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Notably, the concept of board diversity takes a substantial phenomenon in the literature (Hisham 

Farag & Mallin, 2016; Rao & Tilt, 2016). Diversity in the boardroom has been demonstrated to 

boost both innovation and creativity (Miller & Del Carmen Triana, 2009; Galia & Zenou, 2012). 

It also works to fulfil the needs of its consumers and staff (Brammer, Grosvold, & Rayton, 2007). 

Similarly, Chapple & Humphrey, 2014; Farag & Mallin, 2017; Chang, (2017), note that 

demographic attributes of the board of directors are related to organizational outcomes. However, 

Liu, Wei and Xie, (2016) document that diversity in the board of directors is a key problem in the 

overall framework of corporate governance. In the literature, board member diversity has been 

investigated using numerous factors such as age, nationality, education, and gender (Hambrick & 

Mason, 1984; Johnson et al., 2013; Post & Byron, 2015) and each of these diversity categories has 

an impact on firm-level results through cognition and social identity recognition (Kagzi & Guha, 

2018).  

 
In the context of earnings management, most related studies are narrowed towards earnings quality 

using accrual-based earning management technique or financial statement restatements (Kyaw, 

Olugbode, & Petracci, 2015; Hoang, Abeysekera, & Ma, 2017). Similarly, from the Nigerian 

perspective most, related studies have examined board diversity in relation to firm performance 

(Omoye, & Eriki 2013; Ujumwa, Okoyeuzu & Nwakoby 2012; Ilaboya & Ashafoke 2017) while 

a handful studies examine board diversity with respect to earnings management but skewed 

towards accrual base earnings management technique. Hence, the need to examine a different 

technique of earnings management as against accrual-based earnings management (Lang et al 

2006; Barth et al 2008; Cohen, Pandit, Wasley & Zach 2016; and Mgammal, 2019) which have 

proliferated earnings management literature conducted in Nigeria is a critical motivation for this 

study. Several empirical studies and reports in Nigeria revealed that listed companies, specifically 

non-financial firms, still engage in earnings management even after the implementation of

mandated International Financial Reporting Standard (IFRS) and this have led partly to failure of 

several corporate institutions (Mustapha, Rashid, Ado, & Ademola, 2019). Muchmore, corporate 

governance shortcomings, as well as inadequacy of accounting legislation, have also been blamed 

for these failures. 
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In Nigeria, non-financial firms have been among the strongest drivers of the economy, but the 

sector has witnessed negative shocks leading to some firms going into liquidation. It has been 

observed that non-financial firms fall into financial distress like their counterpart in the banking 

concern due largely to poor corporate governance systems (Uchenna & Okelue, 2012b). According 

to Muigai, (2016) financial distress leads to deterioration in performance of an entity which leads 

to a decline in returns. However, if left unchecked stakeholders such as employees, managers,

creditors, investors, and the government are negatively affected since earnings are eroded and job 

losses are prevalent, non-payment of taxes and reduction on Gross Domestic Product becomes 

inevitable. (Altman & Hotchkiss, 2010; Bender, 2013).  

 
In this study unlike other prior existing studies, we switch attention towards financially distressed 

firms whose ability of survival is in question and to a special variant of earnings management 

technique (small positive net income (SPNI)) with a view that managers prefer to report small 

positive net income rather than negative net income. A positive coefficient of SPNI suggests that 

firms manage earnings toward small positive amounts more frequently. Therefore, this study aligns 

with the position of Key and Kim (2020) who recommend the use of different earnings 

management technique instead of accrual-based earnings management in the context of board 

diversity. The rest of the paper is organized as follows. Section 2 discusses key concepts relating 

to board diversity and earnings management. Section 3 describes the data, sample, and variables 

used for the analysis. Sections 4 contain the empirical findings and the result of robustness checks, 

while Section 5 concludes the paper. 

 
2. Literature Review 
 Conceptual Literature 
Earnings Management 

Earnings refer to net income. It can be described as the paramount measure of a firm’s value as 

seen by the stock market which prices both fasts as well as stable earnings growth (Agbo, Angahar, 

Ivungu & Anongo, 2020). Extant literature contains definitions of earnings management according 

to numerous writers such that there exists no agreement on the most excellent definition as well as 

explanation of the concept. For example, Ubesie, Ogbu and Mbah (2019) see earnings 

management as a strategy used by the management of a company to deliberately manipulate the 

company’s earnings so that the figures match a predetermined target for the purpose of income 
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smoothing. Obigbemi, Omolehinwa, Mukoro, Ben-Caleb and Olusanmi (2016) define earnings 

management as an act of maximizing the loopholes in the financial reporting laws, to maximize 

personal, group, or organizational objectives at the detriment of another group of individuals who 

may be directly or indirectly be affected by such decisions. Obigbemi, et., al (2016) note that 

earnings management can take the form of creative accounting such as recording anticipated sales 

in the books as turnover for the present year, as well as the reduction in the cost of research and 

development. It also involves the use of discretionary accruals, the accumulation of accrued 

expenses in the bid to give a different picture of the financial well-being of the company. Farouk 

and Isa (2018) defined earnings management as the deliberate dampening of fluctuations about 

some level of earnings considered being normal for the firm. However, in all the definitions 

tendered, earnings management is seen in a bad light within the accounting profession. 

 
Board Diversity 

Board diversity has been considered an important concept that enhances board effectiveness in 

terms of good governance and has attracted both scholarly and corporate attention. Board diversity 

entails the heterogeneity or different make up of board members based on different dimensions 

which are to the advantage of the firms (Rao & Tilt, 2016). It enhances the effectiveness of the 

board relating to corporate leadership, thereby enhancing the performance of companies (Carter et 

al., 2011; Rao & Tilt, 2016). As a result, several attributes concerning the diversity of the board 

for example, independence, age, ethnicity, gender, nationality have been investigated in 

connection with earnings management in previous studies (Al-Shaer & Zaman, 2016; Harjoto et 

al., 2015; Ibrahim & Hanefah, 2016; Rao & Tilt, 2016; Zhuang et al., 2018). 

 
Board Gender Diversity 

Diversity could be defined as broad (Pelled, 1996) with respect to demographic attributes, or as 

narrow (Carter, Simkins & Simpson 2003) with respect to the percentage of women or minorities 

on the board of directors. Board diversity represents a significant corporate governance mechanism 

needed to realize efficient management and monitoring within organizations therefore, the 

consideration of diversity when selecting the board of directors is essential. Many empirical 

corporate governance studies consider board diversity as an indicator of success for international 

corporate practice. (Kiel & Nicholson, 2003; Rose, 2007). Out of several dimension of

demographic diversity, gender is studied heavily (Hillman, 2015) and have been described based 
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on three broad perspectives: theoretical perspective, ethical perspective, and business case 

perspective. Scholars have indicated positive effects of gender diversity while using the theoretical 

lenses of the resource dependence theory (Salancik & Pfeffer, 1978), signalling theory (Connelly 

et al., 2011), resource-based view (Richard, 2000), stewardship theory (Gaur et al., 2015) and 

upper echelon theory (Post & Byron, 2015). These theories broadly argue that gender diversity 

improves board functioning and firm performance which will likely reduce the possibility of 

financial distress. In contrast, researchers have found negative effects of gender diversity while

using the theoretical lenses of social identity (Abdullah, Aziz, Najid, & Mohamed 2019) and social 

categorization (Baklouti, Gautier & Affes 2016). These theories find that gender diversity can lead 

to more monitoring (Adams & Ferreira, 2009) hence lower stock value (Dobbin & Jung, 2011). 

 
Board Independence 

An independent director is a person appointed to the board who is not taking part in the internal 

management of the corporation and has no family and business relationship with the corporation. 

The role of an independent director is to balance the interests of the shareholder and management. 

According to agency theory, the independent director on the board plays a vital role in controlling 

upper management decisions and protect stakeholder’s rights (Fama & Jensen, 1983). The 

appointment of independent directors is a valuable structure of corporate governance that can lead 

to sound management (Said et al., 2009) through the provision of expertise knowledge, skills and 

experience in the implementation, execution, monitoring and transparent reporting.  

 
Financially Distressed Firms 

A company may fall into distress when it is no longer operating as planned. In such a situation, the 

company could probably encounter a slight financial difficulty such as liquidity crises (unable to 

pay salaries or return bank interest). Although this may just be seen as a small problem but if not 

properly resolved, the tendency for bankruptcy becomes eminent. However, in a functioning 

healthy economy, the rise and demise of corporations are inevitable (Gyarteng, 2019). This view 

is in line with the bankruptcy and reorganization theory which states that entry and exit of firms 

are inevitable (Altman & Hotchkiss 2006). Industry competition in healthy economies is vigorous, 

and firms face changing consumer preferences and emerging technologies. Resources flow from 

inefficient firms to firms that are efficient. In the light of this, Aasen (2011) posited that the primary 
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reason for financial distress among firms is ineffective management of resources attributable to 

poor internal corporate governance system. According to Pruitt and Gitman (1991), declining 

liquidity levels portend a rising possibility of financial distress. Opler and Titman (1994); Andrade 

and Kaplan (1998) posit that when leverage level of a firm is high, the probability of financial 

distress is also high. Furthermore, Altman, Haldeman, and Narayan (1977) contend that 

profitability has the most significant impact on financial distress. Altman (2014) suggest that apart 

from financial indicators such as solvency and activity ratios, firm size and firm age are also 

determinants of financial distress based on the argument that younger firms may not have 

accumulated profits to fall on in times of low revenue inflows. On the dangers of going into 

distress, Avramov, Chordia, Jostova and Philipov (2013) argue that distressed firms could lose 

customers, suppliers, and even key employees since managerial time will be focused on dealing 

with default issues instead of focusing on enhancing firm value.  

 
 
 
Board Gender Diversity and Earnings Management 

Prior literature suggests that increased gender diversity can be beneficial as it may increase the 

performance of companies and add value. For example, women might evaluate information and 

consider risk and reward differently than men, this will lead to enhanced decision making. Further, 

women on corporate board can lead to more independence, because it reduces social similarities 

that lead to premature consensus (Carter, 2003; Adams & Ferreira, 2009). Adams et al. (2010) also 

argued that female directors exhibit more independent thinking and improve the monitoring 

process. Female board representation might also lead to better board dynamics, because women 

might exhibit higher levels of trustworthiness and cooperation than men (Larcker & Tayan, 2011). 

Similarly, Adams and Ferreira (2009); and Rose (2007) posit that female directors exhibit greater 

diligence in monitoring while Adams et al. (2010) find that investors value the addition of female 

directors to the board. Female board participation also promotes more effective board 

communication to investors and document that female board participation increases earnings 

quality by improving the oversight function of the board. Together, better monitoring and lower 

information asymmetry leads to better earnings quality (Srinidhi et al., 2011). Most prior evidence 

supports the idea that female representation can improve governance quality such that the overall 
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implication is that when greater oversight is desired and better earnings quality is demanded by 

investors, inclusion of female directors on the board is a plausible way to achieve these objectives. 

 
Board Independence and Earnings Management 

The structure of the board that is dominated by non-executive directors, who bring independent 

judgement to the foray, is generally believed to be associated with lesser earnings management 

practices. Shafi, Adamu, Ooi and Kwong (2020) stress that non-executive directors are 

independent of managers, and they contribute their wealth of experience to the firm by diligently 

carrying out their oversight functions. For effective board functioning, the board must be balanced; 

that is not dominated by executive directors but also comprise of non- executive directors who are 

independent of managers and shareholders. In the views of Klein (2002), independent board, is 

one effective tool that promotes better monitoring of the accounting process. Such is expected to 

enhance accounting quality by reducing all forms of financial reporting malfeasance to the barest 

minimum., thereby achieving sustainable growth of the corporation. On the flip side, Agrawal and 

Knoeber (1996) note that having an insider governing board may be ineffective in their contributions 

and they might abuse their power for their own personal benefit. 

 

Theoretical Review 

Resource dependence theory is an influential management theory related to organization and 

strategy. The theory characterizes the corporation as an open system, which is dependent on 

contingencies in the external environment. Prior related literature suggests that resource 

dependence theory is an effective framework to understand and examine boards. Pfeffer and 

Salancik (2003) document that directors bring four benefits to organizations: (a) information in the 

form of advice and counsel, (b) access to channels of information between the firm and 

environmental contingencies, (c) preferential access to resources, and (d) legitimacy. Hillman et 

al. (2000) extend the resource dependence theory to suggest that a more diverse board represents 

a valuable set of resources and may help achieve better economic outcomes. Resource dependence 

theory framework presents several arguments to promote board diversity. For instance, diverse 

directors act as a bridge to important constituencies in the external environment, resulting in 

greater access to more talent. Diverse directors also hold unique information that can potentially 

improve board advisory to managers and help in better decision making. Board diversity also sends 
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important positive signals to the product and labor markets. As non-insiders and non-business 

experts, diverse directors may help to bring diverse perspectives and non-traditional approaches to 

problems. Studies on board diversity grounded in resource dependence theory focus on gender, 

and more specifically on the impact of gender on economic outcomes (Carter, D’Souza, Simkins, 

& Simpson, 2010; García-Meca, Garcia-Sanchez, & Martínez-Ferrero, 2015; Isidro & Sobral, 

2015; Low, Roberts, & Whiting, 2015; Lückerath-Rovers, 2013; Reguera-Alvarado, de Fuentes, 

& Laffarga, 2017). 

 
Empirical Review 

Orazalin (2019) examine whether board gender diversity and other board characteristics affect 

earnings management practices of top public companies in Kazakhstan. The study analyses data 

of top public companies for the period 2010- 2016. Data on corporate governance were manually 

collected from annual reports and investment memorandums, and financial data were collected 

from audited financial statements.  The empirical results show that companies with greater board 

gender diversity are more effective in constraining earnings management. The findings also 

indicate that companies with larger boards adopt a more restrained approach to earnings 

management practices, However, the results provide weak evidence of the association between 

board independence and earnings management.  

 
Saona, Muro, San Martín, & Baier-Fuentes (2019) analysed indexed non-financial companies from 

Denmark, Finland, France, Germany, Italy, Norway, Portugal, Spain, Sweden, and United 

Kingdom for the period 2006–2016. Several panel data techniques were used in the empirical 

analysis to deal with endogeneity and heterogeneity problems. the study is novel in the literature

by providing a multi-country approach in board gender diversity, as well as considering contextual 

country variables and the role of the regulatory system as determinants of earnings management. 

The results confirm the benefits of having a balanced board in terms of gender diversity. An 

equilibrated board tends to mitigate earnings management practices, reinforcing the value of the 

laws passed in in Europe. Their analysis reveals that the regulatory framework regarding board 

gender diversity established by each country has a determinant role in reaching equality in 

decision-making positions.  
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Al Azeez, Sukoharsono, Roekhudin, and Andayani (2019) examined whether board characteristics 

have any impact on earnings management. Using board Characteristics such as board 

independence, board size, board diversity, and CEO duality, the study applied a quantitative 

research design approach. A sample of 71 corporations were selected from Top 250 corporations 

for year (2016). The findings of this study indicate that board independence has a significant 

impact on earnings management activity reduction. Gender diversity has a significant impact on 

the reduction of earnings management. 

 
3 Methodology 

In this study, ex-post facto research design is employed. The population of the study consists of 

all listed non-finance firms with representation from: Agriculture, Consumer Goods, Industrial 

Goods, Healthcare, Natural Resources, Technology, and Conglomerate Industries. As of 

December 2020, 106 non-finance firms were listed on the floor of the Nigerian Exchange Group 

(NGX). The sampling technique employed is purposive since firms were included in the sample 

on certain selection criteria which include. (a) the sampled firm must be listed on the Nigerian 

Exchange Group for the entire period 2011-2020; (b) there must be availability and accessibility 

of all required data of the sampled company. (c) firms listed after year 2011 were excluded from 

the sample as they pose to bias the homogeneity of the periodic scope. Thus, the final sample size 

consists of 75 non-finance firms with complete data for ten years. Further, this study focusses on 

financially distressed firms obtained by applying Altman's Z-Score model criteria which is a 

popular and widely acceptable measure of firm financial distress. The Z-score uses multiple inputs 

from corporate income statements and balance sheets (Statements of Financial Position) to 

ascertain the financial status of a company. Table 1 provides a summary guideline for selecting 

financial distress firms using Altman Z-score model 

 
Table 1 Altman Guidelines for Financial Distress  
SITUATION Z-SCORE ZONES REMARK 

I. Below 1.9 Distress Zone Failure is Ascertained 

II. 1.9 to 2.9 Gray Zone Can’t’ Tell 

III. Above 2.9 Healthy Zone Will not Fail 

Source; Shahwan, (2015) 
 
Table 1 suggest that a firm with Z-Score below 1.9 is in distress. Its failure is certain and could 

occur probably within a period of two years; further, a firm with Z-Score between 1.9, and 2.9, is 
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somewhat healthy. However, a Z-Score value of 2.9 and above implies that the firm is in the 'very 

healthy' zone. Its financial health is very viable, and the company will not fail. For this study, the 

sample is drawn from firms within the distress zones whose governance structure is seemingly 

different from the average firm. Therefore, in examining corporate board diversity on earnings 

management of listed firms, we employ Logistic Regression Technique for the analysis. Further, 

we modified the studies of Shahwan, (2015) and Parkinson, (2018) to express the econometric 

equation as; 

SMPFit = 0 + 1BODIit + 2BOGDit + eit   

Where: 
SMPF = Small Profit (Proxy for Earnings Management) 
BODI = Board Independence 
BOGD = Board Gender Diversity 
β0  =       Constant 

β1-β2 =  Slope Coefficient 

e = Stochastic disturbance 
i = ith firm 
t = time-period 

 

4 Results and Discussion  

To evaluate the effect of corporate board diversity on earnings management of listed financial 

distress firms in Nigeria, pre-regression analyses; descriptive statistics was conducted. The 

descriptive statistics gives insight into the nature of the data employed in this study. The result is 

shown below: 

 

Table 2. Descriptive Statistics 

 
Authors’ Computation 2021 
 
From table 2, it is observed that on average, 53% of the firms in the sample constitute firms that 

showed signs of earnings management. We also find that on average, the value of board gender 

diversity is 8.15 with a standard deviation of 11.24 as well as a maximum and minimum value of 
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0 and 52.78 respectively. Similarly, we find that on average, board independence is 70.96 with 

standard deviation of 17.17 as well as minimum and maximum values of 0 and 100 respectively. 

 
Table 3. Binary Logistic Regression Estimates (Marginal Effect) 

Variables Board Gender Diversity Board Independence 
Earnings Management Model 
Coefficient 
z_ Statistics 
Probability_t 

-0.008 
(-2.46) 
{0.014} ** 

0.006 
(2.90) 
{0.004} **  

No. of Obs = 179 
Prob. > chi2 = 0.0020 
Pseudo R-Square = 0.0502 
Pearson Prob > chi2 = 0.2148 
Linktest = 0.289 

Note: t-statistics and respective probabilities are represented in () and {}  
Where: ** represents 5% level of significance    
Source: Authors’ Computations (2021)  

 
Table 3 shows the results obtained from the logistic regression model employed to test the effect 

of corporate board diversity on earnings management in Nigeria. The result above reveals a 

Pseudo R2 value of 0.05 which indicates that about 5% of the variation in dependent variable is 

explained by the independent variables in the model. Therefore, about 95% of the variation in the 

dependent variable is captured in the error term. The model goodness of fit as captured by the 

likelihood ratio (12.42) with the corresponding probability value 0.0020 which shows a 5% 

statistically significant level reveals that the entire model is fit and can be employed for discussion 

and policy recommendation. Further, we provide some goodness of fit confirmatory test results as 

seen in the Pearson chi2 with corresponding probability of 0.2148 revealing that the specified 

model has a good fit. Furthermore, the test for model adequacy hatsq = 0.410 and Prob_hatsq = 

0.289, strongly suggest that the model is adequately specified. Particularly, the classification table 

show that out of 170 cases that fell into the group of firms with likelihood of managing earnings, 

71 cases were predicted correctly with 74.74% sensitivity accuracy while 35 out of 59 cases that 

fell into the group of firms with no likelihood to manage earnings were predicted correctly but 

with 41.67% specificity accuracy. However, we find that the overall accuracy rate is seen to be

roughly 59.22% which suggest that the model is free from any significant bias hence can be 

employed for interpretation and policy recommendation. 

 
The result show that board gender diversity has a significant negative likelihood effect on earnings 

management practices of listed non-financial firms in Nigeria. This implies that an increase in the 
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ratio of women to men on the board will promote lower earnings management practices. This result 

is consistent with those of Adams and Ferreira (2009); Cumming et al. (2015); Nguyen et al. 

(2020) who noted that a more gender friendly board enjoys improved corporate decision-making 

and governance. The finding supports the view that women have different characteristics and skills 

compared to men (e.g., more vigilant, and risk-averse, cautious, conservative, fair, independent, 

objective, and responsible) which place them in a better position to intensely monitor executives 

compared with male counterparts. More so, the possibility of lower earnings management practices 

is feasible as woman have been known to be careful evaluators of information and will consider 

risk and reward differently than men, which will ultimately lead to enhanced decision making. 

Further, the result is consistent with those of Carter, (2003); Adams & Ferreira, (2009) who 

documented that more woman on the board will reduces social similarities that lead to premature 

consensus. Therefore, the findings accept the ideology that female directors are not only more 

likely to challenge managerial opportunism, but also will be better at doing so than their male 

counterparts (Valenti 2008; Labelle et al. 2010; Sun et al. 2011; Capezio and Mavisakalyan 2016; 

Lara et al. 2017). 

 
For the variable of board independence, surprisingly, we observed that the possibility that board 

independence will reduce earnings management is negated as the outcome imply a positive 

significant effect of board independence on earnings management. From the outcome obtained, 

earnings management practice is purported to increase following an increase in the ratio of 

independent directors on the board. Hence, it is observed that a more independent board is not 

enough to curb earnings management particularly considering the firms under investigation. The 

persistent effect of board independence on earnings management presents a puzzle. The fraction 

of outsiders on the board of directors is an internal decision, hence it is expected to minimize 

earnings management. However, the results indicate otherwise with a possible explanation that 

outsiders are sometimes added to boards for political reasons (examples include politicians, 

environmentalists, and consumer activists) and that these outsiders without expertise knowledge 

may not be able to contribute to the monitoring and control process directly to reduce earnings 

manipulations. According to Agrawal and Knoeber, (1996) outside directors are included on the 

board in a bid to reducing political constraints. Further the finding is in line with that of Kao & 

Chen (2004), Samaila (2014) and Chatterjee & Rakshit (2020). However, this result is far reaching 
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and is seen to contradict the view as put forward by Klein (2002), that independent board, is one 

effective tool that promotes better monitoring of the accounting process. 

  
5 Conclusion and Recommendation 

Weak corporate governance structure affords managers the opportunity to engage in behaviour 

that would deplete reported earnings quality. This manifests in the form of financial statement 

fraud perpetrated by management through creation of distortions in the reporting of earnings 

(otherwise known as earnings management, creative accounting, big bathing, or financial 

statement manipulation). This action by corporate managers has further questioned the 

effectiveness of the system of corporate governance mechanisms in checkmating managerial 

opportunistic behaviour. The behaviour of managers in involving in earnings management can be 

attributed to the separation of ownership and control couple with the need to produce and report 

financial statements that shows that they perform better in the reporting year. The study examined 

the effect of corporate board diversity on earnings management of listed non-financial firms in 

Nigeria for the period 2011 to 2020 and conclude that the acknowledgment of female director 

inclusiveness is a perquisite tool for enhanced quality financial report via reduced earnings 

management practice. Specifically, board independence did not satisfy the position of numerous 

related literatures as the negative outcome from this study juxtaposes positive views of prior 

related results. Interestingly, these outcomes are seen to be consistent with financially distressed 

firms in Nigeria. However, the study recommends that female participation on corporate boards 

should be given kin priority. In addition, government policy makers and regulatory institutions 

may need to revisit the existing corporate governance code currently applicable in Nigeria and 

provide mandatory policies such as the introduction of female quota system which when 

implemented will serve as a substitute mechanism for corporate governance in curbing earnings 

management activities of managers. This will go a long way to provide interested stakeholders 

with higher quality earnings reports. Further, the need to clearly evaluate the motives for hiring 

independent directors should be emphasized during the Annual General Meetings of the company. 

Political motives may be less considered in a financial distress situation so that only outside 

directors with requisite knowledge, experience and skills will be accommodated. However, all 

such policies may gear towards non-financial firms in Nigeria who are experiencing financial 

distress situation.  
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Abstracts 

Creative accounting has been globally acclaimed to be a veritable tool in the hand of managers 
for manipulation of accounting information. This paper examines the concept of creative 
accounting, its various techniques and possible preventive measures. Several literatures have been 
reviewed and acknowledge on the concept of creative accounting. The study utilizes Library 
research design.  Literatures reveal that creative accounting has no generally accepted definition. 
However, there is consensus as regards to the relationship between creative accounting and fraud. 
The study discovers that personal interest, market expectations and special circumstances are the 
motivating factors of creative accounting. It further reveals that extra ordinary items, off-balance 
sheet financing and flexibility of accounting standards are the major techniques used for creative 
accounting. The study concludes that creative accounting causes serious challenges to the 
accounting profession. The study recommends that good governance mechanisms should be 
observed on the basis of compliance with accounting standards, corporate governance codes and 
ethical codes of the accounting profession. 
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1.0 Introduction 

Accounting information as a medium through which the business communicates to various 

stakeholders has gradually lost its relevance as a result of several reported cases of   manipulations 

by the managers. There has been an exponential increase of cases of manipulation through creative 

accounting. These creativities in the accounting process spark a serious controversy on the quality 

or otherwise of financial reporting. Creative accounting is the use of accounting knowledge to 

manipulate accounting information.  


