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Paul Olojede (Nigeria), Francis Iyoha (Nigeria), Ben-Caleb Egbide (Nigeria),
Olayinka Erin (Nigeria)

REGULATORY AGENCIES
AND CREATIVE ACCOUNTING
PRACTICES IN NIGERIA

Abstract

Regulation and regulatory agencies are to serve as external control mechanisms to en-
sure that the financial statements provide a fair view of the company’s operating perfor-
mance and financial position, free of any unethical practice and suitable for all stake-
holders’ needs. Despite the increasing importance of regulatory agencies in enforcing

compliance with the standards and laws, it occupies a limited space in accounting re-
search. This study, therefore, investigated the impact of regulatory agencies on creative

accounting practices. The study used descriptive and survey research design to achieve

its aim. It employed a multi-stage sampling technique, also questionnaires were dis-
tributed among 405 respondents consisting of preparers of accounts, users of accounts,
and regulators. Out of the number distributed, the respondents returned 241 copies,
and all of them were found suitable. The study used Ordinary Least Squares (OLS) to

analyze the data and test the hypothesis. The empirical findings showed that the regula-
tory agencies jointly show a significant impact on creative accounting practices, but the

level of contribution to the overall impact by each regulatory agency varies. The study
concludes that Nigeria’s regulatory agencies are weak and inefficient in enforcing com-
pliance with the relevant rules. The study recommends that the institutional capacity of
the regulatory agencies should be strengthened by enforcing compliance with financial

reporting rules and regulation. Most of these agencies should develop capacity in the

areas of manpower, information technology infrastructures, and funding.

Keywords accounting information, creative accounting practices,
financial reporting, information theory, regulatory
agencies, Nigeria

JEL Classification M41, M48

INTRODUCTION

Nigeria’s position as the largest economy in Africa makes it a cynosure of
many investors and the economy is on the boardroom agendas of many
companies worldwide. Thus, the dissemination of timely and reliable ac-
counting information becomes an essential ingredient for making and

evaluating the decisions about the allocation of scarce financial resources

and by extension, attracting foreign direct investments (FDIs) and further
development of the Nigerian Stock Exchange, which has a current market

capitalization of about N13.20 trillion as of November 30, 2017 (NSE Fact

Sheet, 2017). Enhancing the quality of financial reporting through the re-
duction of creative accounting practices is one of the ways the business

environment can be made more conducive and attractive for business in

line with the Federal Government policy of "Ease of Doing Business’.

An efficient and vibrant capital market, in turn, becomes an engine for
economic growth and development. However, the magnitude of the cor-
porate failures in the last few years has shown that the accounting in-
formation failed to represent the ‘economic substance’ of the companies
faithfully in terms of relevance, reliability, and comparability. The accru-
al accounting system under both GAAP and IFRS permits considerable
discretion in recognizing the timing and amount of operating revenue
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and expenditure (Kothari, Leone, & Wasley, 2005). The exercise of choice and professional judgment in ac-
counting is often abused by failing to disclose useful information and hacking of accounting numbers. The
essence is to present better operating performance (or understate profit to reduce tax) and a healthier finan-
cial position. Consequently, users of accounting information are deceived into making wrong economic de-
cisions, which are inimical to preserving in corporate investments (Osisioma & Enahoro, 2006; Akenbor &
Ibanichuka, 2012). Most of the financial reports could not provide timely information to the users, and the
‘going concern’ threats to the business were hardly revealed. This phenomenon sharpens the concerns of the
investors and other stakeholders regarding accounting irregularities and the quality of financial reports. In
particular, concerns were raised about the earnings management shenanigans, bad corporate governance,
and weak institutional framework in the corporate institutions (World Bank, 2011). Frequent financial scan-
dals do not only undermine the integrity of the preparers of the accounts but also lead to loss of confidence
in those who are supposed to give credence to the reports and enforce compliance. This situation is exacer-
bated by the fact that cases of creative accounting referred to the appropriate professional bodies in Nigeria
for disciplinary action were not resolved favorably for the investors’ confidence to be restored (Bakre, 2007).

Regulation and state agencies are to serve as an external control mechanism in ensuring that financial
information provides a fair view of the company’s performance and financial position, free of any un-
ethical practice and suitable for all stakeholders’ needs. This is done through the formulation of rules,
compliance, and enforcement. Therefore, designing and executing a macro-financial reporting template
for a country is important. Otherwise, there is a tendency for firms to use different accounting rules,
principles, or methods to generate different sets of financial statements that hardly pass the comparabil-
ity test (Addis, 2009). Surprisingly, the regulatory reforms of recent years have failed to eliminate or re-
duce the firms’ creative accounting practices. One critical observation is that the corporate governance
codes in Nigeria were developed using the Anglo-Saxon template without considering the peculiarities
in the business environment. The Anglo-Saxon governance codes cannot be applied to Nigeria, where
there is a culture of impunity, disrespect for the rule of law, and weak legal and institutional framework.

Most of the previous works on creative accounting practices used internal corporate governance mecha-
nisms as proxies, whereas the market failures of recent years have made self-regulation through the board
of directors ineffective. Those charged with governance (directors) who are supposed to engender good
corporate governance have been culpable in most financial scandals (Bakre, 2007). The major criticism
against the SEC and FRCN codes of corporate governance is that they ultimately rely on self-regulation,
and, therefore, lack mandate for implementation because compliance is voluntary (comply or explain).
Moreover, the extant literature showed that the relationship between corporate governance mechanisms
and creative accounting practices in a turbulent period is not a priori clear because of the deliberate ac-
tion of the directors to make internal corporate governance mechanisms ineffective (Constantatos, 2018).
Despite the increasing importance of regulatory agencies, few studies had investigated the relationship
between regulatory agencies and creative accounting practices in Nigeria. The objective of the study is to
investigate the impact of regulatory agencies on creative accounting practices in Nigeria.

1. LITERATURE REVIEW tion. The accounting information generated by the

AND HYPOTHESIS financial statements enables the users to make in-
formed economic decisions (Odia & Ogiedu, 2013).

The ability to meet the needs of various stakehold-

1.1. Creative accounting practices ers determines the value of financial information
and financial reporting quality (Khanagha, 2011). Accounting information is con-
sidered useful when it is free of bias and can repre-

The financial statements are the medium for re- sent the firm’s economic substance in terms of rel-
porting on an enterprise’s operating performance, evance, reliability, and comparability (Spiceland,
financial position, and change in its financial posi- Sepe, & Tomassini, 2001). Financial reporting is
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supposed to aid transparency, eliminate agency
conflict, and reduce information asymmetry. In
the choice of accounting policies, however, the use
of discretion is allowed in the measurement and
estimation of costs and revenues. This is not a fun-
damental flaw if it is not abused through earnings
management (Akenbor & Ibanichuka, 2012; Shehu,
2011; Kothari, Leone, & Wasley, 2005). In practice,
this is often not the case. The abuse comes through
the failure to disclosure useful information and
hacking of accounting numbers. The essence is to
present better operating performance (or under-
state profit to reduce tax) and a healthier financial
position. Consequently, users of accounting infor-
mation are deceived into making wrong economic
decisions, which are inimical to preserving their
investments (Osisioma & Enahoro, 2006; Akenbor
& Ibanichuka, 2012; Olojede et al., 2020).

Creative accounting refers to the accounting
practice that follows the letter of rules of stand-
ard accounting practices but certainly deviates
from the spirit of those rules (Jameson, 1998;
Assif, Junaid, On, & Md, 2016). Creative account-
ing practices do not contradict any law, but, in
most cases, undermine the quality of financial
reports. They can be examined from two per-
spectives: positive and negative. The creative
accounting is perceived to be positive when the
changes in the financial statements produce a
true position that affects shareholders positively
(Beidleman, 1973; Lipe, 1990), whereas negative
accounting occurs when the financial statements
are window-dressed to deceive the potential in-
vestors into making wrong investment decisions
(Viadu & Matis, 2010). The study will be concen-
trating on negative creative accounting practices
because they have been responsible for many of
the corporate failures and, therefore, pose a seri-
ous threat to the accounting profession, regulato-
ry agencies, and entire business community.

1.2. Regulation and regulatory
agencies

Regulation is often construed as an intervention-
ist instrument used by the government to control
the social and economic activities when they are
conducted against the social norms and public in-
terest. Moreover, when considering the myriads of
regulations released following the global economic
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crisis of 2008. There is a close relationship between
regulation and the existence of a regulatory agen-
cy. Baldwin and Cave (1999, p. 2) describe regula-
tion as a “sustained and focused control exercised
by a public agency over activities valued by a com-
munity”. The definition does not only refer to the
public agency but also emphasizes the sustained
and focused nature of regulation. Regulation is a
continuous exercise that will normally involve the
formulation of rules, monitoring, compliance, and
enforcement. The definition also recognizes the
separation of roles between regulatory agencies
and state legislative bodies. While the definition is
appropriate in many respects, it assumes that reg-
ulation is a public activity conducted by the public
agency, whereas other rules are business and civ-
il. The definition also fails to state clearly the na-
ture of focused control the public agency applies.
One of the attributes of any legal instrument is
that compliance by individuals or organizations
is mandatory; otherwise, there will be penalties or
sanctions. From this perspective, regulation is a
conscious intervention by the government in areas
where there is a monopoly. This seems applicable
to accounting practice in Nigeria, where monopo-
ly and self-regulation have been the norm over the
years (Iyoha, Ojeka, & Ajayi, 2014). Market imper-
fection can also induce regulation or government
intervention, especially where there is informa-
tion asymmetry because of the managers’ vantage
position.

Nevertheless, as the market is not perfect, so is
the government (Bushman & Landsman, 2010).
Regulation can have both positive and negative
consequences (Jamal, 2001, p. 1). Where there are
strict penalties against unethical behaviors, the
culprits can device cleverer means of escape and,
by so doing, engage in more serious fraudulent
practices. This proposition does not contradict the
fact that many of the extreme financial scandals
around the world (Enron, WorldCom, and oth-
ers) took place in a highly regulated environment
like the United States. Iyoha (2011) observed that
the main concern of the various stakeholders is
whether the rules and standards by the regulato-
ry agencies create more transparency in report-
ing or whether they create a situation whereby the
managers look for loopholes, and the regulators
are faced with the task of frequent changes in the
rules and standards.
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From the foregoing, regulatory agencies are estab-
lished by the acts of parliament to enforce compli-
ance with specific laws. They act as agents of so-
cial change by interpreting and giving direction to
other stakeholders, as revealed in the enactment of
FRCN Act 2011. This role can be twofold. First, the
regulatory agency may serve as a stabilizing force
for the companies against any potential pressure
for change from the public. This provides par-
ticular companies enough opportunity to react to
public pressures. Second, the agency may facilitate
change where the authority is committed to bring-
ing about changes in the industry practices (Post
& Mahon, 2000, p. 400). State institutions have al-
so been identified as major players in determining
the quality of financial reporting (Haw, Hwang, &
Wu, 2004). North (1990) defined institutions as
the mechanism devised to control human behav-
iors in interacting with others. They are to enforce
compliance with the existing rules in society. That
is the rules that govern the actions of all partici-
pants in the social contract. Notwithstanding the
weaknesses of these institutions, their primary
role is to discourage the opportunistic behaviors
of the participants in an exchange relationship.
However, effective reconstruction of accounting is
not feasible, except the legal and social structure
in the environment where it operates is reformed.
In Nigeria, for example, some of CAMA 2004 pro-
visions are obsolete and contradict IFRS. There is
an urgent need for an amendment to the Act.

1.3. Regulatory frameworks
in Nigeria

Despite the entrenchment of both rule-based and
principle-based regulations in the Nigerian regula-
tory system, the market still lacks confidence in the
existing corporate governance regulatory system
(Osemeke & Adegbite, 2016; Inyang, 2009; Okike,
2007). The regulation of accounting and corpo-
rate governance practices in Nigeria is made using
the appropriate laws. The laws include Companies
and Allied Matters Act (CAMA) 2004, Banks
and other Financial Institutions Act (BOFIA)
1991, Securities and Exchange Commission
Rules and Regulations 1999. There are others like
Insurance Act 2003, Investment and Securities
Act 1999, Nigerian Accounting Standards Board
(NASB) Act 2003, now replaced by Financial
Reporting Council of Nigeria Act 2011, among
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others. Aside from the legal rules, there are also
Corporate Governance Codes, which include SEC
Code of Corporate Governance 2003 (replaced
in 2011), CBN Code of Corporate Governance
2006, PENCOM Code of Corporate Governance
2008, NAICOM Code of Corporate Governance
2009, FRCN Code of Corporate Governance
2016. The National Corporate Governance (NCC)
Code 2018 replaced the FRCN Code of Corporate
Governance, 2016. Besides, there are also account-
ing standards. Before the adoption of IFRS in
2012, NASB was responsible for the setting and
compliance of Nigerian Statement of Accounting
Standards (SAS).

1.4. Regulatory agencies in Nigeria

The underlisted regulatory agencies have been
found most suitable and relevant for the study.
Hence, regulatory agencies in Nigeria are not lim-
ited to those discussed in this section.

1.4.1. Securities and Exchange Commission (SEC)

The apex regulatory institution in Nigeria re-
sponsible for the capital market is Securities and
Exchange Commission. This regulatory agency
was established through the enactment of SEC
Act 1979 (replaced by SEC Act 1998), while the
Investment and Securities Act 1999 (replaced
by ISA Act 2007) facilitated its activities (World
Bank, 2011). The Commission specifies and regu-
lates corporate reporting in the public companies
in Nigeria. Besides, Section 63 of ISA 2007 em-
powers the auditor of a public company to review
the internal system and report on the strength
(World Bank, 2011). The ISA 2007 also gives SEC
the right to regulate investments and securities
business and ensures the prompt filing of periodic
and annual accounts.

1.4.2. Professional accounting organizations
(PAO)

There are two professional accounting organizations
in Nigeria: the Institute of Chartered Accountants
of Nigeria (ICAN) and the Association of National
Accountants of Nigeria (ANAN). The ICAN Act No.
15 of 1965 established ICAN, while ANAN received
its legal status from the ANAN Act No. 76 of 1993.
The establishment of ANAN broke the monopoly
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of ICAN. Although these two organizations were
established at different times and by different Acts,
they have a similar charter. Their responsibilities
include the regulating the accounting profession,
educating and training members, reviewing and
issuing auditing standards, and disciplining mem-
bers for unprofessional conduct.

1.4.3. Financial Reporting Council of Nigeria
(FRCN)

The FRCN came into existence by the enactment
of FRCN Act No. 6 of 2011 after NASB Act No. 22
of 2003 was repealed. The establishment of FRCN,
among other reasons, was to overcome the weak-
nesses inherent in NASB Act, harmonize the reg-
ulatory capacity, foster the adoption of IFRS, and
promote cross-border listings. According to the
FRCN Act, the council shall develop and publish
corporate governance codes, accounting stand-
ards, enforce compliance with accounting stand-
ards and corporate governance codes, and pro-
mote compliance with the IFRSs issued by IFAC
and IASB and for other related matters.

1.4.4. Corporate Affairs Commission (CAC)

The regulatory agency received its legal status
through the CAMA 1990. CAC took over the re-
sponsibilities of the department of Companies
Registry of the Federal Ministry of Industry,
Trade and Investment. The Commission supervis-
es the formation, registration, incorporation, and
winding up of companies. It is also responsible
for the timely filing of returns, including annual
reports and accounts. Where it is necessary, the
Commission may also conduct and investigate the
affairs of any company.

1.4.5. Central Bank of Nigeria (CBN)

The BOFIA 2004 empowers the CBN to regulate
the banking and non-banking financial activities
in Nigeria. To complement the financial reporting
requirements of CAMA 2004, the CBN Act 2007
requires the apex bank to ensure prompt submis-
sion of audited and periodic accounts and exam-
ine the books and affairs of the banks periodically.
The banks cannot publish their accounts in the na-
tional newspapers, except the governor of the CBN
has an approval. Where it is necessary, the gover-
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nor can commission an investigation of the books
and affairs of the banks. The auditors of banks are
also to report cases of irregularities and non-con-
formity with the appropriate legislation and ac-
counting standards to the Central Bank.

1.4.6. National Insurance Commission (NAICOM)

The Commission came into being in 1997 by the
enactment of National Insurance Commission Act
1997. The NAICOM by the Act plays of regulat-
ing and controlling insurance business in Nigeria.
The insurance regulator is to ensure timely sub-
mission of financial returns and audited financial
statements, review them for compliance with min-
imum paid-up capital, liquidity, and long-term
solvency requirements. The Commission also im-
poses sanctions, where there are deviations.

1.5. Challenges facing regulatory
agencies in Nigeria

Many factors are attributable to the ineffectiveness
of the regulatory agencies. First is the controversy
between the ruled-based and principle-based cor-
porate governance regulation systems, and choos-
ing which one will better suit the country’s pe-
culiar situation. Second is the conceptual debate
between self-regulation and government regula-
tion. To what extent can the government regulate
without impairing the operation of the free mar-
ket economy and creating further pressure on the
board of directors? Third, most of the rules, codes,
and standards were adapted from the developed
economies, which had not considered the pecu-
liarity of the developing economies, like Nigeria.
Fourth, there is a weak institutional framework to
enforce compliance with relevant standards and
rules (Adegbite, 2012). Fifth, the judiciary process
in the country has been very slow, inefficient, and
expensive. As such, stakeholders are reluctant to
use courts to preserve their rights. The directors,
therefore, persist in acting with impunity (Wilson,
2006). Finally, the benefits of non-compliance
with the appropriate rules and standards outweigh
the cost of non-compliance (World Bank, 2004).
That is, the sanctions that follow are relatively
small to the egregious malfeasance. This provides
an incentive for potential offenders. There is also
a problem of whether the penalty should be civil
or criminal.
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1.6. Review of prior studies

Jamal (2009) observed that regulation could have
both positive and negative consequences. Where
there are strict penalties against unethical be-
haviors, the culprits can device cleverer means of
escape and, by so doing, engage in more serious
fraudulent practices. This proposition does not
contradict the fact that many of the extreme fi-
nancial debacles worldwide (Enron, Worldcom,
and others) took place in a highly regulated en-
vironment like the United States of America.
Adetoso and Ajiga (2017) investigated the effect
of IFRS adoption on creative accounting practic-
es in the banking sector in Nigeria. They used a
questionnaire to collect data from ten sampled
commercial banks. They tested the hypothesis us-
ing multiple regression models, and their results
showed that the implementation of IFRS signifi-
cantly constrains creative accounting practices
in commercial banks. Taiwo and Adegoke (2014)
concluded that the adoption of IFRS showed a
positive impact on the quality of financial state-
ments and an inverse relationship with earnings
management. Leventis, Dimitropoulous, and
Anandarajan (2011) reviewed European Union
listed banks from 1997 to 2008 and observed that
managing earnings through the provision for
doubtful loans is reduced after the adoption of
IFRS in 2005.

Chen, Li, Liang, and Wang (2011) concluded that
government regulations (high political costs) have
a significant influence on earnings quality among
companies in China. This is because Chinese
companies engage in earnings management prac-
tices to reduce high political costs in the transi-
tional economic period. Okoye and Alao (2008)
examined the ethics of creative accounting and
the challenges of Nigeria’s regulatory agencies.
They used a survey research design and adminis-
tered a structured questionnaire to a sample of 80
firms. They tested the relationship between cre-
ative accounting reporting and corporate fraud
using Pearson’s correlation and the relationship
between creative accounting reporting and reg-
ulatory control using bivariate correlation. Their
findings showed that the manipulation of trans-
actions and accounting policy choice abuses have
a significant effect on financial reporting. The
outcome of their work also revealed that effective
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regulation of accounting tends to limit earnings
management. Guenther (1994) provided empiri-
cal evidence of a decrease in the level of creative
accounting practices among some large firms in
the USA following a tax reduction policy by the
government. Almasarwah (2015) investigated
the relationship between corporate governance
and earnings management in Jordan. His work
showed that government regulations greatly re-
duce earnings management among the firms,
while the increase in tax rates encourages manip-
ulation of figures. The results also revealed that
ownership structure exhibits greater influence in
constraining earnings management than board
characteristics or audit process. He also observed
that Peasnell, Pope, and Young margin model
(2000) was stronger than accrual models in ex-
plaining earning management.

Iyoha et al. (2014) examined state agencies and ac-
counting practices in Nigeria. They used multiple
regression analysis and concluded that state agen-
cies have a positive and significant relationship
with the quality of accounting practice in Nigeria.
They added that regulations alone could not guar-
antee high quality of accounting practice. Odia
and Ogiedu (2013) studied the effect of corporate
governance and regulatory agency on creative ac-
counting practices in Nigeria. They employed a
survey research method and questionnaire to col-
lect the data. The data were analyzed using linear
regression. The outcome of their work indicated
that NASB has a negative and insignificant rela-
tionship with creative accounting practices, while
corporate governance has a stronger relationship.
Naranjo, Saavedra, and Verdi (2013) considered
the impact of financial regulatory reforms on fi-
nancing decisions, following the adoption of IFRS
in financial reporting. They observed that mod-
ifications in the financial reporting template in-
crease the firms’ ability to access fresh funds due
to improved transparency and reduced agency
cost and information asymmetry. Madawaki
(2014) studied regulatory framework, environ-
ment factors, and accounting practices in Nigeria.
Using a literature review strategy, he observed
that regulatory and institutional frameworks
have a direct influence on accounting and report-
ing practices, while political factors indirectly af-
fect accounting reporting practices, particularly
during civil rule.
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1.7. Hypothesis development

From the foregoing literature review, the research
hypothesized as follows:

H; Regulatory agencies’ enforcement activities
have no significant impact on creative ac-
counting practices in Nigeria.

1.8. Theoretical framework

Many theories relate to regulatory agencies and cre-
ative accounting practices, but for this study, infor-
mation theory has been chosen and will be briefly
discussed. This is because information asymmetry
is the foundation on which all-manipulative prac-
tices rest and are preferable and more relevant.

1.8.1. Information theory

Schipper (1989) identified information theory as
germane in the inquiry into creative accounting
practices. The information asymmetry adequately
explains the various incentives that motivate the
managers to manage earnings and evaluate the
implications of such practice. In economic theo-
ry, information asymmetry is also considered im-
portant due to its impact on the market (Vladu &
Matis, 2010). Studies that have used this theory
include Mirrlees (1971), Spence (1973), Rothschild
and Stiglitz (1976), which considered information
asymmetry as the foundation for manipulative
tendencies in the financial market. This is because
one party in the market can access information
better than the other party has. From the perspec-
tive of corporate governance, the board of direc-
tors has more information on the company’s earn-
ings than the shareholders and other stakeholders.
Hence, the management could take advantage
of its position to manipulate the accounting fig-
ures by presenting the results the market expects.
Information theory assumes that accounting dis-
closures have information content that has value
to the stakeholders, and this value provides use-
ful signals that aid investment decisions. However,
individual stakeholders may have limitations in
understanding the facts behind the figure and the
consequences of accounting manipulations be-
cause they lack the required analytical skill or un-
decided to engage in the detailed analysis because
of the problem of free riders.
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2. METHODOLOGY

The research design was descriptive, and the
study used a survey strategy to collect the data
from the primary source. The study consists of
three (3) sets of population. These are the pre-
parers of the accounts, users of the accounts,
and regulators. The survey was carried out in
Lagos and Abuja through the standard ques-
tionnaire. The questionnaire adopts the Likert
scale type from ’strongly agree’ to ’strongly dis-
agree’, divided into three sections. Section A
contains the bio-data of the respondents. The
respondents’ demographic variables include the
designation of the respondent, gender, age, aca-
demic and professional qualifications, and work
experience. Section B contains fifteen (15) items
representing two (2) major constructs of crea-
tive accounting practices, while Section C has
thirty-four (34) items from eight (8) constructs
of the regulatory agencies. The questionnaires
were distributed to four hundred and five (405)
respondents. The copies of the questionnaire
were sent to 70 preparers, 300 users, and 35 reg-
ulators. The preparers returned 56, which repre-
sents 80% response rate, users returned 158 that
indicates 53% response, and regulators returned
27, representing 77% response rate. The overall
response rate of 60% is adequate for the study,
and the disparity in each group response rate
did not affect the quality of the data obtained
from the survey.

2.1. Variable definition and
measurement

In this section, the study proceeded to define and
measure both dependent and independent vari-
ables. The essence was to provide a suitable plat-
form for the model specification.

2.1.1. Dependent variable

The dependent variable is creative accounting
practices and is represented by two (2) constructs
in Section B of the questionnaire. The constructs
contain fifteen (15) items that have been con-
structed to collect the data from the respondents
regarding their perception of creative accounting
practices. The feedback from the respondents was
used to test the hypothesis.
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2.1.2. Independent variables

The major independent variables in this study are
regulatory agencies. The linear regression mod-
el was used to measure the effect of regulatory
agencies on creative accounting practices. The
following regulatory bodies serve as proxies for
the regulatory agencies: Financial Reporting

average of six (6) items that represent the pow-
ers and functions of FRCN, as defined by FRCN
Act 2011. These have been used in the study
to measure its influence on creative account-
ing practices. SEC - Securities and Exchange
Commission — measured by averaging four (4)
items that relate to powers and functions of
SEC. CAC - Corporate Affairs Commission

Council of Nigeria (FRCN), Securities and - it is based on three (3) parameters regard-

Exchange Commission (SEC), and Corporate
Affairs Commission (CAC). Others are Central
Bank of Nigeria (CBN), National Insurance
Commission (NAICOM), Institute of Chartered
Accountants of Nigeria (ICAN), and Association
of National Accountants of Nigeria (ANAN).
Nigeria’s regulatory agencies are not limited to
these, but they have been chosen for their impor-
tance to Nigeria’s financial reporting, as report-
ed by the World Bank (2004), also cited by Iyoha
(2011). Section C of the questionnaire was used to
collect the appropriate data. Section C has six (6)
constructs with 29 items.

2.2. Model specification
and estimation techniques

To examine the impact of regulatory agencies on
creative accounting practices, the study used OLS
regression to analyze the various parameters cap-
tured in the model. Therefore, the key model used
in estimating the linear relationship between reg-
ulatory agencies and creative accounting practices
is specified as follows:

CAP = f(FRCN, SEC, CAC,)
CBN, NAICOM, PAO).

1)

From equation (1), a linear relationship between
the variables is assumed. Thus, the equation is
stated in regression equation form as follows:

CAP = B, + BFRCN + B,SEC +
+pB,CAC + B,CBN + B.NAICOM +
+B,PAO+ p;,

@

where CAP - Creative Accounting Practices
- measured by the average of fifteen (15) items
that represent different attributes of crea-
tive accounting practices. FRCN - Financial
Reporting Council of Nigeria — measured by the
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ing the powers and functions of CAC as stated
in the CAMA 2004. CBN - Central Bank of
Nigeria - it is measured by finding the average
of six (6) indicators of powers of CBN for finan-
cial reporting. NAICOM - National Insurance
Commission - the effect of NAICOM on cre-
ative accounting practices is based on four (4)
attributes drawn from the Insurance Act 2003.
PAO - Profession Accounting Organizations -
it is based on six (6) indices regarding the role of
ICAN and ANAN as provided in ICAN Act 1965
and ANAN Act 1993, respectively. [, - this is
intercept of the regression line, considered con-
stant, ﬂw - slope of the regression line of ex-
planatory variables, g -error term, fB_4 <0 -
prior expectations.

3. RESULTS

3.1. Reliability and validity test

The result of the test showed that both individual
item reliability and composite reliability are very
reliable. In other words, all the forty-nine (49) items
included in the questionnaire are reliable and valid
to measure the respondents’ opinions. This is be-
cause their values range from 0.615 to 0.954, which
is above the acceptable level of 0.50 and 0.70 for in-
dividual item reliability and composite reliability,
respectively (Hulland, 1999), and 0.60 acceptable
Cronbach Alpha value (Moss et al., 1998).

3.2. Descriptive statistics

The study has six independent variables: CBN,
PAO, NAICOM, SEC, FRCN, and CAC. The re-
spondents gave their perspectives on each of the
constructs examining the influence of the regula-
tory agencies. Their opinions were measured, and
the descriptive statistics of the composite index of
responses are discussed further.
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Table 1. Independent variables descriptive
statistics summary

Source: Field survey (2019).

Mean :Std. deviation: Min ;| Max : Rank
TN : : :

Variables
A0
NAICOM
FRON
CAC

ainibdiwin

!
1
|
L
1
\

Note: N = 241.

Table 1 summarizes the descriptive statistics of
the independent variables, using the composite in-
dex of responses. The results show that the mean
score ranges from 3.537 to 3.955, while the stand-
ard deviation ranges from 0.671 to 0.851. The CBN
is perceived to have the highest impact, with a
mean score and standard deviation of 3.955 and
0.671, respectively. CAC has the least impact, with
a mean score and standard deviation of 3.537 and
0.851, respectively. Overall, the regulatory agen-
cies have a significant impact on creative account-
ing activities in Nigeria.

3.3. Coefficient matrix of the study
variables

The study wused Pearson’s Product Moment
Correlation to determine the intensity of the de-
pendent variable (CAP) in relation to the explan-
atory variables (FRCN, SEC, CAC, CBN, NAICOM,
and PAO).

Table 2. Correlation matrix

Source: Field survey (2019).

Variables: CAP .FRCN: SEC : CAC : CBN :NAICOM: PAO
CAP L L000 ST :
RN 01741000 -

SEC £1.000

T T P P
BN _...0332 0674 0600 0553 1000 -
NAICOM 0613 0.613:0.544: 0.633: 1.000

Pa0 5810391 03920609 0.584 1.000

Table 2 provides correlations between the inde-
pendent variables, which are CAC, SEC, CBN,
NAICOM, PAO, and FRCN, using Pearson statis-
tics. The variables correlate satisfactorily between
0.382 and 0.674, indicating the absence of autocor-
relation among the variables. The correlations are
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all significant at the 0.01 level (1-tailed). Besides,
the result reveals a weak and positive relationship
between regulatory agencies and creative account-
ing practices such that FRCN (0.174), SEC (0.258),
CAC (0.215), CBN (0.332), NAICOM (0.257), and
PAO (0.152). Thus, the matrix provides evidence
that regulatory agencies have a significant positive
impact on Nigeria’s creative accounting practices.

3.4.Test of hypothesis
The hypothesis states that regulatory agencies’ en-
forcement activities have no significant impact on

creative accounting practices in Nigeria.

Table 3. Regression results

Source: Field survey (2019).

: Unstandardized : Standardized
Model . . : . .
i coefficients : coefficients .
* T * T Sig.
: i Std.
416 | Beta H Beta
: i Error
(Constant) | 2489 0211 : - 1178950000
JFRCN 0067 70113 -1184 0238
SEC ...0057 0074 @ 0814 @ 0416
EAC ..0050 0011 012550901
BN ...0.0251 0 0072 | 0335 3493 0001
_NAICOM 0071 | 0063 ' 0104 1133|0258
PAO :-0.047 0.058 -0.071 :—0.798 : 0.425

R =0.359, R =0.129, F-test =5.777, Std error = 0.498,
.. Dependentvariable: CAP e,
a. Predictors: (Constant), FRCN, NAICOM, SEC, PACTB, CBN, CAC

The earlier result indicates that the beta coefhicients
are FRCN (-0.080), SEC (0.046), CAC (0.006), CBN
(0.251), NAICOM (0.071), and PAO (-0.047). All
the explanatory variables, except for FRCN and
PAO, have a positive relationship with creative ac-
counting practices. Also, it is observed that 12.90%
of the systematic variation in CAP is explained by
the independent variables (FRCN, SEC, CAC, CBN,
NAICOM, and PAO). This percentage is low and
fails to demonstrate a good fit of the regression
line, indicating that the model’s predictive power
is poor. However, it does not constitute any serious
problem since the study is only considering the re-
lationship between predicted and explanatory var-
iables. Besides, the F value of 5.777 is statistically
significant at 5%. However, none of the t-values
of the individual parameters (FRCN (-1.184), SEC
(0.814), CAC (0.125), NAICOM (1.133), and PAO
(-0.798)), except CBN (3.493), is significant at 5%:
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CAP =*2.489—-0.080FRCN +
+0.046SEC +0.006CAC +
+0.251CBN +0.07INAICOM —
—0.047PA0 +0.498.

3.5. Decisions on the hypothesis

H:

0 Regulatory agencies’ enforcement activities

have no significant impact on creative ac-
counting practices in Nigeria.

The hypothesis considers the overall impact
of the regulatory agencies and not the impact
by the individual agency. Therefore, F-statistic
will be more suitable in suitable in concluding
than the t-value. This is because F-statistic is
the overall test of significance, while ¢-statistic
is an individual test of significance or contribu-
tion of an individual variable to the model. The
result from Table 3 indicates that null hypoth-
esis should be rejected at R = 0.359; R* = 0.129;
F =5.777; p < 0.05. From this analysis, it is con-
cluded that regulatory agencies jointly have a
significant impact on creative accounting prac-
tices. The finding is consistent with the studies
of Okoye and Alao (2008), Chen, Li, Liang, and
Wong (2011), Madawaki (2014), Almasarwah
(2015).

However, assessing the level of contribution of
individual explanatory variable and using the
results from Table 3, none of the t-values of
the individual parameters (FRCN (-1.184), SEC
(0.814), CAC (0.125), NAICOM (1.133), and PAO
(-0.798)), except CBN (3.493), is significant at 5%.
This implies that all the results are inconsistent
with the prior signs, except for FRCN and PAO
that have negative signs. The results also show
that CBN, which is statistically significant, has
an increasing impact on CAP, while SEC, CAC,
NAICOM, which are not statistically significant,
also have an increasing linear relationship with
CAP. In the case of FRCN and PAO, there was
an inverse relationship with CAP, although it
is not statistically significant. This outcome is
in tandem with the work of Odia et al. (2013)
that NASB has a statistically insignificant and
decreasing relationship with CAP.
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4. DISCUSSION

The study has added to the extant knowledge by
examining how the activities of regulatory agen-
cies have influenced creative accounting practices
in Nigeria. The null hypothesis stating that regu-
latory agencies” enforcement activities have no sig-
nificant impact on Nigeria’s creative accounting
practices was tested. The study draws an inference
that the regulatory agencies’ enforcement activi-
ties jointly have a significant impact on creative
accounting activities. The degree of impact, how-
ever, varies among the regulatory agencies. For in-
stance, a further review of each regulatory agen-
cy level of contribution indicates that CBN has a
positive and high significant impact on creative
accounting practices. Even with this significant
impact by CBN, the agency could not curtail cre-
ative accounting practices in the banks. It is evi-
denced by the positive linear relationship between
CBN and CAP. The banking industry in Nigeria is
highly regulated in line with CBN Act and BOFIA,
yet manipulating the accounting numbers is still
very prominent. There are two possibilities for
this outcome. First, the benefits of infractions may
have outweighed the cost of infractions. Second,
regulation has both positive and negative conse-
quences (Jamal, 2001, p. 1). Where there are strict
penalties, the culprits may engage in more fraud-
ulent practices by devising ingenious ways of cir-
cumventing the laid-down rules.

The professional accounting organizations (PAO)
comprising of ICAN and ANAN have an insig-
nificant negative impact on creative accounting
practices. These two professional bodies might
have done well in the areas of regulation of the ac-
countancy profession and education and training
of members; they are deficient with the quality of
services their members provide. This perception
from the respondents is germane, particularly
when the auditors are culpable in most financial
scandals. No other regulatory agencies (FRCN,
SEC, NAICOM, and CAC) in the sample exhibit
significant impact on creative accounting practic-
es. Although the legislation establishing all these
agencies are observed to be adequate, their weak
capacity and weak enforcement activities made
them ineffective.
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CONCLUSION AND RECOMMENDATIONS

This research provides empirical evidence on the impact of regulatory agencies on creative accounting
practices (CAP) in Nigeria. The study concludes that the regulatory agencies collectively have a signifi-
cantimpact on CAP. The level of impact among the regulatory agencies varies. While CBN has a positive
and significant impact on CAP, CAC, NAICOM, and SEC have a positive but insignificant relationship
with CAP. However, FRCN and PAO have a negative and insignificant impact on CAP. Besides, the regu-
latory agencies in Nigeria have a significant impact, but not strong enough to reduce CAP. Most of them
are found to be weak in capacity and enforcement.

Sequel to the findings and conclusion above, the study recommends the following:

1. The regulatory agencies’ capacity should be strengthened for better performance in the area of en-
forcement and compliance with statutory provisions.

2. 'The duplication and conflicts in the legislations establishing these agencies should be reviewed to
harmonize them, making them less cumbersome and reducing cost of compliance.

3. 'The Companies and Allied Matters Act 2004 should be revisited to amend the areas where the pen-
alties for infractions are less severe and where they are in conflict with the IFRS.

4. Both ICAN and ANAN must work together to ensure the same standards have maintained account-
ancy in Nigeria.

5. 'The regulatory agencies should complement the enforcement of rules using persuasion to elicit vol-
untary compliance by the operators.
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