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Abstract: Nigeria is a foremost oil producer in Africa, and thus faces substantial environmental issues
like pollution and climate change. Therefore, since green taxation and green innovation empha-
size inventing new technologies, mitigating environmental damage, and stimulating sustainability,
understanding and encouraging green taxation and green innovation might aid in reducing these
environmental challenges and protect natural resources. This study therefore explored the influence
of board structure on the link between green taxation, green innovation, and cosmetic accounting
practices of firms. This study adopted auxiliary data from the World Bank, OECD, and Nigerian
corporations’ annual reports. The analysis included 792 firm-year observations from 2014 to 2021. A
logistic regression analysis was performed. This study documented that firms costume their income
to avoid paying environmental taxes or to generate a more constructive image of their green practices.
Similarly, it was found that green innovations attract firms to engage in cosmetic accounting practice
in Nigeria. However, firms’ effective board mechanisms have been found to prevent the likelihood
of cosmetic accounting practices. Finally, it was established that green taxes and green innovations
could prevent firms from engaging in cosmetic accounting practices in companies with effective
board mechanisms. This study is the first to explore the influence of governance structure on the
nexus between green taxation and cosmetic accounting practices of firms. The findings of this study
provide valuable information to regulatory authorities, policymakers, and companies seeking to
promote sustainable growth and green protection.

Keywords: green taxation; green innovation; income smoothing; board of directors; earnings management

1. Introduction

Cosmetic accounting involves manipulating or perverting financial numbers to gener-
ate a constructive image without significant changes in the actual practices of a company’s
financial statements. It has been argued that tax inducements play a vital role in a com-
pany’s earnings management practice [1]. Firms may engage in cosmetic accounting
practices in response to tax incentives or to reduce tax obligations. This might include
strategies such as fluctuating accounting methods that time revenue and expenses or
reforming corporate operations to improve tax benefits. Tax describes an unequivocal
agreement between the government and the proprietors; thus, this nexus might stimulate
cosmetic accounting practices [2]. This is because the financial reporting decision could
influence the tax liabilities of companies contingent on the degree of alignment between
reported earnings for the financial report proposal versus earnings for tax report purposes.
Ref. [2] argued that the nexus between company taxes and their reported earnings is strong
in developed nations. This requires the need to explore the nexus between corporate taxes
and their reported profits in developing economies such as Nigeria. This is because the
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Nigerian government initiative to raise government revenue through an active corporate
tax system is often compromised by the competitive policy of tax avoidance implemented
by firms [3,4]. Therefore, firms are largely in a competitive environment, which makes
them more incentivized to avoid taxes in order to increase their earnings and have more
resources to compete with the market environment.

Similarly, prior studies have shown that the legal and institutional framework of a
nation has a greater influence on the characteristics of reported earnings [5]. Therefore,
the institutional, political, and economic environments of developing nations are distinct,
and therefore, the incentives for and outcomes of tax-induced earnings management (EM)
can be very different from those of advance economies. However, a large amount of
empirical evidence demonstrates that the implementation of environmental protection laws
effectively stimulates firms to practice income-decreasing EM, with a stronger impact on
large companies and businesses in developed countries [6].

Green taxation, popularly known as environmental tax, as a constituent of ecological
protection laws, might play a vital role in captivating firm EM practices. This is because
firms facing green taxes might be tempted to engage in cosmetic accounting practices to
lessen the financial implication of green tax obligations. This might include altering their
financial reports to indicate a more favorable financial condition or deferring financial
transactions to lessen tax obligations. On the contrary, green tax policy can also stimulate
firms to improve their green performance and apply friendly ecological practices rather
than engage in cosmetic accounting practices. Consequently, some firms might opt to
invest in renewable energy technologies to cut their tax obligations while also endorsing
green protection [7]. Previous studies have argued that corporate governance devices
have sturdy influence on company cosmetic accounting practice [8–11]. They argue that a
robust corporate governance mechanism decreases the likelihood of firms’ engagement in
cosmetic accounting practices. In the same way, it has been argued that the autonomous
board oversight function can reduce agency issues that increase, such as cosmetic practice
and minimizing tax expenses to protect the profits of firms so that managers will receive
bonuses [12,13]. Consequently, it is likely that a robust corporate governance mechanism
can effectively contribute to reducing cosmetic accounting practice that firms engage in to
circumvent paying green taxes.

Furthermore, Nigeria is a foremost oil producer in Africa and thus faces substantial
environmental issues like pollution and climate change. Therefore, since green innovation
emphasizes inventing new technologies, mitigating environmental damage, and stimulat-
ing sustainability, understanding and encouraging green innovation might aid in reducing
these environmental challenges and protect natural resources. Moreover, Nigeria is a party
to universal agreements like the Paris Agreement, which requires countries to limit carbon
emissions and reduce climate change. Consequently, examining green policies is pivotal for
Nigeria to meet its international obligations and contribute to the global struggle to fight
climate change.

Therefore, prior studies have argued that increasing green innovation is an essential
support to attaining a sustainable development agenda and achieving the objective of
“double carbon” [14,15]. Green innovation may include green goods and other technological
inventions [15]. Therefore, it is expected that green innovation can enhance transparency in
the financial report. This will provide stakeholders or investors with better information
about firm environmental performance, which will in return promote the reliability of
financial reports.

Board structure can play an essential role in influencing the firm’s strategy to green
taxation, green innovation, and cosmetic accounting practice. Thus, an effective board
with dissimilar perceptions, autonomous directors, and effective oversight functions is
more probable to stimulate green innovation and financial reporting quality. In view of the
above argument, this study explores the influence of corporate board structure on the link
between green taxation, green innovation, and cosmetic accounting practices of firms.
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Therefore, it was expected that understanding the nexus between green taxation, green
innovation, and cosmetic accounting behaviors of firms could be important due to the
following reasons: Exploring the nexus between green taxation, green innovation, and
cosmetic accounting behaviors of firms can provide a better understanding of how financial
incentives can promote sustainable practices by firms or how financial incentives might
likely lead to unethical practices by firms. Similarly, this study can also assist policymakers
and investors in understanding how the nexus of green taxation, green innovation, and
EM practices of firms can influence the compliance of firms with tax law and policies,
green performance, and the preservation of the transparency of financial reports. Finally,
to the best of the researchers’ information, this study is the first to explore the influence
board structure on the nexus between green taxation, green innovation, and firms’ cosmetic
accounting practices. However, prior studies often investigated how diverse features of
board structure such as board independence, board multiplicity, and board expertise affect
firms’ environmental policies, for instance, in terms of board structure and firms ecological
performance [16], board diversity and ecological strategies [17], and the moderating effect
of autonomous directors on the nexus between firms’ ecological disclosure and board
diversity [18]. Therefore, this study explores the role of board structure on the nexus
between green innovation, green taxation, and cosmetic accounting practice in Nigeria,
as there is an absence of comprehensive study in this area, especially in the context of
developing countries like Nigeria. Therefore, this study intends to offer insights into how
board structure can promote or deter the adoption of green taxation, green innovation, and
decent accounting practices.

This study documented that firms costume their income to avoid payment of envi-
ronmental taxes (which include energy taxes and transport taxes) or to generate a more
constructive image of their green practices. Similarly, it was found that green innovations
attract firms to engage in cosmetic accounting practice in Nigeria. It was also found that
firms that have effective corporate board mechanisms, including board expertise, board
autonomy, board gender diversity, audit committee (AC) expertise, and AC autonomy, have
effective supervisory instruments that can prevent the likelihood of cosmetic accounting
practice. Finally, it was established that green taxes and green innovation could prevent
firms from engaging in cosmetic accounting practices in companies that have effective
corporate board mechanisms.

2. Review of the Literature
2.1. Green Taxation and Cosmetic Accounting

Agency theory focuses on the contractual nexus between one party (the agent) and
another party (the principal) [10,19–22]. Taxation indicates an unequivocal agreement
between the government and proprietors. Therefore, when there is disagreement between
agents (the proprietors) and the government (the principal), it may affect the quality of
reported earnings. Thus, agents might engage in EM to realize their interests. One of
the most important reasons why firms engage in EM is tax-motivated [4]. According
to [2], the nexus between agents (the proprietors) and the government (the principal) could
induce cosmetic accounting practices from two perspectives: On the one hand, the financial
reporting decision might influence the tax liabilities of companies dependent on the extent
of alignment between reported earnings for financial reporting proposes versus earnings
for tax reporting purposes. It is argued that the nexus between the taxes of companies
and their reported earnings is strong in developed nations. However, prior studies have
shown that the legal and institutional framework of a nation has greater influence on the
characteristics of reported earnings [5]. Therefore, the institutional, political, and economic
environments of developing nations are different, and therefore the incentives for and
outcomes of tax-induced EM can be very different from those in advanced economies. On
the other hand, firms may engage in cosmetic accounting practices if they operate in a
setting with a dual tax regime. Under this regime, proprietors are obliged to pay taxes from
already taxed income in addition to the company’s income tax. The above argument aligns
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with the dual divided theory, which proposes the likelihood of using income from green
taxes to decree other manipulations in a tax system [23–25]. Similarly, ref. [26] confirmed
that the existence or nonexistence of a dual dividend must be addressed emphatically.
Furthermore, it has been argued that engaging in cosmetic accounting practices to reduce
tax liabilities has become a tax motive for managers to costume their profit [4]. Similarly,
the political costs have confirmed that bigger firms face advance inspection and therefore
engage in income-decreasing EM to limit political and regulatory cost [27]. Consequently,
one of the government’s rules is to collect taxes from companies, which suggests that if a
company reduces its earnings, it directly signifies that such a company will pay lower taxes.

Many prior studies have explored the influence of taxation regimes on EM prac-
tices [2,28,29]. In the context of small and medium-size enterprises (SMEs), ref. [2] explored
the influence of taxes on EM practices. They examined SMEs in Finland for the periods
2006 to 2010. They found that firms’ willingness to pay taxes had a significant consequence
on EM in avoiding tax liabilities. Ref. [4] examined how EM influences the nexus between
financial systems and tax planning. He employed panel data from the sampled firms in
Nigeria. He found that tax planning increases the likelihood of EM practices in Nigerian
firms. This confirmed the findings of [30], who examined the influence tax avoidance on
EM of Chinese firms. They reported that tax avoidance has been a motivating deriver
for EM. On the contrary, ref. [31] used five large European nations to explore the nexus
between tax avoidance and EM. They revealed that firms do not employ tax manipulation
to reduce their tax obligations. They also reported that the vacuum between accounting
and taxes seems to be basically unaffected by EM. However, ref. [6] used a sample of
over-polluting firms in China and examined the influence of green taxes on EM. They
discovered that green taxes compel firms to engage in upward accrual EM. However, they
argued that private firms have more considerable motivations to engage in tax avoidance
or tax planning and are more inspired to engage in EM practice. Furthermore, ref. [32]
examined the influence of environmental levies on firms’ EM in China. They revealed a
favorable significant association between environmental levies and EM. They documented
that environmental levies increase the incentive of enterprise EM. Wang et al. [33] studied
the influence environmental taxes on firm EM in the Chinese manufacturing segment. They
found that environmental levies have an inverse significant influence on EM. Ref. [34]
measured the effect environmental taxes on the EM of Chinese companies. They doc-
umented that the environmental tax regime instigates Chinese companies to engage in
income-reducing EM. It can be observed that most of the studies examined above were from
the Chinese financial market; therefore, there is a need to examine the influence of green
taxes on EM practice of Nigerian markets. Moreover, Nigeria has been classified as one of
the most polluted economies in sub-Saharan Africa, being one of the largest producers of oil
in the region [35–37]. Therefore, green taxes are aimed at decreasing activities that have an
adverse effect on the environment. However, firms that engage in harmful activities might
face expenditure as a result of green taxes, which can put them under pressure to engage
in cosmetic accounting practice to preserve their profitability. In view of the foregoing
arguments, this study hypothesizes the following:

H1. Green taxes have a significant influence on the cosmetic accounting practice of firms in Nigeria.

2.2. Board Structure, Green Taxation, and Cosmetic Accounting

Earlier studies have argued that corporate governance structure has a strong influence
on cosmetic accounting practice [8–11,38–40]. They argue that the manifestation of board
expertise, board autonomy, board gender diversity, audit committee (AC) expertise, and AC
autonomy in the corporate board and AC decrease the possibility that a firm will smooth its
income. Similarly, it has been contended that high green uncertainty motivates managers in
companies to engage in opportunistic activities [12]. It has also been argued that supervision
of autonomous directors as a structure of corporate governance can decrease agency issues
that rise, such as cosmetic accounting practice or EM. These opportunistic activities carried
out by managers include minimizing tax expenses in order to costume firms’ earnings
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so that managers receive bonuses [13]. Consistent with [41], management can engage
in higher levels of tax avoidance when the corporate governance mechanism of firms is
weak. Recently, ref. [42] explored the influence of board gender diversity on tax avoidance
and EM in the Malaysian market. They documented that green accounting practice is
negatively related to tax avoidance in firms with a high ratio of female directors. From the
foregoing literature, it is expected that a robust corporate governance structure, such as
an autonomous and diverse board with an effective oversight function and transparency,
can ensure that green taxes are properly managed and disclosed. However, there are few
empirical studies on how corporate governance mechanisms influence the nexus between
sustainability practices and EM [43]. This study therefore fills this gap by exploring the
influence of board mechanisms on the nexus between green taxes, green innovation, and
cosmetic accounting practice. Thus, a robust board structure can assist in reducing cosmetic
accounting practice that firms engage to avoid paying green tax. On the contrary, feeble
corporate governance might result in high likelihood for accounting manipulations due to
green taxes. Therefore, the link between green taxation and cosmetic accounting practices
can be affected by the efficacy of the board structure of firms. In view of the foregoing
arguments, this study hypothesizes the following:

H2. Corporate board structure has a significant influence on the cosmetic accounting practice of
firms in Nigeria.

H3. Board structure moderates the influence of green taxation on the cosmetic accounting practice
of firms in Nigeria.

2.3. Green Innovation and Cosmetic Accounting

Prior studies have argued that increasing green innovation is an essential support
to attaining the sustainable development agenda and achieving the objective of “double
carbon” [14,15]. Green innovation may include green goods and other technological
inventions [15]. From the Indonesian context, ref. [44] argued that green innovation has a
substantial influence on EM. This affirmed the findings of [45], who studied the influence
of green intellectual capital, EM, and future stock earnings. The study revealed that green
intellectual capital has a strong influence on future stock earnings. Ref. [15] explored the
influence of EM on the link between CEO changes on green innovation in China. They
revealed that green innovation increases EM both prior to and after CEO change. This was
confirmed by the findings of [46], who studied the influence of enterprise green innovation
on EM in China. They argued that green renovation can assist firms restrain accrual
based EM. Therefore, it is expected that green innovation can enhance transparency in the
financial report. This provides stakeholders or investors with better information about the
firm’s environmental performance, which in return promotes the reliability of financial
reports. Therefore, the following is expected:

H4. Green innovation has a significant influence on the cosmetic accounting practice of firms
in Nigeria.

2.4. Corporate Board Structure, Green Innovation, and Cosmetic Accounting

Ref. [47] examined the influence of green innovation on board diversity and firm value.
They documented that the influence of the female directors’ strategy has a constructive
impact on green innovation. By exploring a sample of 108 firms, ref. [48] examined the
role of green innovation on the nexus between female directors and firm value. The study
revealed that female directors’ strategies promote the green innovation of companies in
Indonesia. Therefore, board structure can play an essential role in influencing the firm’s
strategy on green innovation and cosmetic accounting practice. Thus, an effective board
with dissimilar perceptions, autonomous directors, and effective oversight functions is
more probable to stimulate green innovation and financial reporting quality. Therefore,
we hypothesize:
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H5. Board structure moderates the influence of green innovation on the cosmetic accounting
practice of firms in Nigeria.

3. Methodology

This study adopted auxiliary data from the annual reports of the World Bank, OECD,
and Nigerian corporations. Data on the outcome variable were obtained from the OECD.
Data on explanatory variables were obtained from the annual reports of Nigerian corpora-
tions. The analysis involved 792 firm-year observations out of 1384 firm-year observations
from 2014 to 2021. The choice of the period was based on the availability of information
obtained from the World Bank and OECD, while the 792 firm-year observations were
obtained after applying the following filtering criteria: First, any firm that was delisted
during the period 2014 to 2021 was removed from the investigation. Finally, any firm
that did not provide a complete information during the period 2014 to 2021 was removed
from the investigation. In this study, logistic regression was adopted due to the nature
of the outcome variable being a dichotomous variable. Logistic regression estimates the
likelihood of the existence of a certain phenomenon, which is vital for making a ratio-
nal decision in management and economic studies [49,50]. The reasons for the choice of
logistic regression is that cosmetic accounting is often detected in the form of a binary
outcome such as smoothing or non-smoothing firms. Therefore, a logistic model is more
appropriate for modelling a binary outcome variable, as it provides the likelihood that an
observation fits into a specific category. It is also more flexible in controlling various kinds
of independent variables, has ease of interpretation, and is more robust to violations of
strict presumptions. These make logistic regression a strong technique for examining the
determinants of cosmetic accounting practices of firms.

This study employed the model from [51], as recommended by previous studies on
cosmetic accounting [49,52,53]. The model from [51] can be employed to categorize the
incidence of cosmetic accounting practice based on their probabilities or likelihoods, which
provides an avenue for a rational decision-making process. Consistent with [51], firms are
inclined to smooth their reported incomes over time through cosmetic accounting practices
to decrease their earnings variations. They regularly engage in cosmetic accounting practice
to make their economic performance look more stable and reliable to external stakeholders.
In general, the model from [51] helps to detect firms that may be managing their incomes by
smoothing methods (we categorize these firms as 1) versus firms that report their income
faithfully without engaging in cosmetic accounting practice (we categorize these firms as 0).
Table 1 contains information on the study variables and their individual measurements.

Model Specification

For an examination of this study’s hypotheses, the following estimation model was used:

COSAit = β0it + β1TGREENTAXit + β2GREENINIVOit + β3 + FirmSizit + β4+ BGS it + β5GDPPERCAP + εit

where COSAit = cosmetic accounting practice, TGREENTAX = total green taxations,
GREENINIVO = green innovations, FirmSiz = firm size, BGS = board structure, GDP-
PERCAP = GDP per capita, ε = error terms, it = firm/period, and β1–β5 = gradients of the
explanatory variables.



Sustainability 2024, 16, 6919 7 of 16

Table 1. Variable measurement.

Name of Variable Short Form Measurement Source

Dependent Variable

Cosmetic accounting COSA

The difference in the coefficient deviation of income (CVI) is
divided by the difference in the coefficient variation of
sales/revenue (CVS). If a corporation’s CVI/CVS quotient
is more than/equal to 1, a corporation is perceived to have
smoothed income and otherwise is 0.

[10,53]

Independent Variable

Total green taxes TGREENTAX
Environmental taxes revenue as % of GDP
(“All tax bases (sources from energy, transport pollution,
and resources taxes”)

OECD data

Green innovation GREENINIVO

It is computed as the proportion the share of
environment-related inventions on all inventions in all
technologies at home-based and the portion of
environment-related inventions on all inventions in all
technologies in the globe). An index of 1 indicates that an
economy invents as much in “green” technologies as the
globe; an index more than 1 shows a comparative
technological advantage of a country compared to the globe.

OECD data

Control Variables

Firm size FirmSiz Natural log of firm assets [54,55]

Board structure (board
expertise, board autonomy,
board gender diversity, audit
committee expertise, and
audit committee autonomy)

BGS

1 is assigned for a board that has at least a financial expert
in the Board and 0 otherwise.
1 is assigned for a board that has majority members as
autonomous directors and 0 otherwise.
1 is assigned for a board that has at least a female member
in the Board and 0 otherwise.
1 is assigned for an AC that has at least a financial expert in
the AC and 0 otherwise.
1 is assigned for a AC that has majority members as
autonomous directors and 0 otherwise.

[56,57]

Gross domestic product GDPPERCAP Natural log of GDP per capita. World Bank data

Source: authors’ contribution.

4. Results and Explanation
4.1. Descriptive Statistics

Table 2 shows the descriptive statistics of this study. It is observed that COSA has a
mean value of 0.814 with minimum and maximum values of 0 and 1, respectively. The
mean of 0.814 suggests that 80.14% of the sample firms engaged in COSA practices during
the study period. The minimum value of 0.00 indicates the non-smoothing firms, while the
maximum value of 1.00 indicates the smoothing firms. TGREENTAX shows an average of
1.70% of Nigeria’s GDP with a smallest and highest value of 0.00% and 2.00%, respectively.
The minimum value of TGREENTAX proposes that some nations in the research sample
did not have any momentous quantity of green levies in the study period. GREENINIVO
shows an average of 1.322 of Nigeria’s GDP with a smallest and highest value of 0.00% and
3.470, respectively. This means that on average, Nigeria has a comparative advantage in
green innovation. FIRMSIZ had a mean value of 16.568. BGS had an average of 3.194 with
a smallest and highest value of 2.00% and 5.00%, respectively.
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Table 2. Descriptive statistics.

Variable Obs Mean Std. Dev. Min Max

COSA 792 0.814 0.389 0.000 1.000
TGREENTAX 792 0.017 0.007 0.000 0.020
GREENINIVO 792 1.322 0.932 0.000 3.470
FIRMSIZ 792 16.568 1.590 13.755 19.450
BGS 792 3.194 0.660 2.000 5.000
GDPPERCAP 792 11.924 1.341 9.110 13.623

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita.

This suggests that the sampled firms had average scores for three of the board gover-
nance indices used in this study. The minimum and maximum values of BGS suggest that
some sampled firms had at least scored two of the corporate board indices, while some of
them had scored all of the corporate board indices. GDP per capita ranged from 9.110 to
13.623. The mean GDP per capita is 11.924.

4.2. Correlation

The correlation results are depicted in Table 3. The table depicts that TGREENTAX,
GREENINOV, and GDPPERCAP had positive relations with COSA. However, FIRMSIZ and
BGS had negative relations with COSA. It is observed from the table that the associations
of the explanatory variables fall within the normal array and are therefore not excessive.
Consequently, as suggested by the previous literature, the results might imply that the
estimate model may possibly not be related to the glitches in multicollinearity [58–60].

Table 3. Correlation.

Variable COSA TGREENTAX GREENINOV FIRMSIZ BGS GDPPERCAP

COSA 1.000
TGREENTAX 0.0863 ** 1.000

0.015
GREENINOV 0.0758 * 0.0973 *** 1.000

0.033 0.006
FIRMSIZ −0.017 0.007 −0.035 1.000

0.630 0.840 0.322
BGS −0.051 −0.036 0.3376 *** 0.003 1.000

0.149 0.318 0.000 0.926
GDPPERCAP 0.029 −0.3858 *** 0.1938 *** 0.001 0.1699 ***

0.408 0.000 0.000 0.979 0.000 1.000

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; GREENI-
NOV = green innovation; FIRMSIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita. *** = sig-
nificance at 1%; ** = significance at 5%; and * = significance at 10%.

4.3. Regression Estimates

Table 4 shows the regression estimates of the direct nexus between TGREENTAX and
COSA. The table shows that TGREENTAX had a positive significant influence on COSA.
This can be detected from the delta coefficient (dy/dx) of 5.568 and p-values (p > z) of 0.008.
Thus, it implies that green taxes induce firms to engage in cosmetic accounting practice in
Nigeria. This means that firms costume their income to avoid payment of environmental
taxes (which include energy taxes and transport taxes) or to generate a more constructive
image of their green practices. This is consistent with the findings of [32,34], who found
that green taxes instigate Chinese firms to engage in income smoothing. The result also
supports our first hypothesis (H1), which assumed that green taxes have a significant
influence on the cosmetic accounting practice of firms in Nigeria. The implication of
this result could suggest that policymakers may need to devise sterner monitoring and
regulatory mechanisms to ensure strict compliance with green tax laws without companies
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resorting to cosmetic accounting practice. This might include best governance practices,
rigorous accounting standards, and punishments for noncompliance.

Table 4. Logistic regression (direct model).

Delta Method

Var. dy/dx Std. Err. z p > z

TGREENTAX 5.568 2.115 2.630 *** 0.008
GREENINOV 0.034 0.017 2.030 ** 0.042
FIRMSIZ −0.004 0.008 −0.430 0.666
BGS −0.052 0.021 −2.460 ** 0.014
GDPPERCAP 0.000 0.000 1.820 * 0.069
Pseudo R2 0.134
Wald X2 79.210
Probability of Wald X2 0.000
Linktest (Hatsq) 0.769
Gof test group (10) 0.686
Correctly classified 81.440

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%; ** = significance
at 5%; * = significance at 10%.

Similarly, the table reveals that GREENINOV had a positive significant influence on
COSA. This can be detected from the delta coefficient (dy/dx) of 0.034 and p-values (p > z)
of 0.042. Therefore, it infers that green innovation attracts firms to engage in cosmetic
accounting practice in Nigeria. A possible explanation for this is that companies that
partake in green innovation might overstate or pervert their environmental activities to
promote their image or attract environmentally sensitive investors. This might lead to
cosmetic accounting practice by changing the variability in their earnings and present
healthier performance than is truly realized. Furthermore, companies under regulatory
pressure to prove compliance to environmental laws or to achieve sustainable goals might
partake in cosmetic accounting to elude penalties or to receive positive treatment from
regulatory agents. Similarly, the positive significance influence between GREENINOV and
COSA in firms indicates the complexity involved in the trade-off between sustainability
practices and financial reporting integrity. Therefore, corporate boards should reinforce
their monitoring functions to make sure that green innovation practices are followed in
an ethical and transparent manner. This might include instating dedicated committees
to effectively supervise green initiatives and the financial reporting process. The result is
consistent with the findings of [15], who found that innovation increases EM. The result
also supports our hypothesis (H4), which presumed that green innovation has a significant
influence on the cosmetic accounting practice of firms in Nigeria.

However, Table 4 shows that the moderating variable BGS had a significant negative
influence on COSA. This can be discovered from the delta coefficient (dy/dx) of −0.108 and
p-values (p > z) of 0.033. Therefore, it infers that BGS (represented by “board expertise, board
autonomy, board gender diversity, audit committee (AC) expertise, and AC autonomy”)
mitigates firms’ involvement in cosmetic accounting practice in Nigeria. This implies that
firms that have effective BGS including board expertise, board autonomy, board gender
diversity, audit committee (AC) expertise, and AC autonomy have effective supervisory
mechanisms, which can prevent the likelihood of cosmetic accounting practice. This is
because the existence of BGS can facilitate the evaluation of financial reports, challenge
managers who exhibit opportunistic behavior, and in return prevent the likelihood of
earnings manipulations. This is consistent with the findings of [9,10,38], who claimed
that the manifestation of board expertise, board autonomy, board gender diversity, audit
committee (AC) expertise, and AC autonomy in the corporate board and AC decreases the
likelihood of firms’ engagement in income smoothing. The result also supports our second
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hypothesis (H2), which presumed that corporate board structure has a significant influence
on the cosmetic accounting practice of firms in Nigeria.

Table 5 represents the regression estimates of the moderating influence of BGS on the
nexus between TGREENTAX and COSA. The table shows that the interactions between
BGS TGREENTAX (TGREENTAX*BGS) had a negative significant influence on COSA. This
can be seen from the delta coefficient (dy/dx) of −6.853 and p-values (p > z) of 0.005. Thus,
this implies that green taxes might prevent firms from engaging in cosmetic accounting
practices in companies that have effective BGS.

Table 5. Logistic regression (moderation model).

Delta Method

Var. dy/dx Std. Err. z p > z

TGREENTAX 28.827 7.842 3.680 *** 0.000
GREENINOV 0.126 0.029 4.280 *** 0.000
TGREENTAX*BGS −6.853 2.459 −2.790 *** 0.005
GREENINOV*BGS −0.027 0.008 −3.420 *** 0.001
FIRMSIZ 0.000 0.008 0.020 0.984
BGS −0.108 0.051 −2.140 ** 0.033
GDPPERCAP 0.000 0.000 2.340 ** 0.019
Pseudo R2 0.148
Wald X2 56,125.99
Probability of Wald X2 0.000
Linktest (Hatsq) 0.838
Gof test group (10) 0.815
Correctly classified 81.690

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%; ** = significance
at 5%.

It further suggests that an effective BGS stimulates honest and transparent decision-
making, which enables firms to reduce the likelihood of cosmetic accounting practices
related to green taxation. In addition, an effective BGS might stimulate accountable decision-
making about green impact and green taxes. Thus, when the board of directors and man-
agers are aligned on ethical and green business practices, there may be less motivation
to engage in cosmetic accounting by manipulating green taxes to artificially smooth earn-
ings. Previous studies have argued that BGS can decrease agency issues that arise, such
as cosmetic accosting practice. These opportunistic activities performed by managers
include minimizing tax expenses in order to costume firms’ earnings so that managers can
receive bonuses. Hence, management engages in greater heights of tax avoidance when the
corporate governance mechanism of firms is weak [12,41,42]. The result also supports our
hypothesis (H3), which predicted that corporate board governance structure moderates the
influence of green taxation on cosmetic accounting practice of firms in Nigeria.

Table 5 also shows that the interactions between BGS and GREENINOV (GREENI-
NOV*BGS) had a negative significant influence on COSA. This can be seen from the delta
coefficient (dy/dx) of −0.027 and p-values (p > z) of 0.001. Thus, this implies that green
innovation might prevent firms from engaging in cosmetic accounting practices in compa-
nies that have effective BGS. A possible explanation for this is that companies that have an
effective board structure might offer an effective monitoring role. This could limit the risk of
earnings manipulation irrespective of the company’s engagement in green innovation. The
findings support our fifth hypothesis (H5), which suggests that board structure moderates
the influence of green innovation on the cosmetic accounting practice of firms in Nigeria.

4.4. Supplementary Analysis

Like most quantitative research, this study provides a supplementary analysis to test
the robustness of the main findings. Supplementary analysis is a diagnostic technique
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that ensures that unbiased results are produced from a dataset [61]. This study used the
generalized moment method (GMM) model with dynamic panel data to test the robustness
of the main findings. The GMM model is a dominant and flexible statistical tool that
addresses several intrinsic issues in examining panel data, such as endogeneity, serial
correlation, and heteroscedasticity [62–66]. Therefore, the results in Tables 6 and 7 depict
the GMM models (both direct and moderation models). It is observed from the table that
both the signs and parameters of the GMM models are similar to those of the main models.
Therefore, we expected our results to not be sensitive to the estimation models.

Table 6. GMM (direct estimation using Eckel model).

Delta Method

Var. dy/dx Std. Err. z p > z

COSA
L1. 0.038 0.002 19.460 *** 0.000
TGREENTAX 5.297 0.127 41.580 *** 0.000
GREENINOV 0.105 0.024 3.567 *** 0.000
FIRMSIZ 0.005 0.001 3.540 *** 0.000
BGS −0.125 0.014 −11.187 *** 0.000
GDPPERCAP −0.031 0.001 −32.090 *** 0.000

0.000 0.000 52.400 *** 0.000
_cons 0.561 0.021 27.330 *** 0.000
Wald. X2 1,050,000
Prob. of X2 0.000
AR I: Prob. 0.000
AR II: Prob. 0.369
Prob. of Sargan 0.388
Prob. of Hansen 0.684

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%.

Table 7. GMM (moderation estimation using Eckel model).

Delta Method

Var. dy/dx Std. Err. z p > z

COSA
L1. 0.116 0.018 6.370 *** 0.000
TGREENTAX 8.685 1.281 6.780 *** 0.000
GREENINOV −0.058 0.013 −4.500 *** 0.000
TGREENTAX*BGS −1.680 0.385 −4.360 *** 0.000
GREENINOV*BGS 0.015 0.004 3.940 *** 0.000
FIRMSIZ 0.031 0.004 8.170 *** 0.000
BGS −0.013 0.011 −1.150 0.248
GDPPERCAP 0.000 0.000 4.090 *** 0.000
_cons 0.163 0.061 2.690 *** 0.007
Wald. X2 7,800,000
Prob. of X2 0.000
AR I: Prob. 0.000
AR II: Prob. 0.121
Prob. of Sargan 0.797
Prob. of Hansen 0.531

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%.

4.5. Alternative Measurement of Outcome Variable

To further enhance the robustness of the study model, we provide further analysis
using the model from [60]. The model from ref. [60] is more complex in detecting ma-
nipulations and might serve a robust measure of EM. One of the distinctive features of
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the model in [60] is the inclusion of firm growth as a pivotal determinant of EM. They
argue that companies grow significantly across industries, which affects the companies’
motives regarding EM. Thus, growing companies can have more elasticity or pressure to
costume earnings for financing purposes or to achieve market expectations. Consequently,
the results in Tables 8 and 9 depict the GMM models (both direct and moderation models
using [60]). It is observed from the table that both the signs and parameters of the models
are similar to those of the main models. Therefore, we expected our results to not be
sensitive to the supernumerary measurement of criterion variable.

Table 8. GMM (direct estimation using Collins model).

Delta Method

Var. dy/dx Std. Err. z p > z

COSA
L1. 0.151 0.002 80.480 *** 0.000
TGREENTAX 6.362 0.609 10.440 *** 0.000
GREENINOV −0.035 0.004 −8.790 *** 0.000
FIRMSIZ 0.003 0.003 0.940 0.346
BGS −0.117 0.016 −8.165 *** 0.000
GDPPERCAP −0.024 0.003 −8.180 *** 0.000

0.000 0.000 11.680 *** 0.000
_cons 0.151 0.002 80.480 *** 0.000
Wald. X2 1,050,000
Prob. of X2 0.000
AR I: Prob. 0.000
AR II: Prob. 0.463
Prob. of Sargan 0.880
Prob. of Hansen 0.702

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%.

Table 9. GMM (moderation estimation using Collins model).

Delta Method

Var. dy/dx Std. Err. z p > z

COSA
L1. 0.176 0.007 24.750 *** 0.000
TGREENTAX −18.780 2.694 −6.970 *** 0.000
GREENINOV 0.053 0.013 4.170 *** 0.000
TGREENTAX*BGS 9.118 0.809 11.270 *** 0.000
GREENINOV*BGS −0.036 0.004 −9.490 *** 0.000
FIRMSIZ 0.008 0.007 1.220 0.221
BGS −0.130 0.013 −10.190 *** 0.000
GDPPERCAP 0.000 0.000 16.210 *** 0.000
_cons 0.269 0.114 2.370 ** 0.018
Wald. X2 7,800,000
Prob. of X2 0.000
AR I: Prob. 0.000
AR II: Prob. 0.781
Prob. of Sargan 0.895
Prob. of Hansen 0.850

Source: authors’ contribution. Note: COSA = cosmetic accounting; TGREENTAX = total green taxation; FIRM-
SIZ = firm size; BGS = board structure; GDPPERCAP = GDP per capita; *** = significance at 1%; ** = significance
at 5%.

5. Conclusions and Implications

This study explores the influence of corporate governance structure on the link be-
tween green taxation and cosmetic accounting practices of firms. This study documented
that firms costume their income to avoid payment of environmental taxes (which include
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energy taxes and transport taxes) or to generate a more constructive image of their green
practices. The insinuation of this result could be the recommendation that policymakers
devise sterner monitoring and regulatory mechanisms to ensure strict compliance with
green tax laws without companies resorting to cosmetic accounting practice. This might
include best governance practices, rigorous accounting standards, and punishments for
noncompliance. Moreover, it was established that firms engage in cosmetic accounting
practice to partake in green innovation. This might be as a result of the fact that companies
that partake in green innovation might overstate or pervert their environmental activities
to promote their image or attract environmentally sensitive investors. This might lead to
cosmetic accounting practice by changing the variability in their earnings and presenting
healthier performance than is truly realized. Furthermore, companies under regulatory
pressure to prove compliance to environmental laws or to achieve sustainable goals might
partake in cosmetic accounting to elude penalties or to receive positive treatment from reg-
ulatory agents. Consequently, corporate boards should buttress their monitoring functions
to make sure that green innovations creativities are followed in an ethical and transparent
manner. This might include instituting some dedicated committees to effectively supervise
green initiatives and financial reporting process. It was also found that firms that have
effective corporate board mechanisms, including board expertise, board autonomy, board
gender diversity, audit committee (AC) expertise, and AC autonomy, have effective super-
visory instruments that can prevent the likelihood of cosmetic accounting practice. Finally,
it was recognized that green taxation and green innovation might prevent companies
from engaging in cosmetic accounting practices when they have effective corporate board
mechanisms. From a practical point of view, exploring the role of board structure in the link
between green taxation, green innovation, and cosmetic accounting in Nigeria is essential
for better comprehension of how green policies are applied and their expected influence on
companies. Active corporate board mechanisms can assist in ensuring transparency and
reliability in financial reporting, which in return stimulates companies to comply with green
regulations and implement unpretentious sustainability practices. Therefore, the findings
of this study provides valuable information for the regulatory authority, policymakers, and
companies pursuing the promotion of sustainable growth and green protection. Despite
the implications of this study, we observed on shortcoming: The data for the current study
are from a single country; therefore, the outcome of this study might not be applicable to
other countries. Thus, future studies should be conducted using data from sub-Saharan
Africa or other regions with emerging economies.
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