𝑁 =
𝐵𝑗𝑡

𝑁
 

 

Bjt = Number of equity shares owned by shareholders who own 5% or more shares 

 (Alzoubi, 2016) and N, total number of issued equity shares. 
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Table 1. Descriptive Statistics of the Data 

 

 DACC ERST COWN 

Mean 0.535407 0.492063 0.146325 

Median 0.441777 0.000000 0.163557 

Maximum 2.263795 1.000000 0.285129 

Minimum 0.008410 0.000000 0.010631 

Std. Dev. 0.451644 0.503953 0.070080 

Skewness 1.532636 0.031750 -0.439586 

Kurtosis 6.043689 1.001008 2.162225 

Jarque-Bera 48.98233 10.50000 3.871380 

Probability 0.000000 0.005248 0.144325 

Sum 33.73065 31.00000 9.218503 

Sum Sq. Dev. 12.64689 15.74603 0.304493 

Observations 63 63 63 

Source: authors’ own research 

 

Key: 

 DACC  Discretionary Accruals 

 ERST  Earnings Restatement 

 COWN  Ownership Concentration 

 

DACC in Table 1 was operationalized in a ratio scale as the absolute residual of regression 

equation of total accruals on change in turnover and tangible assets, where each term is scaled 

by total assets, using industry-wide data covering from 2014 to 2021. The results of the 

regression equation are presented at appendix-3. The regression equation achieved an 

explanatory capacity of 99.46% with an F-statistic of 2733.53 indicating a good fit of the data. 

All the coefficients of the total accrual equation are significant at 1%, which means that 

the estimated discretionary accruals are reliable and valid. The mean discretionary accrual 

observed is 0.5354 while the median is 0.4418. This can be interpreted to mean that, the income 

of an average firm out of the sampled firms over the period of observation, is either overstated 

or understated by 53.54 kobo (or 44.18 kobo if we take median as average) per 1 of the firm’s 

total asset. The maximum and minimum discretionary accruals are 2.26 and 0.84 kobo per naira 

worth of total assets respectively. This practice however, is not widespread as indicated by the 

standard deviation (0.4516) and positive skewness (1.533). The standard deviation shows that 
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actual data points deviate significantly away from the mean, implying that there are firms whose 

discretionary accruals are higher or less. The positive skewness on the other hand shows that 

there are more discretionary accruals lying to the right of the mean (i.e. lower than the average) 

than there are discretionary accruals lying to the left of the average. Furthermore, discretionary 

accruals are not normally distributed as the Jarque-Bera statistic (48.98) and associated 

probability value (0.000) shows.  

ERST was operationalized dichotomously as 1 if there is restatement in any financial year 

or zero if there is no restatement in any financial year. According to table 1, the average 

incidence of earnings restatement in the Nigerian healthcare industry is 0.333 with a standard 

deviation of 0.475. Standard deviation being greater than the mean suggests that earnings 

restatement was not widespread during the period under review. Both the skewness and Jarque-

Bera statistic support the view that earnings restatement is not normally distributed, thus further 

supporting the non-widespread of earnings restatement. 

COWN was measured as proportion of shares representing at least 5% of issued shares. It 

is an indication of the extent to which fewer number of shareholders in a joint stock company 

own majority of the company’s shares. The greater the proportion, the more ownership is 

concentrated in the hands of few. According to Table 1, the distribution of ownership 

concentration across listed healthcare firms sampled in the study is approximately normal, with 

an approximate Jarque-Bera Statistic of 3.871 and associated probability value of 0.1443. The 

normal shape of the distribution is further supported by the near-equality of the measures of 

central tendencies (i.e. mean = 0.1463; median = 0.1636). 

 

Table 2. Correlation Probability Observations 

 

 DACC ERST COWN 

DACC 

1.000000   

-----   

63   

ERST 

0.080817 1.000000  

0.5323 -----  

63 63  

COWN 

0.044501 0.657211 1.000000 

0.7313 0.0000 ----- 

63 63 63 

Source: authors’ own research 

 

Key: 

 DACC  Discretionary Accruals 



World Scientific News 174 (2022) 20-37 

 

 

-32- 

 ERST  Earnings Restatement 

 COWN  Ownership Concentration 

 

Corporate Ownership Structure and Earnings Management  

Corporate ownership structure is operationalized as ownership concentration. Thus to 

examine the relationship between corporate ownership structure and earnings management, we 

utilized Pearson’s Moment Correlation coefficient to measure the degree and direction of 

relationship between ownership concentration and discretionary accrual on one hand, and 

between ownership concentration and accounting restatement on the other hand.  

In strict sense, the result means that increasing concentration of ownership in the hands 

of few block shareholders is likely to encourage discretionary accrual practices, or/and 

accounting restatement tendencies. However, while the strength of relationship between 

corporate ownership structure and discretionary accrual is insignificant at 5% level that of 

restatement and corporate ownership structure is significant at 1% level. The explanatory 

capacity of the relationship involving corporate ownership structure and discretionary accrual 

is approximately 0.2%, meaning that only about 0.2% of observable variability between 

corporate ownership structure and discretionary accrual can be explained, thus leaving about 

99.8% to other factors.  

On the other hand, the explanatory capacity of the relationship between corporate 

ownership structure and accounting restatement is approximately 43%. Thus, regarding the 

hypotheses involving these relationships (i.e. H07 and H08), it is our conclusion that there is no 

sufficient statistical justification to reject H07 hence we accept the hypothesis that there is no 

significant relationship between corporate ownership structure and discretionary accrual. On 

the other hand, regarding H08, we conclude that there is sufficient statistical justification to 

reject the hypothesis which suggests that there is no significant relationship between corporate 

ownership structure and accounting restatement.  

 

 

6.  DISCUSSION OF FINDINGS 

 

Results from the bivariate analysis almost completely supported each other in terms of 

the respective surrogacy of both measures of earnings management. The area of divergence 

under bivariate analysis is where the relationship is significant with restatement as proxy of 

earnings management but not with discretionary accruals as earnings management proxy. 

Nonetheless, the results obtained swing in favour of entrenchment hypothesis as opposed to 

alignment hypothesis. Stulz (1988) first proposed a theoretical model of managerial ownership 

and earnings management entrenchment. Subsequent studies hypothesized that this is also true 

for ownership concentration (e.g. La-Porta et al, 1999). According to Ding, Zhang, and Zhang 

(2007), the agency problem in the context of the entrenchment effect is between large and small 

shareholders. Shareholders are entitled to a share of a company's cash flow in proportion to 

their equity interests in the company, according to the provisions of the articles of association. 

However, when agency costs are present, minority shareholders face the risk of having this right 

denied as a result of expropriation by controlling shareholders, who normally have easy control 

over the company's managers. 

Ding, et al (2007) expounded that the concentrated owners usually pursue their interest 

which may need not to be the same with that of the minority shareholders. They also 
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respectively cited Claessens Djankov., Fan, and Lang (2000), and Leuz, Nanda, and Wysocki 

(2003), where they explained that; 

 

‘Entangled controlling owners have significant latitude in pursuing 

their own interests rather than the company's, as they are less 

susceptible to stock market discipline and governance input from 

minority shareholders (Claessens et al., 2002)’.  

 

As a result, ‘...the opportunistic activities of entrenched controlling 

owners will ultimately harm the health of the company, but as the same 

owners also control the preparation of financial statements, which are 

the main means of communicating corporate financial information, 

they will try to conceal the company's real economic situation by 

increasing reported profit’ (Leuz et al, 2003).  

 

It is therefore evident that for the Nigerian healthcare industry, the finding of this study 

confirms the “inverted-U” form of curve-linearity impact of ownership concentration on 

earnings management. According to Ding, et al (2007) proposition, unlike the managers who 

get more entrenched with increasing equity share holdings, block shareholders in the Nigerian 

healthcare industry are readily entrenched even with smaller concentration. The added 

concentration only serves to entrench them further, up to a certain optimal point. Thus, 

expectedly after achieving optimal entrenchment, the block shareholders are likely to make the 

interest of the firm their paramount objective. This will hence give way to the alignment effect. 

Thus, this study is supported by works of several authors, including those of Halioui and Jerbi 

(2012); Abdoli (2011); Morck, Scheifer, and Vishny (1988); McConnell and Servaes (1990); 

Aharony, Lee and Wong (2000) and the work of Wang Xu and Zhu (2001). 

 

 

7.  CONCLUSION 

 

According to research and literature currently accessible, corporate ownership patterns 

have a big impact on how corporations manage their earnings. To be complex and variable at 

various levels of ownership, the relationship between ownership structures and earning 

management does appear to exist. This is in line with Greco's (2012) analysis on how ownership 

structure and corporate governance factors affect the handling of earnings in the European oil 

industry.  

 

 

Recommendations 

 

1) The relevant regulatory body should evolve and implement policies that encourage 

equity ownership diffusion in the healthcare industry. This move is expected to protect 

minority shareholders from being expropriated by block shareholders.  

2) The Securities and Exchange Commission of Nigeria should encourage listed healthcare 

companies to merge or reconsolidate in order for these companies to increase their 

operational capacity and also to take advantage of economies of scale. 
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