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corporate sustainability disclosure on earnings management
within companies listed on the Premium Board of the Nigerian
Exchange Group (NGX). The study specifically assesses how
disclosures related to environmental, social, and governance
(ESG) factors affect the propensity for earnings manipulation.
Employing an ex post facto research design, the analysis is
based on secondary data collected over a ten-year period from
2014 to 2023. To determine the relationship between the
variables, a robust least squares regression technique was
utilized. The results indicate that environmental sustainability
curtails

disclosure

(B=—0.4473,

significantly
p<0.001),

transparency and corporate accountability. Conversely, social

earnings management

suggesting it fosters greater

sustainability ~ disclosure demonstrated a positive and
significant correlation with earnings management (B=0.5264,
p<0.001), implying that engagement in social initiatives might
create unintended incentives for manipulating financial reports.
The impact of governance sustainability disclosure was not
found to be statistically significant (B=0.1307, p=0.1046).
Regarding control variables, firm size was observed to have a
significant positive relationship with earnings management
(B=0.0486, p<0.001), whereas leverage did not show a

significant link (B=—0.0045, p=0.4086). In light
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of these outcomes, the study puts forward a recommendation for regulators and
policymakers to reassess and amend disclosure frameworks to mitigate the adverse
consequences associated with social sustainability reporting. Enhancing regulatory
supervision and mandating third-party verification could bolster the capacity of
sustainability disclosures to deter earnings management and champion ethical

financial conduct.

Keywords: Sustainability Reporting, Financial Reporting Quality, ESG Metrics,

Elite Nigerian Equities, Discretionary Accruals, Corporate Governance.
1. Introduction

In contemporary business, corporate sustainability disclosure has emerged as an
indispensable element of corporate strategy. Companies increasingly acknowledge
the necessity of harmonizing their operational activities with environmental, social,
and governance (ESG) standards. Such disclosures offer stakeholders valuable
information regarding a firm's dedication to sustainable operations, transparency in
reporting, and ethical governance principles. For entities listed on the Premium
Board of the Nigerian Exchange (NGX), these disclosures hold particular weight due
to the board's demanding governance and listing prerequisites. The Premium Board
constitutes an exclusive tier of the NGX, featuring companies that conform to global
best practices in corporate governance, maintain superior levels of capitalization and
liquidity, and appeal to investors, both domestic and international, who prioritize

transparency and accountability.

The companies on the Premium Board, often multinational in scope, had been
adhering to international sustainability protocols even before Nigeria instituted
mandatory disclosure rules in 2019. As of December 31, 2023, firms on this board
included notable names such as Access Holdings Plc, Dangote Cement Plc, FBN
Holdings Plc, Lafarge Africa Plc, United Bank for Africa Plc, MTN Nigeria
Communications Plc, Seplat Energy Plc, and Zenith Bank Plc. These organizations
are recognized as industry frontrunners and must satisfy specific benchmarks,
including a market capitalization of at least N200 billion and a Corporate

Governance Rating System (CGRS) score of 70% or higher. Their significant
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influence on market practices, coupled with their pronounced commitment to
sustainability and governance, positions them as ideal subjects for an inquiry into the

dynamic between corporate sustainability reporting and earnings management.

The practice of earnings management, which involves managers deliberately altering
financial reports, presents a persistent issue within emerging economies like Nigeria.
Although ESG disclosures are anticipated to bolster transparency, there is a risk that
they could inadvertently generate new pressures or opportunities for such
manipulation. Given their high visibility, firms on the Premium Board might be
uniquely positioned; they could either be discouraged from engaging in earnings
management or, conversely, feel compelled to employ more sophisticated
manipulation tactics to safeguard their esteemed reputations. This predicament can
be seen as a symptom of more extensive systemic problems related to governance
and corruption that affect the Nigerian commercial landscape. This research,
therefore, sets out to explore how ESG disclosures specifically influence earnings

management among these elite companies.

Theoretically, ESG disclosures could function as a deterrent to earnings management
by increasing transparency, building stakeholder confidence, and introducing
reputational penalties for non-adherence. Conversely, the substantial financial
investment required for sustainability programs, along with the pressure to satisfy
elevated stakeholder expectations, might create powerful motives for financial
manipulation. Despite a surge in global interest in sustainability disclosures,
scholarly research examining their precise effect on earnings management practices
remains scarce, particularly within the specific market segment of the Nigerian
exchange. While prior studies have investigated the link between sustainability
reporting and financial performance in various sectors, there is a distinct lack of
understanding regarding how ESG disclosures specifically shape earnings
management behaviors, especially among Nigeria's Premium Board firms. This
knowledge gap is particularly critical because of the distinctive governance and
regulatory environment of the Premium Board, whose members are expected to be

exemplars of global best practices.
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Since Premium Board companies are considered the standard-bearers for all listed
entities in Nigeria, comprehending their strategies for sustainability disclosure and
earnings management is of paramount importance. The board's rigorous criteria,
which include compliance with the NGX's most stringent governance standards,
place these firms at the vanguard of corporate sustainability initiatives.
Consequently, an assessment of how their ESG disclosures affect earnings
management can offer vital insights into whether these reporting practices genuinely
elevate the quality of financial statements or inadvertently open new channels for
opportunistic managerial behavior. Some literature suggests managers might resort to
earnings management to obscure the negative impacts of issues like non-performing
loans. This study seeks to fill the existing research void by concentrating on the ESG
disclosures of companies on the NGX Premium Board. It aims to clarify the degree
to which these disclosures either curtail or aggravate earnings management,
contributing to the wider academic conversation on corporate sustainability and

governance within developing markets.
1.1 Objectives of the Study

The principal aim of this research is to analyze the effect of corporate sustainability
disclosures on the earnings management activities of firms listed on the premium

board of the Nigerian Exchange Group. The specific objectives are as follows:

1. To determine the degree to which environmental sustainability disclosures
affect the earnings management practices of companies on the Premium Board

of the NGX.

2. To evaluate the impact of social sustainability disclosures on the earnings

management practices of companies on the Premium Board of the NGX.

3. To probe the influence of governance sustainability disclosures on the earnings

management practices of companies on the Premium Board of the NGX.

1.2 Research Hypotheses

In alignment with the specific objectives, the study formulates the following null

hypotheses:
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e Hoi: Environmental sustainability disclosures do not exert a significant effect
on the earnings management practices of companies listed on the premium

board segment of the Nigerian Exchange Group.

e Ho2: Social sustainability disclosures do not have a significant influence on the
earnings management practices of companies listed on the premium board

segment of the Nigerian Exchange Group.

e Hos: Governance sustainability disclosures do not have a significant impact on
the earnings management practices of companies listed on the premium board

segment of the Nigerian Exchange Group.

This research carries significant implications for a diverse group of stakeholders,
including policymakers, investors, corporate leaders, shareholders, practitioners,
academics, and the public. For regulatory bodies, the findings illuminate how
sustainability reporting interacts with earnings management, which can guide the
formulation of effective policies aimed at improving transparency, integrity, and
accountability in Nigerian corporations. Investors can leverage these insights to
incorporate ESG factors into their investment decision-making, while executives and
shareholders can better steer corporate strategy toward long-term value,
accountability, and stakeholder trust. Professionals such as auditors, lawyers,
environmental experts, and government officials can utilize the study's conclusions to
refine reporting standards. For academics, this work provides fresh empirical data
that helps close research gaps related to emerging markets. Ultimately, by advocating
for dependable sustainability reporting, this study not only fortifies corporate
governance but also champions environmental stewardship, helping to ensure that
business activities contribute positively to the preservation of Nigeria's natural

environment and communities.

2. Literature Review
2.1 Conceptual Framework

2.1.1 The Concept of Corporate Sustainability Disclosure

Corporate sustainability disclosure, a concept articulated by Elkington (1997),

involves the incorporation of environmental, social, and governance (ESG)
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considerations into a company's core operations and its reporting cycle. Scholars
argue that these disclosures are instrumental in fostering transparency, accountability,
and stakeholder trust, which in turn facilitates better-informed decisions by investors,
regulators, and other interested parties. Nevertheless, there are valid concerns about
the quality and verifiability of such disclosures, with some research pointing out that

inconsistencies in accuracy and comparability can diminish their utility.

Essentially, corporate sustainability disclosure is the practice whereby companies
report on their environmental and social effects in their annual reports, alongside
conventional financial metrics. This type of reporting equips stakeholders, such as
investors, local communities, and regulatory authorities, with a holistic view of a
company's commitment to sustainability and the potential consequences of its
operations. The Global Reporting Initiative (GRI-G4) characterizes sustainability
disclosure as an instrument for evaluating and conveying economic, social, and
environmental performance over both the long and short term. This process is
designed to enhance accountability and transparency for stakeholders while aiding

businesses in the environmentally responsible management of their activities.

This disclosure paradigm prompts companies to align their strategic vision and
mission with the economic, social, and environmental challenges they confront. The
evolution of corporate sustainability disclosure has been influenced by various
related fields, including corporate social responsibility, corporate governance, green
accounting, business ethics, and human resource management. It is formally defined
as the act of disseminating information concerning a company's economic,
environmental, and social outcomes to stakeholders like investors, employees, and
the wider community. This information can be shared through dedicated
sustainability reports, annual financial reports, regulatory submissions, corporate
websites, and direct stakeholder communications. The motivations for companies to
engage in such disclosures include the desire to maintain social legitimacy, meet
stakeholder expectations, and signal a commitment to enhancing their environmental

and social performance.

For firms listed on the Premium Board of the Nigerian Exchange Group (NGX),

which are typically large, established entities subject to rigorous corporate
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governance and listing criteria, the adoption of thorough sustainability reporting is
more probable. This practice not only burnishes a company's reputation but also
attracts socially conscious investors and can create a competitive edge, especially in
a business climate where corporate responsibility is increasingly valued. In sum,
corporate sustainability disclosure involves transparently communicating a
company's performance and impacts across environmental, governance, and social
domains to its stakeholders, detailing initiatives, goals, successes, and obstacles to

foster transparency, accountability, and trust.
2.1.2 Environmental Sustainability Disclosures

In recent times, environmental sustainability disclosures have become a focal point
as corporations face mounting pressure to manage environmental challenges and
prove their dedication to sustainable operations. This form of disclosure is defined as
the method by which a company informs specific societal groups and the general
public about the environmental consequences of its business activities. It involves the
public reporting of a firm's environmental policies, procedures, and performance
outcomes, with the goal of ensuring transparency and accountability for its
environmental footprint. The information disclosed can cover efforts to curtail
carbon emissions, conserve natural resources, adhere to environmental laws, and

participate in sustainable initiatives.

Environmental reporting often extends beyond simple regulatory compliance to
include voluntary disclosures about environmental projects and their results. Such
reports may detail investments in green technologies, the implementation of
environmental management systems, the attainment of environmental certifications,
and engagement with stakeholders on environmental matters. The scope of these
disclosures is broad, touching on topics like carbon emissions, energy and water
consumption, waste management strategies, and biodiversity preservation.
Stakeholders are increasingly insistent on transparency regarding environmental
impacts and sustainability efforts, and comprehensive disclosure can bolster a

company's reputation, draw in investment, and reduce regulatory risks.
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To evaluate these disclosures, researchers use various techniques, including content
analysis, the creation of disclosure indices, and scoring systems predicated on
established frameworks. In this particular study, environmental sustainability
disclosure is quantified through a binary scoring method derived from the
environmental indicators of the Global Reporting Initiative (GRI) framework. This
methodology assigns a value of '1' if a company reports on a specific indicator and '0'
if it does not, which provides an objective measure of the breadth of environmental
reporting among the Premium Board companies on the NGX. Although the topic is
not novel, environmental disclosure continues to be a significant area of academic

inquiry and a subject of debate within the business community.
2.1.3 Social Sustainability Disclosures

Social sustainability disclosures form a vital component of a company's
comprehensive performance reporting. This dimension of sustainability centers on
promoting social equity within the firm and elevating the quality of life for its
stakeholders. A prominent concept in this domain is Corporate Social Responsibility
(CSR), which places a strong emphasis on the social aspects of business activities.
Reporting on social sustainability is indicative of a modern business philosophy that
seeks to illuminate the societal effects of corporate operations. These disclosures are
also in harmony with broader strategic objectives, such as the Europe 2020 strategy,

which aims for a 75% employment rate among its growth targets.

For the elite companies listed on the NGX Premium Board, social sustainability
disclosure is indispensable for fostering transparency and accountability. The high
expectations placed upon these firms mean that robust disclosure helps them meet
the ethical and sustainability standards of both Nigerian and global stakeholders. It
also functions as a strategic instrument for mitigating risks linked to substandard
social and environmental conduct. By concentrating on areas like community
involvement, employee fairness, and environmental protection, Premium Board
companies can exhibit their accountability and advance sustainable development. As
industry leaders, their dedication to social reporting establishes a benchmark for
other corporations, thereby promoting ethical business conduct throughout the

market.
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Beyond mere legal compliance, strong disclosure practices can provide a competitive
edge by attracting investors with a social conscience and boosting market valuation.
For these top-tier companies, social sustainability reporting builds trust with
stakeholders, which in turn enhances their reputation, strengthens customer
allegiance, and improves employee morale. In this research, social sustainability
disclosure is quantified using a binary scoring system based on the social metrics of
the Global Reporting Initiative (GRI) framework. A score of '1' is allocated for each

disclosed indicator, and '0' for any non-disclosed indicator.
2.1.4 Governance Sustainability Disclosures

Governance sustainability disclosure is the practice of reporting on the systems,
policies, and procedures that a company has in place to ensure it functions in a
transparent, ethical, and accountable manner. This type of reporting explains how an
organization's governance structures are managed to support long-term sustainability
while adhering to legal and ethical norms. The key aspects typically reported include
the composition, independence, and diversity of the board of directors, the company's
ethical codes, risk management systems, and frameworks for ensuring accountability
and engaging with stakeholders. Such disclosures are fundamental for a company to

demonstrate its commitment to responsible leadership and ethical business conduct.

A central element of this framework is the audit function. The efficacy of auditing is
paramount, as a strong audit process serves as a foundation for corporate
sustainability and legitimate expansion by offering independent validation and
reinforcing accountability. Companies on the NGX Premium Board are distinguished
by their robust corporate governance. They are committed to transparency,
accountability, and ethical decision-making, and their governance disclosures are
notably more detailed than those of other listed companies, often covering board
diversity, executive independence, and anti-corruption measures designed to bolster
stakeholder trust. These firms also integrate environmental and social factors into
their governance frameworks, aligning their practices with the Sustainable

Development Goals.
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Moreover, effective governance extends beyond disclosure to the active
implementation of solid internal control systems. For example, research has shown
that mechanisms like whistle-blowing policies can significantly curb corruption in
Nigeria, indicating that proactive governance tools are vital for enforcing ethical
behavior beyond what is merely reported. For Premium Board companies,
governance sustainability disclosure is integral to their corporate identity and
reputation, cementing their status as leaders in ethical business practices. By
prioritizing high-quality governance reporting, these firms cultivate trust, attract
conscientious investors, and champion sustainable business models. In this study,
governance sustainability disclosure is measured with a binary scoring system based
on the GRI framework's governance indicators, where a score of 'l' is given for

disclosed items and '0' for non-disclosed ones.
2.1.5 Earnings Management Practices

Earnings management involves the deliberate manipulation of financial statements
by management to accomplish specific objectives, such as hitting earnings forecasts
or influencing the perceptions of investors. Although a certain degree of earnings
management might be allowable within the confines of accounting principles and
legal statutes, excessive manipulation can seriously erode the transparency of
financial reports. This practice involves a variety of accounting strategies that
companies utilize to manipulate their financial statements to project a more positive
financial standing. It has been defined as the "use of accounting methods within the
Generally Accepted Accounting Principles (GAAP) framework to intentionally
influence reported earnings". This definition recognizes that while the methods may

be technically legitimate, the intent behind their use is manipulative.

Another perspective from behavioral finance suggests that earnings management can
also be motivated by "investor sentiment". This view underscores the psychological
pressures that can lead managers to alter earnings, such as the desire to meet analysts'
expectations and prevent a negative reaction in the stock market. The practice can
involve adjustments that are permissible under standard accounting rules as well as
the manipulation of actual business operations. While Premium Board companies are

expected to maintain high standards of transparency and governance, the temptation
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to use creative accounting to achieve targets or preserve their elite status may still
exist. However, the heightened scrutiny they face from regulators, investors, and
auditors likely reduces the risk of blatant earnings manipulation. Their strategic focus
on maintaining stakeholder trust and adhering to governance mandates makes them

less inclined to engage in excessive financial report manipulation.

Earnings management is typically identified and measured using accrual-based
models and real earnings management metrics. For this study, the level of earnings
management is quantified as the absolute value of residual discretionary accruals for
the year, a method based on established models in financial reporting research. This
approach allows for an objective assessment of the extent of earnings manipulation

among the companies listed on the Premium Board of the NGX.
2.2 Theoretical Framework

This study is theoretically anchored in legitimacy theory, with supplementary
support from stakeholder theory and agency theory. Together, these theories offer a
comprehensive lens for analyzing the dynamic between sustainability disclosure and

earnings management among Nigeria's Premium Board companies.

o Legitimacy Theory posits that organizations strive to align their activities with
societal norms and expectations to preserve their social license to operate and
protect their reputation. Within this framework, sustainability disclosures are
seen as a strategic tool for earning stakeholder trust, ensuring regulatory
compliance, and managing reputational threats, a practice particularly relevant
for firms operating in highly scrutinized industries. A limitation of this theory
is its potential overemphasis on external perceptions at the expense of

understanding internal corporate motivations.

e Stakeholder Theory proposes that a business must balance the interests of all
its stakeholders, extending beyond just its shareholders. For Premium Board
companies, this theory suggests that sustainability reporting is a means to meet
diverse stakeholder demands, thereby contributing to sustained long-term

success. However, the theory presents practical difficulties in prioritizing the
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often-conflicting interests of different stakeholder groups and carries the risk of

promoting short-term appeasement over long-term strategy.

o Agency Theory centers on the conflicts of interest that can arise between a
company's managers (agents) and its owners (principals), highlighting the
necessity of monitoring systems and incentive structures to align their interests.
From this perspective, sustainability disclosures can help mitigate information
asymmetry, discourage earnings manipulation, and build trust, which in turn
lowers agency costs and fosters long-term value creation. Achieving this
alignment requires a robust ethical foundation and a commitment to
transparency. This is supported by research emphasizing that codified
regulations, such as public service rules, are crucial for guiding ethical
behavior and discouraging opportunistic actions—a principle that applies

directly to corporate managers who might be tempted to manage earnings.
e Among these frameworks,

Legitimacy Theory has been selected as the primary theoretical foundation for this
study. It most effectively explains the behavior of Premium Board companies, which
use sustainability disclosures as a strategic mechanism to maintain societal approval,
cultivate trust, and ensure their long-term viability within the specific context of the

Nigerian market.
2.3 Empirical Review

Previous research offers varied insights into the relationship between sustainability
disclosures and earnings management. A study in emerging East Asian economies,
covering 410 non-financial firms from 2016 to 2020, found that companies with
superior sustainability performance were less prone to engage in real activities
manipulation or use discretionary accruals. This suggests that a firm commitment to
sustainability fosters more ethical financial reporting, as companies with a long-term
growth orientation are less likely to employ manipulative accounting for short-term
benefits. This finding aligns with other research indicating that sustainability

initiatives can enhance corporate transparency.
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Focusing on the Nigerian insurance sector, another study discovered that strong
corporate environmental and social performance was negatively associated with
earnings management, while strong economic performance was positively associated
with it. This implies that firms with robust environmental and social credentials tend
to refrain from earnings management to protect their ethical reputation and show a
genuine commitment to sustainability. The research is particularly valuable for its
focus on an under-examined sector in Nigeria, highlighting how environmental
responsibility can influence financial practices. However, the study's small sample

size and reliance on self-reported data from annual reports are notable limitations.

A separate investigation into the Nigerian Premium Board firms from 2012 to 2020
examined the effect of sustainable labor practices on financial performance. The
results were mixed: employee turnover had a significant positive effect on financial
performance, while employee benefits had a significant negative effect. Non-
discrimination policies showed a positive but statistically insignificant impact. This
study is unique for its specific focus on labor practices within this elite group of
firms, directly linking them to financial outcomes through the mediating role of

employee productivity.

Other related research has explored the drivers of earnings management. One study
on the banking sector found that earnings management was influenced by the level of
loan loss provisions and various risk factors. Another analysis of deposit money
banks indicated that the non-performing loan ratio moderated the relationship
between leverage and profitability, cautioning managers to be wary of the long-term

consequences of high non-performing loans.

Finally, an inquiry into the Nigerian oil and gas sector found that while economic
performance disclosures had a significant impact on financial performance, social
and environmental disclosures did not. This finding points to the perceived financial
irrelevance of non-economic disclosures in the Nigerian context and suggests a need
for regulatory action to bring reporting practices in line with global expectations. The
study's small sample of four companies, however, raises questions about the broad

applicability of its conclusions.
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3. Methodology
3.1 Research Design and Data

This study adopted an ex post facto research design, which is appropriate for
analyzing historical events and their effects. The analysis was conducted on data
spanning from 2014 to 2023, focusing on the eight companies that constitute the
Premium Board of the Nigerian Exchange Group (NGX). A census sampling
approach was utilized, meaning all firms within the defined population were included
in the study. The required secondary data were sourced from the audited annual
reports of these companies, covering variables such as environmental sustainability
disclosure (ENSD), social sustainability disclosure (SSD), governance sustainability

disclosure (GSD), earnings management (EM), firm size, and leverage.
3.2 Method of Analysis

The data were analyzed using several statistical techniques. Initially, descriptive
statistics were generated to summarize the basic features of the dataset. This was
followed by diagnostic tests to ensure the data met the assumptions of the chosen
regression model. The core analysis was performed using Robust Least Squares
(RLS) regression to examine the relationships between the variables, and additional

robustness checks were carried out to confirm the reliability of the findings.

3.3 Model Specification
The relationship between the variables is expressed in the following functional form:
EMit=f(ENSDit,SSDit,GSDit,SIZEit,LEVit) ......... (1)
This function is translated into the following econometric model:
EMit=B0+B1(ENSDit)+B2(SSDit)+B3(GSDit)+B4(SIZEit)+BS(LEVit)+pit ... (2)
Where:

o« EMit denotes earnings management for firm i in year t, measured by

discretionary accruals (DA).
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e ENSD, SSD, and GSD represent Environmental, Social, and Governance

Sustainability Disclosure, respectively.
o SIZE is firm size, and LEV is leverage, both serving as control variables.
e it is the error term, accounting for unobserved factors.

Earnings management is proxied by discretionary accruals (DA), which are
calculated as the residuals from the modified Jones model as adapted by Kothari,

Leone, and Wasley (2005). The model for total accruals (TA) is:
Ait—1TAit=pO+P 1 Ait—11+B2Ait—1AREVit—ARECit+p3Ait—1PPEit+pit
Where:

TAIit is total accruals.

e Ait—1 is total assets from the previous year.

e AREVit is the change in revenue.

e ARECit is the change in receivables.

o PPEit is gross property, plant, and equipment.
e B0, BIL, B2, B3 are the regression coefficients.

Discretionary accruals (DA), representing the portion of accruals potentially
manipulated by management, are calculated as the absolute value of the residuals

from this regression:

DA=|Residual (TA)I.

3.4 Measurement of Variables

The variables used in this study were measured as follows:

Abbreviation

Variable Measurement

EM

Earnings Management The absolute value of residual discretionary accruals for the year.
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A binary score (1 if disclosed, 0 if not) based on ten GRI

Environmental
ENSD o ) environmental indicators, including policy, waste management,
Sustainability Disclosure
and energy use.
_ o A binary score (1 if disclosed, 0 if not) based on ten GRI social
Social Sustainability o _ '
SSD ) indicators, including employment, health and safety, and
Disclosure o
diversity.
A binary score (1 if disclosed, 0 if not) based on ten GRI
Governance o _ ' - _
GSD o . governance indicators, including board composition, ethics, and
Sustainability Disclosure |
risk management.
SIZE Firm Size The natural logarithm of total assets.
LEV Leverage The ratio of total debt to total equity.

4. Results and Discussion

4.1 Descriptive Statistics

Table 1 presents the descriptive statistics, which summarize the characteristics of the

dataset for the eight Premium Board companies.

Table 1: Descriptive Statistics

EM ENSD SSD GSD SIZE LEV
Mean 0.294188 0.600000 | 0.650000 0.950000 9.397232 | 0.770319
Median 0.137219 0.500000 | 0.600000 1.000000 9.427815 | 0.484033
Maximum | 5.027338 1.000000 1.000000 1.000000 10.426330 | 3.880000
Minimum | 0.001473 0.300000 | 0.500000 0.800000 8.318145 | 0.022966
Std. Dev. | 0.768964 0.256650 | 0.150946 0.071157 0.470263 | 0.765114
Skewness | 5.472267 0.633606 1.333333 -1.060660 -0.103492 | 1.919698
Kurtosis 32.910950 | 1.857988 3.962963 2.750000 2.317322 | 6.590926

Source: EView 12.0

The dependent variable, Earnings Management (EM), shows significant variability,

ranging from 0.0015 to 5.0273, with an average of 0.2942. A high skewness of 5.47

and kurtosis of 32.91 suggest that the distribution is heavily right-skewed and

contains extreme outliers, indicating that a few firms engage in substantially higher

levels of earnings management.
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For the disclosure variables, Governance Sustainability Disclosure (GSD) has the
highest mean (0.95), indicating consistently high levels of reporting in this area.
Environmental (ENSD) and Social (SSD) disclosures have means of 0.60 and 0.65,
respectively, showing more variation in reporting practices. The control variables,
Firm Size (SIZE) and Leverage (LEV), have mean values of 9.40 and 0.7703,
respectively. The high skewness and kurtosis for Leverage suggest that while most

firms have low debt levels, a few are highly leveraged.

4.2 Correlation Analysis

The correlation matrix in Table 2 illustrates the direction and strength of the linear

relationships between the study's variables.

Table 2: Correlation Matrix

EM ENSD SSD GSD SIZE LEV
EM 1.000000 | 0.144481 0.063670 0.133971 | - -0.165391
0.258955
ENS | 0.144481 | 1.000000 0.719092 0.554700 | - -0.312877
D 0.131522
SSD | 0.063670 | 0.719092 1.000000 0.235702 | - -0.426894
0.298087
GSD | 0.133971 | 0.554700 0.235702 1.000000 | 0.433199 | -0.229146
SIZE | - -0.131522 -0.298087 0.433199 | 1.000000 | 0.003986
0.258955
LEV |- -0.312877 -0.426894 -0.229146 | 0.003986 | 1.000000
0.165391

Source: EView 12.0

Earnings Management (EM) shows weak positive correlations with ENSD (0.144),
SSD (0.064), and GSD (0.134), suggesting a negligible direct relationship . A
noteworthy negative correlation exists between EM and Firm Size (-0.259), implying
that larger firms may be less inclined to manage earnings. A strong positive
correlation is observed between ENSD and SSD (0.719), indicating that firms
reporting extensively on environmental matters also tend to do so for social issues.

Firm size is moderately and positively correlated with GSD (0.433), suggesting
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larger firms prioritize governance disclosures. Conversely, leverage is negatively
correlated with all three disclosure types, implying that highly leveraged firms may
disclose less sustainability information. These initial findings highlight the complex
interrelationships and necessitate a more advanced multivariate analysis to draw

definitive conclusions.

4.3 Regression Analysis

The results from the Robust Least Squares regression are detailed in Table 3 .

Table 3: Robust Least Squares Regression Results

Variable Coefficient | Std. Error z-Statistic | Prob.
C -0.578502 | 0.090338 -6.403777 | 0.0000
ENSD -0.447342 | 0.026354 -16.97465 | 0.0000
SSD 0.526380 | 0.039769 13.23599 | 0.0000
GSD 0.130697 | 0.080535 1.622873 | 0.1046
SIZE 0.048550 | 0.010223 4.748972 | 0.0000
LEV -0.004502 | 0.005448 -0.826329 | 0.4086
R-squared 0.383916 Adjusted R-squared 0.342289
Rn-squared 432.4216 Prob (Rn-squaredstat.) | 0.000000

statistic

Source: EView 12.0

The model is statistically significant overall, as indicated by the Rn-squared statistic
(432.42) and its p-value of 0.0000. The adjusted R-squared of 0.3423 signifies that
the independent variables explain approximately 34% of the variance in earnings

management.
Key findings from the regression are:

e Environmental Sustainability Disclosure (ENSD) has a coefficient of -
0.4473 and is highly significant (p < 0.001). This strong negative relationship
suggests that greater environmental disclosure is associated with a reduction in

earnings management.
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e Social Sustainability Disclosure (SSD) shows a coefficient of 0.5264 and is
also highly significant (p < 0.001). This positive relationship implies that firms
with higher levels of social disclosure are more likely to engage in earnings

management.

e Governance Sustainability Disclosure (GSD) has a positive coefficient
(0.1307) but is not statistically significant (p = 0.1046), indicating it does not

have a discernible impact on earnings management practices in this sample.
e Among the control variables,

Firm Size (SIZE) has a significant positive relationship with earnings management
(coefficient = 0.0486, p < 0.001), suggesting that larger firms are more prone to

earnings manipulation.

o Leverage (LEV) shows a negative but statistically insignificant relationship (p
= 0.4086), implying it is not a significant factor influencing earnings

management for these firms.
4.4 Discussion of Findings

The regression outcomes reveal complex dynamics between sustainability

disclosures and financial reporting quality.

The significant negative association between Environmental Sustainability
Disclosure (ENSD) and earnings management supports the notion that
environmental reporting enhances transparency and accountability. This finding is
consistent with prior research which suggests that firms with strong environmental
performance and ethical commitments are less likely to engage in manipulative
accounting. In the Nigerian context, it appears that environmental disclosures are

used as a genuine tool to improve financial reporting integrity.

In contrast, the significant positive relationship between Social Sustainability
Disclosure (SSD) and earnings management is a critical finding. It suggests that
social disclosures may be used opportunistically, perhaps as a way to build a positive

reputation that distracts stakeholders from underlying financial manipulations. This
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outcome diverges from studies in other regions where strong sustainability
commitments are linked to greater transparency. The difference may be attributable
to Nigeria's unique regulatory environment, where high disclosure standards for
Premium Board firms might lead to social reporting being used as a strategic tool for

investor relations rather than as a reflection of authentic ethical practice.

The lack of a significant relationship between Governance Sustainability
Disclosure (GSD) and earnings management is also revealing. It implies that for
these elite firms, governance reporting may be a compliance-driven, "box-ticking"
exercise rather than a reflection of substantive practices that deter manipulation.
Since these companies already adhere to stringent governance codes, their
disclosures may not translate into more effective oversight without rigorous
enforcement and genuine implementation of the stated policies. The effectiveness of
governance mechanisms like audits depends on their actual application, not just their

disclosure on paper.

Regarding the control variables, the positive link between Firm Size and earnings
management challenges the common assumption that larger firms are more
transparent. It supports the "big bath" theory, which argues that larger, more complex
organizations have greater capacity and more opportunities to manipulate financial
reports. This aligns with other findings in the Nigerian context. Finally, the
insignificant effect of Leverage on earnings management suggests that debt
covenants and creditor monitoring may not be strong enough governance
mechanisms within this specific market to constrain manipulative accounting

behaviors.

5. Conclusion and Recommendations

5.1 Conclusion

This study provides critical insights into the interplay between -corporate
sustainability disclosure and earnings management among Nigeria's top-tier listed
companies. The analysis reveals a dual effect of sustainability reporting. On one
hand, environmental sustainability disclosures are significantly and negatively

associated with earnings management, indicating that a commitment to
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environmental transparency corresponds with higher quality financial reporting. This
suggests that ecological reporting can serve as an effective mechanism for curbing

opportunistic financial practices.

On the other hand, social sustainability disclosures exhibit a significant positive
relationship with earnings management. This counterintuitive result suggests that
firms might be using social reporting as a form of "window-dressing" to create a
positive public image that could mask or divert attention from financial report
manipulation. Furthermore, the study found that governance sustainability
disclosures and leverage had no significant impact on earnings management, while
larger firm size was positively correlated with earnings manipulation. These findings
collectively suggest that for Nigeria's Premium Board firms, the substance and
motivation behind disclosures matter more than the act of disclosure itself, and

certain characteristics, like size, may increase the propensity for manipulation.
5.2 Recommendations
Based on these conclusions, the following recommendations are proposed:

1. Strengthen Environmental Disclosure Frameworks: Regulators like the
Financial Reporting Council (FRC) of Nigeria and the NGX should develop
and enforce standardized guidelines for environmental reporting. Given its
proven ability to reduce earnings management, making third-party verification
of environmental disclosures mandatory would enhance their credibility.
Policymakers should also consider creating incentives, such as tax advantages
or preferential access to green financing, for firms that demonstrate high-

quality, verified environmental reporting.

2. Increase Scrutiny of Social Disclosures: The positive link between social
disclosures and earnings management calls for heightened regulatory oversight.
Regulators must ensure that social reports are backed by genuine corporate
practices and are not merely used as a smokescreen. To foster authentic
commitment, firms should be encouraged to improve board diversity, bolster
the independence of their directors, and increase institutional ownership to

strengthen accountability. Corporate training on ethical responsibility and
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deeper stakeholder engagement can help align social reporting with genuine

sustainability objectives.

3. Promote Substantive Governance Practices: While governance disclosures
were not significant in this study, their importance for corporate integrity is
undeniable. Companies should move beyond a compliance-based approach and
focus on the substantive implementation of ethical leadership and transparent
practices. The NGX could play a role by publicly recognizing companies with
outstanding governance practices, potentially offering incentives like reduced
listing fees to encourage a culture of excellence. This requires a cultural shift
toward ethical leadership, which can fundamentally fortify governance and

diminish the temptation for earnings management.
5.3 Limitations and Suggestions for Further Studies

This study has certain limitations that should be noted. First, the research was
confined to the eight firms on the NGX Premium Board, which limits the
generalizability of the findings to companies on other boards or in different sectors.
Second, the study's reliance on secondary data from annual reports means it could
not capture qualitative nuances like organizational culture or stakeholder perceptions
that might influence reporting behavior. Third, the specific timeframe and geographic

focus may not be applicable to different economic or regulatory settings.

Future research could address these limitations in several ways. The sample size
should be expanded to include firms from other NGX segments and industries to
allow for more robust, cross-sectoral comparisons. Future models could also
incorporate additional variables, such as audit committee effectiveness, board
characteristics, or CEO incentives, to develop a more holistic understanding of the
drivers of earnings management. Finally, employing a mixed-methods approach that
combines quantitative analysis with qualitative data from interviews with executives,
auditors, and regulators could provide deeper, more contextualized insights into the

motivations and consequences of sustainability disclosure practices.
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