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Abstract 

This study assessed the effect of corporate tax shield on Earnings Management in Nigerian 

Commercial Banks from 2010 to 2019. The study adopted Ex Post Facto research design. 

Thirteen (13) commercial banks with international authorization constitute the sample size of 

the study. The formulated hypotheses were tested with Ordinary Least Square with aid of E-

view 9.0 to arrive at a logical conclusion. The study revealed that Medical Expenses and 

Amortization has a positive significant effect on Earnings Management of Commercial Banks 

in Nigeria. The study recommended that Medical Expenses proved positive significant effect 

on Earnings Management, meaning that increase in such expenses may lead to decrease in 

taxable income. 
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Introduction  

The banking sector has for centuries formed one of the pillars of economic prosperity- local 

or foreign. It is one of the important financial pillars of the financial system which plays a 

vital role in the success or failure of any economy. The banking sector plays an important 

role as financial intermediary and is a primary source of financing to the domestic economy. 

Thus, the strength of the economy of any country basically hinges on the strength and 

efficiency of the financial system which, in turn depends on a sound and solvent banking 

system (Sharma & Sharma, 2009). 

Earnings management is the practice of managerial actions that are reflected in a company's 

financial reports either to give the impression of smooth periodic or annual earnings, to show 

high profits in a given year towards achieving lowered reported earnings in the future; or to 

show low profit in a given year so that in future years reported profits will be higher (Gills, 

Biger, Mand & Mathur, 2013). In some cases, management uses various accounting methods 

in order to convey private information to financial report readers. Management of earnings 

may mislead stakeholders about the true financial performance of the company. One of the 

motivations behind earnings management is to provide good news to corporate boards by 

showing good results in a certain period. Managers also tend to manipulate earnings to 

surprise investors, improve share price, and lower debt costs (Gills, et al, 2013). This can be 

done through; income smoothing, window dressing and secret reserves, off balance sheet 

financing, pooling versus purchases methods among others. 

However, tax is a major instrument of fiscal policy that is known to regulate the economy of 

any country in the world. As viewed from part of either theoretically or empirically, both 

provide famously known results. Banks prove that tax is giving a big contribution to 

determine the capital structure of banks situated in all the nations. Tax shield which is 

avoidance is a tax planning by which individuals and corporate organizations minimize the 

amount they pay to the government each year by taking advantage of the loophole 

opportunities to reduce their tax (VanDenburgh, 2012). A loophole here is a technicality that 

allows banks or other corporate firms to avoid the scope of legal restriction without directly 

violating the law. It is often used in taxes and their avoidance provides loopholes for 

individuals and commercial banks to remove income or assets from taxable situations into 

ones with lower taxes or none at all. Loopholes are most prevalent in complex business deals 

involving tax issues, political issues and legal statutes (Hayes, 2020). 

Many studies have also been carried out on tax shield and Earnings Management; many of 

these studies such as Amidu and Yorke (2017) and Yorke (2016), found positive significance 

relationship between tax avoidance, debt/leverage and firm’s Earnings Management. Despite 

these results, other studies found that debt has negative significant effect on Earnings 

Management. Moreover, none of these studies considered the claiming allowable deductions 

such as mortgage interests, medical expenses, charity donations, amortization, and 

depreciation, as these deductions reduce a taxpayer’s taxable income for a given year or defer 

income taxes into future years. The objective of the study is to assess the effect of Corporate 

Tax Shield on Earnings Management in Nigerian Commercial Banks using Medical 

Expenses. 

Corporate Tax Rate and Earnings Management  
The term corporate tax refers to a compulsory levy imposed by the government on the 

income of companies and corporate entities. Corporate tax is a tax on the taxable profits of 

limited companies and some organizations including clubs, societies, associations, co-

operatives, charities and other unincorporated bodies. According to Adegbite (2015), this 
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corporate income tax generally only applies to corporations and treated as taxable entities 

separate from their shareholders. That is, corporate income is taxed once at the corporate 

level according to the corporate income tax system. When corporate dividend payments are 

made or capital gains are realized income is taxed again at the individual-shareholder level 

according to the individual tax system.  

According to section (1) of the Companies Income Tax Act 2004, taxes are payable as 

specified upon profits of any company accruing in, derived from, brought into, or received in 

Nigeria in respect of amongst others, any trade or business for whatever period of time the 

trade or business may have been carried out, rent or any premium arising from a right granted 

or any other person for the use or occupation of any property, dividends, interest, royalties 

discounts, charges or annuities; any source of annual profits or gains not falling within the 

preceding categories, any amount deemed to be income or profits under a provision of the 

Act or, with respect to any benefit arising from a pension or provident fund, of the Personal 

Income Tax Act, fees, dues and allowances (whenever paid) for service rendered and any 

amount of profits or gains arising from acquisition and disposal of short term money 

instruments like Federal Government securities, treasury bills, treasury or savings certificates 

debenture certificates or treasury bonds. The current rate of companies’ income tax is 30% of 

assessable income. Furthermore, Section 3(1) of CITA 2004 empowers the Federal Inland 

Revenue Board to administer, assess and collect company income tax in Nigeria through its 

operation arm, the Federal Inland Revenue Service. 

Corporate tax rate covers Incentive and Non-tax Incentive. Dessler (2011) noted that 

incentive is a financial reward for employees whose performance exceeds the standard set 

previously. While tax incentive means an incentive offered to taxpayers which is expected to 

motivate them complying to any tax regulations. Several types of tax incentives are tax 

holiday and tax allowance. Tax planning is used as a means to measure the tax incentive 

because the company should limit its tax planning in order to minimize corporate tax 

payment (Subagyo & Oktavia, 2010).  

In conducting earnings management, a company is not only influenced by tax incentive but 

also by non-tax incentive. Non-tax incentive is an incentive which is performed by the 

company itself. The implementation of incentive is expected to improve employees’ 

performance and to maintain their achievement so that they will stay in the company 

(Harnovinsah & Lisya, 2014). Each company, either profit firm or loss firm, has its own way 

to implement the non-tax incentive. It will determine the management policy to respond to 

tax rate changes by earnings management. Yin and Cheng (2004) mentioned in their research 

that non-tax incentive can be measured by earnings pressure, debt level, earnings baths, firm 

size, and managerial ownership. The Nigerian Tax Law No. 36 year 2008 issued by the 

government regarding tax rate changes, which previously applied progressive rate and now 

becomes single rate, provides incentives to management to perform earnings management. 

Scott (2012) explained taxation motivation as one of motivations in earnings management 

which means that the company would prefer an accounting method that can earn lower 

reported profit than it should be, so that the payable tax will be lower as well.  

The research done by Yin and Cheng (2004) showed that a company with good tax planning 

will earn tax shields and will minimize the tax payment. Company that has good tax planning 

will put on efforts to reduce the earnings in order to lower its tax liability. Tax rate change is 

not the only reason why managers conduct earnings management practices. Tax incentive and 

non-tax incentive are reasons as well. In the stakeholder theory, when managers conduct 

earnings management to obtain personal profit, tax planning becomes one of the means to 
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perform for the efficiency purpose on total tax paid to government. So the company can 

conduct tax planning by minimizing company earnings to obtain profit from tax without any 

violations on the applicable law and regulations. The greater a company conducts earnings 

management to lower company profit, the greater the tax planning undertaken by the 

company (Harnovinsah & Lisya, 2014).  

The macro-economic consequences of a tax-shift are analyzed in the theories of fiscal 

repression (Demirgüç-Kunt & Huizinga, 1999). Their study stressed the fact that the growth 

possibilities of an economy are largely affected by the size and efficiency of its financial 

sector which govern the capital accumulation and allocation processes. Nevertheless, it is 

reasonable to presume that the importance of the distortions generated by the taxation of 

financial services is closely dependent on whether the actual bearer of the tax burden is the 

bank or its customers. Gembacorta and Mistrulli (2004) are of the view that the ability of 

banks to shift at least 90 per cent of their corporate income tax burden, depends on the 

competitive pressure they face. This happens mainly through a reduction in operating costs 

and provisions, while tax shift on net interest income is more likely to occur for low level of 

the Company Income Tax (CIT) rate when the cost of equity due to regulation is low. 

Tax Shields for Medical Expenses 

Taxpayers who have paid more in medical expenses than covered by the standard deduction 

can choose to itemize in order to gain a larger tax shield. For 2019 and 2020, an individual 

may deduct any amount attributed to medical or dental expenses that exceeds 7.5 

percent of adjusted gross income by filing Schedule A. Medical expenses are the costs to treat 

or prevent an injury or disease, such as health insurance premiums, hospital visits, and 

prescriptions. 

 These expenses are tax-deductible within certain limits. 

 For example, taxpayers with group health insurance coverage are generally not 

allowed to deduct medical expenses. 

 Only those who itemize their deductions are eligible to claim any medical expenses 

on Schedule A, and only those expenses that exceed 10% of the taxpayer's adjusted 

gross income (AGI) can be deducted. 

Understanding Deductible Medical Expenses 

Taxpayers with access to group health insurance coverage are seldom able to deduct medical 

expenses that are not reimbursed on their taxes. Only those who itemize their deductions are 

eligible to claim any medical expenses on Schedule A. Furthermore, only those expenses that 

exceed 10% of the taxpayer's adjusted gross income (AGI) can be deducted. 

Tax reform that passed at the end of 2017 boosted this deduction by reducing the AGI 

percentage you subtract to 7.5% from 10%. However, this provision was only good for tax 

years 2017 and 2018. Starting in the tax year 2019, the rate returned to 10%. 

The medical expense deduction is an itemized deduction, which means it can only be used if 

someone turns down the standard deduction to claim it. In 2020, the standard deduction is 

₦18,650, which means most taxpayers won't want to itemize.  

Example of Medical Expenses 

Here's how someone deducts medical expenses from their taxes. First, calculate AGI by 

following instructions found on the first page of Form 1040. Take the result of that 

https://www.investopedia.com/terms/i/itemizeddeduction.asp
https://www.investopedia.com/terms/a/agi.asp
https://www.investopedia.com/terms/s/schedulea.asp
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calculation and calculate 10% of that number. Subtract this result from total medical expenses 

for the year. The amount that's left over is the amount you can deduct for medical expenses. 

As an example, consider that Tom's AGI for 2017 was ₦80,000, and he had ₦10,000 in 

medical expenses. Using the AGI limit of 10%, he would subtract 10% of ₦80,000, or 

₦8,000, from his ₦10,000 in medical expenses to get a result of ₦2,000—and that would be 

the figure he could claim as a medical expense deduction. 

Empirical Studies  

The study of Okoh, Inim and Idachaba (2019) examined the effect of Non-Performing Loans 

on the financial performance of commercial banks in Nigeria between the periods of 1985 to 

2016. The study employed the multiple regression techniques to analyze data collated from 

the Central Bank of Nigeria (CBN) statistical bulletin and Nigeria Deposit Insurance 

Corporation (NDIC) publications for various years. The result of the study shows that Non-

Performing Loans to Total Loans ratio (NPL/TLR) and Cash Reserve Ratio (CRR) had 

statistically negative significant effect on Return on Asset (ROA). Rachman, Kadarusman,  

Anggriono and Setiadi (2018) carried out a study on bank-specific factors affecting non-

performing loans in developing countries: case study of Indonesia. This study aimed to shed 

light on bank-specific factors that affect loan default problems in developing countries whose 

banking sectors play a major role in the overall economy. This study analyzes panel data sets 

of 36 commercial banks listed in the Indonesian Stock Exchange during the period 2008–

2015. The findings imply that, in order to lower loan defaults that can deteriorate banks’ asset 

quality, banks should maintain their level of profitability and increase, rather than decrease, 

their credit supply to debtors. Gasteratos, Karamalis, Koutoupis and Filos (2016) studied 

Earnings Management in Greece: A Case Study in Construction Sector Using Jones Model. 

In this paper Jones (1991) model was used to examine the phenomenon of earnings 

management in the Greek construction industry. The sample covered 12 companies of the 

Greek construction sector during the period 2008-2014 and data was taken from income 

statements as well as balance sheets. They produced unbalanced sample of panel data has in 

total 70 observations. The findings showed that in the Greek construction sector discretionary 

accruals in practice affect negligibly the percentage of shadow economy in GDP.    

Ezejiofor, Oranefo and Ndum (2021) determined the impact of Tax Revenue on Per Capita 

Income of Nigeria. Ex-post Facto research design was adopted. The population constituted 

the Nigerian economy, and data for this study were sourced from the Central Bank of Nigeria 

(CBN) Statistical Bulletin, and Federal Inland Revenue Service (FIRS). The extracted 

variables are Per Capita Income (PCI), and custom and excise duties. The analysis of data for 

this study was done based on the data collected from publications and statistical bulletins of 

CBN, FIRS and NBS. Correlation: and Ordinary Least Square (OLS) regressions were used 

in testing the hypothesis. Data analysis revealed that custom and excise duties have a non-

significant positive effect on per capita income of Nigeria. Ubesie and Inyiama’s (2019) 

research examined the effects, magnitude and strength of the relationships between corporate 

governance and earning management of commercial banks in Nigeria. The research made use 

of secondary data obtained from annual report and accounts of four commercial banks, First 

Bank of Nigeria PLC, Zenith Bank PLC, Diamond Bank PLC and United Bank for Africa, 

from year 2007 to 2017. Findings showed that Ownership Concentration and Board Meetings 

improved positively on Earnings per Share. Kamel and Elbanna (2010) assessed respondents’ 

perceptions of the quality of reported earnings in Egypt. The descriptive analysis using 

questionnaire surveys for accounting academics, external auditors, and financial managers. 

They found that firms make inadequate provisions, capital rather than expense expenditures, 

and overestimate inventory value as techniques of engaging in earnings manipulation. 
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Ezejiofor and Ezenwafor (2021) determine the effect of CEO duality on the effective tax rate 

of quoted foods and Beverage companies. Ex-post facto research design was adopted. A 

purposive sampling technique was applied in selecting nine (9) companies during the data 

collection process. Data were collected from annual reports and accounts of the sampled 

companies from 2013-2019. Data for the study analyzed using descriptive statistics and 

regression was used with aid of the e-view was at 95% confidence at five degrees of freedom 

(df). The result shows that CEO duality was significant and had a positive coefficient on tax 

planning of food and beverage companies in Nigeria. Hamadi and Faten (2012) ascertained 

the determinants of earnings managements for a sample of French companies during the 

period 1998-2008. Earnings management is measured by discretionary accruals. A pool 

regression analysis was employed to test the data. The results show that the relative size of 

the operation and accounting criteria and earning management are positively related in the 

acquiring firms. Bhundia (2012) carried out a comparative study between free cash flow and 

earnings management. Data for the study were collected from listed companies on Indian 

Stock Exchange and correlation analysis was applied. The results of this study signify that 

there is a positive significant relationship between earnings management and free cash flows 

and confirm that firm’s free cash flows can stimulate earnings management. Alves (2012) 

examined the relationship between corporate ownership structure in Portugal and earnings 

management. Using a sample of 34 non-financial listed Portuguese firms for years from 2002 

to 2007, it was discovered that discretionary accruals as a proxy for earnings management is 

negatively related both to managerial ownership and to ownership concentration. The study’s 

results suggested that both managerial ownership and ownership concentration improve the 

quality of annual earnings by reducing the levels of earnings management. Amidu and Yorke 

(2017) investigated tax avoidance and earnings management of firms in Ghana: does the 

funding strategy matter? This paper sought to evaluate how the firm’s financial policy affects 

the relationship between corporate tax avoidance (CTA) and earnings management (EM) 

using a sample of 119 firms from emerging and developing countries over a four-year period 

2010–2013. The results imply that monitoring managerial diversionary behaviour by relying 

on external monitoring mechanism provided by debt holders does not lead to a reduction in 

EM associated with increased tax avoidance activities. Oraka, Okegbe and Ezejiofor (2017) 

determine the extent to which value added tax has affected the Nigerian economy. Ex post 

facto research design was adopted for this study. In measuring Nigerian economy, Gross 

Domestic Product (GDP), Per Capital Income (PCI) and Total Revenue (TR) were used in the 

study for the period 2003 to 2015. Secondary data method was adopted in obtaining data on 

value added tax, gross domestic product, per capital income and total revenue. The data 

obtained were analyzed using Simple regression analysis. Findings shows that value added 

tax has not significantly affected Gross Domestic Product of Nigeria economy. It was also 

discovered that VAT has a negative relationship with per capital income. Amidu, Kwakye, 

Harvey and Yorke (2016) ascertained the relationship between corporate tax avoidance 

(CTA), earnings management (EM) and corporate social responsibility (CSR) within a 

context of an emerging economy. The study employed system methods of moments and 

logistic regression to establish whether firms in Ghana manage earnings and avoid tax to 

finance corporate social responsibility. The results showed that almost all the firms sampled 

have engaged in some management of their earnings and tax during the period. The study 

also found that an increase in CSR activities is associated with an increase in EM. In addition, 

Osegbue, Nweze, Ifurueze & Nwoye (2018) carried out a study on Effects of tax sheltering 

on earnings management in Nigeria This study examined how tax sheltering and its 

interactions with cash effective tax rate, long-term effective tax rate, tax savings, book tax 

gap, temporary difference of tax shelter and permanent difference of tax shelter impacted the 

modified Jones earnings model (earnings quality management) from 2009 to 2016. The result 
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showed that tax sheltering had a significant and positive effect on the quoted the modified 

Jones earnings model (earnings management). Ezejiofor, Adigwe and Echekoba (2015) 

assess whether tax as a fiscal policy tool affect the performance of the selected manufacturing 

companies in Nigeria. The hypothesis formulated for the study was tested with the ANOVA, 

using the Statistical Package for Social Sciences (SPSS) version 20.0 software package. The 

study found that Taxation as a fiscal policy instrument has a significant effect on the 

performance of Nigerian manufacturing companies. The implication of the finding is that the 

amount of tax to be paid depends on the companies’ performances. Umeh, Okegbe and 

Ezejiofor (2020) determined the effect of tax planning on firm value in quoted consumer 

goods manufacturing firms in Nigeria. Ex-post facto research design was adopted for the 

study. A sample size 21 of firms was selected based on availability of the financial statement 

of the selected firms from the population of all the non-financial quoted on the Nigeria Stock 

Exchange. Data for the study will be obtained from annual published financial of the non-

financial covering a period of ten years from 2009-2018. Ordinary lease square regression 

was used to test the three formulated hypotheses with the aid of E-View 9.0. This study found 

that Effective tax rate (ETR) impact negatively on firm value, but this impact was statistically 

significant. However, the study found that, book tax difference (BTD) impact positively on 

firm value, but this impact was not statistically significant. 

Methodology 

Due to the nature of the study, ex-post facto research design was adopted for the study.  

According to Isangedighi, Joshua, Asim and Ekuri in Anokye and Okri (2015), ex-post facto 

research design is a systematic empirical inquiry in which the researcher does not have direct 

control of independent variables because their manifestation have already occurred or 

manipulated. This design is considered appropriate because the study aims at measuring the 

relationship between one variable and another in which the variables cannot be manipulated. 

This involves the use of published financial accounts of organizations to generate the 

financial analysis that will determine the extent of difference. 

Population of the Study 

The population of the study consist of twenty two (22) commercial banks listed on the 

Nigerian Stock Exchange from 2010-2019. 

Sample Size and Sampling Technique 

The researcher used the thirteen (13) out of the twenty two banks as sample. The thirteen 

banks chosen are; Access bank PLC; Ecobank PLC , Fidelity bank PLC. First Bank of 

Nigeria PLC, Stanbic IBTC; Sterling bank PLC; United Bank for Africa, Union Bank PLC; 

First City Monument Bank PLC, Guaranty Trust Bank PLC; Unity Bank PLC; Wema bank 

PLC and Zenith Bank PLC. The thirteen banks were purposively selected because of their 

consistency within the period under study as they have not undergone any form of changes as 

a result of merger/acquisition. Also the researcher was able to have access to the audited 

accounts of these banks. 

Sources of Data Collection 

To obtain reliable information that will help the researcher to ensure the effectiveness of the 

study in question, data were collected from only secondary source. This data were obtained 

from the annual reports and audited accounts of the commercial Banks from 2010 to 2019. 

The choice of this period range is based on the fact that 2010 was year marked with 

unprecedented banking reforms that not only affected the size of quoted banks in Nigeria, but 

also changed the face of banking industry in the country. 
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Method of Data Analysis  

To achieve the objectives of this study, the data required were those of the discriminating 

variable that include Medical Expenses of the selected commercial Banks listed on Nigerian 

Stock Exchange from 2010 to 2019.  Hypothesis formulated for the study were tested with 

the Regression analysis to establish the effect of and the relationship between the independent 

and dependent variables with the aid of E-view 9.0. 

Model Specification  

The researcher prediction in tax sheltering will be computed as follows: 

EAMGT = β1MDEit + β2CHDit + β3AMTit + β4DEPit ……………………..et  

EAMGT = β1MDEit ……………………………… ……………….…….....i 

Where: 

EAMGT = Earning management  

MDE = Medical Expenses of the bank in year t 

Measuring Dependent Variable (Earnings Management)  
This study used the modified Jones’s model (Dechow et al., 1995) to measure the level of 

earnings management or discretionary accruals (DTAC). This model used total accruals 

(TAC) that are classified as discretionary components (DTAC) and non-discretionary 

components (NDTAC). Thus, defined as follows:  

TAC = NDTAC + DTAC  

Where:  

TAC = Total accrual period t  

NDTAC = Value of non-discretionary accruals  

DTAC = Discretionary accrual 

Under the cash flow approach, total accruals are measured as follows:  

TACCit=EBXTit−OCFit (1)  

Where:  

EBXTit = Earnings before extraordinary items and discontinued operations period t  

OCFit = Operating cash flow for period t. 

Decision rule: 
Using SPSS, 5% is considered a normal significance level. The accept/reject criterion was 

based on the p-value, alternative hypothesis will be accepted. If p-value > 0.05 otherwise 

reject and accept the null hypothesis. 

Data Analysis 

Table 1:  Descriptive Statistics 
 TACC MDE 

 Mean -1.36E+09  330901.1 

 Median -1.08E+09  340992.5 

 Maximum  3.04E+09  466248.0 

 Minimum -5.50E+09  180516.0 

 Std. Dev.  2.44E+09  94348.04 

 Skewness  0.107520 -0.251153 

 Kurtosis  2.564141  1.906376 

 Jarque-Bera  0.098423  0.603469 

 Probability  0.951980  0.739534 

 Sum -1.36E+10  3309011. 

 Sum Sq. Dev.  5.35E+19  8.01E+10 

 Observations  10  10 

Source: Researcher’s computation (2021)  
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Table 1 shows the mean (average) for each of the variables, their maximum values, minimum 

values, standard deviation and Jarque-Bera (JB) statistics (normality test).The result in Table 

1 provided some insight into the nature of the selected Nigeria quoted banks that were used in 

this study.  

It was observed that on the average over the ten (10) year period (2010-2019), the sampled 

quoted banks in Nigeria were characterized by negative average TACC (-1.36). It was also 

observed that the average medical expenses (MDE) value over the period was 330901.1; the 

maximum value was 4466248.0 while the minimum stood at 180516.0. In Table 1, the 

Jarque-Bera (JB) which test for normality or the existence of outlier or extreme values among 

the variables shows that all our variables are normally distributed and significant at 5% level 

and the result could be generalized. This also implies that a least square regression can be 

used to estimate the pooled regression models. 

Test of Hypothesis  

Ho1: Medical Expenses has not significantly influenced Earnings Management of 

Commercial Banks in Nigeria. 

HI1: Medical Expenses has significantly influenced Earnings Management of Commercial 

Banks in Nigeria. 

Table 2: Panel Least Regression analysis showing the relationship between TACC, and 

MDE 
Dependent Variable: TACC   

Method: Least Squares   

Date: 10/18/21   Time: 13:01   

Sample: 2010 2019   

Included observations: 10   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C -7.18E+09 2.30E+09 -3.125110 0.0141 

MDE 17570.76 6699.429 2.622725 0.0305 

     
     R-squared 0.462318     Mean dependent var -1.36E+09 

Adjusted R-squared 0.395108     S.D. dependent var 2.44E+09 

S.E. of regression 1.90E+09     Akaike info criterion 45.74100 

Sum squared resid 2.88E+19     Schwarz criterion 45.80152 

Log likelihood -226.7050     Hannan-Quinn criter. 45.67462 

F-statistic 6.878689     Durbin-Watson stat 1.829914 

Prob(F-statistic) 0.030521    

     
     

Interpretation of Regression Result 

In table 2, a panel least square regression analysis was conducted to test the relationship 

between medical expenses and earnings management. Adjusted R squared is coefficient of 

determination which tells us the variation in the dependent variable due to changes in the 

independent variable. From the findings in the table 2, the value of adjusted R squared was 

0.395, an indication that there was variation of 40% on medical expenses earnings 

management due to changes in. This implies that only 40% changes in earnings management 

of banks could be accounted for by medical expenses, while 60% was explained by unknown 

variables that were not included in the model. The probability of the slope coefficients 

indicate that; P-value =0.003>0.05). The co-efficient value of; β1= -17570.76; t = 2.622725 

for TACC implies that medical expenses is positively related to earnings management, 

though statistically significant at 5%. 
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The implication is that, for there to be a unit/one naira increase in MDE there will be 

17570.76 multiplying effect increase of TACC. 

The Durbin-Watson Statistic of 1.829914 suggests that the model does not contain serial 

correlation. The F-statistic of the MDE regression is equal to 6.878689 and the associated F-

statistical probability is equal to 0.030521, so the null hypothesis was rejected and the 

alternative hypothesis was accepted.  

Decision 

Since the Prob (F-statistic) of 0.030521 is less than the critical value of 5% (0.05), then, it 

would be upheld that medical Expenses has significantly influenced Earnings Management of 

Commercial Banks in Nigeria at 5% level of significance, thus, H1 is preferred over Ho. 

Table 3: Pairwise Granger Causality Tests 
Date: 10/18/21   Time: 13:18 

Sample: 2010 2019  

Lags: 2   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
     MDE does not Granger Cause TACC  8  17.3397 0.0225 

 TACC does not Granger Cause MDE  5.18450 0.1063 

    
    Source: E-Views 10 Causality Output, 2021 

Interpretation of Diagnostic Test 

Table 3 indicates that there is a uni-directional causality between TACC and MDE, since the 

causality only runs from the independent variable to the dependent variable (TACC) at two 

(2) lags at p-values less than 5%; MDE = 0.023<0.05, thereby establishing the fact that 

medical expenses affects significantly the earnings management of Nigerian banks. 

 

Discussion of Result and Recommendation 

From the findings in hypothesis 1, the value of adjusted R squared was 0.395, an indication 

that there was variation of 40% on earnings management (TACC) due to changes in medical 

expenses (MDE). This implies that only 40% changes in MDE could be accounted by TACC, 

while 60% was explained by unknown variables that were not included in the model. The 

probability of the slope coefficients indicate that; P =0.03<0.05). The co-efficient value of; 

β1= 17570.76 for TACC implies that MDE is positively related to TACC, though statistically 

significant at 5%. The F-statistic of the MDE regression is equal to 6.878689 and the 

associated F-statistic probability is equal to 0.030521, so the null hypothesis was rejected and 

the alternative hypothesis was accepted. 

Based on the findings of the study, the researcher recommends that Medical Expenses proved 

positive significant effect on Earnings Management, meaning that increase in such expenses 

may lead to decrease in taxable income.  
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