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Ahmed Samaan (Egypt), Tariq Elrazaz (United Arab Emirates),
Diaa Metwally (Saudi Arabia, Egypt), Elsayed Belal (Egypt)

DOES ESG PERFORMANCE
MITIGATE EARNINGS
MANAGEMENT? EVIDENCE
FROM UK TAKEOVER TARGETS

Abstract

This study examines whether environmental, social, and governance (ESG) perfor-
mance mitigates earnings management within the setting of corporate takeovers in
the United Kingdom. The study utilized a panel dataset of 380 UK takeover targets
(1,121 firm-year observations) acquired from 2013 to 2023. We measure accrual-based
earnings management using discretionary accruals. The findings reveal that targets
manipulate their earnings in the first year with an earnings release prior to the acquisi-
tion relative to other periods in the three-year event period under study (p = 0.0168,
p <0.10). Crucially, firms with higher aggregate ESG scores exhibit substantially lower
discretionary accruals (f = -0.026, p < 0.05), indicating that strong ESG performance
constrains opportunistic reporting. This mitigating effect is driven primarily by the
social pillar of ESG (p = -0.00069, p < 0.01). These results indicate that earnings man-
agement by takeover targets is concentrated in the period of greatest valuation scrutiny,
highlighting the strategic nature of preacquisition reporting behavior. Moreover, our
results further suggest that ESG performance, particularly social responsibility, acts as
a governance mechanism that constrains managerial opportunism when incentives to
manipulate earnings are strongest.

Keywords ESG, mergers and acquisitions, earnings management,
corporate governance, UK
JEL Classification C31, C33, C36, G34, M41, Q56

INTRODUCTION

Mergers and acquisitions are among the most important events of
corporate strategy, as they facilitate rapid growth, economies of scale,
and enhanced diversification. Mergers and acquisitions are both a re-
sponse to and a catalyst for market shifts, competitiveness, and the
creation of shareholder value in the UK and globally (Malikov &
Zalata, 2025; Tunyi et al., 2024). These corporate events often occur
in periods of heightened uncertainty and negotiation pressure, which
may create incentives for managers to manipulate earnings to influ-
ence reported financial performance. The economic impact of earn-
ings management around mergers and acquisitions can be substantial
due to the associated wealth transfers among stakeholders (Malikov
& Zalata, 2025; Elrazaz, 2019; Elrazaz et al., 2021; Campa & Hajbaba,
2016; Farooqi et al., 2017). Such behavior is particularly relevant for
takeover targets, whose valuation and bargaining position can be af-
fected by the appearance of improved short-term performance. The
pre-acquisition years leading up to a takeover are frequently distin-
guished by heightened managerial discretion, which makes it an es-
sential time to evaluate the integrity and accuracy of financial state-
ments (Botsari & Meeks, 2008, 2018). Accordingly, understanding
the integrity of financial reporting in the pre-acquisition period is a
matter of practical and academic importance. The economic impact
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of earnings management around mergers and acquisitions can be substantial due to the associated
wealth transfers among stakeholders. As such, in a given merger and acquisition, both acquirers and
targets have strong incentives to manage earnings (Ben-Amar & Missonier-Piera, 2008; Pham et al.,
2019; Vasilescu & Millo, 2016; Kim et al., 2022).

In recent years, the rise of environmental, social, and governance (ESG) performance as a measure of
corporate responsibility has introduced a new dimension to financial reporting research. More specifi-
cally, the relationship between ESG activities and earnings management has emerged as a prominent
area of inquiry in the accounting literature. This relationship falls squarely within the accounting lit-
erature as it examines how non-financial reporting dimensions, captured through ESG, interact with
financial reporting practices such as earnings management, a key concern in accounting research. A
few studies in the extant literature examined this relationship (Velte, 2019; Gongalves et al., 2021; Gaio
et al., 2022; Lestari & Muthmainnah, 2025); however, these studies do not investigate this relationship
within the context of mergers and acquisitions. Firms with strong ESG profiles are expected to dem-
onstrate higher ethical standards, greater transparency, and enhanced responsiveness to stakeholder
expectations. In this study, we dissect ESG into its three pillars, enabling us to assess which dimensions
are most closely associated with financial integrity and resilience in periods of heightened scrutiny and
duress. Existing research presents conflicting and, at times, inconclusive evidence regarding the link be-
tween ESG and earnings management (Gavana et al., 2024; Chouaibi & Zouari, 2022; Kolsi et al., 2023).
Whether these attributes translate into improved financial reporting discipline during critical events
such as mergers and acquisitions remains insufficiently understood.

The scientific problem addressed in this study concerns the limited and inconclusive evidence regard-
ing the capacity of ESG performance to mitigate earnings management among takeover targets. While
managerial incentives to manipulate earnings before an acquisition are theoretically strong, it is unclear
whether ESG-oriented firms behave differently. Despite the abundance of studies examining earnings
management during takeovers and a growing body of research examining ESG and earnings quality,
there is a significant gap in understanding how the various ESG pillars may act as mitigating forc-
es against earnings management behavior, especially in scenarios with heightened financial scrutiny.
Moreover, to date, little is known about how these dynamics play out specifically among UK takeover
targets, particularly during the years leading up to an acquisition when earnings management is most
likely to occur.

1. LITERATURE REVIEW

performance in shaping financial reporting qual-

AND HYPOTHESES

Prior research on earnings management in merg-
ers and acquisitions reveals inconsistent and con-
text-dependent findings, influenced by factors such
as the nature of the transaction and the method of
negotiation (Anagnostopoulou & Tsekrekos, 2015).
Davis and Khadivar (2024) and Dokas et al. (2025)
have substantiated that earnings inflation prior to
mergers by targets continues, despite regulatory ef-
forts to enhance transparency and audit oversight.
The diversity of findings underscores the absence
of consensus regarding the timing and direction
of earnings management by takeover targets. A
growing body of literature also examines the role
of environmental, social, and governance (ESG)
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ity. Such ESG factors have gained prominence as
indicators reflecting a company’s commitment to
ethical conduct and sustainable operations. High
ESG performance is often linked to enhanced
transparency, accountability, and overall long-
term value creation. Accordingly, ESG may serve
as a governance mechanism constraining earnings
management, especially in periods of heightened
due diligence and scrutiny, such as mergers and
acquisitions. Furthermore, companies with stable
ESG performance incur higher reputational costs
if discrepancies in behavior, such as earnings ma-
nipulation, are exposed, thereby deterring earn-
ings management. Recently, Jin (2025) has under-
scored the necessity of comprehending the distinct
impacts of environmental, social, and governance
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actions on financial outcomes. Similarly, Khan et
al. (2016) reached the same consensus and brought
forward the notion that disaggregating ESG into
its different pillars provides a better understand-
ing of how ESG influences financial performance
and outcomes.

Although the extant literature extensively covers
earnings management during takeovers (Tunyi et
al., 2024; Missonier-Piera & Spadetti, 2023; Kim
et al., 2022) and is increasingly addressing ESG
and earnings quality (Lestari & Muthmainnah,
2025; Rahman et al.,, 2024), a notable deficiency
persists in comprehending how the three distinct
ESG pillars, environmental, social, and gover-
nance, function as mitigating influences against
opportunistic earnings management, especially
in mergers and acquisitions. The impact of ESG
on mitigating earnings management remains in-
conclusive. Several studies provide evidence that
firms exhibiting superior ESG performance tend
to possess enhanced profit quality (Rezaee & Tuo,
2019). Nevertheless, several firms have been al-
leged to exploit ESG indicators for greenwashing
or to distort their financial performance, therefore
misleading investors (Chen et al., 2024).

The mixed empirical evidence on earnings manage-
ment by takeover targets, combined with the unre-
solved debate surrounding the effectiveness of ESG
performance as a disciplining mechanism, points
to a clear gap in the literature. From a theoreti-
cal perspective, agency theory, stakeholder theory,
and legitimacy theory provide important insights
into how and why ESG practices may limit man-
agement opportunism, especially in the context of
takeovers. Agency theory is concerned with vari-
ous contractual relationships (formal and informal)
binding several parties, such as managers, share-
holders, employees, stakeholders, etc. According
to Jensen and Meckling (1976), managers may be-
have in an opportunistic manner, undertaking self-
serving activities that could be detrimental to the
welfare and interests of shareholders. In this vein,
and within the context of takeovers, a conflict of in-
terest is apparent between the managers/sharehold-
ers of the target and those of the acquiring firm. In
addition to agency theory, stakeholder theory, and
legitimacy theory provide important insights into
how and why ESG practices may limit management
opportunism, especially in the context of takeovers.

http://dx.doi.org/10.21511/ppm.24(1).2026.47
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Accordingly, this study investigates a crucial in-
quiry: Do ESG commitments signify genuine
ethical behavior and institutional rigor, or are
they just superficial gestures susceptible to disin-
tegration when short-term profits are threatened
(Talpur et al., 2024). We posit that if organiza-
tions are genuinely adhering to stakeholder ori-
entation and sustainability principles, we would
anticipate reduced attempts at earnings man-
agement, even during corporate events such as
mergers and acquisitions. Several studies in the
extant literature provide evidence supporting the
assumptions of stakeholder theory. This evidence
confirms that companies that prioritize sustain-
ability are more likely to meet stakeholder expec-
tations, which regard EM practices as unethical
and socially intolerable (Vatis et al., 2025). This
suggests that managers are incentivized to gener-
ate high-quality reports and adhere to more strin-
gent ethical standards, thereby decreasing their
involvement in earnings management (Aouadi &
Marsat, 2018; Aljifri & Elrazaz, 2024). In the same
vein, Jin (2025), Chouaibi and Zouari (2022), and
Yoon et al. (2019) find similar evidence that ESG
performance scores act as an efficient and effec-
tive mitigating tool for earnings management
behavior. In light of the above, we posit that ac-
cording to stakeholder theory, takeover targets
with robust ESG performance profiles will exert
additional effort to uphold transparent and ethi-
cal financial reporting standards, particularly in
periods of heightened external scrutiny, such as
mergers and acquisitions (Sun et al., 2024).

In summary, prior research provides contradicto-
ry evidence on earnings management in takeover
settings and limited insight into whether ESG per-
formance, overall or across its individual dimen-
sions, mitigates such behavior. These gaps moti-
vate the present study, which examines whether
UK takeover targets engage in accrual-based earn-
ings management prior to acquisition and whether
ESG performance, both in aggregate and by pillar,
constrains this behavior.

Accordingly, the following hypotheses are
proposed:
HI: Takeover targets engage in accrual-based

earnings management in the years leading
up to the acquisition announcement.
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H2: Takeover targets exhibiting stronger ESG
performance scores will engage less in accru-
al-based earnings management during the

pre-takeover period.

2. METHODS

This paper utilizes three primary theoretical
perspectives to formulate the study hypotheses,
namely agency theory, stakeholder theory, and
legitimacy theory. Each of these theories offers
a distinct lens for analyzing and understanding
managerial opportunistic behavior in the context
of earnings management and firm-level ESG per-
formance. Based on prior evidence of upward ac-
crual manipulation in takeover contexts, we posit
that UK target firms engage in earnings manage-
ment in the years preceding acquisition (H1). We
further propose that ESG performance mitigates
this behavior, with stronger ESG profiles expected
to constrain such manipulation (H2).

2.1. Sample selection and data
collection

This study examines the impact of ESG factors on
earnings management using an initial sample of
380 publicly listed UK takeover targets acquired be-
tween 2013 and 2023. We obtained relevant merger
and acquisition deal information from the London
Stock Exchange Group (LSEG) (previously known
as Thomson Refinitiv Eikon) database, such as deal
value, announcement date, SIC codes, listing status,
and method of payment. Furthermore, financial
firm-level data to construct our earnings manage-
ment proxy and various control variables were ob-
tained from the DataStream database. In line with
the relevant literature, firms in the financial sector
(SIC codes 60-69) are excluded from the sample
(Schiemann & Tietmeyer, 2022). Table 1 summa-

Table 1. Sample collection and data processing

rizes the relevant criteria and sample construction
process as extracted from the Thomson Refinitiv
Eikon database. The dataset used in this study has
been deposited in the Zenodo open-access reposi-
tory (Elrazaz, 2025).

For our sampled UK takeover targets, ESG data
were obtained from the LSEG. The LSEG Database
determines the ESG score, which ranges from 0
to 100. The minimal score for companies with no
ESG performance is 0, and the maximum score
for companies with high ESG performance is 100.
LSEG scores are unique compared to other pro-
viders’ ratings since they are computed by the data
provider, hence removing the need for researchers
to use judgment in score calculation. Similar stud-
ies in the literature examining ESG performance
use LSEG scores as a metric to assess ESG perfor-
mance (Yin & Xu, 2025).

This study is based on a final sample of 1,121 firm-
year observations for 374 publicly listed UK take-
over targets acquired between 2013 and 2023, cat-
egorized into 11 industrial categories according to
The Refinitiv Business Classifications (TRBC) in
LSEG. All continuous variables used in the empir-
ical models and analyses were winsorized at the
1** and 99" percentiles to reduce the impact of ex-
treme values and outliers.

2.2. Variable construction

2.2.1. Dependent variable: Discretionary
accruals (Proxy for earnings management)

This study uses accrual-based earnings manage-
ment as the main proxy for earnings manipula-
tion in takeover targets for numerous significant
reasons. Accrual-based earnings management is
generally acknowledged as the most direct and

Request . Operator : Description Number of firms

Target Nation i Include i United Kingdom 121,407
oateomoueed T petween 03t020 B 1
Date Effective/Unconditional Between 2013 to0 2023 34,650
N B e
Target Macro Industry i Exclude Financials 815

Final Consideration Structure Include Cash Only, Cash and S 580
GedSoustolendwe  Compled
Percent of shares held after transaction | Between 50%toHigh 389

Deal Attitude Include  : Friendly, Hostile 380
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obvious indicator of management discretion over
reported profits during takeovers (Lalwani & Jain,
2025). Target managers are motivated to use accru-
als to alter valuations without the operational dis-
turbances or expenses linked to real earnings man-
agement, making accrual manipulation both more
feasible in acquisition contexts. Secondly, accrual-
based earnings management proxies, particularly
those derived from well-established models such
as the Modified Jones model (Dechow et al., 1995),
provide methodological consistency and compa-
rability across firms and event periods (Kothari et
al., 2016). According to Zang (2012), however, real
earnings management is more difficult to identify
and evaluate, especially when companies undergo
operational modifications characteristic of merg-
ers and acquisitions. Finally, recent studies exam-
ining ESG and earnings management routinely use
accrual-based earnings management to investigate
this relationship (Yoon et al., 2018), enabling us to
contrast this study’s findings with prior research.

Consistent with prior studies in the literature
(Botsari & Meeks, 2008; Elrazaz, 2019; Aljifri &
Elrazaz, 2024), we calculate total accruals using a
cash flow methodology as per the Modified Jones
Model (Dechow et al., 1995) in its cross-sectional
variant (Gongalves et al., 2021). Discretionary ac-
cruals (DACCs), our proxy for firm-level earnings
management, are estimated as follows:

DACCs, =TACC, | 4, ,
-l a, +b,, (AREV,, /4

. —AREC, | 4,
+b,, (PPE, [4,)

ip—1

) O

where TACC, is total accruals for estimation port-
folio j for firm i in event year p, AREV, is change
in revenue (total sales) for estimation portfolio j
for firm i in event year p. AREC, is net receivables
in year t less net receivables in year -1; while PPE_
is gross property, plant, and equipment.

2.2.2. Independent explanatory variable:
Environmental, social, and governance
scores (ESG)

The primary independent explanatory variable of

concern in this study is overall ESG performance,
referred to as ESG_combined. ESG performance
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measures are sourced from the London Stock
Exchange Group (LSEG), which offers a thorough
and standardized assessment of corporate ESG
policies. The ESG_combined score is a composite
metric derived from a weighted aggregate of sev-
eral data points in the environmental, social, and
governance sectors, with the weighting system
indicating the relative significance of each indi-
cator. ESG_combined scores range from 0 to 100,
with higher values signifying superior ESG per-
formance among takeover target companies that
satisfy LSEG’s basic data disclosure criteria. In
our empirical analysis, we disaggregate the over-
all ESG_combined metric into its three component
dimensions: environmental (Env_score), social
(Soc_score), and governance (Gov_score), to ana-
lyze their individual impact, if any, on earnings
management.

2.2.3. Control variables

Following prior studies in the literature, we in-
clude a vector of firm-specific control variables that
have been shown to influence the degree of earn-
ings management. The inclusion of these firm-lev-
el control variables in the empirical models aims
to mitigate any possible endogeneities linked to
omitted variables (Gujarati & Porter, 2009). First,
we control for target firm size (Tsize), measured
as the natural logarithm of total assets. Firm size
is included as a control variable, as most studies
on earnings management find evidence that larger
firms face greater scrutiny and can devote more
resources to sophisticated earnings manipulation
(Adeneye et al., 2024). Second, the market-to-book
ratio (Tmtb), defined as the market value of com-
mon equity divided by the book value of common
equity, is included as a control variable to proxy
for firm growth opportunities, since the extant lit-
erature finds evidence that high-growth firms of-
ten face greater incentives and opportunities for
earnings management (Banerjee et al., 2024). Sales
growth (Tsgrowth) is also included as an addition-
al variable to further control for growth dynamics,
calculated as one-year growth in sales.

Third, return on assets (Troa), calculated as net in-
come before extraordinary items divided by lagged
total assets, is included as a measure of profitabili-
ty since prior studies in the literature find evidence
indicating that less profitable firms may be more

727



Problems and Perspectives in Management, Volume 24, Issue 1, 2026

inclined to manipulate earnings (Drempetic et al.,
2020). Fourth, firm leverage (Tlvrg) is included as
a control variable and calculated as the ratio be-
tween total debts and total assets. Prior studies in
the literature find evidence that highly leveraged
firms manage their earnings upwards, resulting in
high abnormal accruals as an attempt to avoid vio-
lating debt covenants (Bassiouny, 2016). Fifth, firm
age (Tage) calculated as the numbers of years from
the date of incorporation to the acquisition year is
included to control for firm maturity (Pasko et al.,
2021). Sixth, we also include a binary loss indicator
(Tloss), which takes the value of 1 if a firm reports
a net loss, 0 otherwise. Firms incurring losses are
more likely to manipulate earnings to meet earn-
ings thresholds or avoid negative market judg-
ments (Yami et al., 2023; Bansal, 2024).

Finally, we add the proportion of independent di-
rectors (Tindp) and proportion of female directors
(Tfml) to control for board effectiveness and board
gender diversity, respectively (Srinidhi et al., 2011;
Peni & Vahiamaa, 2010). Recent studies indicate
that boards with a higher proportion of indepen-
dent directors are more successful in mitigating
opportunistic financial reporting, particularly in
high-stakes corporate events such as mergers and
acquisitions (Chen et al., 2015).

2.3. Empirical model specifications

2.3.1. Takeover targets accrual-based earnings
management

To examine our first research hypothesis positing
that takeover targets manage their earnings via ac-
cruals (DACCs) in the years preceding the acqui-
sition announcement (H1), we employ an OLS re-
gression framework (Equation 2), while explicitly
accounting for other determinants of firms’ earn-
ings management behavior. The baseline model is
delineated in Equation (2). Following Elrazaz et al.
(2021) and Malikov and Zalata (2025), all OLS re-
gressions are estimated while clustering at the ‘tar-
get’ firm level. This methodological aspect allows
us to address heteroskedasticity and serial corre-
lation concerns in our models. Furthermore, in-
dustry and year dummies are included in the OLS
regressions to account for industry and time-fixed
effects (Petersen, 2009). We do not report industry
and year fixed effects for the sake of brevity.

728

DAACs, = B+ B Pre _Takeover 2,

+p,Pre_Takeover 1, (2)

+B.,Takeover _Year, + B,Controls, +¢,,

where DACCs, is discretionary accruals for
target firm 7 in year t as calculated from the
Modified Jones model (Dechow et al., 1995).
Pre_Takeover_Zit is a dummy variable equal to
1 if year t is two years prior to the acquisition,
zero otherwise. Pre_Takeover_]it is a dummy
variable equal to 1 if year ¢ is one year prior to
the acquisition, zero otherwise; while Takeover_
Year,is a dummy variable equal to 1 if year ¢ is
the acquisition year, zero otherwise. Controls, is
a vector of firm-level control variables. ¢, is the
random error term.

Our main explanatory variables of interest are
the three time-indexed dummy variables: Pre_
Takeover_2,Pre_Takeover_1,and Takeover Year,
which mark the timeline of each target firm’s
acquisition. More specifically, the coeflicients
B,> B,» and B, capture variations in discretionary
accruals over the two years before the acquisi-
tion and in the acquisition year, respectively. If
any of these coeflicients are positive and statisti-
cally significant, the findings would corroborate
hypothesis H1, suggesting that takeover targets
engage in earnings management in the periods
preceding an acquisition. The individual mag-
nitude and significance of each coeflicient will
indicate in which specific year(s) earnings man-
agement is most pronounced for the targets in
our sample.

2.3.2. ESG performance and earnings
management in takeover targets

In testing our second hypothesis (H2) positing that
takeover targets with higher ESG performance
scores will engage less in accrual-based earnings
management during the pre-takeover period, we
employ two baseline fixed effects regression mod-
els, specifically equation (3) and equation (4). The
dependent variable in all models is discretionary
accruals (DACCs), our proxy for accrual-based
earnings management. Equation (3) evaluates the
relationship between a target firm’s ESG perfor-
mance and the extent of accrual-based EM. In this
specification, ESG in equation (3) is operational-
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ized in two ways, where we first run the regression
with the aggregated ESG_combined score as the
primary explanatory variable of interest. Second,
equation (3) is run separately for the individual
ESG pillars, namely, Env_score, Soc_score, and
Gov_score.

DAACs, = 3, + BESG,

+B,Controls, +¢,,

©)

where DACCs, is discretionary accruals for tar-
get firm i in year t. ESG, denotes the ESG perfor-
mance of target firm i in year ¢; it is first operation-
alized using ESG_combined as the main indepen-
dent variable in the model, followed by the use of
the three distinct ESG pillars. Controls, is a vector
of firm-level control variables. ¢, is the random er-
ror term.

In this model, a statistically significant negative 3, co-
efficient would support our second hypothesis (H2),
indicating that takeover targets firms with higher
ESG scores exhibit lower levels of earnings manage-
ment. When extending the model to include the in-
dividual ESG pillars, the { coefficients would mea-
sure the separate impacts of environmental, social,
and governance performance, respectively. Negative
and significant estimates for these coefficients would
imply that each ESG pillar independently contrib-
utes to constraining earnings management, provid-
ing nuanced support for H2.

As a final stage, equation (4) builds on equa-
tions (2) and (3) and assesses the moderation
effect of a takeover target’s ESG performance
on the variation in earnings management dur-
ing takeovers. We examine whether high-ESG
firms have a distinct accruals pattern prior to,
and throughout the acquisition, in contrast to
low-ESG firms. Similar to equation (3), we esti-
mate this moderation model twice; once using
the ESG_combined score, and again using the
three pillar scores in place of the single ESG
term (with each pillar score interacted with the
takeover timing dummies as stipulated in equa-
tion (2)). In all our models, we use firm-level
standard error clustering at the target firm level
to mitigate concerns of heteroskedasticity and
serial correlation, while including industry and
year fixed effects to further diminish any omit-
ted variable biases.
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DAACs, = B, + B, Pre_Takeover 2,
+p,Pre_Takeover 1,

+B,Takeover _Year, + B,ESG,

+ 3 (Pre _Takeover _2,-ESG,)
+p,(Pre_Takeover _1,-ESG,)

+/3, (Takeover _Year, - ESG,)

+pBControls, +¢&,,

)

3. RESULTS AND DISCUSSION

Panel A of Table 2 presents the distribution of
target firms in our sample by industry, Panel B
presents the distribution of deals by year for the
period 2013 to 2023, while Panel C shows the dis-
tribution of the sample across the years accord-
ing to the method of payment. The distribution of
targets per industry is according to The Refinitiv
Business Classifications (TRBC) in LSEG. Overall,
11 industry sectors are represented in the sample,
where such industry groupings will be used to
estimate discretionary accruals according to the
cross-sectional earnings management model used
in the study. Distributions reported in Panel A of
Table 2 indicate that the targets making up the
sample span across numerous industries, with the
greatest concentration of firms represented in the
high technology sector, precisely 86 firms consti-
tuting 22.99% of the total sample. This is followed
by consumer products and services (12.03%), in-
dustrials (11.23%), and healthcare (9.89%), with
the telecommunications sector least represented,
comprising only 1.87% of the sample.

Panel B of Table 2 presents the distribution of
deals by year for the period 2013 to 2023. The larg-
est concentration of takeovers is in 2019, which
accounts for 14.44% of the sample. Other years
with relatively high merger and acquisition activ-
ity include 2018 (9.63%), 2014 (9.36%), and 2015
(9.36%). The lowest deal volumes occurred in 2017
and 2023, each with 6.95% of the total deals. In
terms of the consideration structure used in the
deal, Panel C of Table 2 shows the distribution of
the sample across the years according to the meth-
od of payment (Cash only deals/Stock-for-Stock
deals/Mixed payment deals). As shown in Panel
C, 81.50% of the deals are financed purely by cash,
10.70% of the deals are stock-for-stock, and the re-
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Table 2. Takeover targets distributions by industry, acquisition year, and method of payment

Panel A: Industry Distribution of Targets Panel B: Deals Distribution by Year
Target Industry Freq. % Acquisition Year Freq. %
Consumer Products and Services 45 12.03 2013 31 8.29
Consumer Staples EC S = 2014 BT B
Energyand Power L3888 2015 A W .. SN
Healthcare 37 9.89 2016 33 8.82
g Teomalony B T e e
Industrials 2018 36 9.63
Materials:: Sois B i 14 R
Media and Entertainment 2020 .85
Real Estate 2021 9.09
Retail B 202 L3 BSE
Telecommunications A 2023 LT S B
Total 374 Total 374 100%
Panel C: Distribution of targets by year and consideration structure
Acquisition year Cash ©  Cashandstock Stock Total

JETA S
20

LT S
27

4

o

I S
2017

L2009
2020

2

TN ES Y P S

35

B
36

B R

FN) 1 [0 YWY 1S NS PVAS

L2033 B0 B 26
Total 305 (81.5%) 29 (7.8%) 40 (10.7%) 374 (100%)

maining 7.80% are financed by a combination of
cash and stock. The finance literature has exten-
sively documented the predominance of cash con-
sideration in mergers and acquisitions (Faccio &
Masulis, 2005).

Table 3 reports the summary statistics for all
continuous variables employed in the empirical
analysis. The primary explanatory variables, ESG_
combined, Env_score, Soc_score, and Gov_score
have mean values of 44.27%, 37.80%, 46.81%, and
46.45%, respectively, on a scale ranging from zero
to 100%. These scores indicate considerable varia-
tion in corporate ESG performance among the
target firms in our sample, which is consistent
with prior studies (Taliento et al., 2019; Kotzian,
2024; Tohang et al., 2024; Sun et al., 2024; Gavana
et al., 2024). The disparity between the minimum
and maximum values of various ESG proxies may
be ascribed to the differing degrees of prepared-
ness across UK takeover targets in our sample to
implement corporate ESG performance initiatives
(Guerrero & Viteri, 2025). Focusing on the dif-
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ferent ESG pillars, the reported scores show that
firms in the sample tend to achieve higher per-
formance levels in social and governance dimen-
sions (means of 46.81 and 46.45, respectively) than
in the environmental dimension (mean = 37.80),
echoing the patterns reported by Garcia-Sanchez
and Garcia-Meca (2017), who find that firms often
prioritize governance and social initiatives over
environmental disclosures.

In our sample of UK targets, the mean value of
discretionary accruals (DACCs), our proxy for ac-
cruals earnings management, is zero, with a stan-
dard deviation of 0.12 and values ranging from
-0.50 to 0.36. This distribution suggests that while

some targets engage in income-increasing strate-
gies, others adopt income-decreasing practices,
consistent with prior studies in the literature re-
porting similarly centered discretionary accruals,
while also underscoring the heterogeneous nature
of earnings management across firms (Gokhale &
Pillai, 2024; Kothari et al., 2005). In terms of con-
trol variables, the mean return on assets (Troa) of
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No.: Variables N Mean SD Min Max 75" Percentile 95t Percentile
L LobAccs 1121 0 0 012 . -050 . 036 006
2 :ESG combined 1,121 44.27 17.57 2.76 86.77 56.55
St um s mm o sses
L4 Socscore 1121 . 4681 . 2022 . 367 . 9249 59.23
5 iGovscore 1,121 46.45 20.80 62.6
L2..oovscore . o 20ol. 005
12.11 13.65
1.88 271
0.21 033
0.13 0.18
0.37 1
651 2664 . 200 00 . 30
57.53 16.94 0 100.00 66.67
21.16 13.16 o 7143 28.57

-0.04 and a loss frequency (Tloss) of 37% indicate

relatively weak profitability among our sample
of takeover targets. This finding is in line with
prior research indicating that less profitable, or
loss-making firms, are more prone to be targets
of acquisitions and may have greater incentives
to manipulate earnings (Vasilescu & Millo, 2016;
Elrazaz et al., 2021). Board structure is character-
ized by a mean of 57.5% independent directors
and 21.2% female directors, consistent with re-
cent evidence of rising board diversity in Europe
(Dutordoir et al., 2024). These results are aligned
with the broader earnings management and ESG
literature, reinforcing the appropriateness of the
selected controls and the representativeness of our
sample.

Table 4. Correlation matrix

Table 4 presents the results for the Pearson correla-
tion matrix among the variables used in our study.
The overall ESG score displays an insignificant cor-
relation with DACCs (0.11), suggesting that, at the
aggregate level, ESG performance does not exhibit a
straightforward influence on earnings management
behavior in our sample, warranting a more granular
multivariate regression analysis. The robust positive
correlations across ESG and its components indicate
that companies often exhibit consistent performance
across all ESG dimensions, consistent with other
studies in the literature (Velte, 2019; Almubarak
et al., 2023). However, this does not raise multicol-
linearity concerns since we use the ESG_combined
score and each of its pillars as separate individual de-
pendent variables in our empirical models.

Variables . 1 2 3 4 5 6 7 8 9 10 11 @ 12 13 14
DACCs 1

Ezigined 0.11 !

Env score fo082*x i 1 i

Soc score S 0.89% 1 069 i 1

Gov score S 073% 1037 047F ¢ 1

Troa £ 010 : 016* i 002 | 006 i 1

Tsize D047 1 043% : 047% © 0.32% 1 0.22F 1 1

Tmtb £ —0.05 : -0.09 i —0.02 : —-0.01 { 002 i 003 : 1

Thrg £ 007 :-002: 004 | 008 :-0.29%: 0.26* :-001 G 1

Tsgrowth £ -0.05 : —0.10 : -0.02 : —=0.02 : 0.00 i -003 : 000 : -002 & 1

Tloss £ 002 —001 i -0.01 | 0.01 -042*i-025%: -0.01 : 0.04 : 003 : 1

Tage ©0.29% 1 0.23* : 031* : 017* § 0.13* i 0.14* : —0.05 : —0.03 | —0.05 : —0.12*: 1

Tindp £025% | 010 @ 015* : 0.38* : 011 : 026*  —006 : 002 : 002 : -005: 007 : 1
T 0.31* | 0.18* | 019* = 0.39* (-0.21* & 018* . 007 = 0.14* i 003 . 009 . 007 : 028* : 1

Note: Pearson Correlation Matrix for key variables for firm—year observations. *, **,

significance, respectively.
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Our primary variable of interest, DACCs (discre-
tionary accruals), shows a moderate positive cor-
relation with Troa (0.58), suggesting that more
profitable firms are more inclined to manage their
earnings (Jamadar et al., 2022). DACCs also dis-
play a significant negative association with Tlvrg
(-0.33) and Tloss (-0.33), indicating that higher le-
verage and loss reporting are related to diminish-
ing discretionary accruals, a pattern aligned with
findings that financial constraints and subpar per-
formance limit managerial discretion (Burgstahler
& Dichev, 1997).

3.1. Multivariate analysis results
and discussion

Model (1) examined whether discretionary accru-
als increase in the years preceding a takeover, cap-
turing the timing of earnings management. Model
(2) assessed the relationship between ESG perfor-
mance, both overall and by pillar, and earnings
management. Model (3) explored whether ESG
moderates earnings management across the pre-
takeover period.

3.1.1. Multivariate analysis of baseline earnings
management

Table 5 presents the results from estimating the
multiple regression model specified in equation (1),
where discretionary accruals (DACCs), derived from
the cross-sectional modified-Jones model, serve as
the proxy for accrual-based earnings management.
The findings indicate that, among the main explan-
atory variables (Pre_Takeover 2, Pre_Takeover 1,
Takeover_Year), only coefficient B, is statistically
significant for our sample of takeover targets. This
result suggests that target firms engage in earnings
management during the first year with an earnings
release preceding the acquisition, compared with
other periods in the three-year event window, vali-
dating our first baseline earnings management hy-
pothesis (H1). More specifically, the coefficient 8, on
the explanatory variable Pre_Takeover 1 (column 2)
is positive and statistically significant at the 10% level
of significance (0.01683, p < 0.10). These results are
consistent with prior studies in the literature indicat-
ing that takeover targets manage their earnings up-
wards in the period(s) leading up to the acquisition
year (Campa & Hajbaba, 2016; Davis & Khadivar,
2024; Elrazaz et al., 2021).
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Regarding the control variables, the results broad-
ly align with those reported in the extant literature.

Table 5. Baseline takeover targets earnings

management
Variables (1) DACCs (2) DACCs (3) DACCs
-0.01423
Takeover_t2 -
(0.00938)
0.01683*
Takeover_t1 -
(0.00916)
-0.00519
Takeover_t freeeses
i (0.0116)
-0.00204 -0.00188 -0.00201
Tsize - -
(0.0027) (0.0027) (0.00271)
-0.02882 -0.02836 -0.02994
TIvrg ” ” e
(0.02581) (0.02579) i (0.02584)
. 0.26023*** | 0.25948*** | (0.25944***
roa b : 7 et .
(0.03504) (0.03502) (0.0351)
0.00166 0.00168 i  0.00163
(0.00138) (0.00137) | (0.00138)
-0.00785 -0.00822 i -0.0086
ngrowth v v A
(0.00781) (0.00779) (0.00782)
. {-0.02752%* | -0.02677** i -0.02695**
(0.01137) (0.01136) |  (0.0114)
. 0.00039** 0.00039** |  0.00039**
& (0.00017) (0.00017) (0.00017)
Tind (0.00040) (0.00033) i  0.00042
P { (0.00039) (0.00039) i (0.00019)
S { (-0.00107) ** i (-0.00102) * i  0.00038*
(0.00052) (0.00053) i (0.00040)
0.12323*%** | (0.10709*** | 0.10882%**
Constant - : - [ .
(0.03736) (0.03622) (0.0363)
Observations 1,121 1,121 : 1,121
R-squared 0.20625 0.20752 0.20377
Adj R? 0.18262 0.18393 i  0.18007
Industry FE Yes Yes Yes
Year FE Yes Yes Yes

Note: Robust standard errors clustered at the target firm lev-
el are in parentheses. (¥, **, and ***) represent significance
levels of 0.10, 0.05, and 0.01, respectively.
3.1.2. Multivariate analysis of baseline ESG

and earnings management

Table 6 presents results of the multivariate
baseline analysis between ESG_combined, in
addition to each of its individual pillars (Env_
score, Soc_score, Gov_score), and takeover tar-
gets’ accrual earnings management, as proxied
by discretionary accruals calculated from the
Modified Jones model (Dechow et al., 1995). For
robustness, we also run our models using an
alternative measure of accrual earnings man-
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agement using Kothari et al’s (2005) specifica-
tion. It is noted that the ROA control variable
(Troa) is eliminated from the models when ac-
cruals, as derived from Kothari et al.’s (2005)
model, are used as the independent variable.
As shown in column (1), the coefficient on the
main ESG_combined explanatory variable is

Problems and Perspectives in Management, Volume 24, Issue 1, 2026

negative and statistically significant (-0.026, p <

0.05). Column (2) displays similar results when
we use an alternative accrual earnings man-
agement proxy as derived from Kothari et al’s

Table 6. Relationship between ESG and the takeover target’s earnings management

(2025) model, where the main ESG_combined
explanatory variable is still negative and statis-
tically significant (-0.025, p < 0.05). These find-
ings suggest that discretionary accruals are low-
er in UK takeover target firms with higher ESG
performance, even after controlling for various
firm characteristics.

Overall, these results support our second hypothe-
sis (H2), indicating that takeover target firms with
higher ESG scores exhibit lower levels of earnings

(1) (2) (3) (4) (5) (6) (7) (8)
Variables Kothari Kothari Kothari Kothari
DACCs DACCs DACCs DACCs
: i Accruals Accruals Accruals Accruals
£SG._ | —0.02635%* | —0.02538** |
combined (-2.29693) | (-2.29109)
—-0.00002 0.00004
Env—score ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
(—0.07536) (0.21982)
—0.00069*** : —0.00067***
SOC_SCOI’E‘ ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
(—2.82695) (—2.83963)
—-0.00031 —-0.00031
GOV_SCOFE ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, J e
(-1.2127) (-1.25771)
T 0.01622*** 0.01813*** 0.01329%*** 0.01484*** 0.01792*** 0.01977*** 0.01417%** 0.01618***
Size e e b S T bt
(4.33385) (5.0152) (3.39879) (3.93283) (4.58796) (5.24487) (3.91162) (4.62684)
- —-0.03332 —-0.02644 —-0.03204 —0.02468 -0.03571* —-0.02866 —-0.03165 —0.02478
Ve e b T L D L T B
& (-1.61421) (-1.3264) (-1.52701) (-1.21848) (-1.73359) (-1.44179) (-1.5181) (-1.23114)
0.32091*** 0.30737*** 0.30847*** 0.3192%**
Troa ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, J e
(=5.97908)
—0.00086
Tsgrowth o
(—0.05484)
-0.02781**
Tloss ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, J e
(-2.57271) (-2.48449) (—2.67909) (-2.61901) (-2.73094) (—2.65259) (—2.49346) (-2.40274)
T 0.00023 0.00027* 0.00018 0.00022 0.00028* 0.00032** 0.00019 0.00023
B e S S T S s T
(1.55691) (1.91217) (1.25031) (1.59232) (1.89031) (2.25202) (1.28304) (1.64362)
—_ 0.00021 0.00017 0.00007 0.00003 0.00013 0.00009 0.00022 0.00018
D e e T e e D Aot
P (0.72962) (0.60289) (0.23072) (0.10226) (0.44422) (0.31057) (0.71284) (0.61006)
Tt —-0.00025 —-0.00038 -0.00041 —0.00055 —-0.00036 —0.00048 -0.00031 -0.00043
Ml e e e e e e B
(—0.64113) (-1.01827) (-1.03493) (-1.44329) (—0.94102) (-1.31299) (—0.76206) (-1.11158)
Constant —0.1198%* | —0.15687*** | —0.16372%** | —0.19491*** | —0.20282*** | —0.23682%** | —0.1735%** | —0.2089***
ONSEANE i oot ot e et e e ST
(—2.36682) (-3.20972) (-3.32375) (—4.09994) (—4.183) (-5.06125) (—3.6616) (—4.56713)
Observations 1,121 1,121 1,121 1,121 1,121 1,121 1,121 1,121
Adjusted R? 0.39478 0.23314 0.38155 0.21375 0.4035 0.24175 0.38429 0.22034
F—stat 15.8722 7.93182 15.00456 7.17131 16.35531 8.23747 15.23016 7.44342
Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes

Note: t-statistics (in parentheses) are calculated using robust standard errors clustered at the target firm level. (¥, **, and ***)
represent significance levels of 0.10, 0.05, and 0.01, respectively.
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management. This discovery reinforces the notion
in the extant literature that a strong ESG frame-
work is correlated with more transparent financial
reporting (Almubarak et al., 2023; Tohang et al,,
2024). Our results are consistent with recent stud-
ies in the literature documenting a negative rela-
tionship between ESG and earnings management
(Cho et al., 2015; Vatis et al., 2025).

Turning to the three individual ESG pillars, re-
sults reported across columns (3)-(8) indicate that
the social dimension (Soc_score) is the only pillar
displaying a negative and statistically significant
coefficient when using DACCs as the independent
variable (column 5) (-0.00069, p < 0.01). Reported
results are robust to using an alternative measure
of earnings management (Kothari Accruals), dis-
playing a negative and statistically significant coef-
ficient (column 6) (-0.00067, p < 0.01). These re-
sults indicate that takeover targets with enhanced
social responsibility performance are less inclined
to manipulate their earnings, as compared to their
counterparts. Apparently, the social dimension
appears to be the main driver behind the ESG-
earnings management relationship nexus in our
sample of takeover targets. Examining the control
variables across all models in Table 6, the results
are largely in line with those documented in the
existing literature.

3.1.3. Multivariate analysis of ESG dimensions as
moderators of earnings management

Building on the findings reported in Tables 5
and 6, which indicate that takeover targets in
our sample engage in income-increasing ac-
crual-based earnings management, we exam-
ine whether environmental, social, and gover-
nance (ESG) performance mitigates such in-
stances of accrual-based earnings management.
By interacting the time-based takeover dummy
(Takeover_tl) with ESG variables, we provide
further robustness for testing our second hy-
pothesis (H2), and evaluate whether high-ESG
targets are less likely to engage in earnings
management before an acquisition, specifical-
ly in the first year prior to acquisition. Table 7
presents the results of this multivariate analysis.
Column (1) of Table 7 examines the moderat-
ing effect of our overall ESG performance proxy
(ESG_combined) on takeover targets’ accrual
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earnings management, specifically in the first
year prior to acquisition (Takeover_t1). The coef-
ficient for the Takeover_tl variable is positive
and statistically significant (0.05681, p < 0.01),
indicating that discretionary accruals are sig-
nificantly higher in the year immediately pre-
ceding a takeover, providing further robustness
to our results (Table 5). This result also implies
that accruals manipulation is elevated in com-
parison to other years surrounding the takeover
announcement, including the acquisition year
itself (Takeover_t) and the second year before
the acquisition (Takeover_t2).

These findings align with prior research show-
ing that takeover targets tend to manage earn-
ings upward in the period(s) preceding the ac-
quisition year (Campa & Hajbaba, 2016; Davis
& Khadivar, 2024; Elrazaz et al.,, 2021). More
importantly, the interaction term ESG_Prel,
which captures the moderating impact of ESG
on earnings management, specifically in the
year prior to the takeover, is negative and statis-
tically significant (-0.00122, p < 0.01). This find-
ing provides evidence suggesting that takeover
targets with higher ESG performance scores, in
contrast to their counterparts, are less inclined
to manipulate their earnings in the pre-takeover
year. This finding highlights the moderating ef-
fect of ESG on accrual earnings management,
further validating our second hypothesis (H2).

Turning to column (2) in Table 7, replacing the
combined ESG_combined score with Soc_score,
our proxy for the social performance dimension,
we find a negative and statistically significant
coeflicient (-0.00067, p < 0.05) for our interac-
tion variable. This result indicates that takeover
targets with high Soc_score performance exhib-
it lower discretionary accruals in the first year
preceding the acquisition, as compared to their
counterparts, thus providing further robust-
ness to our findings (Table 6). This moderating
effect highlights the unique role of the social pil-
lar in mitigating accrual earnings management.
Collectively, our findings indicate that UK take-
over targets adopt income-increasing accruals
earnings management in the first year prior to
the acquisition; nevertheless, robust ESG per-
formance, particularly in the social dimension,
mitigates this tendency.
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Table 7. Moderating effect of ESG on earnings

management
. (1) ESG (2) Soc_score
Variables
DACCs DACCs
0.05681*** 0.02925*
Takeover_tl e
"""" (0.01768) (0.01636)
. —-0.00070*
ESG_combined i
"""" (0.00037)
—0.00122***
ESG_Prel B
I (0.00035)
—0.00108*
Soc_score e
"""""""" (0.00065)
—0.00067**
Soc_Prel s
"""""""" (0.00030)
0.41715%** 0.39786***
Troa e
"""" (0.06444) (0.06487)
. 0.04732* 0.02359
Tsize  beeeeesesesesiee
"""" (0.02726)'“““‘ (0.02781)
—0.00273 —0.00246
Tmth e
"""" (0.00193) (0.00199)
—-0.03333 —0.02652
Tlvrg e
"""" (0,07793)““““ (0.08185)
—0.05212%** —0.05579***
Tsgrowth i
"""" (0.01749)'““‘“ (0.01844)
—0.03508*** —0.03034**
Tloss e
"""" (0.01247)'“““‘ (0.01249)
0.00023 0.00032
Tage —  fmeeesieses
"""" (0.00014) (0.00015)
) —-0.00027 0.00006
Tindp e
"""" (O.OOO6O)WW (0.00063)
—-0.00015 —0.00096
Timl e
"""" (0.00066) (0.00076)
—-0.61370 —0.15937
Constant e
"""" (0.37774)'“““‘ (0.39600)
Observations & 1121 1,121
F-stat & 13.34321 7.45922
AdjR> 0.09443 0.11708
Industry FE & Yes Yes
Year FE Yes Yes

Note: Robust standard errors clustered at the target firm lev-
el are in parentheses. (*, **, and ***) represent significance
levels of 0.10, 0.05, and 0.01, respectively.

3.2. Additional analysis

and robustness checks

3.2.1. Heterogeneity control of ESG-earnings
management using quantile regression

(QR)

In response to recent studies in the extant litera-
ture that question the excessive reliance on linear
models in examining the relationship between
ESG and earnings management, which presume
a uniform effect of ESG across all levels of earn-
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ings management activity, we conduct a robust-
ness check using a quantile regression approach
(Usman et al., 2022). We run quantile regressions
aiming to capture the differential effects of ESG
across different quantiles of earnings manage-
ment, specifically the 25", 50, and 75 percentiles.
Table 8 provides further robustness checks on our
baseline OLS regression results previously dis-
played in Table 6, which examine the relationship
between ESG and earnings management. We find
that the impact of ESG on earnings management
is consistently negative across all quantiles, albeit
with varying degrees of significance. All control
variables retain their statistical inferences as pre-
viously reported.

3.2.2. Endogeneity concerns

Several studies in the literature examining the
ESG-earnings management relationship nexus
have highlighted concerns regarding the pres-
ence of endogeneity between the two variables
(Choi et al., 2018; Kolsi et al., 2023; Velte, 2019;
Chouaibi & Zouari, 2022). Therefore, we take in-
to consideration whether the findings from our
main analysis may have been driven by endoge-
neity issues. Our main baseline OLS models treat
ESG and earnings management as exogenously
determined; however, we recognize that the rela-
tionship between these variables may be subject
to endogeneity. Accordingly, in order to address
this issue and control for endogeneity, we con-
duct several tests. Following Aljifri and Elrazaz
(2024), we employ a two-stage least squares
(2SLS) regression and run post-estimation tests
for endogeneity and over-identifying restrictions.
The results of these tests are presented in Table
9. More specifically, we run the Durbin-Wu-
Hausman (Hausman, 1978) test for endogene-
ity under the null hypothesis that the relation-
ship between ESG and earnings management is
exogenous. Rejecting the null hypothesis would
imply that the relationship between these two
variables is endogenous, and vice versa. Results
of the Durbin-Wu-Hausman test, as displayed
in Table 9, indicate that the null hypothesis is
not rejected; as such, we can safely posit that ESG
and earnings management are not endogenously
determined. We further extend our robustness
and endogeneity checks by testing for over-iden-
tifying restrictions in the 2SLS estimation. To

735



Problems and Perspectives in Management, Volume 24, Issue 1, 2026

Table 8. ESG-earnings management, quantile regression (QR)

(1) (2) €] ) (5) (6)
: Kothari Kothari Kothari
Variables DACCs DACCs DACCs ©  Accruals | Accruals | Accruals
25t 50t 75t
Percentile | Percentile : Percentile
001953 | 002540 -003349%*

25" Percentile 50" Percentile 75" Percentile

.-001684
(0.016
(000533

-0.03546%** . -002220*

(0.0127 {0.0162
oorei7** | ...001311r o .0.023e2%r ¢ .001ssam 878" ...
(0.00417) (0.00419) (0.00531) (0.00360) (0.00440)
“oooe " oomssoowossootsssoouisoooes
(0.02938) (0.02301) (0.02308) (0.02928) (0.01986) 28)
Toaomerr o oamommsaotostsmr ono
...{006883) | (0053%0) (005408) . (006859) (004653 - (0.05689)
—0.00099 —0.00149 0.00012 —0.00148 —0.00103 —0.00112
oo ooy osousiosoten T oooosnooous)
7004054 . -005057% . -004073* 001655 . 00251  -001653
(0.02560) (0.02005) (0.02012) (0.02552) (0.01731) (0.02116)
“ominroosoosoroomor | loowr oo
..(001685) 1 (001320) (001324) . (001680) . (0.01139)
...000026 . 000028* . 000053 . 000029 .  000030%* . 000023
..(0.00021) 0000%6) (000016 . (0.00020) . (0.00014) 000017)
03 000
..7D00028 | 000026 . 000056 . -000040 .  -0.00019
(0.00056) . (000044)  (0.00044) . (0.0006)
790" 541
.05641) (0.05660
Shawion Tt wm T am T am T am T wa
Pseudo R? H 0.27382 H 0.21849 H 0.16442 H 0.19978 H 0.11897 H 0.10119

ESG_combined

Tsize

Tlvrg

Troa

Tmtb

Tsgrowth

Tloss

Tage

Tindp
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assess whether the instrumental variables (IVs) Table 9. Endogeneity tests

are correlated with the error term, we employ
Basmann’s (1960) specification test. As shown in
Table 9, the results confirm the validity of the IVs
used in the 2SLS model, suggesting that endoge-
neity does not pose a concern for our estimates.

Specification Tests Values
Durbin (scorejchi?  F=011 . p-value=07357
0.10 p-value = 0.7448
X*=3.31 p-value = 0.3458
3.10 i p-value =0.3751

CONCLUSION

This study uses a comprehensive sample of UK publicly listed takeover targets acquired between 2013
and 2023 to examine the relationship between earnings management and environmental, social, and
governance (ESG) performance in the context of corporate takeovers in the United Kingdom. The study
also examines whether ESG performance, disaggregated into environmental, social, and governance
dimensions, acts as a mitigating factor against such opportunistic behavior. Our findings reveal that
takeover targets manipulate their earnings in the first year with an earnings release prior to the acquisi-
tion, relative to other periods. More importantly, our results also indicate that robust ESG performance,
particularly in the social dimension, mitigates this tendency. Theoretically, our findings demonstrate
that the ESG social dimension functions as an effective mitigating mechanism that curbs agency prob-
lems in takeover situations. Furthermore, in line with stakeholder and legitimacy theories, our findings
indicate that socially responsible takeover targets would be less inclined to manage their earnings prior
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to an acquisition to maintain their legitimacy. Taken together, these findings demonstrate that ESG
performance is not merely symbolic but functions as an effective constraint on opportunistic earnings
management in high-incentive takeover settings.

The main findings of this study also carry important practical and theoretical implications. ESG per-
formance can serve as an ethical and governance-related mechanism that enhances financial reporting
quality during critical corporate events. For practitioners, the results highlight the importance of in-
corporating ESG assessments into due diligence and valuation processes. For regulators, the evidence
underscores the relevance of sustainability reporting in promoting transparency.

This study has limitations, which also serve as avenues for future research. The study is limited to public-
ly listed UK takeover targets and focuses solely on accrual-based earnings management. Future research
may extend this analysis to private firms, cross-country comparisons, or other forms of manipulation
such as real activities management. Exploring post-acquisition outcomes could also provide insight into
how pre-acquisition ESG and reporting behavior influence long-term integration and performance.
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