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IFRS ADOPTION

AND CEO COMPENSATION:
EVIDENCE FROM LISTED BANKS
IN NIGERIA

Abstract

The study investigates the influence of International Financial Reporting Standards
adoption, using accounting performance measure, to determine the CEO pay in listed
banks in Nigeria. The audited annual financial statements of listed banks in Nigeria
covering the period of 2009-2015 are analyzed. Fixed effect model, viz panel data
analysis is adopted to establish the findings. The findings indicate that adoption of
IFRS in Nigeria results in an inverse relationship with accounting performance
in determining the CEO compensation after controlling for firm and corporate
governance mechanism. However, the adoption of IFRS shows significant positive
influence on the CEO pay. This result has policy implication, which encourages the
regulatory agencies like Central Bank of Nigeria to monitor the compliance of all
banks in Nigeria to the IFRS adoption.

Keywords IERS adoption, CEO compensation, corporate
governance

JEL Classification G34,G32

INTRODUCTION

The intensification of global markets and economies fosters the need
for a unified set of accounting standards. The convergence of ac-
counting standards refers to establishing a single set of accounting
standards acceptable globally. Although, International Accounting
Standards (IASs) cannot be applied in any jurisdiction unless it gains
approval of the national regulators in that jurisdiction. In 2017, the
International Accounting Standards Board released a booklet called
IFRS as global standards: a pocket guide, which states that 140 out of
150 jurisdictions have made public declarations and commitments to
IFRS standards as the single set of IASs. Furthermore, 83%, that is 124
out of 150 jurisdictions, require all or most domestic listed companies
to conform to IFRS requirements (Pacter, 2017).

On July 28, 2010, the Nigeria Federal Government Executive Council
attested the convergence of accounting standards in Nigeria with IFRS
adoption by January 1, 2012. In addition, The Nigeria Accounting
Standards Board, now Financial Reporting Council of Nigeria, an-
nounced a staged implementation of the Global standards. The Apex
Bank in Nigeria and Nigerian Securities and Exchange Commission em-
brace the migration of accounting standards in Nigeria to IFRS. While
Nigeria GAAP uses historical cost accounting as the basis for the prepa-
ration of financial statements. IFRS involves fair value accounting that
serves as a fundamental modifier for accounting standards in Nigeria.



Banks and Bank Systems, Volume 14, Issue 3, 2019

Prior studies have identified the benefits of IFRS adoption on different aspects of financial reporting
globally. Most studies suggest a positive impact of IFRS adoption (Cairns, Massoudi, Taplin, & Tarca,
2011; Goncharov, Riedl, & Sellhorn, 2014; Hou, Jin, & Wang, 2014; Jinadu, Ojeka, & Ogundana, 2016;
Pawsey, 2017; Rodriguez et al., 2017). IFRS adoption introduces fair value relevance, which increases
the relationship between market values and earnings reported in financial reporting used by sharehold-
ers in economic decision-making (Mantzari, Sigalas, & Hines, 2017; Obigbemi, Omolehinwa, Mukoro,
Ben-Caleb, & Olusanmi, 2016). However, the financial statements serve more than one purpose. They
tend to provide information for contractual beneficial objectives as well as value relevance (Hou et
al., 2014). There is a possibility that increase in fair value relevance will impair other purposes of fi-
nancial reporting (Voulgaris, Stathopoulos, & Walker, 2014). Ikpefan and Akande (2012) identify that
as fair value serves as a fundamental measurement for items in financial statements, it would lead to
high volatility and subjectivity. This tends to increase earnings management and decrease conservatism.
Earning management enhances creative accounting, while accounting conservatism increases error in
estimation.

Recent studies focus on the optimal contracting benefits of mandatory IFRS convergences for us-
ers of accounting information. Ozkan, Zvi, and You (2012) investigate the mandatory adoption of
IFRS in the European Union using accounting information in determining executive compensa-
tion. They suggest that post-mandatory IFRS adoption enhances executive compensation through
accounting-based performance. In addition, Hou et al. (2014) analyze the mandatory IFRS adop-
tion and executive compensation in China. They find strong evidence supporting the positive in-
fluence of mandatory IFRS adoption on the accounting-based performance. Both studies place em-
phasis on all listed companies in both territories. However, this study is limited to banking insti-
tutions that are listed in Nigeria, to enrich the influence of mandatory IFRS adoption in a specific
sector like financial institutions. This study differs from prior research (Hou et al., 2014; Ozkan et
al., 2012) by extending the effect of IFRS convergence on the CEO pay in Nigeria characterized by
weakly efficient market.

This study examines the influence of IFRS adoption using accounting information to determine
CEO pay in selected listed banks in Nigeria. Most literature in Nigeria relating to corporate govern-
ance features on CEO pay ignores the effect of IFRS adoption on the governance characteristics and
this article seeks this gap to bridge. The influence of the IFRS adoption is investigated, using ac-
counting performance measures in determining the CEO pay in 10 listed banks in Nigeria. In turn,
a casual comparative research design is adopted to document evidence in support of the formulated
hypothesis: Whether there is a significant relationship in using the accounting performance meas-
ures in determining CEO pay with the IFRS adoption. The findings indicate that IFRS adoption
has a negative effect on the accounting performance measures of CEO compensation.

This study contributes to the emerging studies on mandatory IFRS adoption by exploring its effect on
CEO pay. First, this study extends the prior studies by examining the effect of IFRS mandatory adoption
on CEO compensation packages thereby contributing to the limited literature on the subject-matter in
emerging countries context. In addition, this study tends to help the practitioners to emphasize the ne-
cessity for unified accounting standards in their relative jurisdiction. In furtherance of achieving global
relevance in emerging countries, this study will help the policymakers in full adoption of IFRS. This
paper is unique as it reflects the interaction of Return on Assets and the mandatory adoption of IFRS
given its relative contribution to CEO compensation.

Section 1 of this study reviews the previous literature and develops the hypotheses. Section 2 stipulates

the methodology. The empirical results are in Section 3. Then, Section 4 establishes the robustness of the
study and the last section concludes.

2 http://dx.doi.org/10.21511/bbs.14(3).2019.01



1. LITERATURE REVIEW

1.1. CEO incentives
and firm performance

Many works of literature have built around the
correlation between CEO incentives and firm per-
formance. Jensen and Meckling (1976) emphasize
the managerial power and discretion in conflict
with shareholders in which the modern litera-
ture tagged agency problem. Executive incentives
are simply spelled out to curb agency problems
and encourage the executive to work in the best
interest of the shareholders (Jiraporn, Kim, &
Davidson, 2005). Under the optimal contracting
approach, boards are saddled with the respon-
sibility to design the structure of compensation
as efficient incentives for managers to maximize
shareholders value (Bebchuk & Fried, 2003). Prior
studies suggest that accounting disclosure can in-
fluence “pay-performance sensitivity”. Hermalin
and Weisbach (2012) indicate that increased man-
datory disclosure results in recent high executive
pay. They argue increased disclosure enhances
better monitoring role and more transparency
might adversely affect managers as their pay suf-
fers. They suggest that the public fine-tunes cor-
porate transparency and disclosure in the way to
curb firms’ agency conflict. Prior findings relative
to executive compensation in Nigeria show a lin-
ear relationship to firm performance (Uwuigbe et
al., 2016), profitability (Oyerogba, Riro, & Memba,
2016), and an insignificant relationship between
financial methods and executive compensation
(Umobong, 2015).

1.2. IFRS adoption
and accounting quality

Houge, Easton, and Zijl (2014) examine the in-
fluence of the information quality on financial
reporting in France, Germany, and Sweden who
have low investor protection. Their findings indi-
cate a “significant improvement in forecast accura-
cy and dispersion” after mandatory IFRS adoption
in all the jurisdictions. They pose that the greater
the impact of information quality, the lower the
strength of investor protection. This implies that
IFRS adoption in low investor protection jurisdic-
tions enhances information quality. Pawsey (2017)
perceives that transition to IFRS in Australia has

http://dx.doi.org/10.21511/bbs.14(3).2019.01
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resulted in an increase in annual accounting and
compliance cost. Umobong and Akani (2015) ex-
amine the differences in the quality of accounting
information pre and post-IFRS adoption by man-
ufacturing firms in Nigeria. Their results identify
a decrease in accounting quality. They find that
less value relevance and timely loss recognition
is greater in pre-IFRS compared to post-IFRS.
Karampinis and Hevas (2009) test for the value
relevance in IFRS adoption. They affirm that the
adoption of IFRS positively influences the value
relevance of consolidated net income and book
value which is unconsolidated. Pdagcan (2015) pos-
es that those results from empirical research on the
influence of IFRS adoption on accounting quality
have to be analyzed and interpreted in respect to
“country-specific factors and firm-specific factors”.

1.3. Hypothesis development

Prior studies exhibit mixed results as regards IFRS
related literature on accounting quality. Fair val-
ue accounting might enhance the transparency
of financial statements by reflecting the current
market condition, which results in volatility in
accounting figures (Voulgaris et al., 2014). Barth,
Beaver, and Landsman (2001) indicate that fair
value accounting is generally accepted to add extra
value-relevant information to financial reporting,
which might be useful for firm valuation purposes.
Ozkan et al. (2012) support this theoretical argu-
ment by suggesting that internal performance val-
uation is based on the implicit use of accounting
earnings. Hou et al. (2014) pose that increase in
earnings management after IFRS adoption would
reduce the importance of accounting perfor-
mance in determining executive compensation if
the board of directors discovers any form of earn-
ings management activities. They continue by sug-
gesting that reduction in accounting conservatism
in post-IFRS adoption should increase the use of
accounting performance in determining execu-
tive compensation, “because timely recognition of
both good news and bad news makes accounting
information a better and more natural indicator of
managers’ effort”.

It is then assumed that accounting information
will be timely and more relevant to firm valuation
after IFRS adoption. It is expected that if the board
of directors detects earning management after

3



Banks and Bank Systems, Volume 14, Issue 3, 2019

IFRS adoption, it should reduce the importance
of using accounting performance in determining
CEO pay. More formally, the hypotheses are:

HI: There is no significant relationship between
CEO pay and accounting performance with
mandatory IFRS adoption.

H2: There is no significant relationship between

CEO pay and mandatory IFRS adoption.

2. METHODOLOGY

To achieve the objective, the fixed effect model, viz
panel data analysis is used to establish the find-
ings. The authors extract the highest paid director,
mandatorily IFRS convergence, firm characteris-
tics, and corporate governance mechanism data
from the financial statements of Nigerian listed
banks covering the 2009-2014 period. This peri-
od covers the pre-adoption and post-adoption of
IFRS in Nigeria. However, 10 listed banks in the
Nigerian stock exchange market are selected and
analyzed using the purposive sampling method.
The final sample has been derived after some fil-
tering procedures. Although Nigeria only has 15
listed banks, some banks are excluded provid-
ed the desired data is not available and selected
banks that have 5-year consecutive data for the de-
sired variables following the study of Thakur and
Kannadhasan (2019), which makes the estimated
results robust.

2.1. Model specification

Causal-comparative research design is used to ex-
amine the influence of IFRS adoption on CEO pay
while controlling for firm size, board independ-
ence, board meeting and economic factor affect-
ing CEO pay as well as the unobservable firm fixed
effect based on prior literature. The model exam-
ines the influence of IFRS adoption on CEO pay in
selected listed banks in Nigeria.

logCEO,,, = B, + BIFRS,, + B,ROA +
+B,IFRS,, - ROA+Y_ B,others, +e,,

where CEO_ represents the natural logarithm of

the highestppyaid director (cash compensation). A
dummy variable is used for mandatory IFRS adop-

4

tion in Nigeria. This variable takes 1 as post-IFRS
adoption for 2012-2014, and 0 for the pre-IFRS
adoption for 2009-2011. ROA is the annual return
of total assets, which signifies the internal firm
performance. ROA by Earnings before Interest
and Tax (EBIT)/Total assets as at year-end is meas-
ured. Coefficient 5, measures the accounting per-
formance sensitivity for CEO, from the post and
pre-IFRS adoptions periods. The dependent varia-
ble is the log of CEO,  , while the independent var-
iables consist of IFRS, ROA, and [FRS -ROA as
an interaction term.

3. EMPIRICAL RESULTS

Table 1. Statistics summary

Source: Authors’ survey (2019).

Variables : Obs.: Mean @ Std. | Min | Max

CEOpay . 60 = 1095 0651 . 9680 . 1277

ROA © 60 | 0.0151 : 0.0214 :-0.103 @ 0.0424
Firm characteristics

Firmsize & 60 : 20.84 | 0695 : 1914 = 2219

gfgwfs © 60 i 0216 | 0256 :-0.347 & 0.803
Corporate governance

Board_size 60 © 1462 : 3026 . 6 . 20

Board_indep | 60 : 0615 @ 0119 @ 0.10 0.917

CEO pay represents the natural logarithm of the
highest paid director (cash compensation). ROA is
the Earnings before Interest and Tax (EBIT)/Total
assets as at year-end. Natural logarithm of firms’
total assets is used to control for firm size. Earnings
growth is the change in earnings ¢ from the earn-
ings in t-1. Board size is the number of board of
directors and the ratio of non-executive directors
on the board size is for board independence.

Table 1 shows the descriptive statistics for both
the dependent variable (CEO pay) and other
independent variables. The mean of the CEO
pay is around 10.95. As regards the Return on
Assets, it is on average of 0.0182 with a maxi-
mum of 0.218. Concerning other variables (con-
trolling), the firm size (total assets) shows an av-
erage of 20.74 and 21.1% were earnings growth.
As shown in Table 1, the average board size is 14
with a maximum of 20 executives and non-ex-
ecutive directors and a minimum of six direc-
tors. About 62% of the directors on the board
are independent on the average.

http://dx.doi.org/10.21511/bbs.14(3).2019.01



Table 2. Correlation matrix
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Source: Authors’ survey (2019).

IFRS ROA IFRS-ROA Firm size Growth Board_size : Board_indep
IFRS T T S-S S - . SR -
oA U B — S R S S
IFRS-ROA © 0420 1 _ - - -
S : s S : - s e
Growth e e e . N e
Board_size . 0228 | -0181 . 0229 0137 1 e
Board_indep 00105 0222 -0.147 0190 = -0197 1

Note: * Significance level p < 0.05; " p < 0.01; ™" p < 0.001.

Table 2 reports the Pearson correlation matrix for
the independent variables adopted in the analysis.
The table indicates low correlation among the vari-
ables. Hence, there is no indication of serious mul-
ticollinearity in the models.

In Model 1 and Model 3, OLS regression model
is used to analyze the data, while the fixed effect
model for Model 2 and Model 4. The OLS regres-
sion model shows evidence of homoskedastic-
ity (chi2 (1) = 1.12; Prob > chi2 = 0.2890). Then,
the model is selected based on the F-test or Wald
test. The test identifies that the intercept parame-
ters for all companies are not equal. The Lagrange
multiplier test also indicates no random individ-
ual differences among the companies selected.
Therefore, the fixed effect model is appropriate for
the current model.

To be consistent with previous studies on CEO
compensation, the firm mechanism is controlled.
Natural logarithm of firms’ total assets is included
to control for firm size, the growth rate of earnings
to control for growth opportunities and the ratio of
total liabilities to total assets as leverage to control
for overall financial risk. The corporate govern-
ance mechanism is also included, which is wide-
ly assumed to have an influence on CEO pay. The
board size of the directors and the ratio of non-ex-
ecutive directors on the board size are included to
control for board independence. In addition, the
high frequency of board meeting suggests the im-
portance of the board and effective corporate gov-
ernance (Luo, 2015). Board meeting frequency is
controlled for as the number of meetings per year.
While CEO tenure represents the number of years
that the CEO served in the position.

Table 3. Static panel data analyses of IFRS adoption in CEO compensation

Source: Authors’ survey (2019).

Model 1 Model 2 Model 3
Ordinary least squares Fixed effect Random effect

Variables Coefficient t-value Coefficient t-value Coefficient t-value
IFRS 0.819*** ; (0.286) 1.123%** (0.253) 1.049*** (0.229)
ROA 3924 | (4085) 1270 (2.965) 0282 (2975
IFRSROA 27.19% (12.72) ~34.89%** (0.221) -3343***  (9201)
Firm size 00517 (0.135) ~0.0994 (0.228) ~00730  (0.166)
Growth ~0524 (0.314) ~0200 . (0.219) —028 . (0.222)
Boord_size | 0.0850%** (0.0274) 00733*** = (00211) 00741***  (0.0208)
Boord_indep . 1122 (0.680) 0207  (0574) 00417 . (0554)
Cbnséanf o 1004*** (2815) 7 1202** . (4710) 7 11.31%** (3.442)
S ....... e L -
R;sqﬁérea OO T R B S e
T e S e
T o Lo -
e S S -

Note: Variables as defined in Table 1. Standard errors are in parentheses: *** p <0.01, ** p < 0.05, * p<0.1.

http://dx.doi.org/10.21511/bbs.14(3).2019.01
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Table 4. Robustness test for fixed effect model

Source: Authors’ survey (2019).

Model 4 Model 5
Variable T T
Coefficient t-value Coefficient t-value
Indepeizzztta:;ﬁables 10.86%** (0.0619) 7.858 (5.251)
IFRS 1.220%** (0.250) 0916%** (0.295)
e FOA ~3.491 @110) . 0663 ... (3360
IFRS-ROA —42 81*** (6.626) —32.78%** (10.298)
Firm characteristics
R Firm size - i i (0.28767)7 -
o Earnings growth - -0239 ¢ (0.298)
Leverage N -1.82 (1.131)
Corporate governance
o CEO_tenure - -0.0016 ¢ (0.0125)
Board_size - 0.0698*** (0.0177)
.. BoOTd_indep - . 0114 . (0784)
Board_meet - —-0.0131 (0.0198)
77777777777777 Observations 60 60
77777777777777 R-squared 0.368 0.645
Firm effect YES YES

Note: Robust standard errors are in parentheses. *** Significance level p < 0.01, ** significance level p < 0.05, * significance

level p<0.1.

4. ROBUSTNESS TEST

The influence of IFRS adoption on accounting per-
formance measures is analyzed to determine the
CEO pay in selected listed banks in Nigeria using
pooled regression model (OLS) and fixed effects
model’s regression. Nevertheless, fixed effects
model regression is more appropriate after testing
for the presence of heteroscedasticity. Table 3 re-
ports the influence of IFRS adoption on the CEO
pay via accounting-based performance, while
Table 4 presents robustness test for fixed effect
model. Five Models are used, while the study as-
sumes the unobservable firm fixed effect wherever
is indicated in the table. Model 4 eliminates con-
trol variables, while Model 5 includes the control
variable.

Based on the result of the fixed effect model, the
coeflicient of IFRS is positive at a significance level
of 1% in all models. This suggests that the IFRS
adoption leads to higher CEO pay. This result is
in line with the prior suggestion by Hermalin
and Weisbach (2012) and it shows the importance
of IFRS adoption in determining the CEO, pay.
Furthermore, as shown in Table 3 ROA coefficient
is negative, which is insignificant but only positive

6

for model 1. This means that an increase in ROA
will lead to a higher rate of CEO pay when all con-
trolling variables are included.

The interaction term IFRS-ROA is negative at a
significance level of 5% and 1% respectively for
the models. This finding suggests that account-
ing-based performance measure is negative in de-
termining the CEO pay with the adoption of IFRS.
This result opposes the previous studies by Hou et
al. (2014) in the case of Nigerian banks.

Standard errors are robust to serial correlation
which is qualitatively the same as previous results,
but only CEO tenure shows a negative insignifi-
cant relationship with CEO pay, which differs
from the previous result.

When controlling variables are included, Model
5 shows an insignificant positive correlation be-
tween the Firm size and the CEO pay. The earn-
ings growth is negatively associated with CEO
pay. The ratio of total liabilities to total assets
(leverage) coeflicient suggests an insignificantly
non-linear relationship with CEO pay. Under this
Model, only Board size shows a significant posi-
tive relationship with CEO pay. This implies that

http://dx.doi.org/10.21511/bbs.14(3).2019.01



the higher the growth rate of CEO pay, the higher
the board size, which is consistent with the prior
study by Ertimur, Ferz, and Muslu (2010). It is
essential to note that robustness test of the fixed

Banks and Bank Systems, Volume 14, Issue 3, 2019

effect model is qualitatively the same as the pre-
vious result, but only CEO tenure differs, which
shows a negative insignificant relationship with
CEO pay.

CONCLUSION AND RECOMMENDATION

The overall analysis indicates that the adoption of IFRS in Nigeria results in an inverse relationship
with accounting performance in determining the CEO compensation. This implies that CEO pay is not
determined by “accounting-based performance sensitivity” with mandatory IFRS adoption in Nigeria.
This means that the board of directors discovers an increase in earning management after post-IFRS
adoption as suggested by Hou et al. (2014). However, the adoption of IFRS results in a significant pos-
itive influence on CEO pay. This study highlights that IFRS adoption results in higher CEO pay, but it
is not based on accounting performance sensitivity, which contradicts prior studies (Hou et al., 2014;
Ozkan et al., 2012; Voulgaris et al., 2014). This result has policy implication, which encourages the reg-
ulatory agencies like Central Bank of Nigeria to monitor the compliance of all banks in Nigeria to IFRS

adoption.
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