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ABSTRACT

The purpose of this study was to investigate the relationship between age diversity and earnings
quality of quoted insurance companies in Nigeria. The population of the study was twenty-six
insurance firms listed on the Nigerian Stock Exchange (NSE) as at 31st December 2017. The study
used a sample of 21 selected due to availability of data within the study period. The study exclusively
utilized secondary data which were obtained through published annual reports of the sampled firms.
The study with a positivism philosophy employed panel data methodology covering the period 2008-
2017, quantitative study approach was adopted since quantifiable observations were collected and
analyzed statistically with a view to obtaining empirical evidence on the basis of which inferences
were drawn. The analytical technique employed in the study was parametric statistics. Findings
showed a significant relationship between age diversity of the board and the accrual quality of listed
insurance companies in Nigeria. Also, age diversity of the board has a significant relationship with
earning persistence of listed insurance companies in Nigeria. The study concluded that age diversity
significantly affects firm reported earnings quality. Accordingly, it was recommended that firms
should consider the inclusion of a wide age range in the composition of the board to enable the board
draw from both the old and young. While the younger members will show much ambition, the older
members will serve as a check on them to moderate the seemingly rash decision that may be taken in
pursuit of young and wild ambition. Age diversification favours earning persistence and accrual
quality; therefore, firms should consider a broad-based age diversified board.

Keywords: Age diversity, Resource dependency theory, Earnings quality, Accrual quality,
Persistence of Earnings

INTRODUCTION

Age is the duration of time that an individual or thing has existed; it comes with very distinct features
and experiences. An active board is one which has diverse personnel in terms of age; each
contributing knowledge in line with their exposure, in order to solve complex issues of the
organization and provide quality services to current and prospective investors. One of such issue is the
ability to monitor and ensure that proper accounting records are kept thereby leading to the
preparation and presentation of quality financial statement by the management.

If the board is well endowed with diverse personality, it will perfectly carry out their duty of assisting
management in running a profitable business. When a business is healthy, it is expected that the
earnings they report will be of good quality because it will be representative of reality. Such earnings
will be free of abnormal accruals which are used to resent the earnings of the business in such a
manner that will attract investors’ favourable perception, even when the underlying circumstances
would suggest otherwise.

Earnings constitute one of the basic information obtained from financial statements, and its quality
affects the overall quality of financial statements. Having members who are financially literate will
assist the board to carry out this function effectively as earnings are susceptible to manipulations.
While this is important, this is just the output of results of operations. The operation itself must not be
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financial one only. This may differ according to the specialization of the business. The quality of
contributions and opinions of each individual member which is based on their distinct nature defines
the issues that could be discussed; determining to a large extent what decision is taken.
In this paper, investigation centred on how age diversity affects corporate earnings quality; with age
diversity as an independent variable, and earnings quality measured by accruals quality and earnings
persistence.
Statement of the Problem
The 1% paragraph of principle 1 of the Nigerian Code of Corporate governance (2018) states that; “a
successful Company is headed by an effective Board which is responsible for providing
entrepreneurial and strategic leadership as well as promoting ethical culture and responsible corporate
citizenship....” A well cultured and responsible board can only be found where there are people of
different age brackets and values; occupying decision-making positions.
Formal information about a firm often comes from the management which is appointed and controlled
by the board of directors of the firm. Looking at the financial statement of a given company, are the
earnings reported of high quality? Are they persistent? Can the reported earnings be relied upon to
predict future earnings? In recent times, the insurance industry in Nigeria is reported to be losing
premium, the major source of earnings in the industry (Popoola, 2020). This may affect the quality of
earnings reported by insurance firms. Many variables have been studied in relation to earnings quality
in the insurance industry in Nigeria, including audit quality (Nwoye et al. 2021), IFRS adoption
(Chukwu & Aloy-Ezirim, 2020), and corporate governance mechanisms (Fodio et al., 2013). In other
countries there are also a humber of studies on corporate governance relationships (Ahern & Dittmar,
2012; Ali et al., 2014; Bonn et al., 2004; Mahadeo et al., 2012). There is scanty literature on how age
diversity of the board is associated with the reported earnings quality in the insurance industry. This
gap, together with the problem of earnings quality stated earlier, justify this study.
Objectives
The main objective of this paper is to investigate the relationship between age diversity and corporate
earnings quality of insurance companies in the Nigerian Stock Exchange. The specific objectives are
to:
1. ascertain the relationship between age diversity of the board and the accrual quality of listed
insurance companies in Nigeria.
2. investigate the effect of age diversity of the board members on earnings persistence of listed
insurance companies in Nigeria.
Research questions
In order to write a complete paper, the following research questions have been formulated. To what
extent does:
1. Age Diversity relate to the accrual quality of listed insurance companies in Nigeria.
2. Age Diversity affect the earnings persistence of listed insurance companies in Nigeria.
Research Hypotheses
The following null hypotheses have been postulated to be able to test the relationship between Age
Diversity and Corporate Earnings Quality.
1. There is no significant relationship between diversity in age of the board and the accrual
quality of listed insurance companies in Nigeria.
2. There is no significant relationship between age diversity and the persistence nature of
reported earnings of listed insurance companies in Nigeria.
Significance of the study
Having read articles on different age class and the importance of committing tasks into the hands of
those experienced in age in their various area of specialization, it is of great necessity to research on
how age diversity affects corporate earnings quality of quoted insurance companies in Nigeria.
The paper has enlarged the available literature on the concept investigated. Earnings quality is one of
the emerging issues researched upon by scholars. This work will contribute a reasonable quota in that
aspect. Company management will ensure that their board is diversified in terms of age to help them
in their business decisions.
Armed with this paper work, shareholders can comfortably determine earnings manipulations and
raise issues in shareholders’ meeting to correct such. It will be used as a point of reference to scholars
as well as researchers who would love to conduct a research on related topics.
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Scope of the study (Delimitation)

This work focused on relationship between age diversity and corporate earnings quality. Age diversity
is studied as an independent variable. The result should be strictly applied as such. Corporate earnings
quality being the dependent variable is divided into dimensions such as accrual quality and earnings
persistence. This work investigated only quoted insurance companies in the NSE. Insurance
companies play important role in the economy in providing protection against business losses. Thus
every serious business has one or two insurance policies. Since insurance business affects other
businesses, it is considered that the result of this study would be generalizable to other sectors of the
economy.

Literature Review

Conceptual Review

Diversity means generally that component agents of a large system are heterogeneous so that they
exhibit different traits and perform different functions. The functional role of heterogeneity in
complex systems has remained poorly understood. General lines of argument for explaining diversity
can be roughly divided into two classes those that emphasize its protective role in uncertain
environments and those that invoke direct gains in productivity as a result of functional heterogeneity
(Bettencourt et al., 2014).

Most empirical works on board diversity has been channeled towards classifying it into executive and
non-executive board members; with few researching the gender and experience aspect, while age
diversity is poorly analyzed. The paper is set to investigate the relationship between age diversity of
the board and corporate earnings quality of insurance companies quoted on the Nigerian stock
exchange.

Age Diversity

Age diversity is having varying ages on the board of a company. Age diversity is an often overlooked
element in the boardroom. Board members tend to be older, as many boards equate age with
experience. The 2014 Board Practices Report found marginal evidence of generational diversity in
boardrooms, with so-called younger directors being in their fifties. While older directors do provide a
wealth of knowledge, having younger directors introduces a fresh perspective into the boardroom
which should not be underestimated (Deloitte, 2015). Board composition changed dramatically in
terms of age representation and also gender, education, and experience following the implementation
of mandated female representation in Norway (Ahern & Dittmar, 2012).

According to Ali et al. (2014), the business case for board age diversity has not attracted much
attention by researchers, but this small body of research also found mixed results. On the positive
side, high board age diversity is associated with large donations for not-for-profit organizations and
high return on assets for for-profit organizations. Similarly, low average age of directors (which
suggests high age diversity as most board members are over 50) is linked to high market value of an
organization compared to its book value. On the negative side, board age diversity is related to low
corporate social performance. However, other research indicates that board age diversity does not
have a significant relationship with earnings per share, return on assets, or return on equity. The small
body of research, with mixed findings, makes it unclear whether age-diverse boards improve
organizational performance (Bonn et al., 2004; Hafsi & Turgut, 2013; Mahadeo et al., 2012).
Diversity in the corporate boardroom continues to be the topic of many conversations, conference
panels and studies. Presumably the benefits of having a board which includes people from different
age groups would be similar to benefits of other types of board diversity. People from different age
groups bring different life experiences and perspectives to the important work done by corporate
boards (Barrett, 2017).

One of the concerns sometimes raised when a board considers the addition of a younger director is
that it will lead to a situation where that director could serve on the board for a long time. With
institutional investors increasingly voicing concern about the independence of long-tenured directors,
boards are sometimes hesitant to nominate a younger director if he or she may serve on the board for
several decades (Barrett, 2017).

The theoretical arguments for promoting age diversity at top management team are mixed. Murray
(1989) highlighted that a homogenous board (minimum level of diversity) is made up of individuals
who shared similar values, which leads to ensure better goal congruence and communication.
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However, Houle (1990) argued that a heterogeneous board can ensure that a more efficient division of
labor operates at board level with the older group providing the experience, the network, and the
financial resources; the middle-aged group in charge of the main executive responsibilities; and a
younger group learning and developing its knowledge of the business. In this vein, Mahadeo et al.
(2012) remarked that homogenous board may encourage complacency, cronyism, lack of interest in
new strategies and decisions based on compromises.

What can board do to improve age diversity?

Age diversity should be part of broader selection criteria, supported by the board as a whole. This
position can help the company have a conversation with the board about how it can become more
strategic with its recruitment and start to build diversity into its ethos.

The board should be intentional about seeking diverse candidates. Diversity doesn’t just happen; you
probably won’t find diverse candidates via traditional board recruitment methods (i.e. you can’t
expect them to find you; you have to go and find them). The Board ought to start thinking outside the
box when it comes to finding new and diverse candidates. These posts (here and here) give you some
ideas and techniques to finding non-traditional board members (Cook, 2019).

Corporate Earnings Quality

Earnings

Earnings are the profit derived from an investment or trade; the payment for a work or labor rendered.
It is the anchor of any business operation, in that it is used to determine the profitability of the
business on which concrete decisions as to whether to continue operation or not, is made. Every
business has the sole aim of profit maximization or shareholders’ wealth maximization and this aim
can only be achieved when revenue is earned; deducting the expenses incurred in course of carrying
on the business, gives birth to earnings. This is to say that earnings is simply the residue of revenue
after deducting cost of goods sold and other expenses incurred in the business operation.

Earnings are also used to determine returns on investment (ROI), which makes it more interesting and
useful to both current and potential investors. Some companies intentionally manipulate earnings
recognized in their financial statements to hide deficiencies in their accounting practices or to cover
for unanticipated drops in sales. These companies are said to have a poor or weak quality of earnings.
Earnings Quality

A high-quality earnings number is one that accurately reflects the company’s current operating
performance, is a good indicator of future operating performance, and is a useful summary measure
for assessing firm value. The manager most times, adjusts the earnings to suit different needs. Due to
the numerous users and their divergent interest in the company, the manager is faced with the
challenge of reporting to meet the information needs of all. In the preparation of the financial reports,
the managers of companies, who serve as the agents of stakeholders, may prepare the reports in a way
that best suit them due to some reasons such as boosting profits to increase their bonuses or
commission, apply for a loan from a bank and so on, and their decision-making process, which may
not necessarily be to the advantage of the other stakeholders who on the other hand might be
expecting higher rate of return on investment.

Dechow, (2004) refers to high-quality earnings as permanent earnings in the accounting literature.
These earnings are not imagined, but are obtained in accordance with set guidelines and principles
such as the Generally Accepted Accounting Principles (GAAP), established by the relevant
authorities. Effective adherence to these principles produces quality earnings and also brings about
uniformity in the financial statements of companies in the same industry.

Precepts of Earnings Quality

This simply means the constructions of earnings quality. It comprises of many vital points but in this
paper, only three of the constructs are considered which includes

Timeliness

This is an important attribute of earnings quality because timely information is considered useful to
users such as managers, investors, creditors. In the timeliness literature, there is an increasing trend to
reflect financial effects of bad news more quickly in earnings than good news. Earnings quality is a
function of both the ability of the accounting system to measure the firm's fundamental performance
and how the accounting system is implemented, both of which are unobservable. The task of
disentangling these is therefore challenging to say the least. De-Fond (2010) in consequence
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suggested that the inability to directly observe the two constructs of interest is unlikely to be solved by
the literature (Herly, 2012).

Decision Usefulness and Faithful Representation

The notion of decision usefulness as an indicator of high earnings quality is widely accepted and has
been used by a number of researchers, e.g., Abdelghany (2005), Ball and Shivakumar (2005), and
Dechow et al. (2009). The latter define earnings quality broadly as decision usefulness, but they also
stress the notion of faithful representation for accounting quality (Herly, 2012).

Predictive Value

The persistence nature of earnings can lead to earnings predictability. When earnings are persistent
you can easily predict future earnings based on past earnings. Predictive value (PV) of earnings is
considered as the ability of past earnings to predict future earnings (Barua, 2006). Earnings are
considered to be of higher quality when they have high predictability. Earnings predictability can
affect decision making by constructing anticipations about future earnings that are correlated with
future cash flows.

Factors that Affect Earnings Quality

Accruals Quality

This is one of the dependent variables tested in this paper, because of the critical role it plays in
determining the reliability of earnings information to users. Thus, several researchers use accruals
quality to assess quality of earnings, and they explain earnings quality as an increasing function of
accruals quality and view earnings to be of higher quality if quality of accrual items is high. (Balsam
et al., 2003; Biddle et al., 2008; Francis et al., 2003; Myers et al., 2003). It can provide more relevant
information to investors on the one hand, but it can also introduce error and bias, resulting in less
reliable information on the other. Sloan (1996) suggested that accruals may be less informative than
cash flows because they are less reliable and thus more susceptible to estimation error and managerial
manipulation.

Persistence

Persistent earnings have been associated with larger investor responses to earnings, which support the
hypothesis that persistent earnings are more useful for users, in particular for valuation purposes
(Dechow & Schrand, 2004). The accruals quality measure proposed by Dechow & Dichev (2002) is
related to earnings persistence, since firms with low accrual quality have a larger amount of accruals
that are unrelated to cash flows, which induces noise and less persistency in earnings. This is natural,
since more accrual estimation errors will lead to less persistent earnings. However, it has been
documented several times (e.g. Sloan, 1996)) that accruals are less persistent than cash flows.
According to Herly (2012) it is noted by the authors that it is difficult to distinguish empirically
between the effects of accruals quality and the level of accruals on earnings persistence. Generally,
earnings persistence has been used to measure the quality of earnings in Nigeria and in other climes
(Chukwu et al., 2020; Dechow & Schrand, 2009).

Theoretical Review

This section will review the theory on which this paper is based. The Resource Dependency Theory is
reviewed in this paper.

Resource Dependency Theory

Resource dependency is a valuable theory to anchor board diversity. The diversity of the directors
brings in different kinds of resource to the organization which ranges from human resources to
tangible and intangible resources; supplied easily by the directors of the organization to boost its
operations. Since its publication, resource dependence theory (RDT) has become one of the most
influential theories in organizational theory and strategic management. It characterizes the corporation
as an open system, dependent on contingencies in the external environment (Pfeffer & Salancik,
1978).

RDT recognizes the influence of external factors on organizational behavior and, although constrained
by their context, managers can act to reduce environmental uncertainty and dependence. Central to
these actions is the concept of power, which is the control over vital resources (Ulrich & Barney,
1984). Organizations attempt to reduce others’ power over them, often attempting to increase their
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own power over others. Pfeffer (1978) provides the basic argument of the resource dependence
perspective and inter-organizational relations as

1) The fundamental units for understanding inter-corporate relations and society are
organizations;

2) These organizations are not autonomous, but rather are constrained by a network of
interdependencies with other organizations;

3) Organizations take actions to manage external interdependencies, although such actions are
inevitably never completely successful and produce new patterns of dependence and
interdependence; and

4) These patterns of dependence produce inter-organizational as well as intra-organizational
power, where such power has some effect on organizational behavior.

Empirical Review

Ali et al. (2013) looked at the inconsistent findings of past board diversity research and determined
that it demanded a test of competing linear and curvilinear diversity-performance predictions. This
research focused on board age and gender diversity, and presented a positive linear prediction based
on resource dependence theory, a negative linear prediction based on social identity theory, and an
inverted U-shaped curvilinear prediction based on the integration of resource dependence theory with
social identity theory. The predictions were tested using archival data on 288 large organizations
listed on the Australian Securities Exchange, with a one-year time lag between diversity (age and
gender) and performance (employee productivity and return on assets). The results indicate a positive
linear relationship between gender diversity and employee productivity, a negative linear relationship
between age diversity and return on assets, and an inverted U-shaped curvilinear relationship between
age diversity and return on assets. The findings provided additional evidence on the business case for
board gender diversity and emphasized the case for board age diversity. This research used board
diversity to relate to performance while our work relates to earnings quality.

Algatan (2019) examined the consequences of board diversity by measuring the effect of gender, age,
national diversity on earnings management (EM). This research study raised the following questions
Does board diversity affect earnings management and firm performance? Has the 2013 Kuwait
Corporate Governance Code impacted on board diversity on earnings management, beside firm
performance? The research used data from 103 non-financial Kuwaiti listed companies in the period
from 2010 to 2017. The data was collected from the companies’ data from secondary sources such as
their annual reports. The data analysis methods were correlation, multi-regression and robust
regression. Earnings management was measured using the model modified by Jones (1995) and
Kothari et al. (2010). Firm performance measured by ROA, ROE, Tobin’s Q and total shareholder
return. The independent variables were gender diversity, age diversity, nationality diversity, board
size, board independent and role duality. Control variables were firm size, industry type, total debt,
total revenue, oil price, percentage change oil price, gold price, and the percentage change of gold
price.

METHODOLOGY

Research Design

This paper employed panel data methodology covering the period 2009-2017, as it allows for the
collection of past and multi-dimensional data which provide basis for the full establishment of the
relationship between age diversity and corporate earnings quality of quoted insurance firms in
Nigeria. Also, a quantitative study approach was adopted since quantifiable observations were
collected and analyzed statistically with a view to obtaining empirical evidence on the basis of which
inferences were drawn. The study exclusively utilized secondary data which were obtained through
published annual reports of the sampled firms.

Population of the Study

The population of the study is all the listed insurance firms whose stocks are quoted on the floor of the
NSE at 31% December 2017. Our choice of 2017 as the terminal year of the study is predicated on the
need to overcome data availability limitations due to long reporting lag associated with the industry of
study, the delay in the publication of 2018 annual report due to difficulties with the implementing
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IFRS 9. As at 31 December, 2017, NSE had 26 listed insurance firms according to the 2017/2018
fact book.

Sampling Procedure and Sample Size

Sampling technique of choice for the study is judgmental sampling rather than probabilistic sampling
technique. Data accessibility is a major consideration of the researcher in adopting judgmental
sampling technique for the current study. The sample size was purposively determined to be twenty-
one (21), consisting of those as presented in the table below. This sample list was compiled using data
accessibility from the database of the Nigerian Stock Exchange or their respective official websites as
a criterion. Five (5) companies were screened out because their records were not complete.
Accordingly, a total of 189 data points was extracted for analyses covering the period from 2009 to
2017, with both years inclusive.

Data Collection Method and Sources

Secondary data were obtained from the published annual reports, databases of the Nigerian Stock
Exchange (NSE). The researcher’s choice of secondary data for the study was predicated on the
premise that secondary sources of information tend to be more reliable in comparison with primary
data. This is because secondary data are mostly free from subjectivity and are easily verifiable. In
addition, the secondary data methodology is more in conformity with quantitative research than its
primary data counterpart.

The collection method was mostly electronic retrieval means from the archive of Nigerian Stock
Exchange and respective official websites of the sampled firms.

Variable Description and Measurement

There are two basic variables used in this study. They are earnings quality (dependent) and age
diversity (independent).

Data analysis techniques

The analytical technique employed in this study is parametric statistics. This technique involves the
use of quantitative models that seek to explain correlation, using sample based parameters as
yardsticks to infer about the population of study. The analytical procedure is carried out in two
distinct phases, namely univariate (or descriptive) analysis and bivariate analysis.

DATA PRESENTATION, ANALYSIS AND DISCUSSION OF FINDINGS

The results of analyses are presented in two phases. The first phase is univariate or descriptive
analysis of the variable, followed by the second phase which is a bivariate analysis and then a
discussion of findings.

Univariate Analysis

In line with the conceptual framework developed in chapter 1 which includes three variables, the
descriptive statistics are limited to highlight the related three set of data accordingly. These include
age diversity (XDIV) as the independent variable; accrual quality, (ACQ) and earnings persistence
(PER) which are the two measures of corporate earnings quality.

Members’ Age Diversity of Boards of Insurance Companies in Nigeria

According to the available statistics, age diversity (measured in terms of coefficient of variation of
board members’ ages) of boards of insurance companies in Nigeria is fairly the same across the
industry. This is indicated by the short range of the obtained data. The minimum estimated age
diversity is 22.82% while the maximum is 26.70%. In between these two extreme points, the average
in terms of mean is 25.33% while the average in terms of median is 26.09%.

70
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Members’ Age Diversity of Boards of Insurance Companies in Nigeria
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The histogram shows a distribution that is fairly skewed to the left, suggesting that a good majority of
boards of insurance companies are composed of members with majority belonging to the same age
bracket. However, this distribution is far from normal, as indicated by the JB-stat (27.02) and
associated probability value (0.000). Thus the foregoing statistics presents an industry where majority
of the companies’ boards are composed of members of fairly the same age brackets, thereby affirming
prevalence of low age diversity.
Accrual Quality of Insurance Companies in Nigeria
For each of the sampled firms, time series data was used to regress total accruals on the firm’s
underlying fundamentals (represented by revenue and PPEs) in order to estimate the parameters of the
non-discretionary accruals, using modified Jones (1991) model. The resulting coefficient of
determination (i.e. R?) measures the extent to which the firm’s underlying fundamental explains the
non-discretionary accruals of the firm, hence the quality of the firm’s accrual. The table below
presents the range of R? and number of firms falling within such range. The reported descriptive
statistics indicates that over the period of study, level of accrual quality is generally low.

Total Accruals Explanatory Capacity (R?) of Firms’ Fundamentals

Range of R? Frequency Accrual Quality Remark
R%> 90% 3 Very High
60% <R?< 90% 3 High
30% <R%< 60% 4 Average
10%<R?*< 30% 6 Low
R%< 10% 5 Very low
21

The same facts are represented pictorially below. Number of insurance firms whose accruals
explanatory capacity is 50% and above are only eight out of the twenty-one sampled firms.

AacCCCR o AaALS EXPFPFLANATORY CAFACIT Y ¥
Firsernaats FLIANIDAMNMEMNTA LS

Accruals Explanatory Capacity of Firms' Fundamentals
Since the objective is to measure accrual quality, rather than discretionary accrual, we need to carry
out a transformation of the data for it to measure the intended construct.
70
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60 -| — Sample 2009 2017
Observations 189

50 Mean 0.046416

40 Median 0.044172
Maximum 0.094279
Minimum -0.092982

304 Std. Dev. 0.022503
Skewness -0.848705

204 Kurtosis 11.33826
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Accrual Quality of Insurance Companies in Nigeria (Untransformed Data)
Accordingly, since in theory the discretionary accrual is inversely related to accrual quality, we

transformed the data by inversing the absolute values of the data to obtain the outcome as presented
below
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Accrual Quality of Insurance Companies in Nigeria (Transformed Data)

According to the figure, the JB-statistic (58.138) and associated probability value indicate that the
data is still not normally distributed but the distribution is now positively skewed (0.3713) and shorter
kurtosis of 5.614.

Earnings Persistence of Insurance Companies in Nigeria

A coefficient of variation of profit-after-tax was computed as measure of earnings volatility for each
of the sampled firms, using ten years data from 2008 to 2017. In estimating this earnings volatility, it
is our hope that their persistence was assessed indirectly through their predictive quality. The
interpretation of the resulting statistics is predicated on the premise that higher variability means low
predictive quality, hence low persistence. The descriptive statistic results of the estimated earnings
volatility are presented in the figure below:

EARNINGS NOLATILIT Y

Earnings Volatility of Insurance Companies in Nigeria

According to the figure, thirteen firms out of the twenty-one sampled firms’ earnings exhibited
considerable degree of variability as indicated by the coefficient of variation. This is as a result of the
fact that the absolute values of their respective computed coefficient of variation are greater than 1.0,
meaning that their actual earnings deviate several points away from their expected earnings. Thus
once again a widespread indication of poor earnings quality is observed in the Nigerian insurance
industry as this characterization is consistent with the earlier observation from the perspective of
accrual quality.

It is important to reiterate however, that a dynamic analytical framework rather than a static one, was
used in testing the study hypotheses as this static analysis is only used to gain insight on the overall
quality of the respective sampled firm’s earnings quality. A two-years-moving coefficient of variation
of profit-after-tax was computed as measure of earnings volatility for each of the sampled firms. The
results are presented in the figure:
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Mean 0.394361
30 Median 0.576574

Maximum 1.403714

Minimum -1.722730
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Earnings Volatility of Insurance Companies in Nigeria (Untransformed Data)

Earnings volatility of insurance companies in Nigeria, as measured by two-years-moving coefficient
of variation of profit-after-tax, shows a highly dispersed distribution. The average coefficient of
variation is approximately 0.3943, out of a wide range of -1.723 and 1.404. The negative skewness of
-0.723 indicates that there are more coefficient of variation greater than the average point, meaning

44



Ogaluzor & Chukwu..... .. Int. J. Innov. Finance and Econs Res. 10(1):36-48, 2022

insurance firms with high earnings volatility (i.e., low earnings persistence) are more in numbers than
those with low earnings volatility (i.e. high earnings persistence).

The presented data series on earnings volatility requires undergoing certain transformation that is
expected to make it suitable as a measure of earnings persistence variable. Since the construct of
interest is capacity to resist volatility, the direction of such capacity is not much of relevance. Besides,
volatility resistance attribute reflects opposite of volatility. Hence, the series is transformed to natural
logarithm of the inverse of absolute figure of volatility as earnings persistence.

Series: PERS
35 | Sample 2009 2017
Observations 189
30 +
Mean 0.690776
25 Median 0.379649
Maximum 2.051614
20+ Minimum -0.543910
15 Std. Dev. 0.786696
Skewness 0.434330
10 - Kurtosis 1.739721
5 Jarque-Bera 18.45013
Probability 0.000099
o !—\‘ [ 1 —r

-0.5 0. 1.0 1.

Earnings Persistence of Insurance Companies in Nigeria (Transformed Data)

Bivariate Analysis

The objective of this analysis is to establish the magnitude and degree of relationships between pairs
of variables, using Pearson Product Moment Correlation (r?).

Age Diversity and Earnings Quality

According to the table presented below, the correlation coefficient between earnings volatility and age
diversity is 0.4148. This means that there is a chance of about 17.21% that variability in earnings
persistence of quoted insurance companies in Nigeria can be attributable to variability of their boards’
age diversity. Statistically speaking, one can conclude based on this evidence that age diversity in
boards of insurance companies in Nigeria exert significant degree of influence on the firms’ earnings
volatility (therefore by extension, on their earnings persistence).

According to the direction of relationship, the implication of this result is that, greater degree of age
diversity is likely to give rise to greater degree of earnings persistence. The puzzling observation here
is the seeming contradiction between intuition and the result obtained. A committee of very old and
young are expected to be characterised by operational frictions occasionally. However, the results
obtained points in the direction that contradicts this standpoint.

Table 4.2C: Correlation Matrix of Age Diversity and Earnings Quality
Covariance Analysis: Ordinary

Date: 10/27/19 Time: 17:40

Sample: 2009 2017

Included observations: 189

Correlation
Probability PERS ACC ADIV
PERS 1.000000
ACC 0.552838 1.000000
0.0000 -
ADIV 0.414835 0.240277 1.000000
0.0000 0.0009 -

Source: EVIEWS Output (Version Seven)
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As reported in the table above, the correlation coefficient obtained is 0.2403 (PV = 0.0009 < 5%). The
direction of the relationship, according to the result is positive, meaning that greater age diversity is
likely to bring about higher accruals quality, and vice versa. With a correlation coefficient such as the
obtained result, we can interpret it to mean that 5.8% of observable variability in accruals quality is
attributable to variability in age diversity of the board members. Again, this also represents a
significant relationship as the probability value is less than 5%. Therefore regarding hypothesis Hoz,
which states: age diversity does not significantly influence earnings persistence of quoted insurance
companies in Nigeria, there is statistically justifiable reason to reject the hypothesis at 5% level of
significance (i.e. Ho is rejected). In the same vein, we reject hypothesis Ho: which states: age
diversity does not significantly influence accruals quality of quoted insurance companies in Nigeria.
Earnings Persistence

As regards the relationship that exists between age diversity and corporate earnings quality, the results
are the same for both accrual quality and earnings persistence such that; the results on age diversity
show that it is positively related to earnings persistence of insurance companies. A 1% increase in age
diversity of the insurance companies will increase their earnings persistence by 16.63%.

DISCUSSION OF FINDINGS

Statistically speaking, one can conclude based on this research evidence that age diversity in boards of
insurance companies in Nigeria exert significant degree of influence on the firms’ earnings volatility
(therefore by extension, on their earnings persistence). The correlation coefficient obtained is
0.414835 (PV = 0.0000< 5%). The direction of the relationship, according to the result is positive,
meaning that greater age diversity is likely to bring about higher earnings persistence, and vice versa.
Representing earnings quality in terms of accruals quality the correlation coefficient obtained is
0.2403 (PV = 0.0009 < 5%). The direction of the relationship, according to the result is positive,
meaning that greater age diversity is likely to bring about higher accruals quality, and vice versa. With
a correlation coefficient such as the obtained result, we can interpret it to mean that 5.8% of
observable variability in accruals quality is attributable to variability in age diversity of the board
members. This again can be attributable to the resource dependency theory where members of
different ages can bring in their vast resources to the board.

SUMMARY

This paper investigated the relationship between age diversity and the earnings quality of insurance
companies quoted on the floor of the NSE. The study measured age diversity as an independent
variable, while corporate earnings quality was measured with accruals quality and earnings
persistence. The main objective of the study was to investigate the relationship between age diversity
and earnings quality of listed insurance companies in Nigeria. In order to study the relationship
between age diversity of the board and the accrual quality of listed insurance companies in Nigeria,
two research questions and two hypotheses were raised.

Relevant literature was reviewed conceptually, theoretically and empirically to find out what other
authors and researchers did about related topics. We discovered from the literature that there were
varied opinions about the topic. While some works established relationships, others did not.

This paper employed panel data methodology covering the period 2009-2017. Quantitative study
approach was adopted; quantifiable observations were collected and analyzed statistically with a view
to obtaining empirical evidence on the basis of which inferences were drawn. The paper exclusively
utilized secondary data which were obtained through published annual reports of the sampled firms.
The population of the study is all the listed insurance firms whose stocks were quoted on the floor of
the Nigerian Stock Exchange as at 31st December 2017. According to 2017/2018 fact book of the
Nigerian Stock exchange, there are 26 insurance companies quoted but due to availability of data,
only 21 companies whose data was up to date were used. Parametric statistics was used to analyze the
data collected.

Analyses conducted revealed that there is a significant relationship between age diversity and the
accrual quality of listed insurance companies in Nigeria; also, there is a significant relationship
between age diversity and the persistent nature of reported earnings of listed insurance companies in
Nigeria.
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CONCLUSION

Age diversity in the Board is recommended by corporate governance as it ensures quality
representation in the boardroom. The activities of the management are both controlled and boosted by
the activities of the board of directors. A well-diversified board provides different caliber of members
with diverse quality. Though some times this might lead to conflict in the board according to social
identity theory, yet the advantages outweighs the disadvantages and therefore serves a good purpose
in the running of a corporate body.

This paper established significant relationship between age diversity and earnings quality of quoted
insurance companies in Nigeria. It therefore concludes that age diversity significantly affects firm
reported earnings quality.

RECOMMENDATIONS
Based on the hypotheses tested and the findings of this study, it is recommended that:

1. Age is of importance; there should be inclusion of wide range of age in the board to enable
the board draw from both old and young. While the younger members will show much
ambition, the older members will serve as a check on them to moderate the seemingly rash
decision that may be taken in pursuit of young and wild ambitions.

2. Earning persistence favors diversifications as they are directly related. Therefore to achieve
persistence in earnings, the firm should consider good diversification of their board.
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