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Abstract 
This paper examines the impact of both, family affiliation and related party transactions tunneling 
from real activities-based manipulation mediated by audit committee independence based on 
sample listed non-financial firms Nigeria from 2011 to 2017. The data were obtained from Thomson 
Reuters DataStream and financial reports of firms. The fixed effects, random effects (GLS), and the 
generalized method of moments (GMM) were used for panel data regression analysis using the firm 
internal governance and real earnings management.   The findings showed that audit committee 
independence mediates the relationship between firm internal governance and real earnings 
management. The results confirm some previous literature that the monitoring role of the affiliated 
family firms is crucial in mitigating the opportunistic behavior of managers in engaging in real 
activities manipulation and ensures the earnings quality. However, the analysis of the related party 
transaction revealed the negative impact on transparency that entrenched managers utilized related 
parties as a means of tunneling and drained the minority shareholder's interest for the benefit of 
majority shareholders. In this case, we observed that as family ownership increases, managers 
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engage less in value-destroying behavior because founding family members want to retain trans-
generational legacies and care not about short term benefits. Further analysis revealed that leverage 
has positively impacted on the earnings quality while the firm size was less effective in deterring real 
earnings manipulation.  
 
Introduction 
A substantial body of research is devoted to comprehending the relationship between affiliated 
family firms and the quality of financial reporting (Achleitner, Günther, Kaserer, & Siciliano, 2014; 
Chen, Gu, Kubota, & Takehara, 2015; Paiva, Lourenço, & Curto, 2018). In recent years, researchers 
have focused on affiliated family businesses due to its remarkable economic benefits and usefulness 
in various dimensions. These family businesses contributed to almost 70 percent of the global GDP 
(Almeida‐Santos, Andréia, Débora, & Nayane, 2013). In Nigeria, family firms accounted for nearly 86 
percent of businesses ranging from small, medium and large scale enterprises (Hassan & Ahmed, 
2012; PWC, 2018; Sanda, Garba, & Mikailu, 2011). 
 
Also, these firms face different agency problems emanating between controlling shareholders and 
minority shareholders called type 11 agency problems. This clash of interest usually comes from the 
tradeoffs between control, liquidity, and growth that affiliated family firms often face. Moreover, 
when the controlling shareholder is the firm’s founding family, they have motives for retaining 
control compounded by the desire to preserve trans-generational founder’s legacy. These legacies 
by the controlling shareholders have its-own associated costs, as it may expose the minority 
shareholders to expropriation called tunneling. Tunneling is the draining of the firm’s assets, 
earnings, and numerous opportunities at the detriment of minority shareholders by the controlling 
shareholders refer as expropriation (Chen, Cheng, & Xiao, 2011; Maigoshi et al., 2016). Family 
affiliated firms utilized related party transactions (RPT) to achieve the attitude mentioned above. 
The decision taken by the firm to achieve specific financial reporting objectives can be decoy if it may 
not reflect the actual position and performance of the firm's operation. Moreover, failure to portray 
actual firm operation and stand will affect various stakeholders negatively in investment, financing, 
dividend, liquidity, and many firm decisions (Hassan & Ibrahim, 2014). 
 
In the past period, there are an increasing number of studies on financial reporting quality, focusing 
on family firms looking at its relevance. Interestingly, the existing empirical studies offer mixed 
evidence on this topic.  
 
On the one hand, extant empirical literature revealed that affiliated family firms lead to higher 
financial reporting quality Songini & Gnan 2015, and by contrast, some studies documented that 
affiliated family firms do not lead to quality financial reporting (Paiva et al., 2018). 
 
Apart from that,  El-Helaly, Georgiou, & Lowe, 2018 reports no relationship between related party 
transactions and earnings management while some other studies by Paiva, Lourenço, & Branco 2016, 
Paiva, Lourenço, & Dias Curto 2018 and Salvato & Moores, 2010 find a significant positive association 
between related party transactions and earnings manipulation. However, some studies document a 
significant negative association between related party transaction and earnings management   (Cho 
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& Lim, 2018; Lyu, Yuen, & Zhang, 2017). In light of the inconsistent findings from hitherto empirical 
studies, this study proposed the following objectives: 

i. To examine the effect of affiliated family firm on real earnings management in listed non-
financial firms Nigeria; 

ii. To examine the effect of related party transactions on real earnings management in listed 
non-financial firms Nigerian; 

iii. To examine the mediating effect of audit committee independence on the relationships 
between firm internal governance tunneling from the real earnings management perspective 
in listed non-financial firms Nigeria. 

 
Literature Review  
Family Affiliation  
Family Affiliation refers to firms with substantial equity stock of ownership by family members 
actively involved in the management and governance of the firm. Succeeded in addressing type 1 
agency issue between shareholders and management but inclined with type 11 agency problems 
between majority and minority shareholders refers to tunneling. Family firms dominated businesses 
globally by either direct or indirect control mechanisms named pyramidal structure. Countries are 
having the dominance of affiliated family businesses in India, more than 70%, 45% of Italian giant 
companies, 75% of US and UK companies, almost 4 million companies in Brazil and Germany, two-
third of French market, and the similar figures reported in Sweden, South Africa, Korea, China, and 
East Asia (Bhaumik, Gregoriou, & Kumar Bhaumik, 2009; Paiva et al., 2016; Salvato & Moores, 2010). 
 
The Related Party Transaction  
RPTs have attracted the attention of many stakeholders globally, be it academics, practitioners, 
investors, regulators, management to mention but a few. RPT is a two-sided sword that plays twin 
roles in the firm's operations, for both value-generation and value-destroying motives. These benefits 
comprise minimized transaction costs, prompt decision-making, effective resource generation, and 
allocation via the internal market within the business group (Maigoshi et al., 2016). On the other 
hand, detrimental related party transactions are used as a device by firm in extorting minority 
shareholders as expropriation tool used by majority shareholders and management and the motive 
behind is for earnings management purposes ( Chen et al., 2011; Sarkar et al., 2013; Shin, Sohn, & 
Park, 2019). 
 
Family Affiliation and Real Earnings Management 
Extant empirical evidence provide support to the notion that affiliated family firms exhibit better 
quality financial reporting and disclosure specifically, earnings management is lower in founding 
family firms (Achleitner et al., 2014; Cascino, Pugliese, Mussolino, & Sansone, 2010; Gomez-Mejia et 
al., 2014; Lyu et al., 2017; Paiva et al., 2016; Sarkar et al., 2013; wan Nadiah & Mansor, 2018).  
However, in contrast, some studies argued that affiliated family firms do not lead to quality financial 
reporting because they care about: meeting market expectations, debts covenant agreement, 
managerial compensation are used to achieve the earnings targets by controlling shareholders 
(Ferramosca & Allegrini, 2018; Songini & Gnan, 2015; Villalonga, Trujillo, Guzmán, & Caceres, 2017).  
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Related Party Transactions and Real Earnings Management 
Hitherto empirical literature documents inconsistent findings regarding related party transactions 
and earnings management in various settings across the globe.  A study conducted by Mita & Utama, 
2017; Yang, Kweh, & Lin, 2014 documented that related party transactions lead to higher earnings 
quality. In contrast, other studies reported that related party transactions do not lead to earnings 
quality in listed non-financial firms by (Gordon & Elaine Hen, 2017; Kim & Yoo, 2017; Marchini, Mazza, 
& Medioli, 2018; Saleh, Munir, Jaffar, & Yatim, 2013). 
 
Leverage and Real Earnings Management 
Levered firms are assumed to affect the quality of earnings and deterred opportunistic managerial 
behavior. Though this evidence is in congruence to the proposition that highly levered firms are likely 
to attract stronger monitoring from debt holders, and thus, may not be able to engage in earnings 
manipulation (Becker, Defond, & California, 1998).While on one side, it is documented that highly 
geared firms are more likely to engage in earnings management activities to avoid debt covenant 
violations (García-s, 2016; Prencipe, Bar-Yosef & Dekker, 2014). 
 
Firm Size and Real Earnings Management 
The larger firms are assumed to have impacted on the earnings quality due to some reasons. First, 
effective internal control systems, in comparison to smaller ones,  can lead to decreasing the 
likelihood of manipulating earnings by management(Choi, Sohn, & Yuen, 2018; Habbash, 2010). 
Second, larger firms are getting better audit services from established audit firms due to larger 
operating budgets, which in turn could help prevent earnings manipulation. Thirdly, the desire to 
maintain a reputation by the management can lead to good earnings quality and restrain 
manipulative attitude. Despite the significant role plays by the larger firms in enhancing the quality 
earnings larger firms compromise the earnings quality due to: capital market pressure, better 
bargaining power with the auditors and strong management which may override the internal control 
system (Atu, Osaretin, Manager, & Osaretin, 2016; Tesfaye Lemma, Minga Negash Mlilo, 2013). 
 
Underpinning Theories 
Agency theory focused on how management of firms can be highly ethical in operation and producing 
what is true and fair in curtailing opportunistic attitude, while institutional theory focused on how 
firm incorporate social culture and meet the demand of social, environmental, legal and political 
environs for long term survival of the firm (Habbash & Alghamdi, 2017; Jensen & Meckling, 1998; 
Mudambi & Pedersen, 2007). However, agency theory alone does not cover corporate governance 
fully; combining the agency theory (shareholders model) with institution theory (stakeholder’s 
model) establishes a foundation that redefines the model of corporate governance to achieve better 
firm performance, better  monitoring and quality financial reports  (Ibrahim, Bello, & Kargi, 2016; 
Mallin, 2008). So this study will apply the two theories to under pin the research    
 
Methodology 
The study utilized annual panel data from Thomson Reuters DataStream and firm financial reports 
for 2009-2017, but 2009 and 2010 were used for lagging in the dependent variable derivation. The 
study used 335 listed non-financial firms for data analysis using two-step GMM regression. Firms in 
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the financial, mining and regulated industries were excluded due to different accrual choices and 
valuation processes. The real earnings management component from abnormal cash flow from the 
operation, abnormal production cost, and abnormal discretionary expenses were used to proxy 
earnings quality (Al-shattarat, 2017; Dechow & Skinner, 2000; Haji-Abdullah & Wan-Hussin, 2015). 
The independent variables of the study are (i) family affiliation and (ii) related party transactions. 
Family affiliation is measured by the percentage of common stock ownership by founding family 
members (Achleitner et al., 2014; Guo & Ma, 2015; Tian, Yang, & Yu, 2018). Also, related party 
transactions are measured by the natural logarithm of annual transaction value and were derived 
from firms' financial reports (Marchini et al., 2018; Shin et al., 2019). The study further used control 
variables that previously shown to be effective in enhancing the earnings quality. The control 
variables are firm size measured as the natural logarithm of total assets (Andres, 2008; Cheng, 2014; 
Songini & Gnan, 2015). Besides, the study measured leverage as debts to total assets ratio (Kim & 
Yoo, 2017; D. Wang, 2006). 
Model Specification 
Stage one, cross-sectional regression was run of cash flow from operation divided by the prior year 
total assets will be regressed against current year sales by lagged total assets plus the change in sales 
divided by previous year total assets. The regression residuals are the abnormal cash flow from the 
operation (Ibrahim et al., 2016). 
𝐶𝐹𝑂𝑡

𝑇𝑎𝑡−1
= αo + α1 [

1

𝑇𝑎𝑡−1
] + 𝐾1 [

𝑆𝑡

𝑇𝑎𝑡−1
] + 𝐾2 [

∆𝑆𝑡

𝑇𝑎𝑡−1
] +  Ɛ𝑖𝑡                           Equation 1 

Stage two, further cross-sectional regression was also run of summation of discretionary expenses 
(advertising, research and development, and selling, general and admin expenditure) divided by 
preceding year total assets against current year sales divided by previous year total assets. The 
regression residuals stand as abnormal discretionary expenses. 
𝐷𝐼𝑆𝐸𝑋𝑃𝑡

𝑇𝑎𝑡−1
= αo + α1 + [

1

𝑇𝑎𝑡−1
] + 𝐾1 [

𝑆𝑡

𝑇𝑎𝑡−1
] +  Ɛ𝑖𝑡                                         Equation 2   

 
Stage three, moreover, cross-sectional regression was also run of production cost divided by the 
lagged total against current year sales scaled by total assets plus the change of sales by prior year 
total assets, plus also contemporaneous sales divided by preceding year total assets. The residuals 
from the model stand abnormal production costs (Abubakar, 2016; Haji-Abdullah & Wan-Hussin, 
2015). 
𝑃𝑅𝑂𝐷𝑡

𝑇𝑎𝑡−1
= αo + α1 + [

1

𝑇𝑎𝑡−1
] + 𝐾1 [

𝑆𝑡

𝑇𝑎𝑡−1
] + 𝐾2 [

∆𝑆𝑡

𝑇𝑎𝑡−1
] + 𝐾3 [

∆𝑆𝑡

𝑇𝑎𝑡−1
] +  Ɛ𝑖𝑡    Equation 3 

The components were computed separately, and applied them as follows: abnormal cash flow to be 
multiplied by (-1) as firms that are more likely to engage in real activities manipulations normally have 
lower cash flow from operation. Abnormal discretionary expenditures multiplied by (-1) so that 
higher value signposts that it is more likely that firm reduces discretionary expenditures and the 
abnormal production cost was multiplied by (+1). The study used the combined residuals as REM  
(Cohen & Zarowin, 2008; Duan, Yeh, & Dowe, 2018; Haga, Siekkinen, & Sundvik, 2015; Tesfaye 
Lemma, Minga Negash Mlilo, 2013). 
 
 Mediation Analysis  
Several steps are needed preceding testing the mediation effect 
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The study proposed three dependency models: firstly, regressed the dependent variable against the 
independent variable; secondly, regressed the mediator variable against the independent variable; 
and thirdly, regressed the dependent variable against the independent, mediator and control 
variables (Baron & Kenny, 1986; García-s, 2016; Ishak, Aziah, & Manaf, 2013; Li, 2011). 
Mediation models are given as follows: 
Two-step GMM  
Regression one 
𝑅𝐸𝑀𝑖𝑡 =  𝛽0 + 𝛽1𝑅𝐸𝑀𝑖𝑡(−1) +  𝛽2𝐹𝑀𝐴𝐹𝐿𝑖𝑡 +  𝛽3𝑅𝑃𝑇𝑖𝑡 +  𝛽4𝐿𝐸𝑉𝑖𝑡 +  𝛽5𝐹𝑆𝑍4𝑖𝑡 +  Ɛ𝑖𝑡 

Model 1 
Regression two 
𝐴𝐶𝐼𝑖𝑡 =  𝛽0 + 𝛽1𝐴𝐶𝐼𝑖𝑡(−1) + 𝛽2𝐹𝑀𝐴𝐹𝐿𝑖𝑡 +  𝛽3𝑅𝑃𝑇𝑖𝑡 +  𝛽4𝐿𝐸𝑉𝑖𝑡 +  𝛽5𝐹𝑆𝑍4𝑖𝑡 +  Ɛ𝑖𝑡 Model 
2 
Regression three 
𝑅𝐸𝑀𝑖𝑡 = 𝛽0 + 𝛽1𝑅𝐸𝑀𝑖𝑡(−)1 + 𝛽2𝐹𝑀𝐴𝐹𝐿𝑖𝑡 +  𝛽3𝑅𝑃𝑇𝑖𝑡 +  𝛽4𝐴𝐶𝐼𝑖𝑡 + 𝛽5𝐿𝐸𝑉𝑖𝑡 +  𝛽6𝐹𝑆𝑍 +
 Ɛ𝑖𝑡 Model 3 
 
Table 4.1 Unit root Test 

 Fisher Harris-Travalis 

Variables At level First difference At level First 
difference 

REM 580.35* 
(0.000) 

885.66* 
(0.000) 

-16.355 
(0.000) 

-12.865 
(0.000) 

Family 
affiliation 

294.77 
(0.000) 

762.93 
(0.000) 

-3.032 
(0.005) 

-4.4520 
(0.002) 

Related Party 280.87 
(0.000) 

539.26 
(0.000) 

-3.848 
(0.000) 

-4.559 
(0.000) 

Leverage 203.27 
(0.000) 

676.126 
(0.000) 

-3.696 
(0.000) 

-3.1263 
(0.009) 

Firm size 203.64 
(0.000) 

578.003 
(0.000) 

-3.128 
(0.004) 

-2.9322 
(0.025) 

 
The study used micro- panel data in which the cross-sectional dimension far exceeded the time 
dimension. The study utilized Fisher type and Harris Travaliz for unit root test. It has conducted a 
panel unit root test individually for predictors, outcome, mediator, and the control variables for the 
period under study. The data were stationary at the level and first difference, as depicted from the 
unit root table. Moreover, the mixed stationarity of the data permits us to use the system GMM 
(Baltagi, 2005; Oino & Ukaegbu, 2015). 
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Univariate Analyses 
 
 
 
 
 
 
 
 
 
The descriptive statistics for the variables in the study are presented in Table 2, of affiliated family 
firms, related party transactions, and real earnings management. The mean value of the real earnings 
management index of (8.4224) implies that, on average, these firms engaged in real activities 
manipulation in listed non-financial firms, Nigeria. Regarding the family affiliation, the table reveals 
that family firms' impact on real earnings manipulation to promote firms' ethical behavior and related 
party transactions are also affected by real earnings management in listed non-financial firms Nigeria. 
Concerning the control variables, for example, the average leverage is 0.5972, indicating that listed 
non-financial firms are highly levered and have an impact on the earnings quality. Moreover, the 
average firm size is 17.359 showing that larger firms also engaged in real earnings manipulation in 
listed non-financial firms, Nigeria. The standard deviation is consistently less than the mean except 
for family affiliation due to sporadic share ownership. Furthermore, the study used variance inflation 
factor to assess the multicollinearity among the regressors, and the table reveals that they are 
consistently less than 10, indicating absence of harmful collinearity problem  (Adamu, Ishak, & 
Chandren, 2017; Gujarati, 2004; Ibrahim et al., 2016). 
 
Table 4.3 Bivariate Analysis 

Correlation Matrix      

Probability REM  FMAFL  RPT  LV  FS    

REM  1.000000      

 -----       

       

FMAFL  -0.1542** 1.000000     

 0.0026 -----      

       

RPT  -0.0272* 0.1475* 1.000000    

 0.6752 0.0014 -----     

       

LV  -0.0298 0.5769* 0.1434* 1.000000   

 0.5202 0.3200 0.0018 -----    

       

FS 0.0103 0.1399* 0.0783 0.0452 1.000000  

 0.5247 0.0024 0.0904 0.3289 -----   

Notes: *** and ** denotes significant at 1%, 5% & 10% levels respectively 

Variable Mean Std. deviation Skewness Kurtosis VIF 

REM 8.4224 7.8318 -2.5261 11.2929 2.25 

FMAFL 2.8227 5.7192 -1.0295 3.0285 1.00 

RPT 4.7534 2.5475 1.0578 2.6099 1.25 

LV 

 
FS 

0.5924 
 

17.359 
 

0.4906 
 

0.3617 
 

-5.4036 
 

0.9246 
 

13.1637 
 

3.9343 
 

1.62 
 
1.01 
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The correlation matrix revealed that family affiliation, related party transactions, and leverage are 
inversely correlated with real earnings management. The study further revealed that firm size is 
positively associated with real earnings management in listed non-financial firms, Nigeria. 
The table reveals that affiliated family firms are negatively related to real earnings management and 
significant at 5% level. The table further reveals that related party transaction is inversely correlated 
with real earnings management and significant at 10% level, while related party transaction is 
positively related with family affiliation and significant at the 10% level. Moreover, the table has 
shown that leverage is negatively associated with real earnings management and not significant, 
while the table reveals that leverage is positively correlated with affiliated family firms and related 
party transactions and significant at 10% level, respectively. Further, the table reveals that firm size 
is positively related to real earnings management, affiliated family firms, related party transaction, 
and leverage are positively related but not significant. 
The study conducted a Hausman test and choose between fixed and random effects, and the 
outcomes showed that the t-statistics were insignificant that suggest the use of random effect 
regression (Hassan & Bello, 2013; Mustapha, Nik, Rashid, Lateef, & Bala, 2019; Torres-reyna, 2007). 
 
Table 4.4 Multivariate Analysis of Two-Step Panel GMM Regressions of Family Affiliation, RPT on 
REM 

Variables Expected 
sign 

Model 1 Model2 Model3 

REM  -0.7092*** 
(0.009) 

 -0.7110*** 
0.0086 

AC - - 0.3888*** 
(0.0202) 

-0.1382*** 
0.0125 

 

FMAFL - -0.2664 
(0.2340) 

-0.8332* 
(0.4402) 

-0.1923** 
(0.080) 

 

RPT - -0.4511* 
(0.2511) 

-0.8503** 
(0.3504) 

0.3628*** 
0.1124 

 

LV - 0.3102*** 
(0.0399) 

-0.3869*** 
(0.0415) 

-0.2599* 
0.150 

 

FS - -0.7893** 
(0.3280) 

0.6652*** 
(0.0563) 

0.6947** 
0.0280 

 

No.  
observation 

 335 335 335 

Probability   0.000 0.000 0.000 

AR1  0.225 0.020 0.270 

AR2  0.325 0.318 0.295 
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Sargan  
statistics 

 0.000 0.000 0.000 

Hansen 
statistics 

 0.319 0.244 0.311 

no of 
instruments 

 25 54 30 

no of group                    67                67                67 

Notes: ***, **, and * significant at 1%, 5% & 10% levels respectively, and the figures in parenthesis 
signify standard error of the estimates, and the upper ones are coefficients from GMM regression.  
The study fulfilled some conditions preceding the use of the system generalized method of moments 
(GMM). The study used annual balance panel data, and the number of cross-sections far exceeded 
the time dimension. The study further specified the dynamic model by including the lagged 
dependent variable among the predictors.  Endogeneity and heterogeneity were accounted for by 
the use of two-step GMM regression to address firm effect and time effect and avoid biasing the 
results. The GMM outcome revealed that the numbers of instruments were less than the number of 
groups, and the F- statistics are jointly significant. Besides, the AR2 second-order autocorrelation was 
not significant, as illustrated in table 4.  The table further revealed that Hansen's statistics across the 
models were all not significant. The dynamic dependent variable and the regressors are all statistically 
significant, as reflected in the table (Baltagi, 2010; Hoechle, 2010; Saona & Muro, 2018; Wang, 
Iglesias, & Wooldridge, 2013). 
 
Model 1 
The table reveals that real earnings management is significant at 1% level depicted by the p-value 
(0.000). The table further shows that affiliated family firms are inversely related to real earnings 
management but not significant. Moreover, related party transactions are negatively related to real 
earnings management and significant at the 10% level. The study shows that leverage is positively 
associated with real earnings management and significant at 1% level. Firm size is negatively related 
to real earnings management and significant at 5% level. 
 
Model 2 
The table reveals that audit committee independence is significant at 1% level depicted by the p-
value (0.000). It further reported that affiliated family firms and related party transactions are 
negatively correlated with audit committee independence and significant at 10% and 5% level, 
respectively. The table further shows that leverage and firm size are negatively and positively 
associated with audit committee independence and significant at 1% level, respectively. 
 
Model 3 
The table reveals that real earnings management is statistically significant at the 1% level depicted 
by the p-value (0.000). The findings further buttress that audit committee independence is negatively 
correlated with real earnings management and significant at 1% level. The study further reveals that 
affiliated family firms are inversely correlated with real earnings management and significant at 5% 
level. These indicates that affiliated family firms restrain activity-based manipulation by the listed 
non-financial firms in Nigeria and do not trade off their long term value for short term benefits. These 
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findings are concord with the findings of (Bonacchi, Massimiliano Fabrizio, 2017; Tian et al., 2018; 
wan Nadiah & Mansor, 2018), which reveals that family affiliation is negatively correlated with real 
earnings management in Italy, Malaysia and Chinese’s study. However, the findings are not in 
harmony with (Paiva et al., 2018) Spanish study unless if moderated by analysts' coverage. The study 
further revealed that related party transaction is positively associated with real earnings 
management and significant at 1% level the findings is in harmony with (Gordon & Elaine Hen, 2017; 
Saleh et al., 2013), American and Malaysian study while the findings are not in line with the study of 
Mita & Utama, 2017 an Indonesian study. 
Furthermore, the study reveals that leverage and firm size are inversely and positively related to real 
earnings management and significant at 10% and 5% level, respectively. Affiliated family firms were 
initially not significant but now significant at 5%. Related party transaction was initially significant at 
10% but now significant at 1% level. Moreover, the leverage was initially significant at 1% but changed 
to a 10% level of significance. Because of that, this study buttress that introducing the mediating 
variable audit committee independence mediates the relationship between firm internal governance 
and real earnings management. 
 
Robustness Test of the Findings 
This study, as a further robustness test of the findings, the two-stage GMM system approach used as 
the main method, and the Arellano and Bond (1991) method used as a second-order method, and 
the reliability of the estimates depends critically on the nonexistence of second-order serial 
correlation and the validity of the instruments. Therefore, the AR(2) statistic is used to measure the 
second-order serial correlation, on the one hand, and the Hansen (1982) contrast of over-identified 
restrictions is used to check if the instruments are exogenously determined, on the other hand. 
Additionally, we used the Wald test of joint significance for all independent variables and tested the 
potential multicollinearity problems through the Variance Inflation Factor (VIF). As further robustness 
checks of our major findings, we used robust standard error as a sand witch estimator to address the 
heteroscedasticity of the data 
 
Conclusion, Contribution and Direction for Future Studies 
In this study, we use a large sample of Nigerian listed non-financial firms to examine the mediating 
effect of audit committee independence on the relationship between affiliated family firms, related 
party transactions, and real earnings management using 335 firm-year observations. This study used 
random and fixed effect GLS and two-step GMM regression for panel data analysis. The study’s 
findings revealed that audit committee independence mediates the relationship between affiliated 
family firms, related party transactions, and real earnings management in listed non-financial firms 
Nigeria. The study further revealed that affiliated family firms positively impacted the earnings quality 
and restrained manipulative behavior in listed non-financial firms, Nigeria. Moreover, this study also 
reports that related party transactions negatively impacted the earnings quality and did not lead to 
constraining the manipulative attitude by the management of listed non-financial firms, Nigeria. The 
study also documented that leverage positively impacted on the earnings quality and deterred 
activity-based manipulation while the study further revealed that firm size does not lead to earnings 
quality and indicates that large firms also engaged in activity-based earnings management likely due 
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to capital market pressure, higher operating budget which may induce the auditors to collaborate 
and compromise the audit quality. 
 
Recommendation  
Firstly, in order to improve the monitoring capabilities of corporate board, decision control & 
management and to reduce type i agency problems, the affiliated family firms should be enhance by 
ameliorating the proportion of share owned and role play by founding family members in governance 
in order to curtail opportunistic attitude of value-destroying behavior that may affect the chances to 
continue as a going concern if proper attention has not been taken to deter the problem. 
 
Secondly, to protect the interest of minority shareholders, listed non-financial firms should abstain 
from engaging in detrimental related party transaction that may lead to expropriating the firm’s 
assets, earnings and other benefits at the expenses of minority shareholders. Listed non-financial 
firms should be utilizing value-generated related party transactions to enhance firm’s earnings, firm’s 
value and deter opportunistic attitude in Nigeria. 
 
Frontier for Future Research 

a) The relationship between firm internal and external monitoring mechanism can be extended 
to other sector of the economy such as financial service industries, ICT, industries, services 
and natural resources industries sector requires research effort as they are not covered in this 
study. 

b) In addition same research can be conducted by using concentrated ownership, foreign 
ownership, and government ownership, cross-listing or a pyramidal ownership structure, 
auditor independence, joint- audits, liquidity, sales growth, age, intangible assets, complexity 
of business and industry type. 

c) Furthermore, another study can use the derivatives from oil and gas companies to smooth 
their earnings target. 

 
Contribution 
The contribution of the study can be appreciated from theoretical, methodological and practical 
perspectives and will be of interest and benefits to firms and the global economy at large. 
Theoretically, this study contributes to the literature by combining both the agency and institutional 
theories to enhance firm governance and ameliorate the earnings quality (Durisin & Puzone, 2009; 
Mallin, 2008).  
Methodological this study used composite real earnings management index for listed non-financial 
firms Nigeria utilizing two-step system GMM regression and used independent audit committee as 
mediator which other studies have not yet considered. 
Practical contribution, the study will also aid to corroborate the scholars’ view about the role of 
monitoring and ameliorating the reliability of the reported earnings to restore investors’ past fading 
confidence in financial statements. Serve as index for evaluating the managerial compensation and 
to decide when to buy, sell or hold firm securities based on their decoy or actual earnings figures 
reported. 
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