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ABOUT AFRA
Account and Finance Research Association (AFRA) is registered with the Corporate Affairs Commission
in Nigeria (Reg. No CAC/IT/NO 47879) as a non-religious, non-political, non-profit-making, nongovernmental organization, engaged strictly in academic and development-focused action researches.
AFRA was established in 2011 by a group of research minded academics and industry practitioners, with
the intentions of bridging the gap between theory and practice in the field of accounting and finance, as
well as exploring emerging areas in accounting and finance in Africa. AFRA holds yearly international
conference that brings together established scholars, practitioners and policy makers from within and
outside the continent of Africa to proffer policy prescriptions on emerging issues in accounting and finance.
It also affords doctoral students the opportunity to present their on-going dissertations/thesis, and harvest
suggestions that improves the quality of their research during the doctoral colloquium.
AFRA’s previous International conferences were held in Abuja in 2011; Enugu, 2012; Markurdi, 2013,
Abakaliki, 2014; Babcock University in Ilusun-Ramo, 2015, Bayero University, Kano, 2016, University of
Abuja, Abuja, 2017; University of Calabar, Calabar, 2018. The 9th edition was held at Keffi, Nasarawa
State.
AFRA’s conferences have enjoyed the sponsorship of the following institutions: Central Bank of Nigeria
(CBN), Chapel Hill Denham, Institute of Chartered Accountants of Nigeria (ICAN), Chartered Institute of
Bankers of Nigeria (CIBN), Benue State University, Babcock University, Bayero University, Kano State
Government, Emerald Publishing Group, Federal Polytechnic Nasarawa, and University of Abuja.
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PART ONE: ISSUES IN TAX POLICIES AND MANAGEMENT
COMPARATIVE STUDY ON THE EFFECTS OF TAX AUDIT ON VALUE ADDED TAX (VAT)
COMPLIANCE IN DEVELOPING COUNTRIES. A STUDY OF NIGERIA AND BANGLADESH
by Jane Chinyere Akujor1 and Fineboy Ikechi Joseph2
ABSTRACT
Nigeria like many other developing countries often place much focus on the dissemination of tax revenue,
while undermining the sternness of VAT audit in enhancing favourable VAT compliance. It is equally
preposterous that countries like Bangladesh and others that are less developed than Nigeria are performing
better in the area of VAT audit and compliance. The study therefore compares the effect of tax audit on VAT
compliance between Nigeria and Bangladesh. Secondary data were obtained from Central Bank of Nigeria
statistical bulletin, National Board of Revenue statistics Bangladesh and World Bank. Data on VAT and
unremitted VAT discovered through VAT audit for the period of 1994 to 2017 were basically used. The
study adopts the ex-post facto research design. The Ordinary Least Square and independent t-test analytical
tools were employed. The result shows that VAT audit significantly affects the VAT proceeds in Nigeria and
Bangladesh. There is also no significant difference in the VAT audited between Nigeria and Bangladesh.
Although, unremitted VAT and VAT proceeds are high in Bangladesh; neither does Nigeria nor Bangladesh
has a better VAT compliance compared to each other’s for the period under review. It is recommended that
the scope of tax audit should be wider in such a way that it will ensure proper submission of accurate and
current returns for proper computation and sanctions by relevant tax authorities should be applied when
necessary. Finally, tax authorities should provide a regular seminar and workshop to the tax audit
personnel for improving their efficiency and effectiveness.
Keywords: Tax, Tax audit, VAT audit, VAT compliance, Nigeria, Bangladesh, VAT proceeds.
1.0 INTRODUCTION
Value added tax around the world has shown great level of comparability and homogeneity. Despite many
commonalities, there are differences in their administration of VAT (Thuronyi, 2003). Several factors, such
as the economy structure of a country, the tax culture, administrative dimensions and politicization of VAT
operations etcetera, have propelled VAT-adopting countries, including Nigeria, to adjust to local conditions
and to deviate from international norms and best practices (Igbeng, Beredugo & Adu, 2015). Major focus
of most developing countries have always been the maximization of revenue, while incidentally neglecting
the principles of a good tax system and undermining the sternness of tax audit in enhancing favourable
VAT compliance. Gerard & Naritomi (2018) asserted that value added tax has become one of the most
important instruments of revenue mobilization in developing world. The public expectation is to see that
government provides basic amenities which includes bridges, hospitals, good roads, schools, electricity,
pipe-borne water, seaports etcetera. These expectations cannot be actualized except if there is enabling

1

Department of Financial Management Technology, Federal University of Technology, Owerri, Imo State. E-mail:
janeakujor@yahoo.com
2
Department of Accounting, Faculty of Social and Management Sciences, Clifford University, Ihie, Abia State. E-mail:
fayooxyz2009@yahoo.com
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financial resources .In most countries, government raises money from issuing of public debt , fees, fines ,
levying of tax etcetera. Of all these, taxes are the most important and reliable means.
Tax is a major source of revenue in many developing countries including Nigeria and Bangladesh. Modugu
and Anyaduba (2014) defined tax as a compulsory levy imposed by the government on the income, profit
or wealth of an individual, family, community, corporate or unincorporated bodies for the purposes of
financing public expenditure. Among the various types of tax which the government can generate income,
VAT is one of most reliable and important one.
Value added tax (VAT) is a tax levied on goods and services consumed (Fowler, 2016). The Federal
government and Federal Inland Revenue Service place VAT as a dependable source of government revenue
(Fowler, 2016). VAT is a welcome development in Nigeria and Bangladesh. It is designed to be borne
ultimately by the final consumers of the goods and services. The operating mechanism therefore allows for
output –input adjustment to take care of taxpayers in the chain of distribution that are not consumers of the
goods they deal in. It has been widely recognized that a well-designed VAT can raise significant amounts
of revenue on a stable and sustainable basis and the decision to introduce a VAT has often been made for
these reasons (Smith, Islam &Moniruzzaman, 2011).
In countries like Nigeria and Bangladesh, effective tax compliance is hindered by some problems which
include: Tax evasion and avoidance, non-issuance of tax income, poor recording of accounts etcetera. Tax
compliance is therefore an ability of a tax liable body to submit accurate, complete and satisfactory returns
in conformity with tax laws and regulations of the state to the authority for the purpose of tax assessment
(Kircher, 2008).
Smith, Islam &Moniruzzaman (2011) are of the opinion that adoption of a VAT is seen as an opportunity
in many developing countries to modernizing tax administration which may therefore reflect the influence
of international financial organizations (such as the IMF, World Bank) in the decision to introduce a VAT.
Many developing countries, however, find the VAT more difficult to administer than initially thought and
problems with administration and enforcement often undermine the effectiveness of the VAT. To combat
these problems mentioned above, various countries of the world have introduced tax audit into their tax
system. Goodrich (2013) defined tax audit as an examination of a person’s or an organization’s tax returns
by the revenue organization to verify that income and deductions are exact and accurate. It helps to verify
that the financial information is being reported correctly.
1.1
Statement of the Problem
Government’s ability to adequately and effectively retrieve the VAT proceeds from companies remains a
problem. Nigeria like many other developing countries often place much focus on the dissemination of tax
revenue, while undermining the sternness of VAT audit in enhancing favourable VAT compliance. It is
equally preposterous that country like Bangladesh and others that are less developed than Nigeria are
performing better in the area of VAT audit and compliance. This was evidenced in the disparity between
anticipated VAT returns and the actual value added tax returns which is quite alarming.
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In other instances, revenue from VAT has also been impaired by the ineffectiveness of revenue authorities
to inspect and audit businesses for VAT purposes. In the case of Nigeria, several businesses impose the 5
(%) percent VAT on sales without adequate remittances to the tax authority, while in most occasions, the
full amount of VAT deducted are not promptly accounted for. These actions have gone unabated, even
when the FIRS has the locus of auditing Vatable persons without any warrant from time to time in order to
ensure compliance with the VAT legislation and regulations. It follows therefore that, could the discoveries
of unremitted VAT through audit significantly affect the VAT compliance in developing countries such as
Nigeria and Bangladesh? This is a pertinent question that was answered in this study.
1.2
Objective of the Study
The main objective of this paper was to evaluate the extent to which tax (VAT) audit affects VAT proceeds
in developing countries such as Nigeria and Bangladesh.
The specific objectives include:
To assess the effect of VAT audit on VAT proceeds in Nigeria.
To examine the extent to which VAT audit significantly affects VAT proceeds in Bangladesh.
To ascertain the level of difference of VAT audited (VAT unremitted) between Nigeria and Bangladesh.
1.3
H0:1:
H0:2:
H0:3:

Hypotheses
VAT audit does not significantly affect the VAT proceeds in Nigeria.
VAT audit does not significantly affect the VAT proceeds in Bangladesh.
There is no significant difference in the VAT audited (VAT unremitted) between
Nigeria and Bangladesh.

2.0
LITERATURE REVIEW
2.1
Conceptual Framework
The major economies of the world are built and supported by a sustainable system of revenue generation.
The era of absolute dependency on oil proceeds is over and Revenue services are now looked upon to
generate government’s revenues through taxation to fund government’s activities and projects (Fowler,
2010). Value Added Tax is one of the reliable taxes which the Revenue service is using to fund government
projects. VAT is a welcome development in countries like Nigeria and Bangladesh. Value Added Tax
(VAT) is a tax levied on goods and services consumed (Fowler, 2016). It is an indirect tax wherein the
burden of the payment is borne by the final consumer of the goods and services. According to Usman and
Adegbite (2013), VAT replaced the sales tax which had been in existence since 1986.
Auditing can play a major role in improving taxpayers’ compliance and the tax administration by impacting
on the behavior of the taxpayer (Kagina, Uganda commissioner of General Revenue Authority).Kircher
(2008)defined tax audit as an examination of an individual or organization’s tax laws and state regulations.
Ola (2001) asserted that tax audit also involves tax returns which are selected for audit using some selection
criteria. Adesina (2005) defined audit as an examination of accounting documents and supporting evidence
for the purpose of reaching an opinion concerning their property. The objectives of tax audit include the
establishment of a viable and effective tax administration, to maintain a strong and viable mechanism in
order to deal with tax avoidance techniques which are available to various organizations. More so, for a
12

successful audit, it is necessary that the auditors organize their work in such a way that the assignment given
to them is accomplished efficiently and completely (Adediran,Alade & Oshode ,2013).
Value Added Tax in Nigeria
The tax was created by the VAT Act No. 102 of 1993 and the implementation started in January 1994. The
rate of VAT in Nigeria is 5% on all taxable goods and services. It is also collected by Federal Inland
Revenue Services. VAT has proven to be a strong source of revenue to the government from inception and
proceeds from VAT should flow into the VAT pool account which are distributed monthly to the Federal,
States (including Federal Capital Tertiary) and local governments in the proportion of 15%, 50% and 35%
respectively (Flower, 2016).
How Vat Is Computed and Paid
The VAT Act requires all vatable persons to register for VAT within six months of the commencement of
the Act or within six months of the commencement of business whichever is earlier with the board for the
purpose of the collection of the tax. More so, all vatable persons are required to register for VAT
notwithstanding that they may be dealing in exempt items. As a result, exemption status as contained in the
VAT law is conferred on goods and services and not on persons or institutions. The 5% of the value of
goods and services sold is called the output Vat while 5% of the goods bought for resale is called the input
VAT for the case of Nigeria while a uniform and standard rate of 15% is charged for VAT in a least
developed country like Bangladesh (Smith, Islam & Moniruzzaman, 2011). The following principles must
be observed in the computation (Fowler, 2016):
The input VAT to be allowed as deduction from the output tax shall be limited to the tax on goods purchased
or imported directly from resale and goods which form the stock-on- trade used for the production of any
new product on which output tax charged.
VAT incurred on administrative expenses or overheads does not qualify as allowable input VAT. Such
VAT is expensed in the profit and loss account with the related expenditures.
There is no provision in the VAT act for input tax claims on supplies of services.
VAT on input for the production of exempt goods are written off to profit and loss accounts.
VAT paid on purchases of capital items or assets does not qualify as input VAT; rather they are capitalized
(that is taken as part of the capital expenses of the business and capital allowance claimed).
VAT on inputs for the production of zero-rated products are reclaimed from FIRS as in the case of Nigeria
through refund claims application.
Reimbursable expenses (where applicable) not forming part for the fees should be clearly and separately
disclosed on the invoice and VAT would not be applicable to it.
VAT is invoiced-based. This means that the computation and payment of VAT is not done on cash receipt
but rather on the total invoices raised with other cash receipts. The payment and rendition of VAT is
monthly and this has to be done not later that the 21st day of the month. Nigeria operates a VAT exclusive
system and this system requires that the VAT element of transaction is openly stated on the face of the
invoice (Fowler, 2016).
13

Value Added Tax in Bangladesh
The Bangladesh VAT came into effect on 1 July 1991 after the enactment of the Value Added Tax Act on
2 June 1991 (Ordinance 26 of 1991) replacing a range of existing sales and excise taxes. A number of
objectives were sought from its introduction in Bangladesh in 1991 including: (a) bringing greater
transparency to the taxation system; (b) reducing the cascading (taxing on tax) of consumption taxes; (c)
the consolidation of tax administration; and (d) promotion of economic growth (Rafiqul & Kumar, 2014).
VAT is imposed at the import, manufacturing, wholesale and retail levels on both goods and services at a
uniform rate of 15% at the time of supply of taxable goods or services. In determining the VAT liability,
tax paid on inputs is creditable against output tax. VAT returns are required to be submitted on monthly or
in some cases on quarterly (e.g. brick manufacture) or biannually (e.g. hundred percent export oriented)
(Anik, 2016).
The tax-base for VAT in Bangladesh is the difference between the value of outputs and the value on which
input tax has been paid. However, there are exceptions to this -in cases where the reduced rates or truncated
rates apply a predetermined amount is considered as the value added and no specific credits are allowed.
For taxable services, the assessable for imposition of VAT is “total receipt” which is defined as total amount
of money, including commission or charge excluding the VAT or advance income tax imposed. The
Bangladeshi VAT applies to the supply of products and services in Bangladesh with a number of
exemptions listed in the First and Second Schedules to the VAT Act. The list of exempted goods comprises
mainly raw agricultural products and foodstuffs, which can be justified on grounds of being essentials
especially in the context that a large proportion of the Bangladeshi work force is engaged in subsistence
agriculture (Anik, 2016).
While the list of exempted services includes those which are commonly exempted (or subject to a low rate
of VAT) in other countries such as medical, social and education services, financial services and
transportation, in addition, there are exemptions for cultural and entertainment type services, trade and nonmedical professional services which are not usually exempted under other VAT regimes (Rafiqul & Kumar,
2014).
VAT payers who are not registered for the VAT are instead subject to a turnover tax of 4% of gross turnover
in lieu of VAT without any input credits. The turnover tax, however, is not a form of VAT and any turnover
tax paid on inputs purchased by VAT-registered taxpayers cannot be claimed as a credit against VAT. In
addition to VAT and the turnover tax, Bangladeshi VAT regime also imposes a separate tax known as
“supplementary duty” which is in nature an excise tax. The goods to which the duty applies and the rates
imposed are specified in the Third Schedule to the Act (Scott, 1999).
It must be remembered that the Bangladesh VAT is not imposed on capital goods so that the usual reason
for a refund being the purchase of capital items is not likely to arise.
C. The VAT Rate
Bangladesh has adopted a single rate of VAT at 15%. However, with the turnover tax and truncated VAT
rates, effective VAT rates will differ from the standard 15% rate because the actual amounts of value-added
and the amounts assumed with the truncated rates will not be the same. The regressivity of the single rate
14

VAT is partly compensated with the extensive range of exemptions and the supplementary duty even though
it is not strictly a VAT (Bangladesh, 2016).
Reasons for Tax Audit
The reasons for tax audit according to Erard (1994) include:
Assisting the government in collecting appropriate tax revenue which is necessary for budget, maintaining
economic and financial order and stability.
To ensure that satisfactory returns are submitted by the tax payers.
To reduce the degree of tax avoidance and tax evasion.
To ensure strict compliance with tax laws by the payers
To bring defaulting tax payers to the net of tax authorities.
To prove the completeness/ accuracy and timely filing of tax returns submitted by the tax payers.
International perspective of Tax Audit
International tax laws have their domicile in their domestic tax laws of respective countries (Cremer,
1990).He asserted that countries enact laws to enable their tax authorities collect tax funds for public welfare
and stimulation of domestic investment and business. Internationally, tax audit is very important in that
world bodies were organized to deal with prevention and collection of tax avoidance and evasion, double
taxation of multinational corporations’ etcetera.
2.2
Theories of Tax Compliance
As cited in the work of Mu’azusaidu Badara, the Forum on Tax Administration (2004), mentioned some of
the basic theories of tax compliance which include; Economic theories, psychological theories and
sociological theories.
Economic Theories: This theory is based on economists approaching the question of why some people fail
to comply with the law by constructing a theory which is based upon the assumption about human behavior;
saying that individuals generally act rationally in evaluating the cost and benefit of any chosen activity
.Slemrod (2000) asserted that in modeling the choice confronting individuals who decide whether to engage
in tax evasion or not, their basic model assumes that people would commit evasion when the expected utility
of the criminal act exceeds its expected disutility.
Psychological Theories: Psychologists explain human behavior in terms of variables that relate to
individuals which tend to be more complex than that of the economists. Psychologists are interested as key
independent variables, in tax evasion decision in factors like; Individuals regarding as moral beings with
ideas and values of their own. More so, they commands and their own impulses filter through and are
affected by this moral screen (Slemrod, 2000).
Sociological Theories: The sociologists explain people’s actions by examining the forces that impinge on
the position that they occupy within the system. Beron (2002) is of the view that social scientists from
various disciplines have turned their attention to tax evasion as social phenomena.
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2.3 Empirical Study
Some researchers carried out empirical studies on tax administration in both developing and developed
countries, tax audit in particular. Kastlunger, Kircher, Mittone and pitters (2009) study of experimental
research also suggests that early audit in taxpayers tax life has a positive impact on compliance although
the effectiveness of audits and fines cannot be completely confirmed.
Smith and Stalans (1994) in USA, studied the negotiating strategies taxpayers and auditors preferred for
dealing with tax audit disputes. The study adopted a pre-audit open-ended interview conducted with a
randomly selected sample of taxpayers and state tax auditors drawn from four field offices of the Oregon
department of revenue. The result revealed that the strategic preferences of both taxpayers and auditors are
influenced by the nature of the dispute, general taxpayers attitudes toward tax administration and taxpaying,
and the perceived role obligations. The study also showed that taxpayers who supported taking advantage
of loopholes and ambiguities in the tax law tend to prefer the assertive strategies and those who want to
minimize their involvement are more likely to prefer cooperative strategies. Alm and McKee (2006)
investigate the application of experimental methods to examine the individuals’ compliance responses to a
certain probability of audit and conclude that the compliance rate rises if an individual knows he will be
audited and the rate falls if he knows he will not be audited. Also in the work of Mittone (2006), he examines
that early experience of audits in taxpayers” tax life” is more effective way to increase compliance than
later audits.
3.0
METHODOLOGY
3.1 Sources of data
Secondary data was used in this study. Relevant documents of CBN statistical Bulletins, National Board
of Revenue (NBR) statistics and World Bank were used as sources of data.
3.2
Methods of data collection and analysis
The secondary data was collected through the review and detailed investigation of CBN Statistical bulletin
on Federal Inland Revenue Services with data from 1994 to 2017 and Annual Report of Bangladesh’s
National Board of Revenue, Ministry of Finance, data capturing from 1994 to 2017. More so, descriptive
statistical methods of data analysis were applied. The data collected for the key variables of the study were
analyzed using the ordinary least square and the independent t-test analysis.
This study adopts the ex-post facto research design. Data on Value Added Tax (VAT) and Unremitted VAT
discovered through the VAT audit were basically used. These data span from 1994 to 2017. The independent
t-test analysis was used to compare the effect of tax audit (unremitted VAT Discovered) on VAT
compliance proxy as VAT proceeds between Nigeria and Bangladesh within the period.
The model specification represent VAT = β 0 + β 1VATAD + ε1
For the case of Nigeria, the model shall be:
VAT =β 0 + β 1VATAD + ε1
(1)
For the case of Bangladesh, the model shall be:
VAT =α 0 + α 1VATAD + ε1
(2)
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The model is to determine the relationship between tax audit and Value Added Tax (VAT).If really tax
audit has any direct relationship with VAT for the period under review. Where: β 1, α 1 = Parameters to the
explanatory variable ;β0, α0 = the Intercepts; ε1 = Error term; VAT = VAT compliance; VATAD = VAT
Audit. The ‘a priori expectation for model is that B1 > 0; implying that the higher the tax audit, the higher
the tax compliance in Nigeria or Bangladesh. The independent t-test is also implored to compare unremitted
VAT differences in the case of Nigeria and Bangladesh
4.0
Data analysis and Discussion of findings
Data were obtained on Value Added Tax (VAT) proceed and unremitted VAT discovered through VAT
audit (VATAD) for the period between 1994 and 2017.
Hypothesis 1
H0:1: VAT audit does not significantly affect the VAT proceeds in Nigeria.
1.1a: Descriptive Statistics
Mean
Std. Deviation N
VAT_proceed_Ng 322331.5652 306272.25632 23
Tax_audit_Ng
56322.4348
50649.43308 23
Table 1.1b: Model Summary
Adjusted
Model R
R Square Square
a
1
.922
.850
.843
a. Predictors: (Constant), Tax_audit_Ng
a. Dependent Variable: VAT_proceed_Ng
Source: SPSS output, 2019

R Std. Error of
the Estimate F
121233.54117 119.408

Sig.
.000b

Our regression result presented in table 1 shows that VAT audit was positive and significantly affects the
VAT proceeds in Nigeria. The coefficient of determination R2 showed a favorable fit of 0.850 with an
adjusted R2 of 0.843. This adjusted R2 shows that about 84.3% of the observed changes in VAT compliance
in Nigeria was explained by changes in VAT audit. The null hypothesis is rejected on the basis that our pvalue = 0.000 < 0.05 significant level; therefore the alternative hypothesis is accepted and a conclusion that
VAT audit significantly affect the VAT proceeds in Nigeria. This affirms that our model has a reasonable
prediction.
Hypothesis 2
H0:2: VAT audit does not significantly affect the VAT proceeds in Bangladesh.
Table 1.2a:Descriptive Statistics
Mean
Std. Deviation N
VAT_proce_Ban 16821424.701 32515382.761
23
g
7
26
Tax_audit_Bangl 10710876.764 31649196.353
23
3
75
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Table 1.2b: Model Summary
Model R
R Square
Adjusted R Square
a
1
.740 .547
.525
a. Predictors: (Constant), Tax_audit_Bangl
Source: SPSS output, 2019

Std. Error of the
Estimate
F
Sig.
22399166.77951 25.359 .000b

Our regression result presented in table 2.1 reports that VAT audit does significantly affect the VAT
proceeds in Bangladesh. The coefficient of determination R2 showed a favorable fit of 0.547 with an
adjusted R2 of 0.525. This adjusted R2 shows that about 52.5 percent of the observed changes in VAT
compliance in Bangladesh was explained by changes in VAT audit. The null hypothesis is rejected on the
basis that our p-value = 0.000 < 0.05 significant level; therefore the alternative hypothesis is accepted and
it confirms that there is a significant relationship between VAT audit and VAT compliance in Bangladesh.
Hypothesis 3
H0:3: There is no significant difference in the VAT audited in Nigeria and that of
Bangladesh.
Table 1.3a: Group Statistics
Countries
Unremitted_tax Nigeria
Bangladesh

N
23
23

Mean
Std. Deviation
56322.4348
50649.43308
10710876.7643 31649196.35375

Std. Error Mean
10561.13686
6599313.63308

Table 1. 3b: Independent Samples Test
Levene's Test
for Equality of
Variances
t-test for Equality of Means

F

Sig.

Unremitted Equal
_tax
variances 6.817 .012
assumed
Equal
variances
not
assumed
Source: SPSS output, 2019

T

df

-1.614 44

95%
Confidence
Interval
of
the
Sig.
(2Mean
Std. Error Difference
tailed) Difference Difference Lower Upper
6599322.0
.114 10654554.3
2395461 2645505.41
8
2
4.07

-1.614 22.00 .121

6599322.0
10654554.3
2434070 3031597.94
8
2
6.60

Table 1.3 reports the mean difference between Nigeria and Bangladesh unremitted VAT. This unremitted
VAT between the two countries shows a high mean difference of -10654554.32.Despite this outcome, the
result shows that there is no significant difference between the two countries with a t-value = 1.614, and a
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p-value of 0.114. Neither does Nigeria nor Bangladesh has a better VAT compliance compared to each
other.Both countries have their unique peculiarity in terms of volume of VAT proceed (although
Bangladesh’s VAT proceeds and VAT rates are both higher compared to Nigeria); this was also conveyed
in the Levene’s test for equality of variances which gives a significant value of .012. This means that the
data violates the assumption of equal variance between both countries, since it is lower than .05. However,
the procedure of VAT audit does not seem dissimilar between both countries. The null hypothesis is
therefore accepted since the p-value is greater compared to the 0.05 level of significance. The test therefore
shows that there is a no significant difference in the VAT audited in Nigeria and that of Bangladesh.
Findings
VAT audit do significantly affect the VAT proceeds in Nigeria.
VAT audit do significantly affect the VAT proceeds in Bangladesh.
There is no significant difference in the VAT audited between Nigeria and Bangladesh.
5.0 CONCLUSION AND RECOMMENDATIONS
Based on the data presentation and analysis, the following are the major findings of the research work:
Tax audit improves VAT proceeds in both Nigeria and Bangladesh
Tax audit improves the level of VAT compliance by the tax payers in the both countries studied.
The study has also shown that there is no significant difference in level of VAT compliance between Nigeria
and Bangladesh; although it is obvious from our data that there are disparities in the unremitted amounts
between both countries, but this is in relation to the uniqueness of the value added tax volume and the
different VAT rate which tends to be higher in Bangladesh compared to Nigeria. However, the level of tax
audit is similar between them.
It is therefore recommended that;
 The scope of tax audit should be wider in such a way that it will ensure proper submission of accurate
and current returns for proper computation.
 There should be effective sanctions by relevant tax authorities over the non-compliance tax payers
with the tax rule and regulation.
 Tax Authorities should provide a regular seminar and workshop to the tax audit personnel for
improving their efficiency and effectiveness.
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EFFECT OF EDUCATION TAX REVENUE ON THE DEVELOPMENT OF TERTIARY
EDUCATION IN NIGERIA
by
3
Amauwa, Basil Chinaemerem , Ihendinihu, John U. Ihendinihu4 and Ekwe, C. Michael5
Abstract
Taxation is an essential part of a country’s investment and growth plan. And also the most important source
of revenue for modern governments. This paper examines the effect of education tax revenue on the
development of tertiary education in Nigeria with a focus on Tertiary Education Trust Fund (TETFund).
The study used the econometric technique of Ordinary Least Square (OLS) for the hypothesis testing. The
results showed that Education tax revenue has a significant effect on the numbers of library development,
laboratory interventions and Physical Infrastructure in tertiary institution in Nigeria. The study concluded
that Education tax revenue is a saving grace to the Nigerian tertiary Institutions, though much needs to be
done. And recommended that there should be an increase in education tax rate as to increase the fund for
development of tertiary institutions in Nigeria. Also, there should be regular audit of Tertiary Education
Trust Fund (TETFund) projects, as what is on paper is more than what is on ground.
Keywords: Education tax revenue, Tertiary Education Trust Fund (TETFund), Tertiary Institutions
1.0
Introduction
Taxation is an essential part of a country’s investment and growth plan. Taxes represent a payment, a
financial charge, imposed by governments to raise funds for direct and indirect benefits. It is a powerful
tool for achieving economic and social policy objectives of government and it is a means of transferring
resources from the private to the public sector. A definition of tax states that Tax is a compulsory levy
imposed on a subject or upon his property by the government to provide security, social amenities and
create conditions for the economic well-being of the society (Appah, 2004; Appah and Oyandonghan,
2011). According to Azubike (2009), Tax is a major player in every society of the world. Governments all
over the world engage in activities to raise funds in order to finance social goods and its programmes.
There are three basic objectives of taxation which are: raising revenue for the government, regulating the
economy and economic activities, and controlling income and employment (Anyanwu, 1993). Government
collects taxes in order to provide an efficient and steadily expanding non-revenue yielding services, such
as infrastructure-education, health, communications system etc, employment opportunities and essential
public services (such as the maintenance of laws and order) irrespective of the prevailing ideology or the
political system of a particular nation (Worlu and Nkoro, 2012).
Taxation is the most important source of revenue for modern governments, typically accounting for ninety
percent or more of their income (Adams, 2001). Kusi (1998) states that many countries of the world depend
3
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mainly on taxation for generating required income to meet their financial needs, and according to
Ibanichuka, Akani and Ikebujo, (2016), the economic history of both developed and developing countries
reveal that tax is an important tool in the hand of the government; not only to generate revenue but also to
achieve goals such as influencing the direction of investment and taming the consumption of certain goods
and serves. . Governments of countries like Canada, United States, Netherland and United Kingdom have
substantially influenced their economic development through tax revenue generated from Company Income
Tax, Value Added Tax, and Personal Income Tax and have prospered through tax revenue (Oluba, 2008).
In the 1970s, the Nigerian government was able to invest huge sums of money into the education sector
mainly as a result of the considerable increase in wealth brought about by huge crude oil sales. Many other
sectors equally benefited from the new found wealth of the government. Accordingly, the need to achieve
the national education objectives contained in the Nigerian Policy on Education, led to the establishment of
institutions and the consequent increase in students’ enrolment.
By the time the oil glut of the 1980s came, the funds needed in the education sector was already enormous
and the poor economy could no longer carry the burden of education because though the income had shrunk
considerably, the number of educational institutions and enrolment could not be equally reduced.
Consequently, the governments that had rushed and taken over schools from missionaries and private
proprietors at the wake of the oil boom, found itself in a dilemma (Ugwoke, 2013). For instance, the total
enrolment of students in tertiary institutions by 1976 was only fourteen thousand, four hundred and sixty
eight (14,468), but had risen to one hundred and seventy six thousand, seven hundred (176,700) in 1990
(Federal Ministry of Education, 2001).
The Budgetary allocation to education by all the three tiers of government in Nigeria, grossly falls short of
the UNESCO prescription of 26% of the total budget each year. Critically, education was receiving less
than 2 percent of the GDP and this poses a serious danger to the country’s long-term growth and
development prospects. To worsen it, there exist large variances between budgetary provisions and actual
expenditures in the education sector as budgetary pronouncements were not usually backed by fund releases
(Ugwoke, 2013). As a result, the education sector in Nigeria became one of the worst funded, most
dilapidated, and fastest declining sectors in terms of infrastructure, capacity building, and quality of output.
The effect of all these, is the perennial industrial action (strikes) by lecturers in the Nigeria tertiary
Education sector.
In order to eradicate the problem of funding education in Nigeria, the government decided to directly
involve the private sector through a special taxation system. On 1st January, 1993, the Federal Government
promulgated Education Tax Decree No 7 of 1993 to impose an Education Tax at 2% on Profit before Tax
(PAT) of companies registered in Nigeria, and also to establish an Education Tax Fund (ETF) and a Board
of Trustees to manage and administer the fund (Ugwoke, 2013). Therefore education Tax came as a result
of paucity of fund and the goals of education as enumerated in the Nigerian National Policy on Education
were no longer being achieved.
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This was a home grown solution to address issues of funding to rehabilitate decaying infrastructure, restore
the lost glory of education and confidence in the system as well as consolidate the gains thereto; build
capacity of teachers and lecturers; teacher development; development of prototype designs; etc. The
Education Tax Act No7 of 1993 mandated the Fund to operate as an Intervention Fund to all public
education institutions owned by Federal and State government. This mandate was faithfully
discharged between 1999 to May 2011 when the ETF Act was repealed and replaced by the Tertiary
Education Trust Fund Act, because the fund was overburdened and overstretched and could only render
palliative support to all levels of public educational institutions in Nigeria with duplication of functions and
mandate of other Agencies set up after the ETF, such as Universal Basic Education (UBE) and Millennium
Development Goal (MDG). The decay, rot and dilapidation of facility issues in the tertiary education
continued to be irritating as Funds were only thinly spread. Tertiary Education Trust Fund (TETFund) was
established by the Tertiary Education Trust Fund Act 2011under the Education Tax Act No 7 of 1993, as
amended by Act No 40 of 1998, to administer and disburse to Federal and State tertiary education
institutions the 2% education tax charged on companies operating in Nigeria. The Fund was given three
cardinal objectives of rehabilitation, restoration and consolidation of Tertiary Education in Nigeria.
The Federal Inland Revenue Service (FIRS) was given the responsibility of assessing and collecting the tax
on behalf of the Fund. However, funds are disbursed for the general improvement of education in Federal
and State Tertiary Educations specifically for the provision or maintenance of essential physical
infrastructure for teaching and learning, instructional materials and equipment, research and publications,
academic staff training and development, among other needs that are critical and essential for the
improvement of quality and maintenance of standards in the higher educational institutions. According to
Inyiama and Nwankwo (2016), TETFund ensures that funds generated from education tax are utilized to
improve the quality of education in Nigeria without direct contract awarding by providing funding for
educational facilities and infrastructural development, promoting creative and innovative approaches to
educational learning and services, stimulating, supporting and enhancing improvement activities in
educational foundation areas like Teacher Education, Teaching Practice, Library Development as well as
championing new literacy-enhancing areas such as scientific, information and technology literacy.
1.1
Statement of the problem
What necessitated the promulgation of this Education Tax Act was the widely recognized decline in
Educational standards and the deep rot in infrastructure and other facilities at all levels of the Nigerian
educational system. From the primary to secondary and tertiary levels, it was obvious that there was urgent
need for emergency funding to improve educational facilities and infrastructure, restore high morale of
teachers, attract and retain qualitative entrants into the profession, encourage professionalism in teaching
and improve teacher education curriculum. There was also the need to create an enabling environment for
conducive teaching and learning and thus ensure the creation of a disciplined, committed, highly motivated,
respected, and professional teacher. Tertiary Education Trust Fund (TETFund) which is one of the best
creations of government and whose vision is to be a world-class interventionist agency in Nigeria’s Tertiary
Education and with a mission to provide focused and transformative intervention in public tertiary
institutions in Nigeria through funding and effective project management, has invested heavily in physical
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infrastructure projects, human resource development, research interventions, instructional materials and
equipment, book development and publication etc, since its inception.
Unfortunately, the level of decay in the education system is still very high. The general decay in human and
material resources in Nigerian tertiary institutions are because of inadequate funding. Lack of basic and
vital infrastructural facilities and decay are common sights in our higher institutions. The situation is so
pathetic that almost all tertiary institutions in Nigeria have gotten their respective shares of the
infrastructural challenge. An average public university in Nigeria today lacks basic infrastructure, ill
equipped libraries and laboratories which are over stretched and where candle lights are still being used to
conduct experiments. The classrooms are no classrooms, lecture theaters are no theaters, there are no
conductive offices for lecturers, lack of support for local and international conferences and publications,
inadequate instructional materials and equipment, non-training and development of academic staff. Apart
from employing qualified academic staff, there is need for them to have regular training while on the job to
keep abreast with the current events in their fields of study. Very few academic staff had the chances to get
scholarships and research grants. The students’ hostels are in bad sharp; there are no regular water supply,
electricity and enough accommodation. One would have expected that after compulsory levy of 2% of all
companies’ PBT for over 20 years, it ought to have positively impacted on both the quantity and quality of
education offered in Nigeria. This is what this study sets to ascertain. Unfortunately, no studies have been
carried out to assess the effect of education tax revenue on the development of tertiary education in Nigeria
with a focus on TETFund.
1.2
Objectives of the Study
The objectives of the study are:
To evaluate the effect of education tax revenue on number of Physical infrastructures in tertiary institutions
in Nigeria. To evaluate the effect of education tax revenue on number of library development and laboratory
interventions in tertiary institutions in Nigeria.
1.3
Research Hypotheses
Ho1 Education tax revenue has no significant effect on number of Physical Infrastructure in tertiary
institution in Nigeria.
Ho2 There is no significant effect of education tax revenue on number of library development and laboratory
interventions in tertiary institutions in Nigeria.
2.0
Conceptual Review
2.1
Education Tax
Education tax is a tax imposed on every Nigerian resident company at the rate of 2% of assessable profit
for each year of assessment. This tax is seen as a social obligation placed on all companies to ensure that
they contribute their own quota in the development of education in Nigeria. Education tax was it was
promulgated as Education Tax act No.7 of 1993 and was amended by the Act No. 40 of 1998, as a Trust
Fund, which was known as Education Trust Fund. The Federal Inland Revenue Service (FIRS) is
empowered by the Act to assess and collect Education Tax.
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According to Adavbiele (2016), what necessitated the promulgation of the Education Trust Fund was the
widely recognized decline in educational standards and deep rots in infrastructure and other facilities in
tertiary institutions in Nigeria. Eze (2011), stated that Education Trust Fund was regarded as a product of
crises in the educational sector, going back to the 1980’s with the introduction of the Structural Adjustment
Programme (SAP) when funding of education became a huge challenge. It was the Longe committee’s
report and subsequently the negotiation between the federal government and Academic Staff Union of
Universities (ASUU) in 1993 with the argument that government alone cannot fund education and that it
has to be done with the private sector as to fund education properly, gave rise to the introduction of public
tax, which culminated to the establishment of Education Trust Fund.
2.2
Tertiary Education Trust Fund (TATfund)
The Tertiary Education Trust Fund (the Fund) was established in 2011 as an intervention agency by the
Federal Government through the enactment of the Tertiary Education Trust Fund (Establishment, etc) Act
No.16 of 2011. The Act which commenced operation on the 3rd of June, 2011 repealed the Education Tax
Act, as amended. The old Act was first enacted in 1993 as Education Tax Decree No.7 of that year. The
Act was charged with the responsibility for managing, disbursing and monitoring the education tax to public
tertiary institutions in Nigeria, to impose an education tax on companies registered in Nigeria and also to
an Education Fund to be administered by A Board of Trustees (Philip, 2016). To achieve the establishment
aim, the Act Made it mandatory for every company registered in Nigeria to pay Education Tax at the rate
of 2% of its assessable profit ascertained in the manner specified in the companies Income Tax Act or the
Petroleum Profit Tax Act.
The Federal Inland Revenue Service (FIRS) was vested with the authority to assess and collect the tax and
to remit the amount so collected on behalf of Tertiary Education Trust Fund into Education Tax Fund
domiciled with the CBN. The CBN after reconciliation with FIRS and Federal Ministry of Finance transfers
the fund to TETFund Project Account with the CBN. The mandate of the Fund as provided in Section 7(1)
(a) to (e) of the TETFund Act, 2011 is to administer and disburse the amount in the Fund to Federal and
State tertiary educational institutions, specifically for the provision and maintenance of the following:
Essential physical infrastructure for teaching and learning; Instructional material and equipment; Research
and publication; Academic staff training and development and any other need which, in the opinion of the
Board of Trustees, is critical and essential for the improvement of quality and maintenance of standards in
the higher educational institutions. The enabling Act establishing the Fund prescribes the distribution of the
funds in the ratio 2:1:1 respectively to Universities, Polytechnics and Colleges of Education (COEs),
(TETFund, 2017).
2.3
Theoretical Framework
2.3.1 Socio political theory:
The theoretical underpinning of Education tax is being derived from Socio Political Theory, because the
theory talks about using tax to cure ills of the society as a whole, and that is what education tax is all about,
as it is for rehabilitation, restoration and consolidation of Tertiary Education in Nigeria.
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According to Bhartia, (2009), in Ogbonna & Appah (2012), Socio political theory of taxation states that
social and political objectives should be the major factors in selecting taxes. The theory advocated that a
tax system should not be designed to serve individuals, but should be used to cure the ills of society as a
whole. This theory was propounded in 1883 by Adolf Heinrich Gotthelf Wagner (1835-1917), who was a
German political economist and was born in Erlangen, the son of a professor of physiology. Wagner (1883),
advocated that social and political objectives should be the deciding factors in choosing taxes. He did not
believe in individualist approach to a problem. He wanted that each economic problem should be looked at
in its social and political context and an appropriate solution found thereof. The society consisted of
individuals, but was more than the sum total of its individual members. It had an existence and entity of its
own which needed preservation and taking care of. Accordingly, a tax system should not be designed to
serve individual members of the society, but should be used to cure the ills of society as a whole. Wagner,
in other words, was advocating a modern welfare approach in evolving and adopting a tax policy.
2.4
Empirical Review
There are some existing studies carried out in the areas of Education Tax, Tertiary Education Trust Fund
(TETFund) and Tertiary education in Nigeria. This study reviewed some of them. In the study of Ogundu
and Nwokoye (2013) titled Tertiary Education Trust Fund and Development of Higher Education in
Nigeria, it was stated that “TETFund disbursement system of 2:1:1 when critically examined does not take
into consideration the peculiar needs of some Universities”. The study continued by saying that TETFund
has alleviated the Universities problems in the area of infrastructures, instructional materials and equipment
and needs to do more in the area of human capital development. Udu and Nkwede (2014), in their work
Tertiary Education Trust Fund Interventions and Sustainable Development in Nigerian Universities:
Evidence from Ebonyi State University, Abakaliki, said that “despite the TETFund intervention, tertiary
institutions in Nigeria still lack funds necessary to upgrade the institutions to international standard. This
situation is due to the fact that tertiary education is cost-effective and even the funds approved by TETFund
are not always fully accessed by beneficiary institutions”.
Ugwuanyi (2014) undertakes an eleven-year period study of the activities of Education Tax Fund (ETF)
upon Nigerian tertiary institutions with the target of revealing how Education Tax Fund has helped in
enhancing the educational development of Nigerian Tertiary Institutions. Various analytical tools were
employed in appraising data generated from the publications of the operations department of the Education
Tax Fund and some other Federal Government publications. The research found out that ETF has made
significant positive impact towards improving the educational sector in Nigeria by construction of various
intervention projects and improving the teaching and learning conditions of both students and lecturers.,
and that each tertiary institution has its own criteria (subject to TETfund directives) for determining which
lecturer becomes a beneficiary. Conclusively, the researcher is of the opinion that the ETF has the potential
of alleviating the chronic under-funding of the educational sector and that in future, if properly utilized the
fund will continue in no small measure towards revitalizing the educational system in Nigeria.
Oraka, Ogbodo and Ezejiofor (2016) in their work, the effect of Tertiary Education Tax Fund (TETFund)
on management in Nigerian tertiary education, which specifically sought to determine whether ETF fund
allocations to Nigerian Tertiary Institutions significantly affect the enrollment ratio to Nigerian Tertiary
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Institutions in Nigeria. It found out that ETF fund allocations to Nigerian Tertiary Institutions have no
correlation with the enrollment ratio of Nigerian Tertiary Institutions and the study recommended that for
the intervention agency to achieve meaningful on its constituents fund allocations should commensurate
with enrolment ratio of tertiary institutions in Nigeria.
Anaehobi and Agim (2019), in their study titled TETFund intervention and development of university
libraries in South East, Nigeria, revealed that university libraries in South-East, Nigeria have acquired a lot
of physical infrastructures and information resources through TETFund intervention, and that there has
been library staff development programmes, research and publications of books and journals through
TETFund intervention. This is in line with the work of Afebende (2017), Osinulu and Daramola (2017),
and Aprebo and Onyeike (2018) which stated that TETfund has a significant impact between on library
development in tertiary institutions in Nigeria. Also in the work of Nagbi and Micah (2019), Tertiary
education trust fund and development of higher institutions in Nigeria, the study revealed that Tertiary trust
fund has a positive and significant relationship with staff training, has a positively correlated with project
development, research & journal publications and library development but does not have significant
relationship.
3.0
Methodology
This study employed ex-post facto research design. All the two hundred and fifteen (215) tertiary
institutions enlist in TETfund were used for the study, this comprised of Eighty-one (81) Universities, sixtyfour (64) Polytechnics and seventy (70) Colleges of Education (TETFund, 2019). Secondary data was
sourced from the National Bureau of Statistics bulletin, World Bank data base and Tertiary education Trust
Fund (TETFund) bulletin and it covered a period of 2004 to 2017. The data collected were analyzed using
ordinary least square (OLS) Simple regression.
3.1
Model Specification
The proposed model for this study relate to the model used by Ugwuanyi (2014) and Oraka, et al. (2017).
They used student enrolment as their dependent variable, and allocations to universities, Polytechnics and
colleges of education as their independent variables.
Hypothesis 1:
Ho1 Education tax revenue has no significant effect on number of Physical Infrastructure in tertiary
institution in Nigeria.
The statistical tool of this model is expressed as follows:
PI=β0+ β1ETR+µ
Where
β0 = Estimated of the true intercept, β0
β1 = Parameter to be estimated
µ = stochastic term.
PI= Physical Infrastructure
ETR= Education Tax Revenue
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Hypothesis 2
Ho2 There is no significant effect of education tax revenue on number of library development and laboratory
interventions in tertiary institutions in Nigeria.
The statistical tool of this model will be expressed as follows:
LDLI=β0+ β1ETR + µ
Where
β0 = Estimated of the true intercept, β0
β1 = Parameter to be estimated
µ = stochastic term.
LDLI= Library development and Laboratory Interventions
ETR= Education Tax Revenue
4.0
Results and Discussions
Hypothesis 1:
Ho1 Education tax revenue has no significant effect on number of Physical Infrastructure in tertiary
institution in Nigeria.
Dependent Variable: PI
Method: Least Squares
Variable
Coefficien Std. Error
t
ETR
C

0.778997 0.106882
-5.285718 1.169937

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
Durbin-Watson stat

0.828448
0.812853
0.146508
0.236111
7.608407
1.919068

t-Statistic

Prob.

7.288391
-4.517952

0.0000
0.0009

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
F-statistic
Prob(F-statistic)

3.236094
0.338665
-0.862832
-0.775917
53.12065
0.000016

The regression result showed that the estimated co-efficient of the regression parameter have positive sign.
This sign means that the dependent variable is positively influenced by the independent variable. The result
showed that education tax revenue, contributes a lot to Physical Infrastructure in tertiary institution in
Nigeria, a unit increase in Education tax revenue will lead to increase in Physical Infrastructure of tertiary
institution in Nigeria. The value of -5.285718 for c. represents what Physical Infrastructure of tertiary
institution in Nigeria will be without the independent variable in the model which is education tax revenue.
The value 0.778997 for β1 implies that holding all other factors constant, a unit increase in ETR (Education
Tax Revenue) will lead to 0.778997 increases in Y (Physical Infrastructure of tertiary institution in Nigeria).
The R2 tells the percentage variation in Physical Infrastructure in tertiary institution in Nigeria, explained
by education tax revenue. A look at the result shows that there is a great change in Physical Infrastructure
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of tertiary institution in Nigeria, as a result of Education tax revenue, the value 0.828448 means that about
83 % of the total variation in Physical Infrastructure of tertiary institution in Nigeria is as a result of changes
in the independent variables (education tax revenue), while 17% is unexplained. This remaining percent
could be caused by other factors or variables not built in the model. The estimated F-value of all the
countries are significant at 1 % level (because the p value is zero), with this, we can reject the null hypothesis
that education tax revenue has no significant effect on number of Physical Infrastructure in tertiary
institution in Nigeria. We therefore conclude that education tax revenue has a significant effect on number
of Physical Infrastructure in tertiary institution in Nigeria.
Hypothesis 2
Ho2 There is no significant effect of education tax revenue on number of library development and laboratory
interventions in tertiary institutions in Nigeria.
Dependent Variable: LDLI
Method: Least Squares
Variable
Coefficien Std. Error t-Statistic Prob.
t
ETR
C

0.583310 0.101009
-3.073097 1.105655

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
Durbin-Watson stat

0.751965
0.729416
0.138458
0.210878
8.343063
1.839877

5.774816 0.0001
-2.779436 0.0179

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
F-statistic
Prob(F-statistic)

3.308003
0.266175
-0.975856
-0.888941
33.34850
0.000124

The regression result showed that the estimated co-efficient of the regression parameter have positive sign.
This sign means that the dependent variable is positively influenced by the independent variable. The result
showed that education tax revenue, contributes a lot to library development and laboratory interventions in
tertiary institution in Nigeria, a unit increase in Education tax revenue will lead to increase in library
development and laboratory interventions of tertiary institution in Nigeria. The value of -3.073097 for c.
represents what library development and laboratory interventions of tertiary institution in Nigeria will be
without the independent variable in the model which is education tax revenue. The value 0.583310 for β1
implies that holding all other factors constant, a unit increase in ETR(Education Tax Revenue) will lead to
0.583310 increases in Y (library development and laboratory interventions of tertiary institution in Nigeria).
The R2 tells the percentage variation in library development and laboratory interventions in tertiary
institution in Nigeria, explained by education tax revenue. A look at the result shows that there is a great
change in library development and laboratory interventions of tertiary institution in Nigeria, as a result of
Education tax revenue, the value 0.751965 means that about 75 % of the total variation in 0.751965 of
tertiary institution in Nigeria is as a result of changes in the independent variables (education tax revenue),
while 25% is unexplained. This remaining percent could be caused by other factors or variables not built in
the model.
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The estimated F-value of all the countries are significant at 1 % level (because the p value is zero), with
this, we can reject the null hypothesis that education tax revenue has no significant effect on number of
library development and laboratory interventions in tertiary institution in Nigeria. We therefore conclude
that education tax revenue has a significant effect on number of library development and laboratory
interventions in tertiary institution in Nigeria.
5.0
Conclusion and Recommendations
From this study, it was discovered that education tax revenue has been able to make significant positive
impact towards improving the educational development as it is playing a major role in the standardization
and upliftment of academic standard in Nigerian tertiary institutions. The result of this study shows that
Education tax revenue has a significant effect on the numbers of library development, laboratory
interventions and Physical Infrastructure in tertiary institution in Nigeria. Education tax revenue is a saving
grace in the Nigerian tertiary Institutions, though much needs to be done.
Based on the findings of this study, the following recommendations are made:
There should be an increase in education tax rate as to increase the fund for development of tertiary
institutions in Nigeria.
The intervention agency should be encouraged towards prompt tax collection and budget allocations and
cooperation from Federal Inland Revenue Services (FIRS) for an efficient service that can induce more
wonderful outcome from TETFund efforts.
There is need for more enlightenment on the part of chief executives of tertiary institutions in Nigeria and
TETFund desk officers with regards to procedures of accessing the funds.
There should be regular audit of TETfund projects, as what is on paper is more than what is on ground.
Finally, TETFund should make provision to allow tertiary institutions to assess missed funds met for the
previous year instead of forfeiting such allocations.
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ABSTRACT
The study examined the effect of tax revenue generation on economic growth in Nigeria from 1990-2017.
This study adopted the ex-post facto research design. Time series data were obtained through on-line
retrieval method from Central Bank of Nigeria (CBN) annual reports and FIRS annual report of the period
covered by the study. The data were analyzed using multiple regression technique in estimating all the
coefficients. The result revealed that there is a positive significant effect between tax revenues generation
and economic growth in Nigeria. The result further revealed that company income tax and petroleum profit
tax contribute significantly to economic growth in Nigeria while VAT and custom and excise duties
contribution is not significant to economic growth in Nigeria. It was therefore concluded that wellstructured tax revenue generation would increase revenue base of government and encourage productivity
resulting in a significant growth in country’s GPD. The study recommended that government should
strengthen various institutions with revenue collection responsibility as to ensure full remittance of value
added tax and custom and excise duties in Nigeria. Also, government through its agencies should continue
to carryout campaign program to increase voluntary compliance despite considerably increase in internally
generated revenue.
Key Words: Tax Revenue generation, Economic Growth and Nigeria.
1.
Background to the study
Contemporary fiscal theory lays it emphasis on compensatory expenditures required to obtain and retain a
competent economic distribution of income, achieve full employment and sustain high level of economic
activity. These theories of tax burden recognize that the determination of the public budget is a political
process and not a market process (Umoru & Anyiwe, 2013). The public or private use of resources as well
as the tax benefits relationships for any individual depends on the decisions of the responsible organs of
government and not upon the market process (Edame, 2009). Fiscal theories are shaped by political realities
of the state and in a democratic setting, it is the voting process and the budget agenda. Generally, one goal
that macroeconomics often pursue is designing fiscal policy using taxation as a tool to promote economic
growth. Economic growth of any country is typically measured by increase in gross domestic product
(GDP) and sustainable development, although economists have proposed broader measures of economic
well-being and have identified a number of factors that affect economic growth, including geography,
political institutions, and financial markets (Daron, 2009).
In determining the growth of a nation the key indicators are the combination of monetary policy and fiscal
policy. From the economic point of view, tax policy therefore centered on the choice made by a government
to generate revenue taken into consideration the source and base of such revenue. While these revenue
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generation of government encourage economic growth through capital investment, government need to
promote an atmosphere using several incentives that will enhance business development so as to increase
its revenue base.
However, it is important to realize that an optimal tax rate is one which comprises a synthesis between the
state’s revenue and its economic development. A higher tax rate deters saving and development, while a
lower tax rate would lead to less revenue to the government (Audu & Ojonye, 2015). Government
responsibility across the world is to ensure that adequate security measures are put in place, freedom,
welfare and social services to her citizens. However, following the dwindling level of revenue generated
from taxation over the years, the use of tax as an instrument of fiscal policy have been hampered by
ineffectiveness of government officials.
To meet projected revenue and accommodate the growing population and technological development,
governments have three options to borrow, to tax or both. Using tax, governments try to determine the
optimal tax rate for a given level of expenditure. Since tax is the major source of Government revenue in
Nigeria apart from revenue from oil and gas, therefore, it provide means of meeting its expenditure on one
hand and the myriad of problems facing the tax system a proactive mind may ask, to what extent can the
tax system generate the needed revenue to meet up with this ever increasing government expenditure
burden. Odusola (2006) observed that government revenue at any given point in time is influenced by the
changes in tax policies, tax rate, tax base and tax incentives.
However, the expansion of tax net by the government has not improve revenue generation as more taxes
are introduce the lesser revenue is generated while expenditure is increasing. This is the more reason while
citizens and companies doing businesses in Nigeria indulged in tax evasion and are reluctant at tax
remittance owing to government failing in social contract of embarking on infrastructural development
which would have evidence why tax is paid. The tax system in Nigeria is structured into direct and indirect
tax aimed at mobilizing needed revenue for economic growth. However, the Nigeria’s tax system over the
years has failed to drive economy growth, a situation that has resulted to perpetual back-ward and underdevelop with the apathy in the majority of citizen living in poverty and hopelessness. Notably in recent
development is the issue of multiple tax regime, unreliable tax statistics, poor administration, structural
problem, taxation of resident, non-disclosure of income by multinationals by keeping account in their local
language or offshore account, building of cartels and non-prioritization of tax effort.
However, the dwindling national revenue occasioned by crashing oil prices in the world market as
experience in recent past, collapsed of infrastructure and the total abandonment of non-oil sector which has
gray effect on sustaining the revenue capacity of the Nigeria tax system. The Nigerian narrow tax base is
incapacitated to foster the growth in investment, total productivity and reduce the level of unemployment
in the country as these are the basic function of tax revenue to the economy. Moreover, despite the
improvement recorded in tax revenue generation in recent period and the controversy stemming from
achieving a single digit tax formula in practice, there are still some leakages in the tax structure of
government. In this light, tax administrator need to advance more in the aspect of awareness creation
through tax education which in mighty form will enlarge the frontier of average citizens who might not be
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privilege to know the purpose of tax and how the revenue generated through tax are used. To validate this
contradiction, effort is made in this research, from Nigerian economy perspective to discourse the economic
effect of both reasonable and unreasonable tax revenue generation on economic growth.
1.1
Objectives of the study
The broad objective of this study is to find out the effect of tax revenue generation on economic growth in
Nigeria. Other specific objectives are to:
examine the effect of petroleum profit tax on economic growth in Nigeria;
find out the effect of company income tax on economic growth in Nigeria;
examine the effect of value added tax on economic growth in Nigeria.
investigate the effect of custom and excise duties on economic growth in Nigeria.
1.2
Research questions
To achieve the objectives of the study, the following research questions were very pertinent to the study:
What is the relationship between petroleum profit tax and economic growth in Nigeria?
What is the relationship between company income tax and economic growth in Nigeria?
What is the relationship between value added tax and economic growth in Nigeria?
To what extent do custom and excise duties affect economic growth in Nigeria?
1.3
Research hypotheses
The following research hypotheses were stated in null form:
H01: There is no significant relationship between petroleum profit tax and economic growth in Nigeria.
H02: There is no significant relationship between company income tax and economic growth in Nigeria.
H03: There is no significant relationship between value added tax and economic growth in Nigeria,
H04: There is no significant relationship between custom and excise duties and economic growth in Nigeria.
2. 0 Theoretical framework.
The benefit theory of taxation, Erik Lindahl, 1919.
This theory propounded by Erik Lindahl (1919) holds that the state should impose on individuals an
affordable tax rates that are at par with the benefit conferred on them. (Ifere & Eko, 2014), maintained that
the most benefits a person derives from the activities of the state when higher the tax rate is imposed is
social amenities, security and social welfare. This theory suggests that the individual contributes taxes in
the same rate or proportion to the benefits he enjoys from the services provided by the state. If the benefit
theory is a practice of public finance, it will automatically satisfy the requirements of Horizontal equity and
of Vertical equity. Taxpayers in the same benefit conditions will pay the same tax rate: and so too would
taxpayers in unlike taxing conditions.
Taxation according to the benefit theory is a standard of tax justice. The benefit theory possesses the
simplicity of relating the revenue and the expenditure sides of the budget to each other. It suggests an
arrangement permitting individual taxpayers, as consumers, to pay directly for the economic goods of the
state from which they derive satisfaction or profit. The value of this theory in this research work are to be
used as an incentive to produce more benefits such as railway, electricity, road to those who are the tax
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payers; it will also help in determining the prices of certain governmental services such as railways, airways,
etc. These services rendered by the government can be measured properly by percentage of revenue
generated when used judiciously has multiplier effect on economic growth of the state.
2.1
The Laffer curve theory, Laffer, A .B 1974.
The Laffer curve is a theory developed by supply-side economics to show the relationship between tax rates
and the amount of revenue generated by government. The model recognize the positive impact of lower tax
rates on work , output, and employment in a country and also demonstrates the economics and arithmetic
effects on tax revenue. The model holds that a higher tax rate reduces taxed activities and less revenue than
otherwise predicted while lower tax rate increases tax revenue than otherwise predicted. However, there are
several factors that could either have positive or negative impact on the tax revenue; this study consider
high tax rate in Nigeria as a critical factor that impinge tax revenue. Laffer explain further that high tax rate
reduced taxed activity and raise less revenue than otherwise predicted while decrease in taxed rate may
increase taxed activity and raise more revenue than otherwise predicted. What is true about this theory is
that that rate cut will always lead to more growth, employment, and income for citizens. Laffer curve
analysis indicates, marginal tax rates can be pushed so high that they will actually reduce the revenues
derived from the tax. Obviously, marginal tax rates above the level that generals maximum revenues are
highly inefficient and counterproductive as they reduce both aggregate output and the revenue derived by
the government (Audu & Ojonye, 2015)
2.2
Tax revenue and Economic growth.
Policy makers and researchers have long been interested in how potential changes to the tax system affect
the size of the overall economy, this resulted to different proposal that either increase or decrease tax rate.
To enable government in the discharge of the responsibility of providing adequate security measure,
infrastructural facilities and other basic amenities to her citizen, such government have to work out ways of
increasing it revenue base as to meet up with growing population and technological challenges. According
to the report of the presidential committee on National tax policy in 2008, tax policy provide a set of rules,
modus operadi and guidance to which all stakeholders in the tax system must operate. Tax policy
formulation in Nigeria is the responsibility of the Federal Inland Revenue Services (FIRS), Customs,
Nigerian National Petroleum Corporation (NNPC), National Population Commission (NPC) and other
agencies but under the guidance of the National Assembly. To ensure quick implementation of the Nigeria
tax system, the document must remain absolute in providing a stable point of reference for all the
stakeholders in the country and upon which they can be held accountable. A good tax framework is a
necessity to increasing tax revenue generation. James and Nobes (2008) noted that tax policy is continually
subjected to pressure and changes which most time does not guarantee outcome that are in line with the
overall goal of increasing revenue generation. Kiabel and Nwokah (2009), maintained that decrease in tax
revenue and increased cost of running government require all tiers of Nigeria government to look for
alternative means of improving their revenue bases. Kusi (1998), states that many countries of the world
depend mainly on taxation for generating required income to meet their financial needs. Active and wellorganized tax system can assist the government generate adequate revenue to take care of its estimated
expenditure, meet the needs of the people, and effectively participate in the world economy (Bird & Zolt,
2003).
36

The role of economic policy in the achievement of macroeconomic objectives has been extensively dealt
with in Keynesian analysis of an activist macroeconomic policy. The Keynesian analysis leads to the
conclusion that demand management policies can and should be used to improve macroeconomic
performance. An activist macroeconomic policy involves setting monetary and fiscal variables in each time
period at the values which are thought necessary to achieve the government’s objectives. Economic growth
has been of subject of research for decades and many scholars look at economic growth with respect to the
indices they think that suit their research or the purpose of their research. Economic growth occurs when
there is a sustained growth in the per capita national output or net national product of a country for a long
period of time (Salami, Apelogun, Omidiya & Ojoye, 2015). When the rate of increase of the total output
of a country is higher than the population of the country it means the economy is growing. Dwiredi (2004)
opines that when a sustained increase in a country per capita national output is greater than the population
of that country it implies that the economic is growing because the right policies are formulated and
implemented as well as monitor to achieve set objectives. Any economy that is well managed through
judicious use of generated revenue will always find it easy in providing adequate mechanism that will create
a conducive environment for business to strive and indirectly contribute immensely in encouraging citizens
to be productive.
2.3
Review of empirical studies
The review of empirical studies is pertinent to research work of this nature because it provides the
opportunity to review what others scholars have done on related area of research so as to establish a gap.
Taufik and Barne (2012) used square root transformation of ordinary least square to investigate whether tax
generate more on economic development. The study revealed that tax revenue helps to accelerate economic
development in an environment that is open trade without unnecessary policies that hinders business
transactions. Margereta and Asa (2012) Used fixed effect regression on a panel data of OECD countries of
about 25 between the period 1970 – 2010 that the taxation of corporate entities and that of personnel income
does not have any significant impact on economic growth. But the level of correlation between corporate
tax and economic development is more robust. Also, Ugwunta and Ugwuanyi (2015) used of ex-post facto
research design and panel data to estimate the technique showed that there is insignificant relationship but
there was high level of correlation between non-distortionary taxes and economic growth in sub-sharan
countries.
In their study, Dickson and Presley (2013) makes use of ordinary least square (OLS) technique in estimating
the coefficients with the aid of secondary data to investigate tax incentive and revenue productivity of the
Nigeria tax system. They found that good policies in the area of taxation that encourage tax incentive helps
to enhance economic development and promote investment which will in turn improve the level of
production and tax revenue. The study of Confidence and Ebipanipre (2014) also used similar data and
technique to investigate taxation as instrument of economic growth. The result showed that there is a
significant relationship between corporate income tax, and value added tax and both positively influenced
economic development in the context of Nigeria. But Yaya (2013) noted in his study that increase in tax
rate result to decline in economic growth, and this result to shifting of tax burden from direct to indirect
taxes which can cause a positive impact on economic growth. This evidence was drawn from the positive
impact of VAT tax on the economic growth of Pakistan.
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Aamir, Qayyuum, Nasir, Hussain, Khan and Butt (2011) employed panel data of direct and indirect taxes
in Pakistan and India from 2000 to 2009, the study found that in Pakistan, indirect taxes have statistically
significant positive effect on aggregate revenue and by extension economic growth. A similar study was
carried out by Omoruji (1983), in this study the researcher took a comparative assessment of the
productivity of the Nigerian tax system by evaluating the buoyancy of the tax system for the period 1960 –
1979. Focusing on both the indirect taxes such as import, export and exercise duties, as well as direct taxes
such as personal income tax and petroleum profit tax, evidence abound to support low level of productivity
of the Nigerian tax system. Kizito (2012): examine the various components of Nigerian tax structure by cointegrating the tax system using Philip–Parron (PP) tests revealed that all the components of the Nigerian
tax system are stationary at one percent except VAT variable which was significant at five percent and are
all integrated at order zero with intercept terms, meaning that each series level stationary. The authors
further argue that Nigerian tax system has no significant impact on economic growth.
3.0
Research Methodology
In this study, the Ex-Post facto research design was employed since the variables under study have existed.
To ensure that needed data are collected, both manual and online retrieval methods of data collection were
utilized. The secondary sources of data for this study were retrieved from Central Bank of Nigerian
statistical bulletin and from Federal Inland Revenue Service annual reports for the various years that were
used in the study. The researcher made used of multiple regression technique as a framework for data
analysis. This was applied after the relevant secondary data for this study was collected. This enabled the
researcher to examine the signs of the regression coefficient and to see if they are in lines with econometric
theory and the views of previous researchers. The choice of the techniques were based on the fact that
multiple regression show the relationship between the dependent and independent variables. In this context,
the study used multiple regression technique to ascertain the effects of tax revenue generation on economic
growth.
The model is stated thus:
GDP= f (CIT, PPT, VAT, CED) -------------------------------- (1)
Where:
GDP =
Gross Domestic Product
CIT =
Company Income Tax
PPT =
Petroleum Profit Tax
VAT =
Value Added Tax
CED = Custom and Excise Duties
The Ordinary Least Square of the equation is stated thus;
GDP =
βo+ β1 CIT + β2PPT + β3 VAT + β4 CED+ e----------- (2)
Where:
GDP
=
Dependent variable
CIT, PPT, VAT and CED
=
Independent variables
β1+β2+β3 +β4
=
Unknown coefficient to be estimated.
e
=
statistics error term
βo
=
constant term
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4.0 Result Presentation, Analysis and Discussion of Findings
Regression result
Variable
Coefficient
Std. error
C
4.188
1.433
Log (cit)
.069
.004
Log (Ppt)
.007
.002
Log (Vat)
.002
.003
Log (ced)
-.055
.015
R-Squared
0.981
Adjusted r-squared
0.978
S.E o regression
21805.580
F-Statistic
278.034
Durbin-Watson stat
Prob. (F-statistics)
0.000
Source: See regression result (Appendix)

T-statistic
2.873
19.141
4.156
.464
-3.575

Prob.
.009
.000
.000
.648
.002

1.285

The following statistical indicators were taken into consideration to measure the effect of the various
components of taxation on economic growth (using GDP): the coefficient of multiple determinations R 2,
adjusted R2, t-statistics, F-statistics and Durbin-Watson statistics. In carrying out the analyses, the R2 was
used to measure the degree of correlation between the dependent variable and independent variables that
were used for the analyses and the adjusted R2 was used to examine how well the model fit the data, it was
used to explained goodness of fit of the regression model used in the study, and actual percentage of
variation of the dependent variable that was explained by the independent variables. The rule is that, R2
must be 50 per cent and above to pass the test of goodness of fit.
However, since the study is multiple regression analysis the adjusted R2 is very relevant in the study of this
nature. The t-statistics was used to the test the significance of the individual independent variables on the
dependent variable. The F-statistics was used to test for the significance of the independent variables as a
whole on the dependent variable. The Durbin-Watson statistics was used in the study to test the level of
auto-correlation of the random variable.
From the regression result in table 4.2 it was observed that the R2 is 0.98% and the adjusted R2 is 97%.
They clearly indicate that the independent variables (CIT PPT, VAT and CED) that were used in the study
captured 97per cent of the variation in Gross Domestic Product (Dependent variables), while the remaining
2 per cent was explained by the stochastic error term or other variables that were not captured in the model.
The adjusted R2 of 97 per cent showed that there is goodness of fit of the parameter of estimate used in the
study. It implies that the actual variation that was explained by the explanatory variables (Company Income
Tax, petroleum prefer tax, value added tax and custom and excise duties) all the variables accounted for 97
per cent of the variation in gross domestic product, while the remaining 3 per cent was accounted for by the
stochastic error term. The constant term of 4.118 is autonomous and it is statistically significant.
Testing for the statistical significance of the econometric variables that were used in the study using the
individual t-statistics, the constant term entered the model that was used in the study with a positive sign,
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and based on the result of the t-statistics that were used to test the significance of the individual parameters,
it was observed that company income tax, petroleum profit tax were all significant at 5 per cent significant
level at 24 degree of freedom because the calculated t-statistics value were; 19.141 and 4.156>1.714. Going
by the result, it implies that one per cent increase in company income tax will cause a corresponding Gross
Domestic product by 69 per cent, one per cent increase in petroleum profit tax will cause a corresponding
in increase of 7 per cent in Gross domestic product, one percent increase in value added tax will cause a 2
per cent decrease in Gross Domestic product and one per cent increase in custom and excuse duty will cause
a corresponding decrease of 55 percent in Gross Domestic Product.
Testing for the entire significance of the explanatory variables on the dependent variable using the Fstatistics, it was observed that the calculated F-statistics is 278.034 and the table value is 2.84. This further
affirmed that the results obtained fit the model used in the study and is in line with econometric theory. The
Durbin-Watson statistic ranges from 0 to 4 and the decision rule is that, a value near 2 shows non-auto
correlation; a value near 0 indicate present of positive auto correlation and a value close to 4 indicate
negative auto-correlation. Based on the result since K=4 variables, N=26 years at 5 per cent level of
significance, the calculated DW=1.285 it implies that the model is free from auto-correlation.
4.1
Test of hypotheses
The four research hypotheses that were earlier formulated in chapter one of the study were tested using the
individual t-statistic of the independent variables against the table value at 5 percent significance level and
(26-2 =24) degree of freedom.
Ho: there is no significant relationship between petroleum profit tax and economic growth in Nigeria;
H1: there is a significant relationship between petroleum profit tax and economic growth in Nigeria
With reference to Table 4.2 using the t-statistic of petroleum profit tax to test for the significant of the
estimated coefficient, the t-statistic value 4.156 and the table value is 1.714. The calculated value =
4.156<1.714 the table value using 23 degree of freedom at one tail, 5 per cent level of significance, the
alternative hypothesis of significant relationship is accepted, and null of which assumed that there is no
significance relationship is rejected. This implies that there is a significant relationship between petroleum
profit tax and economic growth in Nigeria.
Ho: There is no significant relationship between company income tax and economic growth in Nigeria.
H1: there is significant relationship between company income tax and economic growth in Nigeria.
With reference to Table 4.2 using the t-statistic of company income tax to test the significant of the
estimated coefficient, it shows that the calculated t-statistic is 19.141 and the table value is 1.714 at 95 per
cent confidence level. The calculated value = 1.9141< 1.714 the table using 23 degree of freedom at two
tail, 5 per cent level of significance, the alternative hypotheses of significant relationship was accepted, and
the null hypotheses of no significant relationship was rejected. This means that company income tax
contributes to economic development and as such, there is a significant relationship between CIT and GDP.
Ho: There is no significant relationship between value added tax and economic growth in Nigeria.
H1: There is a significant relationship between value added tax and economic growth in Nigeria.
With reference to Table 4.2 using the t-statistic of value added tax to test for the significant of the estimated
coefficient at 95 per cent confidence level, the calculated t-statistic value is .464 and the table value is 1.714.
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Since the calculated value =1.714 and the table value is 0.694824 using 23 degree of freedom at one tail, 5
per cent level significance, the null hypothesis of no significant relationship is accepted while the alternative
hypothesis of significant relationship is rejected. This is obvious that from the result there is no significant
relationship between values added tax and economic growth in Nigeria. This result could be connected to
the high revenue return from petroleum tax that led to government neglecting indirect tax which has several
advantages over direct tax most especially in economic and efficiency of collection.
Ho: There is no significant relationship between custom and excuse duty and economic growth in Nigeria.
H1: There is a significant relationship between custom and excise duty and economic growth in Nigeria.
Still based on table 4.2 using the t-statistic of custom and excise duty to test for the significant relationship
of the estimated coefficient at 95 per cent confidence level. The calculated value = -3.575 and the table
value = 1.714. Therefore, going by the rule, the calculated value = -3.575>1.714 the table value using 23
degree of freedom at one tail, 5 per cent level significance, the alternative hypothesis is rejected while the
null hypothesis of no significant relationship is accepted. This shows that there is no significant relationship
between custom and excise duty and economic growth in Nigeria.
4.2
Discussion of findings
From the data that were analyzed and tested using the various econometric statistical indicators to measure
the degree of correlation and significant relationship between the explanatory variables (company income
tax, petroleum profit tax, value added tax, and custom and excise duty) and dependent variable (economic
growth measured with gross domestic product), it was discovered based on the result that was used to test
the level of correlation of the adjusted R2 which is considered more appropriate in testing multiple
regression shows high level of correlation. This is very obvious that the four variables (CIT, PPT, Vat and
CED) accounted for about 97 per cent of the variation in the dependent variable.
From the t-statistics that were used for the significant relationship between the independent variables and
the dependent variable, it was also discovered that; company income tax and economic growth showed a
significant relationship. This could be as a result of increase in awareness creation and recent sanction being
propagated by the government to delist companies invading taxes from the stock exchange. The result is in
line with the findings of Adegbie and Fakile (2011) that there exist a significant relationship between
income and economic growth of Nigeria. The result also found a strong and positive relationship between
petroleum profit tax and economic showing that an increase in petroleum tax result to an increase in
economic growth. This clearly justified the reality in Nigeria that the economic is wholly sustained by
revenue from petroleum resources given its high deposit. The study agreed with that of Confidence and
Ebipanipe (2014) which uses corporate income tax and petroleum profit tax to measure their impact on
economic development shows that corporate income tax and petroleum profit tax contribute to economic
development in Nigeria.
The findings of this study is in agreement with the study that was conducted by Taufik and Barne (2012)
which examined the impact of tax revenue on economic development with the aid of square root
transformation of ordinary least square that tax revenue helps in accelerating economic development in an
environment that is trade friendly. Also, the study is in line with the study that was carried out by Sekou
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(2015) which examined tax revenue and economic growth in which OLS was used to estimate the
parameters concluded that there is a positive correlation and significant relationship between tax revenue
and economic growth. The findings also shows that this study also inconformity with the study of Jibrin et
al (2012) and Ogbonna et al (2012) whose results revealed that petroleum profit tax has a positive and
significant impact on GDP in Nigeria.
The hypotheses three and four tested above shows that there is no significant relationship between VAT,
Custom and excise duties and economic growth. This result imply that VAT and custom and excise duties
do not influence economic growth in Nigeria. Nigeria government over the years have ignored several
research outcome on diversification of the revenue system from petroleum to non-petroleum, there is need
for government to strengthen the indirect tax system as more chunk of government would have emanate
from these source. This study do not agree with the research finding of Aamir, Qayyuum, Nasir, Hussain,
Khan and Butt (2011) that indirect taxes have statistically significant positive effect on aggregate revenue
and by extension economic growth. The result also is against that of Emmanuel (2013) whose findings
shows that VAT has significant effect on GDP and total revenue and conflict with the result of Yaya (2013)
that increase in tax rate result to decline in economic growth and shifting of tax burden from direct to
indirect taxes.
5.0
Conclusion and Recommendations
It is obvious that taxation is a major instrument that both developed and developing countries used to
address most of the challenges confronting the government. This is more predominate in a country where
they are less natural resources, besides infrastructural facilities and developmental project are embark upon
through taxes and levy. Several studies on taxation and economic growth have been reviewed both in
developed and developing countries with different and conflicting results. However, we find evidence in
our study that tax revenue from petroleum profit tax and company income tax are more vibrant if sustainable
policy are forestalled, it will provide much needed revenue to the government as indicated by their
respective coefficient.
This imply that petroleum profit tax and company income tax serves as constant stream of revenue of
government country other than VAT and excise duty in Nigeria. This result could be connected to the high
revenue return from petroleum tax that led to government neglecting indirect tax which has several
advantages over direct tax most especially in economic and efficiency of collection. Considering the level
of significant relationship amongst the variables in this study, this paper has presented evidence that tax
revenue generation is a facilitation to economic growth of a country. From the Laffer curve theory
perspective that a higher tax rate reduces taxed activities and less revenue than otherwise predicted while
lower tax rate increases tax revenue than otherwise predicted. They may not be reasonable to citizen when
the rate increases because productivity will be discourage and revenue will drop correspondingly. Based on
the findings of the study, the following recommendations were made.
Considering the high positive impact of taxation on economic growth in Nigeria under the periods that were
reviewed by the researcher, government should explore other areas of taxations that are not enforce to
increase the quantum of revenue that is generated through tax by the government;
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The government should critically examine value added tax and custom and excise duty policies and ensure
that deduction on every transactions are remitted to the appropriate authority;
The government should continue to carry out more sensitization without relenting effort because based on
the finding of this study, the government can finance majority of its projects through tax funds if more
efforts are gear towards exploring other avenues that are yet to be utilized.
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EFFECT OF CORPORATE INCOME TAX RATE ON INVESTMENT DECISIONS OF LISTED
DEPOSIT MONEY BANKS IN NIGERIA
by
6
Yunusa Salisu Muhammad and Hannatu Sabo Ahmad PhD7
Absract
The study examined the effect of corporate income tax rate on investment decisions of listed deposit money
banks in Nigeria. Descriptive research design was used in this study. The population of the study was made
up of twenty two listed deposit money banks in Nigeria. Panel data were generated from secondary source
through annual reports and accounts of the sampled banks covering the periods of 2014 to 2018. Ordinary
Least Square (OLS) regression was used in analyzing the data of the study. The study employed a simple
random sampling technique in selecting the sample size of the study. The findings of the study indicated
that after tax cash flow is the major factor that affect investment decisions of listed deposit money banks in
Nigeria. Whereas depreciation tax shield and interest tax shield had insignificant effect on investment
decisions of listed deposit money banks in Nigeria and corporate tax rate has no effect on investment
decisions of listed deposit money banks in Nigeria as the company income tax rate of 30% has been constant
over decades. The study recommended that shareholders as well as management of Nigerian banks should
device means of increasing their turnover which will in turn boost their profitability/ after tax cash flow and
the resultant effect will improve investment in long term assets.
Keywords: corporate tax rate, Investment decision, depreciation tax shield, interest tax shield.
1.0 Introduction
An efficient allocation of capital is the most important investment function in the modern times. It involves
decisions to commit the firms fund to the long term assets. According to Pandey (1995) investment
decisions are of considerable importance to the company since they tend to determine its value by
influencing its growth. Investment decision is defined as the company decision to invest its current funds
most efficiently in the long term assets in anticipation of an expected flow of benefits over a series of years.
However, investment decisions of companies are mostly fiscal weapon. Taxation is regarded as an
indispensable measure towards any nation’s development among the various sources of achieving economic
goal of any nation precisely developing country like Nigeria, corporate tax stands out as the most important
in economic analysis. The question then is what is the concern of corporate taxation in investment decision
of companies? It is well understood that corporate taxation can distort investment plans by reducing the
after-tax returns to new investment. A large literature, starting with Hall and Jorgensen (1967) has attempted
to assess the empirical relevance of such distortions. However, there is another channel through which
corporate taxes can affect investment that is largely unexplored. If financing frictions make raising external
capital costly, a firm’s investment may be constrained by the amount of cash flow it is able to generate
internally.
Accordingly, corporate taxes then could also impact investment by reducing the amount of cash flow a firm
has available to invest. This research examined the effect of corporate tax rate on investment decisions of
6
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listed deposit money banks in Nigeria. Studying this effect is challenging because of two omitted variables
problems. First, a firm’s income tax is a function of it is profitability, which is likely to be correlated with
its investment opportunity. Second, current period income tax is likely to be related to a firm’s future
marginal tax rate, which could also affect investment. So, while one could in principle simply examine the
contemporaneous relationship between a firm’s tax payments and its investments, it would be difficult to
infer causality from this relationship (Pandey, 1995). Hassert and Hubbard (1976) defined taxation as the
compulsory levy by government through its various agencies on the income or consumption of its subjects.
The ultimate justification for company income tax in investment decision is that investment decisions
required special attention and cannot be satisfactory evaluated without considering tax implication. More
so investment decision has a long term implication for the firms and can influence the firms risk complexion
and are mostly irreversible decisions (Panedy, 1995). Consequently there are no companies that do not
make investment decision at one time or the other which requires company taxation to be properly and
effectively planned to achieve the companies’ goals and objectives. It is based on these facts that the
research is between company corporate income tax and investment decisions.
Furthermore, taxation play a vital role in economic development of a country which includes: resource
mobilization, reduction in inequalities of income, improvement in social welfare, foreign exchange,
regional development, control inflation. Apart from the objectives of raising public revenue, tax can be used
as an important tool in the following manner; optimum allocation of available resources, encouraging
savings and investments acceleration of economic growth, price stability and control mechanism. Since its
inception, Income Tax has been a pervasive force tending to influence the economic decisions of business
entities. On the part of government, there have been tougher economic measures in order to control the
adverse economic condition of the country. Among such measures are tax rules which are designed to
increase revenues and accomplish other economic goals, but invariably; these rules have significant impact
on business and investment decision.
Deposit Money Banks can simply be viewed as those financial institutions, who act as agents that accept
deposits and make loans. Banks create save havens that stores wealth for depositors and as predictable
sources of loans for borrowers. In this way, the major business of banks is that of financial intermediation
between savers and borrowers. The banks simplify this process by eliminating the need for savers to find
the right borrowers and the right time to directly source for loan. As financial intermediaries, they facilitate
the creation, sourcing and mobilization of funds from surplus economic units to deficit economic unit, for
functional and productive activities (Ajayi, 2005). Preliminary discussions, held with key management
officials of some Nigerian banks disclosed that banks have certain key goals which they seek to achieve.
These key goals are however multiple in nature, since there are a number of them.
The predominant goal of most banks is to maximize profit, and at the same time, minimize cost, through an
efficient combination and utilization of limited resources. This goal is however attained through their role
as ‘go-betweens’. As financial intermediaries, banks earn enough to support their activities, by the
difference between the interest rate paid to saver/depositors, and the interest rate charged on loans. When
customers make deposits in a savings account, they earn interest on the principal. Similarly, when customers
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obtain loans from the banks, they pay interest on the principal. By charging the borrower a slightly higher
interest rate, than that which is given to the depositor, a bank is able to achieve its goal of profitability.
This study used the most recent data and thus provides an up to date findings on the effect of corporate
income tax rate on investment decisions of listed deposit money banks in Nigeria. There have been
conflicting results from the previous studies carried out on the effect of corporate income tax rate on
investment decisions. Some of these findings showed negative relationship between taxation and
investment for example Raza et al., (2011); Njuru et al., (2013) carried out in Pakistan and Kenya
respectively and Talpos & Vancu (2009) carried out in Europe. Other studies reported a positive relationship
between taxation and investment for example Yan & Lu, (2013) carried out in China. Edame & Okoi (2014);
Funke (2002) both carried out in Nigeria showed a negative relationship between taxation and investment
while Akpo et al. (2015); Asogwa & Okeke (2013) also carried out in Nigeria showed a positive
relationship. This study is therefore important in resolving the differences revealed by the above studies.
Moreover most of these prior studies were carried out overseas and the few studies that are carried out in
Nigeria were conducted in determining the effect of corporate income tax rate on quoted firms in Nigeria,
but no research evidence that studies the effect of corporate income tax rate on investment decisions in the
area listed deposit money banks in Nigeria. This study therefore, seeks to evaluate the effect of corporate
income tax rate on investment decisions of listed deposit money banks in Nigeria. The remainder of this
paper is organized as follows; section 2 discusses the literature on corporate income tax rate and investment
decisions, section 3 lays out the analytical framework and econometric methodology, section 4 reports the
results and finally, section 5 concludes.
Thus, the main objective of this paper is to examine the effect of corporate income tax rate on investment
decisions of listed deposit money banks in Nigeria. Other specific objectives are to investigate the influence
of:
i. Corporate tax rate on investment decisions in the listed deposit money banks in Nigeria.
ii. Depreciation tax shield on investment decisions in the listed deposit money banks in Nigeria.
iii. After tax cash flow on investment decisions in the listed deposit money banks in Nigeria.
iv. Interest tax shield on investment decisions in the listed deposit money banks in Nigeria.
Based on the above objectives of the study, the following hypotheses are formulated in null form to guide
the outcome of the study.
H01: Corporate tax rate has no significant effect on investment decisions in the listed deposit money banks
in Nigeria.
H02: Depreciation tax shield has no significant effect on investment decisions in the listed deposit money
banks in Nigeria.
H03: After tax cash flow has no significant effect on investment decisions in the listed deposit money banks
in Nigeria.
H04: Interest tax shield has no significant effect on investment decisions in the listed deposit money banks
in Nigeria.
2.0 Literature Review
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This section reviews prior conceptual, empirical literature and theoretical literature concerning the effect of
corporate income tax rate on investment decisions.
2.1.1 Concept of Corporate Tax
Alworth and Arachi (2001) defined corporate tax as tax levied on corporations' profits. Corporations are
legal entities separate from their owners. They may be taxed as if they were persons. A corporate tax is the
equivalent of the income tax for natural persons. Corporate taxes vary from country to country in the US,
they are levied at both the federal and state levels. Proponents of the corporate tax argue that it guards
against excessive profits that may result from unethical or illegal corporate practices while opponents say
that corporations simply pass on the tax to their customers. Most jurisdictions tax corporations on their
income. Generally, this tax is imposed at a specific rate or range of rates on taxable income as defined
within the system. Some systems have a separate body of law or separate provisions relating to corporate
taxation. In such cases, the law may apply only to entities and not to individuals operating a trade. Such
laws may differentiate between broad types of income earned by corporations and tax such types of income
differently. However, most such systems tax all income of a corporation in the same manner (Hassert &
Hubbard, 1976). Most systems tax both domestic and foreign corporations. Often, domestic corporations
are taxed on worldwide income while foreign corporations are taxed only on income from sources within
the jurisdiction. Many jurisdictions imposing an income tax impose such tax on income from a permanent
establishment within the jurisdiction. Corporations are also subject to property tax, payroll tax, withholding
tax, excise tax, customs duties, V.A.T, and other common taxes, generally in the same manner as other tax
payers. These, are different from corporate tax (Hasset & Hubbard, 1976).
2.1.2 Concept of Investment Decisions
Investment decision is defined as the company decision to invest its current funds most efficiently in the
long term assets in anticipation of an expected flow of benefits over a series of years. In finance, investment
is the purchase of an asset or item with the hope that it will generate income or appreciate in the future and
be sold at the higher price. It generally does not include deposits with a bank or similar institution. The term
investment is usually used when referring to a long-term outlook. This is the opposite of trading or
speculation, which are short-term practices involving a much higher degree of risk. Financial assets take
many forms and can range from the ultra-safe low return government bonds to much higher risk higher
reward international stocks (Verdugo, 2005). Bringham and Besley (2000) identified several basic methods
used by businesses to evaluate projects and to decide whether they should be accepted for inclusion in the
capital budget. These methods are; Payback period, net present value and internal rate of return. A good
investment strategy will diversify the portfolio according to the specified needs. The most famous and
successful investor of all time is (Warren, 2013). In 2013, Warren was ranked as number two in the Forbes
magazine for hundred list. Warren (2013) has advised in numerous articles and interviews that a good
investment strategy is long term and choosing the right assets to invest in requires due diligence.
Investments are often made indirectly through intermediaries such as; pension funds, banks, brokers, and
insurance companies. These institutions may pool money received from a large number of individuals into
funds such as; investment trusts, unit trusts, to make large scale investments. Each individual investor then
has an indirect or direct claim on the assets purchased, subject to charges levied by the intermediary which
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may be large and varied. It generally does not include deposits with a bank or similar institution. Investment
usually involves diversification of assets in order to avoid unnecessary and unproductive risk (Kevin, 1984).
2.1.3 The Company Income Tax Rate in Nigeria
Companies Income Tax (CIT) is chargeable on the income of all companies operating in the country except
those specifically exempted under the Act. There is a clear distinction between Nigerian and non – Nigerian
companies. A Nigerian company is that company incorporated under the Companies and Allied Matters
Act, 1990, (as amended). The total profit of such companies are assessable to Nigerian tax irrespective of
whether or not all the profits have been derived from, brought into, or received in Nigeria. The CIT was
introduced in 1961. The original law (Company Income Tax) has been amended many times and is currently
codified as the Company Income Tax. Act 1990 (CITA) (Odusola, 2006). The Federal Inland Revenue
Services (FIRS) is empowered to administer the tax and is responsible to the Federal Board of Inland
Revenue (FBIR). The amendments were clearly demonstrated by Odusola (2006) on such areas as: excess
profit tax elimination in 1991, capital transfer tax scrapped in 1996. The CIT rate which was 45percent up
till 1986 fell down to 40 percent between 1987 and 1991 and further subsided to 35 percent between 1992
and 1995. From 1996, the CIT rate of 30 percent was charged to date. Odusola (2006) also explains the 20
percent tax concession for companies that engaged in agricultural production or mining of solid minerals
with a maximum turnover of N0.5 million and those on manufacturing or the export promotion sector with
a turnover not exceeding N1.0million. This concession is limited to the first five years of operations. The
rates on capital allowance have been reduced continually to reflect the economic reality of the country. The
CIT is chargeable on:
(a) The global profit of Nigerian companies irrespective of whether or not they are brought into or received
in Nigeria. Dividend income to a Nigerian company is treated as franked investment income on which no
income tax is deducted
(b) The portion of the profits of non-Nigerian companies derived from such companies’ operations in
Nigeria
(c) Dividends, interests or royalties due to non-Nigeria companies which are assessed at 10 percent
(withholding) tax rate on gross amount due and only the net is payable to the respective companies.
The CIT is too edged, depending on being an enemy or a friend. Any government CIT policy which
increases the rate and reduce tax and investment incentives would drastically reduce investment. On the
other hand tax incentives incite investments growth rate. Apart from the CIT, other taxes such as value
added tax, property tax royalty payments, import tariffs affect investment. Tax incentives include tax
holidays, grants, capital allowance acceleration, enhanced deductions, and special investment allowance
among others.
2.2 Review of Empirical Studies
Ofoegbu et al. (2016) examined the effect of tax revenue on the economic development of Nigeria. The
study used annual time series data for the period 2005-2014 to estimate a linear model of tax revenue and
human development index using ordinary least square (OLS) regression technique. Findings show a
positively and significantly relationship between tax revenue and economic development. The result also
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reveals that measuring the effect of tax revenue on economic development using HDI gives lower
relationship than measuring the relationship with GDP thus suggesting that using gross domestic product
(GDP) gives a painted picture of the relationship between tax revenue and economic development in
Nigeria.
Adegbite (2015) assessed the effect of corporate tax on revenue profile in Nigeria and also examined the
impact of corporate tax revenue on economic growth in Nigeria. Secondary data was obtained from Central
Bank of Nigeria Statistical Bulletin from 1993 to 2013 and multiple regressions analysis was employed to
analyze the relationship between the dependent variable (Gross Domestic Product (GDP)) and independent
variables (company income tax, value added tax, petroleum profit tax and inflation). It is therefore
concluded that corporate income tax has positive significant impact on revenue profile in Nigeria with the
Adjusted R2 of 95.3% which directly enhanced growth in Nigeria.
Madugba et al. (2015) worked on corporate tax and revenue generation: The study tested the relationship
between Petroleum Tax Income (PTI) on Total Consolidated Revenue (TCR) and the relationship between
Companies Income Tax (CIT) on Total Consolidated Revenue. Pearson correlation and simple regression
was used to analyze the data gotten from Central Bank of Nigeria Annual Statistical Bulletin of various
years. The result of the correlation showed a positive significant relationship between Petroleum Tax
Income and TCR. Also it showed a positive significant relationship between Companies’ Income Tax (CIT)
and Total Consolidated Revenue (TCR). The regression result revealed a negative significant relationship
between Petroleum Tax Income and Total Consolidated Revenue and Companies Income Tax and TCR.
Chude and Chude (2015) ascertained the impact of taxation on the profitability of companies in Nigeria.
The study used secondary sources of data and a time series econometric technique with an error correction
model tested the variables most likely to impact on profitability of companies in Nigeria. The study revealed
that the level of company tax has significant effect on the profitability, that company income tax (CIT) has
significant effect on profitability.
Ezejiofor et al. (2015) seek to assess whether tax as a fiscal tool affect the performance of the selected
manufacturing companies in Nigeria. Descriptive method was adopted and data were collected through the
use of six years financial accounts of the selected companies. The hypothesis formulated for the study was
tested with the ANOVA using the Statistical Package for Social Sciences (SPSS) version 20.0. It was found
that Taxation as a fiscal policy instrument has a significant effect on the performance of Nigeria
manufacturing companies.
Edame and Okoi (2014) examined the impact of Taxation on investment and economic growth in Nigeria
from 1980-2010. The ordinary least square method of multiple regression analysis was used. The data was
sourced from the Central Bank of Nigeria statistical bulletin and National Bureau of statistics. The result of
the analysis showed that the parameter estimates of Corporate Income Tax (CIT) and Personal Income (PIT)
appears with negative signs. This means that there is an inverse relationship. Implication of the result is that
a one percent (1%) increase in (CIT) will result in decrease in the level of investment in Nigeria.
Consequently an increase in PIT will result in decrease in the level of investment. Therefore it shows that
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taxation is negatively related to the level of investment and the output of goods and services (GDP) and is
positively related to Government Expenditure in Nigeria.
Oloichi (2014) examined the effect of Company Income Tax (CIT) on investment decision of companies
liable under the company income tax act in Nigeria. Questionnaire was designed to collect data from 180
companies in the south west zone. Findings revealed that company income tax has influence on the rate of
return on investment and investment evaluation criteria; Tax incentives motivate investment. Tax was
considered to be very important when compared with other factors affecting investment decision. Therefore
tax policy should aim at fostering economic growth.
Njuru et al. (2013) investigated the impact of taxation on private investment in Kenya. Vector autoregression techniques was used to achieve study objectives. Time series research design was used covering
the period 1964- 2010. The study found that VAT, income tax and establishment of Kenya Revenue
Autonomy (K.R.A) had negative impact on private investment, while excise tax, import tax amnesty impact
positively on private investment. The study concluded that appropriate tax system and progressive tax
reforms are necessary to ensure that private investors are given enabling environment to establish.
Asogwa and Okeke (2013) examined the impact of Value added tax on Investment. Data from the Central
Bank of Nigeria Statistical Bulletin (CBN) were analyzed using multiple regression analysis. The result
show that value added tax has significant effect on investment growth in Nigeria. The sign of VAT does
not conform to prior expectation of the model.
Yan and Lu (2013) examined the effect of Value added tax transformation on Non-current assets investment
based on the data of Jiang Su listed companies. The data collected were analyzed using econometric
regression analysis. In overall the transformation of Value added tax has a positive effect on management
and development of Jiangs listed companies.
Kipngetich (2012) did a study on the relationship between tax paid and level of investment for the quoted
companies in Kenya. The population of the study was all companies listed in the NSE from the year 2006
to the year 2010. Data was analyzed using descriptive statistics. It was concluded that there is a relatively
strong relationship between tax paid and investment made especially pronounced in the financial sector and
agricultural sector.
Adegbie and Fakile (2011) studied the relationship between Company Income Tax and Nigeria Economic
Development relationship. Using Chi-square and Multiple Linear Regression analysis in analyzing the
primary and secondary data respectively and concluded that there is a significant relationship between
company income tax and Nigerian economic development. And that tax avoidance and evasion are major
hindrances to revenue generation.
Raza et al. (2011) examined the effect of corporate income tax and firm size on investment in Pakistan. The
study used panel financial data on annual basis for the period of six years from sample manufacturing
Companies. The data were analyzed using multiple regression analysis. The result concluded that there is a
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negative relationship between Corporate Income Tax and Investment, while firm size and investment reveal
a positive relationship with each other.
Rita and Shleifer (2009) presented a study on new cross-country evidence on the effects of corporate taxes
on investment and entrepreneurship. Data was collected from price water house coopers accountants and
tax lawyers in 2005 and 2006. Selecting standardized business and fills out its tax return as well as provide
supporting information and relevant tax schedules. Data used covered the tax system effective in fiscal year
2004. The sample consist of 85 countries covered which includes 27 high income ,19 upper-middle income,
21 lower-middle income and 18 low income countries. In addition to 22 rich OECD countries, 10 are in
East Asia, 17 are in Eastern Europe, 13 in Latin America, 6 in the Middle East, 14 in Africa and 3 in south
Asia. It was concluded that corporate taxes have a substantial adverse effect on investment and
entrepreneurship.
Talpos and Vancu (2009) investigated the effects of Company income tax burden on investment decision.
The study estimated a pool data econometric model with dependent variables as Gross fixed capital
formation per capita and as an independent variable, the average tax burden of corporation tax. The samples
contain time series for the 2000-2007 periods for all the 27 EU member states. Data were collected from
Eurostat statistical data base. The Ordinary Least Square (OLS) method was used to estimate the model.
Result showed that corporate income taxation has a negative impact for some developing former transition
countries. For average and above average countries, the result showed a direct connection between Gross
fixed capital formations, corporate income tax burden with taxation being a less significant determinant of
investment.
Schwellenus and Arnold (2008) examined the effects of corporate income taxes on two of the main drivers
of growth, productivity and investment of firms in European EDC member countries over the time period
of 1996- 2004, through stratified sampling. This is found to be true across firms of different size and age
classes except for young and small firms. The result suggests that corporate income tax reduce investment
through an increase in the user cost of capital. This may partly explain the negative productivity effects of
corporate income taxes if new capital goods embody technology change.
2.3 Theoretical Framework
2.3.1 Laffer Curve Theory
The theory of Laffer curve was propounded by Arthur Laffer in the year 1979. It shows the relationship
between tax rates and tax revenue collected by government. The Laffer curve illustrates the concept of
taxable income elasticity. That is taxable income will change in response to changes in the rate of taxation.
It postulates that no tax revenue will be raised at the extreme tax rates of 0% and 100% and that there must
be at least one rate which maximizes government tax revenue. The curve suggest that as taxes increase from
zero level, tax revenue collected by the government also increases. It also shows that tax rate increasing
after a certain point, would cause people not to work as hard (or reduced level of investment) thereby
reducing tax revenue and investment. If tax rates reached 100% (the far right of the curve) then all people
would choose not to work or invest because everything they earned would go to the government.
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2.3.2 The Free Cash Flow Theory
The free cash flow theory focuses on agency costs resulting from the separation of ownership and control.
Managers have incentives to pursue activities that are not in the principal's interest reducing the profitability
of the firm. Furthermore, if manager's compensation is linked to the growth of the firm, they may have an
incentive to pursue above optimum growth policies. They also may prefer growth, if pecuniary and nonpecuniary benefits they can consume increases with the size of the firm. Some papers analyzed the link
between managerial compensation and the firm size. Other research papers demonstrated that the elasticity
between managerial compensation and the firm sales. Internal finances are preferred to external finances
by managers as they can more easily evade market scrutiny (Devereaux, & Schiantarelli, 1990). Managers
can limit the agency problems of free cash flow by issuing debt and paying the proceeds back to
shareholders. This course of action will reduce the free cash flow available to the managers’ discretion. If
investors (shareholders) are acting rationally, they will diversify their portfolio by exchanging shares for
bonds, resulting in a constant return on their investment portfolio. Leverage restricts the use of the internal
finance generated by the firm, forcing the managers to use cash flow to meet their contractually specified
interest obligations. Furthermore, managers’ incentives to invest in negative NPV projects are reduced, as
firms have a higher probability of going bankrupt (Jensen, 1978).
2.3.3 The Capital Structure Theory- The Tradeoff Model
Many theories of capital structure imply that other things remaining constant the incentive to use debt
financing increase with firm’s marginal corporate tax rate due to tax deductibility of interest expense
(Graham & Schallheim, 1998). In a world with corporate taxes, where interest payments are tax deductible,
it has long been recognized that the issuance of debt can enhance the value of the firm and that there is a
limit on the amount of debt the firm can possibly use. Determining an appropriate long-term source of
finance is what the capital structure debate is all about. The task according to Brealy and Myers (1988) it is
difficult for management and in their words “we cannot say that debt is better than equity in some cases,
worse in others.” The debate is on whether there exists an optimal capital structure which maximizes the
value of the firm. The tradeoff model was developed from the Modigiliani and Miller (1958) theory of
relevance on taxes to capital structure of a firm. Modigilliani and Miller (1958) argued that in a world with
corporate taxes, firms should use 100% debt financing. They argued that the difference between the value
of the levered and unlevered firms is the tax savings. The Modgiliani and Miller (1958) theorem proposed
by Franco Modgiliani and Merton Miller, form the basis for modern thinking on capital structure. Though
it’s generally viewed as a purely theoretical result since it assumes away many important factors in the
capital structure decision, the theorem states that, in a perfect market, the value of a firm is unaffected by
how that firm is financed Prior to the Modgiliani and Miller (1958) paper, the thinking was that there existed
a single optimum capital structure for any given firm that maximizes shareholders value.
Taking the major objective of the study into consideration, which is aimed to examining the effect of
corporate income tax rate on investment decisions of listed deposit money banks in Nigeria, theory of Laffer
curve is the best theory that explained the findings of current study.
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3.0 Methodology
The study used panel data which are generated from secondary source through annual reports and accounts
of the deposit money banks listed on the floor of Nigerian Stock Exchange as at 30 th September, 2019
covering the periods of 2014 to 2018. The twenty two listed deposit money banks in Nigeria in Nigeria
constitute the population of the study and sample size of the study are made up of ten listed banks in Nigeria
comprising of Access bank plc, First city monument bank plc, Fidelity bank plc, Guaranty trust bank plc,
Stanbic IBTC bank plc, Sterling bank plc, United bank for Africa plc, Union bank plc, Unity bank plc,
Zenith bank plc. Simple random sampling technique was employed in selecting the sample size of the study.
The researcher adopted descriptive research design and using Ordinary Least Square (OLS) regression in
analyzing the data.
3.1 Model Specification
In order to evaluate the effect of corporate tax rate on investment decisions among the listed deposit money
banks in Nigeria, the study adopts with little modifications the model used by Oloichi (2014).
Y= a+b1X1 +b2X2+b3 X3 + b4X4 + E
Where;
Y= Investment was measured by growth in amounts of fixed assets net of depreciation and disposal done
in each year. Growth for each year was calculated by the closing balance of fixed assets at the end of each
year less opening balance of fixed assets at the beginning of the year. This was divided by total assets at the
end of the year.
X1= Corporate tax rate which was measured by calculating tax paid each year divided by earnings before
interest and tax.
X2 = Depreciation tax shield which was measured using the depreciation charge each year multiplied by
the corporate tax rate. This was divided by total value of assets.
X3 = After tax cash flow this was measured by looking at profits made each year net of taxes. This was
divided by turnover.
X4 = Interest tax shield which was measured using the interest payments on debt each year multiplied by
the corporate tax rate. This was divided by total assets.
E = Error term.
4.0 Results and Discussion
This section provides a summary statistics of the data gathered on the dependent and explanatory variables
of the study.
Table 4.1: Descriptive Statistics of the Variables of the Study
Summary of the Variables
Variables
Obs
Mean
Std. Dev.
Min
Investdec
50
0.032
0.259
0.003
Coptax
50
0.3
0
0.3
Deptaxsh
50
0.003
0.001
0.002
Afttaxcflow 50
0.509
0.100
0.347
Inttaxsh
50
0.000
0.000
0.001
54

Max
0.129
0.3
0.005
0.707
0.000

Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using
STATA 15.0.
From table 4.1, it can be seen that a total of 50 observations were recorded. The result shows that investment
decisions (measured as growth in fixed assets) of the sampled banks has an average value of 0.032, with
minimum and maximum values of 0.003 and 0.129 respectively. This signifies that there is much variation
in the fixed assets growth of sampled banks as portrayed by the standard deviation of 0.259 which is greater
than the mean value. This means that the sampled banks in Nigeria varies significantly in terms of
investment decisions.
Table 4.2: Correlation Matrix of the Variables of the Study
investdec coptax deptaxsh Afttaxcflow inttaxsh
investdec
1.000
coptax
0.110
1.000
deptaxsh
0.344
0.000
1.000
afttaxcflow 0.514
0.000
0.344
1.000
inttaxsh
0.066
0.000
0.671
0.168
1.000
Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using
STATA 15.0.
Table 4.2 shows the degree of relationship and strength of the association between dependent and
independent variables and also among independent variables themselves. It is seen from the table that there
is weak and positive relationship between corporate tax rate, interest tax shield and investment decisions
with correlation coefficient values of 0.110 and 0.066 respectively. While a moderate and positive
relationship is found between depreciation tax shield and investment decisions with correlation coefficient
value of 0.344. Finally, strong and positive relationship is established between after tax cash flow and
investment decisions with correlation coefficient value of 0.514.
Table 4.3: OLS Regression Result of the Variables of the Study
Investdec
Coef.
Std. Error T
P> /t/
Coptax
0.000
(omitted)
Deptaxsh
-0.633
4.800
-0.13
0.895
Afttaxcflow
0.090
0.038
2.35
0.023
Inttaxsh
11.569
89.217
0.13
0.897
Constant
-0.015
0.023
-0.63
0.530
R Square
0.2884
Adjusted
R
0.2509
Square
2.06
F-value
0.1188
Prob F
Source: Generated by the Researcher from Annual Reports of the sampled banks (2014-2018) Using
STATA 15.0.
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From the table 4.3, the result shows that the adjusted r2 coefficient of determination is 0.25. This means that
25% of the variations in investment decisions are caused by explanatory variables of the study, while 75%
of the variations are explained by other factors not covered by the study. From the OLS regression result as
shown by table 4.3 above, it is seen that corporate tax rate has been omitted by the result of the study
because of the collinearity. This implies that corporate tax rate has no effect on investment decisions of the
sampled banks in Nigeria. The result also indicates that depreciation tax shield has insignificant and
negative effect on investment decisions of the sampled banks in Nigeria, with coefficient value of -0.633
and f-value of 0.895. This implies that an increase in depreciation leads to a decrease in the value of fixed
assets (investment). This finding is consistent with the findings of Oloichi (2014) and contradicts the work
of Njuru et al. (2013). Furthermore, the result indicates that after tax cash flow has significant and positive
effect on investment decisions of the sampled banks in Nigeria, with coefficient value of 0.090 and f-value
of 0.023.
This implies that an increase in after tax earnings leads to an increase in the value of fixed assets. This
finding is in line with the findings of Schwellenus & Arnold (2008), Rita & Shleifer (2009) but different
with findings of Talpos & Vancu (2009) who report insignificant and negative effect. So also, result of OLS
reveals insignificant but positive effect between interest tax shield and investment decisions of the sampled
banks in Nigeria, with coefficient value of 11.569 and f-value of 0.897. This implies that an increase in
interest on debts leads to a decrease in the value of fixed assets. This result support the findings of Oloichi
(2014) and in contrary with the work Chude & Chude (2015) and Kipngetich (2012) who found positive
effect.
5.0 Conclusions and Recommendations
5.1 Conclusions
Based on the findings of the study, it is concluded that after tax cash flow is the major factor that affect
investment decisions of listed deposit money banks in Nigeria. This implies that the increase of the banks’
profitability respond significantly to the growth in fixed assets of listed banks in Nigeria. This is in line with
most of the findings of the prior studies. Contrary to other previous researchers, it is vividly clear from the
results of this study that corporate tax rate has no effect on investment decisions of listed deposit money
banks in Nigeria for being omitted by the output of the OLS regression analysis. This could be attributed to
the fact the company income tax rate of 30% is unchanged throughout the periods of the study. The result
of the study indicates insignificant and negative effect between depreciation tax shield and investment
decisions of listed deposit money banks in Nigeria. This means that the excessive depreciation inhibits
growth in fixed assets which will severely affect the investment decision of the listed deposit money banks
in Nigeria. Also interest tax shield is found to have insignificant and positive effect on investment decisions
of listed deposit money banks in Nigeria. This implies that long term and medium term debt services
adversely affect banks investment decisions in Nigeria.
5.2 Recommendations
The study recommended that shareholders as well as management of Nigerian banks should device means
of increasing their turnover which will in turn boost their profitability/ after tax cash flow and the resultant
effect will improve investment in long term assets. The Nigerian national assembly should consider the
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reviewing the company income tax rate from one economic period to another (which has been constant over
decades) especially by reducing the rate, this will eventually improve investment in various sectors of the
economy. The management of Nigerian banks should avoid shooting depreciation as a means of tax evasion
in the effort of reducing profit. The shareholders of Nigerian banks should make sure that they have enough
retain earnings in their banks, this will enable them shun away from debt financing for the fact that interest
on debt destabilize investment decisions.
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Abstract
The need has become imperative to investigate the impact of education tax revenue on the development of
education in Nigeria, using secondary time series data spanning from 2008 to 2017. The study employs
Ordinary Least Square (OLS) technique of simple regression to analyze the impact which education tax has
on the development of education using government expenditures on the sector as proxy for the development.
The results indicate that education tax revenue has a positive but insignificant impact on the development
of education in Nigeria. The paper therefore recommends that efforts should be made to improve on tax
revenue generation to help the nation achieve the desired level of development in the education sector. Also,
education tax revenue should be channeled into funding educational facilities and infrastructures to ensure
rapid development of the sector.
Keywords: Education Tax Revenue, Development of Education, Government Expenditure on Education.
1.0
Introduction
The importance of sufficient financing of education cannot be over-emphasized. Ozigi (1977) argued that
no organization could carry out its functions effectively without adequate financial resources at its disposal.
Money is needed to pay staff, maintain the plant and keep the services going. This argument supports earlier
findings that finance is of vital importance to education and economic growth (Sheehan, 1973; Eaton, and
Nofsinger, 2000; Taggert, 2003).
Education tax is one of the ways government realize fund to develop education in Nigeria. The Fund was
established by decree No 7 of 1993 and amended by education tax (Amendment) Decree No 40 of 1998.
The Education tax in accordance with the decree shall be at the rate of 2 per cent charged on the assessable
profits of all companies registered in Nigeria. The Federal Board of Inland Revenue is responsible for the
collection. The decree thereby established a fund known as the Education Fund to be managed by the Board.
The amount collected from this tax shall be for the rehabilitation, of restoration and consolidation of
Education in Nigeria. This purpose therefore is in line with the major objective of any government imposing
tax on its citizens which is the provision of stable resources for government so as to provide for the welfare
of its citizens in return such as infrastructural development, social development (Education) etc. The
Education Tax Act was repealed and replaced by the Tertiary Education Trust Fund Act in May 2011, due
to lapses and challenges in operating the Education Trust Fund. Based on available literature, not many
works have been done assessing the impact of education tax on the development of education in Nigeria
despite the increase and substantial funds made available through education tax, the sector is still begging
for serious attention. This makes it imperative for the study to be conducted.
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1.2
Statement of Problem
The cardinal objective of any tax system is the provision of stable resources for the provision of public
goods and services, facilitates economic growth and development; stabilizes the economy etc. The revenue
generated from education tax is expected to assist the government in the development of the education
sector. The extent to which this has been achieved remains a subject of debate, as majority claim they are
yet to recognize the impact of such tax imposed on companies. There is decay, rot and dilapidation of
facilities in our tertiary institutions, education is still out of reach to numerous ordinary citizens. The general
disgust is that, not much has been achieved by the fund. This increasing concern about the failure of the
fund has frustrated the citizens/ companies leading them to engage in tax evasion and tax avoidance. On
this premise, the researcher intends to find out the impact of education revenue on the expenditure of
government on education and also to know the trend of the fund as far as data is available.
1.3
Objectives of the Study
This work is guided by the following objectives:
To determine the impact education tax revenue has on the development of education in Nigeria.
To ascertain the structure and trend of education tax in Nigeria.
1.4
Research Hypothesis
HO: Education tax revenue has no significant effect on the development of Education in Nigeria.
2.0
Literature Review
2.1
An Overview of the Nigerian Taxes:
We shall consider concisely the major components of the Nigerian tax system. The Nigerian Tax system
has undergone significant changes in recent times. The tax laws are being reviewed with the aim of repelling
obsolete provisions and simplifying the main ones. For detailed analysis of Nigerian taxes, see Odusola,
(2006), and the Federal Inland Revenue Service (FIRS) website: http://www.firs.gov.ng.
2.2
Education Tax (ET)
The Education Tax Act, Cap E4, LFN 2004 initially was introduced in 1993 (Education Tax Act No.7), to
prevent the education system from total collapse due to financial crisis that had rocked the sector for years.
It is therefore viewed as a social obligation placed on all companies in ensuring that they contribute their
own quota in developing educational facilities in the country. An education tax of 2 percent is imposed on
assessable profits of all companies incorporated in Nigeria.
2.3
Personal Income Tax (PIT)
This is a tax that is imposed on individuals who are either in employment or running their own small
businesses under a business name or partnership. The law guiding the taxation of personal incomes is the
personal Income Tax Act (Cap P8 LFN 2004). Under the law, Federal and State ‘tax boards are empowered
to identify persons living in or earning income from Nigeria who are required to pay tax, and assess incomes
and tax their incomes using specified guideline and rules. The law also guides the tax official in identifying
the residence of potential tax payers, as well as the sources and origins of their incomes for the purpose of
taxing the income. The forms of tax that are administered under the Act are: pay-as-you-earn (PAYE) being
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taxes from employment and second taxes from self-employed person. Until date, several amendments have
been made with the current being a tax rate reduction from 25% to 17.5% of top rate.
2.4
Companies Income Tax (CIT)
Companies’ income tax was introduced in 1961. The original law that created it has been amended many
times and is currently codified as the Companies Income Tax Act of2004 (CITA CAP C21 2004 LFN)
amended in 2007. The profit or gain of any company accruing in, derived from, brought into, earned in or
received in Nigeria are assessable to tax under Companies’ Income Tax Act CAP C21 2004 LFN amended
in 2007. The tax rate has been 30% and it is applied on the total profit or chargeable profit of the company
but for the new tax policy that brought it down from 30% to 20%. It should be noted that Oil Marketing
Companies, Oil Services Companies are liable to tax under CITA at the rate 20% and Education Tax at the
rate of 2% on the assessable profit. Education tax is treated as allowable expense.
2.5
Petroleum Profit Tax (PPT)
The Petroleum Profits Tax Act requires all companies engaged in the extraction and transportation of
petroleum products to pay tax. It is particularly related to rents, royalties, margins and profit-sharing
elements associated with oil mining, prospecting and exploration leases. Oil producing Companies are liable
to tax under the Petroleum Profit Tax Act CAP P13 LFN 2004 at the following rates: Joint Venture
Contracts, Risks Service Contracts and Sales Risk Operations – First Five years 65.75 percent; subsequently
85 percent; production Sharing Contract (PSCs) – 50 percent of chargeable profit (mainly for deep offshore exploration and production). Oil producing sharing companies are to file tax returns within 5months
of the year end. PPT is payable in 12 monthly installments plus a final installment payable within 21 days
of the date of service of the notice assessment.
2.6
Custom Duties
Custom duties in Nigeria are the oldest form of modern taxation, and their introduction dates back to 1860,
known otherwise as import duties, they represent taxes on imports into Nigeria charged either as a percent
of the value of imports or as a fixed amount contingent on quality. Imports duties are the country's highest
yielding indirect tax. Prior to introduction of SAP in 1986, custom duties were as high as 300 percent but
currently range between 2 to 75 percent. The Nigerian custom services (NCS) administer the tax.
2.7
Excise Duties
Excise duties, introduced in1962, are an ad-valorem tax on the output of manufactured goods, as enforced
by the customs and Excise Act of 1962and 1965andthe customs and Excise Tariff Decree of 1995. The tax
is administered by the country's custom services.
2.7.1 Value Added Tax (VAT)
Value added tax (VAT) came into effect on January 1, 1994 to replace the Sales Tax. Taxable persons are
obliged to register under VAT Act. The tax is at a single rate of 5 percent of taxable goods and services.
Supply of all goods and services except those specifically exempted are subject to VAT. Non-resident
companies, which transact business in Nigeria, are also required to register for VAT and render VAT returns
using the address of the company in Nigeria with whom they have subsisting contract. Since its introduction,
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15 of 42 sections of the act have been amended – Value added Tax Act, Cap VI, LFN 2004 amended in
2007.
2.7.2 Capital Gains Tax (CGT)
Capital gains tax was introduced at its inception in 1967. With effect from 1996, CGT is computed at the
rate of 10% of the chargeable gain. However beginning from 1998, gains on sale of shares and stock of all
forms are exempted from capital gains tax.
2.7.3 Stamp Duties
Stamp duty is a tax raised by requiring stamps sold by the government to be affixed to designated
documents, for example, conveyance document concerning land transfers bonds, debentures, conventions
and warrants.
2.7.4 Functions of Taxation in an Economy
Zhattau and Susan V, (2013) stated that taxation is a vital element in any country's economy: It is the source
of funding for the important necessities such as education, health care, security and the million other things
that are necessary to the safe running of a country. Traditionally, taxation in developing countries has two
major purposes. First, tax concessions and similar fiscal incentives have been thought of as a means of
stimulating private enterprises. Such concession and incentives have typically been offered to foreign
private investors to induce them to locate their enterprises in the less developed countries. The second
purpose of taxation, the mobilization of resources to finance public expenditure, is by far more important.
Whatever the prevailing political or economic ideology of the less developed country, its economic and
social progress depends largely on its government’s ability to generate sufficient revenues to finance an
expanding program of essential, non-revenue-yielding public services, health, education, transportation,
legal and other institutions, poverty alleviation, and other components of the economy and social
infrastructure, Torado and smith (2009). Taxation influences key governance measures ranging from
transparency, corruption, and more effective expenditures of revenues in the budget.
Domestic resource mobilization, in the form of progressive taxation can strengthen all of these areas and
ultimately tackle the structural causes of poverty as well as the symptoms. Musgrave and Musgrave (2004)
noted that it is evident that the role of fiscal system plays a multi-fold role in the process of economic
growth. These roles include:
1.The level of taxation affects the level of public savings and thus the volume of resources available for
capital formation.
2. Both the level and the structure of taxation affect the level of private saving.
3. Public investment is needed to provide infrastructure types of investment
4. A system of tax incentives and penalties may be designed to influence the efficiency of resource
utilization.
5. The distribution of tax burden (along with distribution of expenditure benefits) plays a large part in
promoting an equitable distribution of the fruits of economic growth.
6. The tax treatment of investment from abroad may affect the volume of capital inflow and rate of
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earnings there from.
7. The pattern of taxation on imports and exports relative to that of domestic product will affect the
foreign trade balance.
2.7.5 Educational Expenditure
Educational expenditure as an aspect of educational finance deals with how the amount allocated to
education is spent Adeyemi (2011). It may be used not only as an instrument for analyzing financial aspects
of education, but also as a parameter for projecting the trends of an educational system Hallak, (1969).
Thus, one of the methods of determining the flow of educational finance is to study the time trend of
educational expenditure. Supporting this point, Adesina (1982) reported that expenditure on education is
determined by budgetary allocations. He described a budget as an estimate of revenues and expenditures
for a given period of time, usually a twelve-month period called a financial year. Woodhall (1987) too,
described a budget as a document containing recurrent and capital expenditures. According to her, recurrent
or current expenditures include expenditures on consumable goods such as books, stationery and fuel as
well as services which bring immediate or short-time benefits. She also referred to capital expenditures as
expenditures on durable assets such as buildings and equipment which are expected to yield benefits over
a longer period. The same views were made by other researchers (Borokhovich, Bricker, Brunarski and
Simkins, 1998), the measurement of expenditure includes the expenditure by pupils, their families, charities
and the State. The total costs of education to an individual are divided into monetary expenditures borne by
him and opportunity costs while the true economic cost of education is the cost of acting in a different
manner, that is, foregoing the opportunity of doing one thing in order to do something else (Vaizey 1962;
Chan, Chen, and Steiner, 2002).
Thus, in developing countries, Mingat and Tan (1986) reported that the share of education in public
spending has already become very large, reaching between one tenth and one-third of public budget.
Supporting this argument, Tilak (1988) found in India, that public costs per pupil are very high. In Nigeria,
Hinchliffe (1989) gave estimates of recurrent expenditures per pupil in four States based on aggregate
statistics of expenditures and enrolment. His findings showed that the private contribution to costs is higher
in the Southern States and this partly explains why their public costs are lower in the Northern States.
Contrary to what operates in many countries, Adedayo (1988) argued that although enrolment is increasing
at the primary, secondary and tertiary levels of Nigerian educational system, government’s expenditure is
decreasing proportionately. He observed a sharp drop in the total capital expenditures between 1975 and
1983 and remarked that this might not have been unconnected with the economic depression which was
compounded by the structural adjustment programme. Urwick (1993) supported this argument and
remarked that such harsh economic conditions could raise correspondingly difficult issues for educational
management.
2.8
Theoretical framework
This study review three theories of taxation: the cost of service theory, the benefit theory and the sociopolitical theories of taxation. According to the cost of service theory, the cost incurred by government in
providing certain services to the people must collectively be met by the people who are the ultimate
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receivers of the service Jhingan, (2009). This theory believes that tax is similar to price. So, if a person does
not utilize the service of a state, he should not be charged any tax.
The benefit theory states that, citizens should be asked to pay taxes in proportion to the benefits they receive
from the services rendered by the government. The theory assumes that there is exchange relationship or
quid pro quo between tax payers and government. The government confers some benefits on tax payers by
providing social goods which the tax payers pay a consideration in the form of taxes for using such goods.
The inability to measure the benefits received by an individual from the services rendered by the
government has rendered this theory inapplicable Ahuja, (2012). The socio-political theory of taxation
states that social and political objectives should be the major factors in selecting taxes. The theory advocated
that a tax system should not be designed to serve individuals, but should be used to cure the ills of society
as a whole Bhartia, (2009). This study is therefore anchored on this theory.
2.9
Empirical Review of Literature
Ugwuanyi (2010) in her study on Taxation and Tertiary Education Enhancement in Nigeria; an evaluation
of the Education Tax fund between1999-2010, used simple descriptive statistics. The research finds how
each component allocation correlates with tertiary educational development indicators (enrollments in
tertiary institutions), using the Pearson correlation Matrix. She concluded that education Tax Fund has been
able to make significant positive impact towards improving the educational development in Nigeria tertiary
institutions. Dauglason (2014) studied on an analysis of Federal Government Expenditure in the Education
sector of Nigeria: Implication for National Development, he adopted the time-series data (1977-1998)
obtained from the Central Bank of Nigeria statistical Bulletin and Annual Report as statement of Accounts),
using the ordinary Least square (OLS) technique to estimate the equations. He concluded that expenditure
on education sector is relatively low and poor in real terms.
3.0
Methodology
The study used the ex post facto design. Secondary time series data between 2008 and 2017 was used and
obtained from The Central Bank of Nigeria statistical Bulletin; and Annual Report and statements of
Accounts. Descriptive statistics such as graph and trend analysis, Ordinary Least Square (OLS) technique
of simple regression analysis was employed to analyze the data using a statistical software package – eviews 8.0.
3.1
Model Specification
The simple regression model used for the study was influenced by Ugwuanyi (2014) and the model stated
thus:
Yt = f(ETF)t + ut ………….(1)
In our study, the model is modified and stated thus:
EDt = f(ET)t + ut ……………(2)
With the implicit form stated as:
ED = β0 + β1ET + u…………(3).
Where:
ED = Educational Expenditure
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ET = Education Tax
4.0
Analysis and Interpretation
The graph below shows the trend of education tax in Nigeria
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Following the trend of education tax it could be seen that figure rose from 46 billion naira in 2008 to 139
billion naira in 2009 and experience an 18% decrease in 2010 to 114 billion naira, decreased further to 100
billion naira in 2011 and increased significantly in 2012 to 131billion naira, with another sharp decrease to
103 billion naira in 2013. This may not be unconnected to fluctuations and macroeconomic instability in
the economy. Although current events as at 2017 has surpassed the graphical presentation shown above.
Ho1: Education tax has no significant impact on Educational development in Nigeria.
From the analysis of our regression model in table 1, it is evidenced that education tax has a coefficient of
0.41 which implies that education tax has a positive impact on educational development in Nigeria. With
the probability significant value of 0.82 which is greater than 0.05, we accept the null hypothesis and reject
the alternate. We conclude that education tax has no significant impact on educational development.
Dependent Variable: ED
Method: Least Squares
Sample: 2008 – 2017
Included observations: 10
Variable

Coefficient Std. Error

t-Statistic

Prob.

ET
C

0.410550 1.689431
214.2351 186.1418

0.243011
1.150924

0.8200
0.3139

R-squared
0.014549
Adjusted
Rsquared
-0.231814
S.E. of regression 124.3999
Sum squared resid61901.38
Log likelihood -36.23825
F-statistic
0.059054
Prob(F-statistic) 0.819950

Mean dependent var 257.7533
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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112.0850
12.74608
12.67667
12.46821
0.618092

4.1
Findings and implication of the study
From the result of the analysis, it can be deduced that education tax in Nigeria has been fluctuating
significantly over the period under review. This result is consistent with findings in previous study by
Douglason (2014) suggesting that allocation for education expenditure is low. Also for education tax to
have a positive but not significant impact on educational development shows that government has not
achieved her desire for creating that source of revenue for the development of education as there abound
evidence of poor infrastructural development in the sector. This may be due to corruption, misappropriation,
lack of proper accountability, probity and transparency in handling the Fund, subject to further study.
5.0
Conclusion
The result of the study shows that education tax has no significant impact on the development of education
in Nigeria. Despite the importance of education in the development of any nation, it appears Nigeria has
not done enough to tackle inefficiency in the generation and utilization of education tax. Accordingly, the
researcher recommends that, government should intensify efforts in generation of education tax and also
explore other means to strengthen the funding of education in Nigeria. Furthermore, those responsible for
collection and disbursement of education tax should ensure they discharge their function with the required
accountability, transparency and probity.
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ABSTRACT
The study investigated the effect of tax gap management on economic development in Nigeria on the
hypothetical premises that there is an insignificant effect of tax gap management on economic development.
Tax gap management was proxy with the difference between budgeted tax revenue and actual tax revenue.
While economic development was proxy with human capital index, foreign direct investment and gross
domestic product. Secondary data that span from 1998 to 2018 were obtained from different sources that
include the Federal Inland Revenue Service, Central Bank of Nigeria, and the World Bank. The data were
analysed using the ordinary least squares based simple regression technique and the autoregressive
distributed lag/bounds test approach. The study found positive significant relationship between tax gap
management and gross domestic product which have tendency to influence economic development at the
long run but a negative effect on foreign direct investment and positive insignificant effect on human capital
index. Consequently, it wasrecommended that government should make policies that will enhance human
capital index to reduce tax gap. Tax policies should not be ambiguous but should provide incentive to attract
investors. Government should formulate frame work that will make fiscal institution to judiciously apply
tax revenue on critical infrastructure that will influence increased economic growth.
1.0
Introduction
Nigeria, like many developing countries is still grappling with basic existential issues. These range from
creating strong institutions to the provision of security and physical infrastructure so as to guarantee a
modest living standard. Poverty has been so endemic that a global palace has been domiciled in Nigeria
with over 90.8 million Nigerians considered extremely poor (Worldbank, 2018), high unemployment rates
(NBS, 2018), which has culminated into retaining her sixth position on misery index year on year (Hanke,
2017; Hanke, 2018) leading to a terribly low life expectancy of 55.2 years (WHO, 2018). Although this can
be attributed to a myriad of reasons, government’s inability to provide the needed infrastructural base to
spur growth and by extension development stems principally from endemic corruption, tax evasion and tax
avoidance (Okereke&Kurotamunobaraomi, 2016).
These tend to place the government in a limbo as revenue has been basically stagnated and almost dependent
on external valuation of crude oil price and local production volume. It needs not be stressed; there is general
apathy to tax payment in Nigeria based on the prevailing poverty rate and deficiency in social
infrastructure.Nigeria National Bureau of Statistics (NBS) indicate that the country has a taxable workforce
of about 77 million, but government figure show that only about 14 million pay income tax and most
corporate organisation indulge in tax evasion and avoidance and as such they pay less of what they are
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supposed to pay as tax liabilities. Several efforts have been made to manage tax gap.Such effort includesthe
several tax reforms made by government and the voluntary asset and income declaration scheme in
ordernarrow the tax gaps as much as possible (Jonathan, 2018).
1.1
Statement of the Problem
Most government are faced with the problem of inadequate revenue to provide the needed social amenities
for the people. One of the reasons for the inadequate revenue is the dwindling tax revenue caused by tax
evasion, narrow tax based and tax net, lack of technical knowhow to capture all the taxable income etc. Tax
gap is the difference between estimated tax revenue and actual tax revenue collected. According to Konrud,
Raczkowski and Bagdam-Mroz (2018), tax evasion and tax avoidance leading to the emergencies and
expansion of tax gap, evade the business ethics and distort the rules of fair competition thus undermines the
social trust and moral infrastructure of business transactions. Kemal (2013) also argued that when
investments are increasing the underground economy and tax evasion will also be on the increase.
The act of evading tax by most registered companies and some individual has however affected the revenue
based of the government especially in providing essential services to the society. People naturally prefer to
reduce their tax liabilities by deliberately overstating their expenses and make false entries and fictions in
their books of account. Thus their act however causes tremendous reduction in the revenue accruable to the
government. The government have made frantic effort to manage tax gap in order to reduce this ugly act to
the barest minimum, through voluntary asset and income declaration scheme (VAIDS)and others, but it
seems that the effort is not yielding the desire result, hence we are still have so many taxable income either
not within the tax net or under paid. According to Jonathan (2018), Nigeria National Bureau of Statistics
claim that the country haver taxable work force of about 77 million and only about 14 million pay income
tax and most corporate organisation indulge in tax evasion and avoidance and as such pay less than what
they need to pay as tax liabilities.The researcher is worried about the effectiveness of government effort to
reduce tax gap, hence we want to investigate the effect of tax gap on economic development of Nigeria.
1.2
Objectives of the Study
The principal aim of the study is to investigate the impact of tax gap management on economic development
in Nigeria. The sub objectives are to:
Investigate the effect of tax gap management on Human development index in Nigeria.
Ascertain the effect of tax gap management on foreign direct investments in Nigeria.
Determine the effect of tax gap management on real GDP in Nigeria.
1.3
Research Questions
What is the effect of tax gap management on human development index in Nigeria?
What is the influence of tax gap management on foreign domestic investment in Nigeria?
What is the effect of tax gap management on real GDP in Nigeria?
1.4
Research Hypotheses
The study is conducted on the following hypothetical premises:
H01 There is no significant effect of tax gap management on Human Development Index in Nigeria.
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H02
H03

There is no significant effect of tax gap management on Foreign Domestic Investment in Nigeria.
There is no significant effect of tax gap management on real Gross Domestic Product in Nigeria.

1.5
Significance of the Study
The significant of the study is as shown below:
The research will help to determine the impact of tax management and human capital. Index i.e. the extent
government is able to manage tax gap to increase education, health and standard of living of the people.
The research will give an insight on the extent to which tax gap management affect foreign direct
investment.
The research will review the extent to which tax gap management affect economic growth of Nigeria.
2.0
Literature Review
2.1
Conceptual Review
2.1.1 Tax and Tax Gaps
Taxation is generally considered as a mandatory levy on income, goods, services, properties, etc. of
individuals and corporate entities payable to government as stipulated by the relevant laws. This implies
that are it is voluntary or discretionary, but compulsory. Ola (2001) lightly perceives it as the process or
machinery through which communities or groups of persons are made to contribute in some agreed quantum
and method for the purpose of administration and socio-economic development; Appah (2010) views it as
a compulsory extraction of money by a public authority for public purpose.
Tax is designed to raise the revenue required to finance the stipulated public expenditure profile of
government and the redistribution of income to promote socio-economic justice and equality among
citizens. This primary source of revenue is almost always annually planned, however such targets are
seldom attained hence tax gaps; which is the difference between the aggregates of budgeted taxes and actual
tax receipts by the relevant tax authorities.
2.1.2 Tax Evasion and Tax Avoidance
Two avenues have been identified for tax gaps – tax evasion and tax avoidance (Bob, 2018). These are
argued as the principal causes (in most cases) for the failure in achieving the planned revenue estimates as
some seek legal loophole to explore in drastically (and in many cases unethically) reduce tax liability, while
others deliberately ignore and break the law(s) so as to reduce or eliminate tax liability.
Tax evasion is of major global interest and discourse among scholars as it culminates in reduced public
revenue and diminished capacity to provide essential socio-economic services to the populace. Nwachukwu
(2006) views it as the act of evading taxes through illegal means. This was expatiated by Soyode and Kajola
(2006) who posited that it connotes the deliberate and wilful failure to fully disclose taxable income
orchestrated toward having less or no tax liability. This suggests that it is the conscious omission or
commission of material facts intended to delude so as to materially reduce tax payable as defined by the
statutes or a conspiracy to do such.
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This can be perpetrated through four basic avenues. These are failure to register the firm with the relevant
tax authority – Federal Inland Revenue Service (FIRS), failure to file returns, under-reporting returns and
failure to pay tax liabilities. As regards the registration requirement, most corporate organisations in Nigeria
(except in pursuance of contract, revenue or special privilege) deliberately ignore registration with the FIRS
leading to a wide difference between registered companies between the Corporate Affairs Commission
(CAC) and FIRS. Among the registered companies, some have for one illegal reason or the other failed to
file annual returns.
However, the biggest route to evading taxes stems from under-reporting returns. This is implemented by
under-reporting income, or over-reporting expenses or both. Revenues are under-reported by deliberate
delays in recognising income of the current period. There could also be false and overstated declaration of
expenses by inflating the amounts of legitimate business expenses. These are usually supported by mutilated
or forged invoices and other source documents so as to lend credence to the otherwise illegal act. This is
also done by intentionally acquiring a more expensive item that is returned and replaced with a much
cheaper alternative without reflecting same in the invoice and receipt.
Tax avoidance pertains to cleverly navigating through the legal impediments to pays the least tax possible.
This implies that despite public perception or ethical inclinations, in as much as no known tax law is
brokentax could be considered to be avoided if minimised. It is seen as the reduction in tax liability without
violating the tax statutes (Bob, 2018). Taxes are typically avoided by taking advantage of allowable or
permissible tax deductions, having tax deferral or deferment plans and investing in areas or resources that
are tax exempt.
2.1.3 Managing Tax Gap in Nigeria
Tax gap is used here to refer to the difference between taxes collected by government and what could ideally
be collectible. Without a doubt, the gap is wide in Nigeria. There is a significant level of non-compliance
by individuals and corporations who are either operating in the informal sector and out of the tax net or just
paying lip service to tax obligations (Deloitte, 2017). Kenrad (2015); according to him the problem faced
by tax administrators that are committed to shrinking the tax gap is the access to information. Considering
the current focus on non-oil revenues, it has become imperative to focus on increasing tax revenue. The
keys to closing the tax gap would be a combination of many actions, all of which may have to be
implemented simultaneously. Some of the steps to closing tax gap include raising the level of effectiveness
of tax administration, widening the tax base by ensuring more taxpayers are brought into the tax net.
Monitoring and enforcement actions must also be strengthened to drive compliance. Public enlightenment
and sensitization campaigns would also be required (Khwaja 2014).
2.1.4 Economic Development
Sen (1999) consider economic development to be the strengthening of autonomy and substantive freedom,
which allow individual to fully participate in economic life. Economic development occurs when individual
agents have the opportunity to develop the capacities that allow them to actively engage and contribute to
the economy. In the aggregate, this should lower transaction or costs and increase social mobility, rather
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than being reduced to a static factor in a production process. Economic development can be measured by
gross domestic product, human capital increase and foreign direct investment.
2.1.5 Economic Growth
Economic growth is an increase in the capacity of an economy to produce goods and services compared
from one period of time to another. It can be measured in nominal or real terms, the latter of which is
adjusted for inflation. Economic growth is directly related to percentage increase in real gross domestic
product (GDP) of a country and can be achieved when the rate of increase in total output is greater than the
increase in population of a country (Kenrad 2015).
2.1.6. Human Capital Index
This is measured by health, education and quality of living. Life expectancy index, education index and
income index are directly related to human capital index (World Bank 2018)
2.1.7 Foreign Direct Investment (FDI)
FDI is an investment in the form of a controlling ownership in a business in one country by an entity based
in another country (James 2019).
2.2
Theoritical Framework
2.2.1 The Socio-Political Theory: Adolph Wagner advocated that social and political objectives should
be the deciding factors in choosing taxes. Wagner did not believe in individualist approach to a problem.
The society consisted of individuals, but was more than the sum total of its individual members.
Accordingly, a tax system should not be designed to serve individual members of the society, but should
be used to cure the ills of society as a whole. Wagner, in other words, was advocating a modern welfare
approach in evolving and adopting a tax policy. He was specifically in favour of using taxation for reducing
income inequalities.
2.2.2 The Expediency Theory: According to Bhatia (2009); this theory asserts that every tax proposal
must pass the test of practicability. It must be the only consideration weighing with the authorities in
choosing a tax proposal. Economic and social objectives of the state as also the effects of a tax system
should be treated as irrelevant. This proposition has a truth in it, since it is useless to have a tax which
cannot be levied and collected efficiently. There are pressures from economic, social and political groups.
Every group tries to protect and promote its own interests and authorities are often forced to reshape tax
structure to accommodate these pressures.
2.3
Empirical Review
Konrad (2018) conducts research on tax gap in the global economy. Using regression analysis, they found
out that tax gap is determine individually for a given country and a strongly correlated with the GDP.
Abdulhamed (2018) examined the effect of tax evasion on economic development of Yobe State.
Questionnaire where administer and data where analysed with chi-square and discovered that tax evasion
negatively affect economic development.The study therefore recommend that the government should
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improve on the tax law implementation and also look into issues of inadequate and lack of qualified
personnel in order to assess more businesses for tax purposes.
Fatoki Jacob (2014) examined the effect of tax avoidance and tax evasion on Nigeria economic
development. Simple regression was used to analyse the data. The study revealed that tax evasion and
avoidance have adversely affected economic growth and development in Nigeria and also that lack of good
governance and unpatriotic act of tax payer is the basis for which tax evasion is perpetrated and therefore
recommends that the government should embrace and promote good governance so as to encourage
voluntary compliance of tax liability by the tax payers.
Afuberoh and Okoye (2014) in their study investigated the impact of taxation on revenue generation in
Nigeria by using regression analysis. The results show that, taxation has a significant effect on revenue
generation and taxation has a significant effect on Nigeria GDP. Adesi and Gbegi (2013) in their study,
effect of tax avoidance and tax evasion on personal income tax administration in Nigeria, administered
questionnaires to employees of Federal Inland Revenue Service in Abuja. ANOVA was used to analyze
two hypothesis; the relationship between tax avoidance, tax evasion and personal income tax administration
in Nigeria and the study found out that good governance will discourage tax avoidance and evasion. It
equally found out that tax avoidance and evasion are as a result of high tax rate.
Dalu, Maposa and Pabwaungana (2012) examined the relationship between tax evasion, avoidance and
economy for Zimbabwe. Using regression analysis, the results show that tax loopholes and tax payers’
interference with revenue agents through corruption and bribery are the major problems and the best way
of curbing this problem is to continually train and retrain revenue officers.
Ihendinihu and Ochonma (2010) studied non tax factor as critical determinant of the size of underground
economy in Nigeria; imperative for policy action. The data was analyse with ordinary least square
regression through statistics packages for social sciences (SPSS). They identified a week positive
relationship between tax burden and the size of the underground economy. They emphasise that high
poverty level, low net wages, literacy, unemployment and corruption in the official economy are those
factors that drive entrepreneur into the shadow economy.
Pyle (2009) conducted a study on tax evasion and the black economy and found out that one of the
implications of the subsistence of the underground economy is that some income remains untaxed and
definite indirect taxes are avoided. Yasmin and Rauf (2003) in their study “measuring the underground
economy and its impact on the economy of Pakistan.Using regression analysis they found out that the
underground economy and tax evasion affected GDP negatively and that tax evasion or missing revenue
creates serious problem and government has revenue to fulfil the budget deficit.
2.4
Knowledge Gap
Tax gap is the difference between estimated income tax and actual tax collected. Tax gap management is
the effort made by government to either reduce tax gap or eliminate it totally (Khwaga&Iyer, 2014) Despite
the effort of government to manage tax gap and reduce it or eliminate it totally, companies and individuals
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are yet to repent out of this ugly act. So many scholars have investigated the effect of tax gap on the
economic development of so many countries, but we want to take it further by investigating the effect of
government effort to reduce tax gap on the economic development of Nigeria.
3.0
Methodology
3.1
Research Design
The study apply the ex-post facto research design which is considered appropriate for studies where the
data are basically historical and study subjects or data are not subject to manipulation from the researcher.
3.2
Method of Data Collection
The study used secondary data which are sourced from the Federal Inland Revenue Service (2019), Central
Bank of Nigeria (2019) and the World Bank (2019). The data were originally of varied forms, therefore,
they were all converted to basis points to enhance analysis.
3.3
Population and Sample Size of the Study
The study employs secondary time series data of from 1998 to 2018. This sample is extracted from a
population of economic development measure for a period that should predate the researchers. However,
due to certain constraints that include availability of data, the sample in terms of period and variables are
selected. The population of this study consist of Nigeria GDP, human capital index, foreign direct
investment.
3.4
Method of Data Analysis
To study conducted unit root test, specifically, the augmented Dickey-Fuller unit root to ascertain the
stationarity of the variables. The data were estimated using the ordinary least squares based simple
regression, autoregressive distributed lag and diagnostic test such as Breusch-Godfrey serial correlation LM
test andBreusch-Pagan-GodfreyHeteroskedasticity test.The software used was Eview 9.
3.5 Model Specification
The regression equations are specified below:
HCIt = β0 + β1TGAPt + εt
FDIt = β0 + β1TGAPt + εt
RGDPt = β0 + β1TGAPt + εt
Where:
RGDP
=
Real Gross Domestic Product
HCI
=
Human Capital Index
FDI
=
Foreign Direct Investments
GAP
=
Tax Gaps
βo
=
Constant
β1
=
Parameters
ε
=
Error term.
t
=
Time period
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1
2
3

4.0
Results and Discussion
The study conducted unit root test as it employed secondary data for analysis. It specifically adopted the
augmented Dickey-Fuller approach. The results are presented in table 1.
Table 2: Augmented Dickey-Fuller unit root test results
Variable
t statistic
probability value
Tax gap
-4.3534
0.0034
%ΔRGDP
-5.0257
0.0012
HCI
-3.6651
0.0141
FDI
-5.0287
0.0008
Source: Extracted by author from output

order of integration___
1(0)
1(1)
1(0)
1(0)

The results obtained from the unit root test arenecessary precursor to estimate the relationship of the
variables that indicate different order of integration. Tax gap management, human capital index and foreign
direct investment are stationary at 5% level of significance and are all integrated at level while in real gross
domestic product, proxy for economic growth, is also stationary at 5% level of significance but integrated
at first difference. The study adopted the ordinary least squares based simple regression to estimate the
relationship between tax gap management, and human capital index and foreign direct investment
respectively as they were all established to be in the same order of integration. However, the relationship
between tax gap management and economic growth was estimated using the autoregressive distributed lag
method using the bounds test because of the different order of integration between the variables. The results
are presented in tables 3 and 4 below.
Table 3: Simple Regression Results of HCI and FDI with TGAP
Variables
HCI
Constant
0.478
Tgap (Prob.)
1.52 (0.735)
Durbin Watson statistic
1.87
2
Adjusted R
-0.0487
F statistic (Prob.)
0.1179(0.735)
No of observations (adjusted)
20
Source: Extracted by author from output

FDI
63.427
-0.0922(0.469)
2.449
-0.024
0.5465(0.469)
20

The results on table 3 shows that tax gap management has positive insignificant relationship with human
capital index while it has negative insignificant relationship with foreign direct investment within the period
studied. The F statistic results also indicated probability that is not significant at 5% level of significance
for both dependent variables. It indicates that tax gap management has no significant effect on both human
capital index and foreign direct investment. In estimating the relationship between tax gap management and
economic growth, the study applied the ARDL bounds test technique due to the different order of integration
of the variables in the unit root test. The result as extracted from the output is shown on table 4 and 5.
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Table 4: ARDL-Bounds Test of Tax gap and Economic growth
Test statistic
Value F statistic 9.52
Critical value
1(0) Bound
1(1) Bound
Significance 5%
6.56
7.3
No of observations (adjusted)
19
___________________________________________________________________________
Source: Extracted by author from output
The use of autoregressive distributed lag technique requires determination of the lag order selection;
therefore, the study adopted the Akaike and Schwarz selection criteria to determine the lag length. The
result as shown in the output indicates a lag length of one as it possesses the least value of Akaike and
Schwarz being 4.64 and 4.78 respectively. The bounds test indicates that the F statistic value of 9.52 is
greater than the critical value of the upper bound of 7.3 at 5% level of significance and this confirms the
existence of long run relationship between tax gap management and in real gross domestic product. The
Wald test result using ARDL (1, 1) selection model also confirmed the long run relationship as it also show
the probability that is less than 0.05.
Table 5: ARDL Bounds Test of RGDP and Tax Gap Management
Coefficient
t statistic
Constant
12.082
4.101
D (TGAP)
0.004
1.896
TGAP (-1)
0.0087
2.623
RGDP (-1)
-1.036
-4.351
Durbin Watson
1.869
R squared
0.581
Adjusted R squared 0.461
F statistic
4.856
Source: Extracted by author from output

probability
0.0011
0.0789
0.0201
0.0007

0.0115

The result on table 5 indicates that economic growth is affected significantly by other variables consequent
on the intercept coefficient. Tax gap management has slope coefficient of 0.004, t statistic of 1.896 and
probability of 0.079. It indicates that tax gap management has positive but insignificant relationship with
economic growth in the short run. The Durbin Watson statistic of 1.87 signifies that there is no serial
correlation between tax gap management and economic growth.
This was further confirmed using the Breusch Godfrey serial correlation LM test with F-statistic probability
of over 11% as shown on the output which is greater than 5% which is the bench mark for the study. In the
long run and specifically at lag length one, tax gap management was found to have positive slope coefficient
of 0.0087 with probability of 2% which is less than 5% level of significance. This implies that there is
positive significant relationship between tax gap management and economic growth in Nigeria in the long
run. The adjusted R squared of 46.1% indicates the extent to which other variable can affect variation in
economic growth attributable to tax gap management within the period studied. The F statistic value has
probability of 1.2% which is sufficiently lower than 5% level of significance which is an indication that tax
gap management has significant effect on economic growth of Nigeria.
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4.1
Discussion and Findings
The analysis has brought empirical observations regarding tax gap management and some proxies on
economic development in Nigeria. First, the analysis shows that an efficient tax gap management would
increase human capital index but not at a significant level. This is an indication that an improved living
standard in an economy would reduce the level of tax evasion and avoidance or alternatively would increase
collectable taxes by government. This finding is in line with our a priori expectation. However, the result
is indicative that there is negative total variation in human capital index as a result of changes in tax gap
management. This buttresses the fact that tax payers would always look for loopholes no matter the
efficiency in tax gap management and an improved human capital index. This is on the premise that tax
managers may be unable to capture all incomes to make projections due to lack of statistics on the
underground economy.
It was established that tax gap management has negative insignificant relationship with foreign direct
investment. This infers that as the efficiency in tax gap management increases, foreign direct investment
reduces. It implies that foreign investors are wary of economies with highly efficient tax systems and also
where taxes are relatively high. It demonstrates government policies have shown improvement in terms of
effectiveness in tax administration to increase the tax revenue from firms during the period covered in the
study. This finding is consistent with a priori expectation.
The findings between tax gap management and economic growth has far reaching implications for the
government, private sector and the economy. In the short run, an increase in 1% of tax gap management
would increase economic growth by 0.004% which was found to be insignificant. This means that tax
revenue collected as a result of efficiency in tax administration to close the tax gap is insufficient to
significantly affect economic growth in the short run. However, in the long run, at lag length one, tax gap
management has positive significant relationship with economic growth in Nigeria. This suggests that an
efficient tax gap management would increase tax revenue generation that would improve economic growth
particularly when funds are applied judiciously. This is in line with our a priori expectation.
5.0
Summary of Findings, Coonclusion and Recommendations
From the results and discussions above, the findings are summarised to show that:
 There is a positive insignificant relationship between tax gap management and human capital index
in Nigeria.
 The relationship between tax gap management and foreign direct investment in Nigeria is negative
and not significant.
 There is a direct insignificant relationship between tax gap management and economic growth in
the short run but in the long run, the positive relationship is significant.
Conclusively, tax gap policy is seen to have a significant effect on economic growth which has tendency to
influence economic development in the long run, but positive insignificant effect on human capital index
and negative insignificant effect on foreign direct investment. This means that tax can be adopted as a
mechanism of driving the economy and achieving Nigeria’s developmental goals. It could also be inferred
from the findings that foreign investors have a negative perception of Nigeria’s tax policy.
It is therefore recommended that:
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Government should ensure policies that would enhance the human capital index to reduce tax
avoidance and evasion.
Tax policies should not be ambiguousnor too high but should provide incentives to attract foreign
investors.
Government should formulate a framework that will make fiscal institutions to judiciously apply
tax revenue on critical infrastructure that would influence increased economic growth.
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Abstract
The objective of the paper was to empirical estimate Nigeria taxable capacity and tax effort. It employed a
time series data from 1970–2017. Data were obtained from International Centre for Tax Development Data
(ICTD) and World Development Indicator (WDI). Ordinary regression least square were used for
regression. The result showed that the share of agriculture in GDP, share of industry in GDP, the share of
service in GDP are positive and insignificant while exchange rate is positive and significant with tax ratio.
On the other hand, trade openness and foreign direct investment are negative and insignificant while
population growth is negative and significant with tax ratio. Further results show that Nigeria’s actual tax
collection is still below the tax capacity. The average tax effort is 1.02 which means that Nigeria is
overtaxing. Looking at tax effort for all years out of 47 years, Nigeria was over taxing in eighteen (18)
years, under taxing in twenty-six (26) years and had optimal tax in three (3) years. This indicates that over
the years tax effort has been less than 1. The combination of optimal and over taxing years are still far less
than the number of years for under taxing by five (5) years. The study recommends that optimal taxation as
over taxation can lead to tax evasion, under declaration of taxes and also growth of underground economy.
Key words: Tax effort, Tax capacity, tax ratio, underground economy, GDP
1.0
Introduction
Nigeria with a lot of abundant resources is still grappling with how to raise tax revenue for her
developmental needs. Coulibaly and Gandhi (2018) state that tax revenues are the most vital part of
domestic resources, and raising them has been at the center of many initiatives and commitments by African
governments and their international development partners. The disparities in tax revenue mobilization
across the continent and the large gap compared with, for example, the OECD countries could be due to
several factors including inadequate fiscal policy and low taxation capacity of the economies, leakages in
revenue collection, weak enforcement, etc. (Coulibaly and Gandhi, 2018). Le, Blanca and Jeep (2008) state
that developing countries Nigeria inclusive have two major problems as regards raising revenue; firstly is
that there is limited taxable capacity and huge share of economic activity in the informal sector and secondly
is that tax regimes have several tax relief initiatives and or tax expenditure which reduce the tax base and
at the same time affect the efficiency and effectiveness of tax collection efforts.
Nigeria’s tax ratio to GDP is around 6 percent, and is one of the lowest in the world, so it is important for
the government to begin to explore effective means by which the country can improve its revenue potential
(Oladiwura, 2018).
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A tax ratio tells us how much tax revenue is available to a country’s government taking into account the
size and the structure of the economy, the tax effort refers to an index measure of how well a country is
doing in terms of tax collection, relative to what could be reasonably expected given its economic potential
(Macha, Lado and Nyansera, 2018). Di John’s study (as cited by Macha et al., 2018) state that a high tax
ratio does not necessarily show good measure of a country’s tax capacity and does not necessarily mean
that a country with high tax share is exerting more than one with a lower one. According to them, a higher
share may be as a result of windfall gains or accounted for by favourable structural variables or tax handles
other than a government’s own efforts, with the consequence that a country with a higher tax ratio may
actually be collecting less tax than is warranted by the structural determinants.
1.1
Statement of problem
Tax ratios and tax efforts have been a subject of many studies. A number of scholars such as the works of
(Le et al., 2012; Mahnaz and Fatemah, 2013; Soheila, Yazdan, and Narges, 2013; Atsan, 2017; Macha et
al., 2018) have sought to unravel the veil behind the tax ratios and tax efforts. The tax problems especially
in many African countries Nigeria inclusive range between lack of political will to tax evasion, poor tax
structures, thin tax bases, big size of the informal sector, rising size of underground economy, weak tax
administration as well as the tax laws.
There is no doubt that several reforms both administrative and legislative were carried out during the 1990s
and 2000s. Such reforms included the introduction of value-added tax, programs to improve taxpayer
services, and the roll out of electronic filing systems (OECD, 2017). Furthermore, there were creation of
semi-autonomous revenue agencies (Ebeke et al., 2016), removal of obstacles to the ease of doing business
and tax exemptions, and implementation of tax reforms for small businesses. Despite all these efforts, the
ratio of tax revenues to GDP remains low. At around 6 percent, Nigeria has one of the lowest ratios in the
sub Saharan African, much far below the 24 percent average in OECD countries. This is attributed to both
lower tax capacities and inefficiencies in revenue collection.
2.0
Literature Review
The literature review that followed was broken into three heads. These include conceptual framework,
theoretical framework and empirical framework.
2.1
Conceptual review
2.1.1 The Concept of Tax capacity and Tax effort
Hamid & David study’s (as cited in Bassey and Eme, 2018) by defined tax capacity as the ability of a
government to raise tax revenue using structural factors such as the number of tax handles available, the
level of economic development in the state, and the ability of the population to pay taxes. This definition
emphasizes that taxable capacity is the ability of the national income to bear tax burden. Thus, taxable
capacity is the predicted tax- GDP ratio estimated from a regression taking into account the country’s
specific macro-economic, demographic and institutional features which change all through time (Le et al.,
2008). The impact of different factors on tax capacity is different from one society to another society.
However, influential variables on tax capacity can be divided into two general sets of quantitative and
qualitative variables. The most important quantitative factors affecting tax capacity include the rate of added
value of products, per capita income, income redistribution, efficiency of production factors, level of
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employment and combination of employment, rate of rural and urban population, qualitative and
quantitative combination of import and export, and ratio of large economic firms to the entire economic
firms.
Although qualitative factors on tax capacity cannot be precisely determined, it is possible to refer to state
of economy, recession or boom, the culture of paying taxes, rate of organizational ability in collecting taxes,
correct recognition and transparency of economic activities, independence or lack of independence of
organizations in collecting taxes, coordination of regulations and law transparency. (Fattahi et al., 2015).
Tax effort means the extent to which a country has utilised its taxable capacity and it reveals information
on the taxable capacity of a country in relation to actual tax performance at every point in time (Ndiaye and
Korsu, 2012). This is obtained from a model based concept, whereby the actual tax ratio is divided by a
predicted value of tax ratio. Thus, the predicted tax ratio is the measure of taxable capacity. Hence, the
accuracy of the tax effort of a country depends to a large extent on the accuracy of the model used to explain
the tax ratio. The concept of tax effort is related to a country’s effectiveness in mobilizing internal resources
and also concerns not only its tax policy but also all economic policy measures that may influence the level
of public revenue. Therefore, a high tax effort ratio above one indicates that the country is collecting more
taxes than predicted by the structural characteristics of its economy while a low tax effort below one
indicates that the country is collecting less tax than predicted. On the other hand a tax effort about one
means a tax collection is as expected from the structural characteristics (AfDB, OECD, UNDP, 2010).
2.2
Theoretical review
The theories to be used to explain tax effort and tax capacity are ability to pay principle and theory of fiscal
policy.
2.2.1 Ability to pay principle
According to this theory, a citizen is to pay taxes because they are able and its relative share in the total tax
burden is to be determined by its relative paying capacity .This doctrine has been in trend for at least as
long as the benefits theory. The basic principle of this theory is that the burden of taxation should be shared
by the members of society on the principles of justice and equity and that these principles necessitates that
the tax burden is apportioned according to their relative ability to pay theory (Omolo, 2012).
2.2.2 Theory of fiscal policy
The theory suggests that governments raise revenues and use the collected resources to finance public
investment spending for the provision of public goods and targeted development projects. Policy decisions
are made by the government, which decides on how best to allocate the collected limited resources into
alternative competing sectors.
2.3
Empirical review
Bassey and Eme (2018) study centered on the determinants of taxable capacity in Nigeria, with taxable
capacity viewed as the ability of the taxed person to bear the burden of the tax in relation to their source of
income without experiencing a reduction in standard of living, or margin of profit and investment in the
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case of firms. The study employed desk survey research design, and data obtained from secondary sources
and analysis conducted using the ordinary least square technique. The results from the regression analysis
and the test of hypotheses revealed that the relationship between inflation and taxable capacity in Nigeria
was negative and statistically insignificant. Also, the results showed that both the degree of economic
openness and the level of economic development positively and significantly affected taxable capacity in
Nigeria. The study recommended that the Nigerian government should create an enabling environment that
will facilitate international trade and provide the necessary facilities for the efficient and effective
administration of taxes on the income generated from the global market as these will go a long way in
providing revenue for the government.
Macha et al. (2018) study was carried out to analyse tax ratios for Kenya and Malawi, estimate the tax effort
for each, and identify the factors that accounted for the differences in the tax ratios and tax effort indices in
the two countries using secondary annual data for the period 1980 to 2015. The regression models for the
two countries were estimated using the ordinary least squares (OLS) method. The results revealed that GDP
per capita was explaining changes in tax revenue in Kenya both in the long run and the short run, share of
agriculture to GDP, and the share of industry were influencing the tax revenue in Kenya, in the long run.
However, the coefficient for the dummy variable for political reform in Kenya has been insignificant. In
Malawi, GDP per capita, share of agriculture in GDP, share of industry in GDP, and the dummy variable
for political reform were all explaining changes in tax revenue in the long run but not in the short run. In
regards to the tax efforts, the study revealed that Malawi was under taxing while Kenya was overtaxing
given the structure of their respective economies. The study recommends the two countries have to work
towards optimal level of taxation.
In his study, Emre (2017) aimed to calculate the tax burden and Turkey’s tax capacity level between the
years 1984 and 2012. Dependent variables in his study, Tax Revenues / GDP was used and, as independent
variables, Value Added of Agriculture (% of GDP), income per capita, population growth ratio, foreign
trade percentage, annual GDP growth rates (%), corruption index, and the Bureaucracy Efficiency Index,
annual GDP growth rate (%) data were used. The results revealed that foreign trade influenced the tax
capacity positively, while the agricultural value added had negative effect. Furthermore, even though a
generally balanced course was seen between actual tax burden and tax capacity from 1984 to 2012, the tax
collection was generally lower than the tax capacity.
Fenochietto and Pesino (2013) using the econometric model followed by Pessino and Fenochietto (2010)
to build a ‘stochastic tax frontier’ for panel data estimated tax capacity and tax effort for 113 countries
covering the period 1991 to 2012. The explained variable was sum of tax and pension contribution as
percent of GDP while the explanatory variables were GDP per Capita, TR (imports plus export exports as
percent of GDP), value added agriculture sector as percent of GDP, public expenditure as percent of GDP,
GINI coefficient (measures the extent to which the distribution of income among individuals deviates from
the equal distribution), percentage change in consumer price index (CPI), corruption perception index and
Lgd2 to capture non linear elasticity between tax revenue and per Capita GDP. The study corroborated
previous analyses in finding a positive and significant relationship between tax revenue as a percent of GDP
and the level of development (per capita GDP), trade (imports and exports as percent of GDP), and
education (public expenditure on education as a percent of GDP). The study also demonstrated a negative
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relationship between tax revenue as a percent of GDP and inflation (CPI), income distribution (GINI
coefficient), the ease of tax collection (agricultural sector value added as a percent of GDP), and corruption.
Soheila et al. (2013) examined the relationship between tax effort and oil revenues. Data from five oil
exporting countries including Iran, Bahrain, Kuwait, Qatar and Algeria were used in the study for the period
2000-2009 using panel-data method. Potential tax revenue and potential GDP were first calculated based
on Hodrick-prescott filter. The results revealed the following: a negative relationship between tax effort and
oil incomes, a positive relationship between economic growth and tax effort, a negative and significant
relationship between two variables tax effort and corruption control. Finally, a positive relationship existed
between consumer price index and tax effort. By studying the ratio of tax to GDP in Iran and comparison
of this with the ratio in other countries including European countries, it was found out that the ratio was
considerably low in Iran. Tax effort in Iran is ranked as the lowest among 5 countries under consideration.
Based on the results, the researchers found that there are idle tax capacities in Iran and therefore there is
need to adopt suitable tax reform to increase tax effort of the country.
Mahnaz and Fatemah (2013) in their study estimation of tax capacity and effort and its relationship with oil
revenue of 6 selected countries member in OPEC such as Iran, Kuwait, United Arab Emirates, Venezuela,
Algeria and Saudi Arabia used panel data within 1990-2008. The variables affecting the tax capacity
included per capita income, open economics (import and export ratio to the gross domestic product) and oil
revenue ratio to gross domestic product and tax capacity with one lag were used. Using fixed effects method
from Hausman test, the results indicated that the relationship between the per capita income, oil revenue to
gross domestic product ratio and tax capacity with one lag and dependent variable was positive and
significant. While the open economics grade in the oil countries had negative and significant relationship
with the tax capacity. The tax effort computed for the studied countries according to the results of tax
capacity model estimation showed that the tax effort in Iran was placed in lower ranks than Venezuela,
Algeria and with an inconsiderable difference to Saudi Arabia in the fourth rank out of six studied countries.
Gupta (2012) examined principal determinants of tax revenue performance across developing countries by
using a panel dataset that covered 105 developing countries over 25 years and accounting for some
econometric issues that were previously ignored. The explained variable was central government revenue
(excluding grants) as a percentage of GDP, while the explanatory variables included structural variables
such as per capita GDP, share of agriculture in GDP, share of manufacturing in GDP, share of imports in
GDP, ratio of debt and aid to GDP. The institutional variables include corruption, law and order,
government stability, political stability and economic stability. Finally, the policy variables include the
various sources of tax revenue as a percentage of revenue, the highest corporate and income tax rate, and
average tariffs. The results confirm that structural factors such as per capita GDP, agriculture share in GDP,
trade openness and foreign aid significantly affect revenue performance of an economy. Other factors
include corruption, political stability, share of direct and indirect taxes etc. The paper also makes use of a
revenue performance index, and finds that while several Sub Saharan African countries are performing well
above their potential, some Latin American economies fall short of their revenue potential.
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2.3.1 Gap in Literature
Tax capacity and tax effort has been a subject of many studies. A number of scholars such as the works of
(Le et al., 2012; Mahnaz and Fatemah, 2013; Soheila, Yazdan, and Narges, 2013; Atsan, 2017; Macha et
al., 2018) have sought to unravel the veil behind the tax capacity and tax efforts. Most of the empirical
analyses of research have been predicted on data from developed countries, notably “USA, China, Japan,
New Zealand, South African and Thailand.” However, studies espousing tax capacity and tax efforts
research in Nigeria are scarce. They focused more on tax capacity by neglecting tax effort. This study will
fill the gap by examining tax effort and tax capacity in Nigeria.
3.0
Methodology
The research design used was the ex-post facto research design. The researcher considered the ex-post facto
best for this study of this nature as it does not create room for manipulation of data. Data were collected
from International Centre for Tax Development (ICTD) database and World Bank Development Indicator
(WDI). The data used for the analysis cover the year 1970 to 2017. The dependent variables is the tax
revenue/GDP (% of GDP) while the independent variables were share of agriculture in GDP (AGRIC),
share of industry as percentage of GDP (IND), share of service as percentage of GDP (SER) , trade openness
as percentage of GDP (OPS), exchange rate, foreign direct investment (FDI) as percentage of GDP and
population growth. The regression methodology is ordinary least square.
3.1
Model specification
Taxable capacity is assessed by relating tax revenue to GDP (the TR/GDP ratio) using a simple regression
model with explanatory variables that represent element of taxable capacity.
The model for the study is in line with prior studies (Saibu and Olatunbosun, 2013; Entela and Llambi,
2014; Workineh 2017).
TR = f (AGRIC, IND, SER, OPS, EXH, FDI, POP)
TR = α + β1 AGRIC + β2 IND+ β3 SER + β4 OPS +β5 EXH + β6FDI + β7 POP + ε
Where, TR is Tax Revenue as Percentage of GDP.
Where, α is Intercept term, β1, β2, β3 …β7 are Coefficients and ε is error term.
The tax ratio of a country can then be compared to the predicted tax ratio for that country from the regression
equation.
3.2
Operationalisation of variables
Tax/GDP ratio = It is the total revenue in percentage of GDP.
Agriculture Value Added as % of GDP (AGRIC) = It represents how easy/ (not) it is to collect taxes. The
sector is hard to tax, highly informal and costly to assess. Moreover, the sector is mostly subsistent. The
expected sign is negative (Source: Gupta, 2007; Workineh, 2017).
Industry Value Added as % of GDP (IND) = This variable represents the effects of industrialization on
revenue generation; particularly it is intended to capture the effect of industrial growth on the tax revenue
generation of Nigeria. Increase in the growth of industrial sector will increase direct tax through corporate
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income tax, indirect taxes through value added tax, and excise duty on domestic products. Hence, the
expected positive sign of this variable is positive (Workineh, 2017).
Service Value Added as % of GDP (SER) = The variable will capture the actual effect of the increase in the
value added in the service sector to GDP on tax revenue collection. The service sector comprises of huge
informal sectors with a high degree of tax evasion and tax avoidance. However in the long run it is expected
that when institutional capacities expand and when government endeavor increase to bring new customers
in to the tax net, the sector will yield promising tax revenue than other sectors such as agriculture and
industry. The expected sign is positive (Bayu, 2015).
Trade Openness (OPS) = It measures trade openness (i.e. degree of openness of an economy); Imports plus
exports as percentage of GDP. The expected sign is positive (Atsan, 2017). Exchange Rate (EXH) = The
official exchange rate was measured by the official naira to US dollar exchange rate available in the Central
Bank of Nigeria Statistical Bulletin. Currency appreciation (which represent a decrease in exchange rate)
could potentially lead to a higher volume of imports and higher trade revenue. Hence, a negative relationship
is expected between exchange rate and trade revenue (Saibu and Olatunbosun, 2013).
Foreign Direct Investment (FDI) = Foreign direct investment net inflows share of GDP. It is measured as
the net foreign inflow into Nigeria (% of GDP). A general growth in FDI will expand the tax base, improve
tax efforts and tax revenue collection. Hence an increase in FDI would improve tax revenue collection in
Nigeria (ceteris paribus). The expected sign is a positive relationship. (Ade, Rossouw and Gwatidzo, 2018).
Population Growth Rate (POP) (%) = It shows the growth rate of population in years. According to Bird et
al, 2014 as cited by Atsan, (2017), countries having high population growth affect tax collection negatively.
This is because the higher the population, the higher will be the use of taxation (Oyetunji, 2012).
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4.0 Data presentation and analysis
Regression Result
Dependent Variable: TR
Method: Least Squares
Date: 08/29/19 Time: 15:17
Sample (adjusted): 1981 2017
Included observations: 37 after adjustments
Variable

Coefficient Std. Error

t-Statistic

Prob.

AGRIC
IND
SER
OPS
EXH
FDI
POP
C

0.027073
0.007100
0.046029
-0.004357
0.007081
-0.006576
-10.65776
29.91526

0.473780
0.351585
0.293346
-0.404512
1.852040
-0.061963
-4.317621
3.214696

0.6392
0.7277
0.7713
0.6888
0.0742
0.9510
0.0002
0.0032

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.529109
0.415445
0.875347
22.22074
-43.06773
4.655051
0.001360

0.057142
0.020195
0.156909
0.010772
0.003823
0.106133
2.468433
9.305781

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Source: Author’s computation using

4.585676
1.144901
2.760418
3.108724
2.883212
1.259403

E-view 8.0

From the regression result above, the estimated coefficients have expected sign in line with the a prior
expectation with the exception of AGRIC which is positive while OPS and FDI have negative signs. Share
in agriculture in GDP is positive and not significant. This means that one percent increase in share of
agriculture in GDP will increase tax ratio by 0.027073%. This agrees with the result of Macha et al., (2018).
Share of industry as percentage of GDP is positive and also insignificant. It implies that one percent increase
in IND will increase the tax ratio by 0.007100%. The positive sign of the coefficient concurs with the works
of (Ahmad, 2009 and Macha et al., 2018). Share of service as percentage of GDP is positive and
insignificant while exchange rate is positive and significant at 10%. One percent increase in SER and EXH
will increase tax ratio by 0.046029% and 0.007081% respectively. On the other hand, trade openness is
inversely related to tax ratio implying that one percent increase in trade will decrease tax ratio by
0.004357%. This may not be unconnected to the importation of some banned goods entering into the
country which are affecting the local producers and at the same time affecting the economy as a whole. The
coefficient of FDI is negative and insignificant. That is for every one percent increase in FDI, tax revenue
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will decrease by 0.006576 percent. The negative relationship may not be unconnected with the inconsistent
government policies and the insecurity in the country which are scaring away investors. Finally, the
population growth (POP) has negative coefficient and significant. This implies that POP is significantly
affecting tax ratio. This is consistent with the finding of Atsan (2017). The explanatory power of the tax
capacity in terms of R2 is 52.9% which implies that around 53 percent of variation in tax capacity is
explained by this model. The F-statistic of 4.655051 with the probability of 0.001360, which is the measure
of the overall joint explanatory power of the independent variables in the model, shows that the regressors
have high explanatory power of 99% variations in tax ratio in Nigeria.
Table.1 Tax Capacity and Tax Effort in Nigeria from 1970-2017.
Actual taxation, Taxable Capacity (Predicted tax)
Actual taxation, Taxable Capacity and Nigeria Tax Effort
(Predicted tax) and Nigeria Tax Effort

YEAR

ACTUAL
TAX
REV/GDP %
A

PREDICTED
REV/GDP %
B

TAX
EFFORT=
A/B

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

6.51
6.58
5.41
5.30
3.11
2.00
1.99
1.20
1.18
1.14
0.10
2.69
3.77
4.99
4.97
3.90
3.90
3.90
4.08
3.90
3.87
4.91
4.90
5.10

3.22
3.22
3.22
3.22
3.22
3.22
3.77
3.77
3.77
3.77
3.77
3.77
3.77
3.77
3.77
3.77
4.09
4.09
4.09
4.09
4.09
5.24
5.24
5.24

2.02
2.04
1.68
1.65
0.97
0.62
0.53
0.32
0.31
0.30
0.03
0.71
1.00
1.32
1.32
1.03
0.95
0.95
1.00
0.95
0.95
0.94
0.94
0.97

Average tax effort = 1.02
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YEAR

ACTUAL
TAX
REV/GDP
%
A

PREDICTED
REV/GDP %
B

TAX
EFFORT=
A/B

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

5.24
5.06
5.03
4.99
5.04
5.59
5.41
5.60
5.89
5.82
4.80
4.73
4.65
4.65
3.52
3.85
3.72
3.75
3.72
4.00
4.01
5.30
6.29
6.48

5.24
5.24
5.09
5.09
5.09
5.09
5.09
6.11
6.11
6.11
6.11
6.11
2.98
2.98
2.98
2.98
2.98
3.09
3.09
3.09
6
6
6
6

1.00
0.97
0.99
0.98
0.99
1.10
1.06
0.92
0.96
0.95
0.79
0.77
1.56
1.56
1.18
1.29
1.25
1.21
1.20
1.29
0.67
0.88
1.05
1.08

From Table 1 above, Nigeria has the lowest tax effort of 0.03 in 1980 and highest tax effort of 2.04 in 1971.
The average tax effort for the country is 1.02 which implies that Nigeria is over taxing. Looking at tax effort
for all years out of 47 years, Nigeria was over taxing in eighteen (18) years, under taxing in twenty-six (26)
years and had optimal tax in three (3) years. This indicates that over the years tax effort has been less than
1. The combination of optimal and over taxing years are still far less than the number of years for under
taxing by five (5) years.
5.0
Conclusion, summary and recommendation
In general, this study analyses tax capacity and established tax effort indices for Nigeria over 1970 to 2017.
The findings showed that AGRIC, IND, SER, POP and EXH are positively affecting tax capacity. However,
Nigeria tax collection is still below the tax capacity which indicates the problems of collection and
supervision of taxes in country. Given the results of the tax effort of Nigeria for the period, under taxing in
Nigeria can be attributed to the growing informal sectors which are largely untaxed, low tax compliance,
many tax exemptions associated with foreign direct investment and the growing subsistence agricultural
sector which largely untaxed.
It would be beneficial for Nigeria to work toward optimal taxation as over taxation can lead to tax evasion,
under declaration of taxes and also growth of underground economy. On the other hand, given the under
taxation in Nigeria, Nigeria government has an opportunity to increase tax revenue by working towards
optimal taxation. This can be achieved by broadening the tax base, improving tax administration and
reducing types of taxes with excess burden. To ensure sustainable optimal tax in Nigeria, various reforms
can be enhanced. Some of these reform measures may include streamlining tax policy and tax
administration procedures to reduce compliance costs; broadening tax base; increase efficiency of tax
administration; curbing corruption; enhance ICT use; introduction of new taxes; abolition of taxes with
excess burden; and changes in the tax mix. Tax authorities should have to minimize the loopholes of both
evasion and avoidance; and also closing all the rent seeking opportunities available to tax collectors.
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Abstract
This paper contributes to the existing empirical literature on determinants of tax revenue in Nigeria by
using time series data ranging from 1970-2017. Vector Error Correction Model was adopted to establish
both the long run and short run relationships among the variables. The result reveals that in the long run
Agricultural value added share, industrial value added share, Service valued added, Exchange rates and
Trade openness positively and significantly affect tax revenue as percentage of GDP. However, FDI and
Population growth exert a negative and insignificant influence. Whereas, in the short run only trade
openness is statistically significant in determining tax revenue percentage of GDP. Industrial value added
and exchange rate have negative effect, whereas service value added share of GDP, population growth
have positive and insignificant effect. Moreover, the coefficients of the lagged error correction term (ECM
(-1)) is negative as expected, which imply the existence of economic or government forces that restore the
long run equilibrium from short run shocks. Finally, the study recommends that government should enact
policies that promote industrial production, and improve the security situation in the country that will give
potential investors confidence that their investments will not be at risk.
Keywords: Tax revenue, Determinants of tax, GDP, trade openness, value added share, Vector Error
Correction
1.0
Introduction
One of the components of a country’s fiscal policy framework used to improve economic growth and
stability is taxation. However, since independence, Nigeria has been faced with budget deficit because
revenue collected has been far less compared to expenditure. The failure of tax system to generate enough
has led to government continuously running deficits (Muibi and Sinbo (2013). Thus, According to Ayenew
(2013), Ariyo (1993) fiscal deficit remains the problem of most developing countries for several decades
Nigeria inclusive. Muibi and Sinbo (2013) stated that the reasons behind the fiscal imbalance are as a result
of increase in expenditure and low revenue collection.
In Nigeria, with high public debt to GDP ratio, excessive debt impedes economic development. Current tax
revenue to GDP ratio is estimated at between 6% to 10% (NTJ, 2018), which is still low compared to sub
Saharan and eastern African countries and also below the UN standard, 20% to achieve Millennium
Development Goal (Workineh, 2017). Nigeria revenues have been centered primarily on one product.
Nigeria has been undertaking tax reform to improve tax revenue collection yet Nigeria’s fiscal policy
continued to reveal expenditure exceeds revenue despite several reforms. According to (Workineh, 2017),
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poor tax performance as regards raising revenue could be as a result of deficiencies in tax structure or lack
of effort on the part of government both of which are influenced by various factors. The importance of the
role of tax revenue cannot be over emphasised especially in ensuring economic development, where its
working or efficiency is determined by different socio-economic and political factors (Workineh, 2017).
Nigeria has had numerous tax reforms aimed at improving tax revenue but despite all these reforms, Nigeria
tax revenue as a percentage of GDP has been one of the lowest in the sub Saharan country standing at 6%.
Adequate revenue generation therefore requires strong economic decisions and good tax administration
(Belay, 2015). To this end, examining tax revenue effects on economic performance depends on identifying
the factors affecting tax revenue and hence understanding the rationale for low level of tax revenue pose
remedial mechanisms to correct prevailing problems of tax revenue.
The objective of this paper is to examine the determinants of tax revenue in Nigeria. The rest of the paper
is organized as follows: section 2 entails empirical review. Section 3 describes methodology. Section 4
present empirical results while section 5 presents conclusion and recommendation of the study. Most of the
empirical analyses of determinants of tax revenue research have been predicted on data from developed
countries, notably “USA, China, Japan, New Zealand, South African and Thailand.” However, studies
espousing the determinants of tax revenue research in less developing economies have been rather sparse.
Notable exceptions include Workineh (2009), Masiya, Chafuwa and Dorida (2015), Gobachew, Debela and
Shibiru (2017). Moreover, the latest period by some of the authors especially in Nigeria was 2013. The
researcher believes that availability of timely information for government policy is necessary. The study
therefore extends the period to 2017 to examine the determinants of tax revenue in Nigeria.
2.0
Empirical review
Ade, Rossouw and Gwatidzo (2018) investigated the determinants of tax revenue performance in the
Southern African Development Community (SADC) for the period 1990-2010 using panel data estimation
techniques like. Specifically, the aim is to ascertain the level of causality of FDI and taxation (CIT rates,
VAT rates, tax policy harmonization (TPHM) variables) amongst other variables on collected tax revenue
in the region. The empirical results showed that TPHM variables were found to have a significantly positive
effect on revenue performance across all specifications (that is, inclusive of all other explanatory variables),
while the tax rates variables were found to affect revenue performance only across certain specifications.
Also, the EBA results showed that tax revenue collected in the SADC was sensitive to tax rates (VAT and
CIT rates) and tax policy harmonisation variables (CHAR and VHAR), but insensitive to FDI inflows.
Amoh and Adom (2017) examined the effect of tax revenue determinants on Ghana’s tax revenue growth.
Foreign direct investment (FDI), manufacturing value added, services value added, external debt stocks and
government consumption expenditure were used as variables. The estimated tax revenues were found to be
greater than the actual tax revenue figures resulting in tax revenue gaps averaging 10.27% of GDP annually.
Gobachew, Debele and Shibiru (2017) identified the determinants of tax revenue by using ordinary least
square as analytical tool. Using total revenue as dependent variable while the independent variables used
were trade openness, annual inflation rate, foreign direct investment, agriculture sector share to GDP,
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industrial sector share of GDP, public debt as percentage of GDP and per capita income, the result of their
findings showed that annual rate of inflation and agriculture share to GDP were found to have statistically
significant and negative effect on tax revenue. Trade openness, industry sector share to GDP and per capita
income were found to have statically significant and positive effect on tax revenue.
Using seasonal time series data for the period 1990:1 to 2007:4, Ahmad, Sh and Hadizade (2009) examined
the determinants of tax revenue share and also constructing an index of tax effort in Iran. Using OLS as an
analytical tool by regressing tax share in GDP against share of agric sector value added, share of mining
and industries sector value added, share of oil sector value added and GDP, empirical findings showed that
share of agric value added and share of oil were negative but significant where as share of industry and
GDP were positive and significant too. As regards tax effort index, it was relatively high and unstable
especially in the period of 1990:1-2007:4.
Tuan, Blanca and Nihal (2012) empirically estimated taxable capacity and tax effort of 110 developing and
developed countries during 1994-2009 by using panel data. Using tax revenues as percentage of GDP and
fiscal revenues as percentage of GDP to regress against the variables governance quality, GDP per Capita,
demography, trade openness, agriculture value added in percentage of GDP, higher age dependency and
higher population growth, regional dummies, time dummies, bureaucracy quality index and corruption
index. They found out that countries with higher income levels, a lower population growth rate, more trade
openness, lower agriculture value added in GDP, and higher institutional quality tend to collect higher tax
revenues and fiscal revenues as a whole.
Omolo (2012) examined the determinants of tax revenue in Kenya for the period 2007 to 2011. The
independent variables used in the study were GDP as a substitute to tax base, change in oil prices, change
in tax rates and exchange rates while the dependent variable was total revenue. Adopting the model used
by Wawire (2011) and Paul Samuelson’s (1955) fundamental general equilibrium analysis of the public
sector, the results showed that change in oil prices and exchange rates variables reflected positive effects
and GDP and change in tax rates reflected negative effects on tax revenue. The study concluded that
Kenya’s tax revenue was very responsive to changes in their determinants especially exchange rates and
change in oil prices. It recommended that exchange rate and changes in oil prices should be monitored with
strictness because they are the main key determinants to the growth of the economy.
Using a panel dataset, Gupta (2007) examined the principal determinants of tax revenue that covers 105
developing countries over 25 years. Empirical findings revealed that structural factors such as per capita
GDP, agriculture share in GDP, trade openness and foreign aid significantly affect revenue performance of
an economy. Although foreign aid improves revenue performance, foreign debt does not have a significant
effect. Among the institutional factors, corruption was a significant determinant of a country’s revenue
performance. Political and economic stability matters as well, though was not robust across specifications.
Furthermore, a revenue performance index was used to compare actual revenue performance with predicted
revenue performance. Results showed that several African countries, including a number of countries from
Sub-Saharan Africa, perform significantly better than predicted. However, several countries from Latin
America and Eastern Europe performed below their predicted revenue performance. The paper
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recommended that developing countries must actively strive to reduce the opportunities for corruption in
tax administration and change the incentive structure for tax officials and donor countries should monitor
the aid flow and ensure that it is used for poverty reduction and infrastructure development, which would
generate higher revenue in the future.
Entela and Llambi (2014) analysed the factors that determine tax revenue in Albania for the period 1993 to
2013. The variables that were considered were tax revenue for dependent variable and GDP, inflation,
income tax, unemployment and imports for independent variable. The findings revealed that GDP, inflation,
had a positive relationship on tax revenue and also statistically significant.
Unemployment though was significant had a negative effect on tax revenue while import was negative and
insignificant. Saibu and Olatunbosun (2013) empirically examined the macroeconomic determinants of tax
revenue in Nigeria for period 1970 to 2011 by adopting Error Correction Model (ECM) to analyse dynamic
relationship among five variables GDP, openness, the official exchange rate, inflation rate, and the ratio of
external debt to GDP. The main finding of the empirical analysis showed that tax revenue tended to be
significantly responsive to changes in income level, exchange rate and inflation rate. The paper concluded
that macroeconomic instability and level of economic activities are the main drivers of tax buoyancy and
tax effort in Nigeria.
Ricardo and Pessino (2013) estimated countries tax effort by employing stochastic frontier tax analysis
using panel data of 113 countries covering the period 1991-2012. The dependent variable used in the study
was the sum of tax pension and contribution as percentage of GDP while the independent variables were
GDP per Capita, degree of openness of an economy, value added of agriculture as percentage of GDP,
Public expenditure as percentage of GDP, GINI coefficient which measures the extent to which the
distribution of income among individuals deviates from the equal distribution, CPI and corruption
perception index. Results of the finding showed that all coefficients except for CPI were statistically
significant and have expected sign. Furthermore, empirical analysis showed that most European Countries
with a high level of development were near their tax capacity.
3.0
Methodology
The research design used was the ex-post facto research. The researcher considered the ex-post facto best
for this study of this nature as it does not create room for manipulation of data. Time series data ranging
from 1970-2017 were used to analyse the determinants of tax revenue in Nigeria. Data were collected from
the Central Bank of Nigeria (CBN) statistical Bulletin of various years, CBN Economic Reports, Federal
Inland Revenue Service annual reports of various years, World Bank Development Indicator (WDI) and
Knoema. Using E-Views 8.0 package, appropriate econometric techniques were employed to test the degree
of relationship between the variables. These include the unit test root (test for stationarity), test for cointegration and error correction mechanism (ECM) which is a test on the long run causality of the variables
in the long and short run. However, for the purpose of this study emphasis was focused on the long run
causality of the variables.
3.1
Research Variables
The dependent variable is the tax revenue as percentage of GDP, whereas the independent variables are,
agriculture value added, industry value added as percentage of GDP, service value added as percentage of
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GDP, trade openness as percentage of GDP, exchange rate, foreign direct investments as percentage of GDP
and population growth rate. The research variables are summarised:
3.2
Model specification
The model for the study is in line with prior studies (Saibu and Olatunbosun, 2013; Entela and Llambi,
2014; Workineh 2017).
TR = f (AGRIC, IND, SER, OPS, EXH, FDI, POP)
TR = α + β1 AGRIC + β2 IND+ β3 SER + β4 OPS +β5 EXH + β6FDI + β7 POP + ε
Where, TR is Tax Revenue as Percentage of GDP.
Where, α is Intercept term, β1, β2, β3 …β7 are Coefficients and ε is error term.
2.3
Operationalisation of variables
Tax/GDP ratio = It is the total revenue in percentage of GDP.
Agriculture Value Added as % of GDP (AGRIC) = It represents how easy/ (not) it is to collect taxes.
The sector is hard to tax, highly informal and costly to assess. Moreover, the sector is mostly subsistent.
The expected sign is negative (Source: Gupta, 2007; Workineh, 2017).
Industry Value Added as % of GDP (IND) = This variable represents the effects of industrialization on
revenue generation; particularly it is intended to capture the effect of industrial growth on the tax revenue
generation of Nigeria. Increase in the growth of industrial sector will increase direct tax through corporate
income tax, indirect taxes through value added tax, and excise duty on domestic products. Hence, the
expected positive sign of this variable is positive (Workineh, 2017).
Service Value Added as % of GDP (SER) = The variable will capture the actual effect of the increase in
the value added in the service sector to GDP on tax revenue collection. The service sector comprises of
huge informal sectors with a high degree of tax evasion and tax avoidance. However in the long run it is
expected that when institutional capacities expand and when government endeavor increase to bring new
customers in to the tax net, the sector will yield promising tax revenue than other sectors such as agriculture
and industry. The expected sign is positive (Bayu, 2015).
Trade Openness (OPS) = It measures trade openness (i.e. degree of openness of an economy); Imports
plus exports as percentage of GDP. The expected sign is positive (Atsan, 2017).
Exchange Rate (EXH) = The official exchange rate was measured by the official naira to US dollar
exchange rate available in the Central Bank of Nigeria Statistical Bulletin. Currency appreciation (which
represent a decrease in exchange rate) could potentially lead to a higher volume of imports and higher trade
revenue. Hence, a negative relationship is expected between exchange rate and trade revenue (Saibu and
Olatunbosun, 2013).
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Foreign Direct Investment (FDI) = Foreign direct investment net inflows share of GDP. It is measured as
the net foreign inflow into Nigeria (% of GDP). A general growth in FDI will expand the tax base, improve
tax efforts and tax revenue collection. Hence an increase in FDI would improve tax revenue collection in
Nigeria (ceteris paribus). The expected sign is a positive relationship. (Ade et al., 2018).
Population Growth Rate (POP) (%) = It shows the growth rate of population in years. According to Bird
et al, 2014 as cited by Atsan, (2017), countries having high population growth affect tax collection
negatively. This is because the higher the population, the higher will be the use of taxation (Oyetunji, 2012).
4.0
Data presentation and analysis
Table 1: Descriptive statistics
TR
AGRIC IND
Mean
4.585676 24.88108 49.47857
Median
5.090000 24.70000 43.48500
Maximum
6.110000 38.20000 104.6370
Minimum
2.980000 16.30000 18.17300
Std. Dev.
1.144901 4.095990 22.54513
Skewness
-0.056126 0.859759 0.729503
Kurtosis
1.578574 5.044483 2.672231
Jarque-Bera
3.134291 11.00234 3.447373
Probability
0.208640 0.004082 0.178407
Sum
169.6700 920.6000 1830.707
Sum Sq. Dev. 47.18871 603.9768 18298.18
Observations
37
37
37

SER
16.85405
17.00000
21.30000
12.20000
2.286384
-0.343805
2.774826
0.807081
0.667951
623.6000
188.1919
37

EXH
86.54432
92.30000
340.0000
0.610000
88.62847
1.021042
3.764247
7.329367
0.025612
3202.140
282780.2
37

OPS
49.47919
52.79400
81.81300
20.72300
17.56587
-0.188913
1.944250
1.938431
0.379381
1830.730
11108.16
37

FDI
2.883784
2.500000
10.80000
0.700000
2.257274
1.766015
6.298908
36.01031
0.000000
106.7000
183.4303
37

POP
2.581081
2.600000
2.700000
2.500000
0.077595
0.334708
1.771889
3.016078
0.221344
95.50000
0.216757
37

From the descriptive statistics result, the average performance of tax revenue collection in percentage of
GDP is found to be 4.6% which is an indication of poor performance. The maximum and minimum values
of TR are 6.1% and 5.1% respectively with standard deviation of 1.1. With regard to agricultural share of
GDP, the average share of this sector is 24.9%; the maximum and minimum share are 38.2% and 16.3%
respectively with a standard deviation of 4.1. The mean value and standard deviation for industry share to
GDP is 49.5 and 22.5 respectively while the maximum and minimum values stand at 104.6 and 81.2. This
implies that industrial sector is one of the highest contributors to GDP. This attributed to the fact that this
sector is easier to tax than agricultural sector. The service share to GDP has a mean value of 16.9 with
maximum and minimum value at 21.3 and 12.2 respectively. The mean value and standard deviation of
exchange rate is 86.5 and 88.6.
As far as trade openness is concerned measured by import plus export as percentage of GDP, its mean value
and standard deviation are 49.5 percent and 17.6 respectively with the minimum and maximum value of
0.61 and 340. Foreign direct investment mean value is 2.9 which indicate that the flow of investment into
the country is very low with a low standard deviation of 2.3%. The minimum and maximum values stand
at 2.5 and 10.8 percent respectively. This value also implies the presence of lower variation in the amount
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of foreign direct investment. In case of population, the average mean value is 2.9, while the minimum and
maximum values stand at 2.5 and 2.7 percent respectively with standard deviation of 0.07.
Table 2. Correlation matrix for the variables
TR
AGRIC IND
SER
TR
1.000000 0.264497 -0.240744 0.313526
AGRIC 0.264497 1.000000 -0.300671 0.117956
IND
-0.240744 -0.300671 1.000000 -0.788385
SER
0.313526 0.117956 -0.788385 1.000000
EXH
0.221894 -0.071740 -0.806647 0.642192
OPS
0.086245 0.451457 -0.140880 0.107391
FDI
0.110477 0.402252 -0.030901 0.333390
POP
-0.545316 -0.378719 -0.212348 0.027844
Source: Eviews 8.0

EXH
0.221894
-0.071740
-0.806647
0.642192
1.000000
-0.206835
-0.261868
0.391499

OPS
0.086245
0.451457
-0.140880
0.107391
-0.206835
1.000000
0.446530
-0.329996

FDI
0.110477
0.402252
-0.030901
0.333390
-0.261868
0.446530
1.000000
-0.320568

POP
-0.545316
-0.378719
-0.212348
0.027844
0.391499
-0.329996
-0.320568
1.000000

The correlation output indicated that there is a positive correlation between TR and agriculture share,
service share, exchange rate, trade openness and foreign direct investment while, there is a negative
correlation between TR and agriculture share to GDP and population.
Table 3. Augmented dickey fuller unit root test

VARIA
BLES

ADF
statistics

LEVEL
1%
Critical

TR
AGRIC
SER
IND
EXH
OPS
FDI
POP

-1.978969
-2.834794
-0.998795
-2.627341
-2.531185
-2.326163
-3.676291
-3.004910

-3.577723
-3.577723
-3.577723
-3.626784
-3.577723
-3.577723
-3.577723
-3.581152

5%
Critical

10%
Critical

-2.925169
-2.925169
-2.925169
-2.945842
-2.925169
-2.925169
-2.925169
-2.926622

-2.600658
-2.600658
-2.600658
-2.611531
-2.600658
-2.600658
-2.600658
-2.600424

Order
of
integrat
ion
1(0)
1(0)
1(0)
1(0)
1(1)
1(0)
1(1)
1(1)

IST DIFFERENCE
ADF
1%
statistics
Critical

5%
Critical

10%
Critical

-6.686790
-7.303562
-7.259000
-6.610401
-5.604882
-9.185527
-9.625373
-5.117001

-2.926622
-2.928142
-2.926622
-2.948404
-2.926622
-2.926622
-2.926622
-2.926622

-2.601424
-2.600225
-2.601424
-2.612874
-2.601424
-2.601424
-2.601424
-2.601424

-3.581152
-3.584743
-3.581152
-3.632900
-3.581152
-3.581152
-3.581152
-3.581152

Order
of
integra
tion
1(1)
1(1)
1(1)
1(1)
1(1)
1(1)
1(1)
1(1)

Source: Author’s computation using E view 8.0
The Augmented dickey fuller (ADF) statistics was used to test for stationarity of the time series data in
order to establish the order of integration of them to avoid a spurious regression line. It is observed from
the ADF statistics that 3 out of eight variables were stationary at level, that is, it was integrated in the first
order or 1 (0). However, all the time series were integrated of order one, 1(1) at 1, 5 and 10% levels of
significance. This means that the estimation of the parameters could not be carried out with the use of
ordinary least square (OLS) regression. This may produce spurious coefficients, and thus, be misleading.
Therefore, a co-integration test was carried out to confirm and determine the existence of a long-run
relationship among the variables in each equation.
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Table 4 Johansen Cointegration tests
Date: 03/08/19 Time: 14:16
Sample (adjusted): 1983 2017
Series: TR AGRIC IND SER EXH OPS FDI POP
Lags interval (in first differences): 1 to 1
Unrestricted Cointegration Rank Test (Trace)
Hypothesized
No. of CE(s) Eigenvalue

Trace
Statistic

0.05
Critical Value Prob.**

None *
At most 1 *
At most 2 *
At most 3
At most 4
At most 5
At most 6
At most 7

226.5774
153.4221
96.57029
50.81822
30.18455
14.65061
6.273472
1.262722

159.5297
125.6154
95.75366
69.81889
47.85613
29.79707
15.49471
3.841466

0.876332
0.802958
0.729424
0.445414
0.358423
0.212858
0.133388
0.035435

0.0000
0.0003
0.0439
0.6019
0.7095
0.8022
0.6632
0.2611

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized
No. of CE(s) Eigenvalue

Max-Eigen
Statistic

0.05
Critical Value Prob.**

None *
At most 1 *
At most 2 *
At most 3
At most 4
At most 5
At most 6
At most 7

73.15530
56.85180
45.75207
20.63366
15.53394
8.377140
5.010751
1.262722

52.36261
46.23142
40.07757
33.87687
27.58434
21.13162
14.26460
3.841466

0.876332
0.802958
0.729424
0.445414
0.358423
0.212858
0.133388
0.035435

0.0001
0.0026
0.0103
0.7114
0.7049
0.8792
0.7405
0.2611

Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values
Test indicates 3 cointegrating equation at 5% significance level
Source: Author’s Computation using Eviews 8.0
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Table 4 showed the results of Johansen co-integration which confirmed the existence co-integrating
equations between or among the included variables in the model as indicated by the Trace-statistics and the
Max-Eigen statistic. The Trace test also indicated the existence of three (3) co-integrating equation at the
0.05 level of significance. This was indicated by the Trace- statistic values of 226.5774, 153.4221 and
96.57029, which were greater than the critical value of 159.5297, 125.6154 and 95.7366 at the 0.05 level
of significance. The results were further confirmed by Mackinnon-Haug-Michelis (1999) p-values (i.e.,
Trace- statistic probability value) of 0.000, 0.0003 and 0.0439 which were less than the 0.05 level of
significance.
Max-Eigen statistic also confirmed the existence of three (3) co-integrating equation at the 0.05 level of
significance. The Max-Eigen values of 73.15530, 56.85180, and 45.75207 were greater than the critical
values of 52.36261, 46.23142 and 40.07757. The results were further confirmed by the Mackinnon-HaugMichelis (1999) p-value for Max-Eigen statistic probability value of 0.0001, 0.0026 and 0.0103 which were
less than the 0.05 level of significance.
Vector Error Correction Estimates
Standard errors in ( ) & t-statistics in [ ]
Cointegrating Eq:

CointEq1

TR(-1)

1.000000

AGRIC(-1)

-0.252679
(0.03398)
[-7.43645]

IND(-1)

-0.012157
(0.01583)
[-0.76801]

SER(-1)

0.190421
(0.11978)
[ 1.58970]

EXH(-1)

-0.014226
(0.00282)
[-5.05086]

OPS(-1)

0.029763
(0.00544)
[ 5.47484]

FDI(-1)

-0.226394
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(0.06898)
[-3.28225]
POP(-1)

11.75530
(1.18173)
[ 9.94749]

C

-30.76183

Error Correction:

D(TR)

D(AGRIC) D(IND)

D(SER)

D(EXH)

D(OPS)

D(FDI)

D(POP)

CointEq1

-0.196397

2.539471

0.211194

0.245864

9.665085

1.002287

1.069299

-0.029175

(0.18316)

(0.75056)

(1.02481)

(0.31418)

(5.39560)

(2.76840)

(0.52247)

(0.00820)

[-1.07230] [ 3.38345] [ 0.20608] [ 0.78255] [ 1.79129] [ 0.36205] [ 2.04663] [-3.55588]
D(TR(-1))

0.164670

-0.770731 -1.516066 -0.135380 -4.671259 -3.035417 -0.471836

0.005271

(0.21673)

(0.88813)

(0.00971)

(1.21265)

(0.37177)

(6.38461)

(3.27585)

(0.61824)

[ 0.75980] [-0.86781] [-1.25021] [-0.36415] [-0.73164] [-0.92660] [-0.76320] [ 0.54294]
D(AGRIC(-1))

0.031907

0.345247

-0.219345

0.003053

1.629462

0.070263

0.270086

-0.003406

(0.05287)

(0.21667)

(0.29584)

(0.09070)

(1.55762)

(0.79919)

(0.15083)

(0.00237)

[ 0.60346] [ 1.59340] [-0.74142] [ 0.03366] [ 1.04612] [ 0.08792] [ 1.79069] [-1.43792]
D(IND(-1))

0.029175

-0.118715 -0.309043

0.007331

0.372535

0.102964

0.036268

-0.000381

(0.03198)

(0.13106)

(0.05486)

(0.94213)

(0.48339)

(0.09123)

(0.00143)

(0.17894)

[ 0.91225] [-0.90583] [-1.72705] [ 0.13364] [ 0.39542] [ 0.21300] [ 0.39755] [-0.26560]
D(SER(-1))

0.071207

-0.044736 -1.724003 -0.123211

1.107225

-3.024906

0.065164

0.002041

(0.14034)

(0.57509)

(4.13418)

(2.12119)

(0.40032)

(0.00629)

(0.78522)

(0.24073)

[ 0.50740] [-0.07779] [-2.19556] [-0.51182] [ 0.26782] [-1.42604] [ 0.16278] [ 0.32468]
D(EXH(-1))

4.97000

-0.018481

0.067318

-0.010651

0.100122

0.026622

-0.003624 -4.71E-05

(0.00610)

(0.02499)

(0.03413)

(0.01046)

(0.17967)

(0.09219)

(0.01740)

(0.00027)

[ 0.00816] [-0.73943] [ 1.97263] [-1.01801] [ 0.55725] [ 0.28878] [-0.20828] [-0.17253]
D(OPS(-1))

6.95000

0.039485

-0.009535 -0.014757 -0.545617 -0.332028 -0.027616

0.000875

(0.01219)

(0.04997)

(0.06823)

(0.00055)

(0.02092)

(0.35923)

(0.18432)

(0.03479)

[ 0.00570] [ 0.79016] [-0.13975] [-0.70545] [-1.51884] [-1.80139] [-0.79389] [ 1.60195]
D(FDI(-1))

-0.136686

0.364010

0.280495

0.035389

-0.226693

0.068599

-0.295367

0.000421

(0.07726)

(0.31662)

(0.43231)

(0.13254)

(2.27609)

(1.16783)

(0.22040)

(0.00346)

[-1.76911] [ 1.14969] [ 0.64883] [ 0.26701] [-0.09960] [ 0.05874] [-1.34015] [ 0.12174]
D(POP(-1))

-0.276429

12.64799

34.95473

-1.044631 -78.02475

100

7.263365

9.460558

-0.005547

(3.46269)

(14.1899)

(19.3747)

(5.93986)

(102.008)

(52.3387)

(9.87764)

(0.15512)

[-0.07983] [ 0.89134] [ 1.80414] [-0.17587] [-0.76489] [ 0.13878] [ 0.95777] [-0.03576]
C

0.102517

0.038268

-2.824557

0.399670

8.841404

0.227899

0.108352

-0.000211

(0.16993)

(0.69635)

(0.95080)

(0.29149)

(5.00594)

(2.56848)

(0.48474)

(0.00761)

[ 0.60330] [ 0.05496] [-2.97072] [ 1.37111] [ 1.76618] [ 0.08873] [ 0.22353] [-0.02772]
R-squared

0.185851

0.413964

0.389380

0.089196

0.240103

0.272456

0.438455

Adj. R-squared

-0.107243

0.202991

0.169557

-0.238694 -0.036136 -0.033460

0.010540

0.236298

Sum sq. resids

16.79005

281.9553

525.6494

49.40566

14571.06

3835.932

136.6253

0.033693

S.E. equation

0.819513

3.358305

4.585409

1.405783

24.14213

12.38698

2.337737

0.036711

F-statistic

0.634100

1.962166

1.771333

0.272030

0.868246

0.877687

1.040242

2.168889

Log likelihood

-36.80802 -86.17486 -97.07536 -55.69540 -155.2131 -131.8572 -73.49600

71.88903

Akaike AIC

2.674744

5.495706

6.118592

3.754023

9.440751

8.106125

4.771200

-3.536516

Schwarz SC

3.119129

5.940091

6.562977

4.198408

9.885136

8.550510

5.215585

-3.092131

Mean dependent

0.063714

0.085714

-2.098314

0.260000

9.695060

-0.486457

0.002857

0.000000

S.D. dependent

0.778815

3.761738

5.031797

1.263096

23.71741

12.18480

2.350155

0.042008

Determinant resid
(dof adj.)

0.238135

covariance
23544.71

Determinant resid covariance

1595.398

Log likelihood

-526.3632

Akaike information criterion

35.10647

Schwarz criterion

39.01706

Source: Eviews 8.0
The vector error correction results revealed the existence of long- run equilibrium relationship between or
among the included variables in the model after correcting the error of the estimates. The co-integrating
equation depicting the short-run dynamics is given as follows:
TR = -30.76183 - 0.253AGRIC – 0.012IND + 0.190SER – 0.014EXH + 0.030OPS – 0.226FDI +
11.755POP ………….. ……………………………………………………………………………..(1)
The equation revealed the impact of the various variables on tax revenue in Nigeria during the period under
study. The equation shows that SER, OPS and POP are positively related to TR, while AGRIC, IND and
FDI are inversely related to TR. Some of these findings are in violation of a priori expectations. The negative
relation between IND and FDI and the positive relation in POP is a deviation from theoretical expectations;
all other variables are in agreement with the a prior expectations. The equation above reveals that a
percentage increases in AGRIC pushed down TR by 0.25 percent. Likewise a percentage increases in IND,
EXH and FDI pushed down TR by 0.012, 0.014 and 0.23 percent respectively. However, a percentage
increase in SER, OPS and POP pushed up TR by 0.19, 0.030 and 11.76 percent.
The equilibrium error-correction coefficient ECM (−1) is -0.196397 which has the expected negative sign,
an indication that the model is converging towards equilibrium. It also confirms that all the variables are
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co-integrated or have long run relationship. It can therefore be stated that 19% gap between long run
equilibrium value and the actual value of the dependent variable (TR) has been corrected. Comparing the
results of the short run relationship, AGRIC, IND, EXH were negative but introducing VECM, the variables
became positive in the long run.
During the long period 1970 to 2017, the t statistics, for agric value added share (% of GDP) is 0.60346,
with standard error of 0.05287, while the p value is 0.031907, this implies that every one percent increase
in Agric value added, is likely to increase the tax revenue as percentage of GDP by 0.031907 and this
estimates is significant at 5%. Thus it shows that there is a positive and significant relationship between
Agric and Tax revenue. Agricultural sector has received a boost both in the recent past and presently by the
government. This may have accounted for the positive relationship. This result agrees with the outcome of
Gupta (2007) which states that a strong relationship exists between agric value added share and tax revenue
as a percentage of GDP. However, it disagrees with the result of Workineh (2009).
The industry value added (% of GDP) within a long run period of 1970 to 2017 shows a positive significant
relationship with tax revenue (% of GDP), as the t statistics is 0.91225 with a standard error of 0.03198,
while the p value is 0.029175. This implies that for every one percent increase in industry value added (%
of GDP), the tax revenue (% of GDP) will increase by 0.029 percent. Our result shows that industry value
added is contributing positively to the growth of the tax revenue in Nigeria. This may be as a result of the
fact that manufacturing is easier to tax than agricultural activities. The result agrees with the findings of
Gobachew et al. (2017) and Workineh (2007).
The service value added (% of GDP) shows a t statistics 0.50740 with a standard error of 0.14034 and a p
value of 0.071207, this implies that service value added has a positive and significant relationship with tax
revenue at 10% significant level. That is for every one percent increase in service value added, tax revenue
(as % of GDP) will increase by 0.07 percent. The result agrees with the result of Gobachew et al. (2017)
and Gupta (2007). The exchange rate within a long run period of 1970 to 2017 shows a t statistics of 0.00816
with a standard error of 0.00610 and a p value of 4.97. This implies that for every one percent increase in
exchange rate, tax revenue (% of GDP) will increase by 4.97 percent. This signifies that there is a positive
significant relationship between exchange rate and tax revenue (% of GDP). This result is consistent with
the findings of Saibu (2013) while Masiya et al. (2015) found a positive and insignificant relationship.
Trade openness in the long run shows a t statistics of 0.00570 with a standard error of 0.01219 and a p value
of 6.95. This implies that for every one percent increase in trade openness, tax revenue will increase by 6.95
percent. The implication is that there is a positive relationship between trade openness and tax revenue.
This is consistent with the results of Gobachew et al. (2017), Masiya et al. (2015) and Saibu (2013). The
foreign direct investment (FDI) shows a t statistics of -7.6911 with a standard error of 0.07726 and a p value
of -0.136686, this implies that FDI and has a negative and insignificant relationship with tax revenue, that
is for every one percent increase in FDI, tax revenue will decrease by 0.136686 percent. The negative
relationship may not be unconnected with the inconsistent government policies and the insecurity in the
country which are scaring away investors. Population in the long run has t-statistics of -0.07983 with a
standard error of 3.46269 and a p-value of -0.276429. The implication is that as population increases, tax
102

revenue as percentage of GDP decreases by 0.276429 percent. This is consistent with the finding of Atsan
(2017).
5.0
Conclusion and recommendations
The study investigated the determinants of tax revenue in Nigeria from 1970 to 2017 using a time series
data. It applied Johansen cointegration approach and VECM. The stationary behavior of variables included
in the model is tested using ADF test, and the test result showed all variables were stationary at first
difference. The long run and short run relationship established between tax revenue and its determinants
implied various empirical findings. In the short run, agric share, FDI have insignificantly negative effect on
tax revenue. Industry share, exchange rates have a significantly negative effect on tax revenue. Population
growth and service share have a positive but insignificant relationship with tax revenue. Only trade
openness is found to have positive and significant effect. Of all the variables, only service share, trade
openness and exchange rates are found to be in line with a prior expectation.
However in the long run, industry share, service share, trade openness and population are in accordance
with the a prior expectations with the exception of agric share, exchange rate and FDI. Agric share is
positively affecting tax revenue which is contrary to the a prior expectation. This is as a result of
government commitment in the agric sector by eliminating corruption especially as regards distribution of
fertiliser to government. Industry and service share positively affect tax revenue. This could be due to the
fact that these sectors are easier to tax than agric sector. The study also reveals that trade openness positively
affect tax revenue. This may be attributed to the elimination of restriction on exporters to promote export.
Surprisingly, exchange rate is found to be affecting tax revenue positively. On the other hand FDI is
negative and insignificant. This is unexpected but the reason is not farfetched as the persistent security crisis
is sending wrong signals to foreign investors. Population is found to negatively affecting tax revenue.
Tax revenue to GDP in Nigeria has remained low wandering around 5 to 6% implying that domestic
resource mobilization is at infant stage in Nigeria. Results from the study suggest several policy
recommendations. More investments should be through mechanization the in agricultural sector.
Government should continue enacting policies that will promote industrial production by bringing in small
industries into medium and large industries. Government should try to improve the security situation of the
country this will give potential investors confidence that their investments will not be at risk. Policymakers
are encourage to provide conducive environment and at the same time focusing on modern technique on
promoting export trade especially with those countries whose consumption products are available in
Nigeria.
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ABSTRACT
The study examined effect of multiple taxation on the financial performance of hospitality firms in Umuahia,
Abia State, Nigeria. The study employed ex post facto research design. Data for analysis was gotten from
the demand notices, records and financial statements of 21 hotels who are members of the Nigeria Hotel
Association (Umuahia Chapter) which fall within the category of 3-5 star hotels. The multiple linear
regression technique was used to analyze the data generated with the aid of Econometrics View (E-VIEW
9). Findings from the study revealed that multiple taxation proxy by non-statutory fees and levies collectible
by the state has significant effect on both total revenue and profit before tax of the hospitality firms under
study. The study recommends among other things that to maintain the core goal and spirit of taxation as
enshrined by the constitution, states should maintain and concentrate on those taxes as provided by the law
to enable the firms grow at ease.
Keywords: Multiple Taxation, Total Revenue and Profit Before Tax.
1.0
Introduction
The hospitality industry is a broad category of fields within the service industry that produces lodging, food
and drink services within the tourism industry. The major players in this industry are hotels, restaurants and
fast food joints. According to David (2010), hotel is an establishment held out by the proprietor, providing
accommodation, food and beverages to any traveler presenting him/her self, who is willing and able to pay
for the services rendered and is in a good state of mind to be received by the hotel. The hotel business is a
family-oriented business and is often managed or controlled as family business. With the dilapidation in
infrastructural development, economic and political downturn in the state of Abia which has resulted in the
liquidation of many companies which hitherto served as an engine of economic growth and sustainability
in the state, the hospitality firms have come to bridge the gap. Before the last recession that hit the country,
Abia’s economy witnessed tremendous ‘growth’ in the hospitality industry leading to the emergence of
hotels, fast food restaurants, night clubs and cruise lines (Effiong, 2017). The industry aids business
operation in the state but has witnessed myriad of challenges ranging from multiple taxation, outrageous
electricity bills, state governments refusal to interface with stakeholders within the industry, high running
cost, among others.
Taxation is a statutory obligation that companies whether registered or not but does business in Nigeria
must fulfil. The fulfilment of this obligation helps governments (Federal, State and Local) to pioneer their
affairs effectively. It is not intended to witch-hunt firms as it is based on the ability to pay principle. As a
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true federalism, the constitution of the Federal Republic of Nigeria provided that taxes should be collected
among the three tiers of government based on their jurisdiction (Decree 21 of 1998). These taxes as listed
in part I, II and III of Degree 21 of 1998 are regarded as statutory requirements which must be fulfilled by
firms operating in Nigeria. Irrespective of the taxes listed in Part II of (Decree 21 of 1998) to be administered
by state governments, The Abia State Government had in 2004, 2010, 2014 and 2015 passed various laws
to impose additional taxes in the state particularly as it affects the hospitality firms. These laws include;
The Abia State Basic Environmental Law of 2004, The Abia State Physical Planning and Infrastructural
Development Fund Law N0. 8 of 2010, The Abia State Structures for Signage and Advertisement Agency
(Amendment N0.1) Law of 2014, The Abia State Property and Land Use Charge Law of 2014, The Abia
State Hotel Occupancy and Restaurant Consumption Law of 2015 and many others which in most cases are
duplication of one another. It is worrisome that these provisions of the law have not addressed the issue of
multiplicity of taxes in the state rather, it is compounding them. The collection of consumption tax is
tantamount to collecting value Added Tax already collected by the federal government, the second time on
the same tax base. All these taxes together with the statutory taxes which can be seen as multiple taxation
has the capacity to endanger sustainability and growth of the hospitality industry in the state.
Multiple taxation is a situation where tax collectors collect more than the stipulated market taxes and levies
(given different names to the taxes and levies) to fund the state (Okolo, Okpalaojiego and Okolo, 2016). It
is the imposition of more than one tax on the same tax base by the same or different regulatory authorities.
In Nigeria, multiple taxation often extends to arbitrary imposition of charges and levies by some tiers of
government and are perhaps inconsistent with the fiscal federalism model which should ordinarily be the
case in a Federal structure (Yomi, 2014). One does not need to look too far to see why various levels of
government and regulatory agencies come up with these taxes. One of the reasons for this is the dwindling
allocation of revenue generated (usually from the proceeds of crude oil sales) to the federating units which
appears insufficient to meet the financial demands of running the units. In the views of Abiola (2012),
multiplicity of taxes infringes the cardinal principles of taxation which enables a taxpayer to determine in
advance how much he is obligated to pay and in what circumstances. Multiple-taxation in this study is seen
as all those fees and levies that fall outside the statutory taxes provided by law and chargeable by the state,
making taxable persons and entities to pay more than required taxes on same income. The focus of this
study is to ascertain the effect of multiple taxation on the financial performance of hospitality firms in Abia
State, Nigeria.
Taxation has great advantages to governments both at the federal and the state levels. The general principle
of taxation is anchored on the ability to pay by taxable persons and which payment must be within the
confines of the law as listed in Part II of (Decree 21 of 1998). Taxation, no doubt has direct effect on the
performance any organization. The more classes of taxes companies pay, the more taxable liabilities they
incur and the lower they perform financially. This problem has a multiplier effect on the economic
wellbeing of the city as companies consistently lay off workers owing to inability to pay.
The tax law classified different taxes to be collected by the federal, State and Local governments. However,
the quest to exploit the provisions of tax laws by the state government has led to the duplication of taxes
already levied by other tier of government using different names as well as establishing other tax laws not
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included in the 1999 constitution of the federal republic of Nigeria with respect to taxation, under the guise
of maximizing the IGR. As a result, this has increased the problems faced by firms in the hospitality industry
to include but not limited to multiplicity of taxes and levies, inadequate capital, environmental effects and
the government regulations which is mostly affecting their operations in the state.
The major objective of the study is to investigate, the effect of multiple taxation on the financial
performance of hospitality firms in Abia State, Nigeria. Specifically, the study aim at examining the effect
of multiple taxation on the total revenue and profit before tax of hospitality firms in Umuahia, Abia State,
Nigeria. To achieve the stated objectives, the following research questions were formulated:
i). To what extent has multiple taxation affected total revenue of hospitality firms in Umuahia, Abia State,
Nigeria?
ii). To what extent has multiple taxation affected profit before tax of hospitality firms in Umuahia, Abia
Sate, Nigeria?
The study will be guided by the following hypotheses:
H01: Multiple taxation does not have significant effect on total revenue of hospitality firms in Umuahia,
Abia State, Nigeria.
H02: Multiple taxation does not have significant effect on profit before tax of hospitality firms in Umuahia,
Abia State, Nigeria.
2.0
Literature Review
2.1
An Overview of Tax, Taxation and Tax System
In an attempt to fundamentally define and understand the term tax and taxation, scholars, researchers and
economists have always attempted to bring out varying views and opinions. However, these groups of
experts have not yet defined and standardized the meaning of tax and taxation (Erosa, Gustavo & Walter,
2009). The origin of the terms tax and taxation has always been a subject of controversy among economists
and researchers. Scanty literature on this subject has attempted to trace the first known system of taxation
to Ancient Egypt in around 3000 BC - 2800 BC in the first dynasty of the Old Kingdom (McCluskey,
William; Franzsen, &Riel, 2005). However, the controversy of taxation has also been compounded by the
critical forms that existed then. Such obsolete forms of taxation include seigniorage (the tax on the creation
of money), Scutage tax paid in lieu of military service- a non-tax obligation), Tallage (a tax on feudal
dependents) and Tithe (a tax-like payment (one tenth of one's earnings or agricultural produce), paid to the
Church.
By bringing these historical issues on tax and taxation to the fore, and how these terms have been understood
by generational scholars, key concepts have been identified and used (Arundel &Kabla, 1998). The term
tax has been defined in various ways by different scholars. It is a charge on the income of individuals and
corporate bodies by the government. More technically, Abdullahi (2014) defined it as a compulsory
payment imposed by the government through its agents on income of individuals and corporate bodies as
well as on goods and services. In the views of Anyanwu (1997), taxation has three principal objectives,
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which are regulation of the economy and economic activities, raising of revenue for the government and
controlling of income and employment. Abdullahi (2014) see taxation as the process involved in
administering and collecting tax. Revenue realizable from taxation depends on some factors but principally
on the tax base and rate. Tax base refers to the specification of the minimum amount above which is taxable,
while tax rate is the amount which is levied per unit of base. Tax bases simply are those objects upon which
tax revenue are derived (Mansfield 1973).
Tax system encompasses tax administration, collection and enforcement. Therefore, it should be consistent
with the over-all economic policy, which may include such objectives as favoring savings over consumption
and raising private investment. Taxes no matter the type and how there are being administered should bear
effects on payer. Effects of taxation are the changes in the economy consequent upon tax imposition.
Anyanwu (1997) contends that the presence of tax distorts the pattern of production, consumption,
investment, employment and other similar patterns for good or for bad and these distortions are collectively
viewed as the effects of taxation. Beck, Kunt & Levine (2005) observed that an effective and efficient tax
administration system is integral to any country’s well-being. The proper amount of tax must be collected
in a timely manner and the enforcement powers of the tax administration must provide an even playing field
for businesses by ensuring that all taxpayers meet their tax filing and payment requirements. The overriding
goal is to foster voluntary compliance with the tax laws. This represents a significant challenge in a
developing economy.
Bhatt (1973) noted that the tax system is an organic part of the economic system, and hence it is essential
that there be some certainty and stability about its basic features. According to him, a large number of ad
hoc change3 each year create a climate of uncertainty, which hampers productive effort and diverts valuable
scarce resources towards speculative and other undesirable channels, as well as encouraging efforts to
circumvent the government measures. Thus, the qualitative aspect of taxation in the conventional economic
analysis is not much concerned with the revenue-yielding capacity a tax but with its effects on economic
unites who are subjected to the payment of tax.
2.1.1The Concept of Multiple Taxation
Tax is a compulsory contribution made by taxable persons to the government for the provision of security
and social amenities in order to create conditions for economic well-being of the society. The crusade over
the years on economic diversification aimed at reducing over dependence on oil has shifted emphasis on
taxation. In this regard, Appeh (2010) buttressed that over dependence of tax from crude oil is a fundamental
problem to the development of sound tax policy and administration in Nigeria. Okolo, Okpalaojiego and
Okolo (2016) added that government efforts to diversify the economy and reduce over dependency on oil
revenue, largely led to multiple taxes being imposed on SMEs. Multiple taxation is therefore the imposition
of many taxes on the taxpayers against the provisions of Taxes and Levies (Approved Lists for Collection)
Decree No. 21 of 1998. According to Fasoto (2007), many taxes and levels are imposed on tax payers as
against the only 39 approved by Tax and Levies Act. Izedonmi (2010) describe the subjection of single
income to more than one tax treatment by government as multiple taxation.
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Odusola (2006) cites an example of multiple taxation as when company profit is subjected to company
income tax, withholding tax and pay as you earn by entrepreneurs. Nigeria is bedeviled with multiplicity of
taxes imposed and administered by governments, Onyeaso et al. (2009). For efficient tax administration,
the three tiers of government were empowered to assess and collect taxes. In that manner, taxes such as
company income tax, withholding tax on companies, residents of the federal capital territory, petroleum
profit tax, value added tax, education tax and capital gains tax on residents of the federal capital territory
and corporate bodies are accruable to the federal government. Taxes and levies to be collected by the state
governments include: personal income tax, withholding tax (individuals only), capital gains tax (individuals
only), stamp duties on instruments executed by individuals, pools betting and lotteries, gaming and casino
taxes, road taxes. In the same vain, taxes and levies to be collected by local governments include: shops and
kiosks rates, on and off liquor license fees, naming of street registration fee excluding any street in the state
capital, right of occupancy fees on lands in the rural areas excluding those collectible by the federal and
state governments, market taxes and levies excluding any market where state finance is involved, motor
park levies, wrong parking charges and signboard and advertisement permit fees. Although the issue of
multiple taxation in Nigeria is created by the constitution of the Federal Republic of Nigeria but state
governments are compounding the effect by promulgating various tax laws to increase the 11 different taxes
already given to them by federal law.
2.1.2 The Effect of Multiple Taxation on the Costs of Operation
According to Arinaitwe (2006), tax elements heavily influence costs of operation, which is the cost per
year of deploying capital in an investment project. From the point of view of the investor, Arinaitwe argues
that the effective return on capital is diminished to the extent of tax due on company income. Whereas this
statement can be true, and the contents remain valuable, the conclusions on this particular aspect of the
problem are at best partial in nature, and at worst not relevant without empirical evidence. Borgarello,
Marignani, &Sande (2004) believe that investment takes place as long as the gross return on additional
investment exceeds the tax-adjusted cost of capital.
In effect, the hurdle value of investment rises with the company tax rate and the tax on dividends, and falls
with the value of the tax incentive package. The authors treat investment as linear relationship only
dependent on tax rate. However, investment is dependent on a number of variables. The theoretical effect
of taxation on investment is mediated by three considerations: the gestation period, deference of projects
and liquidity constraints and imperfections in the financial markets. Incidentally, investments can be
determined by more than three factors.
2.1.3 The Ability to Pay Theory
One of the generally accepted attribute of a good taxing system is that of equity. Such accepted principle of
equity or justice in taxation implies that citizens of a country should pay taxes to the government in
accordance with their ability to pay. The ability to pay theory has been attributed to Arthur Cecil Pigou
(1877 – 1958) but was first mentioned by Adam Smith (1776) in The Wealth of Nations who wrote thus
"Such things as defending the country and maintaining the institutions of good government are of general
benefit to the public. Thus, it is reasonable that the population as a whole should contribute to the tax costs.
It is also reasonable to demand certain other things of a tax system – for example, that the amounts of tax
109

individuals pay should bear some relationship to their abilities to pay… Good taxes meet four major criteria.
They are (1) proportionate to incomes or abilities to pay (2) certain rather than arbitrary (3) payable at times
and in ways convenient to the taxpayers and (4) cheap to administer and collect". However, taxes should
be paid in proportion to individual’s capacity. The Theory was propounded on the following three bases.
Ownership of property
Expenditure
Income
2.2
Empirical Review
Empirical analysis is an important aspect of research which enables the researcher to discover what has
already been done in the specific area of research. It also helps the researcher to be familiar with the state
of knowledge in the area being studied. However, various works of other researchers have been reviewed
and are discussed below.
Adeniyi and Osazee (2018) conducted a research on the effect of multiple tax regimes on sustainable
development among small scale enterprises in Lagos State: A study of Lagos Island Local Government.
The study adopted survey design approach through the administration of questionnaire to a sample of 250
respondents judgmentally selected from the target population. The hypotheses were analyzed using multiple
regression analysis and the finding was that there is significant relationship between multiple tax burden
and business performance of small scale enterprises. It recommends that government should establish an
institution to manage the issue of multiple taxes in economy. In the same vain, Okolo, Okpalaojiego &
Okolo (2016) investigated the effect of multiple taxation on investments of small and medium enterprises
in Enugu State, Nigeria. The study adopted a survey research design with a population of 80 SMEs. Simple
percentages/frequencies were used to analyze the primarily sourced data and the research hypotheses were
tested using ANOVA. The study found that multiple taxation has negative effect on SMEs. Based on their
findings, recommended that government should develop a tax policy that considers the enhancement of
SMEs capital allowance when imposing taxes.
Similarly, Adebisi and Gbegi (2013) researched on the effect of multiple taxation on the performance of
small and medium scale business enterprises: A study of West African Ceremics Ajeokuta, Kogi State. The
study was conducted using a survey research design with a population of 91 and sample of 74 which was
determined statistically using Yaro Yamani formula. The collected data were analyzed using simple
percentages and the research hypothesis tested using ANOVA. Findings revealed that multiple taxation has
negative effect on SMEs’ survival and the relationship between SMEs’ size and its ability to pay taxes is
significant. The study recommends that government should come up with uniform tax policies that will
favour the development of SMEs in Nigeria and that government should put into consideration the size of
SMEs when setting tax policies.
In contrast, Ojochogwu and Ojeka (2012) studied the relationship between tax policy, growth of SMES and
the Nigerian economy. The study adopted a judgmental non-probabilistic sampling method. Using
spearman's rank correlation, found that although there is general perception that tax is an important source
of fund for development of the economy and provision of social services, a significant negative relationship
110

exists between taxes and the business's ability to sustain itself and to expand. Based on their findings,
recommended that in order to obtain a vibrant and flourishing SME sector, the tax policy needs to be
appropriate such that it will not be an encumbrance to the growth of SMEs. Similarly, Machira and Irura
(2012) study taxation and SMEs sector growth in Kenya. Using binary logistic regression, found that there
is a significant correlation between taxation and SMEs sector growth. On the basis of their findings,
recommended that there should be a friendly tax policy for all start up business preferably a tax holiday or
an introduction of a growth limit which can be said to be a level stable enough to sustain tax payment.
However, this paper is considered as an addition of value to the body of knowledge in SMEs for two reasons.
Firstly, other studies on the subject matter adopted a survey research design through the administration of
questionnaire whereas this study adopted ex-post facto research design which made use data that is not
subject to personal reasoning, experience and manipulation but shows a figurative reality of the effect of
multiple taxation on the performance of SMES in Abia State, Nigeria. Secondly, while most of the previous
studies on the subject matter dealt with SMEs in the manufacturing sector, this study focused more
specifically on the effect of multiple taxation on the hospitality and hotel sector in Abia State, Nigeria.
3.0
Research Design
This research adopted an expost facto research design. Ex post facto research literally means from what is
done afterwards. Ex post facto research is a research conducted when is not possible or acceptable to
manipulate the characteristics of human participants Simon and Goes (2013).
3.1
Area of the Study
This study was carried out in Abia State, Nigeria, using the hospitality industry.
3.2
Population of the Study
Population of the study refers to the number of people or group of people or object that have similarity in
one way or more that form the subject matter of the research topic. The population of the study comprises
of all the 38 members of the Nigeria Hotel Association (Umuahia Chapter).
3.3
Sample Size Determination
The AbiaPlus classified hotels within the state according to stars notation ranging from 1 Star hotels to 5
Star hotels. In this study, the 38 hotels were ranked according to their star notation and benchmark set at 3
star in which hotels that fall within 3-5 stars were selected. Based on this approach, 21 hotels were selected
out of the population of 38.
3.4
Method of data collection
The data for this research was secondary data as in line with the research design. The financial statements
and records of the hotels under study were used for data collection and data collected span a period of 4
years (2015-2018). The proxy for multiple taxation is State Fees and Levies (SFLs) which include
Consumption Tax, Property and Land Use Charge, Environmental and Sanitation Levy and Physical
Planning and Infrastructural Levy whereas financial performance proxies are Total Revenue (TR) and Profit
Before Tax (PBT).
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3.5
Method of Data Analysis
In order to get a justified and critical analysis of the research, multiple regression analysis was used.
Multiple regression analysis shows the degree of relationship between one dependent variable and more
independent variables. The data analysis was aided through the use of Econometrics of Variance (EVIEW).
3.6
Model Specification
The econometric models for the study are as follows:
TR = f(CT, PLUC, ESL, PPIDL) ..........................................................................................(1)
PAT = f(CT, PLUC, ESL, PPIDL).........................................................................................(2)
The mathematical models for the study are as follows:
TR = βo + β1CT + β2PLUC + β3ESL + β4PPIDL + ei............................................................. (4)
PAT = βo + β1CT + β2PLUC + β3ESL + β4PPIDL + ei …………………..…………………(5)
Where;
TR = Total Revenue
PBT = Profit Before Tax
CT = Consumption Tax
PLUC = Property and Land Use Charge
ESL = Environmental and Sanitation Levy
PPIDL = Physical Planning and Infrastructural Development Levy
Decision Rule
Accept null hypotheses when p-value of the f-statistic is greater than 0.05 and reject alternative hypothesis.
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4.0
Regression Result and Analysis
HO1: Multiple taxation does not have significant effect on total revenue of hospitality firms in Umuahia,
Abia State, Nigeria.
Dependent Variable: TR
Method: Panel Least Squares
Date: 12/25/19 Time: 13:15
Sample: 2015 2018
Periods included: 4
Cross-sections included: 21
Total panel (balanced) observations: 84
Variable

Coefficient Std. Error

t-Statistic

Prob.

C
CT
PLUC
ESL
PPIDL

6348381.
-3.644443
-10.34086
7.181651
51.40968

1.352706
-0.899194
-0.621442
0.290661
4.075974

0.1800
0.3713
0.5361
0.7721
0.0001

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.728157
0.714393
1781373.
2.51E+14
-1325.617
52.90220
0.000000

4693099.
4.053009
16.64012
24.70801
12.61286

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

6739063.
3333268.
31.68135
31.82604
31.73951
0.748494

The regression results for model 1 shows the degree of association and relationship between multiple
taxation and total revenue of hospitality firms in Umuahia, Abia State, Nigeria. The R-Squared value of
0.728157 shows the level of variable in total revenue explained by multiple taxation. This indicates that
72.82% change in total revenue can be attributed to a unit change in the independent variables. The
remaining 27.18% unexplained variation could be caused by other factors or variables not built into the
model. The value of the adjusted R2 of 0.714 is also high which confirms that the model meets best of fit.
This model has no issue of autocorrelation as the Dublin Watson statistics level is at 0.748 which is below
the accepted standard of 2.
The table above, also show the unstandardized coefficients of the independent variables at -3.644, -10.341,
7.18 and 51.410 which shows that while consumption tax, property and land use charge affects total revenue
negatively, environmental and sanitation levy and physical planning and infrastructural development levy
has positive effect. The P-value of the f-statistic at the value of 0.000 is less than the alpha level at 0.05.
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This implies that we do not accept HO1 and therefore conclude that multiple taxation has a significant effect
on total revenue of hospitality firms in Abia State, Nigeria.
HO2: Multiple taxation does not have significant effect on profit before tax of hospitality firms in
Umuahia Abia State, Nigeria.
Dependent Variable: PBT
Method: Panel Least Squares
Date: 12/25/19 Time: 13:17
Sample: 2015 2018
Periods included: 4
Cross-sections included: 21
Total panel (balanced) observations: 84
Variable

Coefficient Std. Error

t-Statistic

Prob.

C
CT
PLUC
ESL
PPIDL

844631.3
-0.636171
-0.664176
-2.569509
6.848328

2.410157
-2.102006
-0.534521
-1.392677
7.271247

0.0183
0.0387
0.5945
0.1676
0.0000

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.799675
0.789532
133020.0
1.40E+12
-1107.667
78.84002
0.000000

350446.6
0.302649
1.242563
1.845015
0.941837

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

359935.9
289950.9
26.49207
26.63676
26.55023
0.418045

The regression results for model 2 shows the degree of association and relationship between multiple
taxation and profit before tax of hospitality firms in Umuahia, Abia State, Nigeria. The R-Squared value of
0.799675 shows the level of variable in profit before tax explained by multiple taxation. This indicates that
79.97 % change in profit before tax can be attributed to a unit change in the independent variables. The
remaining 20.03% unexplained variation could be caused by other factors or variables not built into the
model. This is an indication that the model does fit well. The value of the adjusted R 2 of 0.789532 is also
high which confirms that the model meets best of fit. This model has no issue of autocorrelation as the
Dublin Watson statistics level is at 0.418045 which is not above the accepted standard of 2.
The table above, also show the unstandardized coefficients of the independent variables at -0.636, -0.664,
-2.570 and 6.848 respectively, implying that consumption tax, property and land use charge and
environmental and sanitation levy affects profit before tax negatively whereas only physical planning and
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infrastructural development levy has a positive effect on profit before tax. The P-value of the f-statistic at
the value of 0.000 is less than the alpha level at 0.05. This implies that we do not accept HO2 and therefore
conclude that multiple taxation has a significant effect on profit before tax of hospitality firms in Umuahia,
Abia State, Nigeria.
5.0
Summary of Findings
Based on the objectives of this study, data analysis, and discussion of findings the following findings were
summarized that:
Multiple taxation has significant effect on total revenue of hospitality firms in Umuahia, Abia State,
Nigeria.
Multiple taxation has significant effect on profit before tax of hospitality firms in Umuahia, Abia
State, Nigeria
5.1
Conclusion
The study investigated the effect of multiple taxation on the financial performance of hospitality firs in Abia
State, Nigeria. As a true federalism, the constitution of the Federal Republic of Nigeria provided that taxes
should be collected among the three tiers of government based on their jurisdiction (Decree 21 of 1998).
These taxes as listed in part II of Degree 21 of 1998 if properly administered by the state will create a viable
economy for the betterment of all. The study explored the relationship between multiple taxation and total
revenue and profit before tax of hospitality firms in Abia State, Nigeria. Based on the analysis conducted,
the study conclude that multiple taxation has a significant effect on both total revenue and profit before tax
of hospitality firms in Abia State, Nigeria
5.2
Recommendations
The study has established that multiple taxation has a significant effect on both the total revenue and the
profit before tax of the hospitality firms in Umuahia, Abia State, Nigeria. The study therefore recommends
that to maintain the core goal and spirit of taxation in Nigeria as enshrined by the constitution, states should
maintain and concentrate on those taxes as provided by the law to enable the firms grow at ease, achieve
their corporate goal as well as the socio economic development of the Umuahia metropolis.
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ABSTRACT
This study examined the relationship between International Financial Reporting Standards (IFRS)
Implementation and Earnings Response Coefficient (ERC) of listed Nigerian companies. The study was
necessitated by the low usage of the equity market as a source of financing business in Nigeria which is
attributable to the unfavorable market response to earnings information that is exclusively dependent on
IFRS exigencies as well as little or no information on earnings persistency, investors’ protection and
systematic risk. The study by extension assessed the interactive effects between IFRS and investors'
protection among others on the Earnings Response Coefficient of listed Nigerian companies. This study
adopted the ex-post facto and content analysis research designs. This was conducted using 31 listed
Nigerian companies covering a period of 2013 to 2017. The results of the cross sectional random effect
model show that ERC is not positively associated with IFRS implementation. This is not inclusive of the fact
that IFRS implementation brings about high quality standards which is a prerequisite for high quality
information, but it is not sufficient enough to induce a change in the ERC. It was discovered that ERC
improves with the mediating effect of a strong investors’ protection in an IFRS environment, while ERC was
also inversely and significantly affected by the interactive effect between beta and IFRS implementation. It
was therefore recommended that firms should improve on their investors' protection in order to promote a
high earnings response coefficient under an IFRS environment among others.
1.1 Introduction
A well-functioning capital market is essential for economic development and to realize its full potential,
countries must have a world class capital market that is strong, suitable and plays a central role by becoming
the first port of call for the mobilization of funds and investment. The Nigerian capital market today is
presently gaining important posture among the committees of stock market in the world; and has gone
through series of innovation. There is still a growing need for enhanced investor’s protection and increased
disclosure through the effective use of accounting information for making economic decisions. A
fundamental issue surrounding the operation of the market is the availability of relevant information on
potential investment target which has a bearing on efforts to mobilize investment for financing economic
and social development. Relevant and reliable information on predictable earnings of investible funds is
indeed crucial to induce favorable earning response from potential investors.
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The need for prudential accounting information propagated by the implementation of the IFRS in Nigeria
is already exhibiting relevant effect in the sub-sector leading to limitation of risk. This is mostly devoid of
highlight on the effect of IFRS on earnings. Most stakeholders are already coming to term with the potency
of the IFRS in identifying and incorporating all economic transactions and present value of assets and
liabilities in the determination of firms’ returns and future earnings (Pascan, 2015). However, the resultant
effect of IFRS in the decision usefulness of financial statement information, still remain a mirage among
investors in Nigeria. Security prices are to fully reflect all publicly available information; while the earnings
announcement made by a firm is expected to instigate market reactions to the extent of the unexpected
component of the news. The extent of the change in security price caused by such unexpected change in
earnings is the representation of the earnings response coefficient (ERC). ERC is therefore the estimated
relationship between a firm’s equity and the unexpected portion of a company’s earnings announcement.
According to Cho and Jung (1991), ERC captures the return sensitivity to the earnings surprises. These
surprises are measured by the unexpected earnings defined as the difference between realized and forecasted
earnings. In other words, ERC represents the market reaction, in terms of price change, corresponding to a
unit of unexpected earnings. Dechow, Ge, and Schrand (2014) show that ERC is a good proxy with regard
to decision usefulness by assessing market perception of value relevance of various accounting
measurement and recognition criteria. The IFRS implementation is expected to key into the need for reliable
and relevant financial information that is developed based on fair value for effective decision making across
all business jurisdiction (Scott, 2009).
Ewert and Wagenhofer (2005) observed that high quality accounting standards does not only reduce
earnings management and improved reporting quality, but also propels favorable market reaction. This
strong market reaction to earnings information is reflected in the high Earning Response Coefficient,
suggested that firms that adopted IFRS were less prone to engage in earnings smoothing and were more
likely to recognize losses in an appropriate manner (Barth, Beaver & Landsman, 2006).
However, there also abound several exposures to IFRS implementation that could impair investors’ decision
on earnings forecast which must be critically considered in relations to other factors that could enhance the
decision usefulness of a firm’s earnings potentials. Scott (2009) suggested that a number of reasons could
be responsible for differential market response to reported earnings. These include beta, capital structure,
earnings persistency, growth opportunities and level of investors’ protection among others. The place of
IFRS implementation to a favorable earning response coefficient is yet to be adequately unraveled in
Nigeria.
The IFRS implementation requiring the use of fair value accounting among other requirements may also
lead to increased earnings volatility and consequently, less accurate earnings forecasts; hence, the relevance
of this research in determining the level of ERC in the fair value accounting environment. This is because;
it is unclear what the IFRS implementation would represent in the earning response coefficient of listed
companies in Nigeria.
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1.2
Statement of the problem
The use of the equity market by Nigerian firms has always been low, unlike some developing countries,
where equity tends to be the primary source of financing. Funding by banks has been adjudged to be as high
as 54 % while that from the equity market is as low as 28 % as at 2018 (CBN, 2018). This low patronage
of the Nigerian stock exchange as a source of financing business in Nigeria is attributable to the unfavorable
market response to earnings information that is exclusively dependent on IFRS exigencies with particular
reference to IFRS 13. There are also little or no information on earnings persistency, investors’ protection
and systematic risk among others in the companies’ annual reports. Despite the relevance of IFRS to the
quality financial reporting in Nigeria, the focus on IFRS alone has engendered the inability of the listed
Nigerian firms to increase the decision usefulness to be more earning oriented rather than non-earning
information. IFRS implementation in Nigeria has led to increase earnings volatility and consequently, less
accurate earnings forecasts, which was not the case in the pre-IFRS implementation era.
These frivolities have an untold effect on the earning response coefficient of listed Nigerian companies;
while, a lot of investors still consider other factors besides earnings in taking their decisions. As such the
construct validity of ERC is not fully known. There is also a relative paucity of research on ERC
determinants in Nigeria and their influence in the Nigerian stock exchange market. It is equally unclear if
the IFRS implementation would result in the decision usefulness to investors in their response to equity
returns and unexpected earnings from the financial statement of listed companies in the Nigerian stock
exchange. Investors in Nigeria are equally not quickly moved upon receipt of new information on market
value of the securities which according to them could be a sham. This is because most prices of securities
traded on in the market might not fully reflect all information that is publicly known about these securities.
It is against this background the study examines the effect of IFRS implementation on the Earnings
Response Coefficient of listed Nigerian companies.
1.3
Objectives of the study
To identify if IFRS implementation is positively associated with earnings response coefficient of listed
Nigerian companies
To assess the effect of the interactions between IFRS and investors' protection on earnings response
coefficient of listed Nigerian companies
To examine the extent to which earnings persistency mediates the relationship between IFRS and earnings
response coefficient of listed Nigerian companies
To evaluate the effect of the interactions between IFRS and beta on the earnings response coefficient of
listed Nigerian companies
1.4

Research hypotheses
1. IFRS implementation is not positively associated with the earnings response coefficient of listed
Nigerian companies.
2. Earning response coefficient is not positively associated with the interaction effect between IFRS
implementation and investor protection
3. Earnings response coefficient is not positively associated with the interaction effect between IFRS
implementation and earnings persistency.
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4. Earnings response coefficient is not positively associated with the interaction effect between IFRS
implementation and beta.
2.1
Theoretical framework
2.1.1 Efficient Market Theory
Under this theory, share prices are expected in the aggregate to reflect all relevant information at a given
time. All publicly available information should be built into the share market price. Market participants
with superior information are expected to exploit that information until share prices have effectively
impounded the information. This available information is no doubt a function of a firm’s characteristics to
include its earnings persistency, investors’ protection regime and associated market risk that cannot be
ignored for good effect even under an IFRS environment (Dechow, Ge, & Schrand, 2014). Therefore, in
the aggregate, a portion of changes in a company's share price is expected to result from changes in the
relevant information available to the market.
2.2
IFRS implementation
High-quality financial reports provide investors with the information and confidence necessary to invest in
the global capital markets (Beredugo, Igbeng, & Eze, 2013). A high-quality set of accounting standards
enables investors to receive suitable information. Nigeria as part of the common wealth of nations, and in
a bid to enhance transparency and to encourage the free movement of capital into the country among other
reasons implemented the International Financial Reporting Standards (IFRS) (FRCN, 2011).
IFRS induced information facilitates the acquisition of short and long term fund and also enables
management to properly account for the resources put in their care (Saito & Mayangsari, 2011). Thus, it
acts as a significant spur to the growth and development of money and capital markets, which are
fundamental to the smooth running of any economy. Mohamed and Ezzeddine, (2015) submit that effective
functioning of capital markets, however, significantly depends on the effective flow of information between
the company and its stakeholders. Saito and Mayangsari (2011) added that it is expected that using IFRS
can improve accounting quality. IFRS implementations also results in accounting numbers that is more
value relevant and is of a higher quality (Dhaliwal & Reynolds, 1994). In the words of Ewert and
Wagenhofer (2005), IFRS implementations reduce earnings management, improved reporting quality.
Ball (2006) stated that IFRS implementation brought with internationally uniform accounting rules
accompanied with fair value accounting. The IFRS induced fair value accounting had led to increased
earnings volatility, and consequently, less accurate earnings forecasts. The issues are not only predominant
in the Nigerian environment, but also in less developed nations (Agostino, Drago & Silipo, 2007). IFRS
implementation no doubt poses a lot of significance changes especially to the capital markets. Armstrong,
Barth and Riedl (2010) report a positive (negative) market reaction to 16 events that increase (decrease) the
likelihood of IFRS implementations in 2002 to 2005 with more positive effects for firms with high preadoption information asymmetry, lower quality pre-adoption information environments and firms that are
domiciled in common law countries.
An important disadvantage of the IFRS induced fair value accounting is that it has a pro-cyclical effect.
This means that assets (liabilities) are likely to be overstated (understated) during economic growth and
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during a recession assets (liabilities) will be understated (overstated). This leads to earnings that are higher
in economic growth and lower in a recession (Ramanna & Watts, 2007). Since the revaluations do not
always lead to realized gains or losses, the performance measures are artificially volatile (Allen & Carletti,
2008, p. 359).
2.2.1 Earnings Response Coefficient (ERC)
ERC has been defined as “a measure of relation of stock returns to earnings surprises around the time of
corporate earnings announcements” or “the relationship between a change in a company’s stock price and
any unusual statements in a company’s earnings announcement”. ERC is the marginal change in share
returns for one unit of unexpected earnings announced as measured over a short or long window. A firm's
stock price is related to information available to investors. Thus, news of unexpected earnings can lead to
buying panic while low earnings can lead to selling panic. The Implications of ERC is to inform market
operators and participants on things that affect the information content of accounting earnings and how they
should best design a financial report. It include the important of full disclosure, which entails displaying all
components of net income to enable permanent effects to be assessed and to make growth opportunities of
the listed organization to be more explicit (Easton & Zmijewski,1989).
ERC provides an overview on the quality of the expected earnings, measured by their ability to reflect
market expectations. Kabir, Laswad, and Islam (2010) opined that the information conveyed by earnings is
in relation with a variety of market attributes such as return, volume and volatility change surrounding the
earnings announcement date. The fact that the variation of these attributes is the result of an adjustment by
the investors of their expectations following the information provided by earnings discloser permits to
conclude that this information is correlated with that used by investors in their value assessment.
Accordingly, the ERC can be used as an indicator of earnings validity and as a proxy for market expectations
with regard to future security revenues (Walther, 1997). In principle, ERC can be measured as the slope
coefficient in a regression of abnormal stock returns on unexpected earnings. According to Dechow and
Schrand (2010), earning response coefficient is relative to earning quality. There are however, three features
in earnings quality.
Earnings quality is conditional on the decision-relevance of the information.
The quality of a reported earnings number depends on whether it is informative about the firm’s financial
performance, many aspects of which are unobservable.
Earnings quality is jointly determined by the relevance of underlying financial performance to the decision
and by the ability of the accounting system to measure performance. On the contrary, in the practical
environment, earning quality is difficult to measure.
According to Burgstahler and Dichev (1997), a strong response of the stock price to the unexpected earnings
indicates that the underlying expected earnings have an important role in the market expectations’
determination regarding future profitability. From an empirical view point, the ERC is studied according to
two different approaches: the event studies which depict the reaction of the stock price to the earnings
announcement, and the association studies that investigate the relationship between stock price and earnings
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over a relatively long period (Easton & Zmijewski, 1992). The advantage of event studies lies in their ability
to identify over time the net effect of earnings announcement on the stock price or on its variation (return),
which avoids confusion with other effects that may occur during the study period. However, the choice of
the optimal observation window of the earnings announcement event is often mentioned as an explanation
for the weakness of this method’s empirical results. This problem does not arise in association studies as
the study period is so long that it may exceed 1 year; even if this leads to an increase in the risk of confusion
with other effects.
Lipe (1990) revealed that the content of information with the analysis when changes to the unexpected
positive earnings have abnormal rate of return on average positive and if it does not have information
content that is negative, then have the abnormal rate of return on average negative. Some research indicates
that the ERC varies in cross sectional as Biddle and Hilary (2006) and Lipe (1990). Researchers indicate
that the ERC depends on the level of earnings persistence, earnings predictability, and covariant stock
market return, the growth of enterprise and industry characteristics. As regards investors’ reaction to
earnings announcement, Kabir, Laswad, and Islam (2010) recently found that investors become more active
during the earnings announcement period, placing a discount on optimistic earnings forecasts. He contends
that investors are expected to be provided with more relevant and quality information pursuant to the 1999
U.S. Regulation Fair Disclosure. He also found that investors do try to correct their own maladjustments
during the post-announcement period.
2.2.2 The effect of IFRS induced fair value accounting on the ERC
As can be seen from the discussion of fair value accounting, some argue that fair value accounting has led
to more volatile accounting numbers and others say that it has become more value relevant. Since the effect
of fair value accounting on the earnings-return relation is unknown it is interesting to examine if fair value
accounting has had an effect on the earnings response coefficient. Little research has examined this
relationship and prior research mostly focused on one specific element and the relation to the ERC, as can
be seen in the discussion above. The earnings are influenced by fair value accounting because subsequent
measurement of assets and impairment testing lead to gains or losses. The gains or losses from subsequent
measurement of fair values go straight to profit or loss. If a large part of the assets have to be measured
subsequently at fair value, earnings might fluctuate much depending on the market conditions. Impairment
testing influences earnings when the cost model is used. Under the cost model, impairment losses have to
be immediately recognized in profit or loss. Overall, earnings are influenced by fair value accounting and
it is unknown if returns also incorporate these effects.
Since fair value argued to be more informative because of the more frequent price fluctuations and price
adjustments, the ERC should be higher. Fair values for Level 1 assets increase relevance of the financial
statements and do not lead to unexpected write downs as is the case in under historical cost accounting. So
fair values in this case lower the uncertainty under investors and this should increase the ERC (Imhoff Jr.
& Lobo, 1992, p. 137). However, fair values also do increase uncertainty about the carrying amounts of
Level 2 and Level 3 assets. The uncertainty increases because some fair values are based on models and
assumptions that are unknown to the investors. If the amounts cannot be verified, the reliability of the
financial statements decreases and the amounts could be manipulated by managers to influence the numbers
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in the financial statements. Since Imhoff Jr. and Lobo found that uncertainty lowers the ERC, fair value
accounting should in this case also lower the ERC (Imhoff Jr. & Lobo, 1992, p. 137). Both effects of
uncertainty will influence the ERC but the influence will depend on the amount of assets a firm holds and
the effects could be offsetting each other.
Fair value accounting also affects the ERC because earnings are artificially volatile. It is interesting to see
the effect of the artificial volatility because the ERC might be more volatile also and move along with the
earnings changes. The ERC could also be lower since the earnings are not likely to persist in the future
(Freeman & Tse, 1992, p. 186). Most volatile earnings are transitory and are not realized yet, the ERC might
incorporate this characteristic and might not be influenced since the volatility of earnings could be up- and
downwards. The pro-cyclical effect of fair value accounting leads to higher earnings during economic
growth and lower earnings during a recession also influence the ERC. Investors might look at the cash flows
and see that these have not changed much compared to earnings and therefore the stock price might not
have changed much. But if earnings have decreased a lot then how do returns react to this? The ERC under
fair value accounting will incorporate the pro-cyclical effect and therefore is likely to differ from the ERC
under historical cost accounting. Finally, since Hayn finds that losses lower the informativeness of earnings
(Hayn, 1995), it could be that earnings that incorporate fair value losses also leads to lower ERCs. If the
proportion of the losses is largely due to fair value changes, does the informativeness of earnings still
decrease or is the informativeness not affected because the expectations of future cash flows are not
affected.
2.2.3 Other determinants of ERC
2.2.3.1 Earnings persistence and ERC
Earnings persistence ''measures the degree to which current period earnings shocks persist in the
future and thus affect future earnings expectations'' (Scott, 2009). The ERC is a positive function "of
the lambda parameters which relate current accounting earnings to expected future dividend payments. If
the earnings series has a high persistence, a given magnitude of unexpected earnings would result in a larger
revision (in absolute value) in expected future dividends than if the earnings series has low persistence. This
is intuitive in the sense that a higher persistence means a higher expected change in future earnings due to
a current- period shock and presumably a higher change in cash flow available for dividend payments. Thus,
ERC is expected to be positively related to the earnings persistence (Dhaliwal & Reynolds, 1994). Collins
and Kothari (1989) added that earnings persistence is associated with a larger ERC. StudentVIP (n.d: 2)
added that ''if the good news in an IFRS environment is about increasing operating efficiencies, ERC will
be higher. This is because the current unexpected earnings from the increase in efficiency will persist into
the future''.
2.2.3.2 Beta and ERC
Beta or Systematic risk is a measure of a stock's volatility in relation to the market. It measures the exposure
of risk a particular stock has in relation to the market. Stock price volatility is an indicator that is most often
used to find changes in the market place, most times, an increase or decrease in volatility results from
changes in investor’s reaction in the market place and as such, stock price volatility tends to rise when new
information is released into the market, however the extent to which it rises is determined by the relevance
of that new information as well as the degree in which the news surprise investors (Ajao & Wemambu,
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2012). The relations of Beta to ERC indicates that where a firm's future expected returns is characterised
by a sequence of high risk, the lower its value will be to a risk-averse investor. Higher beta increases the
discount rate that the market uses to price the unexpected revision of future earnings; therefore, beta is
negatively associated with ERC. As a corollary, Collins and Kothari (1989) established a significant
negative association between beta and ERCs based on a reverse regression of unexpected earnings on
returns. Shen and Chih (2005), also find the same significant and negative correlation between ERC and
beta. Kumar and Lim (2008) ''documented that the coefficient on the interaction of earnings and beta
indicates the marginal change in ERC for a unit change in beta, keeping other ERC determinants constant.
They find a negative coefficient implying that ERCs decline as beta increases''.
2.2.3.3. Investors’ protection, ERC and IFRS
Ball (2006) argued that IFRS adoption was a necessary condition for acquiring high quality information,
without being a sufficient one, without adequate investor’s protection regime. Soderstrom and Sun, (2007)
opined that the improvement of the ERC depends on at least the IFRS and a country’s overall investor’s
protection. Bushman and Smith (2001) suggest that strong investor’s protection engenders quality
accounting information. While, Guenther and Young (2000) argued that there always abound a strong
relationship between accounting earnings and actual economic events, in countries with strong investor’s
protection. Houqe, Zijl, Dunstan and Karim (2011:23) argued that ''earnings quality is a joint function of
investors’ protection and the quality of accounting standards, proxied by IFRS. This view is based on the
fact that accounting does not exist in a vacuum' and that it is rather ‘a product’ of its environment”. In
summary, lower investor protection breeds managerial discretion within the organization which impedes
production of high quality accounting numbers, - despite high quality accounting standards.
Investors' protections are likely to contribute to better growth prospects. Investor protection has multiple
dimensions. This study used six country level measures of investor’s protection: board independence,
enforcement of securities laws, protection of minority shareholder rights, enforcement of accounting and
auditing standards, judicial independence, and freedom of the press. The World Economic Forum ‘2008’
measure of investor protection was used. The measures are coded on a scale from 1 to 7, for example a
value of 1 for board effectiveness indicating that management has little independence, and 7 indicating that
board display strong independence. Boards play an important role both as independent scrutinizers of
management action, and as protectors of shareholder wealth. Established also was that firms with weak
protection for minority shareholders’ interests provide greater incentives as well as opportunities for
managers to engage in corrupt accounting practices (Hope, 2003). Sunder (1997) argued that enforcement
of IFRS put pressure on management and auditors which induces less scope to exercise discretion.
Holthausen (2003) provided evidence that adopting IAS/IFRS with weak investor protection would likely
lead to a reduction in the perceived quality of the IFRS.
2.2.4 Empirical review
Houqe, Zijl, and Karim, (2011) examines the effects of mandatory IFRS adoption and investor protection
on the quality of accounting earnings in forty-six countries (around the globe). The results suggest that
earnings quality increases for mandatory IFRS adoption when a country’s investor protection regime
provides stronger protection. Sunardi and Rizki (2012) examined factors that affect earning quality on fair
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value accounting environment in Australian Securities Exchange using four years post-IFRS
implementation in financial sector, because Australia has implemented IFRS since 2005. The sample
consists of 83 diversified financial firms that listed on Australian Securities Exchange (ASX) 2007-2010.
The result shows that only growth opportunities affect Earning Response Coefficient.
Paramita (2017) examined the effects of leverage, persistence, growth, size and beta on the informativeness
of earnings and its application in the financial statements of Manufacturing Companies listed in the
Indonesia Stock Exchange 2013-2016. He examined the magnitude of abnormal stock returns in response
to the expected components of a company's reported earnings by using Earning Response Coefficient
(ERC), with the aid of Path Analysis as well as the analysis application of Moment Structure (AMOS). It
was discovered that leverage, persistence profit and growth to Informativeness of earnings, either directly
or through intervening variables of size and beta affect companies ERC.
3.0 Research methodology
The study adopted Ex-post facto design. The research examined the independent variables in retrospect to
establish relationship and the influence on the dependent variable. Samples of 31 companies were drawn
from the population of the listed Nigerian companies through purposive selection from the manufacturing
and banking and service sectors. The selected companies continuously listed in the NSE from 2013 to 2017.
Other criteria for selection were that the firms were actively traded and the various firms’ financial statement
year ended in December 31st.
3.1
Data Gathering Techniques and Measurement
ERC is measured by the regression slope of the cumulative abnormal return and unexpected earnings. ERC
is obtained by calculating the Cumulative Abnormal Return (CAR) of each sample and also calculating
unexpected earning (UE) of the sample. According to Collins and Kothari (1989), the formula for ERC is
as follows: CAR = α + βUE + ε; where CAR: Cumulative abnormal return; UE: Unexpected Earnings and
β: Earning Response Coefficient.
Measurement of Cumulative abnormal return (CAR)
ARit = Rit – Rmt
Where:
ARit: Abnormal return of firm i on day t; Rit: actual returns of firm i on day t
Rmt: Daily market returns of firm i on day t
Measurement of Unexpected Earnings (UE)
UEit=Eit−E(it−1)/E(it−1)
Where:
UEit: unexpected earnings of firm i on year t; Eit: Accounting Profit of firm i on year t
Eit-1: Accounting Profit of firm i on year t-1
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Measurement of Earning Persistence (PER)
The earning persistence is measured by the regression slope with the previous year, according to Mulyani
et al. (2007): Xit = α i + βit X(it-1) + εit
Where: Xit: Accounting Profit of firm i on year t; X (it-1): Accounting Profit of firm i on year t-1
Investor protection is measured using the weighted average index of board independence and protection of
minority shareholder’ interest (WEF, 2008). Beta is measured using systematic risk using Capital Assets
Pricing Model (Mulyani et al., 2007). IFRS implementation was measured based on IFRS 13-fair value
measurement using checklist on each reporting items. The checklist was assigned “0” if it is not disclosed,
“1” if it is partially disclosed (not in details), and “2” if it is fully disclosed.
3.2
Model specification
The model used in this work was developed by Collins and Kothari (1989) and adapted for this study. The
empirical models are specified as follows:
Model 1 :
CARi,t = β 0 + β 1 UEi,t + β 2 UEi,t* IFRSi,t
Model 2 :
CARi,t = c0 + c1 UEi,t + c2 UEi,t* IFRSi,t *IPi,t
Model 3 :
CARi,t = d0 + d1 UEi,t + d 2 UEi,t* IFRSi,t *PERi
Model 4 :
CARi,t = f0 + f1 UEi,t + f 2 UEi,t*IFRSi,t*BETAi,t
Where;
CAR = Cumulative Abnormal Return; IFRS = International Financial Reporting Standards
PER = Earnings Persistency; IP = Investors Protection; BETA= Systematic Risk; UE*IFRS= Unexpected
earnings and IFRS interactions; UE*IFRS*IP =interactions between Unexpected earnings, IFRS and
investors' protection; UE*IFRS*PER=interactions between Unexpected earnings, IFRS and earnings
persistency; UE*IFRS*BETA= interaction effect of beta on the relationship between Unexpected earnings
and IFRS.
βo, c0, d0, f0 = unknown constant; β1, c1, d1, f1 = unknown coefficient to be estimated (ERC); e = stochastic
error.
The study adopted the Generalised Least-Squares (GLS) equation techniques. Hypotheses were tested using
the panel regression analysis.
4.0
Data Presentation, Analysis and Discussion of Findings
4.1
Data presentation and Analysis
This section is connected with the presentation of data from selected Nigerian listed companies used. The
data are presented in tables.
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TABLE 4.01
Distribution of listed Nigerian Companies used (2013 to 2017)
Companies
Companies
Companies
Livestock Feeds Plc.
11. UBA
21.A.G. Leventis ( Nigeria)
2.
Okomu Oil Palm Plc. 12. Zenith Bank Plc.
22.John Holt Plc.
3.
RT Briscoe (Nigeria) 13. Guinness Nigeria Plc. 23.P Z industries Plc.
4.
Access Bank Plc.
14. Champion Nigeria
24.SCOA Nigeria Plc.
5.
FCMB
15. Nigerian Breweries 25.UAC of Nigeria Plc.
6.
Diamond Bank Plc. 16. International Brew. 26.Unilever Nigeria
7.
Fidelity Bank Plc.
17. Dangote Sugar
27.Nestle Nigeria Plc
8.
GTBank Plc.
18. Honeywell
28.DN Rubber
9.
Stanbic IBTC Plc.
19. Cadbury Plc.
29.Dangote Flour
10.
Sterling Bank Plc.
20. Flour Mills Nigeria 30.Ellah lakes
31.Julius Berger
Source: Field work, 2019
However, 31 companies’ annual reports from 2013 to 2017 were used to examine the effect of international
financial reporting standards (IFRS) on earnings response coefficients (ERC). The data used for the study
were computed with the aid of Microsoft excel. These data sets are as follows: Unexpected Earnings (UE),
International Financial Reporting Standards (IFRS), Earnings persistency (PER), Investors' Protection (IP)
and BETA for the independent variable. The value of dependent variable include: Cumulative Abnormal
Returns (CAR). Table 4.01 presents an analytical description of the companies used. 31 companies’ annual
reports were used covering a period of 2013 to 2017. Table 4.02 reveals the earnings and disclosure index
of the firms. The indexes were within 0.232 to 0.79 for cumulative abnormal returns. The unexpected
earnings (UE) vary between 0.29 and .63. The log of IFRS of the companies used also varies within 0.44 to
0.87. The log of investors’ protection falls within 0.0102 to 11.6711. The log of earnings persistency ranges
from 4.1233 to 9.2. The log of beta lies between 65.06 and 98.32.
TABLE 4.02
Descriptive Statistics
Minimum
CAR
.232
UE
.29
IFRS
.44
IP
.01
PER
.4.12
BETA
-56.64
Source: Field work, 2019

Maximum
.79
.63
.89
11.67
9.27
98.32

Mean
.5946
.4358
.7544
4.013
5.7477
38.164

Std. Deviation
1.08037
1.06439
1.09022
4.67066
3.79202
7.23190

N
155
155
155
155
155
155

A correlation analysis was computed for all the variables. The result illustrated in Table 4.03, shows that
there was not only positive significant correlations between proxies for cumulative abnormal returns and
unexpected returns, but also a negative significant correlation between cumulative abnormal returns and
IFRS implementations and beta. The three other variables of earnings persistency, investors’ protection and
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beta (systematic risk) are highly correlated, except for the correlation between IFRS and Beta, 0.551. There
also abound fascinating discovery regarding earning persistency and beta (systematic risk), indicating that
firms with high earnings persistency tends to have lower total risk (i.e. higher stock volatility), firms with
lower earnings persistency are associated with higher systematic risk (beta).
Table 4.03
Correlations Matrix of the determinant ERC and IFRS
CAR UE
IFRS
**
CAR Pearson Correlation
1
.261
.099
Sig. (2-tailed)
.003
.156
N
99
99
99
**
UE
Pearson Correlation
.261
1
.191*
Sig. (2-tailed)
.003
.035
N
99
99
99
*
IFRS Pearson Correlation
.099
.196
1
Sig. (2-tailed)
.156
.036
N
99
99
99
IP
Pearson Correlation
.815
.081
.082
Sig. (2-tailed)
.000
.411
.334
N
99
99
99
**
PER Pearson Correlation
.401
-.085 .141
Sig. (2-tailed)
.000
.602
.154
N
99
99
99
BETA Pearson Correlation
.383** -.035 .062
Sig. (2-tailed)
.000
.486
.551
N
155
155
155
**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
Source: Field work, 2019

IP
.815
.000
99
.081
.411
99
.082
.334
99
1
99
.192*
.044
99
.208*
.033
155

PER
.401**
.000
99
-.085
.602
99
.141
.154
99
.192*
.044
99
1

BETA
.383**
.000
99
-.035
.486
99
.062
.551
99
.208*
.033
99
.476**
.000
99
1

99
.476**
.000
155
155

The inverse relationship between CAR and Beta also shows that, since the investors look to earnings
persistency as a proxy for firms' performance and share return, the riskier these future returns are
the lower investors reactions to a given amount of unexpected earnings. This was supported by Scott
(2009), who established investor tends to play safe because financial forecasting is troublesome rather
than economic forecasting. The high correlation that abound between investors’ protection and CAR
indicates that earnings quality can be improved where investors’ protections are in place. The results suggest
that there is absence of multicollinearity and that the independent variables are not measuring the same
thing. This is also confirmed when the variance inflation factor (VIF) is run as the result shows a mean VIF
of 1.117 for UE; 1.023 for IFRS, 1.208 for PER and 1.512 for BETA . These are all below the threshold
value of 10. The results of the Breuch Pagan Lagrangian Multiplier test for the models as presented in table
4.04 shows that the chi-square (X2=15.11, 16.13, 18.09 and 17.43) for models one to four respectively was
significant, since the p-values = 0.000.
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Table 4.04
Random Effects Regression results for Earnings Response Coefficient
Post-IFRS
Model 1 Model 2 Model 3 Model 4
β (t stat) β (t stat) β (t stat) β (t stat)
Constant
2.911
1.853
7.104
-8.909
(3.43)** (3.08)** (2.92)** (-8.92)**
UE
13.802
14.712
0.9143
3.1908
(2.21)** (3.11)** (0.247)
(3.071) **
UE*IFRS
0.192
(1.12)
UE*IFRS*IP
23.201
(3.45)**
UE*IFRS*PER
3.411
(2.43)**
UE*IFRS*BETA
-2.031
(-1.92) *
R Square
0.6034
0.7146
0.8042
0.5902
62.13
73.10
58.39
51.02
Wald chi 2
0.0100
0.0218
0.0098
0.0108
Lagrangian Multiplier 15.11**
Hausman χ2
-4.12
Heter. Wald (χ2)
312.1**

16.13**
-5.03
289.1**

18.09**
6.09
309.8**

17.43**
5.18
214.6**

Notes: The coefficient values are presented with the t-statistics in the parenthesis, *p<.10; **p<.05;
***p<.01, probabilities represent one-tailed when the direction of the coefficient is consistent with
expectations, two-tailed otherwise).
Source: Field work, 2019
Thus, the null hypothesis is rejected for the model, indicating that the variance of random effects is not
equal to zero, and that the random effects model is appropriate for the cumulative abnormal returns. The
result of the Hausman specification test for the cumulative abnormal return models as presented shows that
the chi-square (X2 = -4.12, -5.03, 6.09, 5.18) for models one to four are not significant (p>0.05). The result
suggests an insignificant difference between the coefficients of the random effects and the fixed effects
models for model 1. Random effect model was therefore used for the study. The results of the modified
Wald test for heteroskedasticity with probability values (P<0.01) and Wooldridge test for autocorrelation
with probability values (P<0.00) shows the absence of both problems in the model and its associated
variables. Result from table 4.04 also reveals that the R2 for random effects regression indicated 60.34%,
71.46%, 80.42% and 59.02% respectively. The results show the variation in cumulative abnormal returns
that is explained by the independent variables. The result also shows the effect of unexpected earnings,
international financial reporting standards, earnings persistency, investors’ protection and Beta on the
cumulative abnormal returns of listed Nigerian companies in Nigeria.
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The high and statistically significant value of the Wald chi2 = 62.13, 73.10, 58.39, 51.02 for model one to
four respectively, all confirmed the overall significance of the models and the predictive power of their
respective independent variables. It was observed from our individual effect that the unexpected earning (tstat. = 2.21 > t0.05 = 1.96) significantly affects the cumulative abnormal return which signifies high earning
response coefficient. In relations to the relationship between IFRS implementation and ERC, the result
shows an (t-stat. = 1.12 > t0.05 = 1.96) insignificant relationship them. The results of the mediating effect of
earnings persistency from model two (t-stat. = -3.29 > t0.05 = 1.96), investors’ protection from model three
(t-stat. = -3.29 > t0.05 = 1.96), and beta from model four (t-stat. = -3.29 > t0.05 = 1.96) on the relationship
between IFRS and ERC, all show positive relationship for all the variables involved except for the mediating
effect of beta which pooled a negative significant relationship between IFRS and ERC.
4.2
Test of Hypotheses
The above result from model one revealed that when the IFRS interact with the unexpected earnings, the
result was insignificant; suggesting that (β = 0.192; P>0.10) IFRS implementation alone does not explain
variation in the earning response coefficient. The result shows a significant relationship in the moderating
effect between unexpected earnings, IFRS and investors' protection (β = 23.201; P>0.10), suggesting that
investors' protection moderates the relationship between IFRS implementation and earning response
coefficient. Result on the interaction between unexpected earnings, IFRS and (β = 3.411; P>0.10) earnings
persistency also reveals that the moderating effect of earnings persistency on the relationship between IFRS
Implementation and ERC was positively significant; indicating that earning persistency of firms plays a
significant role on investors' reactions to changing stock market prices, even under an IFRS induced
environment. Our results from the table also reveal that beta has the capacity of moderating the effect of
IFRS on ERC. The result shows an inverse relationship between the variables (β = -2.031 P< 0.10). This
inverse but significant interaction indicates that an attribute of ERC may be explained by high volatility and
other systematic risk inherent in the Nigerian stock exchange market which must not be ignored for good
effect.
5.0
Conclusion and Recommendations
5.1
Summary of findings
Result from hypothesis one reveals that ERC is not positively associated with IFRS implementation. This
is not inclusive of the fact that IFRS implementation brings about an high quality standard which is a
prerequisite for high quality information, but it is not sufficient enough to induce a change in the ERC. This
is because IFRS reveals its inability to increase the decision usefulness to be more earning oriented rather
than non-earning oriented. IFRS 13 on fair value accounting further corroborates this fact, where it ends up
increasing earnings volatility which consequently leads to less accurate earnings forecast. In relation to the
interactive effect of earnings persistency on the relationship between IFRS implementation and ERC, it was
discovered that investors and speculators alike pay close attention to the degree to which current period
earnings shocks persist in the future, and this outcome propels the IFRS environment to enhance a high
earnings response coefficient of firms in the stock market. This was supported by Lipe (1990) who
established that ERC is positively related to the ability of past earnings to predict future earnings in a
favourable accounting environment.
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It was also established in this study that ERC is positively associated with the interactive effect between
investors’ protection and IFRS implementation. Earnings quality improves with the mediating effect of
strong investors’ protection in an IFRS environment. Investors' protection in terms of strong external
auditor, board effectiveness, protection of minority shareholders and enforcement of security laws tend to
reduce abnormal accruals and other unscrupulous management engagement that firms are exposed to even
under an IFRS environment. This was supported by Laporta, Lopez-de-Silanes and Shleifer (2006) who
established that weak investors’ protection provides avenue to managers to engage in corrupt accounting
practice even under an IFRS environment. This is because; IFRS is not a fraud-proof. ERC is negatively
associated with the interaction effect between beta and IFRS implementation. Beta which represents the
level of fluctuations in stock market prices represent a poser investors must grapple with. This impending
systematic risk affect the extent to which investors react to changing stock prices and future returns, even
when firms have implemented the IFRS. The riskier these future returns are, the more conserve investors
are to either enter a market or buy companies stocks. Beta is therefore negatively associated with ERC in
an IFRS environment.
5.2
Conclusion
As discovered from this study, IFRS alone does not lead to increased earning quality. Earnings response
coefficient improves with the mediating effect of investors’ protection and earning persistency on IFRS
implementation. However, ERC decreases with the interactive effect of Beta (systematic risk) on IFRS
implementation. It follows therefore that firms with low risk have higher ERC. The riskier the sequence of
a firm’s future expected returns is, the lower its value will be to a risk-averse investor. In a similar vein if a
firm recently released good news on earnings information, even under IFRS environment and issues a
security that has a high beta, investors will be less likely to buy. Less demand implies a lower increase in
market price and share return in response to good news, hence lower ERC. 'Good news of high earnings
persistency on operating efficiencies, would lead to high ERC. This is because the current unexpected
earnings from the increase in efficiency will persist into the future'. The study reveals that IFRS
implementation, cannot singularly explain variations in the ERC. However, when interacting together with
other variables there was an adjustment in the IFRS implementation, indicating that there is an adjustment
in the decision usefulness of making IFRS implementation that was initially based on non-earning
information that is also characterized with less accurate earning forecast to be more earnings oriented.
The study indicates that IFRS can be explained by high earnings volatility and other variables which
indicates that it is important for investors in the stock market to be more cautious when interpreting
empirical results relating to accounting variables in an IFRS environment, as the relevant exposure might
not be related to accounting practices themselves, but to other macroeconomic environment effect on
earnings. This therefore provides new evidence regarding the determinants of the ERC, as it was discovered
that earnings persistence, investors’ protection and systematic risk all play important role on the ERC even
in the post IFRS implementation era.
5.3
Recommendations
In line with the discoveries from this research, the following recommendations were proposed:
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1. Firms listing in the Nigerian stock exchange should as a result of necessity improve on their
investors' protection regime in order to promote a high earnings response coefficient under an IFRS
Environment.
2. The financial reports of listed Nigerian companies should be designed to improve the information
contents of accounting earnings in order to include inherent socio-economic risk, full disclosure of
net income, past and prospective earnings.
3. Organizations should also consider the importance of making growth opportunity explicit as a
supplement to IFRS exigencies in order to boost investors' patronage and enhance share market
prices.
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Abstract
The paper examined the effect of corporate social responsibility costs (CSRC) on the profitability of listed
companies in Consumer Goods sector of the Nigerian economy. Expost facto research design was used and
company level data on monetary expenditures on social and environment activities, Return on Assets (ROA)
and Return on Equity (ROE) of six (6) selected listed companies were collated for the period 2013 to 2018.
Correlation analysis and regression technique were adopted in analyzing the data. Results indicate that
CSRC explained less than 2.5% of the total variations in ROA and ROE of companies in Consumer Goods
sector. Based on acceptable statistical parameters, the paper concludes that CSRC have no significant
effect on the profitability of the companies, and recommends the use of legislations to compel economic
entities in the sector to upscale their investments in CSR in line with international best practices.
Keywords: Social responsibility Cost, Return on assets and Return on equity
1.0
Introduction
Corporate Social Responsibility has generated a lot of criticisms over the past decades. This includes
complaints about negative environmental impacts from production activities, environmental damages,
climatic changes and health and livelihood impacts on local communities (Yusoff, Mohamad & Darus,
2013). There were also allegations that, although production and manufacturing activities were generating
vast sums of wealth for countries economies, many communities affected by these projects, such as in
Nigeria or Angola, continued to live in poverty, and had in fact become worse off than previously due to
the presence of socio-environmental effect of adverse production activities. The concern for social and
environmental issues gradually spread to virtually all sectors of the national economy with increasing
agitations for employment of members of host communities in such organizations, provision of scholarship
opportunities for indigenes, as well as social and infrastructural amenities need by the people.
Following these criticisms, some companies started to respond and to address social and environmental
issues in their operations, through some ad hoc acts of philanthropy, social services and environmental
improvements. Ifurueze, Lyndon and Bingilar (2013) noted that increase in global environmental awareness
and growth in the campaign for sustainable economic development are fast redirecting the attention of firms
towards environmental costs and creating consciousness towards reducing environmental impact of their
operations. The various government regulations, societal pressure groups and green consumer pressure are
some of the current trends and recent developments reawakening corporate attention to the strategic and
competitive role of a firm’s environmental responsibility to corporate performance. Today, the principles

135

of social and environmental management can be broadly summarized as ‘do no harm’ and ‘provide benefits’
at the local community level.
The emerging scenario has made research in social and environmental performance and reporting issues of
contemporary interest. Accordingly, a good number of studies have already been carried out to investigate
different dimensions of CSR in other world economies like Nairobi (Gicholhi, 2016); Indonesia
(Handayani, et al, 2017); China (Chen, el al., 2017); Malaysia (Yusoff, et al.2013); and Tanzania (Isanzu
& Fengju, 2016). Here in Nigeria, specific studies have equally been undertaken to address the impact of
CSR on the financial performance of economic entities in the Oil and Gas industry (Ifurueze, et al., 2013;
Ukpabi, et al., 2014; Nwaiwu & Oluka, 2018; Ekhotor, 2014; Ohaka & Ogahuzo, 2018; Oti & Mbu-Ogar,
2018; and Madichie et al., 2018). Some other researchers have investigated the phenomenon using data
drawn from the Nigerian banking sector (Odetayo et al., 2014; Jibril, et al., 2016; Ajide & Aderemi, 2014;
and Adeyanju, 2012), while a few other studies have been directed to the Brewery, Manufacturing and
Construction sectors of the Nigerian economy (Asuquo, et al., 2018; Tapang & Bassey, 2017; and Barde &
Tela, 2017). Still, some other investigations drew their data from listed firms in other sectors of the Nigerian
economy (Bablola, 2012; Omodero & Ihendinihu, 2016, and Olaoye & Oluwandare, 2018.
Despite the numerous studies in this area, results have remained conflicting and largely inconclusive.
Parmar, Freeman, Harrison, Wicks, Purnell and Colle (2010) reported that a variety of studies that examined
the empirical link between Corporate Social Performance (CSP) and Corporate Financial Performance
(CFP) provide an impressive and valuable analysis of this research stream. They analyzed 95 empirical
studies that examined relationship between CSP and CFP and concluded that the positive relationship
claimed in over 50% of CSR-CFP studies is, at best, questionable; attributing the inconsistencies in the
results to a number of factors including the way these studies were conducted, especially variance in the
samples of firms used by researchers, the operationalization of CSP and CFP, and in control measures. This
makes the need for further research in the area a compelling necessity.
Again, there is no evidence to show that social responsibility performance of companies operating in the
Consumer Goods sector of the Nigerian economy has been investigated despite the fact that entities in this
sector are under watch of Government regulatory agencies (NAFDAC and SON) for the safety of their
products to consumers / general public. The entities are under duty to comply with stipulated safety
guidelines and standards that could generate social and environmental pressures on operating results. Cost
items for training and retraining the workforce, research and development expenditures, to improve product
quality, environmental sustainability and compliance costs are critical CRS issues that regularly confront
economic entities in this sector. Unfortunately, there appears to be complete lack of empirical studies on
corporate responses to environmental and social performance nexus of listed consumer goods companies in
Nigeria. Besides, the study is also a peculiar deviation from previous studies in scope - with specific target
at the sector and using the most current data on CSR covering the time period not adequately investigated
in prior studies (2013 to 2018). This study, therefore, attempts to fill the research gaps so identified; and
thus constitutes an extension on exploratory investigation to determine the effect of CSR costs on the
profitability of firms, with evidence drawn from listed consumer goods companies in Nigeria.
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1.2
Objectives of the Study
The broad objective of the study is to investigate the Effect of Corporate Social Responsibility Costs on the
Profitability of Listed Consumer Goods Companies in Nigeria. Specifically, the study addressed the
following two objectives:
To determine the effect of Corporate Social Responsibility Costs (CSRCs) on the Returns on Assets (ROA)
of listed consumer goods companies in Nigeria.
To determine the effect of Corporate Social Responsibility Costs (CSRCs) on the Returns on Equity (ROE)
of listed consumer goods companies in Nigeria.
1.3
Research Hypotheses
HO1: Corporate Social Responsibility Costs have no significant effect on Returns on Equity of listed
consumer goods companies in Nigeria.
HO2: Corporate Social Responsibility Costs have no significant effect on Returns on Equity of listed
consumer goods companies in Nigeria.
2.0
Review of Related Literature
Concept of Corporate Social Responsibility
Corporate Social Responsibility (CSR) is the persistent commitment of an organization to “do no harm” to
the environment and “provide benefits” to its workforce and the society while in pursuit of its corporate
goals. It relates to the investment undertaken by an organization to mitigate the negative impacts of its
activities on the environment and the host community.
The concept of CSR became prominent in the 1990s when the environmental and social impacts of
extractives industries on communities were attracting increasing criticism in the media and from NGOs,
academics, and wider civil society. Tomlinson (2017) sited instances of such environmental and social
harms by companies operating in the extractive and mining industries and specifically noted the case of
Ken Saro-Wiwa, who in 1995, was executed for campaigning against Shell in Nigeria as well as ongoing
environmental pollution and conflicts in Bougainville and the Niger Delta region of Nigeria.
Corporate Social Responsibility (otherwise called corporate social performance, corporate citizenship,
corporate accountability and corporate social entrepreneurship) is an attempt to broaden the obligations of
firms to include more than financial considerations. CSR therefore is a corporate initiative to assess and
take responsibility for the company’s effects on the environment and impact on social welfare.
Financial Performance
Financial Performance is a subjective measure of how well a firm can use assets from its primary mode of
business to generate revenue. It refers to the degree to which financial objectives are being or has been
accomplished. It is the process of measuring the results of a firm’s policies and operations in monetary
terms. Areas of financial analysis are working capital analysis, financial structure analysis, activity analysis,
and profitability analysis.
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Corporate Profitability
Profitability is the degree to which a business or activity yields profit or financial gain. It is often measured
with the use of ratios. Profitability ratios are financial metrics used by analysts and investors to measure
and evaluate the ability of a company to generate income (profit) relative to revenue, balance sheet assets,
operating costs, and shareholders’ equity during a specific period of time. It shows how well a company
utilizes its assets to produce profit and value to shareholders. Examples of profitability ratios are:
Return on Assets – that is, the percentage of net earnings relative to the company’s total assets. Profit after
tax /total assets.
Return on Equity – the percentage of earnings/income relative to stockholders’ equity.
2.1
Theoretical Framework
This paper is anchored on the Stakeholder theory. This theory was propounded by Freedman (1984) and it
evolved as a challenge to the notion that stockholders/shareholders are the only group to whom management
need be responsive; that the company solely belongs to people who invest in it – not to its employees,
suppliers, nor the locality in which it is situated.
The stakeholder theory was propounded to address three interconnected problems that relate to business –
the problem of value creation and trade, the problem of the ethics of capitalism, and the problem of
managerial mindset on the first two problems. The theory therefore suggests that business is a set of
relationships among groups that have a stake in the activities that make up the business. It is about how
customers, suppliers, employees, financiers (stockholders, bondholders, banks, etc.), communities and
managers interact to jointly create and trade value. The theory describes the corporation/business as a
constellation of co-operative and competitive interests possessing intrinsic value.
The stakeholder theory is considered a necessary base upon which the present study will revolve because it
projects the fact that mutually beneficial stakeholder relationships can enhance the wealth-creating capacity
of a business entity, while failure to do so limits capacity for future wealth generation, and thus, promotes
negative outcomes/risk with unstable future returns. One sure way of enhancing corporate wealth-creating
capacity is for managers to balance ethics with capitalism by being socially responsible to all stakeholders.
2.2
Empirical Review
Literature is replete with studies on the effect of social and environmental cost on the performance of
economic entities in all world economies. In Malaysia for instance, Yusoff, Mohamad and Darus (2013)
evaluated the potential influence of CSR disclosure structure on corporate financial performance. Content
analyses of 2009-2011 annual reports of the leading 30 public listed companies in Malaysia was adopted.
For terms of methodology, sentence count was used as a unit of analysis to measure disclosure depth, while
a finer-grained analysis of the CSR disclosure structure was performed to measure disclosure breadth and
disclosure concentration. Their investigation revealed a significant relationship between CSR disclosure
structure and the corporate financial performance in the subsequent year. The results suggest that good
financial performers are those companies that display a relatively high breadth of disclosure, while at the
same time demonstrate the ability to disclose a concentrated structure of CSR disclosure to the definitive
stakeholders. The findings imply that it is not the volume of disclosure that matters, but the variety of items
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disclosed and concentration to the definitive stakeholders. The paper offers insights into the workings of
successful reporting strategies for business organizations in Malaysia, and provides inputs pertaining to the
betterment of the CSR framework, for Bursa Malaysia and the relevant regulatory bodies to deliberate upon.
Isanzu and Fengju (2016) investigated the impact of CSR on Firm Financial Performance in the least
developed country of Tanzania. The paper aimed at finding out if there is a significant difference in financial
performance of firms that engage in CSR relative to those that do not practice CSR. Independent sample ttest was used to test hypotheses. The data set was extracted from randomly selected 101 firms operating in
Tanzania using accounting based measures of financial performance of Return on Asset and Return on
Equity. Results reveal that there is a significance difference in financial performance favoring those firms
that do Corporate Social Responsibility, implying that CSR has a positive influence on firm financial
performance. Firms should then engage in corporate social responsibility so as to improve their financial
performance and managers should not underestimate the contribution they make by committing their time
and resources to make sure their CSR programs are effective in order to achieve the competitive advantage.
In Nairobi, Gicholhi (2016) sought to establish the effect of CSR on financial performance of listed firms
in the Nairobi Securities Exchange. Financial performance was measured using the return on assets.
Investment in CSR was measured using monetary spending on social activities. Data were obtained from
audited financial statements of the selected firms. Data were extracted for the years 2010 to 2014, and
multiple regression technique was used to assess the influence of CSR on financial performance. Financial
performance was the dependent variable while corporate social responsibility, capital intensity and
efficiency were used as the explanatory variables in the study. Target population comprised of 66 publicly
listed companies of which, complete and necessary data available were for 14 companies. The data were
collected for 5 years for each firm giving 70 observations. Most of the companies investigated engaged in
CSR but failed to disclose the actual cost incurred on CSR activities. Results from the study established
that CSR had a positive but insignificant effect on financial performance. The study concluded that a
positive but insignificant relation existed between CSR and financial performance and recommends that
firms should be mandated to be socially responsible so as to enhance the value of the firm for the
shareholders.
Drawing evidence from the Ethiopian banking industry, Kesto (2017) assessed the relationship between
CSR and Banks’ financial performance in Ethiopia. Data was collected from 10 Ethiopian banks from 2009
to 2014 was analyzed using Multivariate regression. Results from his study show that there is no relationship
between the financial contribution for CSR activities and corporate financial performance.
Tomlinson (2017) provided an overview of social and environmental management practices in the oil and
gas industry, outlining the evolution of international oil companies’ approaches over the last 20 years, and
reviewed what social and environmental management amongst such companies’ means in practice. The
paper highlighted some of the unresolved issues emerging today and noted that most companies now model
their approach to social and environmental management on international norms, in order to gain access to
finance, to complying with new host country legislation/regulation, and to gain and maintain a good
reputation and a ‘social license to operate’.
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In a different investigation of firms in Indonesia, Handayani, Wahyudi and Suharnomo (2017) analyzed
how the manufacturing industry contributes to environmental pollution and social cost and posits corporate
social responsibility (CSR) functions as a way to reduce the effects of corporate activities, to increase longterm performance and stakeholder trust. The study analyzed the mediating role of green oriented innovation
and community participation in implementing the CSR. The study uses simple random sampling to collect
173 respondents from large scale manufacturing firms in Central Java, Indonesia. By using structural
equation modeling, the findings showed the significant influence of CSR to the firm performance.
The originality of this study concerns the need to involve social and environmental dimensions in applying
the ethical program of CSR.
Similarly, Chen, Hung and Wang (2017) examined how mandatory disclosure of corporate social
responsibility (CSR) impacts ﬁrm performance and social externalities. The paper exploited China’s 2008
mandate requiring ﬁrms to disclose CSR activities, using a difference-in-differences design. Although the
mandate does not require ﬁrms to spend on CSR, we ﬁnd that mandatory CSR reporting ﬁrms experience a
decrease in proﬁtability subsequent to the mandate. In addition, the cities most impacted by the disclosure
mandate experience decrease in their industrial wastewater and SO2 emission levels. These ﬁndings suggest
that mandatory CSR disclosure alters ﬁrm behavior and generates positive externalities at the expense of
shareholders.
Back here in Nigeria, a plethora of investigations on the corporate social responsibility performance
paradigm have been carrying out using data from different sectors of the economy. Within the oil and gas
industry, Ifurueze, Lyndon, and Bingilar (2013) examined the impact of environmental cost on corporate
performance in oil companies in the Niger Delta States of Nigeria. The field survey methodology was
utilized in collecting data from a sample of twelve oil companies. The paper analyzed the relationship
between corporate performance and three indicators of sustainable business practices: Community
Development Cost (CDC), Waste Management Cost (WMC) and Employee Health and Safety Cost
(EHSC). The study revealed that sustainable business practices and corporate performance are significantly
related, and that sustainability may be a possible tool for corporate conflict resolution as evidenced in the
reduction of fines, penalties and compensations paid to host communities of oil companies. Therefore, the
researchers recommended that the management of oil companies in the Niger Delta States of Nigeria should
adopt well-articulated environmental costing system in order to guarantee a conflict free corporate
atmosphere needed by managers and workers for maximum productivity and eventual improvement in
corporate performance.
Ekhator (2014) also used data from the oil and gas companies in Nigeria to appraise the extent to which
corporate social responsibility (CSR) practices have helped in curing the problems relating to violence,
kidnappings, eco-terrorism, and maladministration amongst others in the country with a comparative focus
on Chinese oil firms and Western firms operating in the oil and gas industry in Nigeria. The paper sought
to determine whether the variants of CSR practiced by non-Western firms in Nigeria have had negative or
positive impacts in the oil and gas industry especially with China’s contribution to Nigerian economy.
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Equally from the same sector, Nwaiwu and Oluka (2018) examined the effect of environmental cost
disclosure on financial performance measures of quoted oil and gas companies in Nigeria. Time series data
were collected from annual financial reports of selected companies and economic reviews of the Central
Bank of Nigeria, and analyzed using correlation and multiple linear regression techniques. The results
revealed adequate disclosure on environmental cost, and that compliance to corporate environmental
regulations have positive significant effect on financial performance measures. The study recommended
regulatory enforcement for adequate environmental cost disclosure and proper reporting.
Similarly, Ohaka and Ogaluzor (2018) evaluated the effect of donations on profitability of oil and gas
companies in Nigeria. The study used a cross sectional survey design to carry out the research. The
population of the study was all the oil and gas companies in Nigeria. Data collected were analyzed through
the Simple Regression Analysis and Partial Correlation techniques. Results reveal that Donation
significantly affects Return on Equity, Return on Assets, and Net Profit of the oil and gas companies in
Nigeria, and concludes that there is a strong positive relationship between CSRA and profitability. The
paper recommends that Government should consider as allowable expenses for tax purposes, all arm’s
length expenditure on corporate social responsibility to enhance corporate social performance of economic
entities in the sector.
In the same vein, Oti and Mbu-Ogar (2018) examined the impact of environmental and social disclosure on
the financial performance of quoted oil and gas companies in Nigeria. Time series data for five years were
collected and analyzed using the ordinary least square regression technique. Results from the statistical
analysis reveal that disclosure on employee health and safety and community development do not
significantly affect financial performance while disclosure on waste management had a positive and
significant effect on firm’s financial performance. The study recommended that oil and gas companies
should constantly review their waste management strategy and employ modern technology in waste
management to mitigate their impact on the environment and that Oil and gas companies should improve
on employee health and safety as part of their mission and vision statement for enhancing firm value while
ensuring sustained development of their host communities to avoid hostility by stakeholder groups.
Also, Madichie, Nwekwo and Nnadi (2018) examined the effect of corporate social responsibility on the
financial performance of a selected oil and gas firms in Nigeria for the period of 2012 to 2016 quoted on
the Nigerian Stock Exchange. Data were collected from the audited financial statements of the selected
firms for a period of five (5) years. Using Net profit margin, Return on Equity and Return on Assets as
proxies for financial performance, correlation and regression analysis were conducted. It revealed that CSR
has a positive and significant impact on the Net profit margin, Return on Equity and Return on Assets of
Oil and Gas under study. The study concluded that firms that are socially responsible continues to flourish,
partly as a result of CSR activities. Finally, the paper therefore recommends that Government as part of
their responsibility should put in place policies that will create a good business environment for firms
operating in Oil and Gas sector of the economy for them to increase their investment in Corporate Social
Responsibility.
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Another sector that seem to have attracted the attention of researchers on this subject matter is the banking
industry. Odetayo, Adeyemi and Sajuyigbe (2014) conducted an empirical investigation on the relationship
between corporate social responsibility and profitability of banks in Nigeria. Data were collected from
annual reports of six sampled banks, for the period of 10 years (2003 – 2012). Simple regression analysis
was used to analyze data collected. The result revealed the existence of significant relationship between
corporate social responsibility costs and the profitability of Nigerian Banks. The study further noted that
little amounts were spent on social responsibility, when compared with profit generated by the banks and
recommends that government need to enact a law that will fix minimum percentage out of profit of
organizations that should be spent on corporate social responsibility.
Ajide and Aderemi (2014) equally examined the effects of corporate social responsibility activity (CSR)
disclosure on bank profitability in Nigeria. Data were sourced from annual report and accounts of twelve
sampled commercial banks in Nigeria for the year 2012 only. Variables such as CSR disclosure scores,
banks’ size and owners’ equity serve as independent variables and banks’ profitability proxied by returns
on equity (ROE) as dependent variable were used and analyzed using Ordinary Least Square (OLS)
technique. The results showed that banks’ size and CSR disclosure score have a positive relationship with
bank profitability while owners ‘equity has negative association with bank profitability. The paper
concluded that banks should increase their level of CSR disclosure as it exhibits greater concern to improve
on good corporate image and as a way of showing a greater commitment to impact and improve people’s
lives which in return improves the banks’ patronage and profitability.
Following after this study, Jibril, Dahiru, Muktar, and Bellow (2016) investigated the relationship between
corporate social responsibility and financial performance of listed deposit money banks in Nigeria for the
period 2008 to 2013. The data were obtained from the annual reports and accounts of twelve banks.
Corporate social responsibility was proxy by natural logarithm of the total amount spent on corporate social
responsibility by banks, while return on equity and return on assets were used to proxy financial
performance as dependent variables. The study adopts multiple regression technique in analyzing the data.
The findings reveal that corporate social responsibility has a positive and significant impact on return on
equity and return on assets. The paper therefore recommends that Nigerian deposit money banks should
continue to provide corporate social responsibility services to their host community.
Using a slightly different approach, Tapang and Bassey (2017) evaluated the effect of corporate social
responsibility performance on stakeholder’s perception of telecommunication companies in Nigeria. An expost facto research design was employed. Data were collected and statistically analysis using multiple
regression. Based on the empirical analysis, the study revealed that economic, ethical, discretional and legal
expectations of CRS performance have significant effect on stakeholder’s perception. The paper concludes
that behaving in a socially responsible way normally raises the cost profile of a firm, and that firms that do
so tend to enjoy long run corporate performance arising mostly from the support, friendliness and peace
they often experience in their operating environment. The study therefore recommended that firms should
voluntarily institute proactive waste management systems and structures that ensure that the disposals of
the harmful by-products in every aspect of their operations are properly handled. The work further invites
firms to invest in corporate social activities within and for the benefit of their host communities in such
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areas as education, health and physical infrastructure to enhance their corporate image and enjoy a positive
and good neighborliness from its host community.
Ogunsanwo and Ajayi (2018) also examined the effect of CSR on the performance of MTN
telecommunication Nigeria. The economic, legal, ethical, and discretional / philanthropic expectations of
CSR as well as the performance was analyzed using the Pearson Moment Correlation Technique and the
result shows that CSR has a significant and positive impact on the performance of telecommunication
industry in Nigeria.
Based on evidence from yet another sector of the Nigerian economy, Asuquo, Dada and Onyeogaziri (2018)
examined the effect of sustainability reporting on corporate performance of selected quoted brewery firms
in Nigeria using data extracted from audited financial statements of three brewery firms for a period of five
years (2012-2016). The result of the study shows that Economic Performance disclosure (ECN),
Environmental Performance disclosure (ENV) and Social Performance disclosure (SOC) have no
significant effect on return on asset (ROA) of selected quoted firms in Nigeria.
Akinleye and Adedayo (2017) used data collected from 5 multinational companies in Nigeria from 2010 to
2014 to investigate the impact of CSR on profitability. By employing correlation analysis, pooled OLS
estimation, Hausman test and Granger Causality analysis, the result of the analysis indicate a weak negative
correlation between CSR spending and PAT as well as an insignificant negative relationship between CSR
and profitability of multinational companies in Nigeria.
In a similar study using data extracted from financial statements of non-banking institution, Babalola (2012)
examined the relationship between corporate social responsibility and firms’ profitability in Nigeria with
the use of secondary data, sourced from ten (10) randomly selected firms’ annual report and financial
summary from 1999 to 2008. The ordinary least square technique was used to analysis the data. Findings
from the study show that the sampled firms invested less than ten percent of their annual profit on social
responsibility. The paper recommends that laws and regulations to obligate firms to pay adequate attention
to social accounting in terms of social costs and to comply with social responsibility standards should be
enacted.
Also, Omodero and Ihendinihu (2016) also examined the impact of environmental and corporate social
responsibility accounting on organizational financial performance of firms in Nigeria using exploratory
research design. Time series data on Corporate Social Responsibility Costs (CSRC), Environmental
Maintenance Costs (EMC), Personnel Benefit Costs (PBC) and Profit After Tax (PAT) of quoted firms in
the Nigerian Stock Exchange were collected and Multiple Linear Regression used for the analysis. The
results obtained show that the independent variables predicted about 82.4% of the variations in Profitability.
The results further indicate that CRS and EMC had no significant effect on PAT, while PBC had significant
positive effect on PAT. The study concludes that CSR and environmental maintenance should be a matter
of concern to both the Government, NGOS and firms at large.
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Following after this study, Ohiokha, Odion and Akhalumeh (2016) evaluated the impact of CSR on financial
performance of 29 firms from 2009 to 2010 using panel data regression analysis. The result shows that CSR
proxied by donation has a positive insignificant effect on financial performance (EPS) of the sampled firms.
3.0
Methodology
The expost facto research design was used since secondary data on CSR cost and Profitability were in
existence in published annual reports and accounts of companies in the sector. Out of twenty-six (6)
consumer goods companies listed on the Nigerian Stock Exchange as at December 31 2018, six (6) were
selected by the researcher based on availability of complete data on CSR in their published financial
statements for the period covered by the study (2013 to 2018); namely: Nigeria Breweries Nigeria Plc,
Nestle Nigeria Plc, Cadbury Nigeria Plc., Vitafoam Nigeria Plc., Uniliver Nigeria Plc., and Guinness
Nigeria Plc. The total monetary expenditures on CSR activities of the companies were used since many of
the companies did not disaggregate their CSR costs into sub-components of Community Development,
Waste Management, and Ethical and/or Employee development and safety costs. Return on Assets (ROA)
and Return on Equity (ROE) were used to proxy profitability in this study.
Model Specification
The study made use of econometric method in formulating a regression model for data analysis. The model
was adapted from the works of Ojo (2003) which compared Turnover (TUV) with investment in social
responsibility (CSR) with specifications as follows:
TUV = Bo + B1CSR + u.
(1)
Babalola (2012) followed similar methodology in evaluating the relationship between CSR and firms’
profitability (Profit after Tax), while Odetoya, et. al., (2014) and Jibril, et al (2016) adapted the approach
in assessing the relationship between CSR expenditure and the profitability of Nigerian banks. In this study,
two models were evaluated viz:
ROA =
βo + β1LogCSRC + µ
(2)
ROE =
βo + β1LogCSRC + µ
(3)
Where; ROA and ROE = Return on Assets and Return on Equity as proxies for Profitability.
CSRC
= Corporate Social Responsibility Costs proxied by the natural logarithm of the
total amount spent on social and environmental activities by the companies.
βo and β1
= Parameter to be estimated.
µ
= Error term.
Simple regression analysis was used to estimate the parameters and test the formulated hypotheses with the
aid of SPSS version 20.0.
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4.0

Results and Discussions
Table 1: Result on the Relationship between CSRC and Profitability
Correlations
Return on Return on Corporate
Social
Assets
Equity
Responsibility Cost
Pearson
1
.978**
-.198
Correlation
Return on Assets
Sig. (2-tailed)
.000
.248
N
36
36
36
Pearson
.978**
1
-.197
Correlation
Return on Equity
Sig. (2-tailed)
.000
.249
N
36
36
36
Pearson
1
-.198
-.197
Corporate
SocialCorrelation
Responsibility Cost
Sig. (2-tailed)
.248
.249
N
36
36
36
**. Correlation is significant at the 0.01 level (2-tailed).
Table 1 shows the correlation result on the relationship between the independent variable (CSRC) and the
two dependent variables (ROA and ROE). The results indicate that Correlation coefficient between CSRC
and ROA is -.198 (P-value = .248 ˃ 0.05), while the correlation coefficient between CSRC and ROE is .197 (P-value = .249 ˃ 0.05). The two results indicate inverse and insignificant relationship between CSRC
and the two profitability measures.
Hypotheses Testing
The two hypotheses formulated for this study are hereby restated and tested with results in Tables 2 and 3.
HO1: Corporate Social Responsibility Costs have no significant effect on Returns on Assets of listed
Consumer Goods Companies in Nigeria.
Table 2: Effect of Corporate Social Responsibility Costs on Return on Assets
Model
Unstandardized
Standardized
Coefficients
Coefficients
t
Sig
Std. Error
B
C
6.171
5.574
1.107
.276
Incsrc
.338
-.144
-.287
-.849
.402
R
.144
Decision
Accept HO1 i.e.
R Square
.021
Std. Error of the Estimate 2.72556
CSRCs have no significant effect on
Durbin-Watson
1.783
ROA
F-Ratio
.721
Sig of F-ratio
.402
Source: Author’s Compilation from SPSS (20)
Result in Table 2 has F-ratio of .721 (P-value = .402 ˃ 0.05) indicating that the model is inappropriately
fitted. The R2 of .021 shows that CSRC explains only 2.1% of the variations in ROA, with about 97.9% of
the changes in ROA due to factors other than CSRC. The t-value of -.849 (p-value = .402 ˃ 0.05) indicate
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the existence of inverse and insignificant causal relationship between CSRC and ROA. We therefore accept
the null hypothesis and conclude that Corporate Social Responsibility Costs have no significant effect on
Returns on Assets of listed companies in the Consumer Goods sector of the Nigerian economy.
HO2:
Corporate Social Responsibility Costs have no significant effect on Returns on Equity of
companies listed in the Consumer Goods Sector of the Nigerian economy.
Table 3: Effect of Corporate Social Responsibility Costs on Returns on Equity
Unstandardized Coefficients Standardized
Model
Coefficients
t
Sig
Std. Error
B
C
28.302
5.574
1.093
.282
Incsrc
1.570
-.147
-1.361
-.869
.391
R
.147
Decision
Accept HO1 i.e.
R Square
.022
Std. Error of the Estimate 12.66070
CSRCs have no significant effect on
Durbin-Watson
1.593
ROE
F-Ratio
.755
Sig of F-ratio
.391
Source: Author’s Compilation from SPSS (20)
From Table 3, F-ratio of .755 (P-value = .391 ˃ 0.05) indicates that the model is not appropriately specified.
With R2 of .022, the result indicate that only 2.2% of the total changes in ROE is attributable to variations
in CSRC, with 97.8% of the changes traceable to other factors. The t-value of -.869 (p-value = .391 ˃ 0.05),
the result indicate insignificant and negative effect of CSRC on ROE. Accordingly, the null hypothesis is
accepted and the paper concludes that corporate social responsibility costs have no significant effect on
Returns on Equity of listed Consumer Goods companies in Nigeria.
4.0 Discussion of Results
Results in Table 1 reveal inverse and insignificant relationship between Corporate Social Responsibility
costs and Profitability and this is consistent with short run a priori expectation that expenditures on social
and environment activities constitute expense items that diminish corporate profit. In the long run however,
the expected increase in patronage resulting from responsible social relationship between the organization,
on one hand, and the internal and external stakeholders on the other, will translate into more secured
operating environment, greater turnover, and ultimately, enhanced corporate performance.
Conclusions from the two hypotheses tested are instructive, and are consistent with the results in Gicholhi
(2016), Ohiokha et al., (2016); Kesto, (2017); Akinleye and Adedayo, (2017); and Asuquo, et al., (2018).
Gicholhi investigated the relationship between expenditure on CSR and ROA among listed firms in Nairobi
and found no causal link between the two. In Ethiopia, Kesto (2017) also found no such relationship
between sampled banks. Ohiokha et al (2016) investigated the relationship between donations and earnings
per share (EPS) while Akinleye and Adedayo (2017) and Asuquo, et al (2018) investigated the nexus
between CSR and corporate performance measures among companies in the manufacturing and brewery
sectors of the Nigerian economy (respectively) and noted that all three components of CSR had no
significant effect on ROA and EPS of companies in the sectors.
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These results are however, coming against the preponderance of evidence of significant relationships
between expenditures on social and environmental responsibility and corporate performance in other sectors
of the national economy. For instance, Handayani et al., (2017) had found significant relationship between
CSR and financial performance of Indonesian firms, while Ifurueze, et al., (2018); Ohaka and Ogaluzo
(2018); and Madichie et al., (2018) investigated the nexus between CSR and financial performance proxies
of Oil and Gas firms in Nigeria and each study found significant causal link between the variables. In the
banking sector of the Nigerian economy, Adetoyo et al., (2014); Jibril, et al., (2016), and Ajide and Aderemi
(2014) equally found significant relationships between expenditures on CSR and corporate performance. In
the same vein, Barde and Tela (2017) conducted a similar study with data collected from construction
companies in Nigeria and concluded that CSR expenditures significantly impacted corporate performance.
As evidenced from the empirical studies reviewed in this paper, except for companies in the extractive
industry (Oil and Gas) and perhaps the Banking sectors, there is lack of consensus on the effect of CSR on
corporate performance of economic entities in other sectors/industries. This could be attributed to the small
proportion of their annual profits that are invested in social and environmental activities, as companies in
these sectors seem to perceive their operations as not having any direct bearing with the social and
environmental issues. Babalola (2012) had reported that many firms invest less than 10% of their annual
profits on CSR and such minimal commitment to social and environmental activities may not have any
material effect on corporate financial performance in both short and long-run.
5.0
Conclusion and Recommendations
The effect of CSRC on the profitability of listed companies operating in the Consumer Goods sector of the
Nigerian economy is not significant, and this could be attributed to the observed low proportion of profits
that are committed to CSR activities by entities in this sector. The paper therefore makes the following
recommendations:
Use should be made of legislation to mandate and govern social and environmental reporting practices by
entities in the Consumer Goods sector.
International Corporate Social Reporting standards should be adopted by listed companies in Nigeria.
Consumer Goods companies should be more socially responsible so as to improve on their image and earn
the support and friendliness of host communities for a conflict free environment necessary for achieving
growths in corporate performance in the long-run.
All listed entities in Nigeria should upscale their involvements in CSR by making a paradigm shift from the
traditional donation of foodstuff and christmas gifts to creating capacity that will engender independent,
entrepreneurial abilities, economic vision, passion and drive for self-accomplishment.
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Abstract
This study investigated the impact of Corporate Governce structure and Financial Reporting quality of
quoted Pharmaceutical companies in Nigeria. Data were extracted from the annual reports and accounts
of the ten pharmaceutical companies. The Housman test of multiple regression analysis was employed to
test the hypotheses. The result found that Board independence has positive effect on fincial reporting
quality, Board composition has positive and significant effect on financial reporting quality and Board
meeting has a negative association on financial reporting quality of Pharmaceutical companies in Nigeria.
The Ownership structure also reflex positive and significant on financial reporting quality of sampled
companies. The numbers of times risk management committee meet yearly as an indicator of corporate
governance structure yield a positive influence on financial reporting quality of selected Pharmaceutical
companies. The result for ratio of female member in the board i.e. gender composition and numerical
strength of Audit committee members each also yields positive and significant effect on financial reporting
quality. Overall, the r-squared outcome of 55% underscores the ability of the selected explanatory variable
to predict changes that occur in the financial reporting quality of selected pharmaceutical firms. The
probability value of the F-statistics is significant at 1% lending credibility to regression equation and power
of the independent variable in predicting changes that occur in the fincial reporting quality of selected
pharmaceutical companies. The regression model is also supported by the outcome of Durbin-Watson
statistics which is very close to 2 indicating that possible absence of autocorrelation in the regression
model. It is therefore recommended that Board of Directors/Mangers of Pharmaceutical companies in
Nigeria should adhere to cannons of prudent financial management as enshrined in the prudential
guidelines as well as apply the codes of corporate governce as prescribed by the SEC and other regulatory
agencies. Regular and spontaneous supervising function/check by the different regulatory agencies is also
recommended.
Keywords: Corporate Governance, Financial Reporting Quality, Pharmaceutical Firms, Accrual Model.
1.0
Introduction
The recent successive financial crises and the resulting confidence crisis in financial. Reporting within an
information and economic framework has drawn the world attention to the role of corporate governance in
ensuring the quality of the financial reporting processes, reducing fraud and false statements. This is
especially after the scandals of big companies such as Enron in United Kingdom and the collapse of
WorldCom in United States in 2001and 2002 respectively. One of the implementation of financial statement
in the company is to improve business decision .Investors and creditor use the financial statement as a tool
to make investment decisions and loans. The financial statement shows how the company obtains its
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resources (funding) where and how the resources are used (investment) and how effective the use those
resources (profitability of operational), Lice and Istian(2008).
Following the wave of accounting scandals which occurred recently both in international communities and
local, this has raised so many criticism about the Fincial reporting quality. Agrawal and Chadha, 2008),
Brown 2010). The widespread failure in the financial disclosure has created the need to improve the
financial information quality and to strengthen the control of mangers by setting up good governance
structure (Karamaou and Vateas, 2005). This is because the presentation of credible, acceptable and reliable
financial reports is fundamental basis of decision making in any organisation (Aanu, odisnonsen&Foryche,
2014). With this users of fincial statement become worried when high-profile businesses collapsed and
financial frauds were reported in renowned firms-including large companies like Enron, WorldCom, Tyco
and Global Crossing (Hwang&Staley 2005). Following this corporate failures, government of different
countries came together to form Corporate Governance which will now look into the affairs of the different
business so that any financial statement that is coming out will be free and fire without basis.
Responding to this the US congress crested the Sarbanes-Oxley Act in 2002 and introduced a new era of
corporate governance, incorporating requirements for auditors independence, independence of firms audit
committee, responsibility of a firms chief Executive (CEO) and Chief Financial officer(CFO) for the
financial report and the protection of whistle blowers. This single act made corporate governances, in
developing and developing countries, a crucial mechanism for government regulation of private and public
companies. Our country Nigeria is not exempted from fraudulent financial cases and corporate governance
failure, were equally reported such as Cadbury Plc, Nigeria Telecommunication Limited(NITEL), Nigeria
Coal Corporation (NCC) and Leventis Plc. The Banking sector is not left along the unprecedented cases of
non-performing loans in the Nigeria banking industry that consumed banks such as International Bank Plc.
Oceanic Bank, Bank PHB and Afribank Plc all led to significant review of corporate governance regulatory
reforms in Nigeria and some other developing economics (Adeyemi,Dabor&Okpala,2012).
Corporate governance refers to the process that seeks to direct and control the affairs of an organization, so
as to protect the interest of all stakeholders in a balance manner with application of the principles of
openness,
integrity
and
accountability
(Obeten,
Ocheri&John
(2014).
Gabrielsen,
Gramlicn&Phenbong(2012) defined corporate governance as all encompassing-it concerns the manner in
which corporate entities are managed and regulated, and involves accountability, trust honesty and
stewardship on the one hand and supervision ,control monitoring oversight and ensuring quality fincial
reporting on the other hand. The Pharmaceutical sector in any economy plays a prominent role in the general
health of citizens residing in the country. Nigeria is not an exception, owing to its significance in the general
welfare of the economy; it is imperative general welfare of the economy, it is imperative to give serious
attention to issues that concern this sector. The Nigeria Pharmaceutical sector is known to be complex as it
involves numerous players (Manufactures, national regulators. Wholesalers’ and retailers, government
ministries, and other stakeholder). This means that there is need for these stakeholders to put in additional
effort to create an enabling environment to exploit the full potentials of the sector.
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The pharmaceutical Manufactures Group of Manufacturer Association of Nigeria (PMG-MAN, 2010)
asserted that the Nigeria pharmaceutical sector has the potential to be a leader in the production and
distribution of Pharmaceutical in Nigeria. Although Nigeria has a large human Capital (approximately
190million people) and vast natural resources the country is still fraught with poverty, diseases and
malnutrition (world health organisation, 2103). The world Health Organisation (WHO) rated Nigeria’s
health sector 187th out of 191 members (WHO 2000).
2.0 Review of Related Literature
2.1 Concept of Corporate Governance
According to Nagw,Hala and Gamal(2014) Corporate governance refers to the structures and process for
the management and control of companies. It involves a set of relationships between a company’s
managements, its boards, its shareholders and other stakeholder, in a way that provides the structure through
which the objective of the company are set, and the means of attaining those objectives and monitoring
performance are determined.
Corporate governce is a mechanism of right and duties by which firms are controlled and directed Pacy
sifma(2012). Obeten, Ocheni &John (2014) define corporate governance as the process that seeks to direct
and control the affairs of an organisation, so as to protect the interest of all stakeholders in a balanced
manner-with the application of the principle of openness, integrity and accountability.
Gabrielsm, Gramlich &Plenborg(2012) define corporate governance as all encompassing-it concerns the
manner in which corporate entities are managed and regulated and involves accountability trust, honesty
and stewardship on the hand supervision, control monitoring oversight and ensuring quality financial
reporting on the other hand.
2.2 Components of Corporate Governance Structure
Board Meeting: This has to do with the number of times the board of directors officially meets to discuss
issues concerning the company. An important measure of corporate board monitoring power and
effectiveness is the frequency of board meeting. The frequency of board meetings measures the intensity of
a board activity and the quality or effectiveness of its monitoring Vefeas1999a, Conger, Finegold and
Lawler, 1998.
Ownership structure: This implies the proportion of the total number of common shares owned by the
board of directors to the total member of common share outstanding. Barle and Means(1932) brought to
light the principal agency problem when they argued that the separation of ownership from control of
modern corporations actually reduces management incentives to maximize corporate efficiency.
Audit Committee: Section 359 of companies and Allied Matters Acts 1990 expressly provides for the
establishment of audit committee by quoted companies in Nigeria. Usually, the committee is made up (6)
six members on equal representation. The Audit committee serves as a bridge between external Auditor and
Board of Directors. They view the company’s position in a detached and dispassionate light and often liaised
between the board and external auditors to ensure that areas of differences are resolved.
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Board sizes: Board size is the total number of head counts of directors seated on the company’s board. It
comprises of the number of individuals serving on the board of a firm (Ahmed &Mansur, 2012). The code
of governance states that the number of non-executive directors should be more than that of executive
director subject to a maximum board size of 20 directors (CBN, 2006) and 15 directors (SEC, 2003). Both
codes recognize large board size.
Board Composition: This refers to executive and non-executive directors’ representation on the board.
Empirical studies on the effect of board membership and structure on firm performance have revealed mixed
or opposite result. Some researchers find that firms with board of directors denominated by outsides perform
better.(Weisbach,1998.Rosenstein and Wyatt,1990.)
The Risk Management Committee: The Committee assists in the oversight of the risk profile, risk
management and risk reward strategy as determined by the board. Their function include among others;
review and approval of the companies risk management reviewing the adequacy and effectiveness of risk
across the company and the adequacy of prevention, detection and reprinting mechanism, review laws and
regulatory requirements that may impact the company’s risk profile
Board Member Gender: In many countries, the question concerning getting more women in boards and
in top executive jobs become a highly debated issue. It is argued that women directors on corporate boards
after many contributions. Corporations can competitive advantage by being receptive to women’s
contribution at the top Huse and Solb, (2016). For example having women in boards impacts the reputation
of a company, provides strategic input on women’s product/market issues and of board processes and
deliberations, and contributes to the firms’ female employees Buke (2003).
2.3 Concept of Financial Reporting Quality
Verdi (2006) defined financial reporting quality as the exact manner in which it shows information’s regard
business activity and its anticipated cash flow, with the aim of informing the shareholder about a company’s
operations. Martinez-ferrero, Garcia-sanchez and cuadrado-Ballesters(2013) also defined Financial
reporting quality as the faithfulness of information conveyed in the financial reporting process.
Fincial reporting is also defined as the degree in which financial statement provide us with information that
is fair and authentic about the financial position and performance of an enterprise Tang,Chen&
Zhijun(2008).It can be deduced from the above definition that for a financial statement to be regarded as
possessing a high-quality attribute, it must be able to provide authentic genuine information about the
economic performance of the firm.
According to Hope &Kemebradikemor(2019) Financial reporting is defined as the faithfulness of
information conveyed in both financial and non financial reporting process. Financial statement of firms at
the end of a financial year should have some element of truth in it. This is termed quality so as to increase
the confidence of users.
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2.4 Methods of Measuring the Quality of Fincial Reporting
Financial reporting quality can be accessed directly or indirectly. Directly, it can be measured using accruals
model, Value relevance model, Using specific elements in the annual report and by operation ling the
qualitative Characteristics, Beest, Braam &Boelens(2009). Accruals Model focuses on the quality of
earnings measured and major assumption it holds is that mangers use discretionary accruals to manage
earnings, Dechow, Sloan &Sweeny,(1995); Healy and Wahlen, (1999). Earnings management is assumed
to negatively affect the quality of financial report by reducing it decision usefulness. The main merit of this
model is that it uses accruals to measure earnings management and calculated based on the information
present in the financial statement Beest and Boelens(2009). Dechow and Dichev (2002) modified this model
called the Jones model, in this modified Jones model, accounts receivables was taken into consideration,
by this model. Estimating of normal accruals in the first stage is similar to the model .The reasoning of the
modified Jones is that all changes in credit sales in the event period result from earnings management.
The modified Dechow and Dichev’s (2002) model is specified as:
ΔWCt= CF0 t-1+ CFO1 + CFOt +1 + ΔSalest+ PPEt+ε
Where: ΔWC=Working capital in year t, ie Accounts receivables+ ΔInventory –Accounts payable –Taxes
payable +other assets (net)
CF0 t-1= cash flows from operations in year t-1
CFO1 = Cash flow from operation in year t;
CFOt +1 =Cash flows from operation in year t+1
Salest =Sales in year t less sales in year t-1;
PPEt =Gross property, plants and equipment in year t
This measure of earning quality capotes the extent to which accrual map into cash flow realization in past
present and future cash flows. The higher the absolute residual for each sample firm, the lower the quality.
This model is also supported by the works of Nuraddeen &Hasuah (2014). In which the concluded that
Modified Jones model is able to detect earnings management better than other models.
2.5 Theoretical Framework
2.5.1 Stewardship Theory
This theory is in contrast with agency theory. Stewardship theorist upholds that directors frequently have
interests that are consistent with those of shareholders. According to them, there will not be any major
agency cost, since managers are naturally trustworthy (Donaldson, 2013) .Donaldson &Davis (1991)
suggest an alternative mode where organizational role holder reconceived as being motive by a need to
achieve and gain intrinsic satisfaction through successfully performing inherently challenging work, to
exercise responsibility and authority and thereby to gain recognition from peers and bosses. According to
them, where mangers have served a corporation for a number of years, there is merging of individual ego
in the corporation. Stewardship theory postulates that a steward protects and maximizes shareholder wealth
through firm performance, because by doing so the steward’s utility functions are maximized. The steward
derives greater utility from satisfying organizational goals than through self serving behaviour. The theory
recognizes the essentials of structures that empower the steward, offering maximizing autonomy built upon
trust. The Minimizes the cost of mechanisms aimed at monitoring and controlling behaviours.
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2.6 Empirical Reviews
Hope & Kemebradikemor (2019) investigated the impact of Board characteristics on Financial reporting
quality of listed Manufacturing firms. The study made use of deductive research approach using Multi
method qualitative research approach and multi method qualitative research design, while generalized liner
model regression was used in testing the hypotheses. Findings revealed that Board expertise was statistically
significant and positively related to financial reporting quality at5% level of significance, while board
independence and board diversity was found to be insignificantly related to financial reporting quality at5%
level of significance. The study concluded that board characteristics partially affect financial reporting
quality. Samuel, Mudzamir&Mohmmad(2017) Examined the relationship of audit committee size and
financial reporting quality of Quoted firms in Nigeria, from 2011-2015, using 189 companies. Panel data
regression was adopted audit committee size was found positive and significant with financial reporting
quality. Halder and Mishre(2017) Examined timeliness of Financial reporting and Corporate governce. A
study of Indian Pharmaceutical industries, the study made use of 50 sample pharmaceutical companies in
India; it made use of exploratory study. The result shows that numbers of days taken by the sample
companies are fluctuating and there is no consistency in between reporting companies.
Onuorah and Imena (2016) carried out a research on corporate governance and financial reporting quality
in selected Nigeria Company. The issue of concern was how corporate governance indicators such as
structure, audit the quality of external audit quality the quality of external audit, board independence affect
financial reporting quality in selected Nigeria company. The companies selected were from commodities,
brewery, banking, oil and gas and beverages. The period of the study was from 2006-2015. Econometric
analysis was used for the study. The study concluded that corporate governance indicators have a positive
impact on financial reporting quality measured by the discretionary accruals of firm.
Ibrahim, Ahmad, John and Rahma (2016). Examined corporate regulations and quality of financial
reporting. A proposed study .The issue of concern was to find out how the new code regarding independence
of the board in relation to quality of financial information reporting. To find distinct impact of the code the
paper divided the study into 2 yeas pre (2010-2011) and 2 years post (2013-2014) context of the code. The
study made use of 300 non-financial listed companies’ financial sectors except banks in Malaysia. The
study used Pearson’s and spearman’s correlation and multiple regressions. The study concluded that
corporate regulations have effects on quality. Mubarak (2016) Examined the impact of corporate
Governances on the quality of Financial reporting in the Nigerian Chemical and Paint industry. The period
of the study was between 2009-2103 with sample of four (4) companies used, date were analysed using
correction regression and variable used were Board size, Board independent and Audit committee. The
study concluded that Board size as well as Board impendence have insignificant effect on the quality of
financial reporting in Nigerian chemical and Paint Industry, it went further to say that non-executive
directors in the audit committee have an insignificant effect.
Ahmed, Cheng, Shamsher and Tanfia (2016) investigated corporate governance reforms and financial
reporting quality of Middle East stock markets. The objective was to fine out the effect of corporate
governance reform and financial reporting quality on non-financial firms listed at Saudi stock market before
and after the reform was applied to the listed firms. The study adopted working capitals accruals quality as
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a measurement of the financial reporting quality independent sample t-test was performed to investigate the
trend of the FRQ in the selected countries. The result shows that the applied corporate governance reform
was efficient and the FRQ improve for the era after corporate governance reform in the Middle East stock
market the study period was 1996-2011. Popove, Georgakopoulos,Sotiropoulos,&Vasileirus(2013)
Investigated the relationship between mandatory disclosure and financial reporting quality using a sample
of UK of companies included in FTSE350 index. The findings showed that the average mandatory
disclosure index for 5 years period is 91.51 % (with minimum 69.31% and Maximum 100%).
Statement of Hypotheses
Considering the divergent results of empirical works reviewed above, this study hypothesizes that:
corporate governance mechanisms (Board independence, Board composition, Number of Board meeting,
and Ownership structure, number of Risk Management committee meetings, Number of female
membership and number of Audit committee members) do not have significant effect on financial reporting
quality of quoted pharmaceutical companies in Nigeria.
3.0 Methodology
3.1Research Design
The research design adopted for the study was ex-post facto as the study used documented dates which were
extracted from the annual report and accounts of the sampled firms. In view of the use of documented date
for the study, the uses of ex-post facto research design is thought justified and as such are not subject to
manipulation. Purposive sampling was used to select ten quoted Pharmaceutical firms in Nigeria who have
complete data point for the relevant number of years. The study period of the research is from 2006-2017.
3.2 Source of Date
In order to asses Corporate Governance structure on financial reporting quality, the data selected for the
research were secondary in nature and collected from the published audited financial statement of
Pharmaceutical firms covering a period 2006-2017.
3.3 Operational Variables
The study is based in corporate governance structure and financial reporting quality of listed pharmaceutical
companies in Nigeria.
The measurement for dependent and independent variable are:
Financial reporting quality is the dependent variable. In this study, Modified Accrual Model is used
computed the financial reporting quality as proposed by (Dechow and Dichev’s2002)
The model is operationalized as
Accrual model
ΔWCt= CF0 t-1+ CFO1 + CFOt +1 + ΔSalest+ PPEt+ε
Where: ΔWC=Working capital in year t, ie Accounts receivables+ ΔInventory –Accounts payable –Taxes
payable +other assets (net)
CF0 t-1= cash flows from operations in year t-1
CFO1 = Cash flow from operation in year t;
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CFOt +1 =Cash flows from operation in year t+1
Salest =Sales in year t less sales in year t-1;
PPEt =Gross property, plants and equipment in year t
The independent variables in the study are Board composition, Board Size, number of Board meetings,
Ownership structure, Gender composition, Risk management committee, Audit committee of the selected
banks under study.
3.4 Model Specification
Model
The statistical tool of the model for testing the hypotheses is expressed as follows:
AM= β0+β1BCOMP+β2 BC+β3 BM, +β4 OS, + β4+ OS, + β5 RMC+β6 GC+β7AC +µ ……..1
Where: Am= Accrual Model -Proxy for Financial reporting quality
β0= estimated of the true intercept β0, β1 , β2 , β3, β4 , β5, β6 and, β7 are parameters to be estimated
µ=stochastic term
BI = Board Independent
BC = Board Composition
BM= Board Meeting
OS = Ownership Structure
RMC = Risk Management Committee
GC = Gender Composition
AC= Audit Committee
3.5
Data Analyses Techniques
In analysing the effect of corporate governance on financial reporting quality of quoted manufacturing
companies in Nigeria, multiple regression and Pearson correlation coefficient were used to analyse the data
with aid of E views statistical software.
4.0
DISCUSSION OF THE RESULTS
4.1.1 Descriptive Analysis for the Pharmaceutical Sector
The seven corporate governance indicators selected for this study and also accrual which served as a proxy
for financial reporting quality were extracted from the financial reports of the different pharmaceutical
companies in Nigeria to form a panel studies data. All the variables were descriptively analyzed to obtain
some idea as it pertains their behaviour in terms of spread and variability. The essence is to serve as guide
to further analyses made in the course of this research work. The results of the descriptive statistics for all
the variables are shown on table 1 below.
Table 1: Result of Descriptive Analysis

Mean
Median
Maximum
Minimum

BI
BC
1.852917 0.629750
1.600000 0.640000
4.500000 0.800000
0.800000 0.300000

BM
OS
4.066667 0.223302
4.000000 0.217087
6.000000 0.337393
3.000000 0.178151

RMC
GC
AC
2.766667 1.824292 5.100000
3.000000 2.000000 6.000000
5.000000 5.000000 6.000000
0.000000 0.080000 4.000000
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LOGACCRUA
L
0.803982
0.475671
2.168792
0.143015

Std. Dev.
Skewness
Kurtosis

1.014502
1.189090
3.386955

0.822736 0.590304 0.889741 1.261807
1.141644 1.217239 -0.608930 -0.133778
3.052241 6.488891 2.172374 2.473789

1.633980 0.990713 0.663804
0.338142 -0.200986 1.128208
1.867642 1.057691 2.798221

Jarque-Bera
Probability

29.02739
0.000000

16.08066 90.49519
0.000002 0.000000

10.84075
0.004425

1.742421
0.418445

8.697977
0.012920

19.67072 25.66063
0.000054 0.000003

Sum
222.3500
Sum Sq. Dev. 122.4765

135.5700 488.0000
80.55049 41.46667

102.7962
94.20503

332.0000
189.4667

218.9150
317.7170

612.0000 96.47790
116.8000 52.43563

Observations 120

120

120

120

120

120

120

120

Source: Researcher’s Eviews Output 2018
The result of the descriptive analyses as contained on table 1 above indicates that board independence is
widely varied but not equitably spread its mean. The observations flow from the minimum of 0.80 to
maximum of 4.50; but have an overall tendency towards the minimal level as is evidenced by its median
score of 1.60. this result of the median is even more supported by the outcome of the mean which is 1.85
thereby suggesting most of our selected pharmaceutical companies for the various years maintained a board
independence of two non-executive directors to one executive director as against the implication of the
maximum outcome which appears to be on a high side of four non-executive directors to one executive
director.
Board composition has a considerable level of variability in comparison to board independence. This
suggests that the variations in the ratio of non-executive directors to the total number of directors within the
pharmaceutical sector in this study are fairly spread as can be deduced by its median score of 0.64 and mean
score of 0.63 approximately. The implication of this finding is that selected pharmaceutical firms in this
study maintained a high number of non-executive directors in relation to the total number of directors in
each of the firms within the years covered in the study. As suggested in the findings for board independence,
this high number of non-executive directors is around two for every one executive director (66%) on the
average. This is an indication that board compositions across the ten selected pharmaceutical companies in
this study were dominated by non-executive directors on the average but at some few points or in some
companies, the ratio of the compositions were rather low as depicted by the minimum board composition
which can be interpreted as3 non-executive directors out of a total of 10 directors.
Board meetings, according to the result obtained on the above table 4.4.2 increased from the minimum
value of 3 times per year to maximum of 6 times in a year across the ten selected pharmaceutical firms.
This level of variability is narrower than the range of disparity that was obtained for the board composition
thereby suggesting comparable behaviour for selected firms within the pharmaceutical sector in terms of
board meeting frequencies. With respect to the spread of the variables around the mean, the results show
that board meetings were held at an average of four times in year across the ten selected firms in this section
of the study. The median outcome of 4.00 approximately also shows that the disparity that could exist in
the frequencies of board meetings for pharmaceutical companies selected in this study is evenly spread. So
it can be concluded that board meetings in the pharmaceutical sector were held at an average of 4 times
within the years covered in this study.
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Ownership structure for pharmaceutical sector on the other hand, does not possess much variability as its
peak is 0.34 approximately with a lowest value of 0.18 approximately thus the median outcome of 0.22
suggests that the observations for ownership structure are dominantly close to the minimum value than they
are to the maximum outcome. It also implies that directors’ shareholdings in the selected pharmaceutical
firms in this study are more inclined to be around 22% approximately. The implication for the median is
also supported by the mean value of 22% which indicates that an average firm in the pharmaceutical sector
has an ownership structure of 22% shareholdings by their directors.
The number of times members of the risk management committee meet on average in a given year is 3
times approximately whereas the mid-value of all the observations is also 3 times annually. However, this
general perspective may becloud the cases of extremities in the data range of the whole companies in this
sector. Thus, the minimum value of 0.00 reveals that some selected pharmaceutical companies do not have
risk committee management meetings throughout some of the years covered in this study whereas the
maximum outcome of 5 times also suggest that some companies had the same meetings for up to 5 times
in a year. It is also notable that risk management committee meetings for pharmaceutical sector have an
average of 3 times per year which suggests that the selected firms in the study each conducts risk
management meetings three times on the average. The median value also supports this outcome since it
implies that between the maximum and minimum which are 5 times and nil respectively, more firms in the
selection and in the years covered are inclined to having the meetings from 3 to 5 times in a year. Hence
we conclude that risk management committee meetings are held 3 times on average by firms in the
pharmaceutical sector and that the observations are considerably tilted to the maximum value.
Gender composition for the pharmaceutical sector shows a maximum value of 5 and indicates that at least
one of the selected pharmaceutical companies at some point within the 12 years covered in this work has a
composition of 5 female board members to one male. This outcome is rather rare as none of the previous
sectors in this work has had up to one female to one male directors’ composition. However, the outcomes
of both the mean and median scores indicate that more observations for gender compositions of the boards
tend towards2 females to 1 male board member. This result suggests that female members dominate the
board compositions of pharmaceutical companies in Nigeria. Audit committee membership in the
descriptive statistics result shown on table 4.4.2 above is 5 members on the average for pharmaceutical
companies in this work. The median value of 6.00 as against the maximum of 6 suggest that at least half of
the total observations on audit committee membership of pharmaceutical companies are 6 members whereas
the other half may be a combination of 6, 5 and 4 which is the minimum value. This highlights the possibility
that most firms in the panel of the ten selected pharmaceutical companies may have maintained audit
membership strength of up to 6 whereas lower audit committee strength of 5 and 4 members were only
maintained minimally.
The financial reporting quality of selected pharmaceutical companies in this study captured by accrual is
not considerably varied considering its minimum logged value of 0.14 as against the maximum value of
2.17 approximately. The observations are not fairly dispersed as its median value of 0.48 approximately
suggests that the variable is rather tilted to the minimum value. The results here therefore suggest that our
160

selected firms may have few companies with higher accrual values than the rest. It can also mean that some
of the selected companies got very high and low accrual outcomes in different years within the years
covered in this work.
4.1.2 Discussion of Pharmaceutical Sector Regression Results
This section deals with the estimation of the regression analysis for all the corporate governance indicators
on the financial reporting quality of selected firms within the pharmaceutical sector and this was done using
fixed/random effects model which makes a selection from two regression estimates based on the outcome
of the Hausman test.
The pair of hypotheses proposed by the hausman test analyses consists of:
H0: Random effect regression model is more appropriate
H1: Fixed effect regression model is more appropriate.

Table 2: Hausman Test for Fixed and Random Effects Models
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects
Test Summary

Chi-Sq.
Statistic

Chi-Sq. d.f. Prob.

Cross-section random

5.257365

7

0.6286

Cross-section random effects test comparisons:
Variable

Fixed

Random

Var(Diff.) Prob.

BI
BC
BM(-1)
OS(-2)
RMC
GC
AC

0.052341
0.072058
-0.004791
0.045342
0.007374
0.016408
0.005474

0.052276
0.070050
-0.004604
0.046125
0.007224
0.016346
0.005064

0.000000
0.000003
0.000000
0.000000
0.000000
0.000000
0.000001

0.8185
0.2527
0.5117
0.2464
0.4475
0.8702
0.6037

Source: Researcher’s Eviews Computation 2018
According to the result obtained for the hausman test of the selected companies in the pharmaceutical sector
on table 2 above, the result for the Chi-square statistics of the hausman test is not significant at 5% so we
accept the null hypothesis. The null hypothesis of the above test proposes the acceptance of the random
effect model which assumes a mean value for the intercepts of the various selected pharmaceutical
companies whereas the alternative hypothesis suggests that the fixed effect regression model is appropriate
including the assumption that though intercepts may differ among the various firms, it remains time
invariant. However, the result of the Hausman test having a probability value that is more than 5% accepted
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benchmark will lead to acceptance of the null hypothesis and conclusion that random effect regression
model is the appropriate model for the regression analysis of pharmaceutical sector.
Table 3: Panel Multiple Regression of Corporate Governance Indicators on Financial Reporting
Quality of Pharmaceutical Companies in Nigeria
Dependent Variable: LOGACCRUAL
Method: Panel EGLS (Cross-section random effects)
Date: 09/06/18 Time: 16:02
Sample (adjusted): 2008 2017
Periods included: 10
Cross-sections included: 10
Total panel (balanced) observations: 100
Swamy and Arora estimator of component variances
Variable

Coefficient Std. Error

t-Statistic

Prob.

C
BI
BC
BM(-1)
OS(-2)
RMC
GC
AC

0.761235
0.052276
0.070050
-0.004604
0.046125
0.007224
0.016346
0.005064

2.782207
5.833909
2.760819
-0.397268
3.383001
1.247152
2.094677
0.340083

0.0066
0.0000
0.0070
0.6921
0.0011
0.2155
0.0389
0.7346

S.D.

Rho

0.783276
0.049788

0.9960
0.0040

0.273608
0.008961
0.025373
0.011589
0.013634
0.005792
0.007803
0.014891

Effects Specification

Cross-section random
Idiosyncratic random
Weighted Statistics
R-squared
Adjusted R-squared
S.E. of regression
F-statistic
Prob(F-statistic)

0.552694
0.511051
0.049314
10.87087
0.000000

Mean dependent var
S.D. dependent var
Sum squared resid
Durbin-Watson stat

0.016267
0.064259
0.223732
1.711553

Unweighted Statistics
R-squared
Sum squared resid

0.423935
44.67452

Mean dependent var 0.809422
Durbin-Watson stat 1.607570
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Source: Researcher’s Eviews Computations 2018
Hence on the basis of the hausman test results, we use the random effect regression result on table 3 to
explain the association of corporate governance structures and financial reporting quality.
According to the regression result, the beta coefficient of board independence yields a positive value which
suggesting that board independence of the firms attracts a direct response from financial reporting quality
of selected firms. The implication is that positive variations in the ratio of non-executive directors to the
number of executive directors in the pharmaceutical companies’ boards will be associated with
corresponding positive reaction from financial reporting quality of the pharmaceutical companies at a
statistically significant level of 1%. Hence the study concludes that board independence has a significant
and positive influence on financial reporting quality of pharmaceutical companies thus, decisions
concerning corporate governance especially as it concerns board independence should always consider
possible effects it tends to offset on the financial reporting quality of the firm. This results tally’s with the
findings of Onurorah and Imen(2016) .But it is remarkably differs from previous studies by Gois(2014) ,
Uwuigbe, Peter &Oyemiyi (2014) who found Board independence to insignificant to finical reporting
quality of pharmaceutical firms.
Board composition also has a positive and significant effect on the financial reporting quality of
pharmaceutical companies. The implication is that financial reporting quality of the selected pharmaceutical
firms responds to changes in the board composition of pharmaceutical companies in the same direction as
board composition. The finding here is in agrees with the idea proper inclusion of non-executive directors
who are not servants of the company into its board will promote decisions made as the non-executive
directors tend to judge issues objectively having no self-review threat when there is need to appraise team
performance. Hence we conclude in line with the outcome of the beta coefficient (0.05) and probability of
the t-statistics (1%) on table 4.28 above that board composition of selected pharmaceutical companies in
this study has a significant and positive influence on financial reporting. Akeju and Babatude(2017)
Garbe(2014) support this findings that Board Compositions helps to befit up financial reporting quality.
However, board meetings have a negative association with the financial reporting quality of selected
pharmaceutical companies at the lag length of one year. This indicates that frequencies of board meetings
for the selected companies in the pharmaceutical sector of Nigeria are associated by a negative reaction in
the financial reporting quality after the space of one year. It also implies that the board meetings of the
selected companies are not yet optimal to attract a direct reaction from the their financial reporting quality
even though the t-statistics of the beta coefficient is not within the accepted statistical bound of 5%.The
study therefore concludes that board meetings of selected pharmaceutical companies in this study have
negative and non-significant effect on their financial reporting quality. This finding is in with Waidi &
Karreem (2017) that Board meeting do not have significant effect on financial reporting quality in that we
do not know the quality of meeting the have and the number that attended the meeting. Which the concluded
that Board meetings, is a weak predictor of financial reporting quality.
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Owners’ structure was lagged at the length of two years to obtain a positive influence on the financial
reporting quality of the sampled pharmaceutical firms according to the findings contained on table 4.28
above. The implication of this finding could be that the more directors are grafted to become financial
stakeholders in the companies they are managing, the better their performance in maintaining the quality of
the financial reports. The positive association between owners’ structure and financial reporting quality of
these selected companies in the pharmaceutical sector is also found to be significant at 1% suggesting that
the relation that flows from owners ‘structure to financial reporting quality can be relied upon in making
statistical predictions and inferences. This result also agrees with the result of Granger Causality test which
states that owners’ structure has a causal and significant influence on financial reporting of firms in
pharmaceutical sector. So in the light of these findings, we conclude that owners’ structure as a vector of
corporate governance has a significant and positive effect on the financial reporting of firms after two years
lagged. This result is supported by the works of Adebiyi and Olorokee(2016) , Faith 2013) Jamil AlSuly(2013) found that ownership structure is a determinant of financial reporting quality .
Risk management committee meetings yield a direct influence on the financial reporting quality of selected
companies in Nigeria as shown on table 4.28 above. This view is obtained from the fact that the beta
coefficient for risk management committee (RMC) is 0.007 approximately suggesting that the frequency of
annual risk management committee meetings of the ten selected companies have a positive relationship
with financial reporting quality of the pharmaceutical firms. This finding suggests that the financial
reporting quality of companies in the pharmaceutical sector responds positively to the frequency of risk
management committee meetings and also implies that the activities of the committee contributes to the
effectiveness of financial reporting of the companies even though it is non-significant. So, in consideration
of the probability of the t-statistics of risk management committee meetings which is above 5%, we
conclude that risk management committee meetings as an indicator of corporate governance of firms has a
no significant influence on financial reporting quality.
Gender compositions of selected pharmaceutical companies have positive and significant effect on financial
reporting quality. This outcome implies that the numerical strength of female to male board members yields
significant and positive effect on financial reporting quality of the pharmaceutical companies in Nigeria. It
follows that the dilution of male dominance in the composition of board of directors of the companies shows
a positive and significant effect on the financial reporting quality of the pharmaceutical companies selected
in this study.
However, the number of audit committee members of pharmaceutical firms over the selected years in this
study on the other hand attracts a positive response from the variations occurring in their financial reporting
quality. But the association is not statistically significant at 5%, we conclude that audit committee has a
positive but non-significant influence on the financial reporting quality of the firms within the
pharmaceutical sector in Nigeria. This is in line with the findings of Paulinus. Oluchukwu
&Somtochukwu(2017) , Moses ,Ofurum &Egbe(2016) who found it to be poor predictor for fincial
reporting quality in the pharmaceutical companies selected in this study
The residual statistics of the multiple regression models on table 4.2.5 also supports the beta coefficients of
the individual variables thereby strengthening the implications of the results. The r-squared of 0.55 suggests
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that our regression model which regressed corporate governance indicators on financial reporting quality
of pharmaceutical companies is well-fitted. This is because the r-squared outcome of 55% shows the ability
of the selected explanatory variables to predict more than half of the changes that occur in the financial
reporting quality of the selected pharmaceutical firms in Nigeria.
The probability value of the f-statistics is significant at 1% supporting the credibility of regression equation
and powers of the independent variables in predicting changes that occur in the financial reporting quality
of the selected pharmaceutical companies.
The Durbin-Watson statistics which has a value of 1.72 being close to 2 supports the outcome of the
regression model and also suggests that near absence of autocorrelation among the series that estimated the
above regression model.
5.0
Conclusion and Recommendations
This study was targeted at unveiling the importance of corporate governance structures in enhancing
financial reporting credibility and reducing opportunistic behaviour in Nigeria Pharmaceutical industry
.Hausman test of multiple regression was employed to investigate the hypothesises relationship. In line with
the previous works, discretionary accrual was used as a proxy for financial reporting quality. Results
revealed that Board Independence, Board Computation, Ownership structure, Risk Management committee,
Gender composition and Audit committee have positive association, while Board Meeting has a negative
impact on financial reporting quality. Based on the findings of this study, the following policy
recommendations are proposed: This study recommends that the SEC code of corporate Governce (2003)
on the attendance of Board meeting. This study also recommends to regulators that in addition to
independence of the Audit Committee, the Chairman of the Audit should be a person with strong fincial
analysis background or a Professional Accountant. Regular and spontaneous supervision function/checks
by the different regulatory agencies are also recommended, while stiff sanctions should be melted out to
Board/Mangers who violate these codes of corporate governances.
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Abstract
The study examined the Influence of Gender Composition in the Boards of Corporate entities on the
Financial reporting quality of the firms in Nigeria. The Specific objective of the study was to investigate the
extent to which Gender has Influence on Financial reporting quality among quoted Manufacturing firms in
Nigeria. A total number of ten Manufacturing companies were selected for the study. The time series data
used were obtained from the annual report of the quoted manufacturing companies. from 20062017,Accural model was used to compute the proxy for financial reporting quality , while Gender
composition is calculated as the ratio of female to male Directors on the Board. The Ordinary Least
Squares technique was used to analyze the data. The result indicated zero impact on financial reporting
quality. The study therefore concludes that the numbers of female Directors on the Boards of corporate
entities are not significant to influence financial reporting quality. The study recommends that equal
number of males and females should be included on the Board of Directorship of every manufacturing Firm.
KEYWORDS: Gender, Financial Reporting Quality, Quoted Manufacturing Firms. Nigeria Stock
Exchange, Annual Reports, Accrual model.
1.0
Introduction
According to Goudreau(2011) women are rising to highest levels of government in many countries
,advancing to executive ranks at top corporation, and these appear to have positively and significantly
contributed to the success of the countries or firms where they have been involved; Angela Merkel of
Germany, Kolinda Graber-Kitarovic of Croatia and Salome Zurabishrill of Georgia are tested examples.
The Price Waterhouse Coopers (PWC 2013) report with data of women from 20 global markets showed
that women comprised approximately 60% of employees in the financial services industry. Despite their
successes however, there is an insignificant number of female directors on the boards of Public companies,
around the world, woman held only 14% of board seats and a mere 2% of CEO portion in the financial
service industry (Rozmina and Mwangi ,2017).
Following the number of corporate scandals and failures as well as financial crises around the world over
the past few years, such failures as in Enron Corporation, WorldCom, Health Smith Corporation, Global
crossing etc big concerns have been raised about the effectiveness of corporate governance system,
especially when it is noted that women with their managerial skills are excluded in corporate Boards. This
has adversely affected the global economy and diminished investor’s confidence on the reliability of
financial information provided by companies. As a result, capital market regulators and academic
researchers from different fields like accounting, Finance and management are of the opinion that these
events could have been prevented if a considerable number of women were given the opportunity to run the
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affairs of the companies or at least made significant number of members of Board of Directors’.
Ferreira(2015),Seiersted Warner-Soderholm, Torchia &Huse(2015).
The society seems to refuse to accept that women have any other role to play apart from the traditional role
of supporting a man. Companies with high female representation on their Boards have been empirically
proved to have stronger corporate governance than those with fewer number of women on the Board and
had
significantly
impacted
on
the
firm’s
financial
reporting
responsibility
and
disclosure,Rosener(2003)One view point on corporate governance has been that including more females in
the Boards of Directors would improve corporate governance practice and financial information quality, (
Muhammad,Ayoib &Noor2016). In actual practice, the serious question which remains unanswered is
whether the presence of women Directors on Corporate Board influences Board decisions regarding quality
and credibity of the financial report in quoted manufacturing firms in Nigeria. This is the` kernel’ which
this study set to crack. Hence the study gears to investigate whether the inclusion of Females in Corporate
Boards has any effect on financial reporting quality of quoted Manufacturing firms in Nigeria. The
remaining part of the paper is divided into four sections. Section two treats review of related literature,
section three is the methodology adopted, section four deals with data analysis and five is on summary of
findings, conclusion, and recommendations.
2.1 Conceptual Review
2.1.1 The issues of Gender.
The issue of Gender has always attracted considerable interest as an area of study that is complex,
challenging and controversial. Historically what was understood as the meaning of Gender was assumed to
be relatively clear. The multiple and contracting meaning attributed to sexual difference. In the last two
decades, however gender has witnessed an increase in popularity encompassing a wide range of issues from
a broader perspective. The consideration of gender is largely centred in biological sexual difference,
whether a Chief Executive is male or female. Since accounting i.e. Financial Reporting Quality involves
recoding and analysing the financial transactions and financial status of a business the possibility of gender
being embedded in accounting becomes a substantive issue as it plays an important role in the outgrow of
the organisation. The question remains as to whether accounting practice are subject to gender effect, such
effect may be distributed to the difference between men and women and their gender characteristics. The
impact of gender within the functional area of accounting i.e. Planning evaluation and controlling has
gender difference in approach i.e. leadership styles and skills attitudes and behaviour, performance
measurement and evaluation etc., thus gender plays role in governing, planning evaluating and controlling.
2.1.2 Financial Reporting Quality Concept
Financial reporting quality, allows financial analyst to conduct a financial analysis and relationship among
financial element and making comparisons with relevant information (Kariuki and Jagongo,2013). It is a
valuable tool used by investors and creditors. Financial analyst and others in their decision making
processes related to stocks, bonds and other financial investment. The goal in analyzing financial statement
is to access past performance and current financial position and to make predictions about the future
performance of a company. (Business and Finance Encyclopedia, 2001). The primary qualities that make
accounting information useful for decision making are relevance and reliability. Accounting information is
relevant if it is capable of making a difference in a decision, and for information to be relevant, it should
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have predictive or feedback due and it must be presented on a timely basis. The importance of information
is affected by its predictive value, confirmatory value, materiality, timeliness. The fundamental principal of
any financial report lies on its under stability relevance, reliability and comparability. Quality in financial
reporting is the hierarchy of hunting qualities with relevance and reliability.
2.2 Empirical Review
Damagum,Oba,Chioma and Ibikunle (2014) did a research on Women in corporate Boards and financial
reporting Credibility-Evidence from Nigeria. The made use of Published Financial statement of 20 firms
representing the various sectors of Nigeria stock exchange for a period of 2006-2011. The statistical tool
employed for data analysis was multiple regression analysis of ordinary least square (OLS). The study
revealed that the presence of female director does not particularly improve the quality of financial reporting.
Gull (2018) Investigated Gender-diverse Board and Financial statement quality: The role of Female
directors attributes. The study made use of French firms belonging to the CAC- all shares index listed on
Emonext Paris over the period of 2001-2010. Findings provide evidence of significant influence of female
directors attributes on the financial statement quality.
Muhammad, Ayoib and Noor (2016) carried out a research on Female Directors and Financial reporting
quality: Further evidence from Nigeria. The study made use of 101 firms of non-financial companies for
the period from 2010to 2014. The study employed the ordinary least square technique in analyzing the data.
The result of the study shows that Board gender to be non-significant but positively associated with quality
of financial reporting perhaps due to the negligible number on corporate boards. Barua, Rama and
Sharma(2010) examined the relationship between Female executive and accrual quality. They found that
companies with female chief financial officers were more conservative in financial reporting practices.
Oba and Fodio(2013) examined a sample of 30 listed Nigeria companies between 2005 and 2007 and found
that increased proportion of women directors have had a positive impact on Financial performance of
Companies. Bill, Iftekhar,Jong and Qung(2014) examined Gender difference in financial reporting decision
–making .Evidence from Accounting conservation, they found out that female Chief financial officers
(CFO) are more conservative in their financial reporting and also are averse than their male CFOs. Sharitah,
Norhasimah, NoorRaida and Faliman (2012). Did a work on, Board diversity and discretionary accruals of
the top one hundred Malaysia corporate Governance (MCG) index. Data were obtained from annual report
for 2008 of one hundred Malaysia corporate entities. The study revealed that presences of women on the
board are found to have a positive significant relationship with discretionary accrual.
Emilia and Sami (2010) carried out a work on Female executive and earnings management using a sample
of S&P 500 firms. The result of the study suggest that firms with female, Chief Financial Officer ( CFO)
are associated with income decreasing discretionary accruals, thereby implying that female Chief financial
officers are more conservative in financial reporting strategies. Sabina and Morten (2010) examined the
contribution of women on Boards of Directors: Going beyond the surface, the study made use of 201
Norwegian firms. The study finds that the ratio of women directors is positively associated with Board
strategic control. In addition it reveals that a positive effect of women directors on board effectiveness are
mediated through increased board development activities and though decreased level of conflict.
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2.3 Gap in Literature
After reviewing the related literature, this study identified some gap , in earlier studies in Nigeria, for
instance Muhammad, Ayoib and Noor,(2006) used non financial companies from 2010 to 2014, and non
financial companies as far as Nigeria is concerned do not have any impact on the Economy. The approach
in this study is quite different in that we used only quoted manufacturing companies from 2006-2017, ie a
total of eleven years and manufacturing companies are the backbone of every economy that is the gap this
study want to fill.
2.4 Hypothesis.
Ho1There is no significant relationship between Gender Composition and Financial reporting quality of
quoted Manufacturing firms in Nigeria
2.5 Theoretical Review.
This study is anchored on Agency theory. This theory has its roots in economic theory, and it was exposited
by Alchian and Densed in 1972 and was further developed by Jensen and Meckling (1976). They define
agency relationship as a contract under which one or more persons (the principal) engage another person
(the agent) to perform some service on their behalf which involves delegating some decision making
authority to the agent, It facilitates the relationship between providers of corporate finance and those
entrusted to manage the affairs of the corporation. The problem that agency theory try to resolve is that the
agent tend to perform not as the principals expected they tend to act for self-interest rather than for
shareholder’s (ownership) interest (Clake,2004). Agency theory was introduced basically as the ability of
the shareholders to take the risk of employing the agent and the risk of employing other to monitor the
agents, (Bhimani, 2008). According to agency theory the owners of the firm have to be able to reduce moral
hazard problems possibly through finding other parties(Board of directors and Auditors) to monitor
managers and the firm, also to motivate the Manager to work in the interest of the firm beyoun of personal
sentiments.
3.0 Methodology
3.1 Research Design
The research design adopted in this study is the ex post facto research design.
3.2. Method of Data collection and Analysis.
Annual time series data was employed ranging from 2006-2017 with a sample size of 10 quoted
manufacturing companies, and Annual report published by the manufacturing Companies Selected. In this
study Accrual model was used as a proxy for financial reporting quality serves as the dependent variable.
Accrual model was developed by Jones 1991 which is
∆WC= CFOt-1 +CFO1+CFOt+1 + ∆Sales +PPE+€
Where ∆WC= Change in Working Capital in year t, ie ∆Accounts receivables +∆inventory – ∆Accounts
Payable – ∆taxes payable + ∆other assets (Net).
CFOt-1= Cash flow from operation in year t-1
CFO1= Cash flow from operation in year t
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CFOt+1= Cash flow from operation in year t+1
∆Sales= Sales in Year t less sales from Operation in year t-1
PPEt= Gross property, plant and equipments in the Year.
The Independent Variable is the Gender Composition which is computed as ratio of Female members to
Male member in the Board of Directors of quoted manufacturing firms in Nigeria,
Proxy for financial reporting quality is the accrual model which is calculated using Jones model.
The study made use of simple linear regression sine the explanatory variable (Gender composition) is one.
The method of data analysis is Ordinary Least Square (OLS) technique. The statistical formation of the
model is presented as follows:
FRQ = f (GC)
The simple linear relationship is stated thus:
LOGFRQ=β+β1 LOG GC +µ
Where:
FRQ- Financial Reporting Quality
GC- Gender Composition.
β- Intercept
β1- Estimation of Coefficient
µ- Error term
4.0 Results and Discussions.
Dependent Variable: FR
Method: Least Squares
Date: 02/04/19 Time: 13:28
Sample: 1 120
Included observations: 120
Variable

Coefficien Std. Error
t

t-Statistic

Prob.

GE
C

-1931373. 10650083 -0.144724 0.4579
9409220. 1730133. 5.438437 0.0000

R-squared
Adjusted R-squared

0.104678
0.083757

S.E. of regression
Sum squared resid
Log likelihood
Durbin-Watson stat

15532916
2.85E+16
-2156.281
1.719857

Mean dependent var 8670942.
S.D. dependent var 1550382
1
Akaike info criterion 35.97135
Schwarz criterion
36.01781
F-statistic
0.554614
Prob(F-statistic)
0.457919

The value for the coefficient for GE (i.e β1) is -1931373, while the constant intercept, c is 9409220. The
value of 9409220 for c represents what financial reporting quality without Gender composition. The value
-1931373for β1 implies that holding all other factors constant, a unit increase in GE (Gender composition)
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will lead to -1931373decreases in financial reporting quality. The R2 tells the percentage variation in
financial reporting explained by Gender composition, the value 0.104678 means that about 10% of the total
variation in the dependent variable is as a result of changes in the independent variables, while 90% is
unexplained. This remaining percent could be caused by other factors or variables not built in the model.
Since the Durbin- Watson statistic is near 2, there is no evidence of first-order autocorrelation. This
regression result shows that gender composition has non-significant effect on financial reporting quality of
the manufacturing companies in Nigeria. It follows that the dilution of female dominance in the composition
of board of directors of the companies shows a negative and non-significant effect on the financial reporting
quality of the manufacturing companies selected in this study.
5.0 Conclusion and Recommendation.
Among the factors affecting the recognition and harnessing of women potential at the top of boards is
Nigeria socio-Cultural, political, and economic and education level. The study found Gender to be
insignificant to financial reporting quality. Nevertheless, the study suggests a proportional increase in the
number of female directors would lead to corresponding increase in the quality of financial reporting. The
outcome of the study shows women directors do not have any influence in the boardroom over financial
reporting quality. The study supports the ongoing agitation for more women participation on corporate
boards, emphasising skills, professionalism, competences and financial expertise to impact meaningfully
on the quality of financial reporting. According to Yau mohammed et al if woman are involved in the
boardroom discussion they will demonstrate that they are better equipped than men to oversee quality of
financial report and as the number increase the quality and reliability of the financial statements.
Regulatory bodies like the Nigeria Stock Exchange and Financial Reporting Council of Nigeria should
review and harmonize multiple codes with specific provisions enabling reasonable quota of female directors
on corporate boards.
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Abstract
Over the last two decades, the question of board diversity as drivers of effective corporate governance has
considerably been on the increase, as a diverse board is believed to carry out its control function more
effectively. We examine the relationship between corporate board diversity and firm performance using
both market and accounting measures of performance in the Nigerian private sector. We make a case for
Nigeria considering that research on the area of board diversity is still at its infancy. Specifically, we
consider gender diversity, foreign directorship as well as skill and expertise of directors as measures of
diversity and the effect on return on asset (ROA).Ordinary least square regression technique was adopted
to analyzes data collected from firms listed on the consumer goods segment of the Nigerian stock exchange
(NSE) between 2015-2018. Data were obtained from published financial statements of the sampled
companies and the Nigerian stock exchange fact book. For the purpose of uniformity, we excluded firms
with incomplete records for the period under consideration. The results of this study show a positive
relationship between gender diversity, and foreign directorship and firm performance. Our study also
reveals that the percentage of female directors and foreign directors on the boards of companies listed on
the Nigerian stock exchange for the period under review is quite low compared to what is obtainable in
other climes. The most recent codes of corporate governance in Nigeria are silent on board composition
and diversity as it gives organizations the powers to appoint directors with the requisite skills and
knowledge to chart the affairs of the organization to achieve its set objectives. Considering the positive
though and significant effect on performance of corporate diversity, we recommend that subsequent codes
of corporate governance are more explicit as regards board diversity by specify a minimum representation
of women on boards, foreign directors
Keyword(s): Corporate governance, board diversity, Institutional theory, Nigeria
1.0
Introduction
Increasing corporate scandals and business failure has sparked a lot of research interest in the area of
corporate governance, specifically, the director’s ability to protect the shareholders from the self-serving
decisions of management, which may hinder the shareholders from getting fair return on their investment.
In the light of the recent financial crisis, business organizations have attempted to strengthen their corporate
governance practices. In Nigeria, the collapse of the financial institutions was blamed on weak corporate
governance practices, lack of transparency and corruption (Akpan & Amran, 2014). This called for the
review of the corporate governance codes to restores the confidence of shareholders in both the private and
public sectors. Corporate governance codes provide for both external and internal mechanisms to reduce
agency cost as a result of the separation of ownership from control of business organizations. Developing
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economies such as Nigeria’s are characterized by weak legal framework, weak contracting in the business
environment, weak shareholder rights, corruption, low levels of transparency, inadequate disclosure of
information and lack of adequate enforcement which makes it easier for the agents to be more self-serving
than act in the best interest of the owners. This emphasizes the role of internal mechanisms such as the
board of directors as they reduce agency cost by monitoring and rewarding top executives leading to
shareholders’ wealth maximization. The board of directors is the shareholders first line of defense, as they
rely on the board of directors to ensure that their investments are well managed and protected. (Brennan,
2010). The board of directors is accountable for setting objectives, monitoring and controlling firm’s actions
to align managers and shareholders interest (Fama and Jensen, 1983). From the theoretical perspective, the
interest of the shareholders can be protected from self-seeking management through effective monitoring
of the management via corporate governance structures like board of directors, board committees etc, or by
providing the directors with incentive to align their interests with that of shareholders (Fama & Jensen 1983;
Jensen & Meckling 1976).
To carry out this monitoring role effectively, the composition of the board of directors is equally very
important for good corporate governance, as it pertains to identifying structures that align the interests of
management and stakeholders (Rose,2007).According to Fama and Jensen (1983) and Hermalin and
Weisbach (2003), the firm’s board is by far the most important internal control device seeking to control
management and deter it from opportunistic behavior. The discussion of board composition has focused
extensively on various board attributes such a board size, board committee composition, number of meeting
etc, and how to ensure the independence of corporate boards. However, in recent years, the issue of board
diversity has gained considerable interest in governance literature. Corporate board diversity is fast
becoming an emergent issue in the world of corporate governance research as there has been a shift from a
mere “box ticking” exercise in terms of compliance with corporate governance codes to what the directors
bring to the table in terms of carrying out their oversight function effectively. Boardroom diversity covers
age, background, gender and ethnic diversity, and also diversity in terms of skills, thinking, competencies,
experiences, and careers.
An effective board will usually comprise a mixture of directors with the requisite skill, expertise and
experience to carry out their oversight function. As Sally Freeman (2017) puts it,” having a board that
consists of more than one ‘type’ of person will bring great benefit to an organization. Generally, diversity
looks at the board composition of individual directors to allow for a balanced board which is the essence of
corporate governance. Diversity brings new perspectives, a move away from the potential ‘group think’
mentality that can occur when like-minded people discuss issues and make decisions”. A diverse board
enhances stakeholder’s wealth as it directly affects the quality of the monitoring role of the boards. A
diverse and inclusive board of directors usually provides an organization with relationships to many groups,
relationships that can open up multiple opportunities to build strategic alliances. On the contrary,
homogeneous board of directors tends to build alliances with the same groups over and over again and is
often self-perpetuating (Saldar, Shah & Roa 2014)
It been shown that one of the most effective ways to enhance corporate governance is through board
diversity. It is believed that good corporate governance is positively associated with board diversity (Carter,
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Simkins, and Simpson, 2003). Advocates of corporate diversity claim that diversity improves decision
making process as well as financial and social performance (Rhode and Peckel, 2010, Hasfi & Turgut, 2013,
Coffey & Wang ,1998), reduces information asymmetry. The main focus of diversity research is gender,
and a number of countries particularly in Europe have raised or set quotas for female representation on the
board of directors. In Nigeria, the recent corporate governance reforms of 2015 are silent on board diversity.
Corporate board diversity has become an increasingly popular topic across the globe, and despite the gains
associated with a diverse board, the pace at which organizations in developing countries such as Nigeria
are adopting diversity on the board is quite low. It is on the premise of this that this study seeks to examine
the extent to which organizations operating in Nigeria have adopted a diverse board and it effect on
performance. Specifically, this study focuses on companies listed on the consumer goods segment of the
Nigerian stock exchange (NSE) between 2015-2018. Diversity for the purpose of this study covers gender,
skills and foreign directorship. Specifically, the objective of this study is to:
Ascertain the effect of gender diversity in ROA
Ascertain the effect of foreign directorship on ROA
Ascertain the effect of directors skill and expertise of ROA
2.0 Review of Literature and Hypothesis Development.
Corporate Governance
The concept of corporate governance has been defined by various scholars, academics and researchers
giving it different meanings and connotations. Shleifer and Vishny (1997) stated that corporate governance
deals with the ways in which suppliers of finance of corporations assure themselves of getting a return on
their investment. This assertion however is consistent with the position of Garrey and Siran (1994) who
argued that corporate governance determines how the firms’ top decision makers actually administer such
contracts. Akinsulire (2010) submitted that corporate governance is a system by which companies are
directed and managed in the best interest of the owners and investors. In a more comprehensive manner,
the Institute of Internal Auditors (US) IIA (as cited in Dana & Larry 2003) defined “governance as a process
that deals with the procedures utilized by the representatives of the organizations’ stakeholders to provide
oversight risk and control processes administered by management”.
The monitoring of organizational risks, and the assurance that controls adequately mitigate those risks both
contribute directly to the achievement of organizational goals and the preservation of organizational value.
Those performing governance activities are accountable to the organization’s stakeholders for effective
stewardship. The OECD provides a more comprehensive definition of corporate governance, as a set of
relationship between a company’s management, its board, its shareholders and other stakeholders. The
definition by OECD highlights the importance an internal control mechanism and the role of the board of
directors as very vital organ of the business organization. The board of directors has been a major corporate
governance mechanism, and an effective board is fundamental to the success of a firm and vital for good
corporate governance.
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Gender Diversity
Gender simply means female representation on the board of directors (Carter et al, 2003). Gender diversity
has received considerable attention in governance literature recently which has prompted countries to pass
legislations concerning female representation on corporate board. In Sweden and Norway for Instance, a
legislation was passed imposing gender quota on the board of listed companies (Rondoy, Oxelheim &
Thomson, 2006). In Nigeria, the most recent codes of corporate governance require a balance of skill,
expertise, gender and competence but does not specify a clear percentage of female representation on the
board, but Sener & Karaye (2014) in their comparative study between Turkey and Nigeria, found about
68% female representation on corporate boards in Nigeria. It is believed that women on the board can
enhance the effectiveness of the board as they are more trustworthy and stricter and are usually more risk
averse than men (Byrnessetal.,1999). It is also believed that electing women on the board can provide access
to a wealth of resources such skill, prestige knowledge and connection to external resources (Dang&Vo,
2012). Taghizadeh & Saremi(2014), show that a high percentage of female representation on the board
increases performance.
A number of empirical studies have been carried out linking gender diversity and performance both in
Nigeria and across the globe using both market and firm level measures of performance. The empirical
studies linking gender diversity and performance show conflicting results. Some of the studies show a
negative relationship between gender diversity and performance Darmadi (2011), Akpan & Amran
(2014),Akpan & Amran (2014). Abad, Lucas-Perez, Minguez-Vera & Yague(2017) found a negative
relationship using both Blau’s and SHANNON diversity index and information asymmetry using Bid -ask
spread and price impact probability (PIN) in the stock market. On the other hand, a number of other studies
also show a positive relationship between gender diversity and various measure of performance. Ahmad &
Hamzah( 2014) found a positive relationship between board women and dividend payout. Taieb & Turgut
(2012) found a positive relationship between gender diversity and corporate social performance. Similarly,
Julizaema & Zulkanian (2012), Oba & Fodio (2013) Turkur and Bilkisu and Taghizadeh & Saremi (2013),
all show that the presence of female directors on corporate boards increases firms performance.
From the above, it is hypothesized that:
H1: There is a positive significant relationship between the presence of female directors and firm
performance.
Foreign Directorship
Foreign directorship is another dimension of corporate board diversity, which means the presence of foreign
directors on the board of directors. More research tends support the presence of foreign directors on the
board, as it believed that foreign directorship will improve the monitoring role of the board, increase board
independence, reduce expropriation and enhance the competitive advantage of the firm (Oxelheim and
Randoy, 2003). The presence of foreign directors on the board, is believed improve the quality of the board
as result of their diverse opinions and views, expertise and diverse thoughts they bring. Empirical research
on foreign directorship show a positive relationship between the presecne of foreign directors on firm a
performance ( Turkur & Bilkisu, 2012, Ahmad & Hamzah, 2014 and Shukeri, Shin & Shaari, 2012).
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In Nigeria, there is fair number of foreign directors on corporate boards; this is the case particularly for
firms which are largely foreign owned. In the case of locally owned firms, the percentage of foreign
directorship is not as high,
From the above, it is hypothesized that:
H2: There is a positive relationship between foreign directorship and firm performance.
Skills and Expertise of directors.
Another dimension of diversity on corporate boards is the skill and expertise of directors. Members of the
board of directors are expected to monitor management, to ensure that in the interest of shareholders in
protected. To do this effectively, it is expected that the board is adequately staffed with directors that have
a mix of skill and knowledge. The most recent corporate governance codes in Nigeria require that corporate
boards should have a balance of skill and expertise. A diverse board will lead to diversify of thought and
experience in the boardroom. According to Johl, Kaur and Cooper (2015), corporate boards need to have
the right mix of members with appropriate skills and expertise to cope with business complexities,
competitions and changes. Hambrick & Mason (1984) argued that top management including directors
require two essential competencies; functional knowledge and firm specific knowledge. Functional
knowledge cover knowledge in finance, accounting, legal, marketing an economics, while firm specific
knowledge has to do with detail knowledge about the firm and its operations.
It is believed that a board with vast skill sets are more effective in carrying out their control function. Based
on the above, it is hypothesized that
H3: There is a significant relationship between skill and expertise of directors and firm performance.
Prior empirical studies have shown a number of ways by which corporate board diversity is measured.
Firstly, some researchers adopt the heterogeneity index, with Blau’s diversity index and SHANNON’s
diversity index being the most popularly adopted (Abad, Lucas-Perez, Minguez-Vera & Yague, 2017;
Ararat et al., 2010). Secondly, Some researchers also adopt dichotomous variables to indicate whether or
not certain diversity variables exists or not on the board (Darmadi 2011, Oba & Fodio 2013). Thirdly, some
researchers measure diversity by computing basic proportions of board members with particular dimensions
(Oxelheim and Randoy, 2003). The most commonly adopted method of measuring diversity as seen
revealed from the review of literature is method three.
For the purpose of the study, a mix of methods is adopted. We use the ratios of women and foreign directors
on the board, as well as the percentage of female directors and foreign directors to measures gender diversity
and foreign directorship. Dichotomous variables are also adopted to indicate the presence or not of female
and foreign directors and also to indicate where there is a mix of not or skills to indicate board expertise
and skills.
2.1 Theoretical framework
This study draws its theoretical underpinnings from the agency theory and the resource dependency theory.
The agency theory was developed as a result of the agency problem as initiated by Berle and Means (1932).
The agency problem arises as a result of the separation of management from ownership of business
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organizations. This separation gives rise to divergent interest between the principal and agent. The agency
theory holds that this diverse interest can be reduced by giving appropriate incentives to the agents and also
to monitor the actions taken by the agents (Jensen and Meckling, 1976). The board of directors who are
appointed by the shareholders to carry out the control function on their behalf, play a vital role in mitigating
the agency problem. The agency theory holds that a diverse board will act objectively and independently
ad also serve as effective monitors to ensure the shareholders interest is protected (Hillman & Dalziel,
2003).
The resource dependency theory on the other hand according to Teriesen, Sealy and Singh (2009), views
the firm as operating in an environment that requires the exchange of resource in order to thrive. The
resource dependency theorist holds that the main function of the board of directors is the provision of
resources. It is argued that given the complex and constantly changing business environment, a diverse
board is better able to make available resources and also get the resources needed from the environment.
3.0
Methods
3.1
Population, Sampling and Data Collection
The population of this study comprise all 22 companies listed in the consumer goods sector of the Nigerian
stock exchange (NSE) from 2015-2018. The consumer goods sector of the NSE was selected because no
specific research on board diversity has been carried out in this sector and it is the largest sector after
financial institutions. A total of 22 companies were listed in this sector for the period under review. A
sample size of 14 companies was used for this study which represents all the companies with complete
financial data for the 4-year period under review. Table 1 below shows a list of the companies for this
study. Secondary data was employed for the purpose of this study. Data for this study were obtained from
the audited annual reports and accounts of the selected companies obtained from both the individual
companies and the NSE website.
Variables
Research model Specification and Measurement.
Dependent Variable: The dependent variable for this study is firm performance which is measured by
returns on asset (ROA). ROA is computed as 𝑛𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 ÷ 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠. A number of prior
research (Turkur & Bilkisu, 2012: Julizaema & Zulkanian, 2012; Taghizadeh & Saremi ,2013), have
adopted ROA as measure of performance.
The Independent variables for this study include:
Gender diversity (BGENDER): which is measured in three ways. First, a dichotomous variable 1 is used to
indicate the existence of a female on the board and 0 where there is no female on the board (Oba & Fodio,
2013). Secondly, we also use the percentage of women on the board (Akpan & Amran,(2014; Oba & Fodio,
2013), computed by 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑓𝑒𝑚𝑎𝑙𝑒 𝑑𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 ÷ 𝐵𝑜𝑎𝑟𝑑 𝑠𝑖𝑧𝑒. Lastly, we use to ratio of female
directors to board size.
Foreign directorship (BFDIR) which like board gender is also measured in three ways. First, a dichotomous
variable 1 is used to indicate the existence of foreign directors on the board and 0 where there is no foreign
director on the board (Darmadi 2011,Oxelheim and Randoy, 2003).). We also use the percentage of foreign
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directors on the board to measure foreign directorship. Lastly, we use to ratio of foreign directors to board
size to measure foreign directorship.
Skills and Expertise of directors (BSKILLS), this refers to the expertise of directors. For the purpose of this
study, skills and expertise of the board is measured by the professional mix of the board of directors in
terms of areas of specialization. We also use a dichotomous variable 1 to indicate where the is mix of
expertise and 0 where there is none. The essence of using a variety of measures of diversity, is to boost the
robustness of the results obtained.
Control Variables
For the purpose of this study, we control for firm size and board size. It is believed that the size of the firm
will affect performance. Firm size is measured by the log of net asset (LASSET) while board size represents
to total number of directors on the board (BSIZE). Schnake, Williams and Fredenberger (2006) reason that
the number of female directors on the board is influenced by the size of the board.
ROA=β0+β1 GENDER+ β2 FDIR +β3 LASSET+β4 BSIZE +eit
Where:
ROA= Returns on Asset
B0= Intercept coefficient
β1 GENDER= Presence of female directors & percentage of female directors
β2 FDIR= Presence of foreign directors & Percentage of foreign directors
β3 LASSET= Log of asset
β4 SIZE= Board Size
eit= Gaussian white noise
4.0
Discussion of Results
Table 1: Result of Ordinary Least Square Regression (OLS)

Dependent Variable: ROA
Method: Least Squares
Date: 06/09/19 Time: 06:39
Sample: 1 14
Included observations: 14
Variable

Coefficient

Std. Error

t-Statistic

Prob.

FEMALEDIRECTORS
FOREIGN_DIRECTORS
BOARD_SIZE
FIRMS_SIZE
C

11.37934
7.896800
0.311072
0.740127
-6.540588

3.406177
1.804499
0.150400
0.626166
4.776746

3.340794
4.376174
2.068294
1.181998
-1.369256

0.0006
0.0008
0.0686
0.0075
0.2041
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R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.836038
0.763166
1.189874
12.74219
-19.20617
11.47269
0.000094

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

6.857143
2.444999
3.458024
3.686259
3.436897
2.486920

Source: Eview ninth edition
This study makes use of inferential ordinary least square regression as well as descriptive statistics. The
ordinary least square regression explains the effect of board diversity and the control variables on
performance. The graphical illustrations help explain and better understand the variables and summarize
the data set. Table 1 below shows the results of the ordinary least square regression of board diversity on
ROA including the control variables (board size and firm size). Given a 5% error margin, the results indicate
that the presence of female directors as well as the percentage of female directors on the board has a positive
and significant relationship with performance as measured by ROA. Similar results are reported for foreign
directorship, with a positive and significant relationship of both presence of foreign directors as well as
percentage of foreign directors with firm performance. The results of this study are in tandem with the
resource dependency theory which favors a diverse board, considering the diverse wealth of resources the
board members bring The results are also in agreement with prior empirical studies (Ahmad &
Hamzah,2014;Julizaema & Zulkanian,2012; Oba & Fodio, 2013;Turkur and Bilkisu, 2012; and Taghizadeh
& Saremi, 2013). The results also show that the control variables board size and firm size also have a
positive effect on performance as proxied by ROA.

Axis Title

Graphical represenattion of percentage of female directors
35.0%
30.0%
25.0%
20.0%
15.0%
10.0%
5.0%
0.0%

33.30%
28.5%

33.30%
25%

22%

16.6%
11%

16.6%

22.20%
13.30%

7%
0%

0%

Gender Diversity

Chart 1: Graphical illustration of the presence and percentage
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25%

Chart 1 above shows the graphical representation of the percentage of female directors on board of the
sample c ompanies in the consumer goods sector of the NSE. From the illustration and analysis, it is shown
that 85.7% of the sample firms have female directors on their board. The graph shows that the board with
the highest female representation has 33.3% of female directors and the least had no female on their board.
On average, the board of the sample firms has 18% of female representation.

Chart 2: Graphical illustration of the presence and percentage of foreign directors on the board
Chart 2 shows the percentage of foreign directors on the sample board. About 71% of the sample firms have
at least one director on their board, with the highest representation been 88% and the lowest being 0% with
no foreign directors. The level of presence of foreign directors on the sample boards is greatly influenced
by the nature of ownership of the companies. For wholly owned local companies, the percentage and
presence of foreign directors is relatively low as compared to companies with majorly foreign ownership.

Board Size
20
15
10
5
0

Chart 3: Graphical illustration of board size
Chart 3 above shows the board size of the sample firms. From the chart above, the average board size is 9
board members with the highest been 15 and the lowest 4.
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5.0
Conclusion
The aim of this study was to empirically examine the impact of corporate board diversity on firm financial
performance as measure by ROA. To achieve our objective, data was obtained from the financial statements
of 14 companies listed on the consumer food sector of the Nigerian stock exchange from 2014-2018.
Hypotheses were postulated based on review of prior empirical studies and tested using ordinary least
square regression model. The results of the study indicate that there is a positive and significant relationship
between gender diversity, foreign directorship and firm performance proxied by ROA. The results also how
a positive relationship between our control variables; board size and firm size with performance.
5.1
Recommendations
Considering this positive and significant relationship that exist between corporate board gender diversity
and performance, it is recommended that Nigerian corporate governance codes should be more explicit in
with regards to board diversity especially setting a benchmark percentage of female directors and foreign
directors even for locally owned companies.
5.2
Suggestions for Further Studies
Subsequent studies should consider expanding the number of diversity variables to include stakeholder
representation on the board and also use more performance variable. It might also be necessary to consider
expanding the sample size, to cover all listed on the various sectors of the NSE.
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ABSTRACT
This study explored the effect of corruption schemes on the operational cost of manufacturing companies.
The study was conducted using the survey design. The key research elements involved in the study were the
top management as well as employee of manufacturing companies operating in southern Nigeria quoted in
the Nigerian Stock Exchange. The total number of employees spread across the entire manufacturing
companies operating in the regions under the study are fifty thousand, three hundred and eighty -five
(50,385) employees as reported in NSE Fact Book, 2016. The study sample was selected from the population
using the Taro Yemani (1967) formula drawn across the entire seventy (70) manufacturing firms quoted in
the Nigerian Stock Exchange. Data were obtained from both primary and secondary sources using the
questionnaire and desk research. The ordinary least squares (OLS) simple regression analysis, percentages
and coefficient of correlation statistical tools were used in testing the degree of relationship existing
between the various variables in the research hypotheses and relevant questions raised in the study. Data
gathered were presented and analysed using descriptive statistic for the purpose of establishing the
variability of the responses to the survey instrument. This study has explored the effect of corruption
schemes on the operational costs. The study has identified corruption as a universal phenomenon
rampaging businesses as well as economies globally in both developed and developing countries. The study
found that against the apriori expectations, corruption schemes have been found to have a very insignificant
effect on the overall costs of doing business in the Nigeria economy. The researcher wishes to make the
following recommendations based on the findings and conclusions drawn from this study: Preventive
controls such as segregation of duties, access rights and restrictions, effective supervision, strict and
responsive authorization and approvals, frequent job rotation, compulsory holidays and annual vacations
at all levels of the organization should be put in place to ensure that fraud and financial misconduct is
prevented from occurring in the first instance. While significant check and balances should be put in place
to ensure that the payroll reflects only those duly employed and are working in the organisation to minimize
to the barest minimum the occurrence of payroll related schemes in companies. Lastly, recruitment and
selection procedures should be designed to ensure that only qualified individuals with the right personal
traits are employed into the organisations’ work force.
Key word: Fraud, kickback, overbilling, purchase scheme, operational cost
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1.0
Introduction
The cost of business to ordinary person includes the cost of labour, materials, research and development,
overheads, taxes and so on. No business in the world includes the cost incur from losses to bribes and other
forms of corruption scheme in the overall cost of carrying on their business and then report same in the
determination of the bottom line or profit. Several businesses have failed over the years as a result of
increased costs of doing business. Research by Kankpang (2015) found that, included on overall operational
cost of an enterprise are different forms of corruption schemes which accounts for a huge portion of that
costs.
In accounting and finance, while reporting the cost of carrying on businesses, the cost of dishonesty are
usually not recognised as there are basically a hidden cost which are to the detriment of the organisation,
and as such does not appear in the financial statement even as it ultimately impacts the organization's
operational efficiency as well as bottom line (profitability), especially in the use of resources. Bribery is a
corruption scheme and a big form of dishonesty perpetrated by staff at all level in the workplace. Black
dictionary defined the term corrupt as “to spoil, depraved, tainted, vitiated, debased amorally degenerated”.
When used as a verb, to corrupt means “to change ones’ morals and principles from good to bad” (Black,
1979). Well (2007) defined corruption as “as act done with the intent to give some advantage inconsistent
with official duty and the right of others. Corruption schemes include but not limited to the following forms
of fraudulent activities bribery, kickback, conflict of interests, overbilling schemes, diverting business to
vendors, bid-rigging, economic extortion, illegal gratuities, purchase schemes, sales schemes, resources
diversions and financial disclosures. The effect of financial crimes, corrupt practices and other forms of
dishonesty and fraudulent acts by employees on the overall performance of the organization can be
significant and decisive (Siegel, 1989). Many business organizations have gone bankrupt and shut down
because employees have stolen the capital, profits and future of their employing organizations. Such fraud
has observably been at the root of the failure of many corporate entities across the world. It is in the light
of the significance of the effects of fraudulent practices that this study seeks to determine the extent to
which corrupt practices by staff and other stakeholders affects the profitability of organizations.
1.2
Statement of the problem
Corruption is a severe and costly practice for businesses. Receiving and paying official and unofficial
kickbacks accounts for several millions naira expended by businesses on a yearly basis. Paying official
kickbacks to get businesses in today's business world arguably accounts for a major part of the cost of doing
business. These fraudulent activities usually take the form of an employee obtaining bribe from a supplying
agency and then adding the bribe amount as part of the cost of supplies thereby increasing the cost to the
business. The effect of this form of dishonesty by staff is that it reduces the returns earned by the business
from its operations by increasing the costs of the operations.
These corrupt activities deprive business of large amounts of money or profit, or make businesses insolvent,
or lead to increased economic, physical and social costs. All the above fraudulent activities are sources of
risk because their occurrence are difficult to predict and when they occur, this could disrupt the operations
of a business as well as carefully formulated plans of businesses thereby precipitating a chain of undesirable
consequences.
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1.3
Objectives of the study
The major objective of this study is to determine the extent to which corruption schemes affects the
operational cost of an organisation. The specific objectives are:
To investigate the extent to which kickbacks received by employee affects the operational cost.
To examine the extent to which overbilling scheme by employee affects operational cost.
To assess to what extent does the purchase schemes by employee affect operational cost.
1.4

Research hypotheses
The following null hypotheses have been formulated for the study:
Kick back received by employee does not have a significant effect on the operational costs of businesses.
The operational cost of businesses is not significantly affected by overbilling schemes.
Purchase schemes by employee will not have a significant effect on the operational cost of businesses.
1.5
Significance of the study
The results from this study provides a guide to corporate organizations, manufacturing firms, the academia,
to develop skills, professional attitude and knowledge in ensuring quality administration to an organization
and competency of employees towards upholding organizational ethics to ensure reducing anticipated
fraudulent practices to the least ways possible in an organization
2.0
Literature Review and Theoretical Framework
2.1
Meaning of fraud
Fraud could be defined as a deliberate action perpetrated by a person aimed at securing an unfair or unlawful
profiting. It involves undermining public trust and the damaging of a firm's reputation for integrity (Garner,
2004; KPMG Forensic, 2004 cited in Kankpang, 2011). Fraud is a calculated misrepresentation of facts
involving the use of words, actions or concealment of facts aimed at obtaining unmerited advantage. It is
the perpetration of dishonesty in conduct or words. For fraud to take place, the victim must suffer some
form of financial loss to the advantage of the fraudster (Clemency, 2002). According to Kankpang (2011),
Garner (2004) and KPMG Forensic (2004) fraud can be categorized into fraudulent financial reporting
which involves improper revenue recognition, overstatement of assets and understatement of liabilities,
misappropriation of assets involving embezzlement, payroll fraud, external theft, procurement fraud,
royalty fraud as well as counterfeiting. They further identified another category of fraud to include revenue
or assets gained by fraudulent or illegal acts. Accordingly, they argued that this form of fraud may take the
form of over-billing
customers, deceptive sales practices, accelerated revenue and bogus revenue.
Yet another category of fraud is expenses or liabilities avoided by fraudulent or illegal acts. This category
of fraud and abuse may be perpetrated through tax fraud, wage and hour abuses, falsifying compliance data
provided to regulators as well as the use of ghost workers (Uchenna & Agbo, 2013). Other forms of fraud
perpetrated by employee or senior management staff of organisations identified by Ebong (2005) and Gates
and Jacob (2009) include expenses or liabilities incurred for fraudulent or illegal acts which take the form
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of commercial or public bribery, kickbacks. The last forms of misconduct perpetrated by employee include
conflict of interest, insider trading, discrimination, theft of competitor trade secrets antitrust practices,
environmental violations. Fraud has been described as the application of deception as its principle modus
operandi to obtain from a victim his procession (Well, 2007). He argued that, there are three ways to
illegally relieve a victim of his money: force, trickery or larceny. All those offenses which employ trickery
are frauds. Since deception is the Linchpin of fraud, we will include Webster's synonyms: "Deceive" implies
imposing a false idea or belief that causes ignorance, bewilderment or helplessness; "mislead" Implies a
leading astray that may or may not be intentional, "delude" implies deceiving so thoroughly as to obscure
the truth, "beguile" stresses the use of charm and persuasion in deceiving".
2.1.2 Causes of fraud
Several factors have been adduced as the causes of fraud, but the near absence of a commonly accepted
meaning of fraud stands out as the singular most important cause of fraud (Okoye & Gbegi, 2013;
Nwankwo, 1991). This is because it is at times used synonymously with, or as a subset of the much broader
concept of corruption. To effectively eliminate, manage or reduce the occurrence or incidence of the burden
when fraud occurs, the first stem is the identification of the causes of the frauds (Adenubi, 1995; Osuagwu,
2012). Okaro, Okafor and Ofoegbu (2013) while collaborating Adenubi and Osuagwu added that the nature
of fraud which involves complex intricacies and high level conspiracy and deception makes the effective
identification of the causes of fraud a difficult task for both managers and practitioners alike.
Severally factors have been identified as the reasons for the perpetration of fraud in organisations. These
factors have been categorized into societal, personal, organisational and others (Agbase, 2000; Okoye &
Gbegi, 2013). They further decomposed societal causes into family background, norms, morals, friends and
individual’s level of sophistication. Further decomposition of the personal factors identified traits, nature
and quality of training, level of income, education level attained, ambition and gaols, while the
organisational factors included remuneration, control systems, responsibilities and career prospects. The
last group of causes of fraud included individual’s interest, vulnerability in terms of outside influence and
legal penalty. Other causes of fraud as identified include the increasingly internationalization of
financialmarkets and institutions alike. As regards the internalization problem, factors such as the impact
of new technology and telecommunication have become new avenues as well as more opportunities for the
perpetration of fraudulent acts by individuals. Nowhere is fraud more obvious than in computer and
information technology (Agbase, 2000). Uzoka (1995) argued that fraud is in the increase and will continue
to increase because it is a part of everyday life. He also posited that record of transactional operations across
the world indicates that payrolls, bribery and extortion are often the normal way of doing business in
developed and developing countries alike. Human variance such as the insatiable appetite to amass wealth
and the desire to get rich quick to join the Joneses are other cause of fraud in developing as well as developed
societies (Adeniyi, 1999; Hamilton & Gabriel, 2012).
Another set of important factors contributing to the increase in fraud incidence social and economic
conditions as good players in the game of fraud. More importantly, of these social factors he identified
unemployment, widening social sanctions or misplaced social value as the most pervasive causes of fraud.
Corporate culture or lack of it is also partly to blame for the explosion in the growth of corporate fraud.
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Lack of internal control systems within organizations account for majority of the corporate frauds recorded
in recent times. It is therefore conclusive that the causes of fraud can be classified into four groups including
societal, personal, organizational and others factors (Nia, 2015; Ijeoma & Aronu, 2013). Ojo (2008) in his
part argued that the causes of fraud and forgeries in organizations including banking transactions and
manufacturing companies can be categorized into two major categories namely: the institutional or
endogenous factor and the environmental or exogenous (social) factors.
Several institutional factors such as weak accounting system, poor supervision, rules disobedience, poor
information technology, weak personnel policies, poor salaries structure and conditions of service, general
work place frustration, employee refusal to abide by the rules of engagement, firms reluctant to report fraud
due to perceived negative publicity or image, experience of staff, inadequate infrastructure, training and
retraining, book keeping, etc have identified as the organisational factors responsible for the growing rate
of employee fraud in the work place (Kochanova, 2012; Idolor, 2010). Idowu (2009) and Ogbunka (2002),
environmental factors are a set of causes of fraud that cannot be linked to the directly and isolated to the
operating environment of an organization. They argued that these factors usually exhibit themselves in the
following forms in the typical organization and identified them to include the penchant to get rich quick,
slow and tortuous legal process as found Nigeria, poverty and the widen fissure between the affluent and
the poor, job insecurity. Others include peer group pressure, societal expectations, etc. While collaborating
them, Idolor (2010) identified some additional environmental factors to include increased financial burden
on individuals and stiff competitiveness in industries which allows organizations to perpetrate fraudulent
acts with the intension of earning increased profitability and satisfying stakeholders.
2.1.3 Fraud prevention strategies
Welsh and& Farrington (1995) offer four crime prevention strategies: situational, developmental,
community and criminal justice prevention. Situational strategy refers to surveillance techniques using
employees, alarms or video monitors. A Developmental, Strategy involves examining the root causes of
crimes against businesses such as juvenile delinquency, poverty and economic cycles. Community
strategies utilize various social experiments and neighbourhood watch programs. Criminal Justice
prevention programs develop partnerships between law enforcement and the community.
A model program in New York City (Kugel, 2003) designed to help bodegas (Mom and Pop grocery stores)
by installing security cameras secured backing from the mayor and the police. According to a survey by a
bodega owner's association, nearly 35 percent of crimes went unreported to police. Despite the fact that
bodega owners typically do not report crime to police, a recent surge in killings during robberies prompted
store owners to become more involved in working with law enforcement (Kugel, 2003). Among retailers,
liquor stores report higher rates of employee injury or death than other types of retail establishments
(Casteel, 2004). Comparing two groups of stores, one with an environmental design intervention and the
other group without, researchers found a significant reduction in robberies and shoplifting among stores
using environmental design. Environmental design programs utilize structural design methods for both
outside buildings as well as interior layouts. Without cover, criminals are more visible to surveillance
cameras and security guards and it is also more difficult to surprise employees on duty.
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The best strategy to defend against business crime should focus on preventive measures. For many
businesses, simple actions such as improving security lighting or requiring employee identification may
reduce crime. Crime preventive actions can be categorized into external measures, to include security
lighting, surveillance cameras, locks, and key control; employment policies that include background checks,
drug testing, employee identification, and separation of duties; computer defences that include secure
websites, access authorizations through secure passwords, computer firewalls, and secure Internet
payments. Finally, everyday work practices such as keeping minimal amounts of cash on hand, requiring
employee identification, paying everything by check and not delegating check signing provide basic
defences against internal and external crime.
2.1.4 Investigation, detection and deterrence of fraud in Nigeria
There are several techniques or strategies that organizations can adopt for the mitigation of corruption and
fraud in their systems. These strategies affect those frauds perpetrated by staff and those committed by
outsiders as well as those perpetrated through corroboration between staff and customers and even noncustomers. Some of the strategies include: undercover investigation, penetrating for job placement,
surveillance (through human eyes, electronic, camera, CCTV, surveillance log, the stationary surveillance,
short –term surveillance, very temporary surveillances, hardware used in stationary surveillances, the
moving surveillance, foot surveillance, public conveyance surveillance, auto surveillance, hardware Used
in Moving Surveillance, moving and stationary surveillance (Akinade, 2015; Kankpang 2015). Others
include check –pointing, background investigations, pre-hire investigations, past employment verification,
the neighbourhood checks, post-hire screening, employment verification and reference letters, on-going
investigations, discovering covert crimes, refund letter circularization programme, daily audit of cash
registers, integrity testing, bank cheque reconciliation, cash counts ,exit interviews, checking for “ghost”
employees, verification of vendor or resource, intelligence surveillance, physical inspections, suggestion
box and award systems, odometer checks, shoplifting surveillance
2.2
Theoretical framework
This study is anchored on the rational choice theory, fraud triangle theory and the theory of employee theft
2.2.1 Fraud triangle theory
The fraud triangle theory developed by Donald Cressey in 1950, a criminologist, stated the study of fraud
by arguing that there must be a reason behind everything people do. Questions such as why people commit
fraud led him to focus his research on what drives people to violet trust? He interviewed two hundred and
fifty criminals in a period of five months whose behaviour whose behaviour meets two criteria (i) initially,
people are accepting responsibility of trust in good faith and (ii) circumstances makes them violet the trust.
He relates that three factors (pressure, opportunity and rationalization) must be present for an offence to
take place. Cressey further states the following: Trust violators, when they conceive of themselves as having
financial challenges that is non-sharable and have knowledge or awareness that this problem can be secretly
resolved by a violation of the position of financial trust. Also they are able to apply to their own conduct in
that situation verbalizations which enable them to adjust their conception to themselves as trusted persons
with their conceptions of themselves as users of the entrusted funds or property (Crassey 1953).
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2.2.2 Rational choice theories
This theory was developed by Marcus Felson and Lawrence Cohen (1968) (cited in Felson & Clarke, 1998).
They argued that the rational choice theories are applicable to employee fraud by combining elements of
classical theory as well as economic theory in explaining the criminal behaviour of individuals. From a
classical perspective, human beings are considered inherently reasonable and pleasure-seeking beings who
logically calculate the potential costs and benefits of a given act (Beccaria, 1764 cited in Hollinger & Davis,
2007). Being self-satisfiers, human beings will logically make decisions that will avoid pain and give them
maximum amount of pleasure, even if it means violating the rules and regulations (Bentham, 1789 cited
Hollinger & Davis, 2007). Employee steals from their employers when they perceived an opportunity to
take advantage of that has a limited risk of being detected or caught. The perpetration of the act of stealing
by employee is usually supported by a high potential for personal benefit to the defaulting employee. While
building upon the classical theory principles, traditional rational choice theories used an economic model
to affirm that employees were self-interested offenders primarily influenced by the pursuit of monetary
profiting.
Hollinger and Clark (1983) study concluded that most employees do not perpetrate dishonest behaviour in
response to non- work financial pressures. This conclusion may not apply in today. In reality, as personal
liability increases, the modem employees may be feeling much stronger financial burden than their
contemporary did two decades ago. Many individuals today are acutely indebted to different people. In a
study conducted by Donald Cressey (1993), he found that employees who violated trust did so as a result
of some personal financial problem that could not be shared with another person. Some of the causes of
these external financial challenges could include incurring a sizable gambling debt, involvement in an
expensive love affair, clandestinely addicted to drugs, or made a bad financial mistake with the company's
assets. All of the above are examples of non-sharable problems' which precipitated the 'borrowing' of a
large amount of their employer's money to solve these personal problems.
2.2.3 Theory of employee theft
This theory was developed by Hollinger and Clark (1983). The theory holds that employees steal primarily
as a result of work place conditions, and that the true costs of the problem are vastly under stated:
In reviewing the literature on employee theft, Hollinger and Clark (1983) concluded that experts had
developed five separate but inter-related sets of theories of employee theft. The first was external economic
pressures, such as the "unsharable financial problem" that Cressey (1993) described. The second theory was
that contemporary employee specifically the young ones are not as hardworking and honest as those in past
generations. The third theory advocated primarily by those with years of experience in security and
investigative industry was that every employee can be tempted to steal from his employer. This theory
basically assumes that people are greedy and dishonest by nature. The fourth theory was that job
dissatisfaction is the primary cause of employee thefts and the fifth is that, theft occurs because of the
broadly share formal and informal structure of organizations. That is, over time the group norms-goods or
bad-become the -standard of conduct. The sum of the above theories concludes that the fourth theory was
corrects (Wells, 2007).
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3.0
METHODOLOGY
3.1 Research design
The study was designed as a survey. It adopted a cross - sectional survey in order to describe the nature of
the universe or population, as well as determine the nature of relationships between variables at a given
point in time. The justifications for adopting this research include the fact that the characteristics of the
universe are known, the geographical area of the survey was well defined, the respondents are large in
number and the fact and that the respondents are located in widely scattered and diverse locations. Given
the foregoing, the survey designs supported by selected case studies were the most appropriate structure to
apply in this study. Under this design, a wide array of written and verbal responses was obtained from the
respondents through the use of questionnaire and interviews.
3.2 Population of the study
The key research elements involved in the study were the top management as well as employee of
manufacturing companies operating in southern Nigeria quoted in the Nigerian Stock Exchange. The
population was designed to capture the entire management and employees of quoted manufacturing
companies spread across the three geo-political regions of south- south, south-east and south -west
geopolitical regions. The total number of employees spread across the entire manufacturing companies
operating in the regions under the study are fifty thousand, three hundred and eighty -five (50,385)
employees as reported in NSE Fact Book, 2016. In the light of the above, the study population was the
50,385 members of staff and management of the manufacturing companies located in southern Nigeria.
This is represented in appendix 1:
3.3
Sampling procedures and sample size determination
The sampling frame for this study was the list of top management and staff of the selected manufacturing
companies under the study. This was designed to capture the entire 70 manufacturing companies operating
in the three geopolitical regions in southern Nigeria. In order to determine the sample size for the study,
The Taro Yemani's (1967) formula was used.
According to Eboh (2009), Taro Yamani provides a simplified formula for calculating the sample size for
a study. This is given as:
S = N/l + N(er)
S = 50,385/1 + 50,385(0.0025)
S = 50,385/1 + 125.9625
S = 50,385/ 126.9625 = 397
From the above, the survey sample was 397 respondents selected randomly from the study population. This
sample cuts across the entire seventy manufacturing companies quoted in the Nigerian Stock Exchange as
shown in appendix one (1). A minimum of five set of instruments (questionnaire) and a maximum of six
set of instrument (questionnaire) were administered in each of the company’s offices where the study was
conducted. This was obtained by dividing the sample of 397 by the seventy (70) companies quoted in the
Nigerian Stock Exchange (NSE). This arrived at 5.67 that is approximately 6 copies of questionnaire.
3.4
Methods of data collection and data sources
The study is based on primary data obtained through questionnaires administered to respondents and
documents analysis. The questionnaire is distributed using the drop and pick later method. This method
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required that the questionnaire is distributed to the respondents and collected later to give the respondents
reasonable time to respond to the questions appropriately, properly and responsibly. The questionnaire is
administered by hand as well as through emails in some cases and is accompanied by an introduction letter
explaining the purpose of the study. The questionnaire contains four sections. Section A contain fraudulent
activities that affect the profitability of manufacturing companies, section B contains environmental factors
affecting the occurrence of employee fraud in manufacturing companies. Section C of the instrument
contained fraud preventive strategies that affect the occurrence of employee fraud while section D contains
the respondent’s demographics. The questions were statements raised to determine respondents opinion on
the study matter separated by five point Likert scale with the aim that respondents would choose a number
from the scale which identified their of agreement with any of the issues raised in the specific question. A
score of 1 represents very low extent opinion, 2 represents low extent, 3 represents average extent, 4
represents high extent and 5 represents very high extent opinion. The Likert scale score of 1-5 is suggested
because the items are judged on a single dimension scale having equal intervals.
3.5
Sources of data
Data were collected from two sources: primary and secondary. The basic data and information were
collected through field survey with mangers as well as other staff of manufacturing firms in southern Nigeria
as the key respondents using the survey instrument of questionnaire. Published data and information were
relied upon during the research from sources including library, journals, reports and research publications
gathered from annual reports and accounts of quoted manufacturing companies operating in the three geopolitical regions of south-south, south –east and south west respectively. This data was gathered from the
Nigerian Stock Exchange Fact Book 2016.
3.6
Statistical techniques
The ordinary least squares (OLS) simple regression analysis, percentages and coefficient of correlation
statistical tools were used in testing the degree of relationship exiting between the various variables in the
research hypotheses and relevant questions raised in the study. Data gathered were presented and analysed
using descriptive statistic for the purpose of establishing the variability of the responses to the survey
instrument.
3.7
Model specification
To examine the effect of corruption measured by Kick Back (KB), Overbilling Scheme (OBS) and
Purchases Scheme (PS) on the operational costs of manufacturing companies in Nigeria measured by Cost
of Sales (COS), the linear regression equations below were adopted. The variables used in the study were:
KB = Kick Back
OBS = Overbilling Scheme
PS= Purchases Scheme
Where KB, OBS PS were the corruption scheme adopted in the study;
COS = Cost of Sales
Where COS is the measure of operational costs used in the study.
The model adopted for this study is simple regression analysis. The model was crucial against the backdrop
that the study aims to evaluate how each the corruption schemes variables of KB, OBS and PS affects the
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operational costs of manufacturing companies. It establishes the effect of schemes variable on COS as a
measure of manufacturing companies’ operating costs. The general form of the model states as thus:
P = ƒ (KB, OBS, PS)............................................................................................... (1)
Pi = b0 + b1KB + b2OBS+ b3PS + ei ..................................................................... .(2)
Model 3:
COS =
b0 + b1KB + ei................................................................................................................ (3)
Model 4:
COS =
b0 + b1OBS + ei............................................................................................................. (4)
Model 5:
COS =
b0 + b1PS + ei................................................................................................................... (5)
Where
KB = Kick Back
OBS = Overbilling Scheme
PS= Purchases Scheme
Where KB, PBS and PS were the corruption scheme adopted in the study;
COS = Cost of Sales
ei
= Error term
From the above, equation 3 (model three) to five are the models of the effect of corruption schemes
on the operational costs (COS) of manufacturing companies in Nigeria.
3.8
Instrument Validation
In order to assure validity of the content of the survey instrument, the instrument was presented to some
professional experts in accounting, forensic analysis and other professionals to critically evaluate and
ascertain that the items on the instrument were adequate and related to the attainment of the study objectives
and the hypotheses which were required to be tested in the study. The experts were given the instrument to
express their opinion on the items in the instrument to determine if they would be adequate in generating
data required to test the hypotheses. The instrument was also evaluated by the researcher’s supervisor.
3.9
Instrument reliability test
In order to establish the consistency or reliability of the responses to the survey instrument, the test – retest
model was adopted. In order to conduct this test, ten randomly selected respondents were selected to
complete the questionnaire. To determine how reliable their responses were, the same set of respondents
were re-administered the instruments with an interval of two weeks in-between the two set of
administration. At the end of the exercise, the product moment correlation coefficient was calculated with
the result showing the extent of relationship between the two set of responses. The result of r was 0.84
therefore showing a high degree of relationship between the sets of responses thereby indicating that the
responses are reliable.
4.0
Presentation and analysis of data
4.1
Data
Data were collected through the deployment of structured questionnaires. A total of 397 questionnaires
were administered to selected officers of the manufacturing companies used for this study. Out of this
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number, 292 respondents representing 73.55 per cent of the entire respondents completed the instrument in
a reasonable manner that could provide the required data for the study. Arising from the above, the rest of
the analysis was based on the 292 respondents. Modeling employee fraud through kick back (KB),
overbilling scheme (OBS), purchases scheme (PS) using operational cost measured by cost of sales (COS)
as dependent variable using the ordinary least square method

TABLE 1
Variable

Estimated
coefficient

Standard error

t-value

Sig.

Constant term

36.380

7.946

4.579

.000

Kickback

-.503

.551

-.912

.362

Overbilling

.201

.554

.363

.717

Purchase

-1.797

.542

-3.316

.001

Rho

.258

R2

.067

Adjusted r2

.054

F-statistic

5.134

DW

.513

Predictors: (Constant), kickback, overbilling and purchase
Dependent variable: Cost of sales
Source: SPSS version 22 Result
This Model which report the OLS multiple regression equation adopted for the study. The model had Cost
of Sales (COS) as the dependent variable. The independent variables were Kick back (KB), Overbilling
Scheme (OBS) and Purchases Scheme (PS). The model measures the combined effect of kickback (KB),
Overbilling Scheme (OBS) and Purchases Scheme (PS) on the operational costs of manufacturing
companies measured by Costs of Sales (COS). The result of the Durbin-Watson (DW) is 0.513. This figure
is below 2 and showed that there is threat of independent error for the equation and the presence of autocorrelation. The result also shows a F-statistics of 5.134 indicating that the model employed to explain the
variations is adequate and significant at p <0.001. This reveals that the model is capable of explaining
variability in the variables. The result further shows a negative coefficient for two of the variables kick back
(KB), and Purchases schemes (PS) with a coefficient of -0.503 and -1.797 respectively. The coefficient for
Overbilling scheme (OBS) was found to be positive. The above result indicates that the two negative
coefficients contradict the apriori expectation that the corruption schemes of kick back, and purchase
schemes will have positive effect the operational costs of manufacturing companies. The positive
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coefficient obtained for Overbilling scheme (OBS) indicates that the occurrence of overbilling scheme in
manufacturing companies is usually not significant to cause a positive effect on the operational costs.
Further review of the result indicates that only Purchase scheme (PS) was found were found to be significant
at 5% level with (p< 0.001) while kick back (KB) and Overbilling scheme (OBS) were insignificant at 5%
level. The foregone result therefore suggests that manufacturing companies’ operational costs measured by
cost of sales (COS) is not significantly affected corruption schemes perpetrated by employee in the
companies.
4.2
Test of hypotheses
Hypothesis one:
Ho: Kick back received by employee does not have a significant effect on the operational costs of
businesses.
HA: Kick back received by employee has a significant effect on the operational costs of businesses.
This hypothesis set out to determine whether corruption through kick back received by employee has a
significant effect on the operational costs of businesses measured by costs of sales (COS). The result shows
a calculated t- statistic of -0.912 with a p-value of 0.362 indicating an insignificant negative effect of kick
back on COS. Therefore, the null hypothesis stands accepted that kick back does not have a significant
effect on the operational costs of businesses.
Hypothesis two:
Ho: The operational cost of businesses is not significantly affected by overbilling schemes.
HA: The operational cost of businesses is significantly affected by overbilling schemes.
In response to the second hypothesis, we carried out a study to determine whether corruption schemes
perpetrated by employee through overbilling of supplies and contracts as well as job awards has a significant
effect on the operational costs of businesses measured by cost of sales. The result shows a calculated t-value
of 0.363 with a p-value of 0.717. The implication of the above result is that corruption schemes through
overbilling has an insignificant effect on the operational cost of businesses measured by cost of sales.
Arising from the above, the null hypothesis that the operational costs of businesses (COS) of businesses is
not significantly affected by overbilling by employee stands accepted.
Hypothesis three:
Ho:
Purchase schemes by employee will not have a significant effect on the operational cost of
businesses.
HA: Purchase schemes by employee have a significant effect on the operational cost of businesses.
In the third hypothesis, the study set out to explore statistically whether corrupt practices through purchases
schemes has a significant effect on the operational costs of businesses measured by costs of sales (COS).
The Calculated t-statistic shows a value of -3.316 with a p-value 0.001. This result indicates that corruption
schemes measured by Purchase schemes Purchase schemes by employee will not have a significant effect
on the operational cost of businesses. has a significant negative effect on the operational cost of businesses.
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By implication, the null hypothesis that purchases schemes by employee will not have a significant effect
on the operational cost of businesses stands rejected.
5.0
Summary of major findings, conclusion, recommendations
This study has explored the effect of corruption schemes on the operational costs. The study has identified
corruption as a universal phenomenon rampaging businesses as well as economies globally in both
developed and developing countries. The study found that against the apriori expectations, corruption
schemes have been found to have a very insignificant effect on the overall costs of doing business in the
Nigeria economy. Although employee corrupt practices perpetrated through kick back, overbilling schemes
and purchase schemes affects the cost of doing business but their effect is not significant and cannot be said
to be a major driver of the cost of doing business in the manufacturing industry in Nigeria but its remains a
key socio-economic constraint to doing business in Nigeria. Adequate policy measures towards personnel
control should be enacted at the top management viz-a-viz segregation of duties, access rights and
restrictions, effective supervision, strict and responsive authorization and approvals, frequent job rotation,
compulsory holidays and annual vacations at all levels of the organization should be put in check fraud
possibility and financial misappropriations. Significant check and balances should be put in place to ensure
that the payroll reflects only those duly employed and are working in the organisation to minimize to the
barest minimum the occurrence of payroll related schemes in companies and lastly, recruitment and
selection procedures should be designed to ensure that only qualified individuals with the right personal
traits are employed into the organisation work force.
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Appendix 1
List of quoted manufacturing companies operating in Nigeria
S/N Name
Location
1.
African Paints Nigeria Limited
Lagos
2.
Berger Paints Nigeria Plc
Lagos
3.
Chemical and Allied Product (CAP) Plc
Lagos
4.
Dangote Cement Plc
Lagos
5.
DN Meyer Plc
Lagos
6.
First Aluminium Nigeria Plc
Lagos
7.
IPWA Plc
Lagos
8.
Paints and Coating Manufacturers of Lagos
Nigeria
9.
Portland Pints and Products Nigeria Plc
Lagos
10. Premier Paint Plc
Ogun
11. Lafarge Cement (WAPCO) Nigeria Plc
Lagos
12. Cutix Plc
Nnewi/Anam
bra
13. Nigerian Wire and Cable Plc
Ibadan/Oyo
14. Avon Crowncaps and Containers Plc
Lagos
15. Poly Products Nigeria Plc
Lagos
208

Industry
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing

No of Staff
18
241
212
3,428
145
278
116
113

Manufacturing
Manufacturing
Manufacturing
Manufacturing

194
35
821
170

Manufacturing
Manufacturing
Manufacturing

122
775
174

16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.

Beta Glass Plc
Greif Nigeria Plc
West Africa Glass Plc
Nigerian Ropes Plc
Nigerian Sewing Machine Mfg. Co. Plc
Stokvis Nigeria Plc
BOC Gases Nigeria Plc
Aluminium Extrusion Industry Plc
Aluminium Manufacturing Company Plc
Thomas Watt Nigeria Plc
OMATEK Ventures Plc
Pharma Deko Plc
Nigeria – German Chemicals Plc
Neimeth Internationals Plc
May and Baker Nigeria Plc
Glaxosmithkline Consumer Nigeria Plc
Fidson Healthcare Plc
Evans Medical Plc
Morrison Industry Plc
Unilever Plc

36.

PZ Cussons Nigeria Plc

37.
38.
39.
40.
41.

Vono Products Plc
Vitafoam Nigeria Plc
Nigeria Enamel Wear Plc
Nestle Nigeria Plc
Cadbury Nigeria Plc

42.
43.
44.
45.
46.
47.

UTC Nigeria Plc
Union Dicon Salt Plc
Northern Nigerian Flour Mills Plc
National Salt Company of Nigeria Plc
Multi-trex Integrated Foods Plc
P. S. Mandrides Plc

TABLE 3.1 contd.
S/N Name
48. Honeywell Flour Mills Plc
49. Flour Mills of Nigeria Plc

Lagos
Lagos
Rivers
Lagos
Lagos
Lagos/ Imo
Lagos
Imo
Lagos
Lagos
Lagos
Ogun
Ogun
Lagos
Lagos
Lagos
Lagos
Ogun
Lagos
Lagos/ Ogun/
Rivers/ Abia
Lagos/Ogun
/Rivers/Abia
/Kano
Lagos
Lagos
Lagos
Lagos/Ogun
Lagos/Ogun/
Kaduna
Lagos
Lagos
Kano
Lagos
Ogun
Kano

Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Conglomerate

647
32
6
121
86
32
98
75
85
47
58
118
248
274
338
347
284
325
71
1,240

Conglomerate

2,921

Manufacturing
Manufacturing
Manufacturing
Manufacturing
Conglomerate

82
541
478
2,088
935

Conglomerate
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing

89
66
361
526
347
58

Location
Industry
Oyo/Lagos
Manufacturing
Lagos/Calabar Manufacturing
/
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No of staff
158
3,815

50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.

Dangote Sugar Plc
Dangote Flour Plc
Seven- up Bottling Company Nigeria Plc
Premier Breweries Plc
Nigerian Breweries Plc
Jos International Breweries Plc
International Breweries Plc
Guinness Nigeria Plc
Golden Guinea Breweries Plc
Champion Breweries Plc
UAC Nigeria Plc
Livestock Feeds Plc
FTN Cocoa Processing Plc
Adswitch Plc
Afrik Pharmaceutical Plc
Rokanna Industry Plc
McNichols Consolidated Plc
The Okomu Oil Palm Company Plc
Presco Plc
Challarams Plc
John Holt Plc
Total
Source: Nigerian Stock Exchange Fact Book, 2016

Kano
Lagos
Lagos
Lagos
Anambra
Lagos/ Enugu
Jos
Osun
Lagos/Benin
Abia
Uyo
Lagos
Lagos
Lagos
Anambra
Imo
Imo
Ogun
Edo
Edo
Lagos
Lagos
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Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Conglomerate
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Manufacturing
Conglomerate
Conglomerate

682
4,456
3,793
188
3,214
145
392
1,476
557
647
4,829
387
178
56
86
63
39
717
3,644
655
342
50,385
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Abstract
The study examined the impact of corporate social responsibility on shareholders wealth, using selected
firms listed on the Nigeria Stock Exchange. Secondary data were collected from the 2018 annual report of
the 8 selected firms. Simple regression analysis was explored in testing the hypothesis, Shareholders wealth
was represented as the earnings per share, whereas, corporate social responsibility was represented with
corporate social responsibility expenditure. The study revealed that there is a negative impact of corporate
social responsibility on the shareholders wealth in the short run which may at the long run turn positive
over time. The researcher recommends that corporate firms shouldcontinue to perform their corporate
social responsibility towards all stakeholders to ensure smooth and continues operations.
Keywords: Corporate Social Responsibility, Shareholders Wealth, earnings per share, Nigeria .
1.0
Introduction
Corporate social responsibility refers to the responsibilities that a company has towards the society. The
Institution of Chartered Accountants of Nigeria (2014) describes corporate social responsibility as decision
making by a business that its linked to ethical values and respect for individuals, society and the
environment, as well as compliance with legal requirement. Corporate Social Responsibility is made to
close the gap that existed in the conventional accounting.Corporate social responsibility forces firms to not
just having their focus on the financial growth in terms of achieving higher profit, but also take in
consideration about the importance of working for the welfare of other societies and forcing the firm to take
care of their employees and the other stakeholders as well. Stakeholders being those who directly or
indirectly are affected by the overall organizations processes.
The Management of companies in most cases seem not to be interested in the accounting and representation
of report for corporate social responsibility as the international financial standard (IFRS) has no specific
guideline specifying the presentation of corporate social responsibility in the face of the financial statement.
It is to this effect that this paper intends to investigate the impact of corporate social responsibility on the
shareholders.
1.1
Statement of the Problem
Smith J.(2003) raises a question, ‘should companies seek to maximize shareholders value or strive to the
conflicting interest of the stakeholders? The shareholders theory propounded by Freidman Milton(1970)
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portrays that managers primary goal is to maximize the shareholders wealth,since the shareholders are the
ones who advance capital to the managers which they use for the business,they expect that managers will
deploy such resource in only profitable activities which will increase their value. The shareholders are
without the view that if the stakeholders are not taken into consideration, on the business plan, this may in
long run have negative impact on the company by reducing the corporate image of the firm, loss of public
confidence and goodwill. In view of the above, the researcher intends to know the impact of corporate social
responsibility on shareholders wealth
1.2
Objective of the Study
The main objective of objective of this study is to measure the effect of corporate social responsibility on
the shareholders wealth. The specific objective is to ascertain the impact of corporate social responsibility
expenditure on earnings per share.
1.3
Research Hypothesis
Ho: Corporate social responsibility expenditures do not have significant impact on shareholders earnings
1.4
Scope of The Study
This study cuts across the eightquoted companies which represents various sectors as listed in the Nigeria
Stock Exchange in 2018
2.0
Conceptual Framework:
Corporate social responsibility:
Mubeen &Arooj (2014) defined corporate social responsibility as the organizational responsibility to
develop their process in a way that taking into the accounts; social, environmental and social aspects in their
strategies and focusing on fulfilling the other stakeholders interests as well. ICAN (2014),
expressescorporate social responsibility as a concept that emphasizes both the responsibility to make money
and the responsibility to interact and relate ethically with the surrounding community. This concept is
composed of 4 obligations.
The economic responsibility to make money
The legal responsibility the adhere to rules and regulations
The ethical responsibility: to do what is right even when not required in letter of law
The philanthropic Responsibility to contribute to society’s project even when they are independent of a
particular business.
Aguilera (2007) revealed that corporate social responsibility forces the firm to work under the concept of
socially responsible form wherever they operate their business, legitimately fulfill the needs and extra care
of the concerns of all the stakeholders. According to Servaes &Tamayo (2012), firms that have high
customer responsiveness, corporate social responsibility have positive effect on the firm’s value. ICAN
(2014) identifies 5 main aspects of corporate social responsibility
The company should operate in an ethical way;
A company should treat its employee fairly;
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A company should respect the basic human rights
A company should be responsible to citizen of the community
A company should do what it can to sustain the environment for future generation.
2.1
Theoretical Review
Stakeholders Theory
The theory states that all stakeholders must be considered in the decision making presses of the organization.
The theory states that there are 3 reasons why this should happen. It is the morally and ethical way to
behave. Doing so actually also benefit the shareholders. It refracts actually what happens in an organization.
This theory is supported by research from cooper (2001) in this study of large firms. According to this
theory, stakeholder management is not an end in itself but simply seen as a means for improving economic
performance.
Ethical Theory
This ethical approach towards the concept of corporate social responsibility emphasis the point that the
corporation has a moral responsibility towards its stakeholders. The major focus of the corporation when
its ethical perspective is that it should think beyond profit goal and create an atmosphere where the profit
of the corporation does not make other corporation worse.
Triple bottom line theory:
Propounded by Elkingten (1997) The theory states that corporate leaders tabulate bottom line results not
only in economic terms, but also interms of company effect in the social realm, and with respect to the
environment.
Enlightened Shareholder Value
Enlightened shareholder value states that corporations should pursue shareholder wealth with long run
orientation that seeks sustainable growth and profit based on corporate social responsibility attention to the
full range of relevant stakeholder tem entrench impact of the wealth generation.
2.2
Empirical Review:
Abdul&Naveed (2014) researched on the” Impact of corporate social responsibility on profitability of
firms” The researchers sampled fertilizer and cement industry in southern Pakistan. Data was analyzed
using Delphi model and analyzed using regression technique and concluded that there is positive
relationship between corporate social responsibility and firm’s profitability. Suraiya &Nusrat(2013)
researched on the topic corporate social responsibility and firms profitability using a case study on Dutah
Bank Limited .The researcher used secondary data from the annual report of the bank, using variables such
as corporate social responsibility expenditure and profit after tax .Analysis was done using correlation and
regression analysis technique and came to conclusion that there is a significant relationship between
corporate social responsibility and profitability.
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2.3
Gap in literature
Abdul & Naveed (2014) studied the impact of corporate social responsibility on Profitability of firms
sampling the fertilizer and cement industry in southern Pakistain from 2002- 2011. This work is intended
to study the impact of corporate responsibility on shareholders wealth using different companies listed in
the Nigeria stock exchange in 2018, to know if the same result will be arrived in Nigeria in 2018. Suraiya
&Nusrat (2013) researched on the topic “corporate social responsibility and profitability” using Dutch bank
Ltd, as a case study. This work intends to use more companies to know if similar result is still applicable to
many other companies. He used variables as corporate social responsibility expenditures and profit after
tax, simple regression analysis was done using Profit after Tax as the dependent variable and corporate
social responsibility as independent variable. This work intends to use variables as corporate social
responsibility expenditure to represent corporate social responsibility and earnings per share to represent
shareholders wealth.
3.0
METHODOLOGY
Selected variables: Secondary data were used from the company’s annual report to be able to analyze the
effect of corporate social responsibility on shareholders wealth; variable such as Tax and donations where
used to represents corporate social responsibility, while earnings per share was used to represent
shareholders wealth. Earnings per Share been the dependent variable while corporate social expenditure
been the independent variable. The data was analyzed using simple regression using spss analytical
package.
3.1
Model specification
In order to be able to find out the impact of corporate social responsibility expenditure on the shareholders
earnings the researcher adopted the simple regression technique which is expressed in equation I
EPS =a + b1 csrexp + e………..eq.1 When EPS :represents Earnings Per share and Crsexp :represents
corporate social responsibility expenditure.
4.0

Discussion of findings
Table 2. regression of corporate social responsibility on the earnings per share of 8
selected companies in 2018.
Coefficientsa
Unstandardized
Coefficients

Standardized
Coefficients

Model

B

Std. Error

Beta

1

(Constant)

3966.600

2374.999

Crs

-190.924

127.149

-.557

a. Dependent Variable:eps
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T

Sig.

1.670

.156

-1.502

.194

Model Summary
Model

R

1

.557
a

Adjusted
R Square Square
.311

.145

R Std. Error of
the Estimate
.06259

a. Predictors: (Constant), csr
F value=2.255
f-probability=0.194
From the result of the analysis, Corporate social responsibility with a coefficient of -190.924 indicates that
Corporate social responsibility has a negative impact on shareholders wealth that is as corporate social
responsibility increases shareholder wealth decreases. The t –probability sig value of .156 is greater than
0.05, we accept the null hypothesis and reject the alternate. We conclude that corporate social responsibility
has no significant impact on shareholders wealth.
The results of the ordinary least square regression analysis as shown the impact of corporate social
responsibility on shareholders wealth, showing a beta coefficient of -.557 indicating that for every unit
change increment on the corporate social responsibility expenditure will lead to .557 or 55.7% decrease in
the shareholders earnings. The r square was 0.311 which accounted for about for about 31.1% of the
variation in the earnings per share of the companies. The hypothesis that was formulated was tested and
the result shows that there is no significant relationship between corporate social responsibility and
shareholders wealth at the short run.
5.0
Conclusion
From the data analyzed above, we conclude that there is a negative impact of corporate social responsibility
on the earnings per share which the researcher believes that if the companies continue to incur these
expenditure .At the long run , there may turn to be a positive impact on the earnings as the public perception
of the company my increase their patronage in terms of sales and goodwill , thereby increasing the profit
of the firm which will in turn impacts on the share earnings.
The study is subject to some limitations as the major limitation to this research work is in accessibility of
data, due to the fact that corporate social responsibility is self-reporting information, some companies do
not expresses the corporate social responsibility on their annual report. Thispossess a major constraint to
the research work. In ability of the research to assess the reports of the collected companies over a long
period of time poses another challenge making the research to analysis the data for only one year for the
various selected companies. An intending researcher may try to asses more of these annual reports to these
companies to be able to analyze the data over a longer period of time.
6.0
Recommendations
Based on the findings and conclusion of this study, the researcher recommends that:
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Corporate firms should continue to perform their corporate social responsibility towards all
stakeholders to insure smooth and continues operations.
Government agencies should give tax credit to companies that fully perform their corporate social
responsibilities, as this will be a way of encouraging the firms.
Government should make laws which will be binding on the companies to perform their corporate social
responsibility.
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APPENDIX
Table 1 descriptive statistics of variables for selected companies in 2018.
Companies
Earnings per share(N)
CSR expenditures
Mobile
17.73
81,000,000
Oando
-21.14
164,366,263
Gtbank
3.47
599,916,416
Zenith
1.62
1,102,000,000
Ashaka cement
2.04
365,605,132
Leverage cement
7.38
259,820,450
Dangote sugar
0.97
16,090,000
Flour mills of Nigeria
1.93
41,500,000
SOURCE: ANNUAL REPORTS & ACCOUNTS OF THE COMPANIES IN 2018
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Abstract
The paper evaluate the determinants of compliance to value for money audit (VFMA) principles in micro
project execution in Abia State. Survey research design was adopted and primary data were sourced
through a structured and validated questionnaire administered on a sample of 250 respondents who are
stakeholders of four (4) micro-project types (water borehole, health centre, skill acquisition centre and 3classroom blocks) executed through three (3) different initiatives/approaches. The approaches are Private
Development Approach (PDA), Community - Driven Development Approach (CDDA) and Government
Development Approach (GDA). Ordinary Least Squares estimation technique of regression analysis was
adopted for testing the hypotheses. The study found Fraud and Corruption, Paucity of Qualified and
Experienced Staff, Insufficient Funding and Lack of logistic support and infrastructure facilities to be
significant factors that influence the compliance level to VFMA principles on micro project execution. The
study therefore recommends that the government should block all avenues of financial leakages associated
with frauds and corrupt practices through strict enforcement to compliance on the use of Treasury Single
Account (TSA), while improving its funding, infrastructure and capacity building commitments in
manpower development in form of training and retraining so as to redress the adverse effects of the
identified factors on the economy, efficiency and effectiveness of micro projects executions in the state.
Keywords: VFMA, Fraud and Corruption, Private Development Approach, Community - Driven
Development Approach, and Government Development Approach.
1.0
Introduction
Value-For-Money Audit (VFMA) has become an emerging issue in both developed and developing
countries. Its relevance in contemporary economic systems is beyond measure. It is applied to both private
and public outfit activities to enhance quality delivery and can also be referred to as Performance or
Efficiency Audit. There is no universally-accepted definition of VFMA. However, The Office of the
Auditor General / Commissioner of the Environment and Sustainable Development, Canada, (OAG/CESD)
(2000) define the concept as a systematic, purposeful, organized and objective examination of government
activities which provides Parliament with an assessment on the performance of these activities; with
information, observations and recommendations designed to promote answerable, honest and productive
government; and encourage accountability and best practices. According to (OAG/CESD) (2000), its scope
includes the examination of economy, efficiency, cost-effectiveness and environmental effects of
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government activities; procedures to measure effectiveness; accountability relationships; protection of
public assets; and compliance with authorities.
These concepts (Economy, Efficiency and Effectiveness) also include audits addressing environmental
topics and equity. Value for Money audits are conducted in accordance with the standards of the
International Organization of Supreme Audit Institutions (INTOSAI). Those standards require that a
performance audit should be planned, conducted and reported on in a manner, which ensures that an audit
of high quality is carried out in an economic, efficient and effective way and in a timely manner. These
concepts have also become popular in Nigeria. While tracing the origin of Auditing, Ihendinihu (2009)
observed that the industrial revolution of the 19th century brought with it tremendous expansions in trade
and system of business ownership, and eventual separation of ownership from management. The resulting
opportunities for fraudulent manipulation by unscrupulous resource managers made owners of such
resources to suffer considerable losses, and questioned the accuracy of information contents of financial
statements prepared by the managers. These developments created the need for an independent person (the
auditor) to investigate the financial statements prepared by the managers and attest to the accuracy and
reliability of the information contained therein. Similar circumstances of fraudulent manipulation of
resources by resource managers in government and public sector establishments have become prevalent and
further underscores the need for public sector audit.
Generally, the traditional objective of an audit is to independently examine the financial statements of an
entity, followed by the expression of opinion as to the truth and fairness of the financial statements against
the criteria of generally accepted accounting principles and standards. In a public sector setting, however,
the general absence of the profit motive and the presence of the provision of social and economic services
have combined to extend the audit objective to include an ascertainment of whether the establishments,
programmes and projects being audited are achieving the purposes for which they are authorized, and
whether they are doing so economically, efficiently and effectively.
1.2
Statement of the Problem
The public deserves maximum satisfaction from projects embarked on by the government on their behalf,
since most of the funds expended on such projects are majorly generated from the public through taxes,
fines, levies, licenses, duties-import, export and other sources. Government in return is required to provide
basic amenities, infrastructures and services which facilitate the well-being and business activities of
members of the public. Circumstances of fraudulent manipulation of resources by resource managers in
government have become the order of the day particularly in micro project execution and further
necessitated the need for public sector audit. This necessitated the question, what are those factors that
affects the application of Value-For-Money Audit principles on micro project execution? Therefore, the
rationale for this study is to identify factors that determine the application of Value-For-Money Audit
principles on micro project execution in Abia State.
1.3
Objective of the Study:
The objective of this study is to determine the extent to which identified factors (fraud and corruption,
bureaucratic bottleneck, insufficient funding, paucity of qualified and experienced staff and lack of logistics
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support and infrastructural facilities) influence the level of compliance to VFMA principles in micro project
execution in Abia State.
1.4
Research hypothesis
Ho:
Identified factors (fraud and corruption, bureaucratic bottleneck, insufficient funding, paucity of
qualified and experienced staff and lack of logistics support and infrastructural facilities) do not have any
significant influence on the level of compliance to VFMA principles on micro project execution in Abia
State.
2.0
Literature review
2.1
Conceptual framework
Reasons for value-for-money auditing in Nigerian public sector
Okpara (2002) identifies several reasons for the current interest in value for money auditing in the Nigerian
Public Sector after many years of monumental waste in the management of national resources. These
reasons include:
High size of public expenditure which accounts for over 70% of the total expenditure. Absence of a profit
motive in public sector establishments which creates a flourishing environment for poor managerial
controls, bureaucracy, waste and profligacy. The new Public Sector Reform philosophy which is anchored
on prudence, public accountability and transparency in the management and utilization of public resources.
Absence of competitive forces in public sector organizations which tend to sustain government body
through the power to levy and raise sufficient funds to cover expenditure.
Operations in the Public Sector are intertwined and interwoven with the political process, hence the decision
of Public Sector managers are often influenced by factors other than the best interest of those who provide
public funds. Upsurge in the number and monetary value of public sector activities which has occasioned
added need to extract accountability reports from custodians of public funds in order to assess their
performance in the management of public resources.
Increasing level of education and number of enlightenment minds than previously existed.
Value-for-money-audit skills
According to Udo (1994), the conduct of a Value-for-money audit requires a number of skills, one of which
is that, the audit team must be multi-disciplinary in composition capable of changing from one assignment
to the other and recognizing in every case the peculiar nature of the areas being audited. For instance, a
value-for-money audit team for the primary school system in a certain governmental area must include
experts in educational administration. However, every audit team would include experts in accounting
because every assignment involves some regularity and probity works.
According to Nwosu (2015), some other essential ingredients necessary for effective execution include;
Analytical Disposition
There is a great need for analytical skill, which will involve observing performance indicators, statistical
trends and accounting variance (Ene, 2000). Johnson (1996) observed that the auditor should seek to explain
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trends and major difference from other authorities. The results of this initial analysis should give some
guidance to those areas requiring a specific study.
Discovery of Control Assets
The auditor should be able to determine and evaluate the various control areas in place in the organization,
and determine the strength and weakness.
Foresight
The auditor should foresee the areas of potential opportunities and impending threats that will arise in the
near future and bring this to bear on their planning and control of organizational resources.
Unequivocal and Measurable Target, Defined Responsibilities and commensurate Authorities
There is the need for clearly defined targets which can be measured and which are dysfunctional, to the
corporate objectives. The targets and performance evaluation criteria should have been well communicated
to the operatives and they should be motivated towards its achievements. Responsibilities should have been
well defined and commensurate authority assigned for feasible execution of responsibilities.
Reporting Freedom
The result of value for money audit must be reported to the top level management and should not be treated
with levity. This will give creditability and ensure that organizational resources have been economically,
effectively and efficiently utilised.
Factors that Inhibit Effective use of Value For Money Audit in achieving targeted outcome
Fraud and Corruption
Fraud and corruption have become a cankerworm that has eaten deep into the fabric of Nigeria society
today. These endemic acts have crept into virtually every sector of the Nigerian economy such that the
negative effects are dealing a hard blow on the image of the country in the international world and indeed
on the wellbeing of the citizens.
According to Gbegi & Adebisi (2015) Fraud as a concept has defiled all attempts by scholars and policy
makers to generate a universal definition. But despite this the conceptualization offered by Bierstaker,
Brody, & Pacini, (2006) widely cited where fraud is defined as “all multifarious means which human
ingenuity can devise and which are resorted to by one individual to get advantage over another by false
suggestions or suppressions of the truth. It includes all surprises, tricks, cunning or dissembling, and any
unfair way which another is cheated. Accounting fraud involves an intentional action, leading to a
misstatement in the financial statements. Sabo (2003) defined fraud as “all offences against ethical
practices. It includes embezzlement theft or attempt to steal or acts of unlawfully obtaining, missing or
harming the assets or reducing the liabilities of banks”, Mani, (1993) shares this view but added that a single
definition may be inadequate; thus defines fraud as involving “the use of deception to obtain an unjust or
illegal financial advantage; intentional misstatement in, or omissions of amounts or disclosure from an
entity’s accounting records or financial statement. Public sector fraud is where criminals seek to exploit
government grant and compensation schemes for the personal gain. This type of fraud affect all tax payers
by stealing public money the criminals will produce fake document and applications to deliberately deceive
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and exploit certain schemes which are in place to provide help to applicants, (Abiola, 2009). A suitable
summary of these definitions within the context of our discussions tends to suggest that fraud is an act of
obtaining financial value by trick or deceit through inflation of contract, kickbacks, paying or collecting
money for non-existing commodity, misappropriation of cash, manipulation of accounts to disclose false
position, wages fraud, computer frauds, ghost workers etc.
Lack of will by the appropriate authorities to tackle the menace of fraud and corruption has led to
abandonment of projects with impunity in Nigeria society.
Insufficient funding
According to Alaghbari, Kadir, Salim & Ernawati (2007), a financial related factor is one of the most critical
factors that cause delays in construction projects. Sweis, Sweis, Hammad & Shboul (2007) supported the
above assertion by stating that in Jordan, financial difficulties faced by many contractors cause delay in
construction projects. This according to him is due to the many changes that are made by project clients
during construction. As a result, it increases the construction costs in which contractors have to procure
materials and equipment beyond their normal boundaries. Financially related factors could be described as
a situation of insufficient funding or late payment. This view is supported by Alaghbari (2005) who wrote
that the possible financial related factor that led to delays in Malaysian construction project as financial
difficulties and economic problem, financial and cash flow problem of contractors, and external factor of
poor economic conditions such as a currency and inflation rate. This factor of insufficient funding in Nigeria
also results in many uncompleted projects in Nigeria.
Paucity of Qualified and Experienced Staff
A high level of skill is required to run VFM audit. However, one of the main hindrances in the smooth
implementation of VFM auditing in Nigeria is the insufficient knowledge and expertise to conduct and
produce high-quality VFM audit reports. The officers posted in the Performance Audit Cell are no doubt a
good selection of multidisciplinary and efficient officers. But the problem is that VFM audit is a pioneering
concept in the arena of public sector auditing in Nigeria. There is no precedent of high-quality VFM audit
reports for the audit team to refer to. In the audit process, from the initiation phase to the finalization of the
audit report, the team members have no example to follow. A good number of officers working in the
Performance Audit Cell are provided with only short training in VFM auditing. It has been observed that
this short training is not enough for a clear understanding and application of this modern audit methodology
in an economic and social environment like Nigeria. Where an auditor is not qualified and experienced, the
targeted outcome may not be achieved.
According to Falk(2017), the impact of skilled labour shortage in construction has continued to plague the
construction industry since the recession (2007 - 2011) where approximately 2 million workers were let go.
Ever since then, the construction industry has not been able to make up for this loss of skilled labour and
has struggled to fulfil the many construction jobs that are becoming more readily available. Falk (2017)
further stated that, projects executed with less qualified staff will pose safety concerns and also lead to
rising costs to both project owners as well as contractors. This is because they are forced to pay more to get
a project completed on time. Rising cost will of course negate the principle of economy, while substandard
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projects go against the effectiveness principle in Value For Money Audit. Therefore paucity of qualified
and experienced staff in Nigeria has thwarted the achievement of desired goal in micro project execution.
iv)
Restricted Access to Required Information
Non availability of sufficient information to the auditor which is helpful to giving his audit opinion on the
efficient, economy and effective use of government fund will be hindered, as the relevant information
needed cannot be accessed.
Lack of Logistic Support and Infrastructures
Another factor that may inhibit the use of VFMA in achieving the desired outcome is lack of logistic support
and infrastructures. According to Jashim (2002), it is a gigantic task to produce a high-quality VFM audit
report in our environment where no visible precedent in the field is apparent. The team members should
have sufficient incentive in terms of transport, office environment, IT support, communication networks,
and professional dignity. It is true that the Auditor General has very limited authority to give additional
financial support to the newly created Performance Audit Cell beyond the normal rules and procedures.
However, to create interest and enthusiasm among the officers, the Auditor General needs to introduce some
motivational and incentive oriented initiative for working in this arena. The smooth and timely running of
VFM audit activities with vigour to produce high-quality reports is a big mission for the team, as well as
the department. Therefore, proper and due implementation of the concept in its true form is a real challenge
for the Auditor General. He should give special attention to providing all facilities through rationalization
of resources of the department for the proper functioning of the Performance Audit Cell. Also required is
the immediate attention of the government to giving sufficient financial support to perform VFM audits. In
the pursuit of ensuring good governance, accountability, and transparency, prompt and favourable response
from the government is a necessity. Without government assistance and unequivocal support, the
Performance Audit Cell’s sustainability will remain uncertain.
Bureaucratic Bottleneck
Another factor that can inhibit the effective use of value for money audit in achieving its desired outcome
is bureaucratic bottleneck. According to Adenugba & Folorunsho (2012), modern bureaucracy was born
out of the transformation of society from traditional pre-industrial society by the advent of industrialization.
Organizations spread and expansion spurred by the need for specialized division of labour, coupled with
the development of capitalism and the modern state concretized bureaucracy, as a vital and relevant
institution for the modern workplace. (Macionis & Plummer, 2005; Ibrahim, 1997; Ogunbameru, 2004;
Okafor & Bode-Okunade, 2005).
Ogunbameru (2004), stated that, bureaucracy is informed by the enormous activities in the modern work
place, it is an indispensable aspect of modern society because it provides an efficient means for a stable and
routinized administration of large and complex structures, through the standard regulation of working its
division and authority routes.
On the other hand, the New International Webster’s Comprehensive dictionary(2010) describes a bottleneck
as a narrow or congested way or any condition that retards progress. It is also a problem that delays progress.
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It therefore means that bureaucratic bottlenecks can hamper efficiency or generally hinders a project from
achieving the desired outcome.
vii) Training Facilities are not used effectively
There is neither integrated approach to selecting officers for training according to the needs of the
department nor are there criteria for the posting of officers after training, giving proper consideration to
such matters as training, academic background, experience, and attitude. Trained officers and staff are not
always deployed on the jobs for which they have been trained, nor are they retained there for very long.
This is the bane of Nigerian public sector. No evaluation of training is being carried out to evaluate the best
use of public funds. As a result, most of the value of training is lost and a positive attitude toward skill
development and attaining expertise in the profession is lacking in the department.
2.2
Theoretical framework
This work relied upon two theories as stated below:
2.2.1 Agency theory
Agency theory was initially proposed by Berle & Means (1932) to explain the impact of separating
ownership and control in modern corporations (Jensen & Meckling, 1976).In an article titled ‘Agency
Theory and the Role of Audit’ published by Audit and Assurance Faculty of Institute of Chartered
Accountants in England & Wales (2005), it was expressed that such relationship means the arrangement
that exists when one person or entity (called the agent) acts on behalf of another (called the principal). An
audit is of value to a variety of stakeholders to engender trust and confidence, but for many different
purposes, which do not fit into the simple agency model. Audits serve a fundamental purpose in promoting
confidence and reinforcing trust in financial information and use. Therefore, in this research, PrincipalAgent concept of relationship can be linked here with the relationship between the elected bodies and the
public servants, where the watchdogs (auditors) provide independent objective assessments of the agents'
performance.
2.2.2 Stakeholder theory
Stakeholder theory from the perspective of the financial times lexicon (2018) suggests that the purpose of
a business is to create as much value as possible for stakeholders. In order to succeed and be sustainable
over time, executives must keep the interests of customers, suppliers, employees, communities and
shareholders aligned and going in the same direction.
According to Freeman (1984), a stakeholder is any group or individual who can affect or is affected by the
achievement of the organization’s objectives. The general idea of the Stakeholder concept is to redefine an
organization. In general, the concept is about what the organization should be and how it should be
conceptualized. Friedman (2006) states that the organization itself should be thought of as grouping of
stakeholders and the purpose of the organization should be to manage their interests, needs and viewpoints.
The managers should on the one hand manage the corporation for the benefit of its stakeholders in order to
ensure their rights and the participation in decision making and on the other hand the management must act
as the stockholder’s agent to ensure the survival of the firm to safeguard the long term stakes of each group.
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This view implies that, a balance should be maintained by managers in consideration of the benefits between
the stakeholders and the stockholders.
Freeman (2004) defines stakeholders as those groups who are vital to the survival and success of the
corporation. According to Friedman (2006), there is a clear relationship between definitions of what
stakeholders and identification of who are the stakeholders. The main groups of stakeholders are customers,
employees, local communities, suppliers and distributors, shareholders, the media, the public in general,
business partners, future generations, past generations (founders of organizations), academics, competitors,
NGOs or activists – considered individually, stakeholder representatives, stakeholder representatives such
as trade unions or trade associations of suppliers or distributors, financiers other than stockholders (debt
holders, bondholders, creditors), government, regulators and policymakers.
2.3
Empirical Review
In the quest to establish the gap in literature, the Researcher carried out an empirical review of the works
of the following authors: English (2007) examined the Performance of VFM audits carried out by
the three State Audit Offices in Australia on the Public Private Partnership projects. These State Audit
offices are: New South Wales, Victoria and Western Australia. There were three research objectives. These
objectives are to examine the scope and focus of these VFM audits on Public Private Partnerships and
to determine the audit approach taken by the State Audit Office such as substantive testing or
system based audit approach. The third objective of the research project was to establish whether
there was a relationship of audit classification, Auditors-General and controversy surrounding the
VFM audits on Public Private Partnerships. There were a very few VFM audits carried out on Public Private
Partnership from 1994 to 2006. English has mentioned that this research study was based on the
historically - informed documentary study. She has examined ten VFM audit reports for the research
period. The author has reviewed six VFM audit reports from the Audit Office of New South
Wales, two VFM audit reports from the Victorian Audit Office and two VFM audit reports from the Audit
office of Western Australia. She has also examined the reports published by the Public Accounts
Committee of the New South Wales and Victoria on this VFM audit reports. English has also
examined the reports of the Department of Finance of both States on the Public Private Partnership projects.
In summarizing the research objectives, the author has mentioned that the objectives of the study were to
understand the extent, focus and characteristics of Australian VFM audits of Public Private Partnerships
(PPP).
Ihendinihu (2009) studied on Use of Value-For-Money Audit as a Control Measure for Government
Expenditure on Projects and Programmes in Nigeria. The area of study was Abia State. He adopted a survey
research design to extract usable information on the level of compliance to VFMA principles and
achievement of people-oriented benefits from government expenditure on projects and programmes. Private
and public sector costs on 89 community-based projects in 17 local government areas of Abia State were
obtained and survey data from 267 respondents to the researcher designed and validated instrument were
collected. The analytical techniques used included descriptive, regression and the t-test statistics. Results
obtained indicated that VFMA is operating at a very low level in Nigeria. The paper found the existence of
significant difference between the project costs of private and public sector resource managers with fraud
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and corruption, fraudulent record keeping, insufficient funding, political and executive influences on audit
process reports, and paucity of qualified and experienced staff as key factors that inhibit effective use of
VFMA principles in achieving desired outcomes. The paper recommended that a shift in orientation of
public sector personnel and adjustments in our operating environment and greater implementation of
VFMA principles and procedures as a tool for enhancing optimal accountability in the Nigeria Public
Sector. Achuora (2012) examined the factors that affect effectiveness of public procurement audit for
Constituency Development Funds (CDF) in Kenya. The researcher employed descriptive research design
using the public sector as variable. Analytical techniques included descriptive as well as regression analysis
to examine the relationship between the variables of interest. Findings indicated that technical audit factors
have greatest influence on effectiveness of public procurement audit. The study recommended that a
summarized regulatory framework of CDF procurement management be prepared by policy makers, more
public auditors to be trained on public procurement audit and the CDF managers be exposed to audit as a
positive management tool.
Chezue (2013) evaluated the benefits of value for money in Public Service Projects: the case of National
Audit office of Tanzania. The research was conducted as a case study at National Audit Office of Tanzania
(NAOT) headquarters in Dar-es-salaam for the period of 2012/2013 with a view to discover the cause and
effects for detecting and preventing frauds, misuse of resources. The researcher adopted survey research
design and collected primary and secondary data. He adopted qualitative and quantitative research
techniques. Data was analysed and interpreted using tables and certain percentages. He observed that there
was no proper use of public funds especially tax payer’s money, viability of important projects like road
and water projects as well as accountability of all responsible officers to the project concerned. He
recommended among others that, implementation of value for money audit will ensure that government
organizations effectively meet other objectives and use its resources economically and efficiently. Emele
(2013), evaluated Value- For- Money Audit as a tool for fraud control in the Public Sector using Power
Holding Company of Nigeria Abuja a case study. The study adopted survey research design using public
sector with sample of 100 respondents randomly sampled and stratified from Audit and Finance
departments of PHCN Abuja. The analytical tools employed were the Descriptive and Analysis of Variance
(ANOVA) statistics. Result indicated that Value- for- Money Audit plays a vital role in promoting the
effectiveness and efficiency of activities in the public sector. The researcher recommends that Government
should support the implementation of policies formulated to enhance value for money audit in the public
sector.
Keah (2013) studied the factors affecting public audit institutions performance using the case of Kenya
National Audit office. The study adopted a survey research design with public sector as variable. The result
indicated that inadequate resources, lack of adequate training and development, inadequate knowledge on
issues such as corporate governance, professionalism, and integrity issues pose great challenges to the
overall performance of the National Audit Office. The researcher recommended more resource allocation
from government to the organization. Nwosu (2015) examined Value for Money Audit: an accountability
tool in the Nigeria Public Sector. The area of study is Nigeria. He adopted survey research design using the
desktop approach to analyse the variables of economy, efficiency and effectiveness. The paper
recommended among others that, to make the system to be easily imbibed, there is need to reward
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individuals who conform to the ethics and penalize those who undercut the process. Asare & Prempeh
(2016) researched on Measures of Ensuring Value for Money in Public Procurement: A case of selected
Polytechnic in Ghana. The study employed the purposive and stratified sampling technique. Data collection
instrument employed was structured questionnaire. Their findings revealed that inadequate skilled
personnel in the procurement sector and inadequate measures for monitoring and evaluation of the
procurement policy to ensure VFM and major challenges in the public procurement. It recommended that
to ensure value for money, management supports for VFM programme at all levels of administration
regulatory authorities in collaboration with public entities (polytechnics) must ensure compliance through
rigorous monitoring and evaluation of the procurement policy to ensure VFM.
3.0
Methodology
The study adopted survey research design in assessing the relative cost effectiveness of four (4) microprojects (water borehole, health centre, skill acquisition centre and 3-classroom blocks) executed through
three (3) different initiatives/approaches. The approaches are Private Development Approach (PDA),
Community - Driven Development Approach (CDDA) and Government Development Approach (GDA).
The study was carried out in communities in the Abia South Senatorial Zone that benefited from the
assistance of the Community and Social Development Projects in Abia State. Abia South Senatorial zone
was selected as the area of study for this work based on the leading role of the LGAs in the zone under the
Abia-CSDP intervention in micro-project execution using Community Driven Development Approach
(CDDA). The zone has the highest LGAs (seven in Number as against five for each of the other two) and
has diversified portfolio of micro projects on the scheme, with sufficient number of parallel micro projects
developed under both private and government initiatives. The seven LGAs in the zone covered by this study
were Aba North, Aba South, Ugwunagbo, Obingwa, Ukwa East, Ukwa West, and Osisioma. The AbiaCSDP funded a total of 10 micro-project types with 134 individual micro-projects across the participating
communities as at February 2018. The micro projects types funded through Abia-CSDP intervention are:
Feeder Road projects, Electricity projects, Water Borehole projects, Market Stall projects, Health Centre
projects, Public Toilet projects, Skill Acquisition projects, Civic Centre projects, Classroom Block projects
and Water Drainage projects.
The primary data were sourced through a well-structured 5-point Likert scale questionnaire designed and
administered on the selected respondents. The population of respondent are made up of project development
and implementation personnel, Monitoring and Evaluation officers of Abia CSDP, members of project
management committees in the selected communities and users of micro-projects were identified and sum
up to six hundred and Sixty eight (668). This number was derived as a proportion of the persons making up
the seven local governments areas studied in this work.
A sample size of 250 respondents was arrived at using Yamane (1967) formula. 250 Stakeholders of microprojects comprising project development and implementation personnel, monitoring and evaluation officers
of Abia CSDP, members of project management committees in the selected communities and users of
micro-projects were surveyed.
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Model specification
This research work employed multiple regression models in evaluating the influence of identified factors
on the compliance level of VFMA principles. The model was adapted from Ihendinihu (2009) with
modification by including the variable, lack of logistic support and infrastructural facilities, which is unique
to the model and removing the variables such as peoples cultural attitude, fraudulent record keeping, mutual
suspicion between the auditor and the auditee, political and executive influences on audit process and
reports and restricted access to required information. These variables are similar with other variables in the
model and not related to the objective of the study. It is expressed thus:
VFMACL = a+b1FAC + b2BB + b3 PQES + b4 IF + b5 LISF + µ
(1)
Where, VFMACL = Value for Money Audit Compliance Level
FAC = Fraud and Corruption
BB = Bureaucratic Bottlenecks
PQES = Paucity of Qualified and Experienced Staff
IF = Insufficient Funding
LISF = Lack of logistic support and infrastructural facilities
µ= Error term.
The study employed SPSS 20 software in analysing the data and estimating the parameter of the model.
4.0
Result and Discussion
Table 1 presents the regression results on factors influencing level of compliance to VFMA principles in
micro project execution.
Table 1 Factors influencing level of compliance to VFMA principles in micro project execution.
Variable
Coefficient
Std Error
t
Sig
Constant
1.544
FAC
-.131
BB
.100
PQES
-.202
IF
-.008
LISF
.211
R .656
R2 .430
F 8.372 Sig .000
Source: Author’s computation using SPSS

.347
.052
.063
.046
.057
.044

4.449
- 2.532
1.589
-4.381
-3.137
4.778

.000
.012
.113
.000
.001
.000

Table 1 presents the results of the regression estimates for VFMA determinants resulting from the data
analysed. Based on the result in table 1, the correlation coefficient which measures the relationship between
the dependent and the independent variables is .656; this indicates that there is a positive and strong
relationship between VFMA compliance level and the factors in the model. The Coefficient of
determination, R2 which measures the explanatory power of the multiple regression model has a coefficient
of .430 which implies that 43.0% of the changes that occur in the VFMA compliance level in micro project
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execution is accounted for by the independent variables and this is moderate. The implication is that the
variables in the model are useful in explaining the variations in the compliance of VFMA principles. Also
the F- statistic which is used to measure the overall significance of the model has a coefficient of 8.372 with
a probability of 0.000. Since the F-prob value is less than 0.05 we reject the null hypothesis and conclude
that the identified factors have significant effect on the level of compliance with VFMA principles on micro
project execution in Abia State.
Taking each of the independent variables, we find that the t-value of Fraud and Corruption of -2.532 is
significant at 1%. This signifies that Fraud and Corruption has a negative effect on the level of compliance
with VFMA, with a Probability of 0.012 which lesser than 0.05. This indicates that fraud and corruption
have a significant effect on the compliance level of VFMA and implying a negative relationship, i.e the
compliance to VFMA principles reduces fraud and corruption. Suggesting that fraud and corruption is a
strong factor that affects the level of compliance with the VFMA and this is evidenced in the slow pace and
huge cost of executing micro projects. This is consistent with a priori expectation and the findings of
Ihendinihu (2009). The factor of Bureaucratic Bottlenecks have a t-value 1.589 with p-value of .0113, also
indicating a positive effect on VFMA compliance level, but with a probability Significant value of 0.113
which is greater than 0.05, this suggest that Bureaucratic Bottlenecks have no significant effect on the
compliance level of VFMA.
Furthermore, Paucity of Qualified and Experienced Staff has significant negative edffect on the compliance
level to VFMA principles, this is evidenced in its t-value of -4.381 with p-value of .000 which is significant
at 1% level. The inverse relationship indicates that a decrease in paucity of qualified and experienced staff
will increase the level of compliance to VFMA principles in micro project execution. Also Insufficient
Funding with a t-value of -3.137 indicates that Insufficient Funding has a negative effect on the level of
compliance with VFMA and the P-Value is 0.001 which happens to be lesser than 0.05 suggesting that
Insufficient Funding is a strong factor that affects the compliance level to the principles of VFMA. Also the
inverse relationship indicates that decrease in insufficient funding level will lead to an increase in the
compliance level to VFMA principles in micro project execution.
Lack of logistic support and infrastructural facilities with a t-value of 4.778 and a P-value of 0.000 which
is lesser than 0.05, this indicates that logistic support and infrastructural facilities have a significant effect
on the compliance level of VFMA principle, implying that logistic support and infrastructural facilities are
strong factors that influence the compliance level to VFMA principles. The positive relationship indicates
that an increase in logistic support and infrastructural facilities will lead to an increase in the compliance
level to VFMA principles in micro project execution. Finally, on the factors that influence the level of
compliance to VFMA principles on micro project execution, results indicated that Fraud and Corruption,
Paucity of Qualified and Experienced Staff, Insufficient Funding and Lack of logistic support and
infrastructural facilities are significant factors that influence the compliance level of VFMA on micro
project execution, while Bureaucratic Bottlenecks is not a significant factor that affects the compliance level
to VFMA principles. Fraud and corruption is a major challenge in Nigeria generally, with the stories of how
public office holders plunder the resources of the nation is no longer news, and this also transcends to
executing micro projects. Despite efforts by the anti-graft agencies to curb this menace, it still poses a great
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threat to the compliance with VFMA principles. Also Paucity of Qualified and Experienced Staff,
Insufficient Funding and Lack of logistic support and infrastructural facilities pose significant threat to full
compliance to the VFMA principles in Abia State.
5.0
Summary, Conclusion and Recommendations
The study evaluated the determinant factors affecting the application of Value-for-Money Audit principles
on micro-project execution by private sector, community-based and public sector resource managers in
Abia State, using the Survey research design and primary data gathered through a well-structured
questionnaire, evidence from the empirical analysis of the data. Based on the findings, the researcher
concluded that Fraud and Corruption, Paucity of Qualified and Experienced Staff, Insufficient Funding and
Lack of logistic support and infrastructural facilities are strong factors that inhibit the application of VFMA
principles on micro projects execution in Abia State, while Bureaucratic bottlenecks is not a strong factor.
The study therefore recommends that government should block all avenues of financial leakages associated
with frauds and corrupt practices through strict enforcement of compliance to the use of Treasury Single
Account (TSA), while improving its funding, infrastructure and capacity building commitments in
manpower development in form of training and retraining so as to redress the adverse effects of the
identified factors on the economy, efficiency and effectiveness of micro projects executions in the state.
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Abstract
The accountancy profession recognizes the importance of ethical behaviour in its code of ethics and its
training. Nevertheless, this code tends to focus on objectivity and independence and there is little discussion
about integrity. It is believed that the concept of integrity is understood differently by different people,
particularly in an international context, when it is thought about. This paper is aimed at assessing the
impact of integrity on the quality of professional accounting services. A survey design approach was
adopted for the study. A face to face interview method was used in obtaining data from representatives of
two Accounting firm in Kano metropolis. It was discovered that Some professional accountants do not
demonstrate integrity in the course of rendering professional accounting services and therefore, it is
recommended that Professional accountants should not only behave with integrity but be seen to do so. The
paper recommends that a professional accountant’s advice and work should be uncorrupted by self-interest
or other financial or behavioural motives and should not be influenced by the interests of other parties.
Keywords: Ethics, Integrity, Quality, Professional Accounting Services.
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INTRODUCTION
The accountancy profession in much of the world presents its idea of ethical behavior as comprising five
fundamental principles, which together form a framework for behaving ethically in the professional and
business sphere. One of these principles is integrity, which is believed to go beyond mere compliance with
the law.
The nature of the work carried out by accountants and auditors requires a high level of professional ethics.
And these ethical standards as advocated by all stakeholders are expected to play out when the accountants
is rendering professional services. Stakeholders such as the shareholders, potential shareholders, creditors,
government, employees, competitors, host communities, financial institutions and other users of
professional accountant’s report rely heavily on the integrity of such professionals hence, they expect that
the accountant(s) should ethically prepare their reports, as these stakeholders uses these reports to make an
informed decision about their investment. These stakeholders rely on the opinion of the accountant who
prepared the statements, as well as the auditors that verified it, to present a true and fair view of the company.
Therefore, the knowledge of Integrity can help accountants and auditors to overcome ethical dilemmas,
thereby allowing for the right choice that, although may not benefit the company out-rightly, rather benefit
the public who relies on the accountant/auditor's report and impact on the quality of the services they render.
Accounting profession exists as a means of public service and has its own ethics. The distinguishing mark
of the accounting profession is the acceptance of the responsibility to act ethically in public interest beyond
the compensation/remuneration paid by the client. That is, the accountant is obliged to act in the interest of
all concerns/stakeholders.
A survey by ‘European Fraud Survey’, Ernst & Young, (2009) confirms that in conditions of economic
downturn at the moment, there are increased temptations to sacrifice ethical behaviour for short term gain.
Leadership commitment and tolerance of unethical behaviour are both questioned. However, it is in such
conditions that the need for ethical behaviour is even greater as trust and confidence are fragile and business
risk is great.
It is however unfortunate that the ethics of a business has currently been a high profile issue of discussion
owing to recent corporate scandals rocking many countries and causing extensive damages to their economy
and society. These corporate scandals which has cause the collapsed of many companies all over the world,
has question the morality of businessmen in general and accountants in particular. It is argued that the
accountants have been the main contributors to the decline in ethical standards of a business. This accusation
can be attributed to the fact that there had been series of accounting scandals that have been widely reported
upon by the media all over the world. The claims by these accusers‟, result from the facts that different
scandals from organization to organization that relates to fraudulent practices such as negative creative
accounting, misleading financial report and analysis, falsification of accounting records and financial
statements etc., have been orchestrated by these businessmen with the support of the accountants. And all
these sharp practices by the professional accountant who supposes by law/statute to be a representative of
all stakeholders have resulted to the collapsed of many companies.
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The accountancy profession recognizes the importance of ethical behaviour in its codes of ethics and its
training. Nevertheless, these codes tend to focus on objectivity and independence and there is little
discussion about integrity. It is believed that the concept is understood differently by different people,
particularly in an international context, when it is thought about.
This paper seeks to explore the impact of integrity on the quality of professional accounting services in
Nigeria. The paper also includes a number of practical suggestions as to how integrity is best instilled in
professional accountants, whether in practice or in business, and embedded in organisations and suggests
measures that professional accountancy bodies might like to consider to reinforce and support integrity.
This paper also adds to the limited discussions on integrity as it affects the quality of professional accounting
services, it notes the importance of integrity to the accountancy profession and of embedding it in the
organisations in which accountants operate.
2.0
LITERATURE REVIEW
2.1
Conceptual Framework
According to Hanekom (1984) the question of ethics is one that is linked with the history of mankind. Ethics
deals with the character and conduct and morals of human beings. It deals with good or bad, right or wrong
behaviour; it evaluates conduct against some absolute criteria and puts negative or positive values on it.
Conversely, Miner (2002) defined ethics as right or wrong actions that stems from the value and expectation
of society. Furthermore, Mintz and Morris (2007) notes that ethics are acceptable standards of behaviour
that define how people ought to act (i.e. prescriptive) not how people really act (i.e. descriptive).
Consequently, a code of ethics outlines a set of fundamental principles. These principles can be used both
as the basis for operational requirements (things one must do) and operational prohibitions (things one must
not do). It is founded on a set of core principles or values. Those subject to the code are expected to
understand, internalize, and apply the examples in situations the code does not specifically address.
Accounting is a profession that rests heavily on the need to exhibit a high sense of accountability and
stewardship, hence the emphasis that all members be guided by professional code of conduct. (Oraka, &
Okegbe, 2015). Oraka and Okegbe (2015) provided the fundamental guidelines applicable to all
accountants. These guidelines include:
Integrity: This is the quality of being honest and having strong moral principles. It implies not merely
honest but fair dealing and truthfulness. This principle of integrity imposes an obligation on all accountants
to be straight forward and honest in professional and business relationships. Integrity is described as being
straightforward and honest in professional and business relationships; fair dealing and truthfulness; not
being associated with information that contains materially false or misleading statements or information
furnished recklessly.( Federation of European Accountants, 2009)
Objectivity: The Principle of objectivity imposes the obligation on all professional accountants to be fair
intellectually honest and free from conflicts. This principle requires four basic needs of credibility,
professionalism, quality of service and confidence.
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Professional competence: A professional accountant, in agreeing to provide professional services implies
that he is competent to perform the service. Accountant should refrain from agreeing to perform
professional services which they are not competent to carry out unless competent advice and assistance are
obtained.
Confidentiality: A professional accountant should respect the confidentiality of information acquired
during the course of performing professional services. They should not use or disclose any such information
without proper and specific authority.
Independence: Independence means having, a position to take an unbiased viewpoint in the performance
of professional assignments. Accountants must not only maintain an independent attitude in fulfilling their
responsibilities, but the users of financial reports must have confidence in that independence.
Technical standards: professional service should be carried out in accordance with the relevant technical
and professional standards. The services should conform to the technical and professional standards of
relevant accounting bodies and other legislation.
2.2
Empirical Literature
Ogbonna & Ebimobowei (2012) evaluated the effect of ethical accounting standards on the quality of
financial reports of banks in Nigeria, and they came to the conclusion that the analysis of the data showed
that ethical accounting standards affect the quality of financial reports of banks in Nigeria. Adeyemi &
Fagbemi (2011) concluded that there is the need for the profession to direct its efforts towards shaping the
views of new entrants to the profession. This can be achieved through sound ethical training as results from
the study suggested that this is an important step towards restoring the integrity of financial reporting
process. Adherence and enforcement of high ethical standard for members of the profession will go a long
way in maintaining diligence in the way members of the profession carry out their duties. Ajibolade (2008)
in the study "a survey of the perception of ethical behaviour of future Nigerian accounting professionals",
indicated that future professional accountants should be properly groomed in ethical standards which is
normal for professional growth and improvement of services delivery in financial reporting and auditing in
order to maintain the respectability of the profession. Bakre (2007) is of the view that accountants, auditors,
and the accounting professional bodies in Nigeria for extremely poor level of integrity observed. The study
also revealed that there were no significant differences in the perceptions of respondent groups on the need
for auditors to abide by high ethical standard and the need to shape the views of new entrants to the
profession.
The study conducted by Al-Qashi (2005) pointed out that the fall of Enron Company and its Auditors,
Arthur Anderson Company, was not due to the insufficient prevailing international accounting standards or
the auditing standards, but the ethics of the profession itself. Enron did not adhere to the measurement
mechanisms and related disclosure of specified targets companies, combined with the collusion with its
auditors, Arthur Anderson, by not reporting that and made clear reports. The verification revealed that
Arthur Anderson used to carry out double works; the external auditor of Enron and its financial consultant.
Furthermore, the auditors, Arthur Anderson, represent the Internal Control department of the company; i.e.
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the auditors were mere employees, not independent, for Enron Co. leading them to follow such unethical
conduct.
The study conducted by (Abu Hein , 2005) indicates that the commitment of the auditors to the well-known
auditing standards, and the rules of professional conduct, with the expertise and academically qualified
personnel effect positively the quality of auditing. The Auditors Offices adoption of the quality control
criteria and maintaining their independence entity of the auditor lead to the improvement of the services
provided by the auditors.
2.3
Theoretical Review
2.3.1 Kant's Theory and responsible accountability
The Kantian idea of moral responsibility also stems from the conception of person as a moral agent. A
moral agent or person is not only rational or capable of rational choice, but is one whose action is informed
by a sense of duty (Ellington 1994). The sense of duty is codified in universal law principles, which Kant
referred to as categorical imperatives (Gomez 2002). Therefore, a responsible or right action is not
necessarily one that maximizes utility, but one that follows moral principles, which are capable of becoming
universal moral laws (Cohen & Pant 1991). Ellington (1994) acknowledged that actions resulting from
desires cannot be free. Freedom is to be found only in rational action. Moreover, whatever is demanded by
reason must be demanded of all rational beings; hence, rational action cannot be based on a single
individual's personal desires, but must be action in accordance with something that he can will to be a
universal law (Fatt 1995). Kant's most distinctive contribution to ethics was his insistence that our actions
possess moral worth only when we do our duty for its own sake. Based on the assertion of this theory,
demonstration of integrity in professional engagement is imperative for accountants as he is expected to act
in public interest rather than self-gratification. The theory is found worthy of underpinning the study.
2.3.2 Theory of Virtue ethics
Virtue ethics, Approach to ethics that takes the notion of virtue (often conceived as excellence) as
fundamental. Virtue ethics is primarily concerned with traits of character that are essential to human
flourishing, not with the enumeration of duties. It falls somewhat outside the
traditional dichotomy between deontological ethics and consequentialism: It agrees with consequentialism
that the criterion of an action’s being morally right or wrong lies in its relation to an end that
has intrinsic value, but more closely resembles deontological ethics in its view that morally right actions
are constitutive of the end itself and not mere instrumental means to the end. (Brain, 2017)
3.0
METHODOLOGY
The research design for the study is the survey research design. It is employed when the researcher is
concerned about exploratory analysis of responses and perceptions and as such it is used extensively to
collect information on numerous subjects of research especially with regards to primary data studies. A
semi structured interview was utilized as the research instrument to obtain the necessary primary data. Two
Audit firm within Kano metropolis were selected (PKF Chartered Accountants and Umar Yerima & Co).
The choice of this group is because they are expected to be knowledgeable about the subject of this research.
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Primary data was used for the purpose of this research. Interpretative analysis was use to analyze the
responses of the participants.
4.0
Responses of Participants
The aim of this research is to elicit the impact of integrity on the quality of professional accounting service.
The research is based on semi-structured interviews with representatives of two Accounting firms. In this
chapter the responses to the semi-structured questions asked in the interviews were noted. The researcher
works through the interview questions in a systematic way by first presenting the interview questions and
following them by a discussion of the responses from the respondents. The discussion of the individual
responses includes quotations from the interview data and limited references to the literature review in order
to substantiate the points being made. It is followed by specific findings that emanate from the responses to
the interviews. In the final discussion of this section, the researcher attempts to summarize the overall
findings from these interviews.
The following questions were raised to the respondents and the preceding responses were given.
Q1. In your opinion, what are the factors that determines quality of professional accounting services?
The firms responded that Firm size, technical skills and competence, Independence and integrity of the
professional and reputation of the firm are the factors that determines the quality of accounting services.
Q2. What role does integrity plays in the quality of professional accounting services?
Integrity is a key element of what accounting profession considers appropriate ethical behavior. In
professional and/or business relationships, integrity is a much sought after trait. But it is more than just
consistency of character.
Q3. From your experience, what will be your rating on a scale of 10 about the level of integrity
demonstrated by professional accountants?
On a general note the level of integrity exhibited by professional accountants is far below average. 40%
will be considered the rating.
Q4. How do you think the high level of integrity exhibited by professional accountants can be sustained?
Practice monitoring done by professional accounting bodies like ICAN to ensure compliance.
Encouragement of joint Audit between small accounting firms and Big four accounting firm.
4.1
Discussion of Responses
Acting with integrity means we adhere strongly to a code of ethics, so it implies trustworthiness and
incorruptibility. Being a professional of integrity means consistently striving to be the best person you can
be in all your interactions with others. It means you practice what you preach, walk the talk, and do what
you believe is right based upon reason. Integrity in accounting profession brings many advantages, not the
least of which is that it is a critical factor in allowing business and society to function properly.
Successful corporate leaders and the companies they represent will take pride in their enterprise if they
engage in business with honesty and fair play. To treat customers, clients, employees, and all those affected
by a firm with dignity and respect is ethical. In addition, laudable business practices serve the long-term
interests of corporations. An accountant that demonstrate high level of integrity in his professional service
is tantamount to produce a high level of service free of bias and other professional ingenuity.
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The massive public opinion backlash experienced by politically implicated persons in the accounting
profession, demonstrates the risk of reputational damage when the fundamental principles such as Integrity
guiding professionals in the accounting sector fall by the wayside. When these fundamental principle of
integrity is violated through the conduct of professional accountants, then questions are raised about the
value and quality of the work they have performed. Objectivity requires a critical independent mind by
professional accountants when carrying out their duties and responsibilities. In the realm of professional
accountants, the highest form of assurance is "audit assurance" to the users who rely on the information
presented in the financial statements.
5.0
CONCLUSION
5.1
Findings
The findings of this paper is summarized below:
Some professional accountants do not demonstrate integrity in the course of rendering professional
accounting services. This was deduced from the review of relevant literatures and responses from
participants. The case of Enron collapse is a clear cut manifestation of the resultant effect of dishonesty by
professional accountants. Some client do provide misleading or obscure information to accountant in the
course of his assignment.
Organizations and firms in which professional accountants work have a great role to play in installing
integrity in the profession. This can be demonstrated by articulating integrity in the corporate code of ethics
and strict monitoring for compliance by staff members Professional accounting bodies have a more serious
role to play in ensuring compliance with professional ethical codes of conduct.
5.1
Recommendation
The following recommendations were made amidst the above findings:
Professional accountants should not only behave with integrity but be seen to do so. That is, facts and
circumstances should be avoided where a reasonable and informed third party would question the
professional accountant’s integrity. It follows from the above that a professional accountant’s advice and
work should be uncorrupted by self-interest or other financial or behavioural motives and should not be
influenced by the interests of other parties.
Professional accountants should not be associated with reports, returns, communications or other
information where they believe that the information: Contains a materially false or misleading statement;
Contains statements or information furnished recklessly; or Omits or obscures information required to be
included where such omission or obscurity would be misleading.
The culture of an organisation has an impact on the way individuals behave within it. It is much easier to
behave with integrity if surrounded by a framework that encourages such behaviour. A code of conduct is
often a key component of such a framework, if designed and applied properly: Most auditors and other
professional accountants work in organisations of some kind. It follows that individual professional
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integrity and organisational integrity are linked and that the organisational culture is key to the achievement
of integrity within the profession.
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Abstract
The objective of the study is to examine how independence in fact assures audit quality in Nigerian banking
industry. The study used two accounting firms in Kano, Nigeria. The study employs survey research design
and primary source of data were used. The data were obtained through interview. The researcher carryout
in-depth face-to-face interviews with the staffs of the selected accounting firms. The analytical technique
employed in the study is thematic technique. The study reveals that quality of audit highly depends on the
auditor independence in fact. It was also found that for auditors to provide quality audit service there is
high need for auditors to adhere to the professional ethics provided by different accounting bodies. The
study recommends that accounting firms members should adhere to the professional ethic which
independence (independence in facts and in appearance) is one of the ethics in order to provide quality
audit service to their clients; professional bodies should revoke the licence of any accounting firms member
who violate the professional code of conduct with immediate effect. The study also recommends that
regulatory bodies such as Security and Exchange Commission (SEC), Financial Reporting Council of
Nigeria (FRCN) and other government agency should review the provisions in Companies and Allied
Matter Acts (CAMA) and code of corporate governance provision on renewal of auditors’ tenure limit to
five years in a firm in order to encourage auditor’s rotation. If this done it will help to prevent familiarity
threat that impair auditor independence fact and it will increase audit quality.
Keywords: Accounting Firms, Audit quality, Banking industry, Independence in fact, Professional bodies.
1.0
Introduction
Auditing profession need high level of independence in facts in doing both audit and non-audit assignment.
However, the auditing profession has faced a lot of criticism from the public since from the collapse of
Enron, and this criticism has continued throughout the financial crisis and hitherto. According to Fjodorowa
(2013), it is not astonishment that general public enquires what the auditors are doing while the financial
markets are on the point of collapses. He further observed that the public also called for more severe
regulations, while others opined for increase of penalties for the remorseful parties, including the auditors
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who allow their independence to be impair. These reactions from the public may indicate the loss of respect
for the auditing profession, due to financial scandals which may be attributed to lack of auditors’
independence in fact when carrying out audit assignment.
For audit to be of quality an auditor is considered to be objective when is unbiased, has no conflicts of
interest in the audit work, and is not subject to unnecessary influence by management or others persons in
the client company which may overrule their professional opinion (America Institute of Certified Public
Accountants, 2009). In order to be objective, an auditor should be independence in fact and in appearance
from the client and management of the client company, both financially, kind and rationally. The
independent of an auditor both in fact and appearance is one of the ethics of auditing profession, without
this audit profession is meaningless. Independence in fact is a state of mind in which the auditor is unbiased
when expressing opinion on client’s financial statement and is of high integrity. Independence in fact
depend on the accounting firm member being a moral person, adhere to the highest standards of auditing
profession (Fjodorowa, 2013; Baxter, Dempsey, Megone, & Lee, 2012).
According to Dandago and Rufai (2014), the purpose of an audit is to provide assurance on financial
statements by auditors to users of the financial statements. They further established that audit quality is the
possibility that financial statements are free from material misstatements or errors and irregularities. Audit
quality has been questioned strongly after some corporate scandals involving large listed companies which
have been audited by auditors. According to Arens et al. (2011: 105), “Audit quality means how well an
auditor detects and report material misstatements in financial statements, the detection aspects are a
reflection of auditor competence, while reporting is a reflection of ethics or auditor integrity, particularly
independence”.
It is expected of auditors who are working for the interest of the owners of a company and the general public
which includes creditors, suppliers, investors, potential investors are to carry out their duties independent
of the management including the shareholders who appointed them however, in discussion with
management putting in cognisance the professional ethic guiding their profession. In order to ensure that
the financial statements published by firms are relevant and reliable for users, it is legally required that the
financial statements are certified by external auditor as an objective and independence party who performs
independent examinations that will give the financial statements trustworthiness to users (Zayol, Vitalis &
Mdoom, 2017). For auditors to detect and report any material misstatement in client financial statements
they need to be independence in fact without being biased and easily influence by clients and the
management of the client company.
In addition, independence in fact is the one of the factors that influence audit quality. When an auditor is
highly independent in mind by withstanding any pressure from the client which may make the accounting
firm member to compromise the professional code of conduct, this may create a good reputation about the
auditors which may attract more clients to the accounting firm. Audit quality cannot be achieved without
an auditor technical competency and independency, that is auditor ability to detect material misstatements
and issue appropriate audit reports to reflect their actual findings (Dandago & Rufai, 2014).
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However, recent financial crises and inability of auditors to provide the symptoms of fraud, errors and
irregularities before the financial crisis make auditors independence in fact questionable. Many firms which
have been audited by auditors have collapse. In addition this study was motivated base on the recent
incidence that took place on 23 September, 2019, where PwC audit firm violated auditor independence rules
by undertaking prohibited non-audit services during an audit engagement, according to the SEC directive,
including exercising decision-making authority in the design and implementation of software relating to an
audit client financial reporting, and engaging in management roles. The firm also fails to inform the audit
committees the clients about the assignment it was doing and the potential impact on independence (Cohn,
2019). He further provides that SEC blamed the audit firm for breaching its independence-related quality
controls, leading to a failure to properly review and monitor whether non-audit services for audit clients
were permissible and approved by client’s audit committees.
Also, there are few empirical evidences on auditor’s independence in fact and audit quality in emerging
markets such as Nigeria. This has prompted for the need to research on auditor’s independence in fact and
audit quality in Nigerian banking industry. The main objective of the study is to examine the impact of audit
independence in fact on audit quality in Nigerian banking industry. The remaining part of the paper is
divided into four Sections. Section Two reviews the literature. Section Three presents the methodology used
in addressing the research objectives. Section Four discuss the results while Section Five centred on findings
and make recommendation on the paper.
2.0
Literature Review
2.1
Audit Quality
Auditor quality is defined as the whole quality of the audit services provided by accounting firms to clients.
Davidson and Neo (1993) defined audit quality as the auditor competency in the discovery and
recommended on any distortions and manipulations performed on client’s financial statements (as cited in
Rahimi & Amini, 2015). According to DeAngelo (1981) audit quality is the competence and independence
of auditors in investigating, detecting and reporting material misstatement on financial statements of a
company. Questionable accounting practices are likely to be discovers in a firm audited by competence
auditors than incompetence auditors. Audit quality is the ability of auditors to detect errors, irregularities
and material misstatement in the financial statement and report such misstatement to the relevant authorities.
Audit quality deals with ability of auditors to ensure that financial statements are free from all kinds of error
and irregularities.
According to Institute of Chartered Accountants of England and Wale (2002), audit quality is concerned
with bringing an appropriate professional view supported by the necessary indication and impartial
judgments. One means of making the thought real is to attempt to create clear prospects of what auditors
need to do to sustenance a suitable professional opinion on an individual set of economic statements
(Dandago & Rufai, 2014).
2.1.1Auditors Independence
The essence why an auditor needs to be independence, is to serve the objective of audit, and improve the
reliability of financial statements provided by the client used for decision making purpose to users. More
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so, the purpose for an auditor to be independence is to improve the cost-effectiveness of the capital markets
(Elliot & Jacobson, n.d). Auditor independence is defined as the ability of auditor to resist client and other
parties’ pressure in order to compromise their independence (Pany & Reckers 1980, Pearson & Ryan 1982,
Knapp, 1985). Audit independence is the absolute absence of conflict of interests or self interest of both
clients and auditor that create an intolerable risk of material biasness with regard to the reliability and
relevancy of financial statements (AICPA, 2009). Similarly, the Auditing Practice Board, Standards and
Guidelines, (2008, p.6) defines auditor independence as the ability of auditor having “freedom from
situations and relationships which make it probable that a reasonable and informed third party would
conclude that objectivity either is impaired or could be impaired”.
According to Coyle (2010), auditor independence is viewed as one of the important principles underlying
the reliability of an auditor’s report by the general public or the users of financial statements. Auditor are
to observed all level of independence in expressing their opinion in order not to endanger investment of
investors and other stakeholders in a company. In addition, auditor independence is considered as a
requirement for audit quality, however, to appreciate the beauty of audit quality it is important to understand
it determinants which auditor independence is one (Le Vourc’h & Morand, 2011). They further opined that
auditor independence being considered as preliminary requirement for audit quality; companies cannot have
a perception of audit quality that is unaffected by auditor independence. Consequently, companies’
perceptions of audit quality could never involve factors threatening independence of the auditor, in order
for audit quality to be achieved the auditor must have conducted the audit independence of the client
conflicting interest (Mendonca & Persson, 2014)
2.1.2 Independence in Fact
Independence in fact is the state of mind of auditors that permits the expression of opinion without being
influences by clients in order to compromise professional judgment, thereby allowing auditors to act with
integrity and exercise objectivity and professional scepticism in their judgement (Financial Accounting and
Reporting, 2014). Independence in fact is considered as a situation where an auditor does not violate the
professional ethic due to influence from the clients or management of clients’ company. According to
Dopuch, King and Schwartz, (2003), independence in fact also refer to an auditor’s true independence and
it indicates that the auditor has an independent mind-set when planning and executing an audit and express
an independent opinion on the company financial statements. Independence in fact or independence in mind
may be consider as the central independence of auditors. However, it is possible to require independence in
mind, it is another challenge to ascertain if such independence is really in practices or exists, due to the fact
that independence in mind is unobservable as well problematic to be regulate (Pott, Mock & Watrin, 2009;
Beattie, Brandt & Fearnley, 1999).
According to Fjodorowa (2014), independence in fact is an auditor mind-set, in which the accounting firm
member is unbiased and being a person of high integrity. This type of independence has impact on the
quality of the audit service performed by accounting firm member. A biased auditor might make express
biased opinion on client financial statements, biasedly decide on evidence to obtain, and on what counts as
evidence, possibly them may throw away evidence that is contrary to their opinion. This might lead to the
development of biased audit opinion if the auditor is not independent in fact. In such a circumstance, the
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opinion expressed by the auditor might be false, but the users of the financial statements will remark it as
being true. It is therefore very important for the auditor to be neutral (Fjodorowa, 2014; Elliot & Jacobson,
n.d).
2.1.3 Independence in Appearance
According to Financial Accounting and Reporting (2014), independence in appearance is the evading of
facts and circumstances that are so crucial that a reasonable and informed third party would not conclude
that all the specific facts, circumstances and member of the audit team integrity, objectivity or professional
scepticism has been compromised. Independence in appearance tells that the auditor appearing to be
independent by an informed investor, creditors, suppliers and other third parties. Independence in
appearance is the perception of the public that the auditor is independent. It is achieved by following rules
designed to demonstrate formal independence of the auditor from the client, and avoiding any facts or
circumstances that may lead a member of the public to conclude that the auditor is biased, or lacks integrity
(Fjodorowa, 2014; Pott et al., 2009). There are five conditions that might undermine independence in
appearance. These are prohibited under the IFAC Code of Conduct and other legislations these conditions
includes: having a financial interest in the client company; having a family relationship with employees,
managers or owners of the client; performing work that is the responsibility of management; auditing work
that was originally completed by the auditor or the firm; providing services to a client that are incompatible
with the objectives of the external audit or other non-audit services.
2.1.4 Threats to Auditor independence
Auditors are required to uphold objectivity and independence, there are enticements that might persuade
auditors to compromise their independence. ICAEW (2001) provide the followings threats to auditors’
independence: Self-interest; this can occur as a result of the financial or other interests of a professional
accountant or of direct or close family member, self-review; this is when a previous judgement is been
revaluated by the accountant who is originally responsible for that judgement, advocacy; this can occur
when an accountant promotes a position or opinion to the point that subsequent objectivity may be
compromised, familiarity; this can occur, because of a close relationship, a professional accountant becomes
too sympathetic to the interests of others, intimidation; this can occur if a professional accountant is deterred
from acting objectively by threats, actual or perceived.
2.2
Empirical Review
Haeridistia and Fadjarenie (2019) examine the effect of independence, professional ethics and auditor
experience on audit quality in Public Accountant Firm in Jakarta Indonesia. The data used in the research
was primary data which was obtained from questionnaire administered to 127 respondents. Convenience
sampling techniques was used to arrive at the sample size. The study employed multiple linear regression
analysis to analyse the data. The study finds that independency, professional ethics and auditor’s experience
has effect on audit quality.
Aliu, Okpanachi and Mohammed (2018) investigate the effect of auditor’s independence and audit quality
of oil and gas companies in Nigeria from 2007 to 2016. The purposive sampling technique was to select the
sample size of the study which comprises of nine (9) out of the fourteen (14) companies listed in the
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downstream sector of the oil and gas firms listed on Nigeria Stock Exchange. The study used secondary
data which were sourced from the audited annual financial statements of the sampled companies. The data
were analysed using descriptive statistics, correlation matrix and binary logit regression technique. The
findings show that there is a significant positive relationship between auditor’s independence and audit
quality.
Khasharmeh and Desoky (2018) ascertain if the provision of non-audit services affects auditor
independence and audit quality in Bahrain. Questionnaire was prepared and distributed to a sample of 250
respondents. Descriptive statistics, other number of non-parametric tests such as the Chi-square Test, the
Kruskal-Wallis Test and Univariate analysis were also employed to analyse the data. The results indicate
that respondents support the idea that independence of auditor is impaired with providing non-audit service
while audit quality is improved and enhance when audit firm provide non-audit service. However, KruskalWallis Test revealed that only respondents’ occupation is associated with their perceptions.
Mardijuwono and Subianto (2018) investigate independence, professionalism, professional scepticism and
their relation toward the resulted audit quality. The research used questionnaires which was distributed to
all auditors working in KAP Surabaya and Sidoarjo. The population in the study was all auditors working
in KAP 45 Surabaya and KAP Sidoarjo. Data were analyse using the partial least square test with the help
of SmartPLS software version 3.0. The research revealed that auditor independence is positively related to
audit quality but is not significant. auditor professionalism is positively related to audit quality and proved
significant, while the scepticism variable of auditor professionalism is positively related to audit quality and
is significant.
Babatolu, Aigienohuwa and Uniamikogbo (2016) examined the effect of auditor independence on audit
quality of selected deposit money banks in Nigeria. Purposive sampling technique was used to select sample
size of the which is seven (7) listed deposit money banks from a population of twenty (20). Secondary data
were sourced from the audited annual report of the sampled banks. Descriptive statistics, correlation and
ordinary least square (OLS) regression were used to analyse the data. The study revealed that there is a
positive relationship between audit fee, audit firm rotation and audit quality. The study also revealed
negative relationship between audit firm tenure and audit quality. The correlation between audit quality and
leverage was strong, negative and statistically significant. The relationship between audit quality and
company size was strong, positive and statistically significant.
Dunakhir (2016) examined factors associated with audit quality evidence from an emerging market in
Indonesia based on the viewpoints of different groups of auditors, clients and external users. Survey
research design was used. Questionnaires were sent to a random sample of the three groups. Analysis of the
quantitative data collected from the survey questionnaire was done using the Wilcoxon non-parametric
statistic the descriptive statistics, and one-way ANOVA. The study revealed a significant relationship
between auditors independent and audit quality it also shows that there are significant difference perceptions
between the groups.
Jenkins and Mccracken (2015) carryout a study on auditor independence in fact: Research, regulatory, and
practice implications drawn from experimental and archival research. From their experimental research
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related to auditor independence concluded that the structure of the audit setting naturally creates an
environment in which cognitive and motivational biases can influence auditor judgments, making it difficult
for auditors to remain completely unbiased, and indirectly casting doubt on auditors’ ability to maintain
their independence while from their archival research the findings suggest that fee-based incentives and
lengthy auditor tenure do not necessarily jeopardize auditors’ independence in a way that adversely affects
audit outputs.
Dandago and Rufai (2014) investigate quality of audited financial statements of Deposit Money Banks
(DMBs) in Nigeria. with the objective of evaluating the independence of an auditor and the extent of
compliance to audit guidelines and how those guidelines affect the quality of audited financial statements
of DMBs in Nigeria. The study employed both primary and secondary sources of data that is questionnaire
and the annual reports of selected Banks. A judgmental sampling technique was used to select the sample
size. Simple percentage was used for data analysis, while analysis of variance (ANOVA) was employed to
test the hypotheses. The study revealed that consistency and reliability can be achieved if external auditors
are independently auditing financial statements of DMBs based purely on the established auditing standards
and guidelines.
Mendonca and Persson (2014) assessed audit quality from a client company perspective in Sweden. The
study use semi-structured interviews were CFOs and audit committee members at three Swedish listed
companies that had experienced on audit firm rotation were interviewed. The interviews were coded to
enable interpretation of key concepts. It was found that drivers of audit quality are combination of personal
qualities of the auditor resulting in trust in the auditor and independence of auditor. It was also found that
the level of audit quality declined in the years following a rotation of audit firm. It is also concluded that
the companies’ experiences of firm rotations support the arguments against the requirement of mandatory
audit firm rotation.
Dandago and Zamro (2012). Evaluate the effects of auditor rotation on auditor independence and quality of
audit service in Malaysian banking industry. The study used primary data. Interviews were conducted on
staffs of two banking institutions and one accounting/audit firm. The study revealed that there have not
been significant changes in the annual appointment of auditors in the Malaysian banking institutions over
the last ten years, signifying that there is a good working relationship between the auditors (especially the
Big4) and the banks.
2.3
Theoretical Review
The theory that underpinned this study is auditor’s theory of inspired confidence. A Dutch professor,
Theodore Limpergs propounded the inspired confidence theory in late 1920s. The auditor’s theory of
inspired confidence provide relationship between the users of financial statement requirement for realistic
audited financial reports and the capacity of the audit processes to meet those needs of the users (Aliu, et
al, 2018). The demand for audit services is by shareholders and other stakeholders. These parties request
for accountability from the management in return for their investments in company. Accountability is
realized through the issuance of periodic financial reports (Dangana, 2014). However, the information
provided by the management may be biased, and outside parties may not have means of monitoring, an
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audit is required to assure the reliability of this information. With regard to the supply of audit assurance,
Limperg (1932) opined that the auditors should endeavor to meet the public expectations by becoming
independence in fact. The theory postulates that the auditors, are confidential agent, whose functions are
obtained from the need of financial statements users and independent assessment including the need for an
experts and independent judgement reinforced by evidence (Aliu, et al, 2018). The theory posits that for
auditors to provide quality audit service, the auditor most be independence and not to betrayed the inspired
confidence bestowed on them by the public. Carmichael (2004) discussed the societal implication of the
audit and he proclaimed that when the confidence that stakeholders bestowed on the efficacy of the audit
process and the audit report is erroneous, the relevance and reliability of that audit is wrecked. According
to Aliu, et al (2018) audit provides assurance to the owners and other users of financial statements of a
company as well as provides confidence in audited financial reports and the capital markets. Abating the
risk of hidden material misstatements suggests that the accountants are under obligation to conduct their
assignment in a means that does not betray the confidence which they command before the rational person
even if the accountants may not produce what is greater than the expectation of the public (Aliu et al., 2018;
Limperg, 1985).
3.0
Methodology
The study employs survey research method to collect data. The study uses primary source of data. The data
were obtained through in-depth personal interviews with the staffs of two selected Accounting firms which
includes Pannell Kerr Forster (PKF) Accounting firm and Kadiri Mohammed & Co. Accounting firm in
Kano-Nigeria. The study used two audit firms because the sampled firm are the only firms that can provide
the needed data for the study. The research employed thematic data analysis technique to analyse the data
(Braun & Clarke, 2006). This technique is appropriate because of the nature of the data which were obtained
through interview. Thematic analysis helps the researcher to identify, organised and give insight into pattern
of meanings or themes from responses of the respondents. It is a way of identifying what is common from
the responses of the respondents to the way a topic is discussed and written about as well as making sense
of those commonalities (Braun & Clarke, 2012).
4.0
Results and Discussions
Question 1: From your experience what do you think are the factors that affect audit quality?
PKF Accounting firm: The factors that influence audit quality are auditor independence, audit
renumeration, audit technical competency, auditor’s tenure among others.
Kadiri Mohammed & Co Accounting firm: The most important factors that affects audit quality is auditor
independence and auditor technical competence or experience.
4.1
Discussion
From the view of the interviewees it implies that auditor independence is one of the major drivers of audit
quality. In order to have quality audit, the auditors must be independent of their clients including the
shareholders who appointed them. This suggest that there is relationship between audit independence and
audit quality.
Question 2: To what extent is the independence in fact supported by banks which you have audited?
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PKF Accounting firm: Most banks provide all level of chance for our audit team to be independence in
fact of them, even though their responsibility is to provide the needed information to the audit team not to
decide for the audit team on matter concerning their integrity and their independence in fact, it is the duties
of accounting firm members to be independence in fact. However, not all banks staff will be happy to see
auditors coming to check their records in a situation where there are irregularities in the records.
Kadiri Mohammed & Co Accounting firm: The banks staff are not responsible to provide independence
in fact for auditors, it is expected of all accounting firm members to be independence in fact. However,
clients need not to pressurise audit team to compromise the professional ethics, unless they know that their
financial statement have symptoms of fraud, whereas, if staffs of the banks are sure that the financial
statements are free from errors and regularities there is no need for them to put the auditor under pressure
to subscribe to their interest. Where the banks have sound internal control system there is no need to put the
auditor under pressure to work to their unprofessional interest.
Discussion
The result suggests that if there is sound internal control system in banks and if the staffs of the banks are
certain that their financial statements are free from errors and irregularities, they will not put the auditors
under pressure to extent of compromise their independence in fact. This also implies that banks management
played their role by ensuring that the independence of the auditors is maintain by
ensuring sound internal control system.
Question 3: Can auditor’s ability to withstand client pressure in a disagreement enhance audit quality?
PKF Accounting firm: Yes, accountant ability to withstand client’s pressure will enhance audit quality.
However, the guide for accountants should be the professional ethics not the pressure or any disagreement
that may arise between them and the clients. In order to maintain the quality of audit auditors must not allow
their independence in fact to be compromise by disagreement or any pressure from the clients or the clients
staff.
Kadiri Mohammed & Co Accounting firm: Auditor should not consider any disagreement or pressure
from client as the yardstick to compromise their independence in fact but let the professional code of
conduct be their focus point in order to have quality audit report. When the auditor withstands all form of
pressure from any parties to the clients the quality of the audit is guarantee.
Discussion
The results imply that professional accountants suppose not be consider pressure from client to be the reason
for them to compromise their independence in fact which will affect the quality of the audit, but they should
use the professional code of conduct as the mirror for expressing their opinion on client’s financial reports.
This also indicate that when an accountant withstand pressure from client and any party to the client
business this will secure the accountant independence in fact and it will enhance the quality of the audit.
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Question 4: Most users of financial statement believed that accounting firm lack quality due to the facts
that their independence in fact have been impair by client. What is your opinion on this assertion by the
users of financial statement?
PKF Accounting firm: The public may have their opinion which may not be true because the professional
code of conduct is to be abide with by every accountant in order to provide quality audit. However, there
are cases where the independences in fact have been compromise but this cannot be generalised. Most users
used the Enro case to generalise that auditors report lack quality which is not true.
Kadiri Mohammed & Co Accounting firm: Users of financial statements have their opinion but such
opinion cannot be generalised. However, we cannot conclude that all accounting members independence in
fact cannot be impair but is very rare because the audit quality can be achieved if the auditor will not allow
their independence in fact and in appearance to be influence by clients if the professional ethic is followed
by all accountants.
Discussion
The responses above means that accountants independence in fact is not impaired and auditors’ firms still
provide quality audit service as long as auditors are using the professional ethic as their guide. This also
indicates that auditor independence in fact cannot be impair only and only if accountants will not violate
the professional ethics.
Question 5: What do have to say in a case where auditors are willing to sacrifice their independence in fact
in order to retain audit clients from who they might accrue large revenues, would this in return affect audit
quality if yes, how?
PKF Accounting firm: Yes, if auditors compromise their independence in fact in order to retain client who
they generate large revenue from, it will definitely affect the audit quality because such auditor’s large
revenue is being generated from that client in this regard, they “might” dance to the tone of the client beat.
It is not expected that an auditor should sacrifice their independence in fact because of large revenues
generated from any client, it is unethical. However, professionally auditors are not allowed to generate 10%
of their total revenues from one client.
Kadiri Mohammed & Co Accounting firm: If auditors sacrifice their independence in fact because they
generate large revenue from a particular client this will equally affect the audit quality because whatever
the client require them to do, they will do which may not be to the interest of other stakeholders. Ethically
10% of auditor total revenue should not be generated from one client.
Discussion
This implies that for auditors to maintain their independence in fact and provide quality audit service they
must not sacrifice their independence on the ground that 10% of their total revenue is been generated from
one client. This indicate that auditor’s independence in fact can be impaired by clients who paid high
renumeration to an auditor. This implies that there is significant relationship between audit fee and audit
quality. It also suggests that as the audit fee increase the audit quality decreases.
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Question 6: What do think will happen to the quality of audit service in a case where the life of the auditor
is threaten by a client, to scare the accountants to compromise their independence in fact?
PKF Accounting firm: In a situation where auditor life is at risk and he seconded to the client option the
audit quality will be negatively affected. However, accountants ought to be persons of integrity even at the
expense of their life and never allow their independence in fact to be impair because of threat from anybody.
The best to do is to resign the appointment following the legal channels.
Kadiri Mohammed & Co Accounting firm: Auditor allowing their independence in fact to be
compromise due to threat is like putting the life of investors in dangers. Investors will lose their investments
if an accountant compromises the professional ethic because of threat from client. This might cause Truman
to investors. Auditors compromising their independence will negatively affect the audit quality and such
auditor may loss reputation, confidence and trust bestowed on them by the general public.
Discussion
This result shows that accountants should be a virtuous persons and persons of integrity ready to sacrifice
their life at the expense of their integrity. It also implies professional accountants are not expected to
compromise the professional ethic due to threat from clients or other parties to the client’s business but
accountants should be professional in their dealing and of high integrity. This implies that integrity
influence audit quality.
Question 7: Do you think longer auditor tenure makes auditors to loss their independence in fact which in
turn reduce the quality of the audit process?
PKF Accounting firm: Longer tenure of auditor in one firm may result to familiarity threat, when there is
familiarity threat definitely the accountants “may “compromise their independence in fact and in appearance
which will as well affect the quality of the audit. However, Code of corporate governance by Financial
Reporting Council of Nigeria agitated for auditors to be rotate after 10 years in a company.
Kadiri Mohammed & Co Accounting firm: Retaining auditor for long duration in one firm “might” result
to familiarity threat, when there is familiarity threat definitely the auditor independence will be impaired
this will reduce the quality of the audit. Code of corporate governance by Financial Reporting Council of
Nigeria provide that auditors in a company should be rotate after 10 years. However, Company and Allied
Matter Act (CAMA) provide that it should be indefinite.
Discussion
The findings above indicate that audit rotation will increase audit quality. This implies that if an auditor’s
appointment is been renew indefinitely it will affect the independence (in fact and in appearance) of auditor
similarly decrease the audit quality. It will be important that auditors should be rotate in order to avoid
familiarity threat, and to encourage fresh knowledge for the purpose of enhancing audit quality.
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Question 8: Will the early year of a new auditors in a firm who have not fully developed and understood
in-depth the new client’s nature of operations impair the auditor independence in fact and reduce the audit
quality?
PKF Accounting firm: It is not advisable for auditors who are appointed to audit a firm to jump into the
assignment without doing their homework. They supposed to have background search of the nature of the
client business, know the mode of the business operation as well interact with management of the firms to
have more ideas about the nature of operation of the client business. They as well embark on profession
courtesy by enquiry from the predecessor auditors on the nature of the client business. This will prevent the
auditor independence in fact from being negatively influence by clients which will undermine the quality
of the audit.
Kadiri Mohammed & Co Accounting firm: In order to avoid auditor independence in fact to be impair
when an auditor newly accepted appointment from new client and to provide quality audit service, the
auditor must have an in-depth knowledge of the client business before accepting the appointment letter and
issuing engagement letter to the client. An auditor needs to be professional enough as well knowledgeable
about the client business before accepting the offer.
Discussion
From the results above it means auditor technical competency influence audit quality. This implies that
before an auditor accept any audit assignment, the auditor must have technical competency and background
knowledge of the client business in order to provide quality audit service. Without technical competency
accountants might express biased opinion on financial statements which may not reflect the actual statement
of affairs of the client due to lack of the auditor independence in fact.
Question 9: Some people believed that auditor providing Non-Accounting Service (NAS) together with
accounting service is one of the factors that affect audit independence in fact which in turn affect audit
quality. What do have to say about this statement?
PKF Accounting firm: It is not advisable for an auditor who provide accounting service to any client
should provide other non-audit service or still audit the client’s financial statements this is what we called
self-review. Providing accounting service and other non-accounting service to same client will actually
affect auditor independence in fact and decrease the quality of the audit work negatively. It important that
different accounting firm should handle any assignment of non-audit service not the same auditor who
provide accounting service.
Kadiri Mohammed & Co Accounting firm: Professionally auditors ought not to provide non-service for
same client who they provide accounting service for. If an auditor provides accounting service for any firm
it is expected that different firm should provide non-audit service in order not to compromise audit
independence and audit quality.
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Discussion
This indicates that auditor providing both accounting service and non-accounting service to same client will
impair the auditor independence in fact as well decrease the audit quality. In regard to this, auditor who
provide accounting service to a client should not provide non-accounting service to the same client but
different accounting firm should provide non-accounting service to the client. If this is done audit quality
can be provide by the accounting firms.
Question 10: Do you have any suggestion on how auditor independence in fact can be maintained in order
to enhance audit quality?
PKF Accounting firm: To achieve that professional ethic must be followed diligently. Honesty, integrity
and other professional ethic should be follows religiously. The auditor should not accept any appointment
from any client who will contribute more than 10% of the auditor total revenue. The auditor should avoid
self-review service, the auditor should avoid familiarity threat, the auditors should declare their interest in
any firm they are to audit.
Kadiri Mohammed & Co Accounting firm: To maintained independence in facts and enhance audit
quality auditors should hold on to professional ethic as their benchmark. If an accounting firm member who
have or his/her relation have interest in any bank or a firm which they accept appointment it is important
for that member to declare his/her interest and not to accept the appointment, auditor should avoid
familiarity threat.
Discussion
It indicates on the findings above that for auditors to achieve audit quality, the professional ethic should be
the point of reference to all accounting firm’s member. Ensuring their independence both in facts and in
appearance is not impair, integrity, professional due care, diligent and other professional ethics are dully
observed by accounting firms’ members and member of any accounting professional body.
5.0
Findings
The objective of the research is to examine how auditor independence in fact assures audit quality in
Nigerian banking industry. In order to achieve this objective, the study used primary data through interview.
Based on the responses from the interviewees, the following are the major findings;
Auditor’s technical competence and experience of auditors significantly improve audit quality. It implies
that auditors must be competence and have knowledge about client’s business before accepting any offers
to carry out audit service and non-audit service. The auditor competency is a driving force for auditors to
provide quality audit service.
The research also shows that auditor’s longer tenure impaired the auditor independence in fact which will
in turn decrease the quality of the audit service to be provided by auditors. This finding suggests that
indefinite renewal of auditors’ tenure will create familiarity threat, this will affect auditor’s independence
in fact and will cause auditors to produced biased audit reports.
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The study also finds that if auditors adhere to professional ethic which include auditor independence will
enhance quality of audit service to be provided by the auditors. The ability of auditors to become
independence and provide quality audit service ii is centred on adherence to professional code of conduct
which admonished auditors to be independence in the course of carrying out their assignment.
The study also revealed that audit fee from clients who contribute more than 10% of auditors total revenue
influence audit quality. It implies that higher audit fee tends to decrease audit quality. This result indicates
that when auditors generate more than 10% of their total revenue from one client there is tendency of the
auditor will be biases in providing quality audit report which ought to serve the interest of the public rather
than the interest of the client.
The study provides policy implications, if auditors carryout their audit assignment without putting technical
competences and professional code of conduct in cognisance their independence in fact will be impair by
clients which would in turn affect the quality of the audit service to be provide by them. This will also
danger the investment of the shareholders as well as other users of financial statements in terms of decisionmaking when using the audited financial statements. Longer tenure of auditors in particular firm would
results to familiarity threat, similarly, when auditors generate more than 10% of their total revenue from
one client, these will impair auditor’s independence in fact in this situation auditors will provide biased
reports that will serve the aims of the client only.

5.1
Recommendations
The study recommends that auditors should adhere to the professional ethic which independence
(independence in facts and in appearance) is one of the ethics in order to provide quality audit service to
their clients, the professional bodies should revoke the licence of any accounting firm member who violate
the professional code of conduct with immediate effect. The study also recommends that regulatory bodies
such as Security and Exchange Commission (SEC), Financial Reporting Council of Nigeria (FRCN) and
other government agency should review the provisions in Companies and Allied Matter Acts (CAMA) and
code of corporate governance provision on renewal of auditors’ tenure limit to five years in a firm in order
to encourage auditor’s rotation. If this done it will help to prevent familiarity threat that impair auditor
independence fact and it will increase audit quality. The study further recommends that auditors should
carry out background study of their client nature of business, business environment in order to have
knowledge and technical competence about their client business before issuing letter of engagement to their
clients. The study also recommends that accounting professional bodies should require their members to
submit their financial report stating the sources of their revenue annually for scrutinise to ensure that no
member generate more that 10% of their revenue from one client for the purpose of safeguarding their
members independence in fact in order to provide quality audit service.
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ABSTRACT
This study examines the effect of corporate social responsibility reporting volume on value relevance of
quoted firms’ financial report in Nigeria. This study is based on ex-post facto research design and employed
a panel data set collected from seventy three (73) non-financial companies over a six year period ranging
from 2012 to 2017 financial year. We analyzed the data set using Summary Statistics, Correlation Matrix
and Panel Random Least Square Regression Technique. The random effect model established that
corporate social responsibility reporting page volume has an indirect effect on share price. This finding
suggests that managers do modify earnings per share and book value per share with social responsibility
activities. The findings from this study supports the argument that corporations in Nigeria pay more
attention to how much profits are generated and how much dividends are paid, and not necessary social
issues and its reporting. Hence one among the various recommendations that we proffer is that the notion
of implementing corporate social responsibility activities as a complementary service must be discouraged.
In so doing firms must report corporate social responsibility activities that aim not only to comply with
rules but also such that will create good reputation for the public and investors as it affects the value
relevance of firms’ financial report.
Keywords: Corporate social responsibility reporting length, share price, earnings per share and book
value of shares.
1.0
INTRODUCTION
Corporate Social Responsibility reporting hereafter called (CSR) has grown exponentially during the last
ten years. Notably, in 1999 the Global Reporting Initiative recorded only twelve firms that adopted its
reporting standard but in year 2012 this number had reached more than 2000. Substantial empirical
evidences suggesting that firms could benefit from CSR activities both financially and non-financially
abound in the literature. (Famiyeh, 2017; Hategan & Curea-Pitorac, 2017) Generally referred to as
“enlightened shareholder approach” Harpreet, (2009) noted that maximization of long-term financial
returns (stock returns) is a function of a set of social and environmental matters being considered by
corporate management, and this have been met with stiff debate and criticism. However, the fact that there
is an increased consideration for corporate social reporting accounting by shareholders worldwide suggest
that there are inherent advantages in adopting CSR practices especially when it comes to accessing financial
resources. Miralles-Quirós; Miralles-Quirós, & Arraiano (2017) Gómez-Bezares; Przychodzen &
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Przychodzen (2016) Charlo; Moya & Muñoz (2016) According to Robinson; Kleffner,; Bertels (2011) the
benefits of shareholders in a company carrying out CSR activities depends on how that information affects
stock market value of the shares.
Akanfe, Michael and Bose (2017), document that firms communicate social responsibility activities to host
communities most effectively through its financial statements. Therefore management are charged with the
responsibility of including such information in their financial statement to satisfy the informational needs
of all stakeholders including host communities, consequently adding value to their financial reports and
contribute to the development of their companies. However, such information are considered to be relevant
when it influences the users’ decisions to form predictions or help in confirming or correcting past
evaluations, and reliable if it can be depended upon to faithfully represent the transactions or events that it
aims to represent without any undue error or bias Financial Accounting Standard Board, (FASB). According
to Barth et al. (2001) value relevant information should have both features of relevance and reliability.
Hence following this opinion and in line with standard accounting view point, the researcher argue that
CSR of companies and their associated voluntary reporting are inseparable but in any case host communities
should conclude on whether a company performs better or worse by assessing those social programs,
activities and projects embarked upon and reported by it.
Advocates of CSR as value relevant argue on the basis that performance of the company will be improved
through high quality corporate social reporting. They support the argument that firms should operate within
a CSR perspective far broader and longer than their own immediate, short-term profits. This lends credence
to the opinion of Wahba and Elsayed (2015) who note that a key benefit of CSR investment is that it aid in
stockpiling reputational capital, and create some organizational capabilities which would help the firm in
achieving some kind of competitive advantages, and financial boost. Overall, this suggests that the
associated cost of CSR activities is less than its benefits. Robins (2011) suggest aggressive CSR activities
for significant stock market benefit which in turn could reflect in firm’s stock price thus improving the
profitability of stock option. According to Akano, et al. (2013) commercial banks in Nigeria have found
that social disclosure is useful in satisfying stakeholders’ interest and this corroborate the study of Effiong,
Akpan and Oti (2012) who support the opinion that, good corporate citizenship sequel to responsible
corporate behavior encompassing social reporting is an important component to achieving corporate
economic mission.
However, critics of CSR as value relevant argued with the conventional view that CSR distracts from the
fundamental economic role of businesses, which is just nothing more than superficial window-dressing
preempting the role of governments as a watchdog over powerful multinational corporations (Harpreet,
2009; Testa & D’Amato, 2017) Furthermore, Obi (2013) declares that although firm social responsibilities
are still at an elementary stage in Nigeria, their social responsibility activities is merely a philanthropic
gesture.
This study is initiated firstly by the view that corporate social disclosure practices is in its infant stage in
Nigeria (Dobers & Halme 2009; John, Daniel & Angel 2012) which is consistent with the argument that
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corporate organizations in developing countries (such as Nigeria) are more concerned about how much
profits are generated and how much dividends are paid, with less regard to social issues and reporting (Iyoha
2010; Uadiale., & Fagbemi 2012). Secondly, while there are numerous studies on CSR among developed
countries, related evidence from the perspective of a developing country like Nigeria is still sparse and
concentrated on multinational firms particularly the oil and gas firms in the Niger Delta region of the
country. According to Oluyemi et al. (2016), the demand for CSR among non-financial firms in Nigeria is
imperative noting that these firms are instrumental to the development of the country.
Consequently, we follow the study of Carnevale, Giunta and Cardamone (2015) and make another vital
contribution to existing literature by examining the impact of the interaction between social responsibility
report page length and accounting variables of earnings per Share and Book Value per Share on stock price.
This lends credence to the argument that social responsibility engagements may indirectly impact on stock
price formation process, through interacting with other accounting variables. We employ a more reliable
information of social report page length as employed by Nguyen (2018) rather than socially responsible
index. Hence, this study is poised to expand existing empirical evidence by considering the value relevance
of CSR reporting length in Nigeria. Based on the researchers’ knowledge, this study becomes first among
related studies in Nigeria to carry out such an analysis.
2.0
THEORETICAL BACKGROUND
In Financial literature parlance, it is generally believed that the market value of equity is an adequate
indicator of the value of a company. In this regard, Ohlson 1995 developed a valuation model for quoted
companies. According to Ohlson, market value of equity is a function of the company’s financial
information (specifically, its book value and accounting results) plus other non-financial company
information that may be considered relevant but the content of this additional information was not specified.
Nevertheless, Ohlson valuation model have been given credence in the field of corporate social
responsibility reports research by using information on social responsibility as this additional information
Miralles-Quirós, Miralles-Quirós and Arraiano (2017). The model is based on fundamental analysis
principles which are a combination of the discounted cash flow approaches, and the book value of assets
methods. Ohlson (1995) model, expressed the market value of a firm as a linear function of its book value,
the abnormal earnings together with another information dynamics variable. The Ohlson model was
described under the following assumptions:
The Present Value Relation: This assumption implies that the market value of the firm's equity equals the
present value of its expected future dividends discounted at the risk-free interest rate, and this assumption
was based on the original classic dividend discount model.
The Clean Surplus Relation: This assumption implies that all changes in the book value of equity are
reported either as accounting earnings or dividends. According to that the relation between book value of
equity, earnings, and dividends can be expressed as follows:
𝑏𝑡 = 𝑏𝑡−1 + 𝜒𝑡 − 𝑑𝑡
(1)
Where bt = book value of equity at date t; χt = earnings for period t; dt = dividends paid at date t. According
to Ohlson, book value of equity at date t-1 multiplied by the risk free rate is considered as the normal
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earnings of the firm. Then the earnings for the period t minus the normal earnings can be defined as
abnormal earnings.
𝜒𝑡𝑎 = 𝜒𝑡 − 𝑟𝑏𝑡
(2)
Where χªt = abnormal earnings for period t,
The Linear Information Dynamics: This assumption is the most controversial assumption which imposed
a time-series structure on the abnormal earnings (that is, the relationship between the current and the next
period's abnormal earnings) as linear and stationary. Ohlson defines this abnormal relation as the difference
between accounting earnings and normal earnings. Normal earnings are the net book value of equity
multiplied by the risk free rate. However, the linear information dynamic (models) which assumes a timeseries structure on the abnormal earnings are as follows:
𝑎
′
𝜒𝑡+1
= 𝜔11 𝜒𝑡𝑎 + 𝜈𝑡 + 𝜀1𝑡+1
(3)
′
𝜈𝑡+1 = 𝛾𝜈𝑡 + 𝜀2𝑡+1
(4)
Where:
χ ªt : Abnormal earnings of year t (χªt= χt – rbt)
υt : Other information variable at time t
ω11: Persistence of abnormal earnings (0< ω11<1)
έ1t, έ2t: Error terms.
Following the discussion on abnormal earnings structure, Ohlson (1995) shows that with the standard
assumptions underlying the dividend discount model together with the above mentioned Equations (1) and
(2), his model equation can be written as follows:
Pt = bvt +α1χªt+ α2Vt
(5)
Where:
Pt: Is the market value of the firm's share equity for the fiscal year-end t,
bvt: Is the book value of the firm's share equity at the end the fiscal year-end t,
χªt: Is the abnormal earning per firm's share during the year t, (defined as above),
Vt Is other non-accounting value relevant information for the fiscal year-end t,
α1, α2, Are coefficients taking values that are a function of the linear information dynamics models and the
risk free rate for the firms.
However, following existing literature, this study adopt Ohlson’s model and employ the share price
accruing to the 4th quarter of each year in the sample to test Ohlson’s model as proposed by Barth and
Clinch who conclude that scale effects is been mitigated more effectively in a model that uses share price
specification while it also maintains the financial significance of the variables being studied.
2.1
HYPOTHESIS
Corporate Social Responsibility Reporting Page volume and Value Relevance of Financial Reports
Corporate social responsibility reporting has been conceptualized in a variety of ways. For instance, Parker
(2002) describes corporate social reporting as documentation by corporations of social impact of corporate
activities, and effectiveness of corporate social programs, which is a medium whereby corporation’s
discharges its responsibilities, and the stewardship of its social resources. In the views of Business Council
for Sustainable Development (WBCSD, 1999) corporate social reporting is viewed in a holistic perspective
to include the reports of continuing commitment by business organizations into their ethical behavior which
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contributes to economic development while improving the quality of life of the workforce and their families
together with the quality of life of the local populace and that of the society at large. From the stand point
of Esa and Mohd Ghazali, (2012) corporate social responsibility reporting provides information about a
firm’s products, philanthropic, employee’s welfare, community involvements and environmental concerns.
It provides information to the public regarding companies’ interaction with the community, environment,
its employees, its customers and energy usage Said; Zainuddin and Haron (2009). In the views of Parker
(2002) corporate social responsibility reporting frequency, is the volume, extent or intense of corporate
social responsibility components which is been reported in the company annual statement. Although the
intense of such information is meant to improve shareholder value, it has been shown to be influenced by
political, Social Religious Norm and Economic factors.
Conceptually, relevant value: which is an accounting value have been defined as value-relevant if it has a
predicted association with equity market values. This concept is not new in the literature as Miller and
Modigliani, (1966), used the term as “value-relevance” Based on the conceptual framework, the purpose of
financial reporting is to provide useful information for users, especially investors and creditors in making
investment decisions. The scope of financial reporting includes the financial statements and reports separate
from the financial statements that are the products of accounting. Studies on the usefulness of financial
information for investment decisions often employ the term ‘A study on the value relevance of accounting
information’, since accounting information is relevant in determining the intrinsic value of securities/stocks
and subsequently used for investment decisions as reflected in the stock market price. Therefore, the study
on value relevance of accounting information is often carried out by examining the relationship between
information in financial statements and/or reports outside of the financial statements, called accounting
information, and stock prices or stock returns. An early study that examined the usefulness of accounting
information was undertaken by Ball and Brown (1968) which was then followed by many subsequent
studies. Sinkin et al. (2008) and Hassel et al. (2005), among others proposed vital applications of value
relevance as it relates to non-financial variables vis - a- vis corporate social responsibility reporting. Sinkin
et al. (2008) argue that eco-efficient business strategies has a positive relationship with firm value.
Uwuigbe and Uadiale (2016) noted that corporate social environmental disclosure among selected listed
firms in Nigeria is generally low and still at its nascent stage. The study applied the legitimacy theory to
examine whether a significant difference exists in the level of corporate social environmental disclosure
between building material and brewery industries. Their finding suggests that there is a significant
difference in the level of corporate social environmental disclosures among selected firms.
Gras-Gil et al (2016), document that investment in socially responsible activities improves stakeholder’s
satisfaction. The study tends to explain the reasons for companies involvement in socially responsible
activities. Furthermore, CSR indicator was found to correlate significantly with ethical and moral issues
which relates to corporate decision-making. The authors also found that CSR affect corporate reputation
positively leading to effective use of resources.
The results of Schadewitz and Niskala (2010) were conclusive in demonstrating that the information made
available by GRI has a positive influence on the value of the companies quoted on the Finnish stock market.
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The study was intended to analyses the behavior of a very small number of socially responsible companies
in Finland.
The study of Cardamone et al. (2012) show that investors did not value non-financial information and
concluded that the relationship between financial and sustainability information was negative. This finding
is drawn from the analysis of 178 companies listed on the Italian stock market over the 2002–2008 periods.
Using Canadian data, the result of Berthelot et al. (2012) after investigating 146 companies listed on the
Canadian stock market, show that investors valued companies that adopted CSR practices and, in turn, the
companies benefited financially for adopting such practices. Out of the 146 studies companies, 28 of them
published sustainability reports in 2007.
Carnevale et al. (2012) analysed all European-listed banks in the Euro-12 zone over the 2002–2008 period.
The analysis for the entire sample does not provide evidence that investors attribute value relevance to
social reporting. However, the cross-country analysis shows that in some countries the social report
positively affects the stock price and in others negatively affects the stock price.
By employing GRI criteria, as well as the information extracted from the KPMG report De Klerk et al.
(2015) studied 69 largest companies quoted on the British market in 2008 and concluded that British
investors valued socially responsible companies.
Subsequently, Bowerman and Sharman (2016) analysed UK and Japan markets and observed that only
investors in the UK consider CSR disclosure information in their total information set for their investment
decision making. Whereas investors in Japanese firms do not appear to find that CSR disclosure provides
incremental value to the valuation of the firms.
Murray et al., (2006) conducted a study on the level of social and environmental disclosure among UK
firms. The researchers do not find any association between stock returns and corporate social responsibility
reporting.
De Klerk and De Villiers, (2012) studied corporate social responsibility disclosure level of the top 100
South African firms by employing a KPMG dataset and their findings reveal that CSR disclosure is
significantly and positively related to share prices. Their results indicated that the combined effect of CSR
disclosure and financial accounting information explained South African market attributes better than an
exclusive focus on financial accounting information.
Uadiale and Fagbemi (2012) examine the impact of CSR on the financial performance of selected quoted
firms in Nigeria. Their results suggest that CSR impacts positively on firms’ return on equity (ROE) and
return on assets (ROA). The study recommends that CSR should be employed to boost firm reputation
especially for firms whose business operations impact on the environment negatively.
Considering evidence from previous studies we intend to carryout a research on corporate social
responsibility reporting length and value relevance in the Nigerian context. Thus, we hypothesized that:
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H01 Corporate social responsibility reporting volume has no significant effect on the value relevance of
firms financial reports in Nigeria.
3.0
METHOD
3.1
Sample and Procedure
This study basically seeks to investigate the value relevance of corporate social responsibility report length
among quoted companies in Nigerian based on ex-post research design. The population of this study
comprises of 117 quoted non-financial companies, taking a sample of seventy three (73) covering a period
of six (6) years (2012-2017). The choice of this period is anchored on availability and consistency of
relevant data. All the data collected from relevant annual reports will be analysed using panel least square
regression technique.
Content analysis is defined as a method in which qualitative data are converted to quantitative data
systematically to aid analysis (Clarke & Gibson‐Sweet, 1999). Similarly, the method is defined as a research
technique that aid in making replicable and valid inferences from data and assumes that the extent of
disclosure signifies the importance of the disclosed topic to the reporting entity. Campbell. Craven and
Shrives (2003); Gray, Kouhy and Lavers (1995); states that content analysis generally follows two paths:
Number of disclosure and Amounts of disclosure. However, to determine the volume of disclosure, various
units of measurement are employed in social responsibility disclosure studies. Word counts, sentence
counts, average lines and proportion of pages Hassan (2012); Roca and Searcy (2012); Hackston and Milne,
(1996); Alonso‐Almeida, Llach and Marimon (2014) are employed and a researcher is free to choose the
method considered most appropriate Bollen, Skully, and Wei, (2010).
Reporting levels via number of words give the information of interest in greater detail and are easier to be
categorized. However, this method does not provide sound basis of coding social responsibility reporting
since word alone without sentence or sentences has no meaning Gray, Kouhy and Lavers (1995b).
Therefore, sentence count is more appropriate being the conventional unit of speech and writing, from
which meaning can be discerned than words Doucin (2013). Nevertheless, it has been criticized for the
possibility of ignoring differences in the use of grammar in the same message using similar words and space
that could be conveyed in different number of sentences Campbell, Craven and Shrives (2003).
Consequently, the most preferred unit of measurement is the proportion of page/pages as it reflects the total
amount of space devoted to a topic, thus, portraying the importance of the topic to the reporting entity
(Doucin 2013; UK Parliament 2006). However, this method is also criticized as pages of annual reports and
accounts may differ in terms of column and print sizes from one company to another. However, from the
forgoing, this study adopts proportion of page/pages content analysis based on its merits and the argument
that a researcher is free to choose from the methods. Campbell, Craven and Shrives (2003).
Furthermore, we subject the secondary data set to summary statistics, correlation matrix and regression
analysis. The summary statistics is used to evaluate the characteristics of the data: Mean Maximum,
Minimum, and Standard Deviation. The correlation analysis is used to evaluate the association between the
variables of interest. Panel Least Square Regression Analysis is used to evaluate the relationship, degree
and direction of impact of the independent variables on the dependent variable.
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In this study our model supports the proposition that value relevance of financial statement information will
be fully complete if and only if corporate social responsibility information is enclosed. This study takes
inspiration from previous related research studies on value relevance of non-financial information of social
responsibility performance authored by Hassel et al. (2005). In the light of the methodological knowledge
gathered and following the review of empirical literature in our previous chapter, a panel regression model
is specified. We adopt and modify the model of Carnevale, Giunta and Cardamone (2015) allowing a control
variable of firm size in the equation. However, we present an econometric model for the study below:
Interaction Effect Value Relevant Model
SPit = ∂0 + ∂1PLit*EPSit + ∂2PLit*BVit + ∂4FSIZEit + Uit ……………….. (1)
Where:
SP refers to Stock Price
PL refers to Corporate Social Report Page Volume
EPS refers to Earnings per Share
BV refers to Book Value per Share
FSIZE refers to Firm Size
PL*EPS refers to indirect effect (interaction effect) of Corporate Social Report Page Volume and Earnings
per Share on Stock Price
PL*BV refers to indirect effect (interaction effect) of Corporate Social Report Page Volume and Book
Value per Share on Stock Price
∂0
refers to the slope (intercept) of the models
∂1 to ∂4 refers to the expected coefficients of the independent variables of interest.
Table 1: Operationalization of Variables
Variables
Types
of Measurement of variables
Variable
Stock price
Dependent
4th quarters stock price returns
Corporate social responsibility Independent
No of annual statement pages where issues of CSR
report Volume
activities are reported
Earnings per share
Independent
Profit after tax divided by outstanding shares
Firm size
Independent
The natural logarithm of total assets of the
companies.
Book value per share
Independent
Value of equity divided by outstanding shares.
Source: Researcher’s Compilation

4.0

DATA ANALYSIS

The study investigates the impact of board characteristics on corporate performance using samples from
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Table 2:

Summary Statistics

Author Computation
Table 4.1 above shows the mean (average) for each of the variables, their maximum values, minimum
values, median, standard deviation, variance, standard error of mean, and the sum statistics of the data set
used in the study. The result provides some insight into the nature of the selected companies’ adopted for
the study. Firstly, we find that the mean value of stock price rose from N45.30 to N67.72 which show a
33.12% rise during the period. We also observed that stock price surged to 56.61 and ended around 64.50
in 2017 which show a positive year end of about 12.23% increase for investors. However, during the period
under review we observe that stock price of most of the companies stayed around a mean of N57.32. Growth
in EPS is an important measure of management performance because it shows how much money the
company is making for its shareholders, not only due to changes in profit, but also after all the effects of
issuance of new shares (especially important when the growth comes as a result of acquisition). On the
average, the sampled companies performed well in terms of EPS during the period under investigation since
it grew from N2.29 to N4.64. We observe that most of the sampled companies fared well since they could
maintain positive average values even in the face of economic recession which the country witnessed during
the period between 2015 and 2017. The summary statistics result reveal that the variable of corporate social
responsibility report volume had a maximum of 42pages and an average of two pages during the period
under investigation. This implies that most of the companies in the sample showed little or no concern for
social responsibility issues.
Table 3

Correlation Matrix Table

Authors Computation
From the results above, we observed that all the independent variables of interest associated with the
dependent variable positively. Furthermore, no association was seen to be statistically too high so as to
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suspect the problem of auto correlation. Notably the variable of stock price and earnings per share had an
association of about 60% while social responsibility report length and earnings per share had an association
of 28%. The correlation matrix further reveal that book value per share and the variable of social reportng
page volume associated loosely to about 19% while book value per share and firm size associated to the
tune of about 23%.

TABLE 4 Regression Analysis

Author
2019

Note: *** is 1% level of significance.

Preliminary findings
H01 Corporate social responsibility reporting volume has no significant effect on the value relevance of
firms’ financial reports in Nigeria.
In the panel random regression analysis result above, we observe an R-squared value of 0.68 which shows
that about 68% of the systematic variations in the dependent variable among the sampled companies over
the period of investigation were jointly explained by the independent variables. This implies that dependent
variable of stock price cannot be 100 per cent explained by all the variables used in this study. The
unexplained 32% is captured in the error term. The F-statistic value of 295.43 and its associated P-value of
0.000 reveal that overall the regression model is statistically significant at 1% level; this means that the
regression model is valid and can be used for statistical inference.
5.0
DISCUSSION
The result from this study is discussed as thus;
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Orlitzky, Schmidt and Rynes (2003) Margolis; Elfenbein and Walsh (2007) Fulton: Kahn and Sharples
(2013), Aupperle et al., (1985) Barnea and Rubin (2010), Marsat and Williams (2014) emphasized that the
detrimental effects of engaging in corporate social responsibility is revelaed in companies who conduct
such activities improperly. On the one hand, such activities will most probably increase their costs,
consequently reduce their profits and in the long run impair financial performance and put shareholders on
an unfavorable position. However, the result obtained from this study supports the conclusion of Dobers
and Halme 2009b John; Daniel and Angel 2012 who maintained that activities relating to corporate social
responsibility reporting is still at an elementary stage in Nigeria which is also consistent with the findings
from other corporate organizations in developing nations. In their arguments they posit that corporations in
Nigeria pay more attension to how much profits are generated and how much dividends are paid, and not
necessary social issues and its reporting (Iyoha 2010; Uadiale., & Fagbemi 2012). However, the indirect
impact of corporate social responsibility reporting length on stock price suggest that managers of the
sampled companies do modify earnings per share and book value per share with social responsibility
activities. Hence, while the impact on value relevance from the former is positive, the impact from the later
is revealed to be negative. The later result implies that CSR disclosure is performed by companies merely
as a defense strategy to cover up some accounting information as it (relates to Book Value) that have been
manipulated which go a long way to damage stakeholders’ interests. Hence it reveals that only a few of the
companies that perform CSR activities do so out of social responsibility and caring. This finding agrees
with that of Carnevale; Giunta and Cardamone (2010) whose study reveal that the publication of a social
report impact stock prices indirectly, by interacting with other accounting variables (Earnings per Share and
Book Value per Share in this study).
5.1
Implications
As evidenced from our research, we are aware that if not conducted properly, corporate social responsibility
activity can be very costly. Therefore, we recommend that managers should endevour to balance the costs
of implementing sustainable business practices against their benefits. Furthermore, we recommend
considerable funding in other to produce numerous, varied CSR activities. A careful plan in allocating such
funds should be laid out, well defined activities and program to be carried out should be rolled out. The
notion of implementing CSR activities as a complementary service must be discouraged. In so doing firms
must report CSR activities that aim not only to comply with rules but also such that will create a good image
for the public and investors.
5.2
Limitations and Future research
The current research is restricted only to the listed non-financial firms. Furthermore, this research was
mainly conducted based on the secondary data collection. The other data collection methods had not been
considered. As a result they may not be 100% accurate. In addition to these, data representing the period of
2012 to 2017 were used for the study. The research has compiled a large database of listed non-financial
firms accounting data that demonstrate what can be done even with the limitations of currently available
data.
More so, the data used in this study were prepared on a historical basis which is one of fundamental problem
associated with presenting accounting information. This thus makes it impossible for current causation to
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be inferred. However, the use of regression analysis which tries to establish causation effect between the
dependent and independent variables in the analysis of data helped to validate this study’s findings to greater
extent but further research can be done to ensure that more recent data is inculcated. Thus further research
should be conducted using a different research design and methodology than the one employed here. Also,
the length of year coverage and firm coverage should be extended.
5.3
CONCLUSION
The purpose of our research is to identify the relevance of the publication of a company’s corporate social
responsibility report length on stock price formation process. The aim is to establish whether the price at
which an investor is willing to buy stock is influenced by the publication of social responsibility report.
However, drawing from prior existing literature, we observe that we cannot deny the fact that conducting
corporate social responsibility activity has many benefits such as enhancing their reputation. But sometimes,
it is still very hard for companies to obtain a balance between the costs and benefits of such actions. Our
study indicate that investors are not keen on page length of corporate social responsibility activities hence
no relevance on stock price formation, but stock price reacts adversely when corporate social responsibility
activities is employed to modify accounting information (as it relates to book value).
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ABSTRACT
This paper examined the effects of environmental management costs on the performance of oil companies
in Nigeria. The objective is to isolate critical environmental costs that influence crude oil production and
enhance social integration and acceptance of oil companies in host communities in the country. Relevant
cost and oil production data of six selected NNPC joint Venture companies were extracted from the Nigeria
Extractive Industries Transparency Initiative (NEITI) Oil and Gas Audited Reports and Nigerian National
Petroleum Corporation (NNPC) Statistical Bulletin for the period 2009 to 2014. The ordinary least squares
(OLS) multiple regression technique was adopted with the aid of the Econometrics E-Views statistical
Package version 8.0 in the analysis. With a coefficient of multiple determinations (R2) value of 0.5119 in a
model found to be properly fitted with a significant F-value, the study found that annual financial
contributions to NDDC and social costs have significant positive effects on the crude oil production of oil
companies in Nigeria. However, fines and penalties were found to have insignificant effect on their
performance. The study concluded that provision of needed environmental control and development
projects in oil communities is a strategic approach for gaining acceptance and creating peaceful
environment for crude oil production in Nigeria. The paper therefore recommends that oil companies
should sustainably increase their contributions to the NDDC and adopt more environmental friendly
approach in the exploration of crude oil through increased provision of social efforts to enhance the
livelihood of their host communities.
Keyword: Environmental Costs, Crude Oil Production, Social Costs, Joint Venture
Environmental and Social Accounting.

Companies,

1.0
INTRODUCTION
Human activities have transformed the chemistry of earth’s water and air, altered the face of earth itself,
and changed the natural habitation and life (Bansal & Roth, 2000). The reasons for these are complex.
Nevertheless, the major influence identified is the use of fossil fuels. Fossil fuels include; coal, natural gas,
and petroleum (known as crude oil). Through the harnessing of fossil fuels, humankind has acquired the
power to effect thorough changes on air, water, soil, plant and animals, which constitute the natural
environment (Eregha & Irughe, 2009). Corporate entities also, have changed the environment in many ways
– for example, devastating natural habitats and wildlife with oil spills and acceleration of deforestation.
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In Nigeria, the environmental degradation occasioned by hydrocarbon production in the Niger Delta area
have generated serious national security issues. There has been series of conflicts between the indigenous
people of the region and major Oil Companies operating therein over the years. The region claims that the
activities of the Oil Companies instead of improving have impoverished its people by causing a serious
decline in their marine and agricultural resources, which constitute their economic main stay. Ashton,
Arnott, & Douglas, (1999), assert that due to environmental pollution, there is drastic decline in the region’s
biodiversity and ecological resources, which are the main sources of their income and the people’s mode of
survival. In addition, there is an aspect of the health hazards posed to the inhabitants because of oil pollution
of the environment. Hence, there are environmental challenges as well as socio- economic problems created
by adverse effects of oil mining, which has culminated into low agricultural productivity and poor farm
yields sufficient to threaten the food security of the Niger Delta (Ashton et al., 1999).
Environmental conservation was first given serious attention in 1974; when the environmentalists lamented
the increase in offshore oil drilling and the leasing of shale oil land by the US government (Encarta 2009).
The global profile of environmental issues has risen significantly during the past two decades, precipitated
in part by major incidents such as the Bhopal chemical leak (1984) and the Exxon Valdez oil spill (1989).
These events received worldwide media attention and increased concerns over major issues such as global
warming, depletion of non-renewable resources, and loss of natural habitats.
This has led to a general questioning of business practices and numerous calls for change. These questions
have not only been raised by organizations such as Friends of the Earth, Greenpeace, or groups of 'ecowarriors', but from the United Nations, the European Union, the UK government, the British Bankers
Association, insurance companies and pension funds. According to Bassey, Sunday, and Okon (2013), the
adverse environmental effect of economic development has become a matter of great public concern all
over the world. Gradually environment is becoming a much more urgent economic, social and political
problem. The issues of environment and business relationship have formed a major concern in the heart of
researchers, government, host communities and businesses. Before now, it seems that the issue of
environmental management was overlooked or considered less important in business management (Gray,
David, & Bebbington, 1997). In recent times however, stakeholders have been compelled towards proactive
strategy in managing the environment for business sustainability.
The problem of environmental cost management solution worldwide on oil sector has become strident. The
credibility of the accounting profession appears to be at its lowest ebb. In the United States of America and
in Nigeria as well, the profession has lost its self-regulatory status. In this circumstance, the profession is
bestirring itself and the result is a welter of fresh suggestions and initiatives aimed at solving the problem
of environmental cost management on the oil and gas output (Bassey, Sunday, & Okon, 2013). Some of the
suggestions appear mundane while some others at best appear controversial. However, studies have even
concluded that environmental cost management problem cannot be eliminated. Therefore, this study is
undertaken to assess the effect of annual financial contributions to NDDC on the performance of oil
companies in Nigeria.
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2.0
Literature review
Rilwani& Aziegbe (2001), defining environmental management concludes that environmental management
is a set of activities and procedures properly seen as the integral elements of the developmental process,
aimed at ensuring that developmental activities affecting the environment: provides net benefit to society;
are sustainable and; allows for contribution of valuable non-consumption uses of ecosystem.
According to UNDSD (2001), accounting is done in monetary and physical units; Stressing that the
conventional corporate monetary accounting comprises:
Financial accounting;
Cost accounting (also called management accounting);
Corporate statistics and indicators (past oriented);
Budgeting (future oriented);
Investment appraisal (future oriented).
Maintaining that the same structure applies to physical accounting. Stating that the core part of
environmental information system is material flow balances in physical units of material, water and energy
flows within a defined system boundary. Before going into details of this study, it is necessary that we take
a review of oil discovering in Nigeria.
Impacts of oil operations on the environment
A careful analysis of some of the causes of environmental impacts of gas flaring instance (Orubu (1999),
has shown negative effects on the immediate environment; particularly on plant growth and wildlife, as
well as on human health. The greenhouse gases such as methane and carbon dioxide emitted from gas
flaring contribute towards global warming, which, if not checked, could accelerate the problem of climate
change on Earth. Apparently, it was this which explains the interest of the World Bank and the Global
Environmental Facility in proposing a gas flare reduction project for the oil fields of the Niger Delta in the
1990s (Moffat and Linden, 1995). It has been estimated that the total emission of carbon dioxide from gas
flaring in Nigeria amounts to about 35 million cubic tonnes a year, and it is on record that Nigeria has the
highest gas flare rate in the world (World Bank 1995, 2000/2001). Associated gas flared with crude oil over
the period 1970-2000, stood at 97%,while for the period 1980-1989, this decreased to about 72%, falling
marginally to an average of 70 to 72% during the period 1990-2000. The chart below represents ten years
crude oil production in Nigeria.
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Source: Based on data collected from NNPC annual statistical bulletin 2014
Figure 1
Crude Oil Production from 2004 to 2014
The above figure indicates a download slope of gas flared. This may be due to improved prevention
technology.
Massive oil spills occurring in rivers in the Niger Delta have done very significant damage to the aquatic
ecosystem, particularly in the mangrove swamp forest zone. The history of oil spills in the Nigerian oil
industry from 1956-2008, and the total number of reported incidences of spills is put at 4,835, resulting in
a cumulative spill volume of 2,382,373 barrels of crude oil. Of this amount, only about 15.91% was
recovered, that is 84.09% of cumulative spill (2,003,337 barrels) was released into the environment. A
number of these spills have been attributed to corrosion of ageing facilities (SPDC, 1995), and the relative
disregard of good oilfield practices (Nwankwo et al., 1998; Ndifon, 1998). Transportation of petroleum
products through the system of pipelines has been one of the most visible sources of environmental hazards
in the industry. A network of more than 3,000 kilometres of pipeline links different parts of the country.
Without effective monitoring by the appropriate authorities, this system of oil transportation has continued
to be the source of environmental hazards, with pipelines accidentally damaged, failing due to old age, or
through sabotage. Shell in 2009 claimed that sabotage accounted for more than 60% of all oil spilled at its
facilities in Nigeria.
One of the major problems facing Nigerian oil industry today is the issue of piracy and oil theft by organised
criminal gangs. Pirates are stealing Nigeria's crude oil at a phenomenal rate, siphoning nearly 300,000
barrels per day and selling it illegally on the international trade market. (NNPC, 2009 Annual statistical
bulletin)
Nigeria lost about N7.7 billion in 2002 as a result of vandalism of pipelines carrying petroleum products.
The amount, according to the Pipelines and Products Marketing Company (PPMC, 2004) a subsidiary of
NNPC, represents the estimated value of the products lost in the process.
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Illegal fuel tapping because of the booming black market for fuel products has increased the number of oil
pipeline explosions in recent years (NNPC, 2009). In July 2000, a pipeline explosion outside the city of
Warri caused the death of 250 people. An explosion in Lagos in December 2000 killed at least 60 people.
The NNPC reported 800 cases of pipeline vandalism from January through October 2000. In January 2001,
Nigeria lost about $4 billion in oil revenues in due to the activities of vandals on our oil installations. The
government estimates that as much as 300,000 bbl/d of Nigerian crude is illegally bunkered (freighted) out
of the country.
Another very serious environmental incident was a fire resulting from burst pipeline carrying petrol in Delta
State in 1998. More than 1,000 persons were reported to have died in the inferno (Guardian News, 1999).
The authorities attributed the incident to the activities of saboteurs and vandals (FEPA 1998). In the most
recent incidents of massive oil spills and leakages, it has been difficult to differentiate cases of sabotage
from accidental cases. For example, between January and June 2000, the Pipelines and Products Marketing
Company (PPMC) recorded about 800 cases of pipeline rupture in different parts of the country. Out of this
number, 764 were attributed to sabotage (FGN 2000, 2008, 2010), indicating that sabotage accounted for
96% of cases of pipeline ruptures in that period of six months, this claim supported the earlier claims by
shell facilities alone. And yet, as noted by Nwankwoet al. (1998), many of these pipelines have been
overdue for replacement for a long time. Manyoil companies did not start replacing some of these pipelines,
some of which are as old as thirty years, until the mid-1990s (Ekuerhare and Orubu, 1996).
Environmental management accounting (EMA)
Environmental management accounting (EMA) is viewed as an extension of conventional management
accounting. Management accounting is defined as measuring and reporting financial and non-financial
information that helps managers make decisions to fulfil the goals of an organization (Horngren, Datar &
Foster 2003). Birkin (1996) indicates that EMA is a straightforward development of management
accountancy. Bennett and James (1997) explain that EMA can be seen as environment-related management
accounting, but does not have a bias towards financial information. The International Federation of
Accountants (IFAC) (1998) defines EMA as the management of environmental and economic performance
through the development and implementation of appropriate environment-related accounting systems and
practices. While this may include reporting and auditing in some companies, environmental management
accounting typically involves life cycle costing, full-cost accounting, benefits assessment, and strategic
planning for environmental management. According to the United Nations Division for Sustainable
Development (UNDSD 2001), environmental management accounting represents a combined approach that
provides for the transition of data from financial accounting and cost accounting to increase material
efficiency, reduce environmental impact and risk and reduce cost of environmental protection.
EMA is a flexible tool, there are many other definitions existing in the literature. An important feature of
EMA as reflected in some definitions is the focus of EMA on both monetary and physical aspects of
organisational environmental impacts (Bartolomeo et al. 2000; Burritt, Hahn & Schaltegger 2002b; Graff
et al. 1998).
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Environmental Costs
Environmental cost have traditionally been thought of as being the end-of-pipe costs, such as the costs
associated with cleaning up sites after production, or waste-water treatment costs. Environmental
management policies that focus on these end-of-pipe costs and technologies can generate positive returns
(Alfieri, 1998). For a minority of organizations, the environmental costs might also include the
environmental and social impacts caused to other entities by the organization’s operations. These
externalities are typically referred to as societal costs i.e. costs imposed on individuals, society and the
environment for which the organization is not directly held accountable (Bartelmus, Lutz, and Schweinfest,
1992). Most organisations would restrict their attention to private costs, which are costs that the entity is
held accountable and which in turn influence the organization’s financial bottom line. What should be
stressed is that there is no single accepted definition of environmental costs such that different organisations
employ different definitions. To minimize potential ambiguity, an organization using the term
environmental cost should provide a definition that clearly delineates the scope of costs included.
At this stage, it is not essential that a single definition of environmental costs be developed. Indeed, much
time could potentially be wasted arguing about the semantics of what should be included in environmental
costs. Many people will have different opinions as long as the processes involved in classifying and
measuring environmental costs are logical and appropriately communicated while significant and relevant
costs are considered when decisions are made (Lehman, 1995). What is important is that environmental
costs are not ignored. Obviously, some consistency in how an organization defines environmental costs
from period to period will ensure meaningful inter-period comparisons. Uncovering and recognizing
environmental costs associated with a product, process, system, or facility is important for good
management decisions. Attaining such goals as reducing environmental expenses, increasing revenues, and
improving environmental performance requires paying attention to current, future, and potential
environmental costs (Wildavsky, 1994). How a company defines an environmental cost depends on how it
intends to use the information (e.g., cost allocation, capital budgeting, process/product design, other
management decisions) and the scale and scope of the exercise. Moreover, it may not always be clear
whether a cost is "environmental" or not; some costs fall into a gray area or may be classified as partly
environmental and partly not. Whether or not a cost is "environmental" is not critical; the goal is to ensure
that relevant costs receive appropriate attention (European Commission, 2000).
From a macroeconomic perspective, the price of scarce raw materials, pollution and disposal do not reflect
their true value and cost to society. Health hazards, repair of contaminated sites etc. are environmental costs
usually not borne by the polluter but by the public.
Environmental costs are made up of both internal and external costs and relates to all costs occurred in
relation to environmental damage and protection.
2.1
Theoretical framework
Legitimacy theory
Legitimacy is a generalized perception or assumption that the actions of an entity are desirable, proper, or
appropriate within some socially constructed system of norms, values and definitions (Suchman, 1995).
According to Tilling (2008), legitimacy theory offers a powerful mechanism for understanding voluntary
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social and environmental disclosure made by corporations, and that this understanding would provide a
vehicle for engaging in critical public debate. The problem for legitimacy theory in contributing to the
understanding of accounting disclosures specifically and as a theory in general is that the term has an
occasion been fairly loosely. This is not a problem of the theory itself, and the observation could be equally
applied to a range of theories in a range of disciplines.
The theoretical perspective provided by legitimacy theory assumes there is a relationship between an
organisation and the society in which it operates. Pfeffer and Salancik (1978) explain that organisations
consume the society’s resources, and society evaluates them on the usefulness and legitimacy of their
operations. Organisations subject to the evaluation may attempt to achieve ‘congruence between the social
values associated with or implied by their activities and the norms of acceptable behaviour in the larger
social system of which they are part (Dowling & Pfeffer 1975). The congruence, if achieved, between the
perceived social values and norms may justify to society an organisation’s right to continue to operate. This
is the process of legitimation. However, when an actual or potential disparity exists between the two value
systems, there will exist a threat to organizational legitimacy (Dowling & Pfeffer 1975). A threat may mean
the cancellation of an implicit social contract under which organisations gain their licence to operate.
Shocker and Sethi (1973), described the social contract as:
Any social institution – and business is no exception – operates in society via a social contract, expressed
or implied, whereby its survival and growth are based on:
The delivery of some socially desirable ends to society in general and
The distribution of economic, social or political benefits to groups from which it derives its power.
In order to reduce the likelihood of the threat, organisations will demonstrate that they are legitimate, and
have fulfilled their obligations in terms of the social contract. The concept of legitimacy and the notion of
a social contract have been applied in the environmental accounting and reporting literature (Deegan 2002).
Deegan, Rankin and Tobin (2002) note:
Legitimacy theory relies upon the notion of a social contract and on the maintained assumption that
managers will adopt strategies, inclusive of disclosure strategies, that show society that the organisation is
attempting to comply with society’s expectations (as incorporated within the social contract).
The reporting of environmental information could be used to demonstrate that an organisation is acting
responsibly with the implicit objective of influencing the public or community. For example, according to
legitimacy theory, the disclosures might be made to show that the organisation is conforming to community
expectations, or alternatively, they might be made to alter societal expectations. Of course, studies which
argue that disclosures can change, or perhaps are perceived to change, community perceptions (many such
studies being grounded in legitimacy theory) are based upon an assumption that corporate disclosures, such
as those in annual reports, do actually influence community concerns. This assumption is consistent with
the views held by senior managers interviewed by O’Donovan (1999) who, when interviewed, responded
that annual report disclosures are used as a strategy to change perceptions about the organisation (Deegan,
Rankin & Tobin 2002).
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Legitimacy theory suggests that whenever managers consider that the supply of particular resource or
information is crucial to organisational survival, then they will pursue strategies to ensure the continued
supply of that information to gain or maintain legitimacy (Deegan, 2002).
Pfeffer and Salancik (1978), argue that ‘legitimacy is conferred when stakeholders – that is, the internal and
external audience affected by organizational outcomes – endorse and support an organization’s goals and
activities’. Therefore, to be perceived as legitimate, an organisation has to undertake actions or activities
that are congruent with acceptable social norms and values. Dowling and Pfeffer (1975), propose three
strategies an organisation can undertake to become legitimate:
First, the organization can adapt its outputs, goals and methods of operation to conform to prevailing
definitions of legitimacy. Second, the organization can attempt, through communication, to alter the
definition of social legitimacy so that it conforms to the organization’s present practices, output, and values.
Finally, the organization can attempt, again through communication, to become identified with symbols,
values or institutions where a strong base of social legitimacy exist.
The three strategies have been used to explain why organisations voluntarily choose to report certain
environmental information to external parties, but there are few empirical studies that relate legitimacy
explicitly to EMA, which has a focus on internal management. To explore the applicability of the concept
of legitimacy to EMA, the literature in environmental management, on which EMA has a strong focus, is
examined.
According to Hoffman (2001), social activists constitute a visible driver to changes in organisational
environmental practices, including accounting. In addition to institutional considerations provided by
institutional theory, the reason for organisations to incorporate environmental concerns into accounting
practices may comprise cultural components, which can be explained by legitimacy theory. In other words,
social responsibility could be an important motive to drive accounting changes. Florida and Davison (2001)
investigate why organisations choose to adopt environmental management systems, and institutionalise
pollution prevention programs. They find a positive correlation of the adoption/institutionalisation to active
engagement with community stakeholders. There are suggests that the desire to be a good neighbour is one
of the strongest motivators for companies to pursue certification (Raines 2002). Delmas and Toffel (2004),
concur that ‘company decisions to adopt environmental management practices are influenced by the desire
to improve or maintain relations with their communities. Prakash (2001) indicates that voluntary (or
beyond-compliance) environmental strategies are associated with a broader consideration of the wider
community. In other words, environmental strategies could be adopted by an organisation in an attempt to
manage external pressures from the wider community (i.e. to appear socially responsible). It appears that
legitimacy is a means to justify internal management and practices of organisations.
In the frame of social responsibility, whether an oil company is operating in an environmentally responsible
way could be institutionally defined in terms of its environmental impacts. As the importance of the oil and
gas sector in the world’s economy is growing, direct and indirect environmental impacts caused by oil
companies will become significant. The society, or the community, would expect oil and gas companies to
act in an environmentally responsible way, and justify their internal practices. Oil and gas companies would
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respond to the expectation, and try to legitimise their internal practices. For this study, strategies taken to
gain or maintain legitimacy could be an area of concern, and legitimacy considerations could have impacts
on production of the selected oil and gas companies.
2.2
Empirical review
Over the years, different hypotheses have emerged from researchers aimed at addressing the relationship
between corporate environmental management and firm performance. These hypotheses suggest a negative,
neutral or positive relationship between the aforementioned variables (Artiach et al. 2010).
One viewpoint states that there is a negative relationship between the two variables as reported by
(Alexander & Bucholz, 1978; Aupperle, Carroll, and Hatfield 1985; McGuire, Sundgren, & Schneeweis,
1988; Barnett, 2007; Becchetti, Di Giacomo, & Pinnachio2005; Cho & Patten 2007; Artiach et al., 2010).
Another view suggests that environmental management and firm performance have no association
(Ullmann 1985; Artiach et al. 2010). The argument raised here is that this relationship is difficult to ascertain
due to the possibilities of numerous intervening influences that pose a challenge for control. This, coupled
with inadequate theoretical support, was deemed too much for anyone to expect a relationship between
environmental management and firm performance (Artiach et al., 2010). A more recent suggestion to
explain the lack of relationship found in previous studies, failure on the part of early researchers to control
for firm size and industry (Paten, 2002; De Villiers & Van Staden, 2011).
However, contrary to these negative findings, other researchers maintain that environmental management
and firm performance are positively associated (Alexander and Bucholz 1978; Waddock & Graves, 1997;
Al-Tuwaiji et al., 2004; Barnett 2007; Clarkson et al.2008; 2011; Artiach et al. 2010).
Using empirical methods, Wingard and Vorster (2001) carried out an in-depth examination on the financial
performance of environmentally responsible South African listed companies. Using correlation analysis,
they argued that a positive relationship existed between the environmental responsibility and financial
performance of South African listed companies.
Salama (2005) used regression analysis to measure the impact of environmental management on financial
performance. The findings showed that a positive relationship existed between environmental management
and firm financial performance.
Yang, Hong, & Modi (2011) studied the impact of lean manufacturing and environmental management on
business performance. Within this study, environmental management were measured against market and
financial performance, and discovered that a negative relationship existed between the two variables.
Iwata and Okada (2011) carried out a comprehensive study on the impact of carbon emissions on firm
financial performance. They examined this relationship in Japanese manufacturing firms for a five-year
period. They employed return on equity as one of their measures of firm financial performance and
discovered that carbon emission reductions increase long run firm financial performance.
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In Nigeria, Acti et al (2013) examined the impact of environmental cost on corporate performance of oil
companies in the Niger Delta States of Nigeria. Field survey methodology was employed, involving a
selected sample of twelve oil companies. Multiple regression analysis was explored to test the hypothesis.
The result reveal that environmental cost and corporate performance is significantly related.
Tapang et al (2012) investigatethe cost implications of environmental activities on the profitability of oil
companies. They source data for the study from the internal management report and analysed them using
the ordinary least square (OLS) method.The study revealed that there is significant relationship between
environmental activities and profitability. They noted that proper management of environmental activities
is desirable if organizational profitability is to be sustained.
Bassey, Effiok & Eton (2013) examines the impact of environmental accounting and reporting on
organizational performance with particular reference to oil and gas companies operating in the Niger Delta
Region of Nigeria. The elements were selected by means of random and stratified sampling technique. Data
were gathered from primary and secondary sources. Data collected were analysed using the Pearson’s
product moment correlation analysis. It was found from the study that environmental cost has significant
relationship with firm’s profitability. They equally concluded that environmentally friendly firms
significantly disclose environmental related information in financial statements and reports.
Moreover, Arong et al (2014) study the effect of environmental cost management on the profitability of oil
sector in Nigeria from 2004 to 2013.Data used were obtained from the Central Bank of Nigeria (CBN).
Multiple Regression Analytical Technique was employed. The study indicate a significant relationship
between influence of environmental management cost and the profitability oil sector.
Beredugo (2014) assessed the impact of environmental accounting and social responsibility on the earning
capacity of selected Nigerian manufacturing companies. They source data from three manufacturing firms
in Nigeria through the administration of questionnaires and researchers’ checklist. The data were tested
using population t-test, ordinary least square and multivariate statistics and their result revealed significant
difference between the compliance level of Nigerian companies on environmental accounting and social
responsibility disclosures and the International Standard of Accounting and Reporting disclosure (ISAR)
requirements. Equally, their result indicate that Environmental cost proxy such as: waste management cost,
pollution abatement cost, and Fines & Penalty has significantly affected companies’ earning capacity.
3.0
Methodology
The secondary data was source from the Nigeria Extractive Industries Transparency Initiative (NEITI), Oil
and Gas Audited Reports and Nigerian National Petroleum Corporation (NNPC) Statistical Bulletin.
The proposed model for this study relate to the model used by Acti et al. 2013 and Bassey, et al. 2013.
However, they used financial performance as their dependent variable. Thus, the proposed models for this
study are stated below:
COP =
β0 + β1 (CNDDC) + β2 (F&P)+ β3(SC) + µ
Where:
COP
= Crude Oil Production
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CNDDC
= Contribution to NDDC
F&P
= Fines and Penalties
SC
= Social Cost
β0 – β3 = Are the parameters
µ
= Stochastic factor/error term
4.0
Data analysis
Descriptive analysis conducted to have a first insight into the nature of the individual variables used for this
study is presented in this section. The measures in the descriptive analysis include mean, median, maximum,
minimum, sum, standard deviation, skewness, Kurtosis, and Jarque Bera Test of normality.
Table 1 Descriptive Statistic Result
Crude
Oil Contribution
Production
NDDC
Mean
62935440
32752.81
Median
51715384
26039.00
Maximum
1.48E+08
118171.0
Minimum
2231363.
1878.000
Std. Dev.
46867881
23107.63
Skewness
0.389261
1.643568
Kurtosis
1.831236
6.478198
Jarque-Bera
10.958159
34.35469
Probability
0.008847
0.000000
Sum
2.27E+09
1179101.
Sum Sq. Dev.
7.69E+16
1.87E+10
Observations
36
36

to Fines
and
Social Cost
Penalty
2365.167
36484.64
2108.500
33109.00
6716.000
92365.00
967.0000
5944.000
1277.792
20111.34
1.278539
0.798384
4.927771
3.219693
15.38242
11.896902
0.000457
0.002495
85146.00
1313447.
57146293
1.42E+10
36
36

Source: computed by the author using econometric view 8.0
In table 4.2 above, the average volume of crude oil production for the 36 observations is 62935440bbls.
While the mean values of oil and gas companies contribution to NDDC (CNDDC), Fines and Penalties
(FP), and Social Cost (SC) are $32752.81, $2365.167, and $36484.64 respectively. Ranking the
independent variables (CNDDC, FP, and SC) according to their mean values, Social Cost (SC) came first,
followed by Contribution to NDDC (CNDDC), while Fines and Penalties (FP) took the last position. This
implies that on the average oil and gas companies invests more in social facilities, then contributing to
NDDC or paying fines and penalties for environmental damages. The median values, which best described
the centres for each data series in the model, such that the value 51715384; 26039; 2108.500; and 33109;
provides a more valid measure of the central location of each of the data series – COP, CNDDC, FP, and
SC respectively. The COP output level of the companies ranges from a minimum of 2231363bbls to a
maximum of 147602494bbls, while CNDDC, FP, and SC are from $1878 to $26039; $967 to $6716; and
from $5944 to $92365 respectively. The standard deviation values suggest that most of the variables are
volatile, since the standard deviation is very high. The mean of each of the variable in the model is greater
than the median; suggesting that the variables are skewed to the right towards normality. The result of the
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Jarque-Bera statistics indicates that the variables are normally distributed, since the jarque-Bera probability
values of the variables in the model are less than 0.05.
Inferential Statistics Analysis
This section of the study presents the inferential statistics results, which tested the hypothesis and the
interpretations thereof. Four regression models, that is, linear, exponential, semi-log, and double-log were
used to determine the model that best estimate the effect of environmental management cost on the
performance of oil and gas companies in Nigeria. The regression result tables presented below show the
coefficients of the independent variables and its t-value; the constant and its t-value, coefficient of
determination (R2); adjusted coefficient of determination; F-statistics; and Durbin Watson Statistics for each
of the four regression model. See appendix 2 for details of the regression results.
Table 2 Regression result for the response of crude oil Production to Environmental Management
Cost.
Variables
CNDDC

Linear++
Exponential
852.381 (2.72)** 1.3305 (1.38)

FP
-7286.62(-1.84)*
SC
970.524(2.07)**
CONSTANT 18845791(0.92)
R2
0.5119
2
Adjusted R
0.4661
F-Statistics
11.1846***
Durbin Watson 0.7243

-0.0003 (-1.69)
2.4905 (1.73)*
16.7134 (26.49)
0.3358
0.2735
5.3922**
0.758

Semi-log
18970544(2.34)**
-24815943(2.23)**
3720634(2.76)***
-3.23E+08(-1.94)*
0.4887
0.4408
10.1957***
0.9052

Double Log
0.2086(0.84)
-0.6164(-1.81)*
0.9729(2.37)**
10.0884(1.98)*
0.3131
0.2487
4.8619**
0.8346

Source: computed by author from E-view 8.0 ***, ** and * represent 1%, 5%, and 10% significance levels
respectively. Figures in brackets are t- statistics values.
++ = lead equation. Dependent variable: Crude Oil Production (COP)
Based on the magnitude of the coefficient of determinations (R2), and the significance of the model
measured by the F-statistic presented in table 4.3, the linear regression model serves as the lead model. The
regression result of the linear model in table 4.3 above shows that the value of R 2 is 0.5118. Meaning that
about 51.2% of the total variation observed in the dependent variable (crude oil production), is explained
by the independent variables (Contribution to NDDC, Fines & Penalties, and Social Cost). This simply
means that environmental management cost has about 51.2% influence on the crude oil production of oil
and gas companies in Nigeria. However, the coefficient of determination of multiple regression estimate is
biased, because of the inflation effect of adding more independent variables in the model. This means that
the R2is weakly increasing with increases in the number of repressors in the model. Because increases in
the number of regressors increase the value of R2, there is need to adjust the R2 to obtain an unbiased
percentage of total variation in dependent variable explained by the independent variables. Thus, the
adjusted coefficient of determination, that is, adjusted R-Square of the regression estimate is 0.4660. When
compare with the value of the R-square (0.5118), the adjusted R-square provides more unbiased result of
the proportion of the total variation observed in the dependent variable explained by the independent
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variables in the equation. Based on the adjusted R-square, environmental management cost explained about
46.6% of the total variation observed in crude oil production of oil companies in Nigeria. Meaning that
environmental management cost has about 46.6% influences on crude oil production of oil companies in
Nigeria.
The econometric result of the estimated equation shows that the overall goodness of fit of the model is high
and acceptable with the F-statistics of 11.18457 and probability value of 0.0000. These indicate that
environmental management cost has significant effect on the performance of oil and gas companies in
Nigeria.
The Durbin-Watson Statistics of 0.7243 further supported the goodness of fit of the model; since the value
is greater than the multiple coefficient of determination (R2), indicating no evidence of autocorrelation in
the model (Gujarati, 2004). Thus, there is no serial autocorrelation among the variables in the estimated
model.
4.1
Hypothesis testing
Testing for the effect of annual financial contributions to NDDC on the performance of oil companies
𝑯𝑶 : 𝟏. The performance of oil companies in Nigeria are not significantly affected by their annual
financial contributions to NDDC.
From table 4.3, the coefficients of CNDDC (852.38) in the estimate indicate that contribution to NDDC has
positive relationship with crude oil production. The positive relationship indicates that a N1 increase in
contribution to NDDC will lead to about 852.381 proportional increase in crude oil production of the oil
and gas companies in Nigeria. Thus, there is a positive relationship between contribution to NDDC and
performance of oil and gas companies in Nigeria. The t-statistics and it probability value shows that the
effect of the contributions to NDDC on crude oil production is statistically significant at 5% level, since the
probability value is less than 0.05.
Therefore, the study rejects the null hypothesis, which states that the performance of oil companies in
Nigeria are not significantly affected by their annual financial contributions to NDDC. Hence, accept the
alternative hypothesis and conclude that the contribution to NDDC have significant positive effects on the
performance of oil companies in Nigeria.
This result follows the argument in legitimacy theory, which suggests that organisations consumes society’s
resources, and the society evaluates them based on social, environmental, and economic legitimacy of their
operations. On the other hand, whenever managers consider that the supply of particular resource or
information is crucial to organisational survival, then they will pursue strategies to ensure the continued
supply of that resource or information (Deegan, 2002). Peaceful business environment is an intangible asset
to corporations. To ensure the continuous supplies of peace in the host communities, oil companies make
contribution to NDDC to hence the social and economic wellbeing of the communities, thereby gaining
acceptance with the host communities. It should be recalled that NDDC was established with the mission
of facilitating rapid, even, and sustainable development of the Niger Delta into a region that is economically
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prosperous, socially stable, ecologically regenerative and politically peaceful. This mission statement
equally justify the inclusion of contribution to NDDC in the model as an element of environmental
management cost of oil companies in Nigeria.
5.0
Summary of findings
Oil companies through the extraction of crude oil have acquired the power to effect thorough changes on
air, water, soil-plant, and animals, which constitute the natural environment. Thus, the oil and gas
companies in Nigeria have significant influence the environment by their operation. In a bid to control and
manage the environmental damages caused by their activities, the oil companies incurred finance cost.
Hence, this study investigated the effect of environmental management cost on the performance of oil
companies in Nigeria. The result indicates that environmental management cost has significant effect on
the performance of oil companies in Nigeria. On the specific, the following findings resulted:
Annual financial contributions to NDDC have significant positive effects on the Performance of oil
companies in Nigeria.
Fines and Penalties do not have any significant effect on the performance of oil companies in Nigeria.
The effect of Social cost on the performance of oil companies in Nigeria is positively significant.
5.1
Conclusion
No doubt, studies have been conducted on the effect of environmental management cost on performance of
oil companies in Nigeria. However, the fact remains that there are still very few empirical studies on the
subject matter. We have in this study attempted in ascertaining the effects of environmental cost
management on the performance of oil companies in Nigeria from 2009 to 2014. The study used Secondary
data from Nigeria Extractive Industries Transparency Initiative (NEITI) Oil and Gas Audited Reports and
Nigerian National Petroleum Corporation (NNPC) Statistical Bulletin.Multiple Regression Analysis was
used to analyze the data collected with the aid of Econometrics Views (Eview) version 8.0 statistical
Package.
The econometric estimates employed in this study shows that environmental management cost has
significant effect on performance of oil companies in Nigeria.
5.2
Recommendation
At this point, we have the following suggestions and recommendations to make based on the findings of
this study.
First, having observed a positive relationship between contribution to NDDC and the performance of oil
companies in Nigeria. We recommend that the oil companies increase their contributions and efficient
monitor and assist the commission (NDDC) in strategic implementation of environmental control and
development projects in the oil communities.
Secondly, based on the negative but not significant relationship found between fines & penalties and
performance of oil companies in Nigeria. We recommend that oil companies develop or adopt more

287

environmental friendly approach in the extract of crude oil. This may readjust the relationship between fines
& penalties and performance of oil companies.
Thirdly, the study found a significant positive relationship between social cost and performance of oil
companies in Nigeria. Based on this, we recommend that oil companies increase their social efforts in
providing facilities to enhance the livelihood of their host communities. By improving the standard of living
of the host communities, the oil companies gains acceptance and create peaceful environment for their
operations.
Moreover, we recommend that the environmental agencies design effective and efficient monitoring means
to check and evaluate the activities of oil companies in Nigeria to ensure conducive environment for
Nigerian.
In addition, we recommend the adoption of the United Nations Environmental Cost Management
Accounting (ECMA) guideline, which will enhance the effectiveness of the already adopted Internationally
Financial Accounting Standards (IFRS) in Nigeria, which will evolve environmental cost management
accounting practice. This will facilitate the global campaign for environmentally enhanced society.
Finally, we recommend that further research be conducted to improve the empirical evidence available on
the subject matter.
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Abstract
This paper is designed with the specific aim to assess the extent of reliance by auditor while conducting
substantive test on compliance test as quality audit is conducted in Nigeria. A survey design was adopted
and data was collected using interview conducted on 2 Accountancy firms based in Kano metropolis. A
thematic method of analysis was employed. The study discovered that effective compliance with statutory
regulation help auditors in conducting substantive test to rely on compliance test. There are challenges
faced by auditors in conducting an audit engagement mostly in public sectors, and the study further
discovered that there is poor co-operation between management of some client organization with the
auditors. The paper recommends that organisations are to abide by the requirements of statutory
regulations; and that qualified and competent personnel need to be employed in order to strengthen the
level of internal control system.
Key words: Compliance Test, Internal Control System, Substantive Test, Quality Audit.
1.0
Introduction
Audit quality and the factors that affect quality has been the subject of interest in academic, practitioners
and regulatory debates about auditing following a series of corporate collapses. As a result, there have been
considerable developments in the auditing, financial reporting and governance regimes by regulators and
professional bodies in the name of enhancing audit quality. Quality audit is the probability that financial
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statements are not found of material misstatement (Dandago & Rufai, 2014). The quality of an audit depends
on the effectiveness of audit procedures were the auditor have obtain a knowledge of the business sufficient
to enable him identify and understand the events and transactions used when conducting the audit
engagement (Adeniji, 2012).
Substantive procedures are audit procedures performed to detect material misstatements in the figures and
presentation and disclosures reported in the financial statements. And the level of substantive test
procedures depends on the extent of compliance test of audit. Compliance audit is the review of business
functions to determine whether or not a company is meeting specific contractual, regulatory or
predetermined requirements (Vitez, 2010). Compliance test in audit checks for the presence of internal
control system in organization such as checking of the existence of internal control system, the strength or
otherwise of internal control system and the level of compliance with the statutory regulations.
Auditors were faced with difficulties, if proper records were not kept, several hours may be consumes and
audit resources may be wasted that could prejudice efficiency of an audit work. Therefore, as the task could
hinder an audit engagement, so a better mix of substantive tests to assist in saving hours that usually pleases
the customer would be and added value. This in turn can result in a more efficient audit. An organization
that strengthens it level of internal control system may not waste much resource while an audit engagement
is conducted. Intensive compliance test by an auditor during audit engagement will result to less time
consuming in conducting a substantive test.
The aim of this paper is to assess the level of reliance by substantive test on compliance test when carrying
out audit engagement by accounting firms. The researcher will find out the determinants of the usage of
compliance and substantive tests by accounting firms and the study will also examine the applicability of
compliance and substantive tests in both private and public sectors. The remaining part of the paper is
organized as follows: the next section presents the literature review and followed by the methodology
section. Sections four and five of the paper present discussions of results and conclusions of the paper
respectively.
2.0
Literature Review
2.1
Audit Procedures
In order to verify the adequacy of the financial statements and the company's internal control system, one
performs a series of audit procedures. According to Boynton (2002) audit procedures are methods or
techniques the auditor uses to assess and collect material, sufficient and competent evidence. Souza (2009)
asserts that the accounts are correct and that internal controls are safe, with the certification of quality and
credibility of the reports, constituting a clear flag for the conduct of business. The application of these
procedure results in obtaining the necessary evidence to support the work of the auditor. Auditing is
concerned with the verification of accounting data and with determining the accuracy and reliability of
accounting statement, it means looking for sufficient evidence to satisfy oneself as auditor that the accounts
show a true and fair view (Dandago, 2002). Compliance and substantive tests are part of these procedures,
and Provision of Section 360 of CAMA.
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2.1.1 Compliance Test
Internal controls play an important role within the organization. Boynton (2002) states that internal control
is a process operated by the board, administration and others, designed to provide reasonable assurance
regarding the achievement of objectives in specific categories. According to Dandago (2002), internal
control is a whole system of control financial or otherwise established by the management of an organization
in order to carry on the business in an orderly an efficient manner, to ensure adherence to management
policies, safe guard assets, and secure as much as possible the completeness and accuracy of records. To
ensure that internal controls established by senior management of an organization, are in fact respected by
all parties involved, it is necessary for the application of compliance tests, also known as analytical testing.
Millichamp (2005) defines compliance test as tests of the set of procedures and audits designed to confirm
whether the critical functions of internal control, which the auditor will depend on subsequent phases of the
audit are being implemented effectively. Compliance auditing is something business with strict regulatory
management systems should be doing regularly. Compliance test of audit involves the process whereby
organizations comprehensively review their transactions in line with regulatory guidelines. It is a means
used to determine whether an audit process or transaction has or has not followed applicable rules
(Kantiolm, 1998).
According to Fargason (1993), compliance auditing refers to a comprehensives review of an organization’s
adherence to regulatory guidelines. If rules are violated, the auditor determines the cause and recommends
ways to prevent future deviations. The rules being tested can be those created by the organization for itself
through the corporate bye-laws, policies, plans and procedures; or can be those imposed on the organization
through external laws and regulations (Kantiolm, 1998). Essentially, compliance audits procedure review
and checks whether a company or organization is in line with the correct regulations and statutory
pronouncements.
2.1.2 Substantive Test
According to Imoniana (2001) substantive tests are audit procedures designed to obtain reasonable and
competent corroborative evidence of validity and ownership of the accounting treatment of transactions,
balances and evidence to detect material misstatement in the financial statements. In the word of Beuren
and Cunha (2006), they argue that substantive procedures in audit are used to establish the reasonableness
or otherwise of transactions and account recorded balances. Numerous tests can be used by the auditor to
review company's operations and in that respect, it depends on him to choose which will be more useful to
verify certain account and thereby ensure the accuracy of the account balances. From tests that have been
designated to verify all records, documents and intangible assets for example, one may in addition to the
test of controls, adopt an authorization of individuals and legal entities which holds some knowledge of
company operations (Dennis, 2004).
Moreover, substantive tests are carried out by using sampling, because this is an efficient and effective way
of testing. Sampling makes the audit work less vulnerable to misjudgments by audit staff when deciding on
the selection of the elements to be tested. Substantive testing is inversely related to the tests of controls.
The higher the confidence found in internal controls, the lower the extent and depth in the application of
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substantive testing, the greater the application of substantive tests, when the auditor found weakness in
internal controls.
2.2
Comparison between Compliance Test and Substantive Test
Dandago (2002), provides that compliance test and substantive test are similar in approach that both entail
checking, examination, verification and review, they differ in some ways, some of their differences are thus,
Compliance tests involve only documentation, observation and inquiry. That means, it entails only
inspection of documents, observance of work procedure, making of enquiries, and computation of figures
to determine if the laid down rules and regulations are being complied with. While, substantive tests involve
physical examination, confirmation, accuracy and analytical tests. That is to say substantive tests encompass
the processes of vouching, posting, costing and balancing of ledgers and examination of assets.
Substantive tests of transactions are more expensive than compliance tests, because recalculations and
tracings are often required. Even when dual-purpose tests of transactions are done, the compliance parts of
the tests usually are less costly. Dual purpose test is a situation in which substantive testing and compliance
testing are carried out simultaneously. It minimizes cost and makes it possible for auditing firms to achieve
two objectives at the same time.
The report of compliance tests is to emphasize on the internal weaknesses of management and is equally to
be submitted to the management. While substantive tests report is to reveal the errors and irregularities in
the financial statement such as profit and loss statement, statement of financial position and it is to be
submitted to the shareholders. The errors and irregularities are to be traced down to the journals, ledger
accounts and trial balance.
2.3
Review of Empirical Studies
Paino, Tahir and Rashid (2015) examined the impact of client’s business risk assessment on Auditor’s
substantive test. Data was collected using questionnaire from 200 Malaysian audit firms, were 32 audit
firms with over 10 years responded. Cross tab analysis and Wilcoxon signed ranked being utilized as tool
of analysis. The result of the study revealed that auditors change audit procedures in accordance to risk
factors.
A research conducted by Javaid (2013), on effects of internal audit functions and internal control system
on financial performance of Pakistan firms. Research was conducted using both quantitative and qualitative
approach using survey; data was collected using Questionnaires and Interview. The data was analyzed using
the Statistical Package for Social Scientists where conclusions were drawn from tables and figures. The
study established that management of the firms is dedicated to the control systems, energetically participates
in monitoring and supervision of the activities of the firms. Internal audit department is not efficient, is
understaffed, doesn’t conduct regular audit activities and doesn’t produce regular audit reports although the
few reports produced by the internal audit department address weaknesses in the system. The investigation
recommends competence profiling in the Internal Audit department which should be based on what the
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organization expects the internal audit to do and what appropriate number staff would be required to do this
job.
Imoniana, Antunes, & Mattos (2012). Investigates the relationship between the audit objective and the
choice of substantive procedures used to ensure the satisfaction of the auditor. The study is exploratory and
adopted a non-probabilistic sample comprising 28 auditors of an Undergraduate and Master’s degree
programs in Accounting of a Brazilian University. A qualitative ordinal approach is adopted. And the result
of the study showed that auditors give preference to substantive procedures in which one is able to gather
information from third parties to confirm accounting balances while giving less priority to recalculation of
routine tests developed by the audited entities.
Another study carried out by Dominik (2012), it examines the use of substantive aggregate analytical
procedures: do auditors particularly rely on non - significant out comes? The study was conducted in
Switzerland using 75 auditors at a Swiss subsidiary of one of the Big 4 audit firms. Experiment was
conducted in a seminar room; aggregate analytical procedure represents the independent variable and
dependent variable is participants’ judgement of the strength of the audit evidence obtained from the
aggregate analytical procedures. The result shows that if auditors establish no significant difference between
the value they expect and the book value in the course of aggregate analytical procedures, they assume a
low probability of errors, although the quality of the audit evidence obtained from the aggregate analytical
procedure is low.
Samaha and Hegazy (2010) studied the investigation of ISA 520 analytical procedures (APs) among Big 4
versus non-Big four audit firms in Egypt. The data were collected using a questionnaire from 14 audit firms
in Egypt which audit the 100 actively traded companies on the Egyptian Stock Exchange (EGX) as
measured by the EGX 100 index. The survey was carried out between 2008 and 2009. The result of the
study showed relatively low use of APs by Egyptian auditors with wide variations in its use by Big 4 and
other auditing firms. Auditors from Big 4 firms are found to use APs to a greater extent than auditors from
non‐Big 4 firms.
2.4
Theoretical Framework
The study framed its work from the prepositions of the Theory of Regulatory Compliance (TRC). This
theory was proposed by Richard Fiene in 1970’s. It deals with the importance and significance of complying
with rules or regulations. This theory has implications for all rule, regulatory, and standards development
throughout human services and economic domains. Regulators continue to endorse and encourage (by
regulation) the use of the standard when establishing a compliance framework.
According to Fiene (2016), the outcome of the investigation became clear that as facilities were in 100%
compliance with all rules; their overall best practice scores and positive outcomes began to drop off. This
result also led to the conclusion that possibly being in full or 100% compliant with all rules was not
necessarily a good policy and that all rules or regulations are not created equal. The Theory (TRC) maintains
emphasis on selecting the right rules rather than having more or less rules, and the nature of these rules as
being significantly predictive of positive outcomes by being in compliance with said rules (Fiene, 2016).
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3.0
Methodology
A survey design was adopted for this study because it allows the research objective to be addressed in an
effective manner. A convenience sampling was adopted by the researcher in selecting the Accountancy
firms based in Kano metropolis; this is because they are the firms responded to phone calls, and personal
visits to their offices. Data was collected using primary and secondary sources, the primary data were
obtained through in-depth face-to-face interview with some staff of Kadiri Mohammed & Co and Saidu
Bala & Co Chartered Accountants. Interview question guides were designed with insights from the
literature, and objectives in mind. The secondary data were obtained from text book, and other relevant
publications. The study is however, guided by interpretivism paradigm because qualitative data is required.
A thematic analysis was adopted for the study and this allows a data set to be organised, described in detail
by capturing important aspects, themes, patterns and meaning within it (Braun & Clarke, 2006).
4.0
Discussion of Results
This section presents the results of the interview conducted with practicing Auditors in the audit firms
visited by the researcher.
Question One: What are the major steps taken to ensure quality audit?
Audit Firm 1: The management of the client organization must ensure that there is strong internal control
system. Organisation should appoint someone who has knowledge of accounting and auditing as internal
auditor, because this will help in putting things in order especially at the internal audit department.
Audit Firm 2: The internal audit department of an organization should ensure that records of transactions
are properly kept by responsible officer; any transaction carried out is backed with an evidence of
authorization and approval. He said proper check and balance need to be put in place.
Discussion:
Management of organization are expected to make all the components of internal control system active.
Doing so, will improve the audit quality.
Question Two: What determines the usage of substantive test in an audit engagement?
Audit Firm 1: It depends on the level at which the compliance is carried out. If the compliance test is not
in-depth and records of transactions are showing symptoms of frauds and irregularities, a substantive test
need to be conducted and it has to be in-depth and high.
Audit Firm 2: Substantive test is necessary to be conducted, but the level of information gathered when
conducting compliance test will determine the strength or otherwise of substantive test.
Discussion:
This indicates that, if management has complied with the provision of statutory regulation in the
organization, substantive test may not be in-depth. And this can save the time of the audit engagement and
financial resources will be utilized by the management.
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Question Three: What are the substantive test procedures employed in an audit engagement?
Audit Firm 1: When carrying out substantive test, auditors should obtain bank statements to check if the
statement and the cash balances reconcile, contacting customers to confirm that accounts receivable
balances are correct, contacting suppliers to confirm that accounts payable balances are correct, contacting
lenders to confirm that loan balances are correct, and making sure that the inventory valuation calculations
are correct.
Audit Firm 2: The procedures employed in conducting substantive test depend on the size of the client
company. The audit team may decide to use sampling procedure in carrying out the audit engagement. The
audit team can physically check the fixed assets register to verify and confirm fixed asset records of that
organization, they also review board of directors minutes to verify the existence of approved dividends and
they do confirm with experts that the fair values assigned to assets obtained through a business combination
are reasonable.
Discussion:
From the view of the respondents, the researcher can deduce that substantive test need thorough and careful
inspection of the books of account, verification and even valuation of assets and liabilities.
Question Four: Is there any difference between the usage of compliance and substantive tests in private
and public sectors?
The interviewees of both the firms visited gave similar responds, where they said that in most cases, public
sector organization do not use to comply with the statutory requirements of audit engagement, because of
political reasons especially at the state and local government level, their belief is that the resources of the
organization belong to the government and the law also was made by the government. And if the audit team
insisted with the investigation, they ended up being threatened, which may lead to resignation of the auditors
from carrying out the audit engagement.
Conversely, private sectors do comply with the statutory regulations, except in rare cases. This is because
they are profit oriented and failure to comply with government regulations, their licenses of operation may
be revoke either by Corporate Affairs Commission or other regulatory agencies.
Discussion:
Government ministries, departments and agencies need to do more in the level of compliance with statutory
regulations, because it can guide them in their work which can even boost the productivity of the personnel
through segregation of duties and responsibilities.
Question Five: To what extent external auditor relies on the work of internal auditor before carrying out
a substantive test?
Audit Firm 1: When carrying out their audit engagement, they consider the qualification of the internal
auditors which includes academic, professional and their experience. The content and quality of the report
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produced to the management by the internal auditor and they use to ask for the actions taken by the
management.
Audit Firm 2: in this firm, the respondent said they use to look at the technical competence of the internal
auditor, the level of personnel available in the internal audit department, and also the strength and otherwise
of internal control system is considered.
If the external auditors are satisfied with the above factors, they can rely on the internal auditor’s work.
Discussion:
Experience, qualification and competency of internal auditor can help in placing reliance on his work by
the external auditor. With this development, auditors can save their time during audit engagement.
Question Six: Does your audit firm conduct both compliance and substantive tests in audit engagement?
The respondents of both firms said that compliance and substantive tests are necessary to be conducted
because they are among the main duties of an auditor when carrying out an audit exercise.
Discussion:
Section 360 of Companies and Allied Matters Act explained the duties of an auditor; the researcher can
conclude that every Accountancy firms must conduct Compliance and Substantive test in an audit
engagement.
Question Seven: What factors can be considered by an Auditor in testing the strength or otherwise of
internal control system?
The interviewee of both Audit firms presented similar opinion on this question, they briefly explain that,
when carrying out audit exercise they normally look at the nature and size of the business conducted, the
availability of adequate number of high quality personnel, good organizational structure, adequate job
description and schedule of duties for staff, well established lines of authority and control, as well as a
complete and sound accounting systems. In a nutshell, all components of internal control system are to be
checked.
Discussion:
Management that made all the components of internal control system function well can benefit with
effectiveness of operation and efficient utilization of resources.
5.0
Findings and Recommendations
5.1
Summary of the findings
Based on the literature reviewed and the analysis of the interview conducted, the following are the major
findings of the study.
The paper discovered that, there are challenges faced by the audit firms while carrying out audit engagement
in public sector, as a result of poor compliance with audit statutory regulations.
The study further revealed that, there is a significant inverse relationship between compliance test and
substantive test. The more in-depth result is obtained from compliance test, the more accurate decision is
taken on the level of substantive test.
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Management of some organizations see auditors that conduct in-depth compliance and substantive tests as
witch-hunters, so proper co-operation is not given to them in disclosing sufficient information, even though
provisions of law require them to conduct the two tests.
5.2
Recommendations
Based on the findings, the study recommends that;
Government parastatals, departments and agencies should ensure strict compliance to policies and statutory
regulations in their financial affairs, so that the magnitude of the non-adherence to statutory audit
regulations will reduce to the barest minimum.
The management of client companies are adviced to appoint qualified and competent internal auditors that
can strengthen the internal control system. This can help them save a lot of resources and expand their
businesses, instead of spending more on audit fees.
Management of organizations are adviced to respect the provisions of law to allow auditors’ access at all
time to all documents and records for the conduct of compliance test and substantive test. They are to
understand that auditors are not there to witch- hunt but as agent of the shareholders that come to make their
annual reports and accounts more credible in the eye of the shareholders, potential investors and other stake
holders of the company.
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Abstract
Over the last two decades, the question of board diversity as drivers of effective corporate governance has
considerably been on the increase, as a diverse board is believed to carry out its control function more
effectively. We examine the relationship between corporate board diversity and firm performance using
both market and accounting measures of performance in the Nigerian private sector. We make a case for
Nigeria considering that research on the area of board diversity is still at its infancy. Specifically, we
consider gender diversity, foreign directorship as well as skill and expertise of directors as measures of
diversity and the effect on return on asset (ROA).Ordinary least square regression technique was adopted
to analyzes data collected from firms listed on the consumer goods segment of the Nigerian stock exchange
(NSE) between 2015-2018. Data were obtained from published financial statements of the sampled
companies and the Nigerian stock exchange fact book. For the purpose of uniformity, we excluded firms
with incomplete records for the period under consideration. The results of this study show a positive
relationship between gender diversity, and foreign directorship and firm performance. Our study also
reveals that the percentage of female directors and foreign directors on the boards of companies listed on
the Nigerian stock exchange for the period under review is quite low compared to what is obtainable in
other climes. The most recent codes of corporate governance in Nigeria are silent on board composition and
diversity as it gives organizations the powers to appoint directors with the requisite skills and knowledge to
chart the affairs of the organization to achieve its set objectives. Considering the positive though and
significant effect on performance of corporate diversity, we recommend that subsequent codes of corporate
governance are more explicit as regards board diversity by specify a minimum representation of women on
boards, foreign directors
Keyword(s): Corporate governance, board diversity, Institutional theory, Nigeria
1.0
Introduction
Increasing corporate scandals and business failure has sparked a lot of research interest in the area of
corporate governance, specifically, the director’s ability to protect the shareholders from the self-serving
decisions of management, which may hinder the shareholders from getting fair return on their investment.
In the light of the recent financial crisis, business organizations have attempted to strengthen their corporate
governance practices. In Nigeria, the collapse of the financial institutions was blamed on weak corporate
governance practices, lack of transparency and corruption (Akpan & Amran, 2014). This called for the
review of the corporate governance codes to restores the confidence of shareholders in both the private and
public sectors. Corporate governance codes provide for both external and internal mechanisms to reduce
agency cost as a result of the separation of ownership from control of business organizations. Developing
economies such as Nigeria’s are characterized by weak legal framework, weak contracting in the business
environment, weak shareholder rights, corruption, low levels of transparency, inadequate disclosure of
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information and lack of adequate enforcement which makes it easier for the agents to be more self-serving
than act in the best interest of the owners. This emphasizes the role of internal mechanisms such as the
board of directors as they reduce agency cost by monitoring and rewarding top executives leading to
shareholders’ wealth maximization. The board of directors is the shareholders first line of defense, as they
rely on the board of directors to ensure that their investments are well managed and protected. (Brennan,
2010). The board of directors is accountable for setting objectives, monitoring and controlling firm’s actions
to align managers and shareholders interest (Fama and Jensen, 1983). From the theoretical perspective, the
interest of the shareholders can be protected from self-seeking management through effective monitoring
of the management via corporate governance structures like board of directors, board committees etc, or by
providing the directors with incentive to align their interests with that of shareholders (Fama & Jensen 1983;
Jensen & Meckling 1976).
To carry out this monitoring role effectively, the composition of the board of directors is equally very
important for good corporate governance, as it pertains to identifying structures that align the interests of
management and stakeholders (Rose,2007).According to Fama and Jensen (1983) and Hermalin and
Weisbach (2003), the firm’s board is by far the most important internal control device seeking to control
management and deter it from opportunistic behavior. The discussion of board composition has focused
extensively on various board attributes such a board size, board committee composition, number of meeting
etc, and how to ensure the independence of corporate boards. However, in recent years, the issue of board
diversity has gained considerable interest in governance literature. Corporate board diversity is fast
becoming an emergent issue in the world of corporate governance research as there has been a shift from a
mere “box ticking” exercise in terms of compliance with corporate governance codes to what the directors
bring to the table in terms of carrying out their oversight function effectively. Boardroom diversity covers
age, background, gender and ethnic diversity, and also diversity in terms of skills, thinking, competencies,
experiences, and careers.
An effective board will usually comprise a mixture of directors with the requisite skill, expertise and
experience to carry out their oversight function. As Sally Freeman (2017) puts it,” having a board that
consists of more than one ‘type’ of person will bring great benefit to an organization. Generally, diversity
looks at the board composition of individual directors to allow for a balanced board which is the essence of
corporate governance. Diversity brings new perspectives, a move away from the potential ‘group think’
mentality that can occur when like-minded people discuss issues and make decisions”. A diverse board
enhances stakeholder’s wealth as it directly affects the quality of the monitoring role of the boards. A
diverse and inclusive board of directors usually provides an organization with relationships to many groups,
relationships that can open up multiple opportunities to build strategic alliances. On the contrary,
homogeneous board of directors tends to build alliances with the same groups over and over again and is
often self-perpetuating (Saldar, Shah & Roa 2014)
It been shown that one of the most effective ways to enhance corporate governance is through board
diversity. It is believed that good corporate governance is positively associated with board diversity (Carter,
Simkins, and Simpson, 2003). Advocates of corporate diversity claim that diversity improves decision
making process as well as financial and social performance (Rhode and Peckel, 2010, Hasfi & Turgut, 2013,
Coffey & Wang ,1998), reduces information asymmetry. The main focus of diversity research is gender,
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and a number of countries particularly in Europe have raised or set quotas for female representation on the
board of directors. In Nigeria, the recent corporate governance reforms of 2015 are silent on board diversity.
Corporate board diversity has become an increasingly popular topic across the globe, and despite the gains
associated with a diverse board, the pace at which organizations in developing countries such as Nigeria
are adopting diversity on the board is quite low. It is on the premise of this that this study seeks to examine
the extent to which organizations operating in Nigeria have adopted a diverse board and it effect on
performance. Specifically, this study focuses on companies listed on the consumer goods segment of the
Nigerian stock exchange (NSE) between 2015-2018. Diversity for the purpose of this study covers gender,
skills and foreign directorship. Specifically, the objective of this study is to:
Ascertain the effect of gender diversity in ROA
Ascertain the effect of foreign directorship on ROA
Ascertain the effect of directors skill and expertise of ROA
2.0 Review of Literature and Hypothesis Development.
2.1
Corporate Governance
The concept of corporate governance has been defined by various scholars, academics and researchers
giving it different meanings and connotations. Shleifer and Vishny (1997) stated that corporate governance
deals with the ways in which suppliers of finance of corporations assure themselves of getting a return on
their investment. This assertion however is consistent with the position of Garrey and Siran (1994) who
argued that corporate governance determines how the firms’ top decision makers actually administer such
contracts. Akinsulire (2010) submitted that corporate governance is a system by which companies are
directed and managed in the best interest of the owners and investors. In a more comprehensive manner,
the Institute of Internal Auditors (US) IIA (as cited in Dana & Larry 2003) defined “governance as a process
that deals with the procedures utilized by the representatives of the organizations’ stakeholders to provide
oversight risk and control processes administered by management”. The monitoring of organizational risks,
and the assurance that controls adequately mitigate those risks both contribute directly to the achievement
of organizational goals and the preservation of organizational value. Those performing governance
activities are accountable to the organization’s stakeholders for effective stewardship. The OECD provides
a more comprehensive definition of corporate governance, as a set of relationship between a company’s
management, its board, its shareholders and other stakeholders.
The definition by OECD highlights the importance an internal control mechanism and the role of the board
of directors as very vital organ of the business organization. The board of directors has been a major
corporate governance mechanism, and an effective board is fundamental to the success of a firm and vital
for good corporate governance.
Gender Diversity
Gender simply means female representation on the board of directors (Carter et al, 2003). Gender diversity
has received considerable attention in governance literature recently which has prompted countries to pass
legislations concerning female representation on corporate board. In Sweden and Norway for Instance, a
legislation was passed imposing gender quota on the board of listed companies (Rondoy, Oxelheim &
Thomson, 2006). In Nigeria, the most recent codes of corporate governance require a balance of skill,
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expertise, gender and competence but does not specify a clear percentage of female representation on the
board, but Sener & Karaye (2014) in their comparative study between Turkey and Nigeria, found about
68% female representation on corporate boards in Nigeria. It is believed that women on the board can
enhance the effectiveness of the board as they are more trustworthy and stricter and are usually more risk
averse than men (Byrnessetal.,1999). It is also believed that electing women on the board can provide access
to a wealth of resources such skill, prestige knowledge and connection to external resources (Dang&Vo,
2012). Taghizadeh & Saremi(2014), show that a high percentage of female representation on the board
increases performance.
A number of empirical studies have been carried out linking gender diversity and performance both in
Nigeria and across the globe using both market and firm level measures of performance. The empirical
studies linking gender diversity and performance show conflicting results. Some of the studies show a
negative relationship between gender diversity and performance Darmadi (2011), Akpan & Amran
(2014),Akpan & Amran (2014). Abad, Lucas-Perez, Minguez-Vera & Yague(2017) found a negative
relationship using both Blau’s and SHANNON diversity index and information asymmetry using Bid -ask
spread and price impact probability (PIN) in the stock market. On the other hand, a number of other studies
also show a positive relationship between gender diversity and various measure of performance. Ahmad &
Hamzah( 2014) found a positive relationship between board women and dividend payout. Taieb & Turgut
(2012) found a positive relationship between gender diversity and corporate social performance. Similarly,
Julizaema & Zulkanian (2012), Oba & Fodio (2013) Turkur and Bilkisu and Taghizadeh & Saremi (2013),
all show that the presence of female directors on corporate boards increases firms performance.
From the above, it is hypothesized that:
H1: There is a positive significant relationship between the presence of female directors and firm
performance.
Foreign Directorship
Foreign directorship is another dimension of corporate board diversity, which means the presence of foreign
directors on the board of directors. More research tends support the presence of foreign directors on the
board, as it believed that foreign directorship will improve the monitoring role of the board, increase board
independence, reduce expropriation and enhance the competitive advantage of the firm (Oxelheim and
Randoy, 2003). The presence of foreign directors on the board, is believed improve the quality of the board
as result of their diverse opinions and views, expertise and diverse thoughts they bring. Empirical research
on foreign directorship show a positive relationship between the presecne of foreign directors on firm a
performance ( Turkur & Bilkisu, 2012, Ahmad & Hamzah, 2014 and Shukeri, Shin & Shaari, 2012).
In Nigeria, there is fair number of foreign directors on corporate boards; this is the case particularly for
firms which are largely foreign owned. In the case of locally owned firms, the percentage of foreign
directorship is not as high,
From the above, it is hypothesized that:
H2: There is a positive relationship between foreign directorship and firm performance.
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Skills and Expertise of directors.
Another dimension of diversity on corporate boards is the skill and expertise of directors. Members of the
board of directors are expected to monitor management, to ensure that in the interest of shareholders in
protected. To do this effectively, it is expected that the board is adequately staffed with directors that have
a mix of skill and knowledge. The most recent corporate governance codes in Nigeria require that corporate
boards should have a balance of skill and expertise. A diverse board will lead to diversify of thought and
experience in the boardroom. According to Johl, Kaur and Cooper (2015), corporate boards need to have
the right mix of members with appropriate skills and expertise to cope with business complexities,
competitions and changes. Hambrick & Mason (1984) argued that top management including directors
require two essential competencies; functional knowledge and firm specific knowledge. Functional
knowledge cover knowledge in finance, accounting, legal, marketing an economics, while firm specific
knowledge has to do with detail knowledge about the firm and its operations.
It is believed that a board with vast skill sets are more effective in carrying out their control function. Based
on the above, it is hypothesized that
H3: There is a significant relationship between skill and expertise of directors and firm performance.
Prior empirical studies have shown a number of ways by which corporate board diversity is measured.
Firstly, some researchers adopt the heterogeneity index, with Blau’s diversity index and SHANNON’s
diversity index being the most popularly adopted (Abad, Lucas-Perez, Minguez-Vera & Yague, 2017;
Ararat et al., 2010). Secondly, Some researchers also adopt dichotomous variables to indicate whether or
not certain diversity variables exists or not on the board (Darmadi 2011, Oba & Fodio 2013). Thirdly, some
researchers measure diversity by computing basic proportions of board members with particular dimensions
(Oxelheim and Randoy, 2003). The most commonly adopted method of measuring diversity as seen
revealed from the review of literature is method three.
For the purpose of the study, a mix of methods is adopted. We use the ratios of women and foreign directors
on the board, as well as the percentage of female directors and foreign directors to measures gender diversity
and foreign directorship. Dichotomous variables are also adopted to indicate the presence or not of female
and foreign directors and also to indicate where there is a mix of not or skills to indicate board expertise
and skills.
2.2
Theoretical framework
This study draws its theoretical underpinnings from the agency theory and the resource dependency theory.
The agency theory was developed as a result of the agency problem as initiated by Berle and Means (1932).
The agency problem arises as a result of the separation of management from ownership of business
organizations. This separation gives rise to divergent interest between the principal and agent. The agency
theory holds that this diverse interest can be reduced by giving appropriate incentives to the agents and also
to monitor the actions taken by the agents (Jensen and Meckling, 1976). The board of directors who are
appointed by the shareholders to carry out the control function on their behalf, play a vital role in mitigating
the agency problem. The agency theory holds that a diverse board will act objectively and independently
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ad also serve as effective monitors to ensure the shareholders interest is protected (Hillman & Dalziel,
2003).
The resource dependency theory on the other hand according to Teriesen, Sealy and Singh (2009), views
the firm as operating in an environment that requires the exchange of resource in order to thrive. The
resource dependency theorist holds that the main function of the board of directors is the provision of
resources. It is argued that given the complex and constantly changing business environment, a diverse
board is better able to make available resources and also get the resources needed from the environment.
3.0
Methods
3.1
Population, Sampling and Data Collection
The population of this study comprise all 22 companies listed in the consumer goods sector of the Nigerian
stock exchange (NSE) from 2015-2018. The consumer goods sector of the NSE was selected because no
specific research on board diversity has been carried out in this sector and it is the largest sector after
financial institutions. A total of 22 companies were listed in this sector for the period under review. A
sample size of 14 companies was used for this study which represents all the companies with complete
financial data for the 4-year period under review. Table 1 below shows a list of the companies for this
study.
Secondary data was employed for the purpose of this study. Data for this study were obtained from the
audited annual reports and accounts of the selected companies obtained from both the individual companies
and the NSE website.
Variables
Research model Specification and Measurement.
Dependent Variable: The dependent variable for this study is firm performance which is measured by
returns on asset (ROA). ROA is computed as 𝑛𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 ÷ 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠. A number of prior
research (Turkur & Bilkisu, 2012: Julizaema & Zulkanian, 2012; Taghizadeh & Saremi ,2013), have
adopted ROA as measure of performance.
The Independent variables for this study include:
Gender diversity (BGENDER): which is measured in three ways. First, a dichotomous variable 1 is used to
indicate the existence of a female on the board and 0 where there is no female on the board (Oba & Fodio,
2013). Secondly, we also use the percentage of women on the board (Akpan & Amran,(2014; Oba & Fodio,
2013), computed by 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑓𝑒𝑚𝑎𝑙𝑒 𝑑𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 ÷ 𝐵𝑜𝑎𝑟𝑑 𝑠𝑖𝑧𝑒. Lastly, we use to ratio of female
directors to board size.
Foreign directorship (BFDIR) which like board gender is also measured in three ways. First, a dichotomous
variable 1 is used to indicate the existence of foreign directors on the board and 0 where there is no foreign
director on the board (Darmadi 2011,Oxelheim and Randoy, 2003).). We also use the percentage of foreign
directors on the board to measure foreign directorship. Lastly, we use to ratio of foreign directors to board
size to measure foreign directorship.
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Skills and Expertise of directors (BSKILLS), this refers to the expertise of directors. For the purpose of this
study, skills and expertise of the board is measured by the professional mix of the board of directors in
terms of areas of specialization. We also use a dichotomous variable 1 to indicate where the is mix of
expertise and 0 where there is none.
The essence of using a variety of measures of diversity, is to boost the robustness of the results obtained.
Control Variables
For the purpose of this study, we control for firm size and board size. It is believed that the size of the firm
will affect performance. Firm size is measured by the log of net asset (LASSET) while board size represents
to total number of directors on the board (BSIZE). Schnake, Williams and Fredenberger (2006) reason that
the number of female directors on the board is influenced by the size of the board.
ROA=β0+β1 GENDER+ β2 FDIR +β3 LASSET+β4 BSIZE +eit
Where:
ROA= Returns on Asset
B0= Intercept coefficient
β1 GENDER= Presence of female directors & percentage of female directors
β2 FDIR= Presence of foreign directors & Percentage of foreign directors
β3 LASSET= Log of asset
β4 SIZE= Board Size
eit= Gaussian white noise

Dependent Variable: ROA
Method: Least Squares
Date: 06/09/19 Time: 06:39
Sample: 1 14
Included observations: 14
Variable

Coefficient Std. Error

FEMALEDIRECTO
RS
11.37934
FOREIGN_DIREC
TORS
7.896800
BOARD_SIZE
0.311072
FIRMS_SIZE
0.740127
C
-6.540588
R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid

0.836038
0.763166
1.189874
12.74219

t-Statistic

Prob.

3.406177

3.340794

0.0006

1.804499
0.150400
0.626166
4.776746

4.376174
2.068294
1.181998
-1.369256

0.0008
0.0686
0.0075
0.2041

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
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6.857143
2.444999
3.458024
3.686259

Table
1: Log likelihood
Least Square F-statistic
Prob(F-statistic)

-19.20617
11.47269
0.000094

Hannan-Quinn criter. 3.436897
Durbin-Watson stat 2.486920

Result of Ordinary
Regression (OLS)

Source: Eview ninth edition
4.0
Discussion of Results
This study makes use of inferential ordinary least square regression as well as descriptive statistics. The
ordinary least square regression explains the effect of board diversity and the control variables on
performance. The graphical illustrations help explain and better understand the variables and summarize
the data set.
Table one below shows the results of the ordinary least square regression of board diversity on ROA
including the control variables (board size and firm size). Given a 5% error margin, the results indicate that
the presence of female directors as well as the percentage of female directors on the board has a positive
and significant relationship with performance as measured by ROA. Similar results are reported for foreign
directorship, with a positive and significant relationship of both presence of foreign directors as well as
percentage of foreign directors with firm performance.
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The results of this study are in tandem with the resource dependency theory which favors a diverse board,
considering the diverse wealth of resources the board members bring The results are also in agreement with
prior empirical studies (Ahmad & Hamzah,2014;Julizaema & Zulkanian,2012; Oba & Fodio, 2013;Turkur
and Bilkisu, 2012; and Taghizadeh & Saremi, 2013).
The results also show that the control variables board size and firm size also have a positive effect on
performance as proxied by ROA.
Graphical represenattion of percentage of female directors
33.30%

35.0%
30.0%

33.30%

28.5%
25%

Axis Title

25.0%

22%

20.0%
15.0%

25%
22.20%

16.6%

16.6%
13.30%

11%

10.0%

7%

5.0%
0%

0%

0.0%

Gender Diversity

Chart 1: Graphical representation of percentage of female directors on the board
Chart 1 above shows the graphical representation of the percentage of female directors on board of the
sample companies in the consumer goods sector of the NSE. From the illustration and analysis, it is shown
that 85.7% of the sample firms have female directors on their board. The graph shows that the board with
the highest female representation has 33.3% of female directors and the least had no female on their board.
On average, the board of the sample firms has 18% of female representation.

317

Chart 2: Graphical illustration of the presence and percentage of foreign directors on the board
Chart 2 shows the percentage of foreign directors on the sample board. About 71% of the sample firms have
at least one director on their board, with the highest representation been 88% and the lowest being 0% with
no foreign directors. The level of presence of foreign directors on the sample boards is greatly influenced
by the nature of ownership of the companies. For wholly owned local companies, the percentage and
presence of foreign directors is relatively low as compared to companies with majorly foreign ownership.

Board Size
16
14
12
10
8
6
4
2
0

Chart 3: Graphical illustration of board size
Chart 3 above shows the board size of the sample firms. From the chart above, the average board size is 9
board members with the highest been 15 and the lowest 4.
5.0

Conclusion
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The aim of this study was to empirically examine the impact of corporate board diversity on firm financial
performance as measure by ROA. To achieve our objective, data was obtained from the financial statements
of 14 companies listed on the consumer food sector of the Nigerian stock exchange from 2014-2018.
Hypotheses were postulated based on review of prior empirical studies and tested using ordinary least
square regression model. The results of the study indicate that there is a positive and significant relationship
between gender diversity, foreign directorship and firm performance proxied by ROA. The results also how
a positive relationship between our control variables; board size and firm size with performance.
5.1
Recommendations
Considering this positive and significant relationship that exist between corporate board gender diversity
and performance, it is recommended that Nigerian corporate governance codes should be more explicit in
with regards to board diversity especially setting a benchmark percentage of female directors and foreign
directors even for locally owned companies.

5.2
Suggestions for Further Studies
Subsequent studies should consider expanding the number of diversity variables to include stakeholder
representation on the board and also use more performance variable. It might also be necessary to consider
expanding the sample size, to cover all listed on the various sectors of the NSE.
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Abstract
This research was commissioned to examine the influence of capital market on economic growth in Nigeria
from 1985 to 2018. The ex-post facto research design was adopted in the investigation. The study utilized
multiple regression analyses in which the Cointegration test and Vector Error Correction Model were the
methods employed in the analysis. Time series data obtained from the Central Bank of Nigeria statistical
bulletin on gross domestic product, market capitalization, all-share index, and private domestic savings
were analyzed in the study. The results revealed that market capitalization had a positive and significant
effect on GDP, while all-share index had a negative and insignificant impact on GDP, which suggest that
capital market appeared to be bearish in Nigeria within the period under review. The results further
indicate that private domestic savings had a positive relationship with GDP even though such association
appeared inconsequential. On the above notes, the study recommended that government should as a matter
of fact; formulate appropriate economic policies that would ensure the stability share prices which
encourage nationals’ and foreigners’ participation in the capital market in the country. In so doing, market
capitalization will improve leading to improved growth in the domestic economy.
Keywords: Capital Market, Economic Growth, Cointegration Test, Vector Error Correction Model
1.0
INTRODUCTION
Sustainable economic growth is no doubt, one of the most significant macroeconomic objectives of every
nation. While economic growth has been recognized as the major target of national policy, capital
accumulation is conceived as a critical factor that stimulates the economic development process (Christain,
Nwezeaku & Akujuobi, 2015). Intuitively, it creates demands for particular kinds of financial arrangements
in which the financial system invariably responds to the demand. According to Levine and Zervos (1998),
financial intermediation is one of the major determinants of economic growth. Therefore, the capital market
is one aspect of the financial system, which contributes significantly to economic growth and development
of nations.
Thus, capital market is described as a highly organized and specialized aspect financial market by which
medium and long-term funds are raised. It is a channel through which savings are mobilized from surplus
savings units and made available to deficit savings units for investment purposes. Theoretically, capital
market is an essential factor for the growth and development of any economy. This is because; the market
has the ability to facilitate and mobilize savings necessary for investment growth, which in turn, improved
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economic growth of nations. The extent to which the capitals are accumulated and mobilized for investment
varies significantly among countries. However, it depended largely upon domestic savings, as well as
foreign capital inflows. To overcome economic downturn in an economy, governments of every country
often geared efforts towards effective savings mobilization. It is in the realization of this objective that
importance is often attached to capital market development as an institution necessary for the mobilization
and channelization of funds.
According to Osaze (2000) cited in Nosakhare and Samson (2015), any economy without a capital market
will often experience a lack of growth and development. It is so because; the market is a catalyst for longterm growth of capital formation and efficient allocation of resources for development, which invariably,
the economy benefits from. Bekaert and Harvey (1998), viewed the capital market as an engine of economic
growth of nations. Hence, the level of economic growth observed in the developed economies today is to a
large extent dependent on their efficient financial sectors in which domestic savings and foreign capital
inflows are mobilized for productive investments. An efficient stock market stimulates economic growth
through improved productivity. This implies that a positive correlation exists between the stock market and
economic growth in the economy (Nosakhare & Samson, 2015).
In Nigeria, the capital market is an essential component of the financial system. In the opinion of Anyanwu
(1999), the financial market is a complex mechanism that consists of institutions, instruments, and
procedures by which the users of savings and suppliers of savings are brought together to interact with each
other to effect business transactions. The emergence of the capital market in Nigeria is traceable to 1946
when N600,000 worth of government stocks were floated in the economy. During this period, there was an
absence of an organized market for the secondary trading of issue stocks. By 1959, when the Central Bank
of Nigeria (CBN) took off operations, a year after it was established in 1958, N4 million worth of federal
government development loan stock was floated with the objective of stimulating financial and economic
development in the economy. In 1986, the nation adopted World Bank-IMF supported Structural
Adjustment Programme (SAP) in which several economic policies were designed to achieve economic
reforms between the 1980s and 1990s (Kolapo & Adaramola, 2012). The main idea of the programme was
to incorporate economic policies that ensure the rapid and effective transformation of the Nigeria economy.
However, until the SAP was abandoned in 1994, the goals of the programme were not realized, due to
government’s inability to transform the economy.
According to Abina (2019), the Nigerian capital market has overtime been the market for mobilization and
intermediation of long-term funds. It is a market where shares, bonds, stocks, and other valuable
commodities are traded with the objective of raising capitals required to run business operations,
modernization, project expansion as well as business transformation by government and companies. The
market, in turn, decreases the rate of dependency of the economic agencies on banks for capital projects
and long-term financing. Otteh (2012), also conceived the importance of the capital market in ensuring
rapid economic growth. In his postulation, the capital market fosters diversification of economic base of an
economy, especially that of Nigeria, which is largely dependent on oil; and therefore, help economic agents
to price, pool and exchange risk that encourages savings and investments and creating wealth for the nation.
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Torbira and Joshua (2017) viewed capital market development as an essential factor for the growth of
private sector, and thus, causes an increase in the overall wealth of nations via wage rises, business
expansion, improved living standard of the people, as well as government revenue for infrastructural
development processes. It also affects the overall spending for the nation-building. According to the
classical economic growth theorists including Harrold (1948) and Solow (1956), economies tend to grow
faster as savings and labour-force rises alongside increases in aggregate income, which has been argued to
be a function of consumption, investment, and government expenditure. In that, Scholars, however, have
failed to reach a consensus on the driver of economic growth. Whereas some postulated that capital market
development causes economic growth in the economy, others believed that it is economic growth that
actually leads to capital market development.
In Nigerian economy, the investment sector lacks long-term capital necessary for improved investment in
the economy. This is blamed on the nature of the financial system in the country, in which the sector has
over time depended heavily on short-term financing such as loans from the money market to even finance
investment that is long-term in nature. This situation no doubt, violates the popular concept that all firms
need to raise an appropriate mix of short-term and long-term funds through the capital market to finance
capital investments (Atoyebi, Ishola, Kadiri, Adekunjo,& Ogundeji, 2013).
Overtime, the capital market in Nigeria has experienced increased participation from both the public and
private investors. It has also attracted the interest and the attention of foreign investors in the economy. As
a result, the overall equity listed in the economy rose from 194 in 1981 to 247 in 2016, whereas the market
capitalization rose from N5 billion to N16,185.5 billion in the same period. Similarly, the volume of shares
traded on the floor of the capital market in market value increased from N304.8 million in 1981 to N607,407
million in 2016. In the same way, the number of deals in the market rose from 10,199 units to 837,092 units
in the same periods (SEC, 2017 cited in Chukwuemeka, 2018). Meanwhile, since general consensus exist
among the economic theorists that capital market provides medium and long-term funds required to
accelerate economic growth, the expansion in the capital market activities in Nigeria is expected to translate
into economic growth of the nation. Unfortunately, the upward activities of the capital market have not
contributed significantly to the growth and development of the economy, as investments, productivity,
aggregate demand, and economic growth are still very low, while inflation and unemployment rates
remained very high in the country. This economic situation, no doubt, violates the tenet of the capital market
as a catalyst for long-term capital investment, as well as the economic growth in the economy. It is against
this background, that this research investigates the influence of the capital market on economic growth in
Nigeria.
2.0
REVIEW OF RELATED LITERATURE
2.1
Theoretical Review
Economic growth of any economy has been described as a long-term rise in the capacity of nations to
increase the production of goods and services to satisfy the demand of its teeming population. This capacity
of nations to produce more goods is no doubt stimulated by advancement in technology, ideological and
institutional arrangement it demands (Kuznets, 1971 cited in Popoola, Ejemeyovwi, Alege, Adu & Onabote,
2017). Accordingly, Ekundayo (2002) maintained that countries require much of foreign investment to
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achieve sustainable growth in their economies. This is made possible through efficient capital market
development. For instance, in the developing countries, Nigeria is inclusive, several economic policies and
programmes have overtime been enunciated to accelerate the growth of the Nigeria economy. Some of these
include privatization and commercialization of public enterprises, as well as the enterprise's promotion
decree, which were listed on the Nigerian stock exchange. Another government policy to this effect was the
Central Bank of Nigeria (CBN) bank recapitalization directives in 2004, in which commercial banks were
directed to recapitalize to a minimum of N25 billion. As a result, many banks accessed the capital market
in order to meet their financial needs.
Solow (1956) growth model identified factors of growth to include human capital and physical capital. The
model referred to as a dynamic economic model indicates how economies change and grow overtime by
raising the level of production per worker stimulated by rising in the advancement of technology, savings,
investments, as well as organizational improvements (Faris, 2017). In the Solow growth model, savings
was conceived as an important factor for economic growth and development of nations. Accordingly, the
model postulated that savings enter official flows via financial intermediaries and made available to
investors who possess ideas and who are capable of investing in new investments that would, in turn, raise
the level of output and economic growth in the economy. In the same vein, Beck (2006), opined that the
developed financial market accelerates economic growth through its ability to mobilize savings from
surplus units and made it available to investors for onward investment; allocates resources efficiently for
productive uses. The participants of the financial market monitor investment via corporate governance
mechanism; and ease the exchange of goods by providing payment services, as well as assists in risk
diversification. Nosakhare and Samson (2015) conceived that the capital market is not the only source of
funds in which companies use to finance their operations and growth. However, they observed that the
capital markets play an essential role in the medium and long-term investment financing of companies. As
a result, the companies grow to become bigger, more mature and complex organizations. With the presence
of capital markets, companies and industries have access to a wide range of financial securities such as
equities and fixed incomes, as these financial instruments play an important role in corporate financing.
2.1.1 Classical Theory of Economic Growth and Savings
The role of savings in stimulating economic growth and development of an economy has recently attracted
the attentions or interests of growth theorists, as new set of postulations, referred to as new economic growth
theory emerged. The early economic growth theories often referred to as classical economists led by Harrod
and Domar in 1939 and 1946, conceived savings as a critical factor for generating investment and that
interest rate was the price which equate the two variables (Reza, Michael & Mona, 2014). The classicalists
believe that increase in savings brings about rise in investment growth, which in turn, results to improved
economic growth in the economy. On the other hand, the Keynesians countered the idea of the classical
theorists that savers and investors belong to the same growth, and however, argued that they save or invest
for the reason of maximizing utility or income. The Keynesians believe that saving is a determinant of
national income, as investment is an indirect function of interest rates (Reza et al., 2014).
The classical economic growth theories on their part, assumed that economic growth is determined mainly
by the equilibrium state in the economy. The model indicated the limited role of government intervention
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in an economy, as it acknowledged the function of savings in determining investment growth. Thus, it also
shows that interest rates over time moves to equilibrium position and thereafter remained unchanged.
2.1.2 Neo-Classical Theory of Economic Growth and Savings
The deficiencies in the classical theories brought about the development of the neo-classical theory of
economic growth and savings as championed by Solow and Swan in 1950s, using a less limiting platform.
The Solow’s model focused on constant returns to production scale function with two inputs, capital and
labour, as well as substitution possibilities between inputs and diminishing marginal productivity (Reza et
al., 2014). The model revealed that growth occurs via capital accumulation and that stable rate of growth is
determined through the level of technological progress, conceived to an exogenous variable. It further
opined that even though changes in the growth of population and savings rate can changes the growth path,
but they have no significant effect on the long-run growth rate in the economy. Thus, increases in the rate
of savings lead to increase in the long-run growth path rather than, an increased in growth rate (Branson,
2008 cited in Reza et al., 2014).
The theory of neoclassical growth was developed in the earlier 1960s of the twentieth century, resulting
from intensive research in the field of growth-economics by Robert Solow and Trevor Swan who first
developed the model of long-run economic growth in 1956. It was one of the theories of economic growth,
which outlines how a steady economic growth results from a combination of three factors such as the growth
of capital stock, growth of labour force and technical process. The theory postulates that short-term
equilibrium occurs from changes in the volumes of labour and capital in the production function. It further
argued that change in technology has a significant effect on any economy; hence, economic growth is
possible in the presence of technological advancement. The theory, however, clarifies that short-term
equilibrium is different from long-term equilibrium, which does not need these factors in the pursuit of
economic growth.
It considers technology as an exogenous factor of growth and therefore, incorporated technology change
into the model. The theory assumes that the supply of goods and services depends on a production function
with constant returns to scale as well as the imperfect substitution existing among technology, capital, and
labour factors. Similarly, the model presumes that total output is produced in a Cobb-Douglas production
function. The elasticity of output measures the responsiveness of output produced in the economy to any
change in the level of capital or labour used in the production process. This theory also assumes that nations
will not move towards the same steady-state of per capita income regardless of the similar population
growth rate, savings and technological process (Solow, 1956).
2.1.3 Endogenous Theory of Economic Growth and Savings
The endogenous economic growth theory postulated that economic growth in an economy is endogenously
determined by growth factors such as investment, size of the capital stock and human capital. It therefore,
predicts that increase in the rate of savings results to increase in economic growth due to its positive effect
on capital accumulation and investment (Barro & Sala-i-Martin, 1995). The theory also posited that increase
in savings facilitates increases in national income and promote investment process (Romer, 2006). In this
theory, saving is treated as an endogenous variable, as shown by the optimization behavior of firms and
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households (Singh, 2010 cited in Reza et al., 2014). However, it conceived that growth in the capital stock
only promotes economic growth in the short-run but the influence is inconsequential in the long-run
(Romer, 2006).
2.2
Empirical Review
Popoola, Ejemeyovwi, Alege, Adu and Onabote (2017), examined the effect of stock market performance
on economic growth in Nigeria, using Ordinary Least Squares and Pairwise Granger causality test. The
estimation result revealed that stock market performance does not lead to economic growth; rather, it was
economic growth causes stock market performance in the economy.Emeh and Chigbu (2014),studied the
impact of capital market on economic growth in Nigeria for the period 1985-2012, using a multivariate
cointegration test and error correction model approach. The variables employed in the investigation include
gross domestic product, market capitalization, number of listed securities, value of transaction and new
issues. The results of the study indicated that market capitalization and value of transaction had a positive
and significant influence on economic growth in the economy.
Echekoba, Ezu and Egbunike (2013), investigated the effect of capital market on the growth of Nigeria’s
economy under the democratic rule, by employing multivariate regression methods.The results revealed
that total market capitalization and all-share index had a positive and insignificant impacts on the growth
rate of the Nigerian economy, while total value of stock had a negative and insignificant influence on
economic growth of the nation. Taiwo, Alaka and Afieroho (2016), evaluated the contribution of capital
market to the growth of Nigeria’s economy for the period from 1981 to 2014, through the applications of
unit root test, cointegration test, and vector error correction model. The variables used in the study were
real gross domestic product, stock market capitalization, labour force, savings accumulation, gross fixed
capital formation and total listed securities. The results indicated that all the variables were stationary at
first differencing. The results also revealed that stock market capitalization, labour force, total listed
securities, accumulated savings and gross fixed capital formation were significantly determinants of
economic growth in Nigeria.
Atoyebi, Ishola, Kadiri, Adekunjo and Ogundeji (2013), studied the impact of capital market on economic
growth in Nigeria for the period 1981-2010, using ordinary least square (OLS) approach, and vector auto
regression method to determine the long-run relationship among the variables. The results showed that
market capitalization and all-share index had a positive and insignificant impact on economic growth in
Nigeria. Chukwuemeka (2018), also investigated the influence of capital market on economic growth in
Nigeria for the period 1981-2016, using unit root test, cointegration test and error correction mechanism.
The variables utilized in the model were gross domestic product, market capitalization, number of deals,
volume of transaction, and total listed equity. The results of the unit root test indicate stationarity for all the
variables at first differencing. The results also indicate evidence of long-run relationship among the
variables of the study. The results of the error correction mechanism revealed that market capitalization
and number of deals had a positive and insignificant impact on economic growth, whereas the volume of
transaction and total listed equity had a negative and insignificant influence on economic growth in Nigeria.
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Christain, Nwezeaku and Akujuobi (2015), evaluated the impact of capital market development on
economic growth in Nigeria for the period from 1981 to 2012, using descriptive statistics and regression
analysis. The results indicated that capital market had positive and significant positive impact on economic
growth in the economy. It also revealed that market capitalization had significant impact on the growth of
Nigeria’s economy. Gerard and Jaya (2017), studied the effect of capital market development on economic
growth in Rwanda, through the applications of unit root test, cointegration test and error correction model.
The variables used in the research include gross domestic product, market capitalization, volume of
transaction, and volume of share traded. The study discovered that the independent variables had positive
contributions to economic growth in Nigeria. More so, Faris (2017), investigated the effect of capital market
on economic growth transition in South Africa for the period 2003-2012, using regression analysis. The
estimation results revealed that market capitalization had a significant and positive influence on economic
growth in the economy. Torbira and Joshua (2017), examined the impact of capital market on economic
growth of Mexico, Indonesia, Nigeria and Turkey for the period 2000-2012, through the composition of a
balanced panel dataset consisting capital market activity variables such as market capitalization ratio to
GDP, number of listed securities and value of transactions as ratios of GDP and gross fixed capital
formation. It also includes key economic growth indicators of change in GDP, and gross domestic savings
relative to GDP and gross fixed capital formation relative to GDP. The results revealed that number of listed
securities was the main component of the capital market, which had a negative and significant influence on
economic growth of Mexico, Indonesia, Nigeria and Turkey.
Furthermore, Abina (2019), examined the impact of capital market on the performance of Nigeria’s
economy for the period 1985-2017, using stationarity test, cointegration test, error correction model and
Granger causality test. The results indicated evidence of long-run relationship among the variables. It also
showed unidirectional relationship between the variables with causalities running from gross domestic
product to total market capitalization and to total value of new issues. The study concluded that capital
market has significant influence on economic growth in Nigeria for both the public and the private entities
for medium and long-term investments. Okpara (2010), researched on the effect of capital market
performance on the growth of Nigeria’s economy. The results showed evidence of long-run relationship
between the growth of the economy and capital market indicators. From the results, market capitalization,
new issues, value of shares traded and turnover ratio had a significant influence on gross domestic product
in the country. Ifeoluwa and Motilewa (2015), investigated the influence of stock market liquidity on
economic growth in Nigeria from 1980 to 2012. Using ordinary least square (OLS) approach, the research
discovered, surprisingly, that stock market liquidity was not a significant variable determining economic
growth in the economy.
3.0
METHODOLOGY
To empirically investigate the impact of capital market performance on the growth of Nigeria's economy
for the period from 1981 to 2018, capital market indicators such as market capitalization, and all-share
index were employed in the research. The methods of analysis employ in the study include Stationarity test,
Cointegration test and Vector Error Correction Model(VECM). The stationarity test would be applied to
determine the level of integration among the variables. On the other hand, the VECM model would be
utilized to estimate the long-run relationship and short-run interactions among the variables. The variables
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selected for the model include gross domestic product (GDP) proxied for economic growth, used as the
explained variable, while market capitalization (MCAP), All-Share Index (ASI), and private domestic
savings (PDS) are employed as the explanatory variables. Data for these variables are obtained from the
Central Bank of Nigeria (CBN) statistical bulletin, volume 29, 2018; and Securities and Exchange
Commission (SEC) reports, ranging from 1981 to 2018.
3.1
Model Specification
This study is anchored on the neoclassical theoretical growth model, which expresses growth as a function
of labour, capital and technology. That is,
Y = f(L, K, T)
1
The assertion that growth results from increased stocks of capital as means of production, is associated with
series of equations that indicate the relationship among labour growth, growth of capital stock, savings as
the determinant of investment and output growth (Faris, 2017). Thus, economic growth proxied by gross
domestic product is estimated as a function of capital accumulation, labour supply, contribution of the stock
market, and improved output growth brought about by domesticated new technological progress. These
were measured by market capitalization, all-share index and savings accumulation by the private sector.
Therefore, the primary model showing the relationship between capital market indicators and economic
growth is specified in functional form as:
GDPt = f(MCAP, ASI, PDS)
3
Where; GDP is the Gross Domestic Product, MCAP is the market capitalization, ASI is the Share Index,
and PDS is the private domestic savings.
In linear function, the model is illustrated as:
GDPt = ∅0 + ∅1 MCAPt + ∅2 ASIt + ∅3 PDSt + μt
4
Where; GDP is the dependent variable, whereas MCAP, ASI, and PDS are the explanatory variables; ∅0 is
the constant term, ∅is are the coefficients of the regression models and μt is the stochastic variable.
In logarithm function, it is specified as:
logGDPt = ∅0 + ∅1 logMCAPt + ∅2 logASIt + ∅3 logPDSt + μt

5

This equation represents the logarithm function of the relationship between market capital and economic
growth performance in Nigeria.
3.2
A Priori Expectation
Theoretically, the study expects that market capitalization, all-share index, and private domestic savings
would have significant positive relationships with the gross domestic product (GDP). The a priori
expectation trends of the behaviour of the explanatory variables in terms of their coefficients to be estimated
in the model are φ1>0, φ2>0, φ3>0.
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4.0
DISCUSSIONS OF THE RESULTS
This section of the study presents the results estimated from the econometric approaches used in the study;
and consequently, discusses the results in line with the goals of the investigation. The estimation results are
presented below.
4.1
Stationarity Test
The stationarity test is conducted mainly to determine the level of integration among the variables under
consideration, through the application of the Augmented Dickey-Fuller (ADF) unit root test. The results are
indicated in Table 1 below.
Table 1: ADF Unit Root Test
Trend and Intercept
Level

First Difference

Variables

ADF
5% CV
ADF
Statistic
Statistic
LGDP
-2.731460
-2.954021 -3.347090
LMCAP
-1.319018
-2.954021 -4.405111
LASI
-2.538262
-2.954021 -3.929204
LPDS
-1.075820
-2.954021 -4.276673
Sources: Researcher’s computation from E-view 9

5% CV

Remarks

Rank

-2.957110
-2.957110
-2.957110
-2.957110

Stationary
Stationary
Stationary
Stationary

I(1)
I(1)
I(1)
I(1)

Table 1 above, represents a stationarity test through the application of the Augmented Dickey-Fuller (ADF)
unit root test. The results showed that all the variables were non-stationary at levels; however, all the
variables became stationary after first differencing at 5% level of significance. These claims are evidenced
by the ADF statistics and p-values of the respective variables which indicate to be greater than the chosen
critical value of 0.05 levels. At level, the critical values are all greater than the ADF statistics, but at first
differencing, the ADF statistics are greater than the critical values. These results revealed that all the
variables possessed long-run properties. It, therefore, implies that their mean, variance and covariance are
constant overtime. Thus, the research concludes that all the variables are integrated of the same order one.
4.2
Cointegration Test
The test of cointegration between capital market indicators and economic growth in Nigeria become
necessary in this research, afterevidence of stationarity was established for all the variables at 5 percent
level of significance. The essence of this test is to discover whether or not there is long-run equilibrium
relationship among the variables under study. Thus, the estimation results of the cointegration test are
presented in tables2 and 3 below.
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Table 2: Unrestricted Cointegration Rank Test (Trace)
Hypothesized
Trace
0.05
No. of CE(s)
Eigenvalue Statistic
Critical Value
None *
0.741777
79.59593
47.85613
At most 1 *
0.539280
36.27010
29.79707
At most 2
0.198891
11.47122
15.49471
At most 3 *
0.127783
4.374952
3.841466
Sources: Researcher’s computation from E-view 9

Prob.**
0.0000
0.0078
0.1841
0.0365

Table 3: Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized
Max-Eigen 0.05
No. of CE(s)
Eigenvalue Statistic
Critical Value
None *
0.741777
43.32583
27.58434
At most 1 *
0.539280
24.79888
21.13162
At most 2
0.198891
7.096267
14.26460
At most 3 *
0.127783
4.374952
3.841466
Sources: Researcher’s computation from E-view 9

Prob.**
0.0002
0.0145
0.4778
0.0365

The estimation results in tables 2 and 3 indicate evidence of long-run equilibrium relationship among the
variables under consideration. This claim is supported by the trace statistics, max-eigen statistics and critical
values as estimated from the cointegration test. So that if there is any of the trace statistics, as would be
confirmed by the max-eigen statistic that is greater than 0.05 critical values, the study would conclude that
long-run relationship exists among the variables. From table 2, the trace statistics of 79.59593, 36.27010
and 4.374952 proved to be greater than the critical values of 47.85613, 29.79707 and 3.841466,
respectively. More so, the results revealed in table 3, that the max-eigen statistics of 43.32583, 24.79888
and 4.374952 are greater than their critical values of 27.58434, 21.13162 and 3.841466, respectively.
Hence, the study concludes that a long-run relationship exists between capital market indicators and
economic growth in the economy.
4.3
Vector Error Correction Model (VECM)
The VECM model is employed in this study after the evidence of cointegrating equations was established
through the application of the Johansen cointegration test to investigate the long-run relationship and shortrun interactions among the variables under review. The implication would be to help determine the
coefficient elasticity of the variables used in the study. The results of the VECM model are shown in table
4 below.
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Table 4: Vector Error Correction Model
Coefficient
Std. Error
ECT(1)
-0.063232
0.012734
LGDP(-1)
-0.008550
0.161324
LMCAP(-1)
0.229835
0.079677

t-Statistic
-4.965653
-0.052997
2.884589

LASI(-1)
-0.013799
0.061404
-0.224725
LPDS(-1)
0.147224
0.086665
1.698770
C
0.115700
0.030677
3.771559
R-squared
0.641300
Mean dependent var
Adjusted R-squared
0.572320
S.D. dependent var
F-statistic
9.296811
Durbin-Watson stat
Prob(F-statistic)
0.000036
Sources: Researcher’s computation from E-view 9

Prob.
0.0000
0.9581
0.0078
0.8239
0.1013
0.0008
0.201484
0.102969
2.331198

Table 4 above reveals the VECM estimation results between the capital market indicators and economic
growth in Nigeria. The results showed that at lag 1, market capitalization (LMCAP) has a positive and
significant influence on the gross domestic product (LGDP), whereas the all-share index (LASI) has a
negative and insignificant impact on LGDP, which suggest evidence of bearish capital market in Nigeria.
The results also indicated that private domestic savings (LPDS) at lag 1, has a positive effect on gross
domestic product, although the effect appears inconsequential. These claims are evidenced by the
coefficients and p-values of the variables estimated from the VECM model. From the results, the
coefficients of LMCAP, LASI and LPDS are 0.229835, -0.013799 and 0.147224, while the associated pvalues of the variables include 0.0078, 0.8239 and 0.1013, respectively.
These results are in accordance with the postulation of the neoclassical theory of growth, which was further
extended to include the links between financial and economic growth by Faris (2017). The theory indicated
that capital, labour, and technology are the key determinants of growth in any economy. The discovery of
this research is also in tandem with the findings of Emeh and Chigbu (2014); Taiwo, Alaka and Afieroho
(2016); Christain, Nwezeaku and Akujuobi (2015); Gerard and Jaya (2017); Faris (2017); Echekoba, Ezu
and Egbunike (2013);Atoyebi., Ishola, Kadiri, Adekunjo and Ogundeji (2013);Chukwuemeka (2018),
Abina (2019); and Okpara (2010) who investigated the impact of capital market on economic growth across
the globe, and found positive and significant impact of capital market on economic growth. However, the
results negate the findings of Torbira and Joshua (2017), and Ifeoluwa and Motilewa (2015) who also
examined the links between capital market and economic growth, and found a negative association between
the variables.
4.4
Diagnostic Tests
The validity of the regression underlying the VECM model was undertaken to check for serial correlation
and heteroscedasticity in the model. These diagnostic tests were utilized with the objective of determining
the stability of the parameters of the model as proposed by Pesaran and Pesaran (1997). The below table 5
revealed the results of the tests.
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Table 5: Diagnostic Tests
S/N Diagnostic test
Obs*R-squared Prob. Chi-square(2)
1.
Serial Correlation 3.528753
0.1713
LM Test
2.
Heteroskedasticity 0.032950
0.8560
Test: ARCH

Remarks
No evidence of serial
correlation in the model
No
evidence
of
heteroscedasticity in the
model

Sources: Researcher’s computation from E-view 9
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Figure 1: CUSUM Stability Test
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Figure 2: CUSUM of Square Stability Test
Recursive cumulative sum (CUSUM) of residuals and the CUSUM of square stability tests wereutilized to
determine whether there is stability in the parameters and constancy in the random variables of the
regression model (Pesaran & Pesaran, 1997). The CUSUM stability test examines if there weresystematic
changes in the parameters of the model, whereas the CUSUM of squares stability test investigates sudden
changes in the error terms. The study would accept the null hypothesis of stability in the parameters and
constancy of the error terms, if the green line falls within the critical bands (upper and lower lines). From
figures 1 and 2 above, the results indicate presence of stability in the parameters as the plots of the statistics
of CUSUM test and CUSUMSQ test fell within the critical bands at 5% level of significance.
4.5
Policy Implications of the Results
The study investigated the influence of capital market indicators on economic growth in Nigeria from 1985
to 2018, using the cointegration test and the VECM model. From the results, the study discovered that
market capitalization has a positive and significant effect on LGDP. Thus, it is estimated on the average
that 1% increase in market capitalization will lead LGDP to increase by 0.23%. The research also found
333

that all-share index has a negative and insignificant effect on LGDP in Nigeria. The study, therefore,
estimated that 1% rise in all-share index will result to 0.01% decrease in the level of gross domestic product
in the country. More so, the analysis showed that private domestic savings have a positive and insignificant
influence on economic growth. Hence, it was estimated on the average, that any economic policy that
increases private domestic savings by 1% will raise LGDP by 0.15% in the economy.
5.0
CONCLUSION AND RECOMMENDATIONS
The study examined the influence of capital market on economic growth in Nigeria from 1985 to 2018.
Cointegration test and Vector Error Correction Model were employed in the analysis. Time series data
obtained from the statistical bulletin of the Central Bank of Nigeria (CBN) on gross domestic product,
market capitalization, all-share index, and private domestic savings were analyzed in the research. The unit
root test conducted revealed that LGDP, LMCAP, LASI, and LPDS were non-stationary in levels; but at
first differencing, all the variables became stationary at 5% level of significance.
The results of the VECM model indicated that market capitalization has a positive and significant effect on
LGDP, whereas LASI has a negative and insignificant impact on LGDP, which suggest that capital market
appeared to be bearish in Nigeria within the period under review. The results also revealed that LPDS has
a positive and insignificant influence on LGDP in the economy. Thus, the study recommends that
government should, as a matter of fact, formulate appropriate economic policies that would ensure the
stability share prices which encourage nationals’ and foreigners’ participation in the capital market in the
country. In so doing, market capitalization will improve leading to improved growth in the domestic
economy, as 1% rise in the market capitalization will result to 0.57% improve in GDP.
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ABSTRACT
The study empirically examined the contributions of foreign aid on the growth of Nigeria economy. The
specific objectives were to; examine the contributions of project aid, programme aid, humanitarian aid on
the growth of Nigeria economy, using RGDP as a proxy of economic growth. Ex-post facto research design
and desk survey were adopted in this study. Secondary data were used and also obtained from the Central
Bank of Nigeria (CBN) Statistical Bulletin and international financial statistics (IFS). The study adopted
the augmented Dickey-Fuller (ADF) unit root test as a pre-test technique, Autoregressive Distribution lag
(ARDL) and Wald Test. Based on the results, it was revealed that there was a significant effect of project
aid on the growth of Nigeria economy, there was a significant effect of programme aid on the growth of
Nigeria economy and there was a significant effect of humanitarian aid on the growth of Nigeria economy.
The study recommended that government should judiciously utilize inflows and not to misuse or divert for
non-aided projects. Also, recommended that Nigerian government should put in place an appropriate policy
measures that would monitor the maximum and effective utilization of foreign aid. Finally, donor countries
should be aware of the political situations in recipient countries and work with international bodies to
ensure as much stability as possible.
1.0
INTRODUCTION
Background to the study
Foreign aid has been employed by developed nations and multinational organizations in supporting
economic growth and development efforts in developing countries.. Foreign aid refers to the flow of
assistance from high income countries to low income countries. Foreign aid plays a role as a supplement to
domestic sources of finance such as savings, hoping thereby to increase the amount of investment and
capital stock. According to Morrissey (2011), there are a number of mechanisms through which aid can
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contribute to economic growth, including: when aid increases investment, in physical and human capital ,
increases the capacity to import capital goods or technology and activities technology transfer that increases
the productivity of capital and promotes endogenous technical change. (Adofu, 2010). The Organization
for Economic Cooperation and Development (OECD) view Official development assistance as government
aid designed to promote the economic development and welfare of developing countries. This source of
external finance comes in the form of bilateral grants, loans, food aid, emergency relief, technical assistance,
direct financing for construction projects, as well as multilateral flows.
The fundamental contribution that foreign aid is expected to bring to the recipient country is economic
growth, which in turn can reduce poverty. Foreign aid brings a positive contribution to the economic
performance of recipient countries by supplementing domestic savings and export earnings through
investment and imports, respectively. According to Njeru (2003), foreign aid has a positive effect on
economic growth, through public expenditure if properly channelled to the productive sectors of the
economy. Odusanya (2011), view that in an economy where the demand of investment cannot be met
entirely by domestically generated savings neither through imports financed by the country’s own export
earnings, resources are transferred from abroad in the form of either loans, credits, grants, remittances. This
study intends to investigate foreign aid and its effect on the growth of Nigeria economy.
Statement of the problem
Over the years in Nigeria, there have been huge and significant inflows of foreign aid into the economy,
which has brought about gross dependency on foreign aid, which has not really reduced problems affecting
Nigeria. The dependence of Nigeria on foreign aid inflow has, in the long, diluted the quest of the economy
to develop its capacity. Although foreign aid plays an important role in enhancing growth and development,
it is ironic that after years of channeling resources to the developing countries, little development has taken
place. The aid meant for carrying out development programs and projects in various sectors is embezzled
by corrupt government officials whose role ought to be successful implementation of such programs or
projects. In addition, other aid recipient nations like Nigeria continue to suffer from chronic economic
hardship in addition to scoring very low in its human development ranking, despite huge amounts of aid
flow into the country each year.
Clearly, this is an obstacle to efforts aimed at developing the country through foreign aid. There is also the
problem of misappropriation and poor utilization of foreign aid. The aid meant for development is assumed
to be not judiciously utilized but rather it is misused and often times diverted for non-aided projects. The
agitation for continuous flow of foreign aid to the local economy is endless. Available empirical literature
in this area to the best of my knowledge has not established the desire effect on economic growth in Nigeria.
This is because there is no research endeavour that is entirely conclusive. This study seeks investigate the
effect of solicited aid in terms of project aid, program aid as well as humanitarian aid.
Objectives of the study
The general objective of the study is to examine foreign aid and its effect on the growth of Nigeria economy.
The specific objectives are:
 To examine the contribution of project aid on the growth of Nigeria economy
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To determine the contribution of programme aid on the growth of Nigeria economy
To investigate the contribution of humanitarian aid on the growth of Nigeria economy

Research questions
The following research questions are formulated:
 To what extent does project aid contribute to the growth of Nigeria economy?
 To what extent does programme aid affect the growth of Nigeria economy?
 Does humanitarian aid contribute to the growth of Nigeria economy?
Research hypotheses
In line with the specific objectives of this study, the following hypotheses are tested in null form:
Ho1: There is no significant effect of project aid on the growth of Nigeria economy
Ho2: There is no significant effect of programme aid on the growth of Nigeria economy.
Ho3: There is no significant effect of humanitarian aid on the growth of Nigeria economy.
Theoretical framework
This study is anchored on the following theories:
The Dependency Theory of Underdevelopment
The dependency theory was propounded by Frank, Sunkel, Furtardo, Santos, Emmanuel and Amin in 1976.
The theory states that certain factors are responsible for the underdevelopment of less developing countries
by developed countries. There is a plurality of dependency views and different analyses are offered to
explain underdevelopment as a result of the interplay between internal and external structures. This theory
states that dependency is a situation in which the economy of certain countries is conditioned by the
development and expansion of another economy. Further, it is a dependent relationship between two or
more economies which some countries (the dominant ones) can expand and be self-sustaining, while other
countries (the dependent ones) can do this only as a reflection of that expansion, which can have either a
positive or a negative effect on their immediate development. For them, the peripheral LDCs are heavily
dependent on the centre for foreign capital, and foreign capital leads to “external orientation” of LDCs by
exporting primary commodities, importing manufactures and making them dependent for industrialization
of their economies. This study is holistically anchored on dependency theory of underdevelopment and it
becomes very relevant since a country is conditioned by development and expansion through another
country.
Endogenous growth theory
Endogenous growth theory was propounded by Paul Romer in 1986. The theory states that investment in
human capital; innovation and knowledge are significant contributors to economic growth. More
specifically, the theory notes that the enhancement of a nation’s human capital will lead to economic growth
by means of the development of new forms of technology and efficient and effective means of production.
Endogenous growth economists believe that improvements in productivity can be tied directly to fasten
innovation and more investments in human capital. As such, the advocate for government and private sector
institutions to nurture innovation initiatives while offering incentives, for individuals and businesses to be
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more creative. Under this theory, knowledge-based industries play a particularly important role, especially
telecommunications and other high technological industries as they are becoming ever more influential in
developed and emerging economies.
2.0
LITERATURE REVIEW
Foreign aid or capital enters a country in the form of private capital. However, foreign aid is more important
for accelerating economic development than private foreign capital. The financial needs of less developing
countries are so great that private foreign investment can only partially solve the problem of financing. For
instance, private foreign investment has nothing to do with social expenditures in such spheres as education,
public health, medical programs, technical training, research and so forth. Such schemes though indirectly
contributing to economic efficiency and productivity of the economy in the long-run yield no direct returns,
and could, therefore be financed with the help of grants received from advanced countries and international
organizations.
Griffin & Enos (2010) believe aid causes a reduction in domestic savings, it stimulates savings so that each
dollar of inflow results in more than one dollar of investment, while in some other countries it discourage
savings as a dollar of aid inflow leads to much less than that of investment. It is often felt that opponents of
aid take the view that it is a form of wealth distribution, whereby poor people in rich countries send money
directly to rich people in poor countries. Burnside and Dollar (2000) and Easterly, Levine & Roodman
(2004) find that on its own aid has no effect on growth, although when it is interacted with a ‘sound’
monetary and fiscal policy environment there is a conditional effect. In addition, Njeru (2003) argued that
aid has serious, distorting consequences on the political life of recipient countries. Different types of aid
have different impacts on growth. Ouattara and Strobl (2003) categorize foreign aid into project aid,
program aid, technical assistance and food aid. The effectiveness of foreign aid is the subject of much debate
in development economics. Some economists argue that aid does not significantly increase economic
growth rates or improve human development indicators. Others, on the contrary, believe it does, especially
when the recipient country implements appropriate policies (Burnside and Dollar, 2000).
Foreign aid is the voluntary transfer of resources from one country to another country. This transfer includes
any flow of capital to developing countries. A developing country usually does not have a robust industrial
development index. Foreign aid can be in the form of a loan or a grant. It may be in either a soft or hard
loan. The distinction means that if repayment of the aid requires foreign currency, then it is a hard loan. If
it is in the home currency, then it is a soft loan. The World Bank lends in hard loans, while the loans of its
affiliates are soft loans. Foreign aid is one of the most significant sources of foreign exchange. (Driffield &
Jones, 2013)
Foreign aid is the international transfer of capital, goods or services from a country or international
organization for the benefit of the recipient country or its population. Aid can be economic, military or
emergency humanitarian. Foreign aid involves a transfer of financial resources or commodities (e.g. food
or military equipment) or technical advice and training. The resources can take the form of grants or
concessional credits (e.g. export credits). The most common type of foreign aid is official development
assistance (ODA) which is assistance given to promote development and to combat poverty. The primary
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source of ODA which for some countries represents only a small portion of their assistance, is bilateral
grants from one country to another, though some of the aid is in the form of loans, and sometimes the aid
is channeled through international organizations and Non-Governmental Organizations (NGOs). For
example, the International Monetary Fund (IMF), the World Bank and the United Nations Children’s Fund
(UNICEF) have provided significant amounts of aid to countries and to NGOs involved in assistance
activities. (Eregha, 2009).
Aid is also known as international aid, overseas aid, foreign aid or foreign assistance; it is from the
perspective of governments, a voluntary transfer of resources from one country to another. Aid may be
given by individuals, private organizations or governments. The most widely used measure of aid is official
development assistance. Foreign aid is money, materials and services given or loaned by governments,
organizations and individuals in rich countries to help people in poor countries. It is money that one country
voluntarily transfers to another, which can take the form of a gift, a grant or a loan. (Papanek, 1973).
Empirical review
Many studies were carried out in both developed and developing countries. Conchesta (2008) examined on
the impact of foreign aid on economic growth in Tanzania over the period 1990 to 2004. In his analysis;
foreign aid was disaggregated in terms of government development expenditures and recurrent
expenditures, other variables include net national savings, export growth and total debt service. The study
reveals that foreign aid and total debt service have a negative impact on GDP growth for the case of
Tanzania. On the other hand, while, export growth and net national savings have shown a positive impact
on GDP growth. The study recommended that country should have the capacity to invest. Fasanya and
Onakoya (2012) analyzed the impact of foreign aid on economic growth in Nigeria during the period of
1970-2010. Their findings showed that aid flows have a significant impact on economic growth in Nigeria,
population growth has no significant effect on aid flows. Therefore, governments should devise strategies
on how to manage these funds effectively and efficiently. Okon (2012) investigated on aid and human
development in Nigeria, employing two-stage least squares estimation to analyzing data from 1960 to 2010.
The result shows that there is a negative relationship between development aid and human development,
implying that aid tends to worsen human development in Nigeria. As such he recommended that the
Nigerian government should put in place an appropriate policy measures that would monitor the maximum
and effective utilization of foreign aid. Bakare (2011) examined the impact of foreign aid on economic
growth in Nigeria by employing the standard statistical method of vector Autoregressive Model (VAR) to
determine the sources of shock to growth in Nigeria and treated foreign aid as an endogenous variable. The
study found a negative relationship between foreign aid and output growth, which imply that foreign aid
tends to worsen output growth in Nigeria rather than improving it.
Bashir (2013) examined foreign assistance and foreign direct investment (FDI) on real growth in Nigeria
over the period 1980 to 2011. Using the Two-Gap model and various econometric techniques which include
Augmented Dickey Fuller (ADF) test, Granger causality test, Johansen co-integration test and Error
Correction Method (ECM), empirical results reveal that there is Granger no-causality between any pair of
the variables. Findings of the study also established a negative relationship between FDI and real growth as
ODA exacts no impact on real growth in the country. Feeny (2005) investigated the impact of foreign aid
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on economic growth in Papua New Guinea, using the Autoregressive Distributed Lag (ARDL) approach to
co-integration His finding gave evidence that aid and its various components have contributed to economic
growth in Papua New Guinea. Going further, there is some evidence that aid is more effective during periods
when the country has undertaken a World Bank Structural Adjustment Programme (SAP). Duc (2006)
carried out the impact of foreign aid on economic growth in developing countries over the period 19752000, with the use of panel data regression. He found evidence that foreign aid significantly and negatively
correlates with growth in developing countries. Tracy (2010) examined the impact of foreign aid on
investment and economic growth in Nigeria over the period 1970 to 2009 using multivariate co-integration
analysis. The empirical result from the investment equation shows that aid has a significant positive impact
on investment in the long run. On the other hand, volatility of aid by creating uncertainty in the flow of aid
has a negative influence on domestic capital formation activity.
Yohannes, Hudson and Horrell (2011) examined the impact of foreign aid on economic growth and the
Transmission mechanisms (i.e. investment, import and government consumption expenditure) of Ethiopia
using Johansson maximum likelihood approach over the period of 1970 to 2008. The co-integration test
result indicates the existence of long run relationship among the variables entered in all models. In the long
run, foreign aid has a positive and significant impact on growth through its significant contribution to
investment and import. However, the dynamic short run model points out that aid have a significant impact
on growth. In addition, in the short run, aid has significant impact on government consumption expenditure.
Summary of literature and the research gap
Having carried out a thorough examination on foreign aid and its effect on the growth of Nigeria
economy, we observed in the works of Conchesta (2008), Fasanya & Onakoya (2012), Bakare (2011),
Feeny (2005), Duc (2006) and Yohannes, Hudson & Honell(2001) that no attempt was made to disaggregate
foreign aid. This study however, distinguishes itself from existing studies by introducing project aid,
programme aid and humanitarian aid.as components of foreign aid.
3.0
METHODOLOGY
Secondary data was adopted for the study and the empirical models for this study is anchored on the
dependency theory of underdevelopment and endogenous growth theory. The functional form is stated as
follows;
RGDP = f (PRA, PROGA, HUA)
Where:
RGDP
=
Real Gross domestic product
PRA
=
Project Aid
PROGA
=
Program Aid
HUA
=
Humanitarian Aid
Therefore,
LogRGDP = a0+logb1PRA+logb2PROGA+logb3HUA + Ut
α1, α2, α3, >0
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Techniques of data analysis
This study employed the following techniques in order to analyze the relationship that existed between
foreign aid and Nigeria economy. They include unit root test, Autoregressive Distribution lag (ARDL). And
Wald Test. The unit root test is engaged in order to ascertain the stationarity or non-stationarity of the
variables under study. .This study employed the autoregressive distributed lag (ARDL) techniques to
analyze foreign aids and its effect on the growth of the Nigerian economy. In order to achieve this, the study
adopted the augmented Dickey-Fuller (ADF) unit root test as a pre-test technique.
4.0
DISCUSSION OF RESULTS
Data analysis
Table 1:
Augmented Dickey-Fuller (ADF) unit root test
Variables
At Level
At 1st Difference

Order of integration

RGDP
HUA

-4.2428
-0.9135

-5.3162

I(0)
I(1)

PRA

-2.4194

-4.774

I(1)

-4.9620

I(1)

-0.8889
PROGA
Source: E-views 10.0 statistical software

Augmented Dickey-Fuller (ADF) unit root test
Table 1 above shows regression for the purpose of clarifying the result for the ADF test class of unit root
test. It was found that only RGDP exhibited no unit root process at various critical levels mostly at five per
cent level of significance and was found to be stationary at levels. In other words, variables such as PRA,
PROGA and HUA were found to be non-stationary at their levels, at such, their null hypotheses of the
presence of unit root cannot be rejected. However, these variables (PRA, PROGA and HUA) became
stationary at their first differences, hence; their null hypotheses can be rejected.
ARDL F-bound testing approach
The F-test through the Wald test (bound test) is conducted to check how the joint significance of the
coefficients specified in the model is. The Wald test is performed by imposing restrictions on the estimated
long-run coefficients of foreign aid variables (PRA, PROGA, HUA) and the growth of the Nigerian
economy (RGDP). From Table 3, ARDL F-bound test tabulated lower and upper bound is selected based
on five per cent significance level. However, this study is based on the conventional five per cent
significance level, hence, the result in the Table 3 revealed that foreign aid variables (PRA, PROGA, HUA)
are jointly co-integrated with the dependent variable, RGDP, hence, long-run relationship exist. The
calculated F-statistic is 68.24 at five per cent significance level was found to be greater than corresponding
the ARDL lower (2.79) and upper (3.67) critical bound values. The value revealed that there is an evidence
of long-run co-integration between foreign aids variables (PRA, PROGA, HUA) and the growth of the
Nigerian economy (RGDP).
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Table 2:
ARDL F-bounds test
F-Bounds Test
Test Statistic

Value

F-statistic
K

68.24162
3

Actual Sample Size

24

Null Hypothesis: No levels relationship
Signif.
10%
5%
2.5%
1%
10%
5%
1%
10%
5%
1%

I(0)

I(1)

Asymptotic: n=1000
2.37
2.79
3.15
3.65
Finite Sample: n=35
2.618
3.164
4.428
Finite Sample: n=30
2.676
3.272
4.614

3.2
3.67
4.08
4.66
3.532
4.194
5.816
3.586
4.306
5.966

Source: E-views 10.0 statistical software
Table 3:
ARDL long run form
Dependent Variable: D(LRGDP)
Selected Model: ARDL(1, 4, 0, 2)
Variable

Coefficient

Std. Error

t-Statistic

Prob.

LPROGA

-8.023757

2.585014

-3.103951

0.0084

LPRA

-0.736596

0.189121

-3.894843

0.0018

LHUA

10.06070

2.941090

3.420738

0.0046

C
-31.38769
7.820635
-4.013445
EC = LRGDP - (-8.0238*LPROGA -0.7366*LPRA + 10.0607*LHUA -31.3877 )
Source: E-views 10.0 statistical software

0.0015

ARDL long run form estimates
Based on the ARDL bound test result, it is concluded that there is a long run relationship among the
variables in the model. Given that, there is a need to estimate the long run coefficients. The long run
coefficient measures the long run effect of the independent variables on the dependent variable. From the
ARDL long run form in Table 4,long run estimates showed that the independent variables (PRA, PROGA,
HUA) have a joint significant negative effect on the growth of the Nigerian economy in the long run. This
means that an increase in these variables will have a significant negative effect with changes in the growth
of the Nigerian economy in the long run. All things being equal, the growth of the Nigerian economy will
decrease by 31.38 per cent as a result of increase in foreign aids variables (PRA, PROGA, HUA) in the
long run, ceteris paribus. However, in the long run, PRA will have a significant negative effect on the
growth of the Nigerian economy all things being equal. The relationship between PROGA and the growth
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of the Nigerian economy was found to be negative but significant in the long run. Lastly, HUA had a
significant positive effect on the growth of the Nigerian economy in the long run.
Table 4: ARDL short run dynamics result
Dependent Variable: LRGDP
Selected Model: ARDL(1, 4, 0, 2)
Variable
Coefficient
LRGDP(-1)
0.852718
LPROGA
0.162993
LPROGA(-1)
-0.406799
LPROGA(-2)
-0.975552
LPROGA(-3)
-0.017031
LPROGA(-4)
0.054634
LPRA
-0.108487
LHUA
0.064673
LHUA(-1)
0.338760
LHUA(-2)
1.078326
C
-4.622840

Std. Error
0.035669
0.260129
0.248741
0.257729
0.033325
0.027294
0.046847
0.299214
0.249034
0.267329
1.335140

t-Statistic
23.90617
0.626585
-1.635429
-3.785186
-0.511053
2.001676
-2.315770
0.216143
1.360299
4.033711
-3.462437

R-squared
0.999283
Mean dependent var
Adjusted R-squared
0.998731
S.D. dependent var
S.E. of regression
0.046355
Akaike info criterion
Sum squared resid
0.027935
Schwarz criterion
Log likelihood
47.01679
Hannan-Quinn criter.
F-statistic
1810.652
Durbin-Watson stat
Prob(F-statistic)
0.000000
*Note: p-values and any subsequent tests do not account for model
selection.
Source: E-views 10.0 statistical software

Prob.*
0.0000
0.5418
0.1259
0.0023
0.6179
0.0666
0.0375
0.8322
0.1969
0.0014
0.0042
9.910285
1.301095
-3.001399
-2.461458
-2.858152
2.342882

ARDL short run estimates
The ARDL short-run estimates shown in Table 4 revealed that the value of the intercept which is -4.6228
revealed that the growth of the Nigerian economy will experience 4.6228per cent decrease when all other
variables are held constant. The analysis further revealed that the R2 (R-squared) which measures the overall
goodness of fit of the entire ARDL model. This is represented with the R2 value of 0.9992 (99.92 per cent),
approximately 99.9 per cent. This indicates that the independent variables (PRA, PROGA, HUA) accounted
for about 99.9 per cent variation in the independent variable (RGDP).
In the same vein, the high value of F-statistics (1810.652) showed that the overall model is statistically
significant. The overall significance of the ARDL short-run model implies the joint significance of all
explanatory variables in explaining the short-run changes in the growth of the Nigerian economy. Further
examination of the ARDL short-run estimates revealed that changes in the previous lagged period, two
previous lagged periods and the previous three lagged periods of PROGA had a negative effect on the
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growth of the Nigerian economy. The implication is that, a percentage increase in PROGA will decrease
the growth of the Nigerian economy accordingly in the short run all things being equal. On the other hand,
the current period of PROGA and the previous four lagged periods were found to have a positive impact on
the growth of the Nigerian economy in the short run.
The ARDL result further revealed that changes in the current period of PRA had a negative effect on the
growth of the Nigerian economy. The implication is that, a percentage increase in PRA will decrease the
growth of the Nigerian economy accordingly in the short run all things being equal.
Lastly, the analysis revealed that changes in current period, the previous lagged period and the previous two
lagged periods of HUA have appositive effect on the growth of the Nigerian economy in the short-run. The
implication is that, a percentage increase in PRA will increase the growth of the Nigerian economy in the
short-run, all things being equal.
ARDL error correction regression (ECT)
The ECT coefficient shows how quickly variables converge to equilibrium in the short run, and it should
have a statistically significant coefficient with a negative sign. The result for the variables shows that the
expected negative sign of error correction term (ECT) and was found to be highly significant. The highly
significant ECT further confirms the existence of a stable and significant long run relationship. This
confirms the existence of the long run significant relationship between foreign aids and the growth of the
Nigerian economy with their various lags. The coefficient of ECT (-0.1472) as shown in Table 6 revealed
that deviation away from the long run RGDP is deemed corrected by 14.72 per cent by the following year
all things being equal.
Table 5: ARDL error correction regression result
ECM Regression
Variable
Coefficient
Std. Error
0.162993
0.164361
D(LPROGA(-1)) D(LPROGA) 0.937949
0.146022

t-Statistic
0.991675

Prob.
0.3395

6.423334

0.0000

D(LPROGA(-2))

-0.037603

0.016975

-2.215222

0.0452

D(LPROGA(-3))
D(LHUA)

-0.054634
0.064673

0.015740
0.170539

-3.471115
0.379227

0.0041
0.7106

D(LHUA(-1))

-1.078326

0.147709

-7.300336

0.0000

CointEq(-1)*
-0.147282
Source: E-views 10.0 statistical software

0.006972

-21.12333

0.0000

Table 6: Summarized f-test from the ARDL Wald coefficient restriction test
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The f-test as summarized:

f-tab

Corresponding probability

Remarks

PROGA: C(2)+C(3)+C(4)+C(5)+C(6)=0 {10.17}

± 4.67

0.0071

Significant

PRA: C(7)=0 {5.36}

± 4.67

0.0375

Significant

HUA: C(8)+C(9)+C(10)=0 {11.43}

± 4.67

0.0049

Significant

Source: E-view 10.0 Econometric Software

Summary of findings
The major findings of the study include: There is a significant effect of project aid on the growth of Nigeria
economy, there is a significant effect of programme aid on the growth of Nigeria economy and there is a
significant effect of humanitarian aid on the growth of Nigeria economy.
5.0
CONCLUSION AND CONCLUSIONS
The study portrays foreign aid and its effect on the growth of Nigeria economy. It is revealed that there is
a significant effect of project aid on the growth of Nigeria economy, there is a significant effect of
programme aid on the growth of Nigeria economy and there is a significant effect of humanitarian aid on
the growth of Nigeria economy. Foreign aid has been employed by developed nations and multinational
organizations in supporting economic growth and development efforts in developing countries.. Foreign aid
brings a positive contribution to the economic performance of recipient countries by supplementing
domestic savings and export earnings through investment and imports, respectively. Foreign aid is the
voluntary transfer of resources from one country to another country and it can be in the form of a loan or a
grant and it is the international transfer of capital, goods or services from a country or international
organization for the benefit of the recipient country .Foreign aid or foreign assistance is from the perspective
of governments, a voluntary transfer of resources from one country to another and it may be given by
individuals, private organizations or governments.
In line with the findings, the following recommendations are proffered;
 Foreign aid is meant for developmental projects therefore, government should judiciously utilized
inflows and not to misuse or divert for non-aided projects.
 Nigerian government should put in place an appropriate policy measures that would monitor the
maximum and effective utilization of foreign aid.
 Donor countries should be aware of the political situations in recipient countries and work with
international bodies to ensure as much stability as possible.
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Abstract
This paper examines the influence of operating cash flow and assets tangibility on working capital
management of listed downstream oil and gas companies in Nigeria. Data were collected from the annual
reports and accounts of the selected eight (8) companies for the period 2005- 2018 (14 years). A panel data
methodology was used in order to study the behavior of each company over time and a linear regression
technique was employed for data analysis. After controlling for firm age and profitability, it was found that
both the operating cash flows and asset tangibility significantly influence working capital management of
the sampled firms. The study recommends that corporate financial managers of downstream oil and gas
companies in Nigeria should use these results as a control measure for a suitable level of working capital
because investment in fixed tangible assets is a most important constraint in effective working capital
management it too much amount of capital in it.
Keywords: Operating cash flow, asset tangibility, working capital, downstream oil and gas companies
1.0
INTRODUCTION
Shortage of funds for the working capital has led to frequent companies’ failure in Nigeria and other
countries, and in many cases, has slowed down their expansion. Lack of efficient and effective utilization
of working capital also leads to low rates of return on the capital employed or even leads to losses. In short,
working capital plays a key role in growing a business entity just as the role of a heart in human body. Its
effective provision can ensure the success of a business while its inefficient management can lead not only
to loss but also to the ultimate downfall of what otherwise might be considered as a promising concern. In
other words, efficiency of a business enterprise depends largely on its ability to manage its working capital.
Working capital is defined as the money needed for a company to maintain their routine operations. Sungip
(2018) defined working capital as sum of money through which a particular company runs their day-to-day
operations. This is one of the important facets of a firm’s overall financial management. The level of current
assets should be sufficient enough to cover its current liabilities with a reasonable margin of safety. In
determining the most important factors affecting working capital management in a firm, managers are
always looking for information regarding those factors so as to improve their internal operations in order to
achieve an effective working capital decision (Agyei, Oduro & Ansong, 2013).
The most important measure of working capital is the cash conversion cycle (Alexandra & Podjaman 2010).
Cash conversion cycle (CCC) is the period between the purchase of raw materials and the collection of the
proceeds from the sale of manufactured goods. The longer this duration is, the more investment in working
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capital is required. Longer cash conversion cycle might increase profitability through increased sales.
However, if the investment costs in working capital exceed the benefits of investment in assets or more
granting of business credit, the firm’s profitability may be reduced (Deloof, 2003).
Enterprises would be willing to increase their current working capital in the short term if they expected that
they would have more development opportunities and future cash flow (Kim, Mauer & Sherman, 1998).
The more operating cash flow the enterprises have, the higher their working capital management level.
Therefore, enterprises’ working capital and debt will remain at a low level (Tong, 2011).
One of the components of working capital management is the collection of the proceeds from the sale of
manufactured goods. In this regard, accounts receivable management can be effective in achieving this goal.
Increase in receivable accounts in a company will lead to an increase in working capital as well as an
increase in costs of receivable accounts management and maintenance. Generally, the collection period is
a criterion for the measurement of the required time for cash collection from customers’ sales. Inventory
turnover period is another component of working capital management. It indicates the length of time it takes
for goods to be sold. Low-frequency circulation means relatively high investment in inventory. Maintaining
goods more than the necessary level will result in financial resources detention in non-productive courses
(Deloof, 2003).
Another component of working capital management is the accounts payable turnover period. Delays in
payments to suppliers of goods and materials allow the company to choose the quality of their purchased
product. Also, this is a cheap and flexible source of financing for the company. On the other hand, if earlier
payment to suppliers will bring discount, the delay in payment to suppliers will involve expenses for the
company (Deloof, 2003).
In addition, the managers would be well prepared and ready for unpredicted situations that have unexpected
effect on working capital management, that is why many financial managers spend most of their efforts and
time on working capital management (Nobanee, Abdul & Aslhajjar, 2011). However, operating cash flow
and assets tangibility can affect working capital management of any organization when care is not taken,
which can jeopardize the decision regarding effective working capital.
Operating cash flow of a firm refers to the amount of cash a firm generates from the revenues it brings in,
excluding costs associated with long-term investment on capital items or investment in securities. The
International Financial Reporting Standards (IFRS) defines operating cash flow as cash generated from
operations less taxation, interest paid for the period, investment income received and dividends paid. To
calculate cash generated from operations, one must calculate cash generated from customers and cash paid
to suppliers.
Jensen (1986) developed a theory of free cash flow in an agency context. The theory focused on the
availability of free cash flow and the agency costs associated with this availability. This theory associated
agency costs with free cash flow: if a company has free cash flow, this cash flow may be wasted and, hence,
is under-utilized resulting in an agency cost. There has been research and debate as to whether there are
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truly costs to free cash flow, yet his theory did shift focus away from earnings and towards the concept of
free cash flow which it tend to affect working capital management.
In regards to tangibility, company with large amount of tangibility assets tends to be in better position to
manage their working capital effectively. On the other hand, from the point of view of asymmetric
information and agency problems, companies with more intangible assets will have higher asymmetric
information and agency problems due to difficulty in valuation of intangible assets. So it is likely that these
companies will have higher working capital investment (Banos-Caballero, Garcı´a-Teruel & Martı´nezSolano, 2010a).
Majority of the studies that have sought to evaluate the impact of operating cash flow and assets tangibility
on working capital management had generated mixed results with many revealing significant impact (Chiou
& Cheng 2006; Moussawi, Laplante, Kieschnick & Baranchuk 2006; Appuhami 2008; Baños-Caballero,
Garcı´a-Teruel & Martı´nez-Solano 2010a; Gill 2011; Abbadi & Abbadi 2012; Manoori & Muhammad
2012; Marobhe 2015; Zariyawati, Annuar & Pui-San 2016; Elbadry 2018 and Ahmed & Siddiqui 2019).
The downstream oil and gas sector is however neglected by these studies. This study wants to fill this gap.
The remaining part of the paper is organized as follows: Section two reviews literature where two
hypotheses were developed. Section three is about research methodology, while section four presents the
result of data analysis and discussions and, finally, section five presents the conclusion and
recommendations.
2.0
LITERATURE REVIEW
Operating Cash Flow and Working Capital Management
This represents the company's ability to generate cash and working capital management policy. Excess
operating cash flow is achieved through an effective working capital management and shorter period of
cash conversion (Nilsson, 2010). Operating cash flow represents the organization’s ability to generate cash
in day to day running of the business and working capital management policy. Excess operating cash flow
is achieved through an effective working capital management and shorter period of cash conversion
(Nilsson, 2010).
The studies of Chiou and Cheng (2006) and Manoori and Muhammad (2012) found that operating cash has
a negative and significant impact on working capital management. Chiou and Cheng (2006) argue that two
types of relationships exist between operating cash flow and investment in working capital. Investment in
working capital will be positively affected by fluctuations in operating cash flow due to the increase in cash
holdings and short-term investments.
Thus, it can be said that companies with larger operating cash flows tend to have more working capital due
to the fact that these firms possess more internal sources to finance working capital and hence increasing
current asset levels (Fazzari & Petersen, 1993). High operating cash flows allow a company to pursue a
conservative operating working capital strategy but negative operating cash flow firms will need to finance
their working capital requirement through other sources (Hill, Kelly & Highfield, 2010).
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In this context the result of Hill, Kelly and Highfield (2010) showed that the working capital ratio is
positively related to operating cash flow. Baños-Caballero, Garcı´a-Teruel and Martı´nez-Solano (2010a)
cite the findings of Fazzari and Petersen (1993), which suggest that firms with higher cash flows have
greater capacity to generate internal cash flows and so would have higher levels of current assets probably
due to the lower costs of funds invested in the working capital management. Gill (2011), determines the
factors that affect working capital requirements in Canada. It shows that operating cash flow, profitability
and firm size affect working capital requirements in Canada.
Furthermore, Abbadi and Abbadi (2012) focus on the variables that determine working capital in Palestinian
industrial firms and results show that operating cash flow and return on assets are among variables that
significantly determined the level of working capital requirements. This is further supported by Mohamad
and Elias (2013).
Mansoori and Muhammad (2012) assess the important factors that influence working capital management
of the companies traded at stock exchange in Singapore. The result shows that operating cash flow has
negative and significant impact on working capital management. Similarly, Zariyawati, Annuar and PuiSan (2016) examined working capital management determinants of small and large firms in Malaysia, the
result of random effects model showed that firm operating cash flow significantly affects working capital
management. This same conclusion was arrived at by Marobhe (2015) and Vijayalashmi and Bansal (2016).
In order to find out if the managers can determine the working capital, Frankel (2005) findings showed that
managers respond to working capital performance incentives. Thus, the managers’ so concern on the level
of working capital, because compensation committees and investors emphasize are on the minimization of
non-cash working capital. It provided evidence that managers are striving to improve operating cash flow.
On the other hand, higher operating cash flows result in leniency in terms of pay operation related liabilities
and accelerated collection of accounts receivables, thus resulting in lower working capital requirements
(Chiou & Cheng, 2006). This result is supported by Appuhami (2008) who finds that companies tend to
reduce investment in working capital with an increase in operating cash flow. In conclusion, companies
with high operating cash flow have more efficient working capital management.
Alexandra and Podjaman (2010) also find a significant negative relation between the operating cash flow
and cash conversion cycle consistent with Moss and Stein (1993) and Lotfinia, Mousavi and Jari (2012),
who supported Jeng-Ren, Lic and Han-Wen (2006); Nilsson (2010); and Chiou and Cheng (2006) who
found that operating cash flow variable as one of firm characteristics has a negative impact on working
capital management. Mansoori and Muhammad (2012) and Elbadry (2018) found that operating cash flow
is negatively correlated with working capital management.
Appuhami (2008) concluded that firms’ operating cash flow has insignificant impact on working capital
management. This suggests that companies tend to manage working capital efficiently, since that result in
an increase in operating cash flows. On the other hand, when companies have growth opportunities
associated with cash flows and capital expenditure, they tend to manage working capital efficiently in order
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to increase operating cash flow. However the question is “does operating cash flow determine the working
capital management?” It is hypothesize thus:
H01: Operating cash flow has no significant influence on the working capital management of listed
downstream Oil and Gas companies in Nigeria.
Asset Tangibility and Working Capital Management
Company with more tangible assets is likely to hold fewer liquid assets. However, tangible assets can be
used as collateral whenever company is seeking for funds through external sources. These assets can be
sold for cash and this signifies a negative correlation between assets tangibility and level of cash holdings.
Based on the literature, assets tangibility is one of important determinants of working capital management.
Different studies from different countries and different levels of analysis find a negative and significant
relation between assets tangibility and working capital (Baños-Caballero Garcı´a-Teruel & Martı´nezSolano 2010a; and Moussawi, Laplante, Kieschnick & Baranchuk, 2006).
Moussawi, Laplante, Kieschnick and Baranchuk (2006) argue that inventory and receivable problems of an
automobile parts manufacturer, for example, are most probably going to be different from others because
of the tangibility of their assets. Banos-Caballero, Garcı´a-Teruel and Martı´nez-Solano (2010a) point out
two different points of view in regards to relationship between asset tangibility and working capital
investment. First, a negative relationship is expected because the investment in fixed assets competes with
the investment in working capital for the limited funds available. On the other hand, from the point of view
of asymmetric information and agency problems, firms with more intangible assets will have higher
asymmetric information and agency problems due to difficulty in valuation of intangible assets. So it is
likely that these firms will have higher working capital investment (Banos-Caballero, Garcı´a-Teruel and
Martı´nez-Solano, 2010a).
Wasiuzzaman and Arumugam (2013) examine determinants of the level of investment in net operating
working capital by firms in Malaysia and found assets tangibility significantly influences working capital
management. This indicates that in times of economic expansion, younger and smaller firms with fewer
tangible assets are likely to have the highest investments in operating working capital.
Uyar and Kuzey (2014) investigate determinants of corporate cash holdings in the emerging market of
Turkey. The result shows that assets tangibility has a negative association with cash holdings. Elbadry
(2018) examined the determinants of working capital management in the Egyptian SMEs. The results reflect
that assets tangibility has a negative and significant impact on working capital measured by cash conversion
cycle.
Ahmed and Siddiqui (2019) examine the impact of firm’s specific factors on working capital management
of automobile sector in Pakistan. Results show that asset tangibility has a negative significant impact on
firm’s working capital management. The arguments by Banos-Caballero, Garcı´a-Teruel and Martı´nezSolano (2010a) mean that the effect of assets tangibility on working capital investment is not clear. Hence,
it is hypothesized thus:
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H02: Asset tangibility has no significant influence on the working capital management of listed downstream
Oil and Gas companies in Nigeria.
3.0
METHODOLOGY
The population of the study consists of all the twelve (12) listed downstream oil and gas companies on the
floor of Nigeria Stock Exchange (NSE) as at 31st December, 2018. Based on criteria that: company must
have been quoted and remain on the floor of NSE for period covered by the study. A total of eighty
companies namely; 11 Plc., Conoil Plc, Eterna Plc., Forte Oil Plc., Japaul Oil and Maritime Services Plc.,
Mrs Oil Nigeria Plc., Oando Plc and Total Nigeria Plc are the sample size. Anino International Plc and
Capital oil Plc were delisted in 2008 and 2012 respectively, while Rak Unity Petroleum Company Plc and
Seplat Petroleum Development Company were only quoted in 2009 and 2014 respectively, and so, were
filtered out.
Model Specification
Multiple regression was used to test the two hypotheses. The panel model was used as in Appuhami (2008),
Iftikhar (2013), Zariyawati, Annuar and Pui-San (2016), Elbadry (2018), Ahmed and Siddiqui (2019) and
Olanisebe (2018) with some modifications.
CCC = f(OPC, ATANG, CAGE, PROF) …………………………....………………………. (i)
This is mathematically expressed thus:
CCC = α0 + β1(OPC)it + β2(ATANG)it + β3(CAGE)it + β4(PROF)it + ԑit ……..………………. (ii)
Where: CCC = Cash Conversion Cycle, OPC = Operating Cash Flow, ATANG = Assets Tangibility, CAGE
= Company Age, PROF = Profitability, α0: Constant or intercept term, β1……… β4: represents the
parameter estimates of the independent variables while ԑit represents error term.
The Dependent Variable
This study measured working capital management using the concept of cash cycle, also known as cash
conversion cycle (CCC) measured as the number of days of inventory plus number of days of accounts
receivable minus number of days of accounts payable as used by Kamel (2015), Ali and Shah (2017),
Ahmed and Siddiqui (2019), Jebran, Iqbal, Bhat, Khan and Hayat (2019) and Olanisebe, Dandago, Ado and
Hussaini (2019).
The Independent Variables
Operating Cash Flow: Is measured as the earnings before interest and taxes plus depreciation and
amortization minus interest expenses, tax and common dividends divided by total assets as used by Chiou
and Cheng (2006); Banos-Caballero, Garcı´a-Teruel and Martı´nez-Solano (2010a); Hill, Kelly and
Highfield (2010), Ahmed and Siddiqui (2019) and Jebran, et al., (2019).
Assets Tangibility: Is measured as the ratio of company’s tangible fixed assets to the value of its total
assets as measured by Banos-Caballero, Garcı´a-Teruel and Martı´nez-Solano (2010a) and Wasiuzzaman
and Arumugam (2013), Uyar and Kuzey (2014), Ahmed and Siddiqui (2019) and Jebran, et al., (2019).
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Control Variables
Company Age: Is measured as the age of the company since the date of its incorporation as used by Iftikhar
(2013), Zariyawati, Annuar and Pui-san (2016) and Olanisebe, Dandago, Ado and Hussaini (2019).
Profitability (ROA): Is measured as earnings before interest and tax divided by company total assets as
used by Wasiuzzaman and Arumugam (2013), Azeem and Marsap (2015), Onaolapo and Kajola (2015),
Ahmed and Siddiqui (2019) and Olanisebe, Dandago, Ado and Hussaini (2019).
4.0
DISCUSSION OF THE RESULTS
Based on the data collected for the study, the results are presented below. Table 1 presents the summary of
descriptive statistics, Table 2 the correlation matrix, and Table three the regression results.
Descriptive Statistics
The descriptive statistics showing the mean, standard deviation, minimum and maximum values are
presented in Table 1 below:
Table 1:
Descriptive Statistics
Variables
OBS
Mean
Std. Deviation
Minimum
Maximum
112
13.3107
5.2456
-2.4435
22.5408
CCC (Days)
112
0.8759
0.7523
-0.5792
0.6648
OCF (%)
112
0.2923
0.1854
0.3686
0.7230
ATANG (%)
112
42.6
14.8736
11
67
CAGE (Years)
112
0.0600
0.2242
-0.6406
0.2805
PROF (%)
Source: Extracted from STATA 14.00 Version
From the table, the mean value of cash conversion cycle is 13.3107 days. This indicates that it takes
companies under study an average of 13 days for the capital that is tied up in working capital to convert
into cash. The minimum number of days it takes for the capital in cash conversion cycle to convert into
cash is -2 days and the maximum number of days is 22.5408. The negative cash conversion cycle basically
means that some of downstream oil and gas companies are getting paid by their customers long before they
pay their suppliers at a particular period. Operating cash flow has a minimum and maximum value of 0.5792 (58%) and 0.6648 (66%) respectively, a mean of 0.8759 (88%) and standard deviation of 0.7523
(75%) respectively. This implies that a large portion of companies’ cash was from operating activities.
Assets tangibility has a mean value of 0.2923, implying that the average the level tangibility in assets by
sampled companies is 29% with a minimum of 0.3686 (37%) and maximum increase of 0.7230 (72%)
respectively.
Correlation Matrix
The correlation matrix shows the relationship between explanatory variables and dependent which are
presented in Table 2 below:
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Table 2:
Correlation Matrix
Variables
CCC
OCF
ATANG
1.0000
CCC
0.2922
1.0000
OCF
-0.0274
-0.0783
1.0000
ATANG
0.0106
0.0781
-0.3461
CAGE
0.6656
0.5836
-0.1496
ROA
Source: Extracted from STATA 14.00 Version

CAGE

1.0000
0.2818

ROA

VIF

1.0000

2.75
1.14
1.28
2.97

From table 2, besides the various relationships between variables, the table also shows an absence of multicollinearity as the VIF values range from 1.14 to 2.97 which is below 10 and the mean value of VIF is 2.03.
The next sub-heading presents the regression results.
Regression Result
Regression analysis was conducted to empirically determine whether operating cash flow and tangibility
have significant influence on working capital management of listed downstream oil and gas companies in
Nigeria. To see if the panel data method was useful for the model estimation, Shapiro-Wilk W-test for
normal data was conducted and the results of the tests therefore suggest that the data did not differ
significantly from a normal distribution, and to identify the more efficient estimation method (fixed effects
or random effects), Hausman test was employed for the justification. The result of random effects was
accepted based on Hausman test result because the result is above 5% level of significance. Furthermore,
the result of Breusch and Pagan Lagrangian Multiplier Test for Random Effects also above 5% indicates
that Ordinary Least Square (OLS) supersede the result of random effects. Therefore, table 3 below presents
the result of Ordinary Least Square (OLS).
Table 3:

Regression Results
Ordinary Least Square (OLS)
t-statistics
Variables
Coef.
0.2337
17.22 (0.000)
OCF
0.3051
2.47 (0.013)
ATANG
0.4537
4.18 (0.000)
CAGE
-0.2916
-2.08 (0.040)
ROA
0.2258
1.68 (0.015)
Constant
0.0000
Pro>F
0.6814
R-Squared
0.5682
Adj R-Squared
2.03
Mean VIF
0.3304
Heteroskedasticity
Hausman Test (Prob>Chi2)
0.1306
Breusch and Pagan Lagrangian Multiplier Test for Random Effects 1.0000
Source: Extracted from STATA 14.00 Version
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The results in Table 3 reveal a positive and significant influence of OCF on working capital management
as proxied by the CCC. That means, the higher the operating cash flow, the lower the days the capital that
tied up in working capital to convert into cash. This is in line with the results of Hill, Kelly and Highfield
(2010), Nilsson (2010), Abbadi and Abbadi (2012), Mohamad and Elias (2013), Marobhe (2015) and
Zariyawati, Annuar and Pui-San (2016), but contrary to the studies of Appuhami (2008), Mansoori and
Muhammad (2012), Elbadry (2018) and Ahmed and Siddiqui (2019) who found that operating cash flow
has a positive but insignificant effect on working capital management. Consequently, the result provides
the evidence for rejecting the null hypothesis 1 of the study.
Furthermore, the results reveal that ATANG has a positive and significant effect on CCC. This means, the
higher the assets tangibility, the lower the days the capital tied up in working capital is converted into cash.
Therefore, it can be concluded that company with more physical tangible assets require less amount of
working capital.
This is consistent with findings of Moussawi, Laplante, Kieschnick and Baranchuk (2006), BañosCaballero, Garcı´a-Teruel and Martı´nez-Solano (2010a), Wasiuzzaman and Arumugam (2013), Elbadry
(2018) and Ahmed and Siddiqui (2019). Therefore, the result provides the evidence for rejecting the null
hypothesis 2 of the study.
In the same vein, Table 3 shows F-value of 0.0000 which is significant at 1% indicating the fitness of the
model. Also, the value of R-Squared is 0.6814 indicating that the explanatory variables in the model
explained about 68% variation in the dependent variable that is CCC, while the remaining 32% of the
variation in working capital management is attributed to other variables not addressed by the model.
5.0
CONCLUSION AND RECOMMENDATIONS
This study examines the influence of operating cash flow and assets tangibility on working capital
management of listed downstream oil and gas companies in Nigeria over fourteen (14) years period (20052018). The results showed a positive and significant influence of operating cash flow and tangibility on
working capital management. It is therefore recommended that corporate financial managers of downstream
oil and gas companies in Nigeria should use these results as a control measure for a suitable level of working
capital. Also, operating cash flow and assets tangibility variables should be taken into cognizance whenever
they want to develop and achieve optimum working capital level for their organizations.
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ABSTRACT
This study was carried out to determine the appropriateness of the capital investment decisions of Cross
River State government of Nigeria for the chosen investment appraisal techniques. Use of investment
appraisal techniques (independent variable was measured by the perceptions of heads of finance, budget,
planning and research and statistics units of 20 selected MDAs on the choice of investment appraisal
techniques while capital investment decisions (dependent variable) was measured by investment appraisal
related factors that disclose the perceived appropriateness of the capital investment decisions. A field
survey from June to August, 2019 was conducted and self-administered questionnaire was used to collect
primary data from 20 selected MDAs in Cross River State of Nigeria. The study revealed that investment
appraisal methods are selected without taking cognizance of the capital projects that are suitable for them
and based on these findings, the study recommended among others that the nature of capital projects should
be used in determining the appropriateness of investment appraisal methods.
1.0
INTRODUCTION
Background to the study
In recent years, governments all over the world have shown strong interests in investment appraisal
techniques which have a lot to do with the selection, implementation and management of their public
investments and assets. These interests according to Miller and Mustapha (2016) have arisen because the
ever increasing debates especially in Latin American countries, on fiscal policy are focused on the role
which public investment plays in promoting economic growth. It has also been globally acknowledged that
fiscal space can be created and used to promote public investments while low interest rates and poor state
of the global economy have made IMF to suggest that the time has come for an infrastructural push (Rajaram
et al, and IMF, 2014 as cited in Miller and Mustapha, 2016). Globally, public investments in the past, have
lost substantial sums of money as one dollar spent on it is not the same as a dollar’s worth of improvement
in infrastructure especially in low-income and poorest countries where investment needs are greatest
(Pritchett, 2000 and IMF, 2015 as cited in Miller and Mustapha, 2016).
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Closer home, these issues are disturbing. Nigeria, a low-income country with a history of abandoned federal
projects in almost all the 36 states of the country. For the past seven years, over 1600 rural electrification
projects have been criminally abandoned in Nigeria (Nigerian Rural Electrification Agency, 2017).
Uncompleted and abandoned capital projects have resulted in large infrastructural gaps and this has
unfortunately put Nigeria at the 123rd position in the 2016 global Infrastructural Table where Switzerland
occupied the number one position (Punch, March 18, 2017). Numerous public investment programmes that
have been implemented especially in the rural areas, have failed to achieve their goals and objectives (Coker
and Obo, 2012). In different parts of Cross River State where this study was carried out, several public
investment programmes belonging to the state and federal governments, worth billions of naira have been
criminally abandoned (Adams, 2018). This situation is worrisome and Odidi (2019) lamented that the
industrial revolution initiated by Governor Ben Ayade shows that Cross River State can be rapidly
developed if its public investment programmes are managed efficiently and effectively.
Despite the fact that a lot of studies have been conducted on capital budgeting and investment decisions in
the public sector, these researchers have not come across any study in Cross River State, Nigeria that has
specifically investigated the conformity of capital investment decisions with investment appraisal
techniques. This is the gap which the current research will attempt to fill.
Predicated on this, the researchers formulated the following hypothesis in its null form as follows:
H0:
There is no significant relationship between use of investment appraisal techniques and capital
investment decisions. The rest of paper is set out as follows: Section one introduces the background and
formulated hypothesis under investigation. Section two presents the conceptual and theoretical frameworks
on which the work is based and their related empirical reviews. Section three contains research design and
methodology. Section four presents test of hypothesis and discussion of findings while section five shows
the findings, conclusion and recommendations.
Statement of problem
The Cross River State Government, desires to effectively select, implement and manage its public
investments and assets using the appropriate investment appraisal techniques. In order to promote economic
growth in Cross River State, government’s cardinal objective is to ensure that every 1 Naira spent on public
investments is the same as 1 Naira’s worth of improvement in infrastructures.
Unfortunately the superhighway project originally budgeted at N800 billion and later revised to N200
billion arbitrarily, has since 2015 appeared like a task that can never be accomplished. The project according
to Aliyu (2019) has violated many rules and laws of the federation of Nigeria. Aliyu further reported that it
would cover a distance of about 275 kilometres and over 25 kilometres in width and would affect more than
600,000 people in 185 communities. The superhighway project has consequently attracted protests,
petitions with more than 200,000 signatures and a stop-work order from the federal government of Nigeria
(Braide, 2017). The ‘Spaghetti’ Flyover project originally budgeted at N100 billion and later revised to N18
billion and the deep sea port project etc. have also been unduly delayed.
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The foregoing negative scenarios suggest that public investments or capital investment decisions (capital
projects) were not appraised by the appropriate investment appraisal methods. For instance, the
superhighway project suffered setbacks because non-financial factors like current legislations, industry
standards and good practice, environmental impact assessment and future threats were not considered
during the appraisal stage of the project. It is even more doubtful whether or not the appropriate investment
appraisal techniques were used in evaluating those projects that have failed in Cross River State.
The objective of this study is therefore, to determine the extent to which the capital investment decisions of
Cross River State government conform to the chosen investment appraisal techniques. This study will
evaluate whether capital projects in Cross River State are indiscriminately abandoned because the
appropriate investment appraisal techniques are not used to select such projects. To what extent are the
chosen investment appraisal techniques suitable for the capital investment decisions taken by Cross River
State Government?
Operational Definition of Study Variables
Use of Investment Appraisal Techniques: This independent variable is operationally defined as the
composite response scores or weights attached to each respondent’s perception about the use of investment
appraisal techniques.
Capital Investment Decision: In this study, the results of an investment appraisal can be represented by a
choice between alternative capital investment projects. This is therefore, operationally defined as pieces of
evidence or procedures which indicate that Cross River State Government has selected and accepted a viable
capital project for financing. Decision making is choosing between alternative courses of actions. It is
worthy of note that at the decision stage, funds for the commencement of work on the project has also been
released. At this juncture, capital investment decision can also be operationally defined as commitment of
money resources and addition to capital assets. This variable will be quantified by looking at the composite
response scores attached to each respondent’s perception about the pieces of evidence that capital
investment decisions have actually been made.
2.0
LITERATURE REVIEW
Conceptual Framework
2.2.1 Use of Investment Appraisal Techniques: This is defined conceptually as the application of all or
any of the following investment appraisal methods: Payback (PB), Discounted Payback (DPB), Accounting
Rate of Return (ARR), Net Present Value (NPV), Internal Rate of Return (IRR), Modified Internal Rate of
Return (MIRR), Adjusted Present Value (APV), Profitability Index (PI), Real Option Theory, Game
Theory, Non-Financial Decision Tools.
2.2.2 Capital Investment Decision: Investment takes place when a profitable outflow of cash has taken
place or when funds are committed to a chosen course of action or capital projects. The primary concern of
this study is the appropriateness or otherwise of the chosen investment appraisal techniques with the
investment decision or capital projects selected. Ideally, the chosen investment appraisal method should be
compatible with the chosen course of action or the capital projects selected. For instance, not all projects
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will be appraised using either the payback technique or the net present value technique. The various
investment appraisal techniques have capital projects or investment options they are compatible with.

INDEPENDENT VARIABLE
Use of Investment Appraisal
Techniques

DEPENDENT VARIABLE
Capital Investment Decisions

Figure 1: Conceptual Framework
The above conceptual framework depicts a relationship between the use of investment appraisal techniques
and capital investment decisions. This relationship will be used to verify whether or not the investment
appraisal methods used were suitable for the capital investment decisions made or the capital projects or
investment options selected. These specific study variables (‘use of investment appraisal techniques and
‘capital investment decisions’) will be supported by the theoretical and empirical reviews.
Theoretical Framework
Economic Theory: This theory holds that profit will be maximized at a point where the marginal cost of an
additional unit of output is equal to the marginal revenue from the output (i.e. MC = MR). In the context of
capital budgeting, the marginal revenue of a firm represents the rates of return from succeeding investments
while the marginal cost of capital (MCC) represents the cost of successive cements of the capital acquired
by the firm. This theory assumes that all projects have the same risk. Government will therefore, embark
on only those projects that will maximize the welfare of its citizens. The challenge here is that company
shareholders have a single objective which wealth maximization while the citizens of a country have
differing objectives. Appropriate models will therefore, be used to maximize the welfare of the citizens.
Portfolio Theory: For shareholders to obtain the best advantage, business risk must be prudently managed
by the financial manager. Every investment option comes with risk. Thinning out the funds invested makes
the investment of funds less risky. According to this theory, all rational investor hold a portfolio of
investments instead of investing in a single investment. For the citizens to maximally benefit from public
investment, government should diversify the economy to reduce the riskiness of investment in government
projects. Risk is therefore, a factor which cannot be overlooked whether the investment is in the public or
private sector.
Top-down Theory of Capital Budgeting: This theory holds that capital budgeting process is a combination
of bottom-up procedures (capital request from bottom to top) and top-bottom procedures (release of capital
is at the discretion of top management). In capital budgeting, communication between top management and
operations is very important. This is true because the information disclosed by investment choices can
significantly influence stakeholders’ choices. Applying this theory, it can be deduced that the relationship
between government (top) and operational managers (bottom) should lead to optimal investment decisions
that will be acceptable to all stakeholders (government, ministries’ employees, fund providers and the
citizen). The success or failure of any public investment will affect all the stakeholders.
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Empirical Review
After preparing an annotated bibliography, the following ten empirical studies were found to be in line with
the theoretical bases of the current study:
Kee and Robbins (1991) conducted a survey in which they compared the results of municipal and county
administrators’ capital budgeting practices with the capital budgeting practices of organizations in the
private sectors. The authors found that the procedures of capital budgeting in the aforementioned sectors
were highly organized and largely relied upon whenever capital investment proposals are appraised but,
unfortunately, public sector organizations seldom used advanced investment and risk-adjustment models
used by private sector organizations. The authors attributed these later findings to political and some
unquantifiable factors which predominantly affect the capital budgeting decisions of public sector
organizations. Kee and Robbins also found that when dealing with very important and complex areas of
capital budgeting, the perceptions of private and public sector managers were grossly at variance. This study
is useful because it has definitely confirmed the dominance of political and other considerations in public
sector capital budgeting decision making process.
Sekwat (1996) conducted a national survey to show the various capital budgeting decision models used by
county government. The author found that (BCR) Benefit-cost-ratio and (PBP) Pay-back-period mostly
used as evaluating and choosing techniques were sparingly used. The study further revealed that few
counties considered risk and uncertainty when making their capital budgeting decisions. Finally, limited
differences were revealed by the study when the use of the decisions models and evaluation of risks and
uncertainty were analyse according to level of government, extent of urbanization and amount of capital
invested. This study is important because it has discovered or revealed that fewer county governments now
use discounted cash-flow models in appraising their capital projects contrary to the study of Kee and
Robbins, 1991 which revealed that county governments seldom used sophisticated investment models. This
is also gradually refuting the claim made by Kee and Robbins that county and corporate administrators
think differently whenever they make capital budgeting decisions.
Peter and Eniola (2017), conducted a study using secondary data and telephone conversations with two
directors of planning, research and statistics to assess and know how Rivers and Bayelsa State governments
of Nigeria appraise their capital projects. The authors found that the two state governments first conceived
the project ideas and communicate their socio-economic importance to the state governors. This according
to the authors was followed by structural designs and bills of quantity which were forwarded to the due
process unit to make recommendations after which the governors instructed their finance commissioners to
release funds for execution of the projects thus bringing the appraisal to an end. This study did not report
the use of either the non-discounted or discounted cash flow models. The authors did not also disclose the
criteria used by the due process unit to make recommendations for approval and release of funds for project
execution.
Mason (2014) argued that public investment in developing countries can only increase productivity and
improve lives only when it is efficient and effective i.e. by taking investment appraisal seriously. In order
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to achieve the above objective, the author used 2010 to 2014 secondary data of World Bank OECD
(Organization for Economic Cooperation and Development) and Kenya Ministry of Finance to support his
argument. The article revealed that governments in developing countries partnering with donor agencies,
lacked the capacity to appraise and choose the most beneficial investments because economic analysis was
not seriously used to make their capital investment decisions. It was also revealed that efforts to sustain
appraisal capacity were obtained through regular trainings organized by USAID (United States Agency for
Information and Development and the developing country concerned. This article is important because it
has shown that investment appraisal when efficiently and effectively applied, can improve the quality of
investment in education, health and public infrastructure which will in turn increase productivity and
improve the lives of the citizens of developing countries.
The objective of the paper published by ‘Living in the world but not of the world (2009)’ was to identify
discount rate used by the Ugandan Local Government to appraise its capital projects for effective capital
investment decisions. The article revealed that discount rate which is the investor’s cost of capital or what
he or she must pay to secure the investment fund is used to appraise capital expenditures i.e. the project will
be acceptable if the return expected from it is higher than the discount rate. The present value of future
benefits and costs of public sector projects is given by the discount factor usually generated by the discount
rate. This present value shows all cash flows’ monetary values in the current year (year 0) to allow for
meaningful comparison over time. Two challenges were identified: intangible nature of public sector
projects and measuring the benefits and cost of public sector projects in monetary terms to enable (CBA)
cost-benefit-analysis to achieve its objective of selecting the most viable capital investment option in the
public sector. The paper finally concluded that Tax-adjusted capital Asset Pricing model (CAPM) should
be used to estimate the discount rate necessary for public sector investments since the discount rate is an
essential part of each investment appraisal approach. The CAPM formula is stated as follows: WACC
nominal = [RFR x (1 -Tc) + (Ep x βa) ] / (1 - Te) Where: RFR = risk free rate; Ep = equity premium Tc =
corporate tax rate Te = effective tax rate βa = Asset beta. The real Weighted Average Cost of Capital
(WACCreal) on the other hand is computed using the following formula: WACC real = [(1 +
WACCnominal) / (1 + i)] -1 Where: WACCreal = Tax-adjusted Weighted Average Cost of Capital;
WACCnominal = Nominal Weighted Average Cost of Capital and i = Inflation Rate. This article is
important because it shows that using a discount rate that is appropriate for public sector projects will result
in allocative efficiencies which in turn will improve public sector investment. Improvement in the quality
of public investment will lead to national development.
The authors Keown and Martin (1978) asserted that it is not possible to express the benefits relating to fire
protection, reduced suffering, reduced loss of life and increased human potentials in monetary terms and
even CBA which requires selecting an appropriate discount rate does not provide the best solution hence
the goal programming approach. The purpose of this study was to develop a model that will be flexibly
applied to achieve 10 public sector goals: system constraint, budget goal, annual operation expenses goal,
political-social goal, law enforcement goal, fire protection goal, recreation facilities goal, community
intellectual development goal, public housing goal and city cleanliness goal. A mathematical programming
approach called goal programming was used to express the model objective function in terms of deviations
from stated goals. Scalar weights were attached to these deviation variables and were subsequently ranked
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ordinally to facilitate efficient capital budgeting decisions. The authors asserted that Charnes and Cooper
(1961) first suggested this approach while Ijiri (1965), Lee (1972) and Ignizio (1976) further developed it.
The study model revealed that the first 7 out of the aforementioned goals were satisfied leaving goals 8 to
10 partially satisfied. This article provides a helpful guide for making capital budgeting decisions that relate
to communities with conflicting goals. Recall that shareholders of a company have a single goal of
maximizing profit while communities within the public sector have conflicting goals and this makes the
quantitative appraisal of community projects more complex.
Devarajan, Squire and Suthiwart-Narueput (1995) conducted a study to assess the conclusion drawn by
Little and Mirrlees (1991) as follows: "We have found that the extent to which social cost-benefit analysis
is used and has real influence is not great, even in the World Bank." Consequently, the authors formulated
the following question to guide their research: “What steps, if any should the World Bank take to put its
appraisal of projects on a firmer analytical footing?” The authors addressed the foregoing question by
moving away from some popular points usually made about project appraisal such as how externalities are
measured and how shadow prices are estimated. They focused their attention on two central questions like
“What is the proper role for project evaluation in today’s world where countries have reduced major
economic distortions and are reconsidering the role of the state?” “Besides project evaluation, how else can
economic analysis be used to ensure high-quality projects?” They argued that project appraisal should shift
its emphasis from rate-of-return calculations to a more detailed assessment of the reason and justification
for making provision for the public sector. The authors eventually suggested that for World Bank approved
projects to be of high quality, pre-appraisal and review of sectoral public expenditure programs should be
carried out.
Udoudoh and Oladokun (2015) carried out a study to determine whether the benefits derived from the
provision of urban infrastructures justified the amount of funds expended on the infrastructure. They
focused on the effective use of the cost-benefit technique to better the lives of the people. The investment
appraisal techniques which the authors studied to achieve the study objective were: social cost benefit
analysis, planning balance sheet analysis, development balance sheet, urban threshold analysis and goal
achievement matrix (GAM). A modified GAM was used by them to assess urban infrastructural
development in order to verify whether or not the objectives set for users have actually been achieved. The
study revealed that while reasonable distribution of tariff and urban infrastructure were achieved, good
quality, regular supply, adequacy and maintenance of the urban infrastructure were not achieved. In general
terms, the cost of providing the infrastructure greatly exceeded its benefits. The study therefore,
recommended that before embarking on the provision of any urban infrastructure, the appropriate
investment appraisal techniques should be used.
Miller and Mustapha (2016) wrote this guide specifically to enable ministries of finance and planning in
low-income and capacity constrained environments to become more efficient and effective in the
management of their public investments. The authors emphasised that, how well a country’s investment
portfolio is managed is what determines its economic and social benefits. They disclosed the gap between
theory and practice (i.e. paper work and practical work) by stating the meaning and features of public
investment management systems in low income countries. The guide therefore, recommended efficient and
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effective investment appraisal, selection, implementation and evaluation. The authors concluded by
providing annotated bibliographies from key literatures in the following areas: improve project design,
selection and implementation, assessment of the quality and efficiency of the investment process through
benchmarking, assessment of the public investment decision making process, new budgetary and
accounting innovations in public investment management and an analysis of the difficulties of
implementing public investments. What actually necessitated this guide was the growing gap between paper
work and practical work in low-income countries caused by non-use or inappropriate use of investment
appraisal techniques.
In their article, Brealey, Cooper and Habib (1997) attempted to identify those assets that should be owned
by the public sector and to also investigate whether assets in the public and private sectors have different
values. The authors asserted that government should own assets which the fear of expropriation by
government has discouraged private sector investment or any privately owned assets that prevent efficient
allocation of resources to the public. (Unhealthy monopoly). They further asserted that returns on
government projects should be as the returns expected from similar projects in the capital market and since
government collects all tax revenues, cash flows before tax deduction should be discounted using discount
rate before tax deduction. This therefore implies that since the private sector pays all taxes, it will use aftertax discount rate to appraise its capital projects. What this means is that the discount factors generated by
the after-tax discount rate will be used to discount the private sector’s after-tax cash flows to their present
value terms in order to facilitate yearly comparison of cash flows. None of the forgoing studies attempted
to investigate the degree of conformity of selected capital projects with chosen investment appraisal
methods. The current study as stated earlier will attempt to fill this gap.
3.0
METHODOLOGY
This study has a target population of 21 ministries, departments and agencies (MDAs) made up of all heads
of finance, budget, research and statistics, and planning. 20 members were accessible from this target
population and a sample of 20 heads of departments was drawn from the accessible population. Yaro
Yamani formula was used to determine this sample size as follows:
𝑁
𝑛=
1 + 𝑁(𝑒)2
Where sample size = n, accessible population = N and level of significance = e. By substituting the
appropriate values into the formula above, the sample size, n equals to:
21
𝑛=
1 + 21(0.05)2
2)
= n(1 + 21(0.05) = 21
= n(1 + 0.0525) = 21
= n(1.0525) = 21
= 1.0525n = 21
21
n=
= 19.95 = 20 approx.
1.0525
Due to the inability of the researcher to manipulate the independent variable, ex-post factor research design
approach was adopted. Use of investment appraisal techniques (independent variable) had already exerted
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its influence on capital investment decisions (dependent variable) before the research commenced. It was
therefore, the nature of the effect of this independent variable that the study investigated. The 20 members
were randomly selected from the target population using the simple random sample technique. A structured
questionnaire which contained eleven (11) items or statements, were circulated to sample members using a
5 – point likert scale (see table 1). All the sample members responded and returned their questionnaires.
In order to test the reliability of the ordinal 5 – point scale data, Cronbach alpha was used. This also
facilitated the conversion of the ordinal data to interval scale data. This approach made it appropriate for
the simple linear regression analysis to be adopted. The relationship between the dependent and independent
variables was expressed using the following equation:
CIVD = f (UIAT)
The regression model now becomes:
𝐶𝐼𝑉𝐷 = 𝑏0 + 𝑏1 𝑈𝐼𝐴𝑇 + 𝑒𝑖
where,
CIVD =
UIAT =
b0
=
b1

=

ei
=
b0, b1, ≥ 0

Capital Investment Decisions
Use of Investment Appraisal Techniques
expected value (constant) of the dependent variable (CIVD) when the independent variable
becomes zero.
Coefficient which represents the contribution of the use of investment appraisal techniques
(independent variable) to the occurrence of appropriate capital investment decisions.
error term

Please see tables 2 and 3 which shows the distribution of composite likert scores of UIAT and CIVD that
have been used in carrying out the simple linear regression.
4.0
DISCUSSION OF THE RESULTS
Test of Reliability and Validity of primary data prior to data analysis
The data collected for the independent variable (use of investment appraisal techniques) and those collected
for dependent variable (capital investment decisions) were in conformity with Cronbach alpha which
disclosed a reliability coefficient of above the required 0.70 The reliability coefficients of 0.75 and 0.81
respectively were obtained for the independent and dependent variables respectively (see tables 4 and 5).
Regression analysis (see table 6)
The influence of the independent variable (use of investment appraisal technique was very low while the
relationship between the two variables was not significant (R2 = 0.16, F (1, 18) = 3.298, n.s). The intercept
of the dependent variable (capital investment decisions) was negative when the independent variable
becomes zero and this was not significant(𝛽0 = −.047, 𝑛. 𝑠).
Hypotheses testing (see regression output table 6)
The following results were obtained after testing the null hypothesis:
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Hypothesis: There is no significant relationship between use of investment appraisal techniques and the
capital investment decisions of Cross River State of Nigeria. This regression results represented a positive
correlation coefficient that is weak and it was not a significant result (𝛽1 = .458, 𝑛. 𝑠). This therefore,
resulted in the null hypothesis being accepted and the alternative hypothesis rejected.
The variability of the dependent variable (capital investment decisions) as explained by the independent
variable (use of investment appraisal techniques) is shown by an adjusted R square of .108 which is .11
approx. (table 6). The model has an F – statistic of 3.298 at an alpha level of .09 (.086) and this was not
significant. Therefore, the explanatory power of the model was very low. The basis for analysing the
hypothesis is the regression output shown in table 6.
Hypothesis: (table 6)
There is no significant relationship between use of investment appraisal techniques and capital investment
decisions. (𝛽1 = .458, 𝑛. 𝑠). The meaning of this is that with an unstandardized coefficient of .458, an
increase in use of investment appraisal techniques by N1 will cause capital investment decision to increase
by only N0.458, holding all other variables constant. For a standardized coefficient of 0.394, it means that
as use of investment appraisal techniques increases by 1 standard deviation, capital investment decisions of
Cross River State Government will increase by 0.394 standard deviation holding all other variables
constant. This positive relationship was however, not significant (i.e. not being true) at a t-test statistic of
1.816 based on the alpha level of .05 (i.e. .086). The positive relationship that would have existed between
use of investment appraisal techniques and capital investment decisions is very weak and not significant
mostly due to the inappropriateness of the investment appraisal techniques used by government in selecting
capital projects in Cross River State. Selection of capital projects was mostly based on non-investment
appraisal related factors that have nothing to do with the chosen investment appraisal methods.
For instance, payback technique was chosen but it was not used to appraise capital projects with faster and
more profitable returns while others who selected capital projects with faster and more profitable returns
did not chose payback technique. Some of the MDAs claim they use net present value method of appraisal
but, they failed to apply it to large mutually exclusive and independent projects with discounted cash flows.
This research also revealed the following: Discounted payback period (selects projects that are viable and
are affected by time value of money), accounting rate of return (selects projects that have expected returns
higher than their initial investment), internal rate of return (select projects with highest return after making
a comparative analysis), modified internal rate of return (select projects that have investment phase and
return phase), profitability index (selects projects that have net present value greater than 1), real option
theory (selects projects that generate other investment opportunities), game theory (selects underground
construction projects that require the choices and thinking of other decision makers). Non-financial factors
(selects projects that fits into the overall strategic objective of the organization or government) and risk
analysis (which makes provision for risk before embarking on any capital projects).
5.0
CONCLUSION AND RECOMMENDATIONS
Capital investment decisions basically involve making choices among competing capital projects. Such
decisions have direct relationships with investment appraisal related factors. These investment appraisal
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related factors can also be viewed as actions taken before the capital projects are selected. Investment
decisions must therefore, be in conformity with the chosen appraisal methods so that project failures do not
occur. In general, investment appraisal methods are selected without taking cognizance of the capital
projects that are suitable for them. Payback method of investment appraisal is suitable for capital projects
that make faster and more profitable returns while net present value method is suitable for the appraisal of
large projects that are mutually exclusive and independent and projects which also generate future net
positive cash inflow.
It is recommended thus that;
 The quality of public investments will be improved when the nature of project is allowed to
determine the investment appraisal method.
 The practice of investment appraisal should always conform to the theory of investment appraisal
 Financial and non-financial factors should be used to appraise capital projects as this will make the
capital investment decisions to fit into the overall strategy of the organization.
 High incidences of uncompleted and abandoned capital projects will be minimized when nonfinancial factors and risks are first considered before commencing any capital project.
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APPENDIX
To what extent do you agree with each of the following statements in sections A and B below? Please
indicate your answer by ticking right (√) against the response option of your choice.
Table 1: RESEARCH QUESTIONNAIRE
S/N Section A
Use of Investment Appraisal Techniques
(UIAT)
1
Payback (PB)
2
Discounted Payback DPB
3
Accounting Rate of Return (ARR)
4
Net Present Value (NPV)
5
Internal Rate of Return (IRR)
6
Modified Internal Rate of Return (MIRR)
7
Profitability Index (PI)
8
Real Option Theory
9
Game Theory
10
Non-Financial Factors
11
Risk Analysis
S/N Section B
Capital Investment Decisions (CIVD)
1
We select projects with faster and more
profitable returns
2
We use time value of money and viability to
select our projects
3
We select projects when expected return
exceeds initial investment
4
We select large mutually exclusive and
independent projects that generate future net
positive cash inflow.
5
We select projects with highest returns after
a comparative analysis
6
We divide our projects into investment phase
and return phase before selecting them
7
We select projects when the excess of the
present value of inflow over the present
value of outflow is greater than 1
8
We select projects that have other investment
opportunities
9
We select underground construction projects
after considering the choices and thinking of
other decision makers
10
We ensure that every project selected fits
into our overall business strategy by
balancing financial and non-financial factors
11
We first make provision for risks before
selecting our projects
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TABLE 2: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR USE OF INVESTMENT APPRAISAL TECHNIQUES (UIAT)

ID Number Item 1
1
5
2
4
3
4
4
4
5
5
6
5
7
5
8
4
9
4
10
5
11
5
12
5
13
5
14
5
15
5
16
5
17
4
18
5
19
5
20
4

Item 2
4
4
4
4
4
4
4
4
3
4
4
5
4
4
5
4
3
4
4
3

Item 3
3
4
4
4
5
5
5
4
4
4
4
5
5
5
4
4
3
4
4
3

Item 4
5
4
4
4
4
4
4
4
3
4
4
5
4
4
4
3
5
4
5
4

Item 5
4
4
4
5
4
4
4
4
3
4
4
5
4
4
3
3
4
5
4
4

Item 6
4
5
5
5
4
4
4
4
3
4
3
5
4
4
3
4
3
3
5
4

Item 7
4
5
5
4
4
4
4
5
3
4
4
5
4
3
5
4
3
3
5
3

Item 8
4
4
5
4
4
4
4
5
3
4
3
5
4
4
4
4
3
5
4
3

Item 9
3
5
5
5
5
4
4
4
3
4
4
5
4
4
4
4
5
4
4
4

Item 10
4
4
4
4
4
4
4
5
4
4
4
5
4
4
5
5
3
4
4
5

Item 11 Total Scores
3
43
5
48
5
49
5
48
5
48
5
47
5
47
5
48
5
38
4
45
4
43
4
54
4
46
4
45
3
45
5
45
3
39
4
45
4
48
4
41

TABLE 3: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR CAPITAL INVESTMENT DECISIONS (CIVD)
ID Number Item 1 Item 2 Item 3 Item 4 Item 5 Item 6 Item 7 Item 8 Item 9 Item 10 Item 11 Total Scores
1
2
2
1
3
2
2
2
2
1
1
1
19
2
1
2
2
2
2
3
3
2
3
2
3
25
3
1
2
2
2
2
3
3
3
3
2
3
26
4
1
2
2
2
3
3
2
2
3
2
3
25
5
1
1
2
1
1
1
1
1
2
2
2
15
6
1
1
2
1
1
1
1
1
1
1
2
13
7
1
1
2
1
1
1
1
1
1
1
2
13
8
1
2
2
2
2
2
3
3
2
3
3
25
9
1
1
3
1
1
1
1
1
1
1
2
14
10
2
2
2
2
2
2
2
2
2
2
2
22
11
2
2
2
2
2
1
2
1
2
2
2
20
12
1
2
2
2
2
2
2
2
2
2
1
20
13
2
2
3
2
2
2
2
2
2
2
2
23
14
2
2
3
2
2
2
1
2
2
2
2
22
15
2
3
2
2
1
1
3
2
2
3
1
22
16
2
2
2
1
1
2
2
2
2
3
3
22
17
1
1
1
3
2
1
1
1
3
1
1
16
18
2
2
2
2
3
1
1
3
2
2
2
22
19
2
2
2
3
2
3
3
2
2
2
2
25
20
1
1
1
2
2
2
1
1
2
3
2
18

375

Table 4: Results of Testing the Reliability of the Primary Data Collected for Use of Investment
Appraisal Techniques Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of
0.75 was obtained for the data. Reliability Statistics table is displayed below)
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Table 5: Results of Testing the Reliability of the Primary Data Collected for Capital Investment
Decisions Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of 0.81 was
obtained for the data. Please see Reliability Statistics table as shown below)

Table 6: The results of simple regression analysis of the data collected for UIAT and CIVD
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ABSTRACT
This study examined the effect of SMEs performance on the development of the Calabar Metropolis. The
specific objectives were to examine the effect of SMEs employment generation, SMEs utilization of local
raw materials and SMEs sales level on the development of Calabar Metropolis. To achieve these objectives,
a well-structured questionnaire was developed and administered on 307 sampled registered SMEs in
Calabar Metropolis. Out of these questionnaires 298 were duly completed and returned. These responses
were coded and used for analyses with the help of the SPSS software. The cross-sectional survey design
was adopted and the ordinary least squared multiple regression technique was used to analyze the data.
From the analyses it was discovered that SMEs utilization of local raw materials has a positive but
insignificant effect on the development of Calabar Metropolis. Also, SMEs employment generation has a
positive but insignificant effect on the development of Calabar Metropolis. Lastly, SMEs’ sales level had a
positive and significant effect on the development of Calabar Metropolis. Relying on these findings, the
study recommended that government should encourage SMEs activities by subsidizing the cost of their
inputs and reducing the level of tax imposed on them
as well as providing non interest funds for their
expansion and growth. Lastly, the masses should be reoriented on the needs to patronize SMEs as this will
increase the patronize SMEs product, raise their sales level and fast track their growth.
Keywords: Small and Medium Enterprises, Utilization of Raw Materials, Economic activities, Economic
Growth
1.0
INTRODUCTION
The development of any economy is achieved through the interdependence and interrelationship among
various business sectors. One major sector that triggers development is the Small and Medium Scale
Enterprise (SMEs) sector. SMEs are defined as economically independent companies with about 11 to 300
employees with an annual debit turnover of between N5 million and N500 million (Afolabi, 2013). Though
no consensus exists on the definition of SMEs, this study adopts this definition. SMEs are sub-sectors of
the industrial sector and they play crucial role in industrial development (Egbabor, 2004). SMEs have been
identified as veritable engines that accelerate economic development. By their very nature, SMEs constitute
the most viable and veritable vehicle for self-sustaining industrial development (Ekpenyong & Nyong,
1992). According to Ojong, Arikpo and Ogar (2015) they are very vital for the indigenization of the
industrial sector, creation of employment opportunities, utilization of local raw materials and development
of local technology and man power needed to feed large scale enterprises. They also correct imbalances in
development among regions through the distribution of investment projects since they can more readily be
located in the rural areas (Ettah, 2004). In addition, they have potentials for generating multiplier effects
through the process of forward and backward linkages with large scale enterprises. According to Fosu and
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Magnus (2006) SMEs contribute about 20 percent to 45 percent to full employment and equally contribute
about 30 percent to 50 percent to rural income which are mostly house-holds.
Over the years, governments have initiated numerous programmes and policies for SMEs development in
recognition of the fact that there are limits to which government alone can promote sustainable economic
development. This policies came in the form of economic reform programmes targeted at switching from
capital intensive and large scale industrial projects which was based on the philosophy of import substitution
strategies to Small and Medium Scale Enterprises which invariably have better prospects for developing
domestic economy and generating the required goods and services that will propel the economy towards
development (Oni & Daniya, 2012).
Economic development has been defined as the process whereby the real income of a country increases
over a long period of time, subject to the stipulations that the number below abject poverty line does not
increase and that, the distribution of income does not increase neither does it become more unequal. It is a
complete transformation of a society, resulting in a general improvement in the standard of living.
According to Ogar, Enya and Arikpo (2015), to enhance and sustain development, government policies
must be focused on promoting small and medium scale enterprises development through the provision of
adequate support and infrastructures necessary for the smooth running of SMEs. In line with this, Ojo
(2009) argued that one of the responses to the challenges of development in developing countries
particularly in Nigeria is the encouragement of entrepreneurial development scheme.
SMEs in developing countries, like Nigeria are struggling to survive under intense competitive
environments both domestic and international (Acs & Audretsch, 1987). Small and Medium Enterprises
(SMEs) in Nigeria have not performed creditably well and hence have not played the expected vital and
vibrant role in the economic growth and development of Nigeria. The reasons for this situation are many;
however, Afolabi (2013) noted that financial constraint, explained by high lending rates, high loan
requirements, lack of entrepreneurial skills, lack of adequate credit to SMEs, traceable to the reluctance of
banks to extend credit to them,due mainly to poor documentation of project proposals and inadequate
collateral securities.
These challenges threaten the vibrant positive effects of SMEs from coming through in Nigeria and thus
hinder the state’s development potentials. It is in view of this that this study is intended to examine the
effect of SMEs on the development of Cross River State economy.
Statement of the Problem
Despite the apparent significance associated with Small and Medium enterprises and the numerous policy
initiatives introduced by respective governments in the developing economies during the past decade to
accelerate the growth and survival of SMEs, the performance of SMEs has been disappointing compared to
large enterprises. Small and medium enterprises face many unique challenges, including limited resources
and lack of experience in conducting market research, lack of marketing skills and the tendency of limiting
their marketing to selling within their own industry. The marketing function in SMEs is also hindered by
constraints such as poor cash flow, lack of marketing expertise, business size, and tactical customer related
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problems and poor government policies. In addition, high cost of production, lack of collateral securities
for long term loan and lack of appropriate funding by commercial banks and other lending institutions are
some of the major problems of SMEs in Nigeria.
In Nigeria, the contribution of the SME sector has been momentous but despite their significance, most
SMEs are faced with the threat of failure with past statistics indicating that three out of five fail within the
first few months. The mortality rate of SMEs in Nigeria remains very high and affects both start-ups and
older established SMEs. Statistics indicate that the high failure rates of small firms are largely attributed to
weaknesses in financial management, marketing, poor infrastructures, inept power supply and lack of
institutional support for their growth. The alarming rate of small business failure has resulted in high level
of unemployment which in turn has threatened the development of the Nigerian economy.
Preponderance of studies on SMEs activities and economic growth have continued to arrive at conflicting
results making their relationship unclear. There seem to be no well-established conclusion regarding the
direction and extent of effect of Small and Medium Scale Enterprises on economic growth. This is
exemplified in the high mortality rate of SMEs in Cross River State in recent time with its resultant increase
in the level of unemployment and seeming decrease in its contribution to growth to the extent that many
previously well-performing SMEs are now performing poorly. There exists an unsettled gap that needs to
be bridged in order to give policy makers the basis upon which to formulate and implement policies related
to SMEs performance that will promote productivity and enhance growth in Cross River State. This is the
focus of this study.
Objectives of the Study
The major objective of this study was to examine the effect of SMEs on the development of Calabar
Metropolis, the specific objectives include:
 To assess the effect of SMEs employment generation on the development of Calabar Metropolis;
 To ascertain the effect of SMEs utilization of local raw materials and the development of
development of Calabar Metropolis;
 To determine the effect of SMEs’ sales level on the development of Calabar Metropolis.
2.0
LITERATURE REVIEW
Theoretical Framework
The theoretical foundation to this study was based on Neoclassical, Endogenous and Schumpeterian growth
models. A brief review of these models is presented below.
Neoclassical Growth Model
The neoclassical growth model, developed by Robert Solow and Trevor Swan in the 1950s, was the first
attempt to model long-run growth analytically. Essentially, the model assumes efficient utilization of
available resources in the economy, and that there are diminishing returns to capital and labour. Based on
these, the model predicts that increasing capital relative to labour creates economic growth; poor countries
with less capital per person will grow faster because each investment in capital will produce a higher return
than rich countries with ample capital; and that because of diminishing returns to capital, economies will
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eventually reach a point at which any increase in capital will no longer create economic growth. This point
is called a 'steady state' (Audretsch & Keilbach, 2005).
The model also posits that economies can grow beyond the steady state by inventing new technology. The
process by which countries continue to grow despite the diminishing returns is ‘exogenous’ and represents
the creation of new technology that allows production with fewer resources. This aspect is typically
expected to rest on the SMEs alongside the large enterprises. This theory is relevant to this study as SMEs
play a key role in capital accumulation and growth inducement. Ojong, Arikpo & Ogar (2015) state that
SMEs are very vital for the indigenization of the industrial sector, creation of employment opportunities,
utilization of local raw materials and development of local technology and man power needed to feed large
scale enterprises.
Schumpeterian Growth Model
The Schumpeterian growth model, unlike the other theories, explains growth by innovation as a process of
creative destruction, which captures the nature of technical progress in terms of creation in which
entrepreneurs introduce new products or processes expecting to enjoy temporary monopoly-like profits as
they capture markets. In doing so, they make old technologies, processes and products obsolete. This is the
destruction Schumpeter described (Aghion&Howitt, 1992). On the theoretical front, considerable efforts
have been expanded at explaining the process of economic growth.
Hinged on relevant theoretical expositions, Lucas (1978) explained that economic growth has traditionally
been attributed to the accumulation of human and physical capital, and increased productivity arising from
technological innovation. Similarly, Aghion and Howitt (1992) noted that economic growth is also the result
of developing new products and services, which have been described as "demand creating". This is one of
the aspects in which the relevance of the SMEs fosters, hence, the relevance of this theory to this study.
Relationship between Smes, Economic Growth and Development
According, to the Federal Ministry of Finance in Nigeria, planning for economic development essentially
means the attempt to effect by direct and indirect means the greater volume and the best possible allocation
of resources for economic growth in order to reach the goal set by the people through their government.
The advantage increased happiness, that is increased products and other services required by them
(Ogechukwu, 2006).
In contributing to this, Iyoha (1998) said that “the economic performance of most countries remained
unimpressive in Africa. As in preceding years, the rate of real growth in output in the region was more than
population growth, falling output, decline per capital income accompanied by worsening living conditions
and deteriorating unemployment situation. He further noted that the slow economic growth was due mainly
to the sluggish growth in industrialization in the continent, weak export market, persistent low demand for
primary commodities, inadequate flow of financial resources, the persistent heavy debt-service burden and
unfavourable political climates.
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Development can be achieved by deepening the financial super structure of the economy. The developments
of any economy which must include among other things the presence of small, medium and large enterprises
are mostly dependents on the financial structure and scope of coverage in such an economy. If the amount
of goods and services produced by an economy increases from year to year, that is an economic growth.
But if it does not increase yearly, it is not growing. It must be noted here therefore that at any stage of a
country’s economic development industrialization is very important. It is almost an answer to the chronic
economic problems of developing nations.
Review of Empirical Literature
There abound several empirical literatures on the effect of SMEs on growth and development. Many studies
found evidences of a positive relationship, others showed that SMEs performances were inactive in
stimulating growth, yet others had evidences of a no relationship. Most of these studies, their methodologies
and findings are reviewed in this section.
Olutunla and Marshal (2008) examined the socio-economic factors influencing the capacity of SMEs to
alleviate poverty in the south-western part of Nigeria. Primary data were used for this study. The target
population was all small and medium scale enterprises in three states (Lagos, Ogun and Oyo) in the southwestern region of Nigeria. The choice of these three states was based on size and concentration of SMEs.
Data were collected using questionnaire from a sample of 700 SMEs using systematic random sampling
procedure. The data collected were analysed using appropriate descriptive statistics and inferential
techniques. The results showed that majority (75percent) of surveyed SMEs operating in the southwest were
microenterprises employing less than 10 workers while only (19percent) and (6percent) of the respondents
engaged in small scale and medium scale enterprises, employing between 10 and 50 workers respectively.
The results also showed that there was substantial increase (133percent) in number of SMEs owners that
have grown in terms of employment generation from microenterprises to small scale and medium firms
over the span of five years. The study concluded that business registration, business size, nature of business,
sources of capital were the major factors determining both income and employment generation potentials
of SMEs.
Ojo (2009) investigated the relationship between profitability, bank loans, age of business and the size of
small and medium enterprises in Nigeria. Using fixed-effects regression model, the paper was based on a
balanced panel data of 115 SMEs of existing firms that have taken loans or currently have active loans,
randomly selected in Ondo State, Nigeria. The equation specified profitability as dependent variable and
loans, sales, age of business, size of business and interest rate as independent variables. All the data except
interest rate have been derived from the primary source/field survey. The results demonstrate that there is
interdependence between the SMEs profitability and bank loans, and a significant relationship between
profitability and the size of business. For high profitability, increased loans and growth in size of business
remain important. The paper recommends that the government should formulate policies that will compel
commercial banks to relax their restrictive regulations and operations which discourage borrowing, and
offer more credit facilities for SMEs.
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Zacheus and Omoseni (2014) examined the impact of SMEs on economic development of Ekiti State (20062013). A survey research design was adopted to obtain data from 150 respondents comprising of traders,
artisans, production factories and other small and medium enterprises which were selected using multi stage
sampling method across 16 local government areas in Ekiti State. Three Null hypotheses were tested to
identify the significant effects of Small and Medium Scale Enterprises on poverty reduction, employment
generation and improvement in the standard of living in Ekiti State. Data for this study was analysed using
Statistical Package for Social Sciences (SPSS) and Chi-square at 0.05 level of significance was used to test
the hypotheses. The findings revealed that there is a positive and significant relationship between SMEs
and poverty reduction, employment generation and improvement in standard of living of people in Ekiti
State. Furthermore, the result revealed that there was a 57percent increase in the number of SMEs in the
State between the years 2009 2013. The study concludes that access to capital funding by reduction in the
interest rate on loan offered by banks can boost the performance of SMEs in Ekiti State and Nigeria at large.
Mba and Cletus (2014) examine the effect of Small and Medium Enterprises financing on the economic
growth of Nigeria. In doing this, the Ordinary Least Squares Method (OLS), Error Correction and
Parsimonious models are used to analyze quarterly data between 1994 and 2008. The result of the analysis
shows that loans to SMEs and other variables except money supply and deficit financing exert a positive
impact on GDP growth. Government has to find a way to encourage financial institution to lend to SMEs
by providing guarantees, interest rate subsidies and other incentives and is to ensure proper capitalization
of specialized agencies set up for SMEs financing but such agencies must be self-sustaining by raising funds
from the financial market and may participate in the equity of SMEs.
Fosu and Magus (2006) undertake an exploratory survey of policies and programmes embarked upon by
various governments to promote SMEs in Nigeria since the early 1980s. It discusses conceptual issues of
definition, structure and role of SMEs by idealizing its operational working under a market economy. In the
process, both success and failures are highlighted. The study ends with a bold suggestion that government
should dissipate less energy in the promotion of foreign direct investment (FDI). Rather, policies that
promotes and sustains SMEs should be formulated and implemented for economic sustenance and self
reliance.
Alasan and Yakubo (2011) examined the contribution of SMEs on economic growth in Nigeria between
1981 and 2013 using an ARDL approach. Results from the empirical analysis show that investment in SMEs
has a significant positive impact on economic growth. Thus given that Nigeria is economically
undeveloped, the integration of majority of the people who live in rural areas into the process of economic
development is essential through entrepreneurship in small business.
Pagano and Fabiano (2001) examined the contributions and relevance of SMEs to economic growth in
Nigeria. The study employed a time series research design and descriptive method of analysis to investigate
the relevance of the manufacturing SMEs in growth of the Nigerian economy. Data were extracted from
relevant publications of the Central Bank of Nigeria (CBN) and National Bureau of Statistics (NBS). Thus,
the SMEs analyzed were those whose contributions to economic growth were published in the data sources.
Graphs were used to enhance descriptive analysis of data values over time. Questions on the relevance of
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SMEs in economic growth were addressed from working propositions of no significant relevance. Results
showed that the manufacturing SMEs made sizable contributions to the sustained increases in gross
domestic product, sustained more than 7 per cent share in employment for greater part of the 2002-2012
period and maintained increasing shares in GDP. However, contributions to export commodities fluctuated
with lowest levels experienced between 2008 and 2010. The paper concluded that the manufacturing SMEs
are capable of creating jobs and increasing employment and, thus, reducing the rate of unemployment in
Nigeria. They are also capable of accelerating economic growth through increased contributions to gross
domestic output, and that the manufacturing SMEs in particular and the SME sector in general were relevant
in the growth process of the Nigerian economy
Gbandi and Amissah (2014) conducted a descriptive study on the financing options for SMEs in Nigeria.
The study examined debt financing by considering the role commercial, microfinance banks, co-operatives
and other finance institutions play in the financing of SMEs in Nigeria. The study revealed that the informal
financial sector provides more than 70percent of funds to SMEs in Nigeria and concluded that funding of
SMEs in Nigeria is very critical if SMEs are to perform their role of growth and development of the nation’s
economy.
Mba and Cletus (2014) studied the challenges and prospect of SMEs in Port Harcourt city, Nigeria. Using
the descriptive research design and 120 randomly selected sample of registered operators of SMEs in PortHarcourt City, the study analyzed the data collected using descriptive statistics while the hypotheses were
tested using z-test. The Results from the data analysis indicated that poor financing, inadequate social
infrastructures, lack of managerial skills and multiple taxation were major challenges confronting SMEs in
Port-Harcourt City
In a similar study, Osotinehin, Jegede, Akinlabi and Olajide (2012), investigated the challenges and
prospects of micro small-scale enterprises development in Nigeria. The study adopted the non-parametric
statistics and the Z-test analysis. It was disclosed that financial constraints and Lack of management skill
hamper the efficient performance of micro and small-scale enterprises in Nigeria.
Abubakar and Yahya (2013) used the t-test statistics to analyse the need for strengthening SMEs as a
strategy for poverty reduction in Northern Nigeria. The study highlighted inadequate raw materials, lack of
spare parts and high cost of production, ineffective demand, lack of government support, irregular power
supply and high corporate taxes as the major challenges of SMEs in Nigeria. Findings from the study also
showed that large enterprises contribute more in the area of employment provision than the SMEs against
the popular view that SMEs provide greater employment opportunities than large firms.
Emmanuel and Daniya (2012) used the deductive approach to investigate the role of government and other
financial institution in the development of SMEs. The study discovered that financial institutions provide
the necessary financial lubricant that facilitate the development of Small and Medium Scale Enterprises,
but, a lot still need to be done by the government in terms of policy formulation in order to complement the
efforts of financial institutions.The study also unfolded that poor implementation of government policies,
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erratic financing of schemes initiated by government and other administrative bottlenecks have hindered
the economic potentials of SMEs in Nigeria from being fully harnessed.
Olutunla and Marshal (2008) employed the fixed effect regression model to empirically determine the
factors associated with the profitability of SMEs in Nigeria. With panel data of 115 SMEs that have taken
loans. The study revealed a positive and significant relationship between loan size of the business and SMEs
profitability.
Tajudeen (2012) examined the relationship between commercial bank credits indicators and rural economic
growth in Nigeria. Using a double-log equation within the context of Ordinary Least Square (OLS)
framework and co-integration test, the study finds that rural economic growth is co-integrated with bank
credits indicators in Nigeria. The study also revealed a positive relationship between rural economic growth
and commercial banks rural loans as well as commercial bank loans to agricultural and rural economic
growth.
Safiyyah and Garba (2013) investigated the contribution of commercial banks to the growth of SMEs in
Nigeria. Applying the descriptive method ratio and trend analysis, it was discovered that commercial banks
contribute to financing small and medium scale enterprises but their contribution has declined as the
government through CBN directives that abolished the mandatory bank’s credit allocations.
3.0
METHODOLOGY
Research Design
A research design is the structuring of investigation aimed at identifying variables and their relationship to
another. For the purpose of this study, the cross-sectional survey was used. This is because the study
measured the dependent and independent variable at the same point in time using a single questionnaire.
The cross-sectional survey design helped the researcher to collect data on both the dependent and
independent variables at the same time.
Population of the Study
The population of this study comprises all the registered SMEs in Calabar metropolis. Information from the
ministry of trade and investment shows that there are a total of 1326 registered SMEs in Calabar Metropolis
comprising 810 and 516 SMEs in Calabar Municipality and Calabar South Local Government Area
respectively.
Sampling Procedure and Sample Size Determination
For the purpose of this study, the stratified random sampling design was combined with the accidental
sampling techniques to determine the sample size and administer the research instrument on the sample
respondents of this study. To this end, the researchers divided the population into two strata comprising the
SMEs in Calabar South and SMEs in Calabar Municipality. The researcher then handpicked 200 SMEs
from Calabar Municipality and 107 SMEs from Calabar South. This amounted to the 307 respondents that
were used for this study. The researchers then proceeded to administer the research instrument to the
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sampled population base on their willingness to attend to the research instrument. The sample size of 307
was determined using the Taro Yamane formula thus:
n=

N
1 + Ne2

Where N = Population size
N = Sample size
e = Tolerable error
1 is constant
n=

1326
1 + 1326e2
n=
1326
1 + 1326(0.05)2
=
1326
1 + 1326(0.0025)
=
1326
1 + 3.315
=
3126
4.315
n = 307.3 (approximately 307)
Research Instrument
The instrument development by the researcher for the study is a 28-item questionnaire designed to collect
data on the subject of this study. The questionnaire was administered on the SMES owners in Calabar
metropolis. The instrument was divided into two sections. Section A had four items meant to collect data
on the background of the respondents. Section B was designed using the five-point likert scale questions
ranging from strongly agree to strongly disagree to undecided. It measured SMEs employment generation,
SMEs utilization of raw materials, SMEs sales level and Cross River State economic development and is
made up of 20 items. Section C has four opened ended questions designed to illicit information from
respondents on the influence of the independent variables on the dependent variable.
Data Analysis Technique
The data gathered for this study were summarized and tabulated using tables and percentages. The data
were analyzed using the ordinary least square regression technique. The ordinary least square technique is
a best linear unbiased estimated unlike other estimators, hence it application in this study. Also, since the
study seeks to establish the effect of SMEs performance on the development of Cross River State Economy,
regression analysis will be the appropriate analytical technique because it tests cause and effect
relationship(s) between two or more variables. The analysis was carried out with the aid of statistical
package for social science (SPSS) software version 20.
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Model Specification
A model represents a simplified representation of real-life phenomenon (Ryan, 2009). The ordinary least
square regression model was used to test the effect of SMEs employment generation, SMEs utilization of
raw materials, SMEs sales level on Cross River State economic development. The specification of the
model was based on Neo-classical growth theory. The implication of this theory to the model was that it
allows the innovative activities of SMEs to trigger growth in the economy. Hence, the functional
relationship predicted by this theory could be expressed thus:
CRED = f (EMG, URM, SAL) ……………………………………………….. (1)
The ordinary least square multiple regression model was given as:
CRED = β0 + β1 EMG + β2URM + β3 SAL + et ………………………….................... (2)
Where
β0 = Regression constant
β1, β2, β3& β4 = Regression Parameters
CRED
= Cross River State Economic Development
EMG =
SMEs Employment Generation
URM =
SMEs Utilization of Raw Materials
SAL =
SMEs Sales Levels
et
=
Stochastic error term
4.0

DISCUSSION OF THE RESULTS

Data Presentation
This section of the chapter presents data obtained from research instruments and their analysis. The most
important feature of this is to prove the research hypotheses formulated. In this study four hypotheses were
formulated and tested using the ordinary least square multiple regression technique. Three hundred and
seven questionnaires were administered on the studies sample out of which two hundred and ninety-eight
were duly completed and returned. Respondents’ responses were entered into SPSS version 20 and used to
generate descriptive statistics such as tables, frequencies and simple percentages and the estimate for this
study.
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Table 4.1: Demographic distribution of respondents
Description
Respondents
Gender
Male
168
Female
129
Total
298
Age (Years)
18-30
87
31-40
96
41-50
73
Above 50 years
41
Total
298
Marital status
Single
115
Married
158
Divorced
20
Widow
3
Widower
2
Total
298
Education qualification
FSLC
101
SSCE
63
OND/NCE/ND
53
HND/B.Sc./BA
40
Postgraduate
28
Professional certificates
13

Percentage
56.4
43.6
100
29.2
32.2
24.5
14.1
100
38.6
53.0
6.7
1.0
0.7
100
33.9
21.1
17.8
13.4
9.4
4.4

Table 4.1 below showed that 168 (56.4 per cent) of the respondents were males while 129 (43.6 per cent)
were females. In terms of age, 87 (29.2 per cent) of the respondents were between 18-30 years, 96 (32.2 per
cent) of the respondents were between 31-40 years, 73 (24.5 per cent) of the respondents were between 4150 years while 41 (14.1 per cent) of the respondents were 51 years and above.
In terms of marital status, 115 (38.6 percent) of the respondents were single, 158 (53 percent) of the
respondents have been married, 20 (6.7 percent) of the SMEs owners were divorced, 3 (1.0 percent) of the
SMEs owners were widows while 2 (0.7 percent) of the respondents were widowers. Responses on the
education level of sampled SMEs owners showed that53 (17.8 percent) of the respondents hold First School
Leaving Certificate, 63 (21.1 percent) of the sampled SMEs owners had completed and hold senior
secondary school education certificate, 40 (13.4 percent) of the respondents have completed their
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OND/NCE/ND, 101 (33.9 percent) hold HND/B.Sc./BA certificates while 13 (4.4 percent) of the entire
sampled population hold and have completed various professional causes.
TABLE 4.2: Distribution of respondent’s response on SMEs Employment generation
Items
SA
A
UN
D
SD
(percent) (percent) (percent) (percent) (percent)
My business has contributed to the
reduction of unemployment in 122(40.9) 95(31.9) 51 (17.1) 18 (6.0)
12(4.0)
Cross River State
We currently have at least three
employees in our firm
59(19.8)
Some of our employees are on
internship to be settled on 103(34.6)
completion of their service period
Our business has employed at least
a total of 12 staff since inception
63(21.1)

63(21.8)

3(1.0)

82(27.5)

89(29.9)

93(31.2)

45(15.1)

6 (2.0)

51(17.1)

55(18.4)

6 (2.0)

93 (31.1)

81(27.2)

Table 4.2 is the distribution of respondents’ responses on SMEs employment creation. The results presented
in Table 4.2 revealed that 122 of the respondents which represent (40.9 percent) strongly agreed that SMEs
contribute to the reduction in unemployment in Cross River State, 95 (31.9 percent) agreed, 51 (17.1
percent) were undecided,18 (6.0 percent) disagreed while 12 of the respondents representing (4.0 percent)
strongly disagreed on the issue. Also, 59 of the respondents which represent (19.8 percent) strongly agreed
that they have employed at least three employees in their small firms, 63 (21.8 percent) agreed, 3 (1.0
percent) were undecided 82 (27.5 percent) disagreed while 89 of the respondents representing (29.9 percent)
strongly disagreed on the issue.
Furthermore, 103 of the respondents which represent (34.6 percent) strongly agreed that some of their
employees are on internship to be settled on completion of their service period, 93 (31.2 percent) agreed
that some of their employees are on internship to be settled on completion of their service period, 45
respondents, representing 15.1 percent of the entire sampled SMEs were undecided, 6 respondents,
representing 2.0 percent of the sampled respondents disagreed while 51 respondents representing17.1
percent of the sampled SMEs strongly disagree on the matter. Additionally, 63 (21.1 percent) of the
respondents strongly agreed that their outfit has employed at least twelve staff since inception, 55 (18.4
percent) only agreed that their outfit has employed at least twelve staff since inception, 6 (2.0 percent) were
undecided, 93 (31.1 percent) disagreed while 81 (27.2 per cent) strongly disagreed that their outfit has
employed at least twelve staff since inception.
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TABLE 4.3: Distribution of respondent’s response on SMEs Utilization of Raw Materials
Items
SA
A
UN
D (percent) SD
(percent)
(percent)
(percent)
(percent)
We make our products basically from
domestic raw materials
59 (19.8)
56(18.7)
30 (10.1)
80 (26.8)
73(24.5)
All our products are either imported or
bought from other states
84(28.2)

97(32.6)

55(18.5)

50(16.8)

12(4.0)

We make some of our products and
buy others
2 (0.7)

54(18.1)

64(21.5)

101(33.9)

77(25.8)

63(21.1)

55(18.4)

93 (31.1)

81(27.2)

In making our products we combined
both domestic and foreign raw 94 (31.5)
materials

Table 4.3 is the distribution of respondents’ responses on SMEs utilization of raw materials. The results
presented in table 4.3 indicated that 59 of the respondents which represent (19.8 percent) strongly agreed
that they make their products from domestic raw materials, 56 (18.7 percent) agreed to the matter, 30 (10.1
percent) were undecided, 80 (26.8 percent) disagreed while 73 (24.5 percent) strongly disagreed on the
issue. Also, in terms of where SMEs products are made within Calabar, 84 of the respondents which
represent (28.2 percent) strongly agreed that they either import their products all buy from other states. In
other words, their products are not made locally in Cross River State, 97 (32.6 percent) agreed, 55 (18.5
percent) were undecided, 50 (16.8 percent) disagreed while 12 (4.0 percent) strongly disagreed on the issue.
Equally, 2 of the respondents representing (0.7 percent) strongly agreed that they make some of their
products locally and buy others,54 (18.1 percent) agreed, 64 (21.5 percent) were undecided, 101 (33.9
percent) disagreed while 77 (25.8 percent) strongly disagreed on the issue. Lastly, 94 of the respondents
which represent (31.5 percent) strongly agreed that they combine both local raw materials and foreign items
in making their products, 63 (21.1 percent) agreed on the issue, 55 (18.4 percent) were undecided, 93 (31.1
percent) disagreed while 81 (27.2 percent) strongly disagreed on the issue.
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TABLE 4.4: Distribution of respondent’s response on SMEs Sales Level
Items
SA
A
UN
(percent)
(percent)
(percent)
Our sale and revenue has been on the
increase in the past one year
122(40.9)
95(31.9)
51 (17.1)
We have increased our market share
overtime due to our high product 89(29.9)
quality
Customers patronage has been low due
to customers preference for foreign 6 (2.0)
made goods
Our sales have been fluctuating over
the past one year period
(2.0)

D (percent) SD
(percent)
18 (6.0)

12 (4.0)

82(27.5)

59(19.8)

63(21.8)

3(1.0)

51(17.1)

45(15.1)

103(34.6)

93(31.2)

63(21.1)

55(18.4)

93 (31.1)

81(27.2)

Table 4.4 is the distribution of respondents’ responses on SMEs sales level. The results presented in table
4.4 revealed that 122 respondents representing 40.9 percent strongly agreed that their sales revenue has
been on the increase in the past one year period, 95 (31.9 percent) agreed, 51 (17.1 percent) were undecided,
18 respondents (6.0 percent) disagreed while 12 (4.0 percent) of the respondents strongly disagreed on the
issue. Also 89 of the respondents which represent (29.9 percent) strongly agreed that their market share has
increased overtime due majorly to high product quality, 82 (27.5 percent) agreed, 59 (19.8 percent) were
undecided, 63 (21.8 percent) disagreed while 3 (1.0 percent) strongly disagreed on the issue.
Equally, 6 of the respondents representing (2.0 percent) strongly agreed that their customer patronage has
been low due to customer preference for foreign made goods, 51 (17.1 percent) agreed, 45 (15.1 percent)
were undecided, 103 (34.6 percent) disagreed while 93 (31.2 percent) strongly disagreed on the issue.
Additionally, 6 of the respondents (2.0 percent) strongly agreed that their sales have been fluctuating over
the past one year period, 63 (21.1 percent) agreed, 55 (18.4 percent) were undecided 93 (31.1 percent)
disagreed while 81 (27.2 percent) strongly disagreed with the statement.
Again, when asked whether they have ever sponsored a debate in primary or secondary schools, 2 (0.7
percent) strongly agreed, 50 (16.8 percent) agreed, 55 (43 percent) agreed, 70 (23.5 percent) were
undecided, 94 (31.5 percent disagreed while 82 (27.5 percent) strongly disagreed on the issue. Equally, 2
of the respondents representing (0.7 percent) strongly agreed that they have at least two scholarship awards
to students with their business area, 66 (22.1 percent) agreed, 63 (21.1 percent) were undecided, 98 (32.8
percent) disagreed while 69 (23.2 percent) strongly disagreed on the issue.
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TABLE 4.5: Distribution of respondent’s response on Economic development
Items
SA
A
UN
D
(percent)
(percent)
(percent)
(percent)
There is improvement in the total
productivity of Cross River State
through the activities of SMEs
80 (26.8)
97(32.4)
76 (25.5) 43(14.4)
SMEs to the best of my knowledge is a
major employer of labour in Cross 106(33.5)
River State
Many people have through the
internship provided by SMEs owners
become business owners in Cross 101(33.9)
River State
The welfare of many household has
been enhance through the activities of 79 (26.4)
SMEs in Cross River State
Source: Fieldwork July, 2019

SD
(percent)

2(0.7)

84(28.2)

2(0.7)

68(22.8)

38(12.8)

72(24.1)

53(17.8)

66(22.1)

6(2.01.2)

55(18.4)

51 (17.1)

71 (23.8)

5(1.79)

Table 4.5 is the distribution of respondents’ responses on economic development of Cross River State. The
results presented in table 4.6 revealed that 80 respondents representing 26.8 percent of the sample
respondents strongly agreed that there is improvement in the total productivity in Cross River State due
majorly to the activities of SMEs.97 (32.4 percent) agreed, 76 (25.5 percent) were undecided,
43(14.4percent) disagreed while 2 (0.7 percent) strongly disagreed on the issue. Also, 106 of the
respondents representing (33.5 percent) strongly agreed that SMEs is the major employer of labour in Cross
River State,84 (28.2 percent) agreed, 2 (0.7 percent) were undecided,68 (22.8 percent) disagreed while 38
(12.8 percent) strongly disagreed on the issue.
Again, when asked whether people have through internship provided by SMEs been SMEs owners, 101
(33.9 percent) strongly agreed, 72 (24.1 percent) agreed, 53 (17.8 percent) were undecided, 66 (22.1
percent) disagreed while 6 (2.0 percent) strongly disagreed on the issue. Equally, 79 of the respondents
representing (26.4 percent) strongly agreed that the welfare of many household has been enhanced through
the activities of SMEs in Cross River State, 55 (18.4 percent) agreed, 51 (17.1 percent) were undecided, 71
(23.8 percent) disagreed while 5 (1.79 percent) strongly disagreed on the issue.

393

Data Analysis and Interpretation
The above responses were keyed into SPSS version 20 and computed with the ordinary least squared
regression technique. The result is presented in table 4.6 below:
Table 4.6: Regression result
Dependent variable: CRED
Variable

Coefficient

Std Error

t-stat

Prob.

C

5.846

1.704

3.430

0.001

EMG

0.065

0.047

1.382

0.168

URM

0.095

0.054

1.759

0.080

SAL

0.259

0.047

5.479

0.000

R2
2
R (adj) F-stat -

0.971452
0.967884
272.2335

Source: SPSS Version 20 Computation, 2017
CRED Cross River State Economic Development
EMG SMEs Employment Generation
URM SMEs Raw Materials Utilization
SAL SMEs Sales Level
The result in table 4.6 above revealed that there exist positive effects of SMEs employment generation,
utilization of raw materials and sales level on economic development. In other words, SMEs performance
or activities triggers economic development. This is in tandem with the a priori criteria. The parameter
estimates have positive signs implying that one percent increase in SMEs employment generation,
utilization of raw materials and sales level in 6.5 percent, 9.5 percent, 25.9 percent and 1.2 percent increases
in Cross River State Economic Development.
The goodness of fit of the model as indicated by their R2 value of 0.9715 or 97.15 percent and R2adjusted
value of 0.9679 or 96.79 percent indicated that the model has a good fit. Specifically, the R2adjusted value
of 0.9679 or 96.79 percent indicated that the total variation in the observed behaviour of Cross River State
Economic Development is jointly predicted or explained by the variations in SMEs employment generation,
utilization of raw materials and sales level up 96.79 percent, the remaining 3.21 percent is accounted for by
the disturbance term. The overall significance of the model was also tested using the ANOVA or f-statistics.
Here the high significance of the f-statistics value of 272.2335 confirmed that the high predictability of the
model did not occur by chance, it actually confirmed that the model has a good fit.
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Discussion of Findings
Findings arising from hypothesis one showed that SMEs employment generation has a positive but
insignificantly effect on the development of Cross River State Economy. This implies that the more jobs
created by SMEs in Cross River State, the more but less proportional the Development of the Cross-River
State Economy. This result could be interpreted to mean that the higher the engagement of people by SMEs
outfits, the higher the productivity of Cross River State Economy. This finding is supported by Onyeiwu
(2009) who study the impact of SMEs performance on economic growth, employing the multiple regression
method, in a model development with SMEs Job creation, and productivity, the study revealed a positive
and significant relationship between SMEs job creation and economic growth. The finding has also been
supported by Abubakar and Yahya (2013) who had evidence to show that SMEs jobs creation promote
economic growth in Oyo state
Findings from hypothesis two revealed that SMEs utilization of local raw materials have a positive but
significant relationship with the development of Cross River State economy. The use of local raw materials
by SMEs on its own enhances productivity and promotes growth. This is so as a result of the multiplier
effect that this may have on employment generation, income distribution and wealth creation. SMEs pay
for local raw materials, by so doing creating the opportunities for local raw materials owner to expand their
productive capacity and employ more labour. This promotes economic development. By this result, the
more domestic raw materials are used in the production of SMEs products, the more but less proportional
the development of the Cross-River economy. This finding is supported by Grace and Tomola (2008), who
studied the effect of SMEs activities on economic growth. The study sought to examine the effect of SMEs
utilization of domestic inputs and corporate social responsibility on economic developments. The study
employed the ordinary least squared technique and found a positive effect of domestic inputs on the
productivity and economic growth of Ogun State.
The result of hypothesis three of this study showed that there is a positive and significant relationship
between the sales level of SMEs and the development of Cross River State economy. By this finding, an
increase in the sales level of SMEs results in a more than proportional increase in the development of Cross
River state economy. Accordingly, an increase in the sales level of SMEs also increases their income level,
leading to the expansion in business through the introduction of more factor inputs and new capacity
building. This finding has been supported by Zacheus and Omoseni (2014) who examined the impact of
SMEs on economic development of Ekiti State (2006-2013). A survey research design was adopted to
obtain data from 150 respondents comprising of traders, artisans, production factories and other small and
medium enterprises which were selected using multi stage sampling method across 16 local government
areas in Ekiti State. The study tested the effects of Small and Medium Scale Enterprises sales level on
poverty reduction, employment generation and improvement in the standard of living in Ekiti State. Data
for this study was analysed using Statistical Package for Social Sciences (SPSS) and Chi-square at 0.05
level of significance was used to test the hypotheses. The findings revealed that there is a positive and
significant relationship between SMEs sales level and poverty reduction in Ekiti State.
The result of hypothesis four of this study showed that there is a positive and insignificant relationship
between corporate social responsibility of SMEs and the development of Cross River State economy. This
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implies that an increase in SMEs corporate social responsibility results in a less proportional increase in the
development of Cross River Economy. This finding is in agreement with Oyeniran, David and Ajayi (2014)
who studied the corporate social responsibility of SMEs and the growth of Lagos state economy. The study
employed the pearson product moment correlation method and found a positive but insignificant
relationship between SMEs corporate social responsibility and economic development of Lagos State.
5.0
CONCLUSION AND RECOMMENDATIONS
This study examined the effect of SMEs performance on the development of the Cross-River State
economy. SMEs performance was measured in terms of their employment generation, their sales level and
their raw material use. To achieve these objectives, the study administered questionnaire on 307 sampled
respondents SMEs in Calabar metropolis. The responses from the questionnaires were coded and key into
the SPSS software to estimate the variables using the ordinary least square regression technique. From the
estimated result, the following major findings were made:
 SMEs utilization of local raw materials does not have any significant effect on the development of
Cross River State economy.
 SMEs employment generation does not have any significant effect on the development of Cross
River State economy.
 SMEs’ sales level has a significant effect on the development of Cross River State economy.
From the analyzed data and tested hypotheses, it was revealed that SMEs development triggers positive
developments in the Cross-River State Economy. In other words, positive developments in SMEs
performance trigger positive development in the Nigerian economy. Based on these findings, the following
policy recommendations have been proffered:
 To increase SMEs capacity to employ, government should encourage SMEs activities by
subsidizing the cost of their inputs and reducing the level of tax imposed on them as well as
providing non interest funds for their expansion and growth.
 SMEs should be encouraged to patronize domestic raw materials for their production through the
reduction of the cost of these raw materials relative to their foreign counterparts.
 The masses should be reoriented on the needs to patronize SMEs as this will increase the patronize
SMEs product, raise their sales level and fast track their growth.
 SMEs operators should be oriented on the need to be socially responsible in their business places
irrespective of how small they may be as this will encourage greater patronage and business growth
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APPENDIX I
QUESTIONNAIRE
SECTION A: Bio data of respondents
Instruction: Please tick (√) in the spaces or boxes the option most appropriate to your personal data.
1.
What is your gender?
(a) Male [ ] (b) Female [ ]
What is your age bracket?
(a) 18-30 years [ ] (b) 31-40 years [ ] (c) 41-50 years [ ] (d) Above 50 years [ ]
3.
What is your marital status?
(a) Married [ ] (b) Single [ ] (c) Divorced [ ] others specify ……………………
4.
What is your educational qualification?
(a) FSLC [
] (b) SSCE [ ] (c) OND/NCE/ND [
] (d) HND/B.Sc./B.A [
] (e) Postgraduate
(Master’s/Doctorate) [ ] (f) Professional Certificates [ ]
Section B: Effect of SMEs performance on the development of Cross River State Economy.
Instructions: please tick (√) in the spaces or boxes the option that best represent your opinion in each of the
following items.
Key to abbreviations:
SA
Strongly agreed
A
Agreed
UN
Undecided
D
Disagreed
SD
Strongly disagreed
Items
SA A
D SD U
SMEs Employment Generation
1
My business has contributed to the reduction of
unemployment in Cross River State
2
We currently have at least 3 employees in our
firm
3
Some of our employees are on internship to be
settled on completion of their service period
4
Our business has employed at least a total of 12
staff since inception
SMEs Utilization of Raw Materials
5
We make our products basically from domestic
raw materials
6
All our products are either imported or bought
from other states
7
We make some of our products and buy others
8
In making our products we combined both
domestic and foreign raw materials
SMEs Sales Level
402

9
10
11
12

13
14
15

26

Our sale and revenue has been on the increase in
the past one year
We have increased our market share overtime due
to our high product quality
Customers patronage has been low due to
customers preference for foreign made goods
Our sales have been fluctuating over the past one
year period.
Economic Development
There is improvement in the total productivity of
Cross River State through the activities of SMEs
SMEs to the best of my knowledge is a major
employer of labour in Cross River State
Many people have through the internship provided
by SMEs owners become business owners in
Cross River State
The welfare of many household has been enhance
through the activities of SMEs in Cross River
State

SECTION C: Open ended questions on the effect of SMEs development on the economic development of
Cross River State
Instruction: Please provide the appropriate answers for the questions below
17.
In what way do SMEs employment generation contribute to the economic development of Cross
River State, please specify? …………………………………....
18.
In what way do SMEs utilization of domestic raw materials contribute to the
economic
development of Cross River State, please specify?…………………………………………………….
19.
In what way do SMEs sales level contribute to the economic development of Cross River State,
please specify? …………………………………………………..
20.
In what way do SMEs corporate social responsibility contribute to the economic development
of Cross River State, please specify? ………………………………..
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Abstract
This study analyzed the effect of capital structure on performance of listed multinational enterprises in
Nigeria. The study used ex post factor research design and the secondary data gathered were analyzed
using multiple regression. The regression result shows a strong relationship between the independent
variables (Equity, Long term debt & Short term debt) and Profit after tax with a variation of 87.2%. In line
with the results revealed, equity is found to have a significant effect on the profit after tax while long term
debt and short term debt has no significant effect on the profit after tax of multinational enterprises in
Nigeria. It is therefore recommended multinational enterprises in Nigeria should always make policies and
capital structure financing decisions that inculcate more of equity capital in their finance mix since it is
found to effectively induce their performance. Also, he listed multinational enterprises should also explore
other debt capital available that are cheap so as to obtain more funds in order to burst their capital base
and improve their business performance.
Keywords: Equity, Long-term debt, Short-term debt and Profit after tax
1.0
INTRODUCTION
1.1 Background to the Study
The historic strive to building concept of capital structure started out with the presentation of a paper by
Modigliani and Miller [MM] in 1958. They assumed that the capital structure of a company is irrelevant.
“Under a certain market price technique (the classical random walk), in the absence of taxes, bankruptcy
costs, agency fees and asymmetric information and in an efficient market, the value of a firm is unaffected
by means of how that company is financed”. They went further to state that it does not count if the firm’s
capital is raised via issuing stock or selling debts and it does not count what the firm’s dividend policy is.
This speculation guide the net operating income (NOI) method of valuing the company and it additionally
states that the standard cost of capital are independent of the firm’s capital structure (Al-Zoubi, Haitham,
Jennifer, O’Sullivan, &amp; Abdulaziz, 2018).
In 1963 with consideration to company taxes, MM modified the theory to recognize tax shield. They
mentioned that due to the fact debt can minimize the amount of tax to be paid, the best capital structure of
enterprise must be one hundred percent debt. The MM model is probable real in the theory, however in
practice, bankruptcy cost and taxes amplify when equity is traded off for debt (Devos, Shofiqur &amp;
Desmond, 2017). Brigham and Gapensuio, (1984); Baum, Mustafa and Abdul (2017) are of the opinion that
at the most suitable capital structure, marginal bankruptcy cost related with firm’s debts is equated with
marginal tax benefits. Since earnings of firms are taxable and interest charges are additionally tax
deductible, the cost of borrowing funds to the company will be much less the rate of return (Huang, Wanli,
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&amp; Weiwei, 2017). This additionally creates a weakness in the MM irrelevancy idea and as a end result
there came up different research works and theories that aided the improvement of the historical background
of the study of capital structure.
1.2 Statement of the problem
One most important aspect of financing decisions is finding an optimal capital structure and finding the
right capital mix is a problem faced by contemporary financial managers (Uremadu, 2008; Campbell &
Meeghan, 2018). An enterprise capital structure combination has direct impact on the financial risk and
performance of the company (Gupta, Aman & Sharma, 2010).
Several studies have been conducted on the effect of capital structure on performance of firms in the time
past both it seems a conclusion is farfetched. San and Heng (2011), conducted a study in Malaysia and
disclosed that there is a significant relationship between return on capital, Earning per share indicators and
capital structure of big companies. Pandey (2004) explains the relationship between capital structure and
market structure; capital structure and profitability in the American context. Eriotis, Frangouli and
Neokosmides (2002) investigated the relationship between debt to equity ratio and firm’s profitability in
Europe. They also consider the level of firm’s investment and degree of market power and discover that
those firms that prefer to finance their investment activities using equity capital are more profitable than
firms who finance by using borrowed capital.
All the above reviewed empirical studies provide a solid background for this study as well as give us idea
regarding the effect of capital structure on performance of firms outside Nigeria. It is a well-established fact
that multinational enterprises have carried out businesses in various economic environment and are more
experienced in making the right capital structure mix for healthy corporate performance since they operate
at the global level (Andrea & Mateus, 2003). Thus this study will focus on multinational firms in Nigeria;
to examine their capital structure and its effect on performance of these firms in order to throw more shade
more light on existing literatures on capital structure from the Nigerian economic perspective and how the
Nigerian factor affects these firms.
1.3 Objectives of the Study
The main objective of this study is to examine the effect capital structure on performance of multinational
enterprises in Nigeria. The specific objectives of the study are to:
 Examine the effect of equity on the profit after tax of listed multinational enterprises in Nigeria.
 Ascertain the effect of long term debt on the profit after tax of listed multinational enterprises in
Nigeria.
 Determine the effect of short term debt on the profit after tax of listed multinational enterprises in
Nigeria.
1.4 Research Questions
The following Research Questions are set to be answered:
 What is the effect of equity on the profit after tax of listed multinational enterprises in Nigeria?
 To what extent does long term debt affect the profit after tax of multinational enterprises in Nigeria?
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What effect does short term debt have on the profit after tax of listed multinational enterprises in
Nigeria?

1.5 Research Hypotheses
The following null hypotheses have been formulated to guide the researcher in the investigation.
Ho1: Equity has no significant effect on the profit after tax of multinational enterprises in Nigeria.
Ho2: Long term debt has no significant effect on the profit after tax of multinational enterprises in Nigeria.
Ho3: Short term debt has no significant effect on the profit after tax of multinational enterprises in Nigeria
2.0
REVIEW OF RELATED LITERATURE
2.1 Conceptual
Capital structure is the means by which an organization is financed (Buvanendra, Sridharan & Thiyagarajan,
2017). It is mix of debt and equity maintained by a firm. A debt is an amount owed (Ardalan, 2018). It
refers to the amount owed for funds borrowed from sources such as individuals, banks, government and
other institutions. Equity on the other hand is the ownership interest in a firm including equity share capital,
share premium, free reserves and surplus profits. As stated by Jandaz (2010), capital structure is a wide and
complicated concept in corporate finance, which basically entails how a company should finance the capital
needs of its business. Capital structure means the various options of financing of a firm. A business capital
structure can comprise of the debts and equity in such a proportion that the value of shareholders can be
maximized (Uremadu, 2008).
Van Horne (2002) defined capital structure as the proportions of debt instrument and preferred and common
stock on a company’s balance sheet. Ghose (2017) define capital structure as the means by which an
organization is financed. They further explained that how an organization is financed is of paramount
importance to both the managers of the firm and the providers of the funds because if a wrong mix of
finance is employed, the performance and survival of the business enterprise may be seriously affected
Jaisinghani and Kakali (2017) sees capital structure as the means by which an organization is financed.
The primary objective of any capital structure decision is to maximize the market value of the firm through
the correct mixture of debt and equity (Ghose & Kailash, 2016). This mixture called optimal capital
structure minimizes the firm’s overall cost of capital.
2.1.1 Capital structure and Profitability of Firms
Profitability is measured by profit after tax in this study. The Tradeoff theory assumes a positive relationship
between profitability and capital structure combination of firms. firms with more stable cash flows are more
profitable and they prefer to use debt as they have more debt servicing capacity and more profit from tax
shield. Likewise, profitability firms having free cash flows should gain from debt to meet their requirement
and should not waste free cash flow to maintain firm liquidity (Alza, & Hussain, 2011). On The other hand
the Perking Order Theory considers that firms should use their internal first funds from retained earnings
and must go for leverage. Companies with high profit should not obtain financing through debts. Firms with
higher profits should utilize more internal financing and reduce external financing. Such firms have enough
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funds in the firm and they don't need external financing. Jensen (1986) Al-Sakran, (2004); Abor, (2008)
have empirically proved to show a negative relationship between leverage and profitability.
2.2 Theoretical Review
2.2.1 The Trade-Off Theory
The tradeoff theory refers to the idea that a company chooses how much debt finance and how much equity
finance to use by balancing the cost and benefits. The classical version of the hypothesis goes back to Kraus
and Litzenbreger (1973) who consider a balance between debt weight costs of bankruptcy and the tax saving
benefits of capital structure. An important purpose of the theory is to explain the facts that firms usually,
are financed partly with debts and partly with equity. It states that there is an advantage to financing with
debts and there a cost for financing with debts. The cost of financing with debts results mostly from financial
distress i.e. bankruptcy cost of debts and non-bankruptcy cost of debts. Examples of non-bankruptcy cost
include: staff leaving, suppliers, demanding disadvantageous payment terms, bond/stock holders in fighting
and other transactional cost. The marginal benefits of further increase in debts decline, while the marginal
cost increase. As a result of the above, a firm that is optimizing its overall value will focus on its trade off
when choosing how much debt and equity to use for financing considering the various transactional costs.
2.2.2 Pecking Order Theory
The pecking order theory of capital structure propounded by Donaldson (1961) and then extended by Myers
(1984) suggests that firms do not have a target amount of debt in mind, but that the amount of debt financing
employed depends on how profitable a firm is. Myers (1984) state that there is a pecking order among
financing sources, in the case of information asymmetries in the firm between insiders (shareholders and
managers) and outsiders (investors). Firms will use sources of funds such as retained earnings, debt
financing and equity financing in order until that source is exhausted or the cost of that source becomes too
high over equity financing. The theoretical justification behind this argument is that access to capital
markets especially for equity is so expensive that it totally dominates all other factors (Gupta, Srivastava &
Sharma, 2010).
2.3 Empirical review
Since the issue of modern capital structure was raised by Modigliani and Miller in 1958, several studies
have been conducted on the topic using data from both developed and developing economies. Some of these
studies are reviewed below:
Elena, Georgeta and ¸Stefan (2018) analyzed the evolution of the main theories regarding the capital
structure and the related impact on risk and corporate performance of firms listed on the Romanian stock
market. They used the econometric analysis by applying a multivariate fixed-effects regressions as well as
dynamic panel-data estimations (two-step system generalized method of moments, GMM). Their results
showed that leverage is positively correlated with the size of the company and the share price volatility. On
the other hand, the debt structure has a different impact on corporate performance, whether this calculated
on accounting measures or seen as market share price evolution.
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San and Heng, (2011) conducted a study in Malaysia and disclosed that there is a significant relationship
between return on capital, Earning per share indicators and capital structure of big companies. A significant
positive correlation was established between the operating profitability sized companies. In small
companies, debt to capital ratio had a significant negative impact on Earnings per share indicator.
Shehu (2011) investigated the determinants of capital structure in Nigerian listed insurance firms using data
obtained from annual report of the sampled firms for the period 2001-2010. The study used five explanatory
variables to measure their effects on debt ratio. Multiple regression was employed as tool for analysis. The
result reveals that all the explanatory variables have statistically and significantly influenced the explained
variable.
Christopher, Schafer and Talavera (2006) in their study discovered that there exists strong effect of shortterm and long-term debts on profitability. According to them, the organization which prefers financing
through long-term debts has low profitability and on the alternative, if a firm uses short-term financing, it
earns more profits. In this particular study in which their data covered 1988 to 2000 period, they were able
to prove a hypothesis that firms using short-term debt financing are relatively more profitable than the firms
using long-term debts. This view tends to favour commercial banks’ sources and uses of funds. Demand
deposit liabilities are short-term sources of funds to banks and through various short-term channels banks
lend short-term funds to rake in huge profits (Luckett, 1984).
Pandey (2004) explains the relationship between capital structure and market structure; and capital structure
and profitability. The results suggest that capital structure and market structure have cubic relationship that
at lower and high range of Tobia Q ratio, firms are using high debt; and at medium range, they use less
debt. This is due to agency costs and bankruptcy costs because when firms take more debts there are chances
of bankruptcy because the firms might not be able to repay the debts in future. Regarding relationship
between profitability and capital structure they conclude that there is a saucer-shape relationship between
capital structure and profitability because of the interplay of agency costs, costs of external financing and
the interest rate and tax shield.
Eriotis, Frangouli and Neokosmides (2002) investigated the relationship between debt to equity ratio and
firm’s profitability. They also consider the level of firm’s investment and degree of market power and
discover that those firms that prefer to finance their investment activities using equity capital are more
profitable than firms who finance by using borrowed capital.
3.0
METHODOLOGY
This study adopts ex-post facto research design. The secondary sources of data used were sourced from ten
(10) listed multinational enterprises in Nigeria. These enterprises include: Berger Paints, Cadbury PLC,
May and Barker, PZ Cusson, Julius Berger, Lafrage PLC, Nestle Nigeria, Unilever, U.A.C and Guiness
PLC within the period of 2013-2017 (5 Years). The data collected were analyzed using ordinary least square
(OLS) Multiple regression.
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The model specification used is stated as follows:
PATit= α + β1 EQTit+ β2 LTDit+ β3 STDit+ Uit
Where;
α = Constant
PAT = Profit after tax (Log of profit After Tax)
LTD = Long Term Debt (log of Long term debt)
STD = Short Term Debt (Log of short term debt)
EQ = Equity (Log of total equity)
it= Cross sectional(i) at time (t)
U = Error term used in the model.
β1 – β3 = Beta coefficient of the independent variables.
The decision rule is to accept the null hypothesis if the calculated value is greater than the significant level
of 0.05.
4.0
DISCUSSION OF THE RESULTS
Table 1: Descriptive Statistics
N
Minimum Maximum
EQT
LTD
STD
PAT
Valid N (listwise)

Mean

Std. Deviation

Statistic Statistic

Statistic

Statistic Std. Error Statistic

50
50
50
50
50

8.53
8.09
8.24
7.53

7.3269
6.9451
6.9402
6.3854

6.39
5.22
5.39
4.69

.08180
.10528
.08850
.10987

.57838
.74443
.62582
.77692

Table 1 presents the descriptive statistics of all the variables. N represents the number of observations and
therefore the number of observation for the study is 50.
Equity (EQT) reflects a mean of 7.3269 with a standard deviation of 0.57838. It has a minimum value of
6.39 and a maximum value of 8.53. The long term debt (LTD) has a mean of 6.9451 and a deviation of
0.74443. It also records a minimum and maximum value of 5.22 & 8.09 respectively. The result also reveals
that, the short term debt (STD) records a mean of 6.9402 with a deviation of 0.62582. Also, with a minimum
and maximum values of 5.39 & 8.24 respectively. Profit after tax (PAT) records a mean value of 6.3854
and a deviation of 0.77692. It reveals a minimum value of 4.69 and maximum value of 7.53. These
deviations shown by all the variables both independent ( LTD, STD, EQT) and independent (PAT) indicates
the level at which these variables can increase or decrease given any business eventualities.
The result of the descriptive statistics in respect to the study’s independent variables indicates that Nigerian
multinational enterprises’ capital structure has more of equity a result of its high mean. The reason for this
could be due to the firms avoidance of cost of acquiring debt capital structure on the Nigerian stock market.
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Table 2: Model Summaryb
Model R R
Adjusted
Square Square

R Std. Error of the Change Statistics
DurbinEstimate
R
Square F
df1 df2 Sig.
F Watson
Change
Change
Change
a
1
.872 .760
.745
.39270
.760
48.596 3 46 .000
1.300
a. Predictors: (Constant), STD, LTD, EQT
b. Dependent Variable: PAT

In order to ensure that the results are robust, several diagnostic tests such as Durbin Watson test, variance
inflation factor (VIF) and Tolerance statistics were computed as shown in Table 2 above and Table 3 below.
The Durbin Watson is estimated 1.300 for the model specified which is below the standard of 2 indicating
the absence of auto-correlation (see table 2). The Durbin Watson statistics ensures that the residuals of the
proceeding and succeeding sets of data do not affect each other to cause the problem of auto-correlation.
The Variance Inflation Factor (VIF) statistics for all the independent variables consistently fall below 2.193.
This indicates the absence of multicollinearity problems among the variables under investigation (Berenson
and Levine, 1999). This statistics ensures that the independent variables are not so correlated to the point
of distorting the results and assists in filtering out those ones which are likely to impede the robustness of
the model. There is no formal VIF value for determining presence of multicollinearity. Values of VIF that
exceed 10 are often regarded as indicating multicollinearity, but in weaker models values above 2.5 may be
a cause for concern (Gujarati and Sangeetha, 2007). To further substantiate that this model exhibit low risk
of potential multicollinearity problems, all the independent variables have a variance inflation factor (VIF)
above 0.1 (Myers, 1990). This shows the appropriateness of fitting of the model of the study with the three
independent variables.
Table 2 presents the regression result between EQT, LTD, STD and PAT. From the model summary table
above, the following information can be distilled.
The R value of 0.872 shows that, there is a strong relationship between ( EQT, LTD, STD) and PAT. Also
the R2 stood at 0.760.The R2 otherwise known as the coefficient of determination shows the percentage of
the total variation of the dependent variable (PAT) that can be explained by the independent or explanatory
variables (EQT, LTD and STD). Thus the R2 value of 0.760 indicates that 76% of the variation in the profit
after tax of multinational enterprises can be explained by a variation in the independent variables (EQT,
LTD and STD) while the remaining 24% (i.e. 100-R2) could be accounted by other variables not included
in this model.
The adjusted R2 of 0.745 indicates that if the entire population is considered for this study, this result will
deviate from it by only 0.015 (i.e. 0.760 – 0.745). This result shows that there is a deviation of the sample
examined and the total population by 1.5%.
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The table further shows the significant change of 0.00 with a variation of change at 76% indicate that the
set of independent variables were as a whole contributing to the variance in the dependent and that the
model is statistically fit.
Table 3: Coefficientsa
Model
Unstandardized
Coefficients
B
Std. Error
(Constant) -2.497

Standardized
Coefficients
Beta

t

Sig. Collinearity
Statistics
Tolerance VIF

.001
3.379

.739

1EQT
LTD

.826

.144

.615

5.756 .000 .456

2.192

.174

.097

.167

1.795 .079 .601

1.663

STD

.233

.130

.188

1.796 .079 .478

2.091

a. Dependent Variable: PAT
The regression result as presented in table 3 above to determine the relationship between EQT, LTD, STD
and PAT shows that when the independent variables are held stationary; the PAT variable is estimated at
2.497. This simply implies that when all variables are held constant, there will be a decrease in the PAT of
listed multinationals up to the tune of 2.497 units occasioned by factors not incorporated in this study. Thus,
a unit increase in EQT will lead to a significant increase in PAT by 0.615. Similarly a unit increase in LTD
will lead to an insignificant decrease in PAT by 0.167 units. Also a unit increase in STD will lead to an
insignificant decrease in PAT by 0.188 units.
Test of Research Hypotheses
Ho1: Equity has no significant effect on the profit after tax of listed multinational enterprise in Nigeria.
Given that the accepted significant level is 0.05 and the calculated value for EQT (0.00) is less than the
significant level, we therefore reject the Null hypothesis and accept the alternative.
Ho2: Long term debt has no significant effect on the profit after tax of listed multinational enterprise in
Nigeria.
Given that the accepted significant level is 0.05 and the calculated value for LTD (0.079) is greater than the
significant level, we therefore accept the Null hypothesis and reject the alternative.
Ho3: Short term debt has no significant effect on the profit after tax of listed multinational enterprise in
Nigeria.
Given that the accepted significant level is 0.05 and the calculated value for STD (0.079) is greater than the
significant level, we therefore accept the Null hypothesis and reject the alternative.
Discussion of Findings
The regression result shows a strong relationship between the independent variable (Equity, Long term debt
Short term debt) and profit after tax with a variation of 87.2%. The result tested revealed a significant effect
of equity on profit after tax of the listed multinational enterprises. This finding is in line with that of San
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and Heng (2011), who conducted a study in Malaysia and disclosed that there is a significant relationship
between performance indicators and capital structure of big companies.
The regression result also showed that the debt proxy for capital structure (Long and Short term debt) both
have no significant effect on the profit after tax of listed multinational enterprise in Nigeria. These results
are consistent with that of Eriotis, Frangouli and Neokosmides (2002) who investigated the relationship
between debt to equity ratio and firm’s profitability. They discovered that those firms that prefer to finance
their investment activities using equity capital are more profitable than firms who finance by using
borrowed capital.
5.0
CONCLUSIONS AND RECOMMENDATIONS
The following conclusions are made:
 Equity capital has a significant effect on the profit after tax of listed multinational firms in Nigeria.
 Debt capital (Long and Short term debt) has no significant effect on the profit after tax of listed
multinational firms in Nigeria.
In consonance with this study’s findings, the following recommendations become imperative:
 Multinational enterprises in Nigeria should always make policies and capital structure financing
decisions that inculcate more of equity capital in their finance mix since it is found to effectively
induce their performance.
 The listed multinational enterprises should also explore other debt capital available that are cheap
so as to obtain more funds in order to burst their capital base and improve their business
performance.
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ABSTRACT
This study was motivated by the growing number of persons world-wide who have been wrongfully
convicted of crimes they never committed and those who have been wrongfully acquitted of crimes they
actually committed. This scenario makes one to ponder over the admissibility (relevance and reliability)
and weight (believability and persuasiveness) of the evidence tendered in our courts of law. The study was
therefore, carried out to determine the type of relationship that exists between admissibility of forensic
evidence and weight of forensic evidence. In order to achieve the foregoing objective, primary and
secondary data were used. A 5-point likert scale research questionnaire was used to collect the primary
data while the secondary data were sourced from journals, textbooks and the internet. Data analysis was
done using a simple linear regression technique after converting the ordinal primary data to interval data.
The study revealed that there is no significant relationship between admissibility as determined by the Judge
and weight as assessed by the Jury, suggesting that factors which made evidence admissible do not have
logical connections with factors that made evidence weighty. It was therefore, recommended that reliable
and valid court verdicts can be obtained by applying practical methods and principles that reveal the
relevance, reliability, believability and persuasiveness of forensic evidence.
Keywords: Forensic Accounting, Admissibility of evidence, Weight of evidence and Forensic evidence
1.0
INTRODUCTION
Background to the Study
In recent times, the subject of evidence has dominated the literature of law of evidence. What has prompted
the increasing interest in this area of research is the ever rising number of people that are wrongfully
convicted of crimes they never committed. Sherrer n.d as cited in Medill Justice Project (2019) reported
that 5,731 people world-wide are said to have been convicted wrongfully. Furthermore, at least 135 people
in the United States confessed to crimes they did not commit while another 129 were convicted of crimes
that never happened (Purpura, 2012).
In the UK, the Jury was seen as not competent to handle fraud cases because of the long time and huge
sums of tax payers’ moneys spent on three fraud cases that unnecessarily collapsed after wasting time and
money (1992 Blue Arrow Fraud Trial; 1996 Trial of Brothers Ian and Kevin Maxwell; and 2005 London
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Underground Jubilee Line Case as cited in BBC News, 2017). In Nigeria, the controversial Bode George
case is a good example where after a lower court had convicted him and five others of committing a large
scale fraud to the tune of N84 billion and granting them a controversial 2 years Jail term, the Supreme Court
on what they termed technical grounds, overturned the case in his favour (Sahara Reporters, 2013).
Something therefore, seems to have gone wrong with the role of the Judge as the gatekeeper who determines
the admissibility of evidence and the Jury whose role is to assess the weight of the evidence tendered in
court. It will therefore, not be out of point to reason that the effective determination of admissibility and
assessment of weight of evidence will definitely lead to reliable and valid evidence. The foregoing suggest
that unreliable and invalid pieces of evidence were principally responsible for all the numerous wrongful
convictions and acquittal thus making one to ponder over the type of relationship that exists between
admissibility and weight of evidence. Majority of the previous studies reviewed dwelt mostly on the
distinction between the role of the trial Judge (admissibility) and that of the Jury (weight).
This researcher has not come across any previous work that specifically attempted to determine the
relationship between admissibility of evidence and weight of evidence. The current research will attempt to
fill this gap. This study is therefore, aimed at verifying the type of relationship that exists between
admissibility of evidence and weight of evidence. What type of relationship exists between admissibility as
determined by the Judge and weight as assessed by the Jury? This question will give a direction to the
current research.
Statement of Problem
In law of evidence, all the pieces of evidence tendered in court by forensic experts are expected to have
admissibility status and probative value (tending towards truth). The Judge and Jury are therefore, legally
mandated to carry out these two evidential responsibilities separately. The separation of the Judge’s function
of determining the admissibility of evidence from the Jury’s function of assessing the weight of evidence
does not preclude a relationship between admissibility and weight. The objective of the foregoing judicial
separation of functions between the judge and Jury is to ensure that evidence brought before the court is
scientifically valid and reliable.
Unfortunately, many innocent people have been convicted of white collar and other crimes they never
committed. For example, in June, 1997, the Grand Jury wrongfully indicted Mr. Rick Hoyle of Idaho in the
United States, on eight counts of insurance fraud, forgery, grand theft and racketeering based on journal
entries in the Hoyle’s insurance books and records. Hoyle legally challenged this court decision and on June
13, 1999, a twelve-person Jury returned not guilty verdicts on all counts.
Similarly, three U.K longest trials namely, 1992 Blue Arrow Fraud Trial, 1996 Trial of Brothers Ian and
Kevin Maxwell and 2005 London Underground Jubilee Line Case all collapsed after £40m, £25m, and
£60m, respectively were wasted on them. The collapse of the foregoing cases were due to flimsy reasons
like, too complex to handle, Jurors were either on strike or were arrested for benefit fraud or were on annual
leave, maternity leave and sick leave. It is ironical and unfortunate that the false evidence used in convicting
innocent people and the ones used in acquitting those who are guilty even including the valid and reliable
evidence used in reversing wrongful convictions all come from the same court of law.
417

The above scenarios suggest that pieces of evidence usually tendered in court are oftentimes not admissible
and weighty and thus giving rise to the question as to whether any significant relationship exists between
admissibility and weight of forensic evidence. Therefore, the main purpose of this study is to verify whether
the Jury’s conclusion about the weight of evidence aligns with the Judge’s decision that considered the
evidence as being admissible. Is there any significant relationship between Judge’s method of determining
admissibility of evidence and Jury’s method of assessing weight of evidence? Once again, this question is
central to this research and will be used to direct it.
Objectives of the Study
The main objective of this study is to determine the relationship between admissibility and weight of
forensic evidence by investigating whether the Jury’s conclusion about the weight of tendered evidence was
ever material to the Judge’s decision to admit or reject the evidence. The specific objectives are:
 To investigate how admissibility of evidence as determined by the Judge affects the weight of
evidence as assessed by the Jury.
 To investigate the appropriateness of factors used in admitting forensic evidence tendered in the
court of law.
 To investigate the appropriateness of factors used in weighting forensic evidence tendered in the
court of law.
Research Questions
The following research questions will give a direction to the study:
 Is there any significant relationship between admissibility of evidence as determined by the Judge
and weight of evidence as assessed by the Jury?
 How appropriate are the factors used in admitting forensic evidence tendered in the court of law?
 How appropriate are the factors used in weighting forensic evidence tendered in the court of law?
Research Hypothesis
H0: There is no significant relationship between admissibility of evidence as determined by the Judge and
weight of evidence as assessed by the Jury.
H1: There is a significant relationship between admissibility of evidence as determined by the Judge and
weight of evidence as assessed by the Jury.
Operational Definition of Study Variables
Admissibility of Evidence: This is the independent variable in the study and it is operationally defined as
the scores assigned to the perceptions which respondents have about the factors that make evidence relevant
and reliable.
Weight of Evidence: This is the dependent variable in the study and it is operationally defined as the scores
assigned to the perceptions which respondents have about the factors that make evidence believable,
persuasive and have a probative value.

418

2.0 LITERATURE REVIEW
Conceptual Framework
Evidence is admissible in the court of law if it is relevant and reliable and it is weighty if it is believable,
persuasive and have probative value. The Jury assess the weight of evidence after the Judge has determined
the admissibility of the evidence. Therefore, the specific circumstances or factors which the Jury use in
assessing the weight of evidence depend on the factors that have enabled the Judge to consider the evidence
admissible. This is the fundamental reason why the study of admissibility-weight relationship has become
necessary.
INDEPENDENT VARIABLE
Admissibility of Forensic Evidence

DEPENDENT VARIABLE
Weight of Forensic Evidence

Figure 1: Conceptual Model
The above conceptual Model depicts a relationship between admissibility of evidence and weight of
evidence. This relationship will be used to verify whether or not the methods used by the Judge (usually
regarded as gatekeeper) in admitting evidence in court, have any influence on the methods used by the Jury
in assessing the weight of evidence brought before it. These specific study variables (‘admissibility of
evidence’ and ‘weight of evidence’) will be supported by the theoretical and empirical reviews.
Admissibility related factors can lead to weight related factors thereby causing admissibility to influence
weight. Therefore, weight should depend on the factors that make evidence admissible. But, it is the weight
of evidence that ultimately leads to the final court verdict (Jury’s decision). For example, what constitute a
fraud may be acts such as deliberately putting down wrong totals, wrong brought forward figures, refusing
to record revenue or expenditure, refusing to issue receipts or committing teeming and lading and these
may be admissible in court as a general framework of reference by the Judge (admissibility) and this will
then lead to the defendant being convicted if he or she actually committed any of the foregoing fraudulent
acts (weight). The relationship between admissibility and weight therefore, conforms to the nature of
science which usually commences from the general factors to case-specific factor.
Theoretical Framework
Fraud Scale Theory of 1984: This theory was propounded in 1984 by Howe and Romney. It holds that there
is an association between personal integrity and each individual personal code of ethical behaviour. Personal
integrity is observable both in the decision of an individual and decision making process. This association
enables us to assess integrity and to determine the tendency of individuals to commit fraud. Relating this
theory to the current study, it can be said that the positions occupied by the forensic accountant or forensic
experts, the trial Judge and the Jury demand a demonstration of high integrity. There is therefore, a very
strong association between the personal integrity of the aforementioned people and the code of ethics that
regulate their work.
Fraud Diamond Theory of 2004: This theory was first presented by Wolfe and Hermanson in the CPA
Journal of December, 2004 and it is an extension of the fraud triangle theory. This extension simply involves
the addition of a fourth component called capability. The theory holds that without the present of capability,
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the other three elements namely, pressure, opportunity and rationalization cannot make a person to commit
fraud. The fraud diamond theory is related to this study because forensic accountants or scientists, the trial
Judge and the Jury all have the capability to become dishonest because of the unlimited authority they
sometimes possess. According to Mathuva (2009) of the Institute of Certified Public Accountants of Kenya
(CPAK), 44 percent of fraud perpetrators have unlimited authority in their companies or endeavour.
Empirical Review of Literature
The review of empirical studies will be based on studies that support the theoretical basis of this study and
on studies that have attempted to provide answers to the following questions: Firstly, what are the empirical
factors that make forensic evidence admissible in the court of law? Secondly, what are the empirical factors
that make forensic evidence weighty in the court of law? Finally, what type of relationship exists between
admissibility of evidence as determined by the Judge and weight of evidence as assessed by the Jury?
Nutter (2019) first described machine learning as a process that exposed a machine to a large quantity of
data and infers a rule from the observed patterns. After establishing that machine learning evidence is
admissible, Nutter explained that counsel for both sides must be aware of how machine learning will affect
the weight the trier of fact will assign to such evidence. The aim of Nutter’s comment was to envision or
envisage the possible evidentiary issues that will arise when the output of machine learning algorithm is
used as substantive evidence in court. He further explained the three significant ways Artificial Intelligence
software will affect criminal and civil litigations in the future. Firstly, the liability which the decision of the
algorithm will expose user to, secondly, the alteration of the predictive technologies in the criminal justice
system and thirdly, AI can aid the legal reasoning process. The comments of Nutter focussed specifically
on using the results of the machine learning process as substantive evidence in litigation. The author
concluded by making the following quoted comments: “For instance, in a blurry surveillance video or an
unclear audio recording, the naked eye and ear may be insufficient to prove guilt beyond a reasonable doubt,
but certain recognition algorithms could do so easily”. “Lip-reading algorithms might tell jurors what was
said on video where there is no audio available”. “A machine might construct an estimation of a
perpetrator’s face from only a DNA sample”, or “in other DNA analysis of corrupted samples”. (Condliffe,
2016; PARABON NANOLABS, 2018 and Adelman & Marciano, 2017 as cited in Nutter, 2017).
Fisher (2017) made a short commentary which offered a different assessment. The author argued that
pattern evidence is valuable in court cases, even without statistics to assess its worth. He was reacting to
the claim made by critics that expert opinion should depend on objective data. Arguing against this claim,
he said that expert opinion or evidence should not depend on only statistics in order to make evidence
admissible in court since expert conclusions on legal matters are based on professional training, knowledge,
skills and experience all of which are also based on empirical data. The author further argued that requiring
pattern evidence cases to be supported with statistical data is like saying that all expert testimony cases
should also depend on statistical evidence. Opinion evidence according to the author, which is based on
subjectivity should not be rejected out of hand since any information presented to the court to make
decisions depend on admissibility and weight of the evidence. Despite the statistical evidence claim made
by critics of pattern evidence cases, the Judge who is the gatekeeper is still the one to decide what is
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admissible and what is not for the jury to assess. The author finally support his points using he U. S. Federal
Rules of Evidence (FRE) Rules 702 and 703 respectively as follows:
“A witness who is qualiﬁed as an expert by knowledge, skill, experience, training, or
education may testify in the form of an opinion or otherwise if: (a) the expert’s scientiﬁc,
technical, or other specialized knowledge will help the trier of fact to understand the evidence
or to determine a fact in issue; (b) the testimony is based on sufﬁcient facts or data; (c) the
testimony is the product of reliable principles and methods; and (d) the expert has reliably
applied the principles and methods to the facts of the case. Further, FRE Rule 703 under the
Bases of an Expert: An expert may base an opinion on facts or data in the case that the expert
has been made aware of or personally observed. If experts in the particular ﬁeld would
reasonably rely on those kinds of facts or data in forming an opinion on the subject, they
need not be admissible for the opinion to be admitted. But if the facts or data would otherwise
be inadmissible, the proponent of the opinion may disclose them to the Jury only if their
probative value in helping the jury evaluate the opinion substantially outweighs their
prejudicial effect.”
Faigman, Slobogin and Monahan (2016) sought to use the nature of science in conceptualizing gatekeeping
analysis in scientific evidence cases. The authors specifically made a clear distinction between general and
case-specific scientific findings. The trial Judge, according to the authors should assess the reliability of
both the method used and the conclusion reached by the expert. The authors further asserted that whether
or not the expert’s methods and conclusions are reliable or credible are matters of weight which concern
the Jury unless the Judge can prove that no rational Jury will accept the expert’s assertions. Faigman et al
further emphasized that aligning the admissibility-weight determination with the nature of science is in line
with constitutional and evidential desideratum.
Mcdermott (2013) used his article to quantitatively and qualitatively analyse the use of written witness
statements instead of oral testimony and to assess how this impacts practically on the rules of admissibility
of written witness testimony brought before the international Criminal Tribunal for the former Yugoslavia,
the International Criminal Tribunal for Rwanda and the Special Court for Sierra Leone. Evidence under
current and less stringent rules on written witness testimony, were traced from admissibility to judgement.
The author found that current rules on admissibility are relatively not frequently used in some tribunals and
that the question of equality of arms in others, could be raised when written statements are admitted in court
since prosecution use more liberal rules on written statement more than the way the defence do. Other
findings disclosed by the author included continued emphasis on the importance of oral testimony by some
chambers and the request by others that less weight should not be given to written testimony that is not
subjected to full cross examination. The article recommended that the weight of evidence should be totally
analysed from a practical stand-point and a more particularized approach to pieces of evidence in the future.
This study supports the Faigman, et al (2017) that prescribed the general-specific factors for admissibilityweight determination.
Idhiarhi (2018) explain the concepts of evidence and types of evidence and highlighted the provisions of
evidence Act of 2011. The author used the decision taken in Oghoyone v. Oghohone (2010) to conclude
421

that because we operate in a system where we oppose and attack each other, the court has no duty to raise
matters of inadmissibility or non-compliance with laid down rules. Any objection raised to non-compliance
according to Idhiarhi should come from the opposite party. Inadmissibility would be taken as having been
waive if no objection is raised by the opposite party. However, Idhiarhi has used this article to debunked
his earlier position which he used the judicial decision in Attorney-General, Oyo State v. Fairlakes Hotels
to support.
Watney (2009) focused his attention on rules that govern admissibility of electronic evidence as they relate
to the South African legal framework in law of evidence. The argument put forward by the author is that
admissibility centers on the establishment of the type of electronic evidence that is being used whether it is
documentary or real evidence. According to Watney, admissibility of electronic evidence is functionally
similar to traditional evidence in South Africa and that this country does not have special rules governing
electronic evidence. He further disclosed that South African law of evidence is bedevilled by the absence
of procedures regulating the collection, storage and presentation of electronic evidence when if addressed,
will make the country to successfully face the 21st century challenges and its role in proving electronically
committed crimes will be improved.
Jerrold (2015) attempted in his short but, very important article to answer two questions: what makes some
scientific evidence admissible? And who makes this decision? The author argue that anything that is
generally accepted has many ways of treatment and experts who engage in condemning one another at trials
are the real culprits. He asserted that errors are inevitable and having differing views and approaches are
not failures but, they can be regarded as simple beliefs and approaches that have gained general acceptance.
He agreed with an article that stated that junk science is able to find its way into the court room because
Judges and Jurors are given too much responsibilities in deciding expert testimony that is or is not
admissible and weighty. This work seems to be slightly similar to the position held by Idhiarhi (2018).
In an attempt to discuss the role of forensic science experts in criminal investigation, Idhiarhi (2018) used
the decision taken in Attorney-General, Oyo State v. Fairlakes Hotels to conclude that “;..it is not sufficient
to say that where a document written by an expert is tendered in evidence and that document or the
testimony through which it is tendered if unchallenged, then it must be acted upon. The document is
certainly subject to scrutiny by the trial court and its contents could, in the process of the scrutiny, be
rejected if there is reason to do so. It will be interesting to recall that Idhiarhi in his article of 18 th April,
2018 used the decision taken in Oghoyone v. Oghohone (2010) to argue that it is not the duty of the court
to raise matters of inadmissibility or non-compliance and that it is the opposite party’s duty to raise objection
and if objection is not raised, the non-compliance will be taken as having been waived.
A 5 – 4 decision was taken by U. S. Supreme court that defendants have the right to cross-examine forensic
analysts who handle scientific evidence in criminal cases. This suggest that forensic findings are open to
interpretation and could be manipulated. According to a report on forensic released by U. S. National
Academy of Sciences and Justice Antonin Scalia’s majority opinion, serious deficiencies have been found
in the forensic evidence used at criminal trials. This decision is in line with the decision taken under
Crawford v. Washington that a witness testimony against a defendant is inadmissible unless the witness
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appears at trial or if the witness is unavailable, the defendant had a prior opportunity for cross-examination.
The weight of evidence used in arriving at a verdict for this case is that the substance mentioned in the
expert testimony was confirmed as cocaine. The appearance of the expert witness for cross-examination is
therefore, immaterial.
Faigman (2017) attempted to draw a dividing line between admissibility and weight of evidence. The author
asserted that the distinction between admissibility and weight is fundamental to all evidence codes but, little
attention was given to it in courts. It was therefore, according to the author, the court decision in Daubert
v. Merrel Dow Pharmaceuticals Inc that held that Judges are gatekeepers and are the ones to determine the
expert testimonies that are or are not reliable or valid for Jury’s assessment. Faigman therefore,
distinguished between a general assertion and general framework of reference that will help Judges in
determining evidence that is or is not admissible in court and a case-specific assertion or conditional facts
that will assist jury in assessing the weight of evidence.
The work carried out by Dyson (2014) was a brilliant attempt to verify whether there was any logical
connection between admissibility and weight in matters concerning pieces of evidence tendered in courts
of law. The issue addressed by Byrne (2014) as cited in Dyson (2014) was whether that classical division
between the judge’s responsibility (admissibility) and Jury responsibility (weight determination) is breaking
down. What probably prompted this enquiring question is the frequent report of deficiencies in forensic
science and the ever-increasing number of wrongful convictions globally. Dyson asserted that the question
which is exclusively left to the Judge to answer is: “Is this evidence admissible?” while the other question
which is left to the Jury to answer is: “Is this evidence, which is admissible and has been admitted, evidence
of sufficient weight to act on in resolving the controversy being tried?” This therefore, shows a clear
distinction between the function of a Judge and that of a Jury.
A conference paper was written and presented by ACFE member in 2011 at the 22nd Annual ACFE Fraud
Conference and Exhibition aimed at assisting professionals in forensic investigations and audit including
other relevant professionals in knowing the elements of fraud, why fraud happens and how to analyse
whether fraud could or often has occurred. The author asserted that where a witness lacks credibility, his
testimony will not be admissible in court. According to the author of the paper, it is usually risky to admit
the testimony of a witness or a forensic scientist or expert who lacks credibility and integrity. The paper
emphasized that in order to prove or disprove a circumstantial case in court, fact witnesses and expert
witnesses must be used, whether you are on the investigating side or the side of the investigated. Careful
screening of witnesses and the fact patterns in each case is the key to having a positive result and that
investigators should be sure of their facts and witnesses and accountants who represent clients should
remember that the client is innocent until proven guilty no matter what law enforcement or the news media
have to say, the paper concluded. All the studies so far reviewed focussed principally on the distinction
between admissibility of evidence and weight of evidence and on factors that make evidence admissible
and weighty. None of the studies reviewed attempted to determine the relationship between admissibility
of evidence and weight of evidence. The determination of that relationship is what the current research is
going to do.
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3.0
METHODOLOGY
The research design adopted for this study was the survey design using a one-time-only observation. The
data for the study came from both primary and secondary sources. 21 participants which consisted of
professional accountants, professional auditors, forensic experts, financial analysts and legal practitioners,
constituted the target population. All the 21 participants were accessible from which a sample size of 20
was determined, using Yaro Yamani formula as follows:
𝑛=

𝑁
1 + 𝑁(𝑒)2

Where n = sample size, N = accessible population and e = level of significance. After substituting the
appropriate values into the above formula, the sample size, n becomes:
21
𝑛=
1 + 21(0.05)2
= n(1 + 21(0.05)2 ) = 21
= n(1 + 0.0525) = 21
= n(1.0525) = 21
= 1.0525n = 21
21
n=
= 19.95 = 20 approx.
1.0525
The survey research design was adopted and this gave rise to the ex-post facto approach due to the inability
of the researcher to manipulate the independent variable, admissibility of evidence (independent variable)
had already exerted its influence on weight of evidence (dependent variable) before the researcher started
the work. The nature of the effect of this independent variable was therefore, what the study investigated.
The random sampling technique was used to select the 20 participants from the target population. An
eleven-item (11 items or statements) structured questionnaire was developed and circulated to sample
members using a 5 – point likert scale. (please see table 1). All the participants responded and returned their
questionnaires.
The reliability of the ordinal data which was collected on a 5 – point likert scale, was tested using Cronbach
alpha. The ordinal data was converted to interval scale data in order to facilitate the application of simple
linear regression technique. The relationship between the two study variables, ‘admissibility of evidence’
and ‘weight of evidence was expressed using the following equation:
WOE = f (AOE)
This regression model now becomes:
𝑊𝑂𝐸 = 𝑏0 + 𝑏1 𝐴𝑂𝐸 + 𝑒𝑖
where,
WOE =
AOE =
b0
=

Weight of Evidence
Admissibility of Evidence
expected value (a constant amount) of the dependent variable (WOE) when the independent
variable (AOE) becomes zero.
424

b1

=

ei
=
b0, b1, ≥ 0

A coefficient which represents the contribution of admissibility of evidence (independent
variable) to the occurrence of weight of evidence.
error term

The distribution of composite likert scores of AOE and WOE used in running the simple linear regression,
is shown on tables 2 and 3 on page 22
4.0
DISCUSSION OF THE RESULTS
Test of Reliability and Validity of primary data prior to data analysis
The independent variable data and dependent variable data conformed to Cronbach alpha which showed a
reliability coefficient of above the required 0.70. The reliability coefficients of 0.72 and 0.79 were
respectively obtained for admissibility of evidence data and weight of evidence data respectively (please
see tables 4 and 5).
Regression analysis (see table 6)
The contribution of the independent variable (admissibility of evidence was very low while there was no
significant relationship between the variables (R2 = 0.134, F(1, 18) = 2.784, n.s). The intercept of weight of
evidence (the dependent variable) was positive when admissibility of evidence (the independent variable)
equals to zero and it was not significant(𝛽0 = .380, 𝑛. 𝑠).
Hypotheses testing (see regression output table 6)
The results obtained after testing the null hypothesis were as follows:
Hypothesis: There is no significant relationship between admissibility of evidence as determined by the
Judge and weight of evidence as assessed by the Jury. This regression analysis results represented a
correlation coefficient that is positive and weak and this was not significant. (𝛽1 = .431, 𝑛. 𝑠). The null
hypothesis was therefore, accepted while the alternative hypothesis was rejected.
The variability of the dependent variable (weight of evidence) as explained by the independent variable
(admissibility of evidence) is indicated by an adjusted R square of .086 which is approximately .09 (please
see table 6 on page 25). The model generated an F – statistic of 2.784 at an alpha level of .11 (.113) and it
was not significant. Therefore, the model has a very low explanatory power. The simple linear regression
output shown in table 6 on page 25 forms the basis for analysing the hypothesis.
Hypothesis: (as table 6)
There is no significant relationship between admissibility of evidence and weight of evidence (𝛽1 =
.431, 𝑛. 𝑠). What this means is that given an unstandardized coefficient of .431, any increase in admissibility
of evidence by 1 point will cause the weight of evidence to increase by 0.431 point only, with all other
variables being held constant. A standardized coefficient of 0.366, means that as admissibility of evidence
increases by 1 standard deviation, weight of evidence will increase by 0.366 standard deviation with all
other variables being held constant. However, this positive relationship was not significant or not being true
at a t-test statistic of 1.669 based on the alpha level of .05 (i.e. .113). The positive relationship that would
have existed between admissibility of evidence and weight of evidence is very weak and not significant
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mostly due to the inappropriateness of the factors used by the trial Judge in determining admissibility.
Admission of evidence into the court was mostly based on non-admissibility-weight related factors. For
instance, inadmissible pieces of evidence still found their way to the court rooms. Pieces of evidence are
admissible only when they are relevant and reliable and they are weight only when they are believable,
persuasive and have probative value.
Contribution To Knowledge
This study has demonstrated that without the existence of a positive and significant relationship between
admissibility of evidence as determined by the Judge and weight of evidence as assessed by the Jury, a
reliable and valid court verdict cannot be obtained. The factors that make all pieces of evidence admissible
in court must always align with factors used in assessing the weight of all pieces of evidence. The presence
of a logical connection between the admissibility determination functions of the Judge and the weight
assessment functions of the Jury is what gives credibility to the admissibility-weight distinction. The time
has come for us to pay more attention to the connection between what the Judge is doing and what the Jury
is doing instead of laying emphasis only on the distinction between admissibility of evidence and weight of
evidence. This distinction will be beneficial if what the Judge is doing aligns with what the Jury is doing.
5.0
CONCLUSION AND RECOMMENDATIONS
Evidence is admissible if it is relevant and reliable and relevant if it relates to the facts of the case and it is
reliable if it is obtained from a credible source. Weight in the law of evidence is the believability,
persuasiveness or the probative value of any evidence which is admissible in court. We cannot have a valid
and reliable verdict without an admissible and weighty evidence. For evidence to be weighty it must have
a strong and positive relationship with admissibility. In the current study, there is no significant relationship
between admissibility as determined by the Judge and weight as assessed by the Jury suggesting that factors
which the Judge considered before admitting evidence in court did not have any logical connection with the
factors used by the Jury in assessing the weight of the evidence which the Judge considered admissible.
It is therefore recommended that;
 The quality of evidence will be improved when admissibility related factors and weight related
factors are taken into consideration before arriving at a verdict.
 The practice of determining the admissibility and weight of evidence should be based on generalspecific approach which conforms to the nature of science.
 Relevance and reliability which make evidence admissible must also be able to attract believability
and persuasiveness which make evidence weighty.
 The Judge and the Jury should not perform only the roles that are assigned to them.
 The Judge and the Jury should ensure that pieces of evidence are testimonial, real, documentary and
demonstrative.
 The Judge and the Jury should note that ‘this is the goat that X stole’ from me (admissibility) is not
as believable and persuasive as a picture or video or any other acceptable means of proving that X
stole the goat (weight). Even the inability of the prosecution to prove that the goat is the same as the
one purported to have been stolen renders the evidence inadmissible.
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Direction for Future Research
Future research work in this area should be focussed on answering the following questions:
 Why has forensic science not prevented the Judge and Jury from convicting innocent people and
from acquitting those who are actually guilty?
 What proactive steps should we take to ensure that forensic errors are discovered long before Jurors
give their final verdict?
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APPENDIX
TABLE 1: RESEARCH QUESTIONNAIRE
Section A
Strongly
Admissibility of Evidence (AOE)
Disagree
Expert testimonies are used in criminal and civil
1
proceedings
Stolen and injury inflicting items are tendered in court
1
Pictures and videos are used to show how and where crime
1
was committed
Written confessions and agreements are tendered in court
1
In all the trials witnessed, the Jury has never been outraged
1
I have never witnessed any trial where a good thing is
1
overly emphasized
Nothing is done to take the Jury’s attention from the main
1
issue
Other witness testimonies are accepted only when they are
1
relevant and reliable
Non-experts are never allowed to give testimonies in court
1
Defendant’s personality trait is used to support evidence
1
only when they are relevant and reliable
Information from privilege sources are rejected when
1
tendered in court
Section B
Weight of Evidence (WOE)
Defendants are convicted only when the crimes
mentioned in the testimonies are committed beyond a
1
reasonable doubt
The Jury ensures that the stolen and injury-inflicted items
1
are exactly the ones recovered from the defendants
The pictures and videos actually display how and where
1
the defendants committed the crime.
Defendants are convicted only when tendered confessions
1
and agreements are actually written by them
Nothing prejudicial has ever been presented before the
1
Jury
No good thing has ever been overly emphasized during
1
trial sessions
Deviation from the main issue does not occur during trial
1
sessions
Believable and persuasive hear-says are used to convict
1
defendants
All the testimonies come from experts
1
Only relevant and reliable personality traits are used as
1
evidence
The Jury uses only privilege information from
1
independent sources
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Table 2: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR ADMISSIBILITY OF EVIDENCE (AOE)
ID Number Item 1
Item 2
Item 3
Item 4
Item 5
Item 6
Item 7
Item 8
Item 9 Item 10 Item 11 Total Scores
1
4
4
3
4
4
4
4
4
3
4
3
41
2
3
4
4
3
4
5
5
4
5
4
4
45
3
3
4
4
3
4
5
5
5
5
4
5
47
4
3
4
4
3
5
5
4
4
5
4
4
45
5
4
4
5
3
4
4
4
4
5
4
5
46
6
4
4
5
3
4
4
4
4
4
4
4
44
7
4
4
5
3
4
4
4
4
4
4
5
45
8
3
4
4
3
4
4
5
5
4
5
4
45
9
3
3
4
2
3
3
3
3
3
4
5
36
10
4
4
4
3
4
4
4
4
4
4
3
42
11
4
4
4
3
4
3
4
3
4
4
4
41
12
4
5
5
4
5
5
5
5
5
5
3
51
13
4
4
5
3
4
4
4
4
4
4
4
44
14
4
4
5
3
4
4
3
4
4
4
3
42
15
4
5
4
3
3
3
5
4
4
5
3
43
16
4
4
4
2
3
4
4
4
4
5
4
42
17
3
3
3
4
4
3
3
3
5
3
3
37
18
4
4
4
3
5
3
3
5
4
4
3
42
19
4
4
4
4
4
5
5
4
4
4
4
46
20
3
3
3
3
4
4
3
3
4
5
3
38

Table 3: DISTRIBUTION OF 5-POINTS LIKERT SCALE RESPONSE SCORES AND TOTAL SCORES FOR WEIGHT OF EVIDENCE (WOE)
ID Number Item 1
Item 2
Item 3
Item 4
Item 5
Item 6
Item 7
Item 8
Item 9 Item 10 Item 11 Total Scores
1
3
2
1
4
2
2
2
2
1
1
1
21
2
2
2
2
3
2
3
3
2
3
2
3
27
3
2
2
2
3
2
3
3
3
3
2
4
29
4
2
2
2
3
3
3
2
2
3
2
3
27
5
2
1
2
2
1
1
1
1
2
2
3
18
6
2
1
2
2
1
1
1
1
1
1
2
15
7
2
1
2
2
1
1
1
1
1
1
3
16
8
2
2
2
3
2
2
3
3
2
3
3
27
9
2
1
3
2
1
1
1
1
1
1
3
17
10
3
2
2
3
2
2
2
2
2
2
2
24
11
3
2
2
3
2
1
2
1
2
2
3
23
12
2
2
2
3
2
2
2
2
2
2
1
22
13
3
2
3
3
2
2
2
2
2
2
3
26
14
3
2
3
3
2
2
1
2
2
2
2
24
15
3
3
2
3
1
1
3
2
2
3
2
25
16
3
2
2
2
1
2
2
2
2
3
3
24
17
2
1
1
4
2
1
1
1
3
1
2
19
18
3
2
2
3
3
1
1
3
2
2
2
24
19
3
2
2
4
2
3
3
2
2
2
3
28
20
2
1
1
3
2
2
1
1
2
3
2
20
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TABLE 4: Results of Testing the Reliability of the Primary Data Collected for Admissibility of
Evidence Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of 0.72 was
obtained for the data. Reliability Statistics table is displayed below)
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TABLE 5: Results of Testing the Reliability of the Primary Data Collected for Weight of Evidence
Using Cronbach’s Alpha Technique (The acceptable Reliability Coefficient of 0.79 was obtained for the
data. Please see Reliability Statistics table as shown below)
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TABLE 6: The results of simple regression analysis of the data collected for AOE and WOE
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ABSTRACT
The importance of audit quality is inevitable to bring accountability and transparency in audit practices in
Cross River and Nigeria as a whole. It is expected that auditors provide competent, reliable, independent,
professional judgment but the increased occurrence of fraud indicate something is amiss. So, there is a dire
need to explore why audits are effective and which factors are playing instrumental role in this regard. So,
this research explores the determinants of auditor’s reputation amongst audits firm in Calabar. Primary
data were collected by the researcher from a random sample of 250 auditors from various audits firms in
Calabar through structured survey questionnaires. Empirically results from these studies show that the
determinants of auditors reputation (quality report, auditors skills, auditors skeptism, auditors integrity
auditors knowledge) as used in this study all have a positive and significant effects on quality of audit
report. It was recommended amongst others that auditors should ensure they always carry out their
operations in line with the norms and ethic of audit professions to avoid compromise thus enhance effective
audit performance.
Keywords: Audits reputation, quality report, auditors skills, auditors skeptism, auditors integrity auditors
knowledge
I.1
INTRODUCTION
The choice of a firm’s auditor is considered one of the most important decisions taken by any firm. This is
due to the vital benefits resulting from having the financial statements audited by a reputable auditor. First,
it reduces information risk; as argued by the agency theory; firms with higher agency costs are motivated
to choose a high-quality auditor to strengthen their corporate governance and thus lessen potential agency
conflicts (Knechel, Niemi & Sundgren, 2008; Matonti, Tucker & Tommasetti, 2016) specially in complex
organizations where management interests could differ from shareholder interests (Ekumankama & Uche,
2009).
Audit quality according to Fairchild (2008), is an essential ingredient in enriching the credibility of financial
statements to users of accounting information as it helps in verifying management claims about the company
activities and affairs thereby reducing the information risk exposure of users. Woodland and Reynolds
(2003), claim that no two audits may be equal in terms of quality because the technical expertise and
independence levels of the engaged auditors are likely to differ. That is, the ability of the auditor is brought
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to bear in determining audit quality. Furthermore, he asserts that the auditor’s manner of approach and
strategy is fundamental to the nature of the audit.
According to Generally Accepted Auditing Standards (GAAS), the standards of any auditor would be
required to adhere while performing his work are divided into three sections viz general standards
addressing the characteristics and nature of auditors, standards on fieldwork addressing the conduct of the
audit, and standard of reporting addressing the manner of communicating audit findings and opinion
(AICPA 1996). According to Woodland and Reynolds (2003), these three combined describe the minimum
necessary requirements for audit quality. Therefore, it follows that the ability of the auditor to bring to bear
these standards in the course of performing his duties will affect the quality of the audit opinion he puts
forward. Hence, a “good” audit firm should produce quality reports. Furthermore, Salehi and Abedini
(2008) asserts that audit quality is associated with the quality of information contained in the financial
statements and because these financial statements are audited by high quality auditors (reputable audit
firms), they should be less likely to contain material misstatements.
The production of a quality audit report is perceived to foster engendered confidence in financial reports by
the users of those reports. Investors in particular tend to place better trust in financial statements that are
audited; as the expected independence of the auditor boosts the assurance that important investment
decisions can be made on the thrust of those statements. The increased confidence of these set of financial
users tend to attract the inflow of capital which has the long-run effect of creating growth and development
in the business environment.
In light of the cost of frauds to the business and the offender in business environment, it is important to
develop strategies to prevent or detect business fraud, taking a cursory look at the risk factors associated
with business, giving due attention to the motives attached with it, and establishing how to effectively
manage it on a daily basis (Akinjobi & Omowumi, 2010). Hence, the auditors are looked upon as ‘messiahs’
in correcting this anomaly, and thereby directly, or indirectly creating a balance in the functioning of the
business environment. Auditors express their audit opinions on a financial statement presented to them
based on audit evidence. The objective of an audit, therefore, is to plan and perform the audit to obtain
appropriate audit evidence that is sufficient to support the opinion expressed in the auditor’s report.
Research has proxy audit quality using reputation of auditors on the premises that the loss of reputation,
economic rent and increase in litigation cost amongst other things can make auditors ensure that the report
they produce is of quality however, the experienced scandals across the globe points otherwise as even
some companies audited by the reputable firms have been involved (Weber, Willenborg & Zhang, 2008).
Furthermore, Simunic (2003) asserts the notion that audit quality varies across different classes of audit
firms has been a heated debate over centuries with divergent opinions surfacing as time elapse. This make
it glaring that there is a need to carry out a study on the determinants of auditors’ reputation and to what
extent using selected audit firms in Calabar, Nigeria as study.
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Statement of the problem
It is expected that auditors provide competent, reliable, independent, professional judgment but the
increased occurrence of fraud indicate something is amiss. Further, the accounting scandals resulted in
financial losses to victims and revealed issues of public confidence and trust about the information provided
by the auditors; consequently affecting auditors’ image and reputation.
Insufficient or inappropriate audit evidence often lead to wrong conclusions and this affect the quality of
audit report. Hence, the issue of audit reputation has received increased attention due to highly publicized
audit failures culminating in corporate scandals, corporate fraud, corporate failure. The spate of audit failure
in the world, especially in Nigeria, has brought great disappointment the user of financial report. In other
words, the Nigerian business environment has been perceived in some quarters as not too conducive for
investors; both local and foreign. Adjudged reasons for this assertion include the inability of financial
reports to meet the needs of this group of users. The prevalence of fraud, excessive earnings management
and other financial crimes in the country has reduced the level of confidence reposed in these financial
statements; and in the ability of these statements to perform their requisite functions. These incidences
raised questions as to whether they affect auditors’ reputation?
Objectives of the study
The current research was set to determine the factors of auditors’ reputation amongst audit firms in Calabar.
The specific objectives were to:
i.
Determine the extents to which auditors skills affect quality audit reports.
ii.
Determine the extents to which auditors skepticism affect quality audit reports.
iii.
Determine the extents to which auditors integrity affect quality audit reports,
iv.
Determine the extents to which auditors knowledge affects quality audit reports
Reserach questions
The following questions were relevant to this study:
i.
To what extents does an auditors skill affect quality audit reports?
ii.
To what extents does auditors skepticism affect quality audit reports?
iii.
To what extents does auditors integrity affect quality audit reports?
iv.
To what extents does auditors knowledge affects quality audit reports?
Reserach hypotheses
The following null hypotheses were developed for the study:
Ho:1 Auditors skills has no significant effect on quality audit reports.
Ho:2 Auditors skepticism has no significant effect on quality audit reports.
Ho:3 Auditors integrity has no significant effect on quality audit reports.
Ho:4 Auditors knowledge has no significant effect on quality audit reports
Significance of the study
The results from this study provides a guide to the Institute of Chartered Accountants of Nigeria (ICAN),
regulators, practitioners, and academics to develop skills, professional attitude and knowledge in ensuring
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quality and competency of individual auditor to increase their work performance in providing future
professional services.
The result from this study may suggest areas of training and information that regulators may consider
providing to auditors and to include in the guidelines and framework and suggestion to academicians on the
course materials to future auditors so as to enhance their work performance in the era of digitalization and
competitive edge.
2.0
LITERATURE REVIEW
2.1
Theory of reputation
When it comes to audit from reputation, there is one major theory that leads the peak. That is, the theory by
De Angelo (1980). While some refers to this theory as product differentiation hypothesis (Simumic 2003),
others call it reputation rationale. According to De Angelo (1981:33), "audit quality is not independent of
audit firm size even when auditors initially possess identical technological capabilities. She claims that
bigger audit firms have greater reputation capital compare with smaller firm because of the aggregate audit
income accord to them from other audit client. This accrued income then act as effective collateral making
them provide higher quality audit. From the theory, it can be deduced that audit quality is a function of
auditor skill, auditor integrity, auditor knowledge and auditor skeptism proxy by audit firm size which have
over time developed into reputation effect. Other variant of this theory include Dopuch and Sinmmic (1980),
they proposed that audit quality is linked with audit firm reputation and brand name. In their arguement,
they emphasized that audit services are required by management to influence the decision to be made by
financial statement users since an audit firm has a single brand name per time, the type of auditor who audits
the financial statement will affect the perceived reliability by users. Futhermore, empirical evidence at the
time substantiate their claim that audit quality was differeciated across time. Watt and Zimermar (1991),
also developed an alternative theory that products that audit size is a surrogate for audit quality. In their
argument, large audit firm (reputable firm) supply higher quality audit because they possess a comparative
advantage in monitoring individual auditor behavior.
From the above, reputation argument suggest that audit quality is linked with audit size and audit firm size
over time have been proxy for reputation (Fuerman & Kraten, 2008; Gregory & James, 2007; Yumanti,
2011). Now, the reverse is the case as seen in Simmic (2003) who wrote a critique reputation theory of D
& S. Question are now been asked if the reputation theory still holds since it was propounded in the era of
the Big Eight-Six and not the Big Four. Furthermore, the recent scandals have also caused users to doubt
reliability of financial statement just because they were audited by reputable firms.
2.2
Conceptual framework
Auditor’s reputation
The concept of reputation is considered important in business, and many other fields, and it may be
considered as a reflection of that social entity's identity.
Working toward such a definition, reputation
can be viewed as a socially transmitted meta-belief (i.e., belief about belief) that is a property of an agent,
that results from the attitudes other actors have about some socially desirable behaviour, be it
cooperation, reciprocity, or norm-compliance. To model this aspect, it is necessary to specify and develop
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a more refined classification of reputation. Reputation is the sum of impressions held by
a company's stakeholders. In other words, reputation is in the "eyes of the beholder". It need not be just a
company's reputation but could be the reputation of an individual, country, brand, political party, industry.
But the key point in reputation is not what the leadership insists but what others perceive it to be. For a
company, its reputation is how esteemed it is in the eyes of its employees, customers, investors, talent,
prospective candidates, competitors, analysts, alumni, regulators and the list goes on
(https://en.wikipedia.org/wiki/Reputation).
Reputation of a social entity (a person, a social group, an organization, or a place) is an opinion about that
entity, typically as a result of social evaluation on a set of criteria. Reputation is known to be
a ubiquitous, spontaneous, and highly efficient mechanism of social control in natural societies. It is a
subject of study in social, management and technological sciences. Its influence ranges from competitive
settings, like markets, to cooperative ones, like firms, organizations, institutions and communities.
Reputation acts on different levels of agency, individual and supra-individual. At the supra-individual level,
it concerns groups, communities, collectives and abstract social entities (such as firms, corporations,
organizations, countries, cultures and even civilizations). It affects phenomena of different scales, from
everyday life to relationships between nations. Reputation is a fundamental instrument of social order,
based upon distributed, spontaneous social control.
Lennox’s (1999:780) reputation hypothesis states that "in the absence of litigation, larger audit firms (i.e.
higher quality firms) have an incentive to protect their reputation for quality". Auditor reputation for quality
is manipulated as either a high reputation for quality or a low reputation for audit quality. The reputation
manipulation is motivated by Grunwald and Hempelman (2010), who manipulate the high-reputation firm
as one that is known for its good conduct, high standards of production, and no major reporting of
incidences. The low reputation firm is known for below average production, and has been subject to public
investigations in the past.
DeAngelo (1981) offers a definition of audit quality regularly used in literatures as primarily a combination
of two characteristics associated with the auditor viz the technical ability to identify misstatements, and
independence required for the correction of misstatements. That is, the auditor based on his qualification
and displayed acumen shoulders the responsibility of audit quality. He further argues that the reputation of
the engaged audit firm is germane to its producing quality audit report. This measure of auditor reputation
is more suitable for the present research study than other auditor reputation measures (Mc Cracken, 2003;
Koch & Schmidt, 2010).
Auditor’s skills
Auditors skills are ability to deal with people and achieved the objective of audit (Purwanto, Chotimah &
Mustofa, 2018). Thabet (2017), examined auditors’ skills, traits and knowledge to ability to assess the
business risk. She found that skills, traits and knowledge of the general business are significant to ability to
assess the risk of business. If an auditor is unwilling to provide an unqualified opinion on management
‘stated representations, then auditor and client begin negotiations, during which the auditor may offer a
revised statement (Antle & Nalebuff, 1991). While auditor–client negotiations usually occur between audit
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partners or managers and chief financial officers, auditors of all hierarchical levels may have situations
where they need to negotiate with their clients (or their appointed managers). This is especially so when
there is a need to improve audit efficiency or when time pressures are involved (Gibbins, McCracken &
Salterio, 2007).
Auditor’s knowledge
Professional knowledge requires one to combine subject matter expertise, pedagogical knowledge, and
learning processes, all for the purposes of increasing achievement. One of these factors without the other
will not offer the impact needed to improve learning outcomes. Traditionally, auditors can used a risk-based
approach in order to minimize the possibility of issuing an inappropriate audit opinion. Owing to the new
emphasis on business and process risks, auditors are now urged to consider a broad array of risks potentially
affecting a client organization (Eilifsen, Knechel & Wallage, 2001.). ISA 315 identifies three risk
assessment procedures: making inquiries of management and others within the client’sorganization,
performing analytical procedures, and making observations and inspection (IFAC, 2010: 265).
Many auditors now adopt an audit methodology that requires a strategic risk assessment of their client’s
business model as a first step for assessing business risks (O’Donnell & Schultz, 2005). During the strategic
assessment, auditors focus on the organization’s overall prospects, including its strategy to create value for
customers (Eilifsen et al. 2001). When employees and managers take improper actions that adversely affect
organizations and fail to identify and respond properly to changes in the business environment, or mis-align
strategic objectives and business processes, it may result in fraudulent financial reporting. In order to detect
the fraudulent behaviors, it is important that auditors have a holistic understanding of the client’s business.
According to Eilifsenet al. (2001), a major challenge for auditors is to link the knowledge gained about
client’s strategy and competitive advantage (i.e., knowledge of client’s business), and the resulting business
risks to the fairness of the client’s financial statements.
Auditor’s integrity
Integrity and ethics are often mentioned together in the business literature. Becker, Haugen and Mattson
(2005: 13) noted that ‘auditors have allegedly helped clients hide unfavorable financial information, ignored
evidence of fraudulent financial reporting, and broken their own code of professional conduct, amongst
other transgressions’, and discuss the importance of continuing education in ethics to improve the
professional conduct of auditors. Professional integrity encompasses attitudes and professionalism, but
excludes capabilities. Neither integrity nor ethics is included as an attribute in prior audit expert attribute
studies.
Auditor’s skepticism
Professional skepticism is an important skill for auditors. According to both US and international auditing
standards, professional skepticism comprises both a questioning mind and a critical assessment of audit
evidence. It is adviceable for auditors to plan and perform audits with professional skepticism, recognizing
that circumstances might exist that may cause the financial statements to be materially misstated (IFAC,
2010).
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Auditor’s skill and auditor performance
Davis, Farrell and Ogilby (2009), considered skills in the communication process, the ability of detection
suspicious transaction, auditing skills, and ability to produce result in the decision making process are
important. Skills, traits and knowledge also affected the abilities of auditor to assess the risk. The
capabilities to use data analytic as tools in audit technique to perform the audit on the systems are important.
The theory of performance stated that skill is the specific action used to perform the performance. The ISQC
in audit engagement also required the auditors to implement the appropriate skills. From the previous
studies, Siriwardane, Hu and Low (2014) and Davis et. al., (2009) agree that skills in communication are
highly important to auditors and help to detect any suspicious transaction in the client transaction.
According to Early (2015), data analytic increased the quality of audit and help to detect the fraud action.
He identified the data analytic as tool to implementation of audit technique for handle big data..
Furthermore, Thabet (2017) said that the information technology knowledge/skills are important to audit
and accounting process. Kearn (2014) also agreed that specific accounting knowledge and skills are
important to auditors.
Anderson (2012), argued that successful auditors should have numerous abilities such as technical and
ethical abilities, vision and instinct; able to see the big picture, people skills, decision making ability,
leadership and superior communication skills. Vision and instinct means the auditors have the certain vision
and have a good instinct from the experience. Dynamic situation and challenges in the business environment
motivated. Uyar and Gungormus (2011) concluded that enhancement of skill, attitude and knowledge are
important to auditors. The results emphasized the important skills auditors consist are work ethics, team
work and ethical awareness.

Professional knowledge and audit performance
Wisdom is important part to understand the business practise. Absence on the knowledge of wisdom may
impact to the business environment. Nguyen and Kohda (2017) conducted their study to test stages of the
data, information, knowledge and wisdom in the knowledge management. They found that have three
virtues to determine of wisdom in auditing which are epistemic virtue (auditors knowledge), enabling virtue
(professional judgement) and ethical virtue (ethics). These three virtues in combination influence the
decision making process.
Popoola, Che-Ahmad, Samsudin, Salleh and Babatunde (2013) stated that
public confident reduce due to fraud and a person who has forensic and auditing knowledge may affect
fraud–related task performance rather than a person who only have auditing knowledge. Results showed
that the forensic accounting knowledge and skills are important to the task performance which involved the
fraud risk assessment. At time of economic and financial crisis, auditors face the challenges and
opportunities. The internal audit function personnel both at the audit committee level and at actual internal
auditors should be knowledgeable to enable them perform their duties effectively. Morgan (2009) posited
that internal auditors needed to be experienced and have the expertise. In organizations with internal
auditors with high competency levels, there is a positive correlation with performance which results in
overall more effective corporate governance.
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2.3
Conceptual model
Current research work is aimed at finding and analyzing those important variables quantitatively and
qualitatively, which are affecting audit reputation in Calabar, Cross River State. The above conceptual
frameowrk suggested different factors used in the conceptual model for this study. The audit quality was
proxy for audit reputation and it is affected by several factors.. There is a need to address the significance
of these factors on auditor reputation amongst privates firm. Figure 1 depicts the direction of assumed
relationship among these variables under study. It is hypnotized that auditors skills, auditors knowledge,
auditors skeptism and auditors integrity are significantly affecting audit quality (proxies for audit
reputation).
INDEPENDENT
VARIABLES

DEPENDENT
VARIABLE
Auditors
reputation

Auditors skills
Auditors
skeptism
Auditors
integrity
Auditors knowledge

Audit firm
size

Quality audit
report

Fig 1: Conceptual model of determinants of auditors reputation amongst audit firm
ons
2.4
Empirical review
Olowookere and Inneh (2016), investigated the determinants factors affecting auditors choice in quoted
manufacturing companies in Nigeria. Their study utilized both primary data and secondary data. The
primary data were collected through the administration of structured questionnaire, while the secondary
data were sourced from annual accounts and reports of sampled companies. The questionnaire on the
determinants of the choice of auditors used by Oxera, (2006) was adopted for the study. 500 copies of the
questionnaire were administered to respondents who were purposively selected shareholders of the quoted
manufacturing companies in South Western part of Nigeria. 308 copies of the questionnaire were returned
and analyzed. Data collected were analyzed using both descriptive and inferential statistics. Logistic
Regression Analysis was used to analyze the data. The results showed that the two most important factors
influencing the company’s choice of auditors are international coverage and long-term relationship with
current auditors. Collectively, the findings have important implications for audit markets in emerging
economies in which the sustainability of manufacturing firms is crucial to overall economic development.
Oyedokun, Yunusa and Adeyemo (2018), empirically ascertained the relationship between audit quality
attributes and financial reporting quality of listed consumer goods companies in Nigeria. Their study
adopted a correlational research design and adopted 12 out of the entire population of 17 quoted companies
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in the industrial goods sector using purposive sampling technique to determine sampe size. The result of
the panel regression with the aid of STATA indicated that audit firm size has a negative significant
relationship, auditor tenure has a positive insignificant relationship while audit fees has a negative
insignificant relationship with financial reporting quality of quoted industrial goods companies in Nigeria.
The study recommended that consumer goods companies should not rely on audit fees paid to auditors as a
guarantee of qualitative financial reporting since audit fees contributes negatively and insignificantly to
financial reporting quality.
Nestor and Ezechukwu (2017), study ascertained the determinants of audit quality with a focus on selected
Deposit Money Banks listed on the floor of Nigeria Stock Exchange from 2010-2015. This study made use
of secondary data obtained from fact books, annual reports and account of selected banks under study. The
relevant data were subjected to statistical analysis using Pearson coefficient of correlation, Ordinary Least
Square (OLS) and Granger causality test with the aid of E-view 9.0. The result of this study revealed that
there is a positive and statistically significant relationship between audit fees, audit tenure, audit firm size
and audit quality. It was also empirically verified that audit fees, audit tenure, audit firm size have a
statistically significant relationship with audit quality of banks listed on the floor of Nigerian Stock
Exchange at 5% level of significance. The study recommended among others that auditor-client relationship
should not exceed three years, because the auditor may develop close relationship with the client and
become more likely to act in favour of management, resulting in reduced objectivity and audit quality.
Masood and Afzal (2016), explored the factors in the work environment which affect the audit quality.
Data collection and analysis was conducted in two stages. Primary data were collected by the researcher
from a random sample of 250 auditors from various government departments at federal level through
structured interviews and survey method simultaneously. Qualitative analysis in Nvivo 10 revealed several
important variables which were quantitatively tested in second stage. The final results show that physical
work environment, performance of auditors and top management support are positively and significantly
affecting the audit quality. It was suggested that the physical environment for auditors should be redesigned
according to their needs and top management should support government auditors for issuance of
transparent reports.
Aslan and Aslanertik (2017), examine dthe impact of firm characteristics and IPO characteristics on external
auditor selection, by examining a sample from BIST firms over the period 2009 to 2013. It was investigated
that the firm age, firm size, foreign ownership, international diversification, market to book and total asset
turnover are positively associated with auditor selection in terms of Big 4-Non Big 4 diversification. The
empirical evidence contradicts the hypothesis that sales growth, loss, ROA, leverage and liquidity have an
impact on external auditor selection. Also it was determined that the firms which are in the corporate
governance index prefer work with Big 4, but watch list companies don't. The IPO characteristics such as;
IPO age, issue size, prestigious underwriter are positively associated with auditor selection (Big 4/Non-Big
4). The results of this research indicate that there is a high correlation between firm age and IPO age. In
addition to all, our results suggest that some of firm characteristics and IPO characteristics serve as a
signaling device that enhances auditor selection.
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Urhoghide and Izedonmi (2015), examined the effects of audit client characteristics, audit firm
characteristics, corporate governance variables on audit fee in Nigeria. Their study used secondary data
obtained from the published annual accounts and reports of one hundred and fifty three (153) companies
from eleven (11) sectors of companies quoted on the Nigerian stock exchange from 2007-2012. The
variables were analyzed using descriptive and correlation analysis. Thereafter, multiple regression analysis
was conducted using pooled ordinary least squares and the panel estimated generalized least squares. The
results for audit client characteristics revealed that audit client size and complexity have a positive and
significant impact on audit fee while profitability, fiscal year end and industry have a negative and
significant influence on audit fee. For corporate governance variables, board diligence, board expertise,
board size, board independence, and audit committee independence, all have a positive and significant
impact on audit fee. For audit firm characteristics, audit firm type, and international linkage have a positive
and significant impact on audit fee while audit firm tenure has a negative and significant impact on audit
fee. It was recommended that auditors should have a better understanding of these factors and their relative
importance and how the factors might be built into an audit fee model.
Ahmad, Hariri, Zawawi and Hassan (2019), exmained the determinants of auditors’ work performance in .
Their study used the theory of performance to determine whether skill, attitude and knowledge influence
auditors’ work performance. Survey questionnaires were sent to auditors of a small to medium size in Kuala
Lumpur. A response rate of 12 % (26) was analysed. Their results shows that there is a significant and
positive relationship between skills and auditors’ work performance.
3.0
METHODOLOGY
Research design
The study being quantitative in nature, employed survey research design. This design enable the researcher
gather valid and reliable information through the respondent to the plan sequence of questions geared
towards hypothesis testing and explaining the relationship among the variables.
Population and Samples
The copies of the survey questionnaires were distributed to external auditors in different audit firms in
Calabar, Nigeria. In Calabar, Metroplitan, there are ... accounting and audit firms of different sizes.
However only 217 firms of all sizes that is small, medium, and big firms were selected. This sampling
technique is as proposed by Sekaran and Bougie (2016). An overall score was calculated for each individual
respondent.
Method of data collection and sources of data
The researcher made use of scale questions in the construction of the questionnaire so as to acknowledge
the degree of intensity in the respondent’s perception of the phenomena which cannot ordinarily be gathered
from two-way or even choice questions. The data for this study was gathered from primary sources to enable
the researcher ensure that there is control in which there is originality.
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Research Instrument
A survey questionnaire was developed. It has five parts. Part A collected the demographic information of
respondents, Part B was on auditors skills, Part C capture professional integrity, Part D is dwells on
professional knowledge, and lastly, Part E on the auditors’ reputation. Thus, respondents’ perception or
feelings on each proxies were represented in a 5-point Likert scale of strongly agree, agree, disagree,
undecided and strongly disagree
Model specification
The model adopted for this study was first expressed below as;
AR =-F(DOAR)
AR = ao+a1DOARt+ ei
Where: AR = Auditors reputation (Dependent variable)
DOAR = Determinants of auditors of reputation (Independent variables)
ei = Stochastic error terrm
Four variables were used as proxies for determinants of auditors of reputation. They were auditors skills
(AS), auditors knowledge (AK), auditors skeptism (ASK), and auditors integrity (AI). Quality audit report
was used as proxies for auditor reputation. The model is further written in an as explicit form to reflect the
proxies (AS, AK, ASK, and AI) adopted for determinants of auditors of reputation;
QAR = a0+a1AS, +a2ASK +a3AI +a4AK + ei
The full specification of the four regression equations in model used are presented below as;
a0, = the intercept term
a1, a2, a3, a4, = The regression parameters (That is, coefficient of the explanatory variables)
QAR= Quality audit report
AS= Auditors Skill
ASK= Auditors Skeptism
AI= Auditors Integrity
AK= Auditors Knowledge
Thus a’ prior expectations are; a1, a2, a3, a4, 0 implying that the higher the determinats, , the higher the
reputation of auditors.
Data treatment techniques
The analysis required the use of statistical technique to test the reliability of the problem. The operation
methodology adopted is the ordinary least square (OLS), econometric techniques.
4.0
DISCUSSION OF THE RESULTS
In this section, correlation analysis and regression results are examined.
Correlation test
The study begins by examining the relationship between the dependent and independent variable. From
table 1 below, the correlation coefficients of the variables are examined. As observed. All proxies (auditors
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skills, auditors knowledge, auditors skeptism and auditors integrity) used as determinants of auditors
reputaion all have strong and positive correlations with quality of audit report. This indicate that the more
skills, knowledge, skeptism and integrity an auditors has, the higher it reputation in the audit industry and
vice-versa. In the same vein, the table shows that the variables were positively inter-related with quality of
audit report which. However, correlation analysis is limited for inferential purposes because it does not
suggest causality or functional dependence in a strict sense.
Table 1
Correlation test among the variables
QAR
AS
PROS
PROI
QR
1.000000
0.612449
0.762966
0.502176
AS
0.612449
1.000000
0.654699
0.787484
PROS
0.762966
0.654699
1.000000
0.570361
PROI
0.502176
0.787484
0.570361
1.000000
PROK
0.823147
0.609797
0.794610
0.743317
Source: Researcher’s compilation (2019) from E-view 9.5

PROK
0.823147
0.609797
0.794610
0.743317
1.000000

Regression analysis
The regression analysis is conducted to show the effects of the independent variables on the response
variable. For the binary logit and probit estimation conducted in this study, the main statistics of interest
are the coefficient estimates and their corresponding significance. The diagnostic statistics (such as the
McFadden and R-squared values) provide less useful representation of the models. However, the
Lagrangian ratio (LR) statistic, provide some information on the performance of the estimated model. The
estimation of the binary regression involves three approaches. The choice of the best model to interpret is
based on the size of the LR value for each of the reports. The one with the least LR probability value
performs better in terms of output. The regression results and analysis are presented in table 2
Table 2
Regression results
Source: Researchers’ computation (2019) from E-view 9.5
Variable

Probit

AS

Coeff
1.881

z-Stat.
2.186

Prob.
0.029

Coe.
.399

z-Stat.
-1.992

Prob.
0.046

Coeff.
-1.933

z-Stat.
-2.419

Prob.
0.016

ASK

4.015

2.463

0.013

7.12

2.226

0.026

4.362

2.816

0.005

AI
AK

2.002
1.638

0.013
-2.991

0.009
0.043

0.05
2.95

0.025
-1.863

0.984
0.063

0.003
-1.759

0.060
-2.184

0.952
0.029

0.75
18.01

0.0012

McFaddn
R-quared
LR
Statistic

Logit

0.78
19.18

0.0007

Extreme value

0.78
19.05

445

0.0008

From Table 2 above, it can be seen that the LR value for both the probit and logit models at 19.18 and 19.05
respectively have probability values less than 1%, however, because the probit model has the least value
(0.0007) as against the logit model (0.0008), the findings focus on the probit result for analysis and to
draw conclusions there from. In table 2, the coefficients of auditor’s skills (AS) (1.881) has a positive
relationship with quality report. The general implication of this result is that auditors skill (AS) contributes
significantly to the quality of auditors report. Auditors skeptism (ASK) has positive (4.015) relationship
with quality report. This indicates that an auditors taht that has skeptism skill avoid circumstances of
materially misstated hence has the potential of rendering quality reportt. The coefficients of auditor integrity
(AI) is 2.002. This shows that there is a positive relationship between auditor integrity and quality report.
The general implication of this result is that auditors integrity (AI) professional integrity is an important
factor to the performing excellent audit exercise. The coefficient of auditors knowledge (AK) is positive
(1.838). This shows that auditors knowledge has a postive effects with the quality of auditors report. This
indicates that auditing knowledge of audit also help auditors to perform better
Tests of hypotheses
In this section, the hypotheses of the study are tested based on the outcome of the model.
Hypothesis one
Ho:
Auditors skills has no significant effect on quality audit report.
H1:
Auditors skills has significant effect on quality audit report.
From table 2 above, auditors skills is significant at p (0.029) less than 5%. Consequently, the null hypothesis
that auditors skills has no significant effect on quality report (QR) is rejected implying that auditors skills
has no significant effect on quality audit report.
Hypothesis two
Ho:
Auditors skepticism has no significant effect on quality report
H1:
Auditors skepticism has significant effect on quality report.
From table 2 above, auditors skepticism is significant at p (0.013) less than 5%. Consequently, the null
hypothesis that auditors skepticism has no significant relationship with quality report is rejected implying
that auditors skepticism has significant influence on quality report of an auditor.
Hypothesis three
Ho:
Auditors intergrity has no significant effect on quality audit report.
H1:
Auditors intergrity has significant effect on quality audit report.
From Table 2 above, auditors intergrity is insignificant at p (0.009) is less than 5%. Consequently, the null
hypothesis that auditors intergrity has no significant relationship with quality report is rejected implying
that auditors intergrity has significant effect on quality of audit report
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Hypothesis four
Ho:
Auditors knowledge has no significant effect on quality audit report
H1:
Auditors knowledge has no significant effect on quality audit report
From the result shown on table 2, auditors knowledge is significant at p (0.04) less than 5%. Consequently,
the null hypothesis that auditors knowledge has no significant relationship with auditors knowledge is
rejected implying that auditors knowledge has significant effect on quality of audit report.
5.0
CONCLUSION AND RECOMMENDATIONS
Auditor reputation is an important concept in both public and private sector. It is necessary to maintain the
quality of audit because it helps to increase the level of trust and confidence from the public. The quality of
audit used as proxies for Auditor reputation is dependent upon several factors which were explored through
this research. From the correlation test, as observed in table 1 all proxies (auditors skills, auditors
knowledge, auditors skeptism and auditors integrity) used as determinants of auditors reputaion all have
strong and positive correlations with quality of audit report. These results is in line with the study of Chiang
(2016) who found that professional scepticism and auditors’ independence directly affect each other. Also
it fully support the findings of Rozidi, Nor, Aziz, Rosli and Mohaiyadin (2015) who found that the
relationship between auditors’ ethical judgment, quality of financial reporting and auditors’ attitude towards
creative accounting are significant.
The independent variables from regression analysis have been further tested. The results show that auditors
skills, auditors knowledge, auditors skeptism and auditors integrity positively and significantly affect the
quality of audit reported by auditors. This corroborates with the following studies; Hadisantoso, Sudarma
and Rura (2017), found that professionalism and competence of auditors have significant influences towards
the performance of auditors; Siriwardane et al., (2014) the professional integrity is most important rank to
the performance of auditors. Causholli et al., (2016) study found that auditor performance is significantly
related with knowledge network. Based on the findings and conclusion, the following were recommended:Auditors should ensure they always carry out their operation in line with the norms and ethic of auditing
professions to avoid compromise thus enhance effective audit performance
Practical implications for the improvement of ethical decision-making in auditing should be put in place as
these can assist professional development of auditors.
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ABSTRACT
The internal audit function is an essential part of an organization, which if functioning effectively should
ensure transparency, accountability, and efficient service delivery. In recent times, the public health sector
has become the focus of debate among stakeholders who decry the poor state of health facilities, poor
service delivery, misappropriation of funds, misuse/mismanagement of assets, fraud. This has resulted in
an increase in private hospital patronage as patients prefer private hospitals to public hospitals. The major
objective of this study is to assess those attributes that influence internal audit effectiveness in the Nigerian
public health sector. The study employed survey research in examining and understanding the problem.
For the purpose of this study, the main form of data collection was series of interview with the internal
auditors of the sample public health sectors and a structured questionnaire. The result reveals that Auditors
independence, Internal audit quality, Management support, Auditee attributes and Organizational setting
positively influences internal audit effectiveness. It was concluded that, for audit of any kind to be successful
in achieving its potential, it needs to operate in an environment where transparency and public
accountability are normal occurrences. The study recommended that, the internal auditor should have
maximum independence from the ministry they work in. The internal audit activities must be positioned in
such a way that it may obtain cooperation from ministry, have free unrestricted access to all functions,
records, property and personnel including those charged with governance. Management must ensure that
the right controls are in place to monitor and measure business practices and behavior, that the right
management team is put together, and the culture includes an enterprise wide commitment to understanding
and embracing corporate values.
KEYWORDS: Internal audit effectiveness, auditor independence, Internal audit quality, Management
support, Auditee attributes and Organizational setting
1.0
INTRODUCTION
The evolution of internal audit function has seen a paradigm shift in the last three decades which has
witnessed a portfolio of skills required for internal auditor to achieve professional and technical success in
the discharge of his/her duties. Davidson (1991) and Golen (2008) emphasized the importance of the need
for effective communication skills in all organization functions. Internal auditors’ effectiveness is a function
of internal auditors’ characteristics which include objectivity, effective communication, and proficiency,
due professional care and training and development. With the latest global economic meltdown and the
increasing fraud cases, the internal audit functions are becoming vital in both private and public sectors.
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The management of public sector organizations is urged to maintain an effective system of internal control,
and the roles of internal audit, therefore should be well implemented (Jones & Pendlebury, 2000).
Internal auditors are employed by senior management and are agents of the board of Directors and audit
committees who trust their ability to monitor and evaluate senior management works. Organizational
members are required by law to evaluate the internal control system and this is achieved through effective
communication between the internal auditors and organization members. Evaluation of a firm internal
control which involves collection of sufficient and reliable evidence is subject to the type of communication
skills deployed by the internal auditor to extract these facts. Internal audit department performance refers
to the planning and supervision, fieldwork, recording, reporting, findings and recommendation and
following-up of internal audit recommendations. This performance is impossible without effective
communication by the internal auditor to organization members on what is expected at each stage of internal
audit performance and communications of audit findings to top management. Internal audit’s main objective
is to assist the Government to achieve sound public financial and operational management through effective
public spending, financial accountability and transparency. However, the internal audit has not achieved
this objective as evidenced by the numerous frauds and scandals in the public sector.
Corruption is commonly defined as the misuse of entrusted power for private gain. In West Africa,
corruption features across sectors, including health, where it can undermine the delivery of care, exacerbate
health inequities and can mean the difference between life and death. Corruption, often defined as the abuse
of entrusted power for private gain, cuts across all components of health systems (Transparency
International (TI), 2016), and is perceived to be responsible for the failures within the health sector to
translate the wealth of nations into wellbeing for citizens and health service users (World Bank, 2015).
Manifestation of corruption in, low and middle-income countries undermine the delivery of care and
exacerbate health inequities, and can mean the difference between life and death (Dovlo, 2012). According
to the World Bank (2015), there are widespread failings within health infrastructure and service delivery in
developing countries. Corruption in the health sector is associated with higher percentage of incidences of
mortality and morbidity than in higher income countries (Akokuwebe and Adekanmbi, 2017). There are
also financial consequences of corruption, with the high cost of combating it depleting government revenue
(Hanna, 2011; Human Rights Watch, 2007; Holeman, 2016; Enakhimion, 2011). Public sector failure to
deliver the required and needed service questions on the effectiveness of the internal audit in the Nigerian
public sector. Corruption, lack of transparency and accountability are all part and parcel of Nigerian life
was made clear in an interview given by Tunku Abdul Aziz Tunku Ibrahim with the New Sunday Times
(24 October 2004). All this problem impedes the economic development of Nigeria considering her human
and natural endowment. It is therefore imperative that Internal Audit functions be an integral part of Public
Financial Management Reforms in Ministries, Agencies, parastatals and all government departments to
enable the country achieve the intended goals (Ali 2007).
Nigeria, like many other developing countries, is suffering from serious shortcomings of Internal Audit
with lack of competent staff, no support from management, inadequate training and development and many
more. There are a high percentage of these organizations where the internal audit units or departments are
not able to operate effectively as a result of the acute shortage of staff and of staff lacking in appropriate
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audit skills (Ali et al 2007). The National Audit Department (NAD), with their cynical exploitation of the
internal audit units as simply training grounds for their staff requirements further undermines the
effectiveness and credibility of the internal audit units in all government departments and agencies (Ali et
al 2007).
In line with the definition of internal auditing as defined by the Institute of Internal Auditors (IIA), A
decisive study on the above issues while putting focus on the underlying factors in successful internal audit
especially in public sector has been lacking. Therefore, this study was carried out to examine the factors
affecting the internal audit effectiveness on the performance of public health institutions in Nigeria.
Specifically, this study will consider; Internal audit quality, Management support, Auditee attributes and
Organizational setting as there affect internal audit effectiveness.
Theoretical framework
Contingency theory is used in this research. Badara and Saidin (2014) said that contingency theory was able
to help researchers to explain about one
phenomenon systematically. This theory could explain the
relationship between two or more variables. In this research, the internal audit effectiveness is something
expected to be achieved. To achieve the internal audit effectiveness, we had to pay attention to the factors
that might affect it. That internal audit effectiveness depended on contingency variables, they were
competence of the internal auditor, independence of the internal auditor, auditee support to internal audit
activities, and the relationship between internal and external auditors. Competence of the internal auditor is
auditor’s abilities to applied what he/ she knows to carry out audit activities properly. The Institute of
Internal Audit claimed that auditors’ competencies is a key element in effective internal audit activities.
Having said that, internal auditors have to possess skills, knowledge and other competencies to engage in
internal audit duties. Furthermore, work of internal audit is heavily used by external auditors and they tend
to rely more if the audit is made with high competencies (Al-Twaijry et al., 2004). Researches have focused
on the needs for audit personnel to attain high quality internal audit. Ahmad et al. (2009) and Ali et al.
(2007) tested the importance of internal audit activities in Malaysia and they found that most of the qualified
staff are observed on trainings, experience and knowledge about internal auditing negatively affected the
role of the internal audit and suggested that training as an important requirement for improving internal
audit work.
Public Sector Governance
The public sector consists of governments and all publicly controlled or publicly funded agencies,
enterprises, and other entities that deliver public programs, goods, or services (Goodson, Mory, Lapointe,
2012) A public sector organization may exist at any of these four levels which include international,
national, regional and local government. On the other hand, public sector governance encompasses the
policies and procedures used to direct an organization's activities to provide reasonable assurance that
objectives are met and that operations are carried out in an ethical and accountable manner (Karanja, 2010).
In Nigeria, various public sector reformation programs have been initiated with the focus of ensuring good
governance and better accountability of public agencies. The overall objectives of the improvement
programs are to ensure better service delivery and subsequently ensuring more transparent, accountable,
and inclusive and participative decision-making processes of public agencies (Nabiha , 2013). However,
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the Nigerian public sector is still being criticized for poor governance. The National Audit Department has
highlighted weaknesses and irregularities in public procurement at all levels, be it at the Federal, State and
Local government level as well as in Statutory Bodies. Some of these weaknesses and irregularities involve
serious violations of established procurement guidelines and procedures.” (Auditor General Speech, 2012).
Based on the above scenario, it is therefore imperative that the public sector governance and performance
needs to be improved. In order to make that happen, the internal audit unit of the public sector must play an
important role in ensuring the transparency and accountability of the public sector governance (Goodson et
al. 2012).
Activities of internal audit
The internal auditor by implication is the organizations critical friend – someone who can challenge current
practice, champion best practice and be a catalyst for improvement.
Evaluating controls and advise managers at all levels
Internal audit’s role in evaluating internal controls is wide ranging because everyone from the mailroom to
the boardroom is involved in internal control. The internal auditor’s work includes assessing the tone and
risk management culture of the organization at one level through to evaluating and reporting on the
effectiveness of the implementation of management policies at another.
Evaluating risks
Internal auditors identify key activities and relevant risk factors and assess their significance. Changing
trends and business/economic conditions impact the way the internal auditor assesses risk. The techniques
of internal auditing have changed from a reactive and control based form to a more proactive and risk based
approach. This enables the internal auditor to anticipate possible future concerns and opportunities as well
as identifying current issues.
0
Analyzing operations and confirm information
Achieving objectives and managing valuable organizational resources requires systems, processes and
people. Internal auditors work closely with line managers to review operations then report their findings.
The internal auditor must be well versed in the strategic objectives of their organization, so that they have
a clear understanding of how the operations of any given part of the organization fit into the bigger picture.
“Challenge, Champion, Catalyst for improvement”
Ad hoc Duties
In the public sector, there is so much for the internal auditors to cover in spite of the staff restraints however
they also need to carry out the organization’s operational responsibilities alongside their internal audit
duties, for example answering the audit observations and doing ad hoc works. In our interview, we have
received different opinions on how the ad-hoc duties affect the effectiveness of internal auditing in the
public sector. The additional organizational task internal auditors have to perform seems to be another
dilemma faced by internal auditors in the public sector. In the three audit units we interviewed, the internal
auditors came up with different responses on this matter. Some of them have no problem with the ad hoc
duties given to them while others admit that they are facing troubles due to these additional organizational
tasks. At the Internal Audit, Internal Control & Compliance Conference on 12th September 2011, Tan Sri
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Dato’ Setia Ambrin Bin Buang Auditor General Of Malaysia stated in his speech that in the public sector,
there is so much for the internal auditors to cover despite the staff constraints, therefore in certain cases, the
independence of internal auditors seems to have been compromised by them being required to perform the
organization’s operational tasks alongside their internal audit duties, for example replying the audit
observations and doing ad hoc jobs. As a result, the quality of auditing is affected and it is not surprising
therefore that what little audit they could conduct is just confined to the financial control assessment instead
of mitigating potential fraud cases.
In the research conducted by A Md Ali (2009) on the internal audit in the state and local government of
Malaysia, he has reported on the additional organizational task dilemma of the internal auditors. From his
report, there was also one particular case where, in the closed-ended section of the interview session, the
responses indicated that the internal audit personnel do not conduct operational activities for the
organization. However, in the open-ended section of the interview, the responses clearly indicated that the
head of the organization specifically assigned the audit head the task of preparing group account for the
organization (Ali et al., 2007). In summary, it can be said that the ad hoc duties internal auditors have to
perform affects the quality of the auditing. This in turn affects the internal audit effectiveness in the public
sector.
Internal Audit Function in Public Sector
As is true for all internal auditors, public sector internal auditors are called upon to assist organizations in
improving their operations. The public sector internal audit function is an element of a strong public sector
governance foundation. Most public sector internal auditors also play a role in their entity’s accountability
to the public as part of the check-and-balance process. The diverse nature of the public sector places
increasing importance and value on a common understanding of independence as it is key to any auditor’s
credibility. As internal auditors are an integral part of the organization, the achievement and maintenance
of independence is even more challenging and its function can be organized and performed at various levels
within an entity, or within a broader framework that covers a set of similar entities. The same principles
and rules apply to these different organizational levels of internal auditing. When observing the public
sector and international institutions in general, the function of IA is essential for effective management. As
the Institute for Internal Audit (2012) points out the IA function in the public sector is of great importance
and must be structured in a manner that ensures the fulfillment of their accountability and transparency to
the general public, while at the same time allows them to efficiently, effectively and cost-effectively meet
its goals. For the IA in the public sector the key point is the credibility and the level of independence with
which this function is performed. One must keep in mind that the staff of these departments is also an
integral part of particular public organizations, so credibility and independence, as well as their advisory
role, are becoming an increasing challenge and the point of potential conflicts of interest.
The public sector internal audit has been looked into by various researchers across the world. It is not
surprising that many countries are facing dilemmas in managing the internal audit in their country. internal
auditing in the public sector served as a simple administrative procedure which comprised mainly of
checking accuracy of transactions, pre-payment verification and control, counting assets and reporting on
past events to various types of management. Based on Deloitte (2011), a combination of forces has led to a
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quiet revolution in the profession in recent years. Governments moving toward higher levels of transparency
must demonstrate accountability in the use of public money and efficiency in the delivery of services. Larger
and more complex operations demand greater competency and professionalism from internal auditors to
minimize and manage risk (Deloitte, 2011).
In public sector organizations, the internal audit function holds high potential for promoting accountability
and improving government performance (Md Ali et al; 2007). In view of this development, several countries
have developed policies aimed at reinforcing public sector internal audit functions to boost their capacity
for contributing to these objectives. Establishment of internal audit units, professional standards for
conducting audit work, training and resource allocations were some of the few steps taken by the
government of certain countries to promote accountability in internal audit (Ali et al; 2007). However, the
public sector operations are inflexible where there are more laws and regulation authorizes the activities of
internal audit. Mihret et al (2007) argued that there are two types of audit that are applicable to the public
sector: financial-related audits and performance audits. Financial-related audits are audits which contain
ideas on financial statements or were based on the audit of financial statements. The objective of a financial
statement audit is to decide whether the financial statements are fairly stated. Performance audit highlights
on whether public assets are being used in a well manner, with an aim of recognizing and reducing wastage
which is the main focus of this study.
In Nigeria, public sector auditing has existed for over100 years since the British Colonization in 1914 and
after independent in 1960. The public sector auditing is divided into two which is the internal auditing and
external auditing (Ali et al, 2007). Both the internal and external auditors are actually employees of NAD
who are placed in different ministries or government agencies for a period of time before which they are
transferred to another department. According to Ali et al (2007), the main difference between the internal
and external auditor in the public sector is that internal auditor’s reporting head is the Secretary General of
the Ministry which they are placed in whereas external auditor’s reporting head is the Auditor General
himself.
Interaction between Auditor and Auditee
It is significant that a good relationship exists between the auditors’ auditees in the organization. Without
such connection, the auditors might as well not be around; and if they are still around, their job experience
usually becomes quite a painful one. The auditees are typically all the other parties in an organization that
the internal auditor audits. A good relationship between internal auditor and the other parties in an
organization is important so that coordination and cooperation can be established which will ease the
process of internal auditing. However, what happens in the public sector is that the relationship between
internal auditors and the auditee is not as smooth as we thought it would be. Based on the cases above, most
of the auditors face difficulties in communicating to other parties in the organization. There is a lack of
understanding regarding the role of internal auditor as independent examiner in the organization, and that
there is also a lack of appreciation of the value and importance of the audit unit in the organization (Ali et
al., 2012).
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All the evidences above show that majority of the internal audit function in the public sector have a negative
relationship with the auditee in the public sector. Without a good support from the auditee, the internal
auditors will have a hard time in completing the auditing process which definitely will affect the internal
audit effectiveness.The golden principles that state the Code of Ethics for Internal Auditors in Government
Are Integrity, Objectivity, Competency, Confidentiality and Independence.
a. Integrity: Integrity is expected in aspects of the internal audit work. The principles of honesty and
fairness are to be observed. The basic point that is raised here is that his report should bring with it an air
of trust, reliance and fairness.
b. Objectivity: Professional competency and assessment of facts with utmost care is a pre requisite for a
good internal auditor. An internal auditor should refrain from making reckless and irresponsible statements
or resorting to expressions without proper evidence.
c. Competency: An internal auditor is expected to apply appropriate skill and knowledge combined
adequately with experience. An internal auditor should refrain from undertaking works that are outside his
scope or beyond the scope of his skill and competence. Performance of the audit and preparation of the
report require due professional care by persons possessing adequate training, experience and competence
in auditing. The majority of staff development, however, results from on the job training where auditors
assist in the training of other, less experienced staff members. Each auditor must be responsible for
continuing his/her education in order to maintain their proficiency. This involves keeping abreast of current
developments in auditing standards, procedures and techniques.
d. Confidentiality: The internal auditor should safeguard all information received by him as most of them
may be of confidential nature. There shall be no spill out of possessed information unless there is a statutory,
legal and professional requirement to do so.
e. Independence: As the definition states, Internal audit is an independent appraisal activity. We need to
carefully note here that the word “independent” is important, even though it gets neutralized by the fact that
it is within an organization. Independence stands for an internal auditor being able to report on material
facts and figures, uninfluenced by any favor or frown.
It is to be understood that the International Auditing Guidelines relating to “Using the work of an internal
auditor” reads as follows “An internal audit function is part of the entity and irrespective of the degree of
its autonomy and objectivity cannot be the prime criterion for independence”. This is because the reporting
relationship may influence his decisions and reporting patterns.
Internal Audit effectiveness:
Most researches relating to audit effectiveness in literature has focused mainly on external audit with little
emphasis on internal auditing (Porter & Gowthorpe, 2004; Goodwin,2004, Ubaka, 2016). Internal audit
effectiveness became prominent in the 1990’s as various studies were conducted to establish the importance
of internal audit effectiveness in different countries. Different factors and models have been used to measure
effectiveness in audit (Arena & Azzone, 2009) and there still exists arguments among scholars as to the
best framework to measure audit effectiveness.
Effectiveness is the measurement to evaluate whether the goals of the organization has been achieved or
not. Effectiveness becomes the main aspect that affect the goal achievement of an organization. So, the
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organization must decide how to do some activities which will help them to achieve the goals. The internal
audit must be so effective that they could achieved the goals of their audit activity. Internal audit
effectiveness is the measurement to evaluate whether the internal audit function is able to achieved the goal
of that function. There are a lot of factors affecting the internal audit effectiveness. Arena and Azone (2009)
said that factors affecting the internal audit effectiveness are characteristic of the audit team, activity and
audit process, and the organization relationship. Mihret and Yismaw (2007) said that organization
characteristic would increasing or decreasing the internal audit effectiveness.
Alzeban and Gwilliam (2014) said that competence of internal audit staff, independence of internal audit
staff, management support, the size of internal audit department, and the relationship between internal and
external auditor have positive correlation with the effectiveness of internal audit. Point 2220 of APIP
auditing standard stated that auditors must have competence and another skill that can support their works
of audit. Auditor must have wide knowledge and another competency to fulfill their responsibilities. Auditor
must have abilities in auditing, accounting, governmental administration, and communication. In the next
point, APIP auditing standard stated that the auditors must be independent. Their position should be placed
exactly and free from any intervention. If the auditors have any relationship with auditee, they should not
be involved in the audit activities. However, the work of internal auditors need supports from the
management or the organizations being audited. By supporting the internal auditors, the auditee will give
all information’s needed by the internal auditors with pleasure. This situation will make the internal auditors
feel free to do their works. APIP auditing standard also gave explanation that to work properly, the internal
audit team should have a good communication with the external auditor. The internal and external auditors
should discuss the scope of their works so there is no repeating activities.
Role of Internal Audit in Good Governance
The role of internal audit has been ignored in all discussions on governance. The reasons for this needs
detailed examination. Is it lack of independence of the audit function? Is it that the audit is conducted by
staff members who do not understand modern concepts of auditing?
The quality of audit work is directly correlated with independence and importance accorded to the internal
audit function in an organization. The poor status of the internal auditor is the main reason why competent
staff, are reluctant to take up this work. As a result, most departments do not have an efficient and effective
internal audit department.
The head of internal audit needs to be elevated in the hierarchy to a level consistent with that of the Chief
Accounts Officer or more to minimize discounting of internal audit inputs, and enhance the quality of audit.
Internal auditors also have a special responsibility since no precise set of guidelines exist for best practices
in ‘Governance’. A few suggested concepts in this regard are:
1. Internal auditors must identify forces that impact governance. They must constantly fine tune their
knowledge of these influences; and they must articulate, and recommend to management and audit
committee, actions that will help the organization against both traditional and emerging risks;
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2. Management and organizational objectives must be the focus of internal auditing practice, and
internal auditing must be fully integrated with organization;
3. Internal auditing approaches must be flexible and adaptable, mirroring today’s changing
environment;
4. Internal auditors must be creative and aggressive as they seek strategies to add value, safeguard
assets, and promote effective governance.
The internal auditor needs to continuously update himself of the changing times and technologies and
sharpen his skills. By applying skills to the most critical points, building personal and professional
credibility and recognizing and responding to the needs, internal auditors can become indispensable,
speeding good governance.
However, recognizing the need to sharpen focus for bringing change is the easier but implementing strategic
change and measuring the results is by far the greater challenge. Too often internal audit change initiatives
fail, and the desi red outcomes are never realized. By incorporating proven change management and project
management techniques throughout the transformation process, internal audit functions can implement
change initiatives quickly and effectively. One part of internal audit's consultancy work would be to work
with the management to improve systems, processes and methods of working. With regard to using
Information Technology (IT) tools to simplify processes, internal audit could identify control weaknesses
prior to the system going live. Identifying loopholes and strengthening the system during the development
of the system is desirable as it is cost effective than trying to change the system at a later date, this will
allow for the controls to be fully tested and not delay the implementation of the project.
Internal audit may be able to offer a proactive approach, which may provide advice on a framework for risk
management on the project, facilitate risk identification, assessment and mitigation through the
implementation of controls.
Successful internal audit transformations involve four key best practices:
a. Good planning at strategic and tactical levels;
b. Project management techniques to ensure that plans are achieved;
c. Change management techniques to facilitate change, improve communications and facilitate
stakeholder buy-in;
d. Dedicated staffing for the transformation initiative.
Factors influencing internal audit effectiveness
This study aimed to identify the factors determining effectiveness of IA in Public health sectors of South
South Nigeria as follows below:
Independence and objectivity of internal audit
One of the factors that may influence effective audit activities is independence and objective of auditors as
this would enable the completion of auditing without interference. Independence and objectivity of internal
auditing in terms of assurance services and consultations are both importance and are closely linked to the
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freedom from interference on objectivity and compromise while auditing (AII, 1999). The independence
and objectivity are key elements of the effectiveness of IA (Mutchler 2003; Ahmad et al. 2009; Al-Akra et
al. 2016).
Internal audit independence, is best described as ‘operational independence’, assists in ensuring that internal
audit acts in an objective, impartial manner free from any conflict of interest, inherent bias or undue external
influence and it provides a service to management, reports to the Audit Committee and is ultimately
accountable to the Chief Executive or the Board for the achievement of its objectives and the use of its
resources. Internal audit independence is reinforced by specifying these arrangements in an internal audit
charter. Objectivity is a required attitude for the delivery of internal audit services. It is a condition that
allows internal auditors to judge matters on the evidence without the influence of personal considerations.
Objectivity is reinforced by the rigorous application of professional standards and by the vigilance of the
Head of Internal Audit and individual internal auditors (Better Practice Guide Public sector IA, September
2012).
ISPPIA (Standard 1100) requires that the internal audit department must be independent and internal
auditors must be objective in achieving their work to add value to the organization. For instance, the
assurance services provided by auditors derive their value and credibility from the fundamental assumptions
of independence of mind and independence in appearance (Wines, 2012; Stewart and Subramanian, 2010).
In addition Alzeban and Gwilliam (2014) also confirm that increasing weight is now being placed on the
need for internal auditors to be independent and objective, even though they are normally employees of
organizations. They stated lack of independence as the main obstacle to satisfactory internal audit
performance in a number of developing countries (Alzeban&Gwilliam, 2014). Moreover, internal audit
independence according to prior studies (Abu-Azza, 2012; Cohen and Sayag, 2010; Mihretet al., 2010),
definitely relates with perceived effectiveness of IA.
Regardless of its importance, independence of IA has received minimal attention from researchers.
Accordingly, this study enhances the findings of the earlier studies as it looks into the association between
internal auditor independence and IA effectiveness.
Management Support
Alzeban and Gwilliam said that management support would give freedom for internal auditors to do their
job. By this support, audit team will maximally accomplish their task related to their job. They explained
that auditee support became one critical factor to the success of audit function. Ahmed et al. (2009) claimed
that management support is the second factor to achieved the audit internal effectiveness in Malaysian
public sector. They said that by this support, the recommendation made by internal auditors will more
possible to be implemented. While, Mihret and Yismaw (2007) claimed that without this support will give
negative effect to the internal audit effectiveness. Furthermore, they said that to be effective, internal audit
function need to be appreciated by related organization or known as auditee.
It is generally accepted that, to be effective, the internal audit function must have the full support of the
organization’s senior management. The support of line management is also critical. The attitude of
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management towards internal audit can have a significant influence on the behavior of an organization’s
staff - similarly the attitude of management towards internal audit can either strengthen or hamper its role.
The planning of the internal audit section should reflect the organization’s business planning and align the
audit effort with the key business objectives and the critical business risks. Internal audit's focus should be
on critical business processes and areas of high risk; be relevant; and give due weight to the needs and
expectations. Internal audit's processes should be subject to ongoing monitoring, review and evaluation.
The concept of continuous improvement requires internal audit not just to measure its current performance
but also to assess it against some standard or target. It demands the development of balanced indicators of
independence, preferably with input from the Audit committee and line management. By promoting
continuous improvement internal audit can also be a powerful sponsor or aid to improving processes within
the organization.
Internal audit has to be subject to performance management review as does other parts of the activity. This
can be undertaken by the audit committee with internal and/or external assistance. This process can be
facilitated by regular performance reports including appropriate performance measures. Internal audit needs
to be pro-active in this respect both to set an example and to indicate better practice. This approach will
both enhance its credibility and provide greater assurance to its stakeholders. Therefore, from the above
the following conclusions can be drawn for officials in the government departments on internal audit:
• Internal audit is to be considered as an independent and objective appraisal service within a government
office or department;
• This internal audit activity will result in providing an independent and objective opinion to the head of the
government office concerned on control failures, risk management, harmony of activities and expenditure
in tune with the department’s objectives as well as governance related issues;
• The findings and recommendations from the internal audit would greatly benefit the officials in various
departments to devise their action plans.
Information technology
This century, technology has a rapid development. It is not doubtful that entities will use more technology
now and in the future to management and audit. For instance, Krishna (2011) found that “effective use of
audit technology tools is critical to the success of audit activity”, which will definitely improve the internal
audit quality and eventually affect the effectiveness of IA. In addition, the study of Krishna (2011) found
that “effective use of audit technology tools is critical to the success of audit activity”, which will definitely
improve the internal audit quality and eventually affect the effectiveness of IA.
On the other hand, Ahmi and Kent (2013) stated that technological availability could also include both
human resources and IT infrastructure. Additionally, Advances in information technology has led to a close
collaboration between IT auditors and financial auditors resulting in a higher demand for internal auditors
with ERP know-how. (Héroux and Fortin, 2013, Kanellou and Spathis, 2011, 2011, 2011) New IT systems
enabled internal auditing to provide management with more relevant information at lower cost and without
delay by automated processes, real time facilities and integrated internal auditing. (Shin et al., 2013; Sobel
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and Kapoor, 2012) Therefore, IT will definitely play an important role in influencing the effectiveness of
IA.
Competent leadership of internal auditors
The leader should be knowledgeable of applicable audit standards, professionally qualified—preferably
certified—and competent to oversee and manage an audit activity. Moreover, the CAE should be an
articulate public spokesperson for the audit activity. Competency is the ability of an individual to perform
a job or task properly, being a set of defined knowledge, skills and behavior. In order to achieve competency,
various types of training and development should be provided to internal auditors. A competent internal
auditor will have all the skill necessary to produce a good audit report. Point 2220 of APIP auditing standard
stated that auditors must have competence and another skill that can support their works of audit. Auditor
must have wide knowledge and another competency to fulfill their responsibilities. Auditor must have
abilities in auditing, accounting, governmental administration, and communication. In the next point, APIP
auditing standard stated that the auditors must be independent. Their position should be placed exactly and
free from any intervention. If the auditors have any relationship with auditee, they should not be involved
in the audit activities. However, the work of internal auditors need supports from the management or the
organizations being audited. By supporting the internal auditors, the auditee will give all information needed
by the internal auditors with pleasure. This situation will make the internal auditors feel free to do their
works. APIP auditing standard also gave explanation that to work properly, the internal audit team should
have a good communication with the external auditor. The internal and external auditors should discuss the
scope of their works so there is no repeating activities.
Staff competence is an important key to the effectiveness of the internal audit activities (Al-Twaijry et al.
2003; Alzeban&Gwilliam 2014). The International Standards for the Professional Practice of Internal
Auditing (ISPPIA) highlights the importance of internal audit team who possesses the knowledge, skills,
and other competencies necessary to perform their responsibilities (ISPPIA, Standard 1210). Indeed,
internal auditors must collectively have the necessary education, professional qualifications, experience and
training to be able to add value and improve the organization's operations (Mihret&Woldeyohannis 2008;
Ali &Owais 2013). Internal audit team must have a competence to enable them to provide the high quality
services. Besides that, they should have qualified internal audit from certificated agencies. Based on Mihret
et.al (2010), both technical competence and continuous training are considered essential for internal audit
effectiveness. Audit communication is the factors that can influence competence of internal audit
departmental (A.Bailey, 2010).Other studies suggest that lack of competence of internal auditors isan
obstacle to the effectiveness of IA in a number of African countries as Ethiopia, Ghana and Kenya
(Mihret&Yismaw 2007; Onumah& Yao Krah 2012; Walter &Guandaru 20.12).
Auditors independence
International Standards for the Professional Practice of Internal Auditing (ISPPIA) said that internal
auditors’ independences were the most important factors in achieving internal audit effectiveness. Internal
auditors are expected to have integrities and commitment to make unbiased opinion in every circumstances.
Every auditor must have independency in doing audit works. Previous research suggests that lack of
independence is an obstacle to satisfactory internal audit performance. In the South African public sector,
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Schyf (2000) found that lack of independence of internal audit function. In particular, he identified issues
pertaining to the communication and reporting and how they affect the auditor independence.
Independence
Internal auditors should be independent of the activities they audit. Internal auditors are independent when
they can carry out their work freely and objectively. Independence permits internal auditors to render the
impartial and unbiased judgments essential to the proper conduct of audits. It is achieved through
organizational status and objectivity. Independence stands for an internal auditor being able to take a stand
and report on materiality issues, uninfluenced by any favor or coercion or undue influence.
The organizational status of the internal auditing department should be sufficient to permit the
accomplishment of its audit responsibilities. The head of the internal auditing department should be
responsible to the management/board in the organization with sufficient authority to promote independence
and to ensure broad audit coverage, adequate consideration of audit reports, and appropriate action on audit
recommendations.
Objectivity is an independent mental attitude which internal auditors should maintain in performing audits.
Internal auditors are not to subordinate their judgment on audit matters to that of others. Designing,
installing, and operating systems are not audit functions. Also, the drafting of procedures for systems is not
an audit function. Performing such activities is presumed to impair audit objectivity.
Therefore, the internal auditor must be:
• straightforward, honest and sincere in approaching the audit task;
• fair and not allow prejudice or bias to override objectivity; and
• impartial and free of any interest that might be regarded as being incompatible with integrity and
objectivity.
Auditors should inform their supervisor if they consider that personal or external circumstances are likely
to impede their ability to form independent and objective judgments.
Internal Audit therefore contributes to the quality of management, by the provision of an independent,
objective and ongoing review of management procedures. Proper internal audit ensures review the
efficiency and effectiveness of programs, assists development and maintenance of financial and
administrative processes; and facilitates the conduct audit examinations on financial information in an
independent, contemporary and professional manner to express an objective opinion on the quality and
integrity of that information.
Stakeholder Support
The legitimacy of the audit activity and its mission should be understood and supported by a broad range
of elected and appointed public sector officials, as well as by the media and involved citizens. The wellmaintained relationship between internal and external auditors has long been seen as important to the
success of internal audit functions and provide numerous benefits to the organization and external
stakeholders as well. The coordination and cooperation may include the planning, opinions, reporting,
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exchange of information that may facilitate higher quality audits and thus could prevent audit work
duplication (i.e. internal vs external audit).
The cooperation and coordination increases the efficiency, effectiveness and economy of audits and could
help management to provide a high quality public service. Lack of cooperation between internal and
external auditors are frequently regarded as a main factor that could reduce the quality of both forms of
audit in the public sector in developing countries. Furthermore, the main reason for the presence of financial
errors and irregularities were the lack of cooperation between internal and external audit teams.
Sufficient Funding
The audit activity must have sufficient funding relative to the size of its audit responsibilities. This important
element should not be left under the control of the organization being audited, because the budget impacts
the audit activity’s capacity to perform its responsibilities. No data from The IIA’s 2010 Global Internal
Audit Survey data are reported on this element, as the survey did not address questions about funding issues.
Insufficient funding would create a significant barrier to fulfilling the roles and responsibilities of the
internal audit activity in the public sector. Therefore, CAEs should request sufficient funding relative to the
size of their audit responsibilities, and decisions relating to such funding should be independent of the
organization being audited.
3.0
METHODOLOGY
This study was using exploratory research in examining and understanding the problem. The reason for
choosing the exploratory design is because not many researches were found that discussed the topic,
particularly in the Nigerian public sector. Furthermore, other previous researches such as Ali et al (2007);
Ali et al (2009) used this type of research in their studies. Semi-structured face-to-face interviews were used
for data collection as part of the research project concerned with evaluating the internal audit effectiveness.
Prior to meeting with the respondents or interviewees, the study came up with a total of 9 open-ended semistructured questions including demographic data. The open-ended questions have spaces for participants to
express their (unstructured) comments. The interviews were recorded except for few interviews because it
was felt that this would reduce their willingness to discuss sensitive issues. In addition, some of the
interviewees requested the researchers not to record the conversation. However, notes were taken for these
kinds of interviews. The target population was internal auditors from University of Calabar Teaching
Hospital. (UCTH), General Hospital, Federal psychiatric hospital and School of Health Tech., Cross River
State, Nigeria. In this study, eights (8) internal auditors and one (1) external auditor were interviewed and
hence they became the samples. These internal auditors came from four (4) different public health sector
based in Calabar, Cross River state Nigeria. Meanwhile, the external auditor was placed in one of the
ministries that were selected for this study.
The samples were classified based on the four public health ministry’s located in Calabar and were named
as Case A for ministry A, Case B for ministry B, Case C for Ministry C and Case D for Ministry D.
Subsequently, the findings from the interviews of each internal auditor from each ministry were then
analyzed through the methods or processes discussed earlier. The interviewees from ministry A (Case A)
was denoted as A1 for internal auditor 1, A2 for internal auditor 2, and A3 for internal auditor 3.
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It was done the same thing for the other two ministries (cases B and C). Finally, the results were formulated
to answer the research objectives and objectives. These scripts were used to analysis three different
objectives according to each ministry. The interview session is recorded, and then a script is prepared based
on the recordings. These scripts were thoroughly analyzed and translated by a lawyer from Albar & Partners,
one of the well-known legal firms in Malaysia.
4.0

DISCUSSION OF THE RESULTS
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Fig. 1: GRAPHICAL RESULTS BASED ON INTERVIEW WITH THE EIGHT INTERNAL
AUDITORS AND ONE EXTERNAL AUDITOR
Source: Field Internal Audit Survey, 2019,
In this study, eights (8) internal auditors and one (1) external auditor were interviewed and hence they
became the samples. These internal auditors came from four (4) different public health sector based in
Calabar, Cross River state Nigeria. Meanwhile, the external auditor was placed in one of the ministries that
were selected for this study.
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Fig. 2: Organisation Staff Strength
Source: Field Internal Audit Survey, 2019.

Fig. 3: Organisational Internal Activity
Source: Field Internal Audit Survey, 2019.
The graph shows that, in some of the organization interviewed, internal audit activities has been going on
for the past 26years and more, whereas others falls between the range of 11 to 25 years, 7 to 10 years and
0 to 6 years respectively.
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Source: Field Internal Audit Survey, 2019.
Question four: What are the major factors affecting internal audit effectiveness in your organization? For
both external and internal auditors, their independence from those whom they audit is crucial for the success
of their function. For internal auditors, it is more difficult to achieve independence because they are actually
“employees of the organization” they audit (Ali et al., 2007). In the ministries we interviewed, the Secretary
General is the superior officer for all internal auditors. Therefore, reports made by the internal auditors will
usually favor the Secretary General which disturbs the independency of internal auditors. Findings from the
interviews conducted on internal auditors from four government ministries shows that the independence
level of internal auditors varies according to the ministries they work in. The independence of internal
auditor affects the internal audit effectiveness as the auditors face dilemma on whether being independent
and objective in doing their duty although they might face problems with the Secretary General and other
employees of the ministry or produce a report that favors the ministry.
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Source: Field Internal Audit Survey, 2019.
The result shows that, UCTH carries out over 55% of internal audit activities which is the highest among
the four public health selected for this study.
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For both external and internal auditors, their independence from those whom they audit is crucial for the
success of their function. For internal auditors, it is more difficult to achieve independence because they are
actually “employees of the organization” they audit (Ali et al., 2007). In the ministries we interviewed, the
Secretary General is the superior officer for all internal auditors. Therefore, reports made by the internal
auditors will usually favor the Secretary General which disturbs the independency of internal auditors.
Findings from the interviews conducted on internal auditors from four government ministries shows that
the independence level of internal auditors varies according to the ministries they work in. The
independence of internal auditor affects the internal audit effectiveness as the auditors face dilemma on
whether being independent and objective in doing their duty although they might face problems with the
Secretary General and other employees of the ministry or produce a report that favors the ministry.
In a research done on Internal Audit in the Statutory Bodies and Government-linked Companies of
Malaysia, the researcher had interviewed several internal auditors in regards to their opinion on the
independence of internal auditors in the public sector. The results of the interview were shocking as the
independence of internal auditing in public sector has many loopholes. The situation is quite serious where
one of the auditors lamented that once during the two-decade history of the audit operation, an audit head
was demoted due to his or her “aggressive” reporting.
The researcher came up with this statement in his report explaining that the independence of internal auditor
is still a dream. “There is perhaps no surprise why the independence of the audit unit is still such a long
way from being achieved. As disclosed by the auditor, the audit committee which, even though it is around,
is not that active! Indeed, when a body such as an audit committee, whose function among others is to work
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closely with the auditors, is around merely to look good on paper, what does one expect to take place on
the ground? Miracles?” (Ali et al., 2011).
The internal auditor effectiveness is very much affected by the independence of internal auditors. If the
internal auditors were not independent, the report they produce will be biased which in turn is useless in
improving the accountability and transparency of the public sector as a whole. The objective and
independent report produced by the internal auditor is one of the main keys to prevent scandals, frauds and
corruption happening in the public sector. In fact, this is the main reason the internal audit function is set
up in the ministry the first place.
Government auditing is a cornerstone of good public sector governance. By providing unbiased, objective
assessments of whether public resources are responsibly and effectively managed to achieve intended
results, auditors help government organizations achieve accountability and integrity, improve operations,
and instil confidence among citizens and stakeholders (AG Speech, 2007 National Conference on Internal
Auditing).

Competency of Internal Auditors
Competency is the ability of an individual to perform a job or task properly, being a set of defined
knowledge, skills and behavior. In order to achieve competency, various types of training and development
should be provided to internal auditors. A competent internal auditor will have all the skill necessary to
produce a good audit report.
Findings from the interviews conducted on internal auditors from four public health ministries in Calabar
indicated that competency of internal auditor is very crucial in maintaining the effectiveness of public health
sector internal audit. Training and development and knowledge of internal auditors are the main key towards
an effective audit committee. An auditor without sufficient knowledge cannot be trusted in producing a
good audit report.
Despite the trainings provided by the government to improve the knowledge and skills of internal auditors,
the competency level among the internal auditors are still low. One of the reasons we have identified in our
research is the failure of funding and providing a good training ground. “In a research done by Zabedah et
al. (2011), it is revealed that the training and development programs delivered by the Office of the
Accountant General have failed to provide much assistance. All the failures in providing good training and
development to internal auditors are the main reason for lack for competency among internal auditor which
in turn affects the internal audit effectiveness.
5.0
CONCLUSION AND RECOMMENDATIONS
For audit of any kind to be successful in achieving its potential, it needs to operate in an environment where
transparency and public accountability are normal occurrences, Azham et al. (2012). In Nigeria public
health sector, transparency and accountability plays an important role in ensuring a good and successful
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audit. However, Nigeria is still far away from achieving transparency and accountability in its public sector
management.
According to the Transparency International Corruption Perception Index 2019 ranks Nigeria 146 out of
180 countries,(http://cpi.transparency.org/cpi2019/). Though the index is not an assessment of actual
corruption in any country, but is an appraisal of the extent of corruption perceived by businessmen and
other groups, it may be deduced that such perception is largely based on first hand experiences of many
parties on the ground. At the end, all the problems reflect to the internal audit department of the public
sector. The public began to question on the effectiveness of internal auditing in the public sector. In our
research we have identified the main factor that affects the effectiveness of internal auditing in public sector
and how this factors causes dilemmas to the internal auditors. The findings are obtained from qualitative
interview with the internal auditors in public sector. We also did readings on previous researches on internal
auditing in the public sector.
Recommendations
 “Internal auditors, as custodian of public trust, and being independent and professional, are in a good
position to help the nation spend wisely. More so with the explicit Government encouragement of
good governance, accountability and integrity in the public service.”
 The first recommendation is on the independence of internal auditor in the public sector. The internal
auditor should have maximum independence from the ministry they work in. The internal audit
activities must be positioned in such a way that it may obtain cooperation from ministry that being
audited that have free, unrestricted access to all functions, records, property and personnel including
those charged with governance In order to achieve this, they must report to the Auditor General and
not to the Secretary General of the Ministry.
 Management must ensure that the right controls are in place to monitor and measure business
practices and behavior, that the right management team is put together, and the culture includes an
enterprise wide commitment to understanding and embracing corporate values. Good governance
starts and ends in the boardroom and senior managers’ offices. It does not start or end in a statute.
The internal auditors should not be randomly moved in and out of the ministries but the movement
should be based on their work performance and skills.
 As for the competencies, the internal audit staffs need to collectively possess or develop their
knowledge or skills through appropriate professional training and development program such as
obtaining Chartered Internal Auditor (CIA) qualifications. Besides that, training and development
program by the BNPK, INTAN and National Audit Department should be improved and be updated
according to the latest development in internal auditing.
 In order to improve the relationship between internal auditor and auditee, internal auditor should
engage with auditee on a periodic basis from the beginning till the end of the audit process to discuss
audit objectives, audit plan, audit findings and audit conclusions. The discussion should go beyond
the audit process to discuss potential solutions to the business issues observed from an operational
perspective as well as their impact on risk and compliance.
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Abstract
The objective of the study is to determine whether accounting firms actually do observe professional
courtesy as they provide audit and other services in Nigeria. To achieve this objective, the study examined
four accountancy firms in Kano state, Nigeria. The study employs survey research design and primary
sources of data were used in carrying out the research. The data were obtained through face-to-face
interviews with staff of each of the selected accountancy firms. The analytical technique employed in the
study is thematic technique. The study reveals that accountancy firms actually do observe professional
courtesy as they provide audit and other services in Nigeria in the conduct of professional engagements. It
also found that for auditors to observe professional courtesy there is need for auditors to adhere to the
professional ethical behaviour as set in the professional code of conduct of the professional body to which
they belong. The study recommends that accountancy firms should observe professional courtesy before
accepting an engagement to ensure a smooth transition for a client’s succession from an existing auditor
to a new auditor and also in the best interest of the accountancy profession. This helps to protect the
successor auditor from engaging clients that might be involved in improprieties which are against the legal
provisions of his profession.
Keywords: Accountancy firms, professional courtesy, audit service, professional engagements.
1.0
INTRODUCTION
Establishing a strong reputation and minimizing risks is a critical step in an auditing firm which will enable
it in obtaining clients that are dependable, financially secure and present a low risk for fraud. The most
successful audit acceptance procedures will help reduce legal and financial risks. Before accepting clients
for an engagement, the triangular relationship exists in the course for switching from one audit firm to
another by a client (Dandago, 2019). Hence, this is where professional courtesy comes into place. Overall
what can we say professional courtesy is actually referring to? Imbibed in all professions, ethics is a
fundamental component. Professional courtesy is not only ethical but also generally refers to a philosophy
of particular professional behaviour or etiquette which is extended between members of the same
profession. However, the philosophy does not necessarily involve the same courtesy across all professions
nor is professional courtesy a mandated privilege, but it is freely given at the discretion of the party
extending the courtesy (McVay, 2012).
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Moreover, in accounting, professional courtesy or professional etiquette or professional clearance as some
will call it can be seen as the due regard accounting firms give to each other in the transition from one
accounting firm to another by a client. This due regard between predecessor and successor auditors is
observed through an ethical letter. It is simply a letter written by an auditor who has just been engaged or
about to be engaged by a new client which is sent to the client's previous auditor to essentially let them
know that the client is moving to a new auditor, and to request necessary information to make this transition
as smooth as possible hence seamless (Anthony, 2017)
According to IFAC’s Code of Ethics for Professional Accountants, ‘Before accepting a new client
relationship, a professional accountant in public practice shall determine whether acceptance would create
any threats to compliance with the fundamental principles. Potential threats to integrity or professional
behaviour may be created from, for example, questionable issues associated with the client (its owners,
management or activities)’ (ACCA, 2013). Therefore, when approached to take on a new client, the firm
should investigate the potential client, its owners and business activities in order to evaluate whether there
are any questions over the integrity of the potential client which create unacceptable risk. A way of doing
this is by issuing the professional courtesy letter to the predecessor auditor in order to determine the reason
why you should not go ahead with the engagement. This gives a certain protection to the successor auditor.
IFAC’s Code makes it clear that acceptance decisions are not to be treated as a one-off matter. The Code
states that: ‘It is recommended that a professional accountant in public practice periodically reviews
acceptance decisions for recurring client engagements.’ Changes in the circumstances of either the client,
or the audit firm may mean that an engagement ceases to be ethically or professionally acceptable or creates
a heightened level of risk exposure. Therefore, client continuance assessments are important and should be
fully documented (ACCA, 2013)
However, the nature of services been performed by accountancy firms are not only restricted to audit
services. Accountancy firms do not only perform audit services but also observe other related services to
their client’s satisfaction which include; consultancy, advisory, business valuation depending on the
acceptance of engagements between the client and the accountancy firm. These services performed by
accountancy firms have to follow the fundamental code of ethics in the professional code of conduct. There
are few empirical evidences on determining whether accountancy firms actually exercise professional
courtesy in carrying out audit and other services. Therefore, dearth of knowledge in this regard has prompted
for the need to research on the observance and practice of professional courtesy by accounting firms in
Nigeria. The main objective of the study is to determine whether accountancy firms actually do observe
professional courtesy in providing audit and other services in Nigeria.
2.0
LITERATURE REVIEW
Conceptual review
Ethics is a fundamental component of every accountant’s life. IFAC’s Code of Ethics for Professional
Accountants published by the International Ethics Standards Board for Accountants (IESBA) referred to as
the code is a guide for members. Professional bodies expect their members to comply with codes of conduct
relating to independence, integrity, objectivity, professional competence and due care as well as
confidentiality and technical standards thereby taking disciplinary action as appropriate for non475

compliance. Such action might lead to a fine, suspension, reprimand or exclusion from membership.
Therefore, in performing audit and other services by accountancy firms each and every accountancy firm
as well as a member should abide by the code of conduct. Accountancy firms and members of professional
bodies make conservative judgments when they act in line with ethical standards (John-Akamealu &
Iyidiobi, 2017).
In determining the acceptance of an engagement, the predecessor-successor auditor communications are a
vital key to deciding if a firm should accept a new client. This communication will determine whether the
client and successor auditor will enter into an agreement or not. The successor auditor must initiate the
communication with the predecessor. The completion of this exchange of information depends on the
response of the predecessor auditor. Before the acceptance of a client, it is very necessary for a firm to
communicate with any predecessor auditor (both to comply with generally accepted auditing standards and
as a professional courtesy to the predecessor auditor) and to perform a pre-acceptance evaluation of the
client (Craig, 1992). Hence, information gathering and information evaluation is very necessary. Assuming
independence and requisite technical abilities are the pre-acceptance evaluation of a prospective audit
engagement, if problems will be encountered as regards to this then the firm should decline acceptance
(Craig, 1992). The professional courtesy or clearance ethical letter’s main purpose is to enable the
prospective auditor ensure that there has been no action by the client which would, on ethical grounds,
precludes him from accepting the appointment and that, after considering all the facts, the client is someone
for whom he would wish to act.
SAS 84 made the following definitions as regards predecessor and successor auditors:
Predecessor Auditor: This is an auditor who (a) has reported on the most recent audited financial
statements or was engaged to perform but did not complete an audit of any subsequent financial statements
and (b) has resigned, declined to stand for reappointment or been notified that his or her services have been
or may be terminated. Under this definition a current or an existing auditor can be considered a predecessor
auditor if he or she has been informed by the client that services may be terminated.
Successor Auditor: A successor auditor is an auditor who is considering accepting an engagement to audit
financial statements but has not communicated with the predecessor as required and an auditor who has
accepted such an engagement. An auditor becomes the successor auditor after the prospective client extends
an offer to perform the engagement; at this point the successor auditor can communicate with the
predecessor.
ICAEW Code of Ethics suggests that in changing professional conducts an accountant who is asked to take
on a client who has previously been serviced by another accountant, shall determine whether there are any
reasons, professional or otherwise, for not accepting the engagement. Such reasons would include
circumstances that create threats to compliance with the fundamental principles that cannot be eliminated
or reduced to an acceptable level by the application of safeguards (ICAEW, 2019). Hence, the issue of
professional courtesy arises in this situation which leads to the triangular relationship between the successor
auditor, the client and the predecessor auditor.
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The Triangular Relationship between the 3 Parties (Source: Adopted from Dandago, 2019)
Communications Before Successor Auditor Accepts Engagement
The Auditing Standards Board has issued a Statement on Auditing Standards Number 84 in October of
1997. SAS No. 84 replaced the SAS No. 7. SAS No. 84 defines the required communications between the
predecessor and successor auditor before accepting an audit engagement which contains sample client
consent and an acknowledgement letter and a successor auditor acknowledgement letter. SAS 84 (AU 315)
sets out the guide for the successful transition from an existing auditor to a new auditor by a client. This is
necessary to protect the firm from potential future liabilities based on their client’s activities. SAS No. 84
made several modifications or improvements to SAS No. 7 which include; communications prior to
engaging with the client, the professional courtesy correspondence letters for the predecessor-successor
with examples, and outlines actions that the successor should follow. The following are client engagement
procedures as set out in Section 13 of ACCA 2013 rulebook:
Client Engagement Procedures
1. The successor auditor should request permission from the prospective client to make an inquiry of the
predecessor auditor prior to final acceptance of the engagement. Except as permitted by the Rules of
the Code of Professional Conduct, an auditor is precluded from disclosing confidential information
obtained in the course of an engagement unless the client specifically consents.
2. If permission is refused you decline the appointment whereas if permission is granted, the successor
auditor should write a professional courtesy letter on reasons why they shouldn’t accept the audit
engagement as well as making specific and reasonable inquiries on matters such as:
• Information that might bear on the integrity of management.
• Disagreements with management as to accounting principles, auditing procedures, or other similarly
significant matters.
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•

Communications to audit committees or others with equivalent authority and responsibility
regarding fraud, illegal acts by clients, and internal control related matters.
• The predecessor-auditor's understanding as to the reasons for the change of auditors. An auditor
should not accept an engagement before evaluating the responses to the above.
3. If permission is withheld, the existing auditor should inform the prospective auditor, who should decline
the appointment whereas a predecessor should respond fully to the successor’s inquiries upon receiving
client’s permission to discuss client’s affairs with the predecessor auditor. However, if a client asks for
proposals from several auditors, the predecessor is not expected to respond to inquiries until one auditor
conditionally accepts the engagement subject to required communications.
4. Communication received from predecessor auditor (can be verbal or written). Such communication
must be treated in the strictest confidence, whether or not the appointment is accepted.
5. The successor auditor should respond and disclose all relevant maters and as well confirm that there is
no professional reason why the appointment cannot be accepted. The existing auditor is required to give
specific reasons to the new auditor as to why the appointment should be declined.
6. However, a predecessor who limits his or her response should let the successor auditor know this is the
case. Litigation, disciplinary proceedings or other such unusual circumstances may result in a limited
response. If the successor receives a limited response, he or she should consider its implications and
decide whether to accept the engagement or not.
Another item that the successor auditor should request is access to the predecessor auditor’s working papers.
“SAS no. 84 includes a list of the working papers guide such as planning, internal control, audit results and
other matters of continuing accounting and auditing significance”. These working papers provide a good
insight into the client and gives exposure to the predecessor and client’s working arrangements. However,
the extent, if any, to which the predecessor auditor permits access to the working papers is a matter of
judgment (Gibson & Mcheachern, 1998) In practice, access to working papers maybe denied for several
reasons, such as litigation involving the engagement, an incomplete engagement or unpaid audit fees. The
predecessor is merely exercising his right of lien by limiting or denying the successor access to the working
papers.
In addition to the provision of accountancy or valuation services, the Code recognises that there may be a
threat to objectivity and independence where the auditor provides additional, non-audit services to the client
(ICAN, 2019). Such non-audit services might include: accounting services and services in connection with
preparing the financial statements, taxation work, outsourcing of internal audit services, I.T work and
consultancy assignments. However, sending of an ethical letter regarding other services is at the discretion
of the new accountant, although the Institute considers this to be best practice.
Empirical review
William and Mark (1996) investigated 400 CPAs which were randomly chosen from American Institute of
CPAs members who answered to auditing as their specialty. They were mailed questionnaire and only 151
replied indicating about 38% response rate. The survey been carried out included questions about the extent,
timing and form of communication between predecessor and successor auditors as well as the successor’s
use of the predecessor auditor’s working papers. Findings revealed that only 23% respondents
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communicated with the predecessor auditor at the time stipulated by SAS 7. This shows lesser observance
of professional courtesy.
John-Akamealu and Iyidiobi (2017) investigated the relationship between professional ethics on audit
assurance engagements. Research questions and hypotheses were formulated in line with the objectives of
the study which are: to determine whether ethical issues in auditor affect the quality assurance of audit; to
ascertain the extent, professional ethics affect auditing standards and to evaluate if the amount of audit fee
paid by client influence the auditor’s professional ethics. Survey research design was adopted and data were
obtained from questionnaires and analysed with five-point Likert’s scale and hypotheses formulated were
tested using t-test statistical tool with the aid of SPSS statistical package version 20.0. The study revealed
that the professional ethics significantly affect the quality assurance of audit hence, Professional ethics is
essential in quality assurance in audit as it enhances independence of auditor and as well professional ethics
has a significant effect on quality of standards in auditing.
In assessing the level of compliance with codes of professional ethics by members of the Institute, Isa (2013)
employed the use of a sample of 25 auditors and one hundred and fifty (150) investors were randomly
studied in Kano. A three-point rating scale questionnaire was administered on these respondents to generate
data and examine the level of compliance to the codes of professional ethics by practicing auditors in Kano
state of Nigeria. The data collected were analysed using descriptive statistics and the null hypothesis was
tested using the Chi-square test. The result showed that the auditors practicing in Kano significantly comply
with the codes of professional ethics in the conduct of their professional engagements as prescribed by the
Institute. To the best of the researcher’s ability and knowledge, there have been limited researches in the
subject regarding professional courtesy. Most of researches in this subject were discussions made on media
platforms or frequently asked questions in accounting professional forums of foreign countries. However,
in Nigeria, this issue has not been thoroughly examined, that is, there are limited studies and this is a gap
that motivates this study.
Theoretical Review
The study identifies two theories in relation to the research which are explained as follows: Signalling
theory is fundamentally concerned with reducing information asymmetry between two parties (Spence,
2002 in Conelly et. al, 2011). In order to underpin the research, the signalling theory can be used which is
a theory based on describing behaviour when two parties (individuals or organizations) have access to
different information. Typically, one party, the sender, must choose whether and how to communicate (or
signal) that information, and the other party, the receiver, must choose how to interpret the signal.
Accordingly, signaling theory holds a prominent position in a variety of management literatures, including
strategic management, entrepreneurship, and human resource management. While the use of signaling
theory has gained momentum in recent years, its central tenets have become blurred as it has been applied
to organizational concerns (Conelly et. al, 2011). Information asymmetry is important when one party is
not fully aware of the characteristics of another party and as well, information asymmetry is also important
when one party is concerned about another party’s behaviour or behavioural intentions (Elitzur & Gavious,
2003 in Conelly et. al, 2011). This is displayed in the triangular relationship between a prospective client,
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predecessor auditor and successor auditor which shows the need for the flow of information from client,
predecessor and successor auditor.
Stakeholder theory is a view of capitalism that stresses the interconnected relationships between a business
and its customers, suppliers, employees, investors, communities and others who have a stake in the
organization. The theory argues that a firm should create value for all stakeholders, not just shareholders
and the company has a binding fiduciary duty to put their needs first, to increase value for them (Freeman,
1984). In this sense, the auditor not only serves the duty of carrying out audit and other services to a
particular firm but also helps the firm in ensuring it represents the entire public i.e the stakeholders through
carrying out his professional services in a timely and correct manner in line with the professional code of
conduct. He protects the stakeholders as well as his profession by ensuring that a client or company presents
its affairs according to standards set and the financial affairs are free from any material misstatements and
also represent what they purport to represent.
3.0
METHODOLOGY
This is a qualitative research based on survey research design. The study used primary sources of data
collection in which data was obtained through personal interview. In order to obtain the sample size, the
study uses judgmental sampling technique which is based on researcher’s focusing on a population that
have same characteristics of interest to the researcher thus the accountancy firms can provide the necessary
information the researcher needs. The sample size involves four accountancy firms including Ahmed Tijjani
& Co., Ahmad Zakari & Co., Aminu Ibrahim & Co. and Julius Athekaime & Co. out of the several
accountancy firms in Kano state. The study used the sampled accountancy firms due to ease and
accessibility of data. The research uses thematic data analysis to analyse the data which is an appropriate
data analysis method due to the nature of the data which was obtained through interview.
4.0
DISCUSSION OF THE RESULTS
Response to interview questions by accountancy firms suggests the following results and discussions:
1. How long has your firm been in operation? In stating the duration of operation of accountancy firms,
most respondents stated that the accountancy firms have been operating for over and above 20 years. This
in the researcher’s opinion is quite a long time for issues to be quite clarified and familiarity with the
auditing and financial services. It shows the experience of accountancy firms in their line of work i.e the
period of time they have been providing audit and other services. So, it is likely that whatever their
experience the more they can explain their findings decisively.
2. Does your firm observe professional courtesy as you provide audit and other services?
All firms answered yes to the question though one of the firms said they didn’t have to observe professional
courtesy for other services e.g consultancy. They just go ahead and provide separate engagement services
to the client since it’s not part of the main audit work they didn’t need to extend any clearance letter.
Furthermore, one of the firms explained that professional courtesy can be observed depending on size of
the client giving an example of Kano as a domain where there are several small-scale businesses. They are
of the view that most of the clients are small in size and nature of the audit engagement determines whether
to send a professional letter or not. They went ahead to explain that professional courtesy cannot be observed
480

in a situation whereby the client is new which signifies no need of seeking professional colleague’s opinion
before going ahead with the audit engagement.
3. In these enlightened times, how do you send professional courtesy enquiries (e-mail or by letter)? Is it a
must to send the ethical letter by post or there are other means?
Verification on the means of communication used in observing professional courtesy between the
predecessor auditor and successor auditor yield results on post letters by all accountancy firms been
interviewed. Though, some firms claimed to send professional enquiries by both mails and post letters and
others see it as enlightened times to further clarify with a phone call reasons why they shouldn’t go ahead
with the audit engagement and also reasons why the predecessor auditor declined or resigned depending on
circumstances. They further stated that most frequently, there are likely situations where one may not be
able to get response by mails because getting response could be a difficult situation especially with firms
that are not I.T compliant. Moreover, others prefer to see a hard copy of the letter with enough details to
back the reasons up.
4. As the successor auditor do you seek the prospective client’s permission to communicate with the existing
auditor before you do so?
The accountancy firms made it clear that there was no need of seeking permission as it is part of the job
process which will enable them to perform their job better so they didn’t have to do so. Some firms attest
to the fact that not frequently do they do so, while others are of the view that you can’t just go ahead without
the client’s permission and most at times the client would have to connect you to the predecessor auditor as
he’s your channel to the predecessor auditor so they have to seek permission. This however is consistent
with Auditing Standards 315.
5. Have you or how frequently have you ever found yourself in a situation whereby the client declines
permission to communicate with the existing auditor?
In response to the above, out rightly respondents said they haven’t encountered this before. They further
elaborated the issue on the fact that from there on there’s a likely chance of declining the audit engagement.
A client declining permission sends a negative concern or a red alert and as well can serve as an indicator
which signifies that the client might be hiding something from the new accountancy firm which can also
set grounds for the accountancy firm not to accept the audit engagement. In the words of the interviewee, it
raises the question ‘WHY? What particular reason could the client have for declining the communication
process? When this happens, there is a likely chance of not accepting the audit engagement.’ However, the
best practice according to SAS 84 is to decline the engagement.
6. As the successor auditor would you consider declining the engagement unless you are certain there is a
good reason for this?
All accountancy firm respondents’ attest to out rightly decline performing the audit engagement. In their
opinion, professional courtesy or enquiry is there to protect the successor auditor and ‘if the client is hiding
some things from you there’s a call for concern, your business and reputation as well as the professional
body you’re representing is at stake’, stated a firm. Caution has to be taken and as well fundamental
principles of integrity, confidentiality, objectivity, behaviour and competence have to be protected. This is
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as well in line with the provisions of SAS 84 which states that ‘If the prospective client prohibits the
predecessor from responding to the successor, the successor should ask the prospective client why and then
should consider the implications of that refusal in deciding whether to accept the engagement.’
7. What should be the decision of successor auditor where there is delay in response from the predecessor
auditor?
There have been different responses to this particular question ‘you try other means of communication and
if they still persist, you go ahead with the audit’, replied one respondent. ‘You send another letter and if
there is still no response you go ahead and accept the engagement’, said another. While another said to send
at least three (3) reminders before deciding to go ahead with the audit engagement as far as the client’s
reason is valid enough. Another stated that ‘these are enlightened times they would decide to make a phone
call to the predecessor auditor if there’s still no response they will accept the audit engagement. Moreover,
most of the firms are of the view that most at times there are no response for about 60% auditors do not
really send professional courtesy letters and clients dismiss them from service. Clients do change auditors
and the auditors do not observe professional courtesy with due regards to them while about 40% do observe
professional courtesy.
8. As a predecessor auditor how would you tackle a situation whereby you have outstanding professional
fees not paid and you have received a professional courtesy letter requesting information. Would you
respond to this while the work done remains unpaid?
As regards to this scenario, according to two of the accountancy firms, this seemed to be the reason why
the client is changing auditors and they would like to inform the successor auditor about the state at hand if
that’s the actual reason he’s not offering his services anymore, the successor auditor is left to decide whether
he would carry on or not. In another view of one of the accountancy firms, clients are valuable assets and
there is competition amongst accountancy firms since they are all engaged in provision of services. He
states that according to professional ethics, you can’t stop an auditor from performing audit engagements
based on unpaid professional fees therefore it is at the discretion of the successor auditor to accept or not.
The last respondent is of the opinion that there shouldn’t be any need for disclosing about unpaid fees. It
should be settled between them and the client so they didn’t need to do so.
9. How do you obtain information about any possible threats to compliance or in the case where the
predecessor auditor declines to observe professional courtesy?
Accountancy firms seemed to have witnessed cases regarding ways to obtain information about any threats
to compliance if predecessor auditor refuses to observe professional courtesy such as; information withheld
by other accountancy firms. According to an interviewee, they are deemed to still go ahead with the
engagement since the client must have his documentation of financials therefore reviews of the client’s
years closing balances will be carried out or taking alternative procedures like checking supporting
documents for fixed assets registers. If after reviews and checks and there aren’t any proof of existence of
financials a qualified opinion is given. According to the auditor the opening balances of the previous year
and preliminary accounts ledgers and journals will be sufficient to perform audit work as they can only be
responsible for the year they performed audit work. According to others, the issue of professional dilemma
comes into place and the best decision here is to decline the job. However, getting the necessary and reliable
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information is the client’s job in other respondent’s view, therefore as far as the client is not able to provide
the information that the successor auditor will work with, they don’t stand a chance of accepting the job nor
offering their audit engagement services. In line with the provisions of SAS 84 ‘It is, however, customary
and beneficial for the successor to review them. This review can affect the nature, timing and extent of the
successor’s procedures. a successor who does not review the prior-year working papers must use his or her
judgment to determine whether sufficient audit evidence was obtained in analysing the impact of the
opening balances and consistency of accounting principles for the current years engagement.’
10. Is there any legal provision or sanction for observing or not observing professional courtesy?
Existence of legal provisions or sanctions for observing or not observing professional courtesy came as the
concluding enquiry. Some accountancy firms view professional courtesy as a general etiquette and also part
of the ICAN professional code of conduct which is ethical in nature and as well others are not aware of it
as a legal provision but rather as a due etiquette extended to professional colleagues. Others linked Auditor’s
liability to it CAMA and for it having any sanction that has not come to their attention before. While others
linked to suspension, seizure of certificate and there’s nseed to observe professional courtesy. Moreover the
researcher found that there’s no legal provision that mandates observing professional courtesy, and as stated
by McVay (2012) but it is freely exercised at the discretion of the party extending the courtesy.
11. What are the benefits of observing professional courtesy?
In order to shed more light about professional courtesy, the interviewees were asked to give an overall view
and benefits of observing professional courtesy. In which several benefits were stated by the accountancy
firms as follows;
• Observing professional courtesy serves as a guide in carrying out professional duties.
• It prevents you from the risk of putting yourself in an ethical dilemma.
• Non observance of professional courtesy can lead to a likelihood of putting yourself in danger
(auditor’s liability) e.g. saves your reputation.
• It helps you to avoid professional conflicts.
• It prevents you from engaging in services that may end up been unpaid or having outstanding fees.
• Switches of auditor based on technical skills and having the required technical know-how or
competence e.g. I.T it prepares you on the requirements of engagement from a client.
• It protects your professional behaviour e.g. especially performing audit services to clients that would
want to engage in irregularities such as money laundering or tax evasion, preparation of two
accounts (separate for FIRS and Bank)
5.0
CONCLUSIONS AND RECOMMENDATIONS
Despite the limitations faced by the survey, such as limited number of accountancy firms been interviewed
and time constraint faced in carrying out the research, it is concluded that accountancy firms do observe
professional courtesy in providing audit and other services. This is in consistent with the work of Isa (2013)
that accountancy firms in Kano do exercise their professional ethical behaviour in their audit dealings. They
have high regard for their professional integrity and work in line with their professional code of conduct.
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However, the experiences of interviewed accountancy firms who expressed discontent towards delay or
non-response of professional courtesy letters by most predecessor audit firms indicates that the triangular
relationship for observing professional courtesy is broken. And of course, an unreasonable refusal by the
prospective client to authorize the predecessor to respond to the successor's inquiries ordinarily would cause
the successor to decline acceptance of the engagement. A major objective of many pre-acceptance
procedures is to minimize the likelihood of association with a client whose management or principals lack
integrity (Craig, 1992). Usually the simplest and most effective way an accountancy firm can protect its
professional reputation and its practice is to avoid questionable client associations in the first place.
Accountancy firms who do provide the information requested for a smooth client handover should be
applauded. It is recommended that accountancy firms should endeavour to observe professional courtesy
before accepting an engagement from a client and as well, accountants in public practice should consider
their fellow colleagues with due regard by responding and also extend a simple professional courtesy to
newly engaged auditors thereby providing them with the information requested in the ethical letter with
reason in a complete and timely manner. This serves to protect the reputation of professional accountants,
the firm and also in the best interest of the accountancy profession.
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Abstract
The study examined the extent of relationship existing between environmental cost and profitability of firms
in the cement companies in Nigeria. The Leverage Cement Plc. was used as a case study. The researcher
used secondary data collected from the annual report of the company from 2009 to 2018. Data collected
were analysed using correlation and regression technique. Four variables where used to represent
profitability. These are; net profit margin, dividend per share, earnings per share, and profit after tax.
While environmental cost was represented by environmental cost. The study revealed that there is a
significant positive relationship existing between environmental cost and earnings per share while
environmental accounting has no significant relationship with net profit margin, dividend per share and
profit after tax. The management of cement companies are encouraged to develop a well-articulated
environmental cost system as it has a positive relationship with its profitability.
Key words: Environmental cost, profitability,earnings per share, dividend per share, net profit margin.
1.0
INTRODUCTION
Every organization existing in the world affect the environment where it operates, this could be directly or
indirectly and as such is it required or expected that these entities will put in measures in other to sustain
the environment in which they exist. Schaltegger (2000), Accounting for environment helps the
organization to accurately access the cost and benefits of environmental preservation measures of
companies. Global reporting initiative is an organization set up in 1997 to develop a sustainable reporting
frame work for businesses. Compliance with this guidelines gives investors’ confidence that they are
receiving complete information, if companies fail to respond to the public concern of environmental issues
arising as a result of their operations, they will suffer a damage to their reputation and may even spend more
through payment of fine or even negative reaction from the community in which they operate. This if not
adequately taken care of will even result interruption of companies operation as evident in the Niger delta
region in Nigeria.
In Nigeria, the cement industry is not left behind on this matter of environment accounting as they are
usually located close to areas where there is large deposit of limestone which is their major source of
material for production, their operations could cause a lot of hazards to the people leaving in the
environment. These industries are expected to take some measures to sustain the environment for future
generation, which could take the form of reducing the pollution of the air, developing a sustainable business
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where by all the resources used by the company are replaced re-cycling of waste materials, protect the
health of individuals and employees of the company.
Statement of Problem
In the past even to the present days in Nigeria, there haven’t been any law mandating every companies to
disclose the environmental cost on the annual report, although the global reporting initiative (GR) was set
up 1997 to develop a suitable frame work for business.Management of corporate firm do not have or show
interest in accounting for their environmental cost and even reporting that in their annual reports and
accounts. The researcher perceives that this could be as a result of mindset picture of the management being
that environmental cost is a ‘non product output’. The above stated scenario prompted the researcher to
attempt to investigatethe impact of environmental accounting on firm’s profitability.
Objective of the study
The broad objective of the research is to investigate the impact of environmental cost on financial
performance of cement companies in Nigeria.
The specific objectives are to examine:
the impact of environmental cost on net profit margin.
the impact of environmental cost on earnings per share
the impact of environmental cost on dividend per share
the impact of environmental cost on profit after tax.
Hypothesis
Ho1: There is no significant impact of environmental accounting on
Net profit margin.
Ho2: There is no significant return on earnings per share.
Ho3: There is no significant impact of environmental cost on dividend per share.
Ho4: There is no significant impact of environmental Cost on profit after tax.
2.0
LITERATURE REVIEW
Conceptual framework
Crowder (2000), describes environmental accounting as an approach to reporting a firms activities which
focuses the need for the identification of social relevant behaviour, the determination of those to whom the
company is accountable to for its social performance. Environmental cost and accounting arises as the
company affect the environments through its operations. Environmentalaccounting most times challenge
conventional accounting in particular. Global awareness of the stakeholders on corporate environment
performance has already made traditional reporting redundant (Daniel 2013). Corporate house run into the
risk of loss of confidence of their stakeholders, if in future, environmental performance information is not
included in their main stream of reporting (Swift 2001). Environmental accounting which focuses to support
& facilitate the pursuit of society’s objective is perceived to improve the organizations image as the public
view the organization’s ,in light of having in mind environmental desirability & sustainability.
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A successful environmental management system should have a method for accounting for full
environmental cost and should integrate environmental cost into capital budget, cost allocation, process &
product design and other forward looking decisions (EPA 1995). In other to make informed
decisions/choices on their objectives, there should be the flow of information in which, those controlling
the resources of the firm provide account to society of their use of those resources and this is a necessary
information which guides even to the estimation of price on the product.
Theoretical Framework
Triple Bottom Line
Ekingteon (1992) propounded the triple bottom line approved which state that corporate leaders should
tabulate bottom line results not only in economic terms but also with respect to the environment, meaning
that profit may not be achieved or attainable if the environment in which the business operates is neglected.
This is in contrast with Adamsmitts “s theory of firm, which stated that firm have only one and only good
to satisfy the desire of the shareholders by making as much profits as possible.
Eco Centric Theory
This theory was propounded by pepper (1986),stating that the natural world should be respected for its
processes and products and that low impact technology and self-reliance is more desirable technological
control of Nature. He stressed that business need to produce a balances report that includes reporting the
impact of business activities on the environment. This theory was adopted by Ifurueze (2013), in his
investigation on the relationship between environmental accounting and firm profitability in India.
Stakeholders Theory
The theory states that all stakeholders must be considered in the decision making process of the
organization. The theory states that there are 3 reasons why this should happen.
 It is the morally and ethical way to behave
 Doing so actually also benefit the shareholders
 It refracts actually what happens in an organization.
This theory is supported by research from cooper et al (2001) in this study of large firms .According to this
theory, stakeholder management is not an end in itself but simply seen as a means for improving economic
performance.
Empirical Review
Ifurueze A. (2013) examines the impact of environmental cost on corporate performance of 11 randomly
selected companies in delta state of Nigeria from 2001-2011. He collected secondary from the annual
reports and accounts of the companies. Multiple regression analysis was explored to test the hypothesis.
The study revealed that sustainable business practices and corporate financial performance is significantly
related.
Daniel M. (2013), examines the relationship between environmental accounting and firm profitability. He
use secondary data collected from the annual reports of selected firms listed in Bombay stock exchange,
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India in 2007.He concluded that there isinsignificant relationship between environment accounting and
ROCE and EPS and a significant positive relationship between environmental accounting and Net profit
margin and divided per share.
Gap in literature
From the previous works reviewed by the Researcher, Ifurueze A. examines the impact of environmental
cost on corporate performance in Oil sector by using multiple regression technique to analyse his work. The
work is intended to study within the scope of cement industry, analysing data using correlation technique.
Daniel M. (2013) examine the relationship between by analysing 11 selected firms listed in Bombey stock
Exchange India (2007) this work intends to fill to a geographical gap by the examine relationship between
Environmental accounting and Firms Profitability in Leverage cement Plc. in Nigeria from 2009-2018.
3.0
METHODOLOGY
Data Description and Variables.
This research study used annual data from period 2009- 2018 of the selected cement company’s annual
reports and accounts. The company was selected based on the availability of the annual report& account.
This company was selected based on the availability of data on the related environmental cost in theirannual
report and also availability of data of Profit after tax, Earnings perShare, Dividend per share and Net Profit
Margin. The formula used in arriving at this figures for these variables are:
Table 1: measurement of variables
VARIABLES
FORMULAR
EPS
Profit after tax less preference dividend x 100
No. of ordinary share ranking for divided
DPS
NPV

Gross divided- Preference divided
x 100
No of ordinary share ranking for divided.
Net profit x 100
1
Turnover

1
1

Model Specification
In other to capture the interrelationship between the variables, data were analyzed using correlation
analytical technique. Variables analyzed are:
ENVC
=
Environmental Cost
NPM
=
NET profit merge
EPS
=
Earnings per share
DPS
=
Divided per share
PAT
=
Profit after tax
NPM, EPS, DPS and PAT were proxy for firms profitably while related cost on environment presents
environmental accounting
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4.0
EMPIRICAL RESULTS
Table 2:
Correlations Result Of The Relationship Between Variables
Dps

Pearson Correlation

Dps

Eps

npm

Pat

Envc

1

.801

.654

.790

.765

.055

.159

.062

.076

6
.962**
.002
6
.959**
.002
6
1

6
.835*
.039
6
.560
.248
6
.707
.116
6
1

Sig. (2-tailed)

N
6
6
6
Eps
Pearson Correlation
.801
1
.921**
Sig. (2-tailed)
.055
.009
N
6
6
6
**
Npm Pearson Correlation
.654
.921
1
Sig. (2-tailed)
.159
.009
N
6
6
6
Pat
Pearson Correlation
.790
.962**
.959**
Sig. (2-tailed)
.062
.002
.002
N
6
6
6
*
Envc Pearson Correlation
.765
.835
.560
Sig. (2-tailed)
.076
.039
.248
N
6
6
6
**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

6
.707
.116
6

6

Table 3:
Regression Result of the impact of environmental cost on earnings per share
Coefficients

Model
1

Unstandardized
Coefficients

Standardized
Coefficients

B

Beta

Std. Error

(Constant) -10.062

4.867

ea

.000

8.488E-8

.837

T

Sig.

-2.067

.108

3.059

.038

a. Dependent Variable: eps
Model Summary
Model

R

Adjusted
R Square Square

1

.837a

.700

.626

R Std. Error of
the Estimate
1.94860

a. Predictors: (Constant), ea
From the result of the correlation analysis above, the correlation coefficient (R) for environmental cost and
dividend per share is 0.765 or 76.5% indicating that there is strong positive relationship between
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environmental cost and dividend per share. The regression result shows that environmental cost has no
significant on dividend per share. Also the correlation coefficient (R) for earnings per share and
environmental cost is 0.835 or 83.5%, indicating a strong positive relationship existing between earnings
per share and environmental cost. The significance result of 0.03 means that the correlation is significant at
0.05 level. Furthermore the Pearson correlation coefficient (R)for the relationship between net profit margin
and environmental cost is 0.56 or 56%, showing a positive relationship between the net profit margin and
environmental cost. Finally, the correlation coefficient (R) for profit after tax and environmental cost is
0.835 or 83.5%, indicating a strong positive relationship existing between profit after tax and environmental
cost. Also from the above result the earnings per share has a significant relationship with environmental
cost, while net profit margin, profit after tax and dividend per share has no significant relationship with
environmental cost.
5.0
CONCLUSION AND RECOMMENDATIONS
Since that from the result above we see a strong positive relationship existing between these variables, we
can conclude that environmental cost is very important for the firms to attain maximum level. This result is
in agreement with Mogaka & Ambrose (2013). This study encountered some limitations as it was limited
to only a cement company because that was the only cement company the researcher was able to access the
annual report .As the firm may consider different elements into environmental cost from year to year. The
element making up environmental cost may be view differently by another researcher. This could be as a
result that disclosure of environmental information is voluntary that is there is no specified guideline used
for measurement and reporting of environmental cost.
The researcher based on this study makes some recommendation as follows:
 The management of cement companies should in their pursuit to make as much profit as possible
put up environmental protection policies such as emission treatment, re-cycling of waste material
etc.to ensure sustainability of the environment in the future,
 Companies should maintain a well-articulated environmental cost system, as this will help the
management in determining per unit cost of its products for pricing purposes.
 Government should make environmental reporting compulsory in the annual report, since most
organizations hardly report their environmental activities.
 There should be penalties to be paid by companies that do not comply with these environmental
laws and in the same vain government agencies should encourage the complying companies inform
of giving tax credits, and also public recommendation by government.
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ABSTRACT
This study examines causal link between human resource accounting and financial performance of
microfinance banks in Nigeria. The study employs ex post facto research design. Data for analysis was
obtained from the published financial reports of microfinance banks in Nigeria covering a period of 6 years
(2011 to 2016). The Simple linear regression technique was used to analyze the data generated. Findings
from the study reveal that human resource accounting proxied by personnel cost have no significant effect
on both net profit margin and return on assets. Further findings indicate that personnel cost has significant
effect on return on equity of microfinance banks in Nigeria. The study recommends, among other things,
that relevant accounting and legislative bodies should develop a uniform approach for the measurement
and reporting of human resources and that accounting policies should be developed for the amortization
of investments made in human resources of Microfinance banks and other organizations alike.
Keywords: Human Resource Accounting, Net profit margin, Return on assets, Return on equity.
1.0
INTRODUCTION
Resources must be assembled together in other to achieve organizational objectives. The term resources
refer to all manner of assets including human, material and monetary elements that is used in the production
of goods and services to satisfy organizational needs. It is a widely accepted fact that the success of any
organization, business or otherwise, to a great extent, depends upon the quality, caliber and character of the
people working in it. An organization having vast physical resources, with latest technology as the case
with the banking sector, may find itself in the midst of severer financial crisis in case it does not have right
people to manage and conduct its affairs. Inspite of all technological developments, the importance of
human resources has in no way diminished. It is unfortunate that even till now accountants have not been
in a position, to evolve a generally acceptedsystem to value and record this important asset known and
referred to as human resources.
Over the years, the concept of Human resource accounting has grown rapidly because of the role it plays in
determining the total value of an organization. Accounting for human resourceshas great potential in
providing valid exposure of the company’s performance in that irrespective of the volume of current and
non-current assets invested, without human management becomes a vehicle without engine.Human
resource Accounting (HRA) involves accounting for expenditure related to human asset in an organization
as opposed to traditional accounting which merely expenses these costs and reduces profits which to our
mind sub optimize financial reporting (Akintoye, 2012). It is accounting for the value of persons working
in an organization for the enhancement of the information needed for decision making by the users of
financial information.
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The assessment of corporate performance may not be conclusive without the consideration of the value of
human asset. In the current business environment, human capital is regarded as a key source of competitive
advantage. With the advent of knowledge – based economy, companies view their employees as an
important resource and invest heavily in them. Microfinance institutions are not exception to this.
Information on human capital and its development is important to financial analysts and fund managers,
who need to assess the future direction, potential and values of companies. Sharma (2012) suggest that it is
the stock of human capital that predominantly determines the earnings of individuals. The difference
between Human Capital Management (HCM) and Human Resource Management (HRM) is that the former
treats people as assets while the latter treats people as costs (Roger and Wright, 2014). Agbiogwu, et al
(2016) added that the discovery that human behavior is a significant factor affecting business efficiency is
an important land-mark. It is regrettable that the current accounting reforms under the auspices of IFRS did
not reposition the treatment of people which is seen as the greatest of all capital assetsin the statement of
financial position of corporate entities.
Microfinance banks in Nigeria are banks licensed and supervised by the Central Bank of Nigeria to deliver
financial services at micro or rural levels. The Revised and Supervisory Guidelines for Microfinance Banks
in Nigeria, empowers three categories of microfinance banks for microfinance services in Nigeria, namely:
unit microfinance bank; state microfinance banks; and national microfinance banks, each having the
minimum paid-up share capital of twenty million naira (N20.0 million); one hundred million naira (N100.0
million); and two billion naira (N2.0 billion) respectively (CBN, 2012b). These banks can amongst others
perform the following services based on their licensing regime: accept different kinds of deposits such as
savings, time, target and demand from individuals, groups and associations. They can provide credit to their
customers including formal and informal self-help groups, individuals and associations. Also, they can
provide loan disbursement services for the delivery of credit programmes of government agencies, and
invest their surplus funds in worthwhile investments, such as treasury bills fixed deposit accounts with
correspondent banks. Microfinance clients are typically self-employed, low-income entrepreneurs in both
urban and rural areas. Microfinance clients, as observed by Onoh (2002), are often traders, street vendors,
small farmers, service providers (hairdressers, cart pushers), artisans and small producers, such as blacksmiths and seamstresses. These operational activities of microfinance banks are made possible by its rich
human resource team who work tirelessly towards achieving a profitable return.
Every organization, whether in the production or services industry expressively record their human
resources as the most valuable asset. Irrespective of the volume of capital mix, level of current and noncurrent assets in an organization, without the efforts of human beings known as human resources production
or effective service delivery will not take place yet this valuable asset cannot trace its root to the statement
of financial position of companies. Although the concept of human resource accounting has been over
emphasized over the years, yet it still lacks general acceptability regarding capitalization. Many researchers
have researched and recommended the recognition of the accounting of human resources known as human
capital/personnel cost in the statement of financial position of companies and with all the reforms made in
accounting profession through IFRS such prayer is yet to be implemented.
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Financial institutions are seen as one that invests heavily on human resources. Investment in human resource
involve costs incurred by an organization to recruit, select, hire, train, retrain and develop their workforce
for effective operational performance. However, these banks’ investment on human asset is not reflected
in its statement of financial position rather, it is expensed in the statement of comprehensive income for the
current period to reduce income and invariably the value of the business. The problem of this rests on how
organizations especially microfinance banks quantifies, classifies and presents sound financial report on the
investments on human resources employed in the organization. The fact that human costs are expensed
instead of capitalized is seen by various scholars as a distortion to the financial statements presented by the
shareholders. In the opinion of Ahangar, (2011), the essence of human asset or human resource accounting
is to establish a generally acceptable model of valuation for human cost and ensuring that the value of
human asset that drives organizational performance is adequately represented and disclosed in their
financial statement as intangible asset.
The main objective of this study is to investigate the effect of human resource accounting on the financial
performance of Microfinance Banks in Nigeria. Specifically, the study seeks to:
1. Evaluate the effect of personnel costs on net profit margin (NPM) of Microfinance Banks in Nigeria
2. Determine the effect of personnel costs on return on asset (ROA) of Microfinance Banks in Nigeria.
3. Investigate the effect of personnel costs on return on equity (ROE) of Microfinance Banks in
Nigeria.
The following research questions will guide this study:
1. To what extent does personnel cost affect net profit margin of Microfinance Banks in Nigeria?
2. In what ways does personnel cost affect return on asset of Microfinance Banks in Nigeria?
3. To what extent does personnel cost affect return on equity of Microfinance Banks in Nigeria?
The study will be guided by the following hypotheses:
H01: Personnel cost has no significant effect on net profit margin (NPM) of Microfinance Banks in Nigeria.
H02: Personnel cost has no significant effect on Return on Asset (ROA)of Microfinance Banks in Nigeria.
H03: Personnel cost has no significant effect on Return on Equity (ROE) of Microfinance Banks in Nigeria
The study, human resource accounting and the financial performance of microfinance banks in Nigeria will
be of valuable importance to different group of people.
Employees: The study will enable employees to reappraise themselves and know that they possess an
invaluable contribution to the effective performance of the company just like every other asset. Despite the
cost of purchase, other assets are compensated for wear and tear through depreciation and capital
allowances, human assets should also be compensated for advancement in knowledge for effective service
delivery and active service leading to old age. Having known the value relevance of human resources to
organizational performance, this study will help employees of both public and private sectors to agitate for
a better compensation pattern in the form of pension and gratuity to be operational in both government and
non-government entities.
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Management: The study will also enhance police formulation of the company to focus on the right
manpower that will drive the company to profitability and the achievement of the corporate objectives of
the company.
Government: The government is always at the receiving end through tax revenue. An addition in the pay
cheque of any employee will translate to an increase in taxable income and disposable income of the
employee which will also reflect in the economy generally.
Researchers: The study is a good source of reference to researchers and scholars in the academic
community. It shall be a useful reference point on this topic or related topic.
2.0
LITERATURE REVIEW
Conceptual Framework
The concept of considering human beings as an asset is not a new phenomenon. The first attempt to value
the human beings in monetary terms was made by Sir William Petty as early as 1691 (Maharshi Dayanand
University, 2004). Human resource accounting came into being as a result of the various studies conducted
by different experts in the areas of accounting and finance regarding the cost of human activities in an
organization. This led to a new branch of accounting known as “Human Resource Accounting”. This branch
of accounting is advocating for the recognition of human capital as a cost to be capitalized as against the
traditional practice of treating all expenditure on human capital formation as an immediate charge against
the revenue of the period. Proponents of human resource accounting are of the view that costs incurred on
any asset should be capitalized when it is incurred in order to yield future benefits measurable in monetary
terms irrespective of whether it incurred on human assets or real assets.
However, the real work on the subject of human resource accounting gained relevance from 1960, when
behavioral scientists vehemently criticized, the conventional accounting practice of not valuing the human
resources along with other material resources. As a result, accountants and economists all over the world
became conscious of the fact that the appropriate methodology and procedures have to be developed for
finding the cost and value of the people in the organization. The concept of human resource accounting can
be better understood through some of the important definitions given by the competent authors in the
accounting field. Woodruff (2015) defined Human Resources accounting as the identification,
accumulation and dissemination of information about Human Resources in dollar or Naira term. He further
explained that Human Resources Accounting is the systematic accumulation of information about changes
in investments made in human resources and reporting back that information to operating managers in order
to assist them to make better decisions than they would have been able to make without such additional
information. American Accounting Association (1973) defines Human Resource Accounting (HRA) as the
process of identifying and measuring data concerning human resource and communicating this information
to users of accounting information. Mr. Woodruff Jr. Vice President of R.G. Barry Corporation defines it
as an attempt to identify and report investments made in human resources of an organization that are
presently not accounted for in conventional accounting practice. In a nutshell, human resource accounting
is the process involved in ascertaining the cost associated with the activities of people in an organization
and reporting same in the financial statement for the information need of the users of financial statement.
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Concept of Financial Performance
Financial Performance is a concept used to assess the level at which an organization has succeeded in its
line of business. It varies from one organization to the other depending on the nature of activity. Whereas
in profit making organizations, profit or sales volume may provide an index of performance, non-profit
entities may use number of membership and quality service delivery to the society as measures of
performance. Commonly used measures of organizational performance for operators of microfinance banks
include net profit margin, return on asset, return on equity, current ratio, liquid ratio; etc. (Dyckman et al
1998, Nwanyanwu 2013). This is because accounting related measures have the advantage of being
comparable both to industry norms and to historical performance (Fry et al, 1998).
Again, every organization irrespective of sector wants to perform effectively and efficiently. Performance
in the words of Bikker (2010) means” the contribution financial institutions make to the common wealth,
on behalf of consumers and businesses”. He added that banks will be mainly interested in whether financial
products are not too expensive and whether the quality is sufficient. To stockholders, performance is
synonymous to profitability and they view it in terms of the profits made on their behalf, whether or not
adjusted for risks taken. According to Onyam, Usang and Enyisi (2015) profitability is the ability to make
profit from all the business activities of an organization, company, firm or an enterprise. They further
emphasize that profitability presents how a company’s management structure can efficiently produce profit
by using all the resources available in the company and in the market.
Bikker and Bos (2010) stated that the performance of banks is expressed in terms of competition,
concentration, efficiency, productivity and profitability. They argue that the key reason is that banks are
seen as special, given their pivotal role in providing credit to enterprises. Shareholders of a bank are entitled
to its profits and it is therefore in their interest to maximize these profits. They can achieve this by
maximizing revenue and by minimizing costs. By further developing this concept of performance
andprofitability, Onyam, Usang and Enyisi (2015) presented it as an index of efficiency and can be regarded
as a measure of efficiency of management guide to greater efficiency.
However, performance for microfinance banks can be measured in terms of Net Profit Margin, Return on
Asset and Return on Equity. This implies that the performance of an entity is that which the entity hopes to
achieve for being in business which also stand as a point of attraction for other prospective investors.
Valuation of Human Resources
Different methods have been advanced for valuing human resources. Among them include the following:
Historical Cost Approach
This approach was developed by Brummet, Flamholtz and Pyle. According to this approach, the actual cost
incurred on recruiting, selecting, hiring, training and developing the human resources of the organization
are capitalized and written off over the expected useful life of the human resources. The historical cost of
human resources in case of this method is thus treated in the same manner as the cost of any other physical
asset. Any expenditure incurred for training or development of the human resources increases the value of
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human assets like any other physical asset and therefore, capitalized in a similar manner. Amortization of
the human assets is also done in a similar manner. In case the human asset expires before the end of the
expected service life period, the whole of the amount not written off is charged against the revenue of the
year in which such event takes place. In case the useful life is recognized to be longer than the original
expected, amortization is appropriately rescheduled.
Replacement Cost Approach
This approach was developed by Flamholtz Eric G. and Rensis Likert. The approach values human
resources at their present replacement cost. In other words, human resources of an organization are to be
valued on the basis of the assumption of what it would cost the firm, if the existing human resources are
required to be replaced with others of equivalent talents and experience. The approach is similar to the
historical cost approach mentioned above except that it allows for changes in the cost for acquiring, training
and developing the employees in place of taking their historical cost for capitalization.
Opportunity Cost Approach
This approach has been suggested by Hekimian and Jones. According to this approach, the value of an
employee is determined according to his alternative use. In case an employee has no alternative use, no
value will be placed on him. This approach specifically excludes those types of employees who can be hired
readily from outside. The approach suggests competitive bidding process for the scarce employees in an
organization. It means that the opportunity cost is lined with scarcity. The opportunity cost of an employee
or a group of employees in one department is calculated on the basis of the offers (bids) by other
departments for those employees.
Standard Cost Approach
This approach has been suggested by David Watson, According to this approach, standard costs of
recruiting, hiring, training and developing per grade of employees are determined year after year. The
standard cost so arrived at for all human beings employed in the organization is the value of human
resources for accounting purposes. The approach is easy to explain and can work as a suitable basis for
control purposes through the technique of variance analysis. However, determination of the standard cost
for each grade of employee is a ticklish process.
Theoretical framework
Human capital theory
According to Akindehinde, Enyi and Olutokunbo (2015), the human capital theory was originally proposed
by Schultz (1961) and later developed by Becker (1964). The theorist saw that education and training raises
the level of productivity of workers by granting useful knowledge and skills, thereby raising workers future
income through increase in their lifetime earnings. It proposes that expenditure on education or training and
development is too expensive and should be considered as an investment since it is undertaken with a view
to increasing productivity and income. The importance of this human capital theory to this research is that
it considered cost of education, training and development of workers as investments towards improving the
productivity of individual workers thus resulting to high profitability of micro finance banks in particular
and other sectors of the economy in general.
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Skills, experience, and knowledge have economic value to organizations because they enable it to be
productive and adaptable; thus, people constitute the organization’s human capital. Human capital remains
at the forefront of all other assets as their potential values cannot come to light without human efforts.
Empirical Review
Omodero and Ihendinihu (2017) investigated human resource accounting and financial performance of
firms in Nigeria: evidence from selected listed firms on the Nigerian stock exchange. The study adopted a
cross sectional data drawn from NSE Website and Annual reports published by the selected Firms. The
regression results revealed that PBC has significant and positive impact on the PAT, while there is a
negative impact on the Net Asset.
Agbiogwu, Ihendinihu and Azubike (2016) researched on the effects of human resource cost on profitability
of banks in Nigeria. The study adopted content method of analysis and linear regression model to test the
stated hypotheses. Findings revealed that staff cost significantly affects Earnings per share, Net profit
margin, and Return on capital employed of banks.
Ikpefan, Kazeem and Taiwo (2016) investigated human capital accounting and performance of
Microfinance banks (MFB) in Nigeria. using content analysis of the annual reports and financial statements
of the sampled Micro Finance Banks. A purposive sample of Sixteen (16) Micro finance banks out of the
thirty four (34) existing in Ogun state was investigated. Random sampling technique is used to select
respondents in each Micro Finance Banks cutting across directors, employees and shareholders of the Micro
Finance Banks. A total of 320 collected questionnaires were used for data analysis. The data were analyzed
using (parametric and non-parametric techniques) appropriate descriptive and inferential statistical
techniques. A total of 314 of the sample (representing 98.4% of the sample) agreed that human resources
expenditure should be capitalized and treated as assets rather than write off to profit and loss accounts. The
study also shows that human resources accounting has a significant effect on MFBs performance.
Prince et al (2013) examined the human resource accounting and its impact on organizational performance.
The study made use of cross-sectional data drawn from the Nigerian Stock Exchange fact book (2009). The
regression results revealed that human capital and intangible asset had a positive and insignificant impact
on organizational performance.
Ekwe (2012) studied the relationship between intellectual capital and financial performance in the Nigeria
banking sector. The research adopted multiple regression analysis method for the test of all the hypotheses.
The SPSS statistical software (version 17.0) was used for the data analysis. There was a positive significant
relationship between components of VAIC and the Return on Assets of the banks in Nigeria. The study also
recorded a positive significant relationship between components of VAIC and the Return on Equity of the
banks in Nigeria and further revealed that there was a positive significant relationship between components
of VAIC and employee productivity of the banks in Nigeria.
Micah, Offurum and Ihendinihu (2012) studied Firms financial performance of human resource accounting
HRA, Disclosure in Nigeria. The study examined fifty two (52) companies across all sectors using simple
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(2005 – 2009) random sampling technique, descriptive, correlation and regression statistical techniques in
analysis. It discovered that the combined effect of firm financial performance account for ZF-9% of the
variation in Human Resources Accounting disclosure with F ratio 3.581
Rehma et al (2011) carried out a study on intellectual capital performance and its implication on corporate
performance; an empirical evidence from Modaraba sector of Pakistan. The study revealed that there is a
relationship between human capital efficiency and financial performance indexed by Return on capital and
Earnings per share. It specifically revealed that one of the important components to strengthen the
intellectual capital performance is human capital efficiency and that performance of organization depends
on its human capital.
3.0
METHODOLOGY
Research Design
This researchadoptedan ex-post facto research design. Ex post facto research literally means from what is
done afterwards. Simon and Goes (2013) view it as an ideal for conducting social research when it is not
possible or acceptable to manipulate the characteristics of human participants. Ex post facto research seeks
to reveal possible relationships by observing an existing condition or state of affairs and searching back in
time for plausible contributory factors (Kerlinger and Rint, 1986).
Population of the Study
The population of the study constitutes the two (2) Microfinance banks listed in the Nigeria Stock Exchange.
Sample Size Determination
The study maintained the same population size of two (2) as the sample size. This approach is adopted since
the population is too small.
Method of Data Collection
The data for this study was sourced through the annual reports and accounts of NPF Microfinance Bank
and Fortis Microfinance Bank being the two microfinance banks listed in the Nigeria Stock Exchange
covering a period of six years (2011 – 2016). The annual report was used to ascertain the values of human
resource accounting proxy by personnel costs, net profit margin, return on assets and return on equity of
the listed microfinance banks in Nigeria for the periods under study. The justification for the six years is to
cover the periods within which the banks were listed.
Method of Data Analysis
In order to get a justified and critical analysis of the research, simple regression analysis was used. Simple
regression analysis shows the degree of relationship between one dependent variable and one independent
variable. The data analysis was aided through the use of Econometrix Views (E-Views v9) software.
Model Specification
This study made use of econometric technique of Ordinary Least Square (OLS) in form of Simple Linear
Regressions. The econometric models for the study are as follows:
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NPM = f(PC) ..........................................................................................(1)
ROA = f(PC) .........................................................................................(2)
ROE = f(PC) ............................................................................................(3)
The mathematical models for the study are as follows:
NPM = βo + β1PC + ei............................................................................ (4)
ROA = βo + β1PC + ei…………………………………………………(5)
ROE = βo + β1PC + ei ……………………………………………………(6)
Where;
NPM = Net Profit Margin
ROTA = Return onAsset
ROE = Return on Equity
PC = Personnel Cost
Decision Rule
Accept null hypotheses when p-value of the f-statistic is greater than 0.05, otherwise, reject the null
hypothesis.
4.0
DISCUSSION OF THE RESULTS
Regression Result and Analysis
HO1: Personnel cost has no significant effect on net profit margin of listed microfinance banks in
Nigeria.
Dependent Variable: NPM_1
Method: Panel Least Squares
Date: 12/25/19 Time: 13:05
Sample: 2011 2016
Periods included: 6
Cross-sections included: 2
Total panel (balanced) observations: 12
Variable

Coefficient Std. Error

t-Statistic

C
LOGPC

46.58524 11.38734
-2.908663 1.548995

4.090969 0.0022
-1.877774 0.0899

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.260685
0.186754
7.404437
548.2568
-39.95829
3.526036
0.089852

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat
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Prob.

25.58247
8.210714
6.993048
7.073865
6.963126
2.058023

The regression results for model 1 shows the degree of association and relationship between human resource
cost proxied by personnel cost and net profit margin of microfinance banks in Nigeria. The R-Squared value
of 0.260685 shows the level of variable in net profit margin explained by human resource cost. This is a
positive but weak relationship. It therefore indicates that 26.07% change in net profit margin can be
attributed to a unit change in the independent variable. The remaining 73.93% unexplained variation could
be caused by other factors or variables not built into the model. The value of the adjusted R2 of 0.186754 is
also low which confirms the weakness of the modeled data maybe as a result of years of coverage. This
model has no issue of autocorrelation as the Durbin Watson statistics level is approximately 2.
The beta value of -2.909 shows that a unit changes in the independent variable can cause net profit margin
to change negatively by 2.909. The P-value of the f-statistic of 0.090 is greater than the alpha level at 0.05.
This implies that we do not reject HO1 and therefore conclude that personnel cost as a proxy of human
resource cost has no significant effect on net profit margin of listed microfinance banks in Nigeria.
HO2: Personnel cost has no significant effect on return on assets of listed microfinance banks in Nigeria.
Dependent Variable: ROA_2
Method: Panel Least Squares
Date: 12/25/19 Time: 13:08
Sample: 2011 2016
Periods included: 6
Cross-sections included: 2
Total panel (balanced) observations: 12
Variable

Coefficient Std. Error

t-Statistic

C
LOGPC

7.825911 2.425905
-0.346151 0.329991

3.225976 0.0091
-1.048973 0.3189

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.099127
0.009040
1.577407
24.88211
-21.40272
1.100344
0.318881

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Prob.

5.326434
1.584585
3.900453
3.981271
3.870531
2.409280

The regression results for model 2 shows the degree of association and relationship between human resource
cost proxied by personnel cost and return on asset of microfinance banks in Nigeria. The R-Squared value
of 0.099127 shows the level of variable in return on asset explained by human resource cost. This is a
positive but weak relationship. It therefore indicates that 9.91% change in return on asset can be attributed
to a unit change in the independent variable. The remaining 90.09% unexplained variation could be caused
by other factors or variables not built into the model. The value of the adjusted R2 of 0.009040 is also low
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which confirms the weakness of the modeled data maybe as a result of years of coverage. This model has
no issue of autocorrelation as the Durbin Watson statistics level is approximately 2.
The beta value of -0.346 shows that a unit changes in the independent variable can cause return on asset to
change negatively by 0.364. The P-value of the f-statistic of 0.318881 is greater than the alpha level at 0.05.
This implies that we do not reject HO1 and therefore conclude that personnel cost as a proxy of human
resource cost has no significant effect on return on asset of listed microfinance banks in Nigeria.
HO3: Personnel cost has no significant effect on return on equity of listed microfinance banks in Nigeria.
Dependent Variable: ROE_3
Method: Panel Least Squares
Date: 12/25/19 Time: 13:10
Sample: 2011 2016
Periods included: 6
Cross-sections included: 2
Total panel (balanced) observations: 12
Variable

Coefficient Std. Error

t-Statistic

C
LOGPC

-15.60335 8.856584
4.458183 1.204742

-1.761780 0.1086
3.700529 0.0041

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.577951
0.535746
5.758855
331.6441
-36.94220
13.69391
0.004105

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

Prob.

16.58814
8.451974
6.490366
6.571184
6.460444
2.192914

The regression results for model 3 shows the degree of association and relationship between human resource
cost proxied by personnel cost and return on equity of microfinance banks in Nigeria. The R-Squared value
of 0.577951 shows the level of variable in return on equity explained by human resource cost. This is a fair
positive relationship. It therefore indicates that 57.80% change in return on equity can be attributed to a unit
change in the independent variable. The remaining 42.20% unexplained variation could be caused by other
factors or variables not built into the model. The value of the adjusted R2 of 0.535746 is also fairly high
which confirms that the model is of better fit. This model has no issue of autocorrelation as the Durbin
Watson statistics level is approximately 2.
The beta value of 4.458 shows that a unit changes in personnel cost can cause return on equity to change
positively by 4.458.The P-value of the f-statistic of 0.004 is less than the alpha threshold at 0.05. This
implies that we do not accept HO1 and therefore conclude that personnel cost has a positive significant
effect on return on equity of listed microfinance banks in Nigeria.
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Summary of Findings
Based on the objectives of this study, data analysis, and discussion of findings the following findings were
summarized that:
1. Personnel cost has no significant effect on net profit margin of listed Microfinance Banks in Nigeria
2. Personnel cost has no significant effect on return on assets of listed Microfinance Banks in Nigeria
3. Personnel cost has positive significant effect on return on equity of listed Microfinance Banks in
Nigeria.
5.0
CONCLUSION AND RECOMMENDATIONS
The study has shown that without human resources, all other resources at the disposal of organizations
cannot be operationally effective. The human resource of an organization is the propeller of organizational
productivity and performance. However, to ensure growth and development of any organization, the
efficiency of people must be augmented in the right perspective. The quality of human capital contributes
significantly to the overall performance of Microfinance banks in Nigeria.
Human resource accounting came into context due to the failure of professional and legislative accounting
bodies to treat it as an asset like any other asset irrespective of its recognition in the directors’ report as
being the most valuable asset of all assets at the disposal of the organization. Human resource accounting
proposes without prejudice the measurement and reporting of the cost and value of people in the statement
of financial position rather the statement of comprehensive income. Annually, the values of non-current
assets are being depreciated or accorded values known as capital allowance as the case may be for the wear
and tear of such assets without a corresponding amount of money being apportioned for human beings as
their productive capacity appreciates.
Based on the findings and conclusion of the study, the following recommendations were made:
1. Relevant accounting and legislative bodies should develop a uniform approach for the measurement
and reporting of Human Resources.
2. Expenditure on human resources should be perceived as investment cost which should be capitalized
in the statement of financial position rather than treating it as operating cost and expensed through
the statement of comprehensive income.
3. Companies should actually treat their employees with utmost care and considerable motivation
irrespective of level as they all aim at achieving corporate goal and productivity of the company.
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APPENDIX
RAW DATA AS EXTRACTED FROM ANNUAL REPORT
Name
PBT
GE
TA
Years =N=
=N=
=N=
NPF MFB 2011
174,317
1,236,477
6,542,627
2012
685,640
1,631,283
7,790,984
2013
500,380
1,292,037
7,937,407
2014
617,507
2,134,692
10,865,189
2015
688,899
2,592,694
13,667,609
2016
803,440
2,925,229
12,361,872
FORTIS
MFB
2011
253,108,868
1,157,208,588 4,948,703,998
2012
307,450,298
1,922,468,559 7,782,397,384
2013
634,674,334
2,811,543,629 12,714,885,061
2014
1,070,501,010 4,175,058,251 16,585,960,688
2015
882,521,116
4,352,821,033 19,937,673,246
2016
832,605,298
3,649,315,816 2,087,8651,920

COMPUTED VARIABLE DATA
NPM*1
ROA*2
ROE*3
14.0978765 2.66432734 10.6895427
42.0307206 8.8004288 2.810118344
38.7279931 6.30407386 12.14832777
28.9272176 5.68335259 11.71148361
26.5707793 5.04037685 12.10393619
27.4658839 6.49933926 12.43229934
21.8723634 5.11464957 26.40739833
15.9924747 3.95058595 15.35520172
22.5738746 4.9915853 27.05961522
25.640385
6.4542599 32.1277105
20.2746933 4.42639974 21.75420511
22.8153807 3.98783073 14.45783679

LogPC
5.6483912
5.8839242
5.6100882
5.9420617
5.9904618
6.0034842
8.4523502
8.6027811
8.5979126
8.5763257
8.6619134
8.6794758
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PC
=N=
445,032
765,463
407,463
875,108
978,277
1,008,055

PAT
=N=
391,320
103,717
475,837
477,816
514,598
554,903

EQUITY
=N=
3,660,774
3,690,841
3,916,893
4,079,893
4,251,493
4,463,398

283,367,625
400,664,697
396,198,282
376,986,374
459,106,458
478,052,779

230,707,260
158,485,997
382,903,158
674,512,746
583,703,900
586,255,583

873,646,306
1,032,132,302
1,415,035,487
2,099,473,431
2,683,177,331
4,054,932,916
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ABSTRACT
This study provides empirical evidence on emerging issues in international accounting and financial
reporting of selected companies in Nigeria. This adoption of International Financial Reporting Standards
have continued to pose homogenizing effect on the Nigerian financial reporting system, herein referred as
emerging issues in international accounting. Several of these standards recognized most transactions as
expenses in the financial statements. This is still being plagued by controversy and fraught with
implementation issues. Stakeholders had continued to question the benefit attached IFRS adoption, since
some of the standards end up reducing organizational profit and total assets. It specifically examines the
effect of share based payment (SBP), business combination (BC), impairment of asset (IOA) and operating
segment (OS) on companies’ total assets. Comparative analyses of selected companies’ financial statements
were also evaluated to ascertain the extent of disclosures of IFRS exigencies. In all, 10 Banks were used;
while Generalized Least Square was used for the hypotheses tests. The paper discovered that SBP, BC and
IOA significantly affect total assets of the banks. It was therefore recommended that professionals must be
ready to learn, unlearn and relearn in order to minimize any negative impact associated with the IFRSs
requirement, while maximizing the benefit associated with their adoption along sides other IFRS
requirements in the short, medium and long term, as the benefit of such adoption outweigh the cost.
KEYWORD: International Accounting, Share Based Payment, Business Combination, Impairment of
Assets, Non-Current Asset, Discontinuous Operation, Financial Instrument Disclosure, Segment Reporting
1.0
INTRODUCTION
Many developing countries seek financial resources from internal and global sources to accomplish their
socio-economic objectives. UNCTAD (2006) specifies that the availability of relevant information on
potential investment targets has a bearing on efforts to mobilize investment for financing economic and
social development. Such information plays an important role in critical investment decisions and risk
assessment. It also contributes to improved investor confidence and decreased cost of capital. In recognizing
the significant influence corporate reporting has on investment decisions, Nigeria has attached greater
importance to corporate transparency and reporting and is making efforts to strengthen the various
components of the accounting infrastructure to be in line international specifications, so that financial
resources can be mobilized and used more efficiently.
Basically, International Accounting Standards (IAS) framework presently referred as the International
Financial Reporting Standards (IFRS) was introduces so salvage incomparability and harmonized financial
reporting among countries (Riahi-Belkaoui, 2002). As the need for a global set of high-quality financial
reporting standards has long been apparent for the accounting of organizations’ transactions (Matthew &
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Perere, 1994). International accounting is gaining an important posture in the field of accounting generally,
in response to the demand of global economy, coupled with the increasing number of multinational
corporations and international users of information. While, still lacking a unifying theme, the field of
international accounting is the subject of increased theoretical and empirical scrutiny to investigate the
numerous international accounting issues, as they affect financial reporting in Nigeria and the world over.
The growth in international trade and capital flows have brought the world closer and require the
harmonization of the language of accounting (Beredugo, Igbeng & Eze, 2013). This is where international
financial reporting standards have their roots to ensure international harmonization of financial reporting.
It provides a framework with which dissimilarities in financial accounting practices among countries are
blurred out, to ensure comparability. As a collorary to the above, Johnson and Holgate (1999) specified
that, comparability of financial information is a key issue in the international environment and it is here that
significant changes with major implications for different countries’ GAAP take place.
This adoption however posed homogenizing effect on the Nigerian financial reporting system, herein
referred as emerging issues in international accounting. These issues include: share based payment (IFRS
2) requiring the reporting of the fair value of stock options and other share based compensation to be
deducted from earnings and shown as an expense in the financial statements which causes an outright
reduction in the comprehensive income statement and financial position of firms. This is still being plagued
by controversy and fraught with implementation issues as the per share impact given to analysts differed
from the actual per share impact later reported to shareholders; business combination (IFRS 3) in which the
capitalization of transaction cost of business combination still abound; and impairment of assets (IAS) 36
where assets are still being reported at more than their recoverable amount. Whereas, others firms that
accounted for such impairments did abysmally and witnessed their assets falling beyond expectations.
However questions are being asked as to the benefit attached to these standards since they end up reducing
organizational profit and total assets.
The issues on IFRS 8 - segment reporting witnessed the clustering of profits and losses made from different
segments into the overall profitability level, without prior identification of each segment’s nature and stakes
which often hinders appropriate allocation of resources to the segments and assessment of their contribution.
This disaggregation of segments contributions is equally seen by some market players to be too
sophisticated and not necessary in Nigerian unsophisticated environment. It is against this backdrop the
study evaluates the emerging issues in international accounting and their effect on financial reporting: A
comparative analysis of selected Nigeria companies.
To this end, two hypotheses were formulated to achieve the objectives of the study:
Ho1: Share-based payment arrangements and business combination do not significantly affect companies’
total assets.
Ho2: Impairment of asset and operating segments disclosures do not significantly affect companies’ total
assets.
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2.0
LITERATURE REVIEW
2.1
Theoretical Framework
This study evaluates emerging issues in international accounting and their effect on financial reporting. The
study falls within the realms of international accounting, and given it nature, the theoretical foundation of
this study is underpinned to the concept of agency theory that is concerned with resolving the problems that
can occur in agency relationships. Jensen &Meckling (1976) define agency relationship as a contract under
which the owners of the organization (principal(s)) engage the manager (agent) to perform some service on
their behalf, wherein the owners delegate some decision making authority to the manager. It is presumed
that the tendency of conflict of interest to abound is obvious. This conflict of interest results to “agency
problem” a.k.a. “principal-agent problem” whose resolution incurs agency costs (Al-Shammari, 2005).
Agency cost is a summation of the monitoring costs, bonding costs and residual loss. The owners limit the
abnormal activities of the managers, by incurring monitoring costs. They establish appropriate incentives
such as management compensation policies to ensure that the managers’ behavior aligns with the owners’
interest. This is somewhat in line with the share based payment. The managers compensate the owners in
return, by incurring “bonding costs” to assure the owners’ that their actions will not be injurious (e.g.
provision of adequate information in financial reports which could include the adoption of international
financial reporting standards by giving appropriate treatments to transactions as specified by IASB in their
IFRSs such as appropriate reporting on IFRS 2, 3, 8 and IAS 36 as used in the study). Residual loss is the
loss incurred by the owners because the manager's decisions do not serve its interests, which is a reflection
of the encumbrances associated with the IFRS adoption, being categorized as emerging issues. Agency
costs can be reduced by educating owners and by disclosing more information in the financial statements
which enable the owners to have access to appropriate, relevant and reliable information.
2.2
International perspective of financial accounting
The environment in which a country operates shapes its accounting practices (Nobes, Mueller, Gernon &
Meek, 1997) and “just as nations have different histories, values, and political systems, they also have
different patterns of financial accounting development” (Mueller, Gernon & Meek, 1997). They also state
that “no two countries have the same accounting practices, indeed, diversity is what they see”. Diversity is
an outgrowth of the variety of business environment around the world and the fact that accounting is
environmentally sensitive. It is interesting to note that when countries’ business environments are similar,
their financial accounting system also tends to be similar or otherwise they are diverse in ramification. This
diversity may well be justified in terms of conservatism, which creates barriers for international financial
information flows.
2.2.1 Harmonization of financial accounting diversity
As a result of the increased awareness of much diversity, attention was drawn to the need for international
harmonization of accounting practices. Rahman, Perera and Tower (1994) point out that the benefits of
international harmonization of accounting standards and practices have been described by various authors
to include:
 Improving international comparability in financial statements
 Enhancing international capital flows;
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Raising the general level of accounting practice;
Reducing the costs of preparing financial reports for multinational corporation
Facilitating social control over the global corporation; and
Improving the resource allocation decisions of international portfolio managers (Choi & Mueller,
1992).

More so, measurement and disclosure are substantive issues, and information revealed can potentially affect
people’s decisions and actions, whereas most Nigeria companies’ financial reports are deficient. Hence, the
need for completeness, transparency and comparability in financial report propelled the Financial Reporting
Council of Nigeria to adopt the IFRS that is presenting posing challenges herein referred as emerging issues
in international accounting.
2.3
Emerging issues in international accounting
Since the entire field of international accounting and financial reporting is still evolving, it is little wonder
that quite a few issues are yet unresolved or only partially resolved. The emphases on these emerging issues
in international accounting as used in this study include:
2.3.1 Share based payment (IFRS 2)
Share based payments are transactions where an entity settles an obligation in shares or incurs a cash
obligation linked to the share price of the entity. The IFRS 2 - share based payment covers transaction where
an obligation is settled in or referenced to the equity’ parent equity or any other entity under a common
control (Greuning, Scott & Terblanche, 2011). The issue of equity instruments to employees as a form of
remuneration is not new (Gray, 2006). Share-option plans in particular are now a common feature of
executive payment. They have also been extended to other employee levels as a means of aligning
employees’ interests with those of the firm, and encouraging employee retention.
Under IFRS 2, all share-based payment transactions must be recognised in the firm’s financial statements.
The view adopted in this accounting standard is that all share-based payment transactions ultimately lead
to expense recognition. Thus, firms are required to reflect the effects of such transactions in profit or loss.
Before IFRS 2 there was no Nigerian accounting requirement to identify the expenses associated with sharebased payment transactions or to measure and recognise such transactions in a firm’s financial statements.
The imposition of this new accounting regulation shows the success of the regulators in arguing that
recognizing the cost of share-based payment in financial statements improves the relevance, reliability and
comparability of the financial information, helps users of financial information to better understand the
economic transactions affecting an enterprise, and supports resource allocation decisions (FASB, 2004).
Theoretically, this phenomenon creates an incentive for employee participants in share-based payment
arrangements to align their work-related efforts to the firm’s wealth maximisation objectives.
In recent past, regulators have moved to mandate the expensing of share options in Nigeria, although, listed
Nigerian companies had subscribed to it. There are evidence of some diversity in the management and
reporting of share-based payment (Fisher & Wise, 2006). There is equally no sound empirically-based
understanding of how firms manage share-based payment arrangements in Nigeria. The Nigerian GAAP
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does not provide any rules (or requirements) relating to recognition of expenses resulting from share-based
payments. Some Nigerian companies after transition to IAS/IFRS had to adjust their expenses which led to
a decrease of accounting income of some companies.
2.3.2 Business combinations (IFRS 3)
A business combination is a transaction or event in which an acquirer obtains control of one or more
businesses (Ernest & Young, 2009). IFRS 3 applies to all transactions that in substance meet the definition
of a business combination. It applies to the initial recognition and measurement of such combinations and,
in a few specific instances, to subsequent measurement.
The IFRS 3 still pose a significant challenge by requiring initial recognition of all financial assets and
financial liabilities at fair value; Subsequent measurement of all derivatives, all financial assets and financial
liabilities held for trading or designated at fair value through profit or loss, and all financial assets classified
as available - for sales, and measurement of intangible at fair value as against the historical Nigerian GAAP
requirement of financial statements to be prepared on historical cost except for fixed assets which could be
selectively revalued (Ernest & Young, 2009).
As more fully described in the basis for conclusions, the application of a single method of accounting—the
acquisition method—would result in financial statements that:
1. Better reflect the acquiring entity’s investment in an acquired business
2. Improve the comparability of reported financial information
3. Provide more complete financial information.
By revising the accounting procedures used to account for acquisitions of businesses, the IFRS 3 would
improve the completeness, representational faithfulness, consistency, and other qualities of financial
reporting. For emphasis the acquisition method is designed to improve the recognition and measurement of
identifiable assets acquired, the liability assumed and any non-controllable interest of the acquiree. To this
end, restructuring cost and transaction related cost factored into fair value under the purchase method are
recorded separately as business expense. In addition, the acquisition method requires the acquirer to
measure the fair value of the acquiree together with that of the acquirer as at the acquisition date.
2.3.3 Impairment of asset
Impairment of assets is actually not required in the NGGAAP, as the present IAS 36 does not have any
equivalent in the SAS. Its non-requirement is also evidence in some developed and developing countries.
While, those that require it, do so quite different from the revised IAS 36 (Ofoegbu & Okoye, 2006). The
subscription to IFRS by many nations including Nigeria means, the recognition of IAS 36 for comparability
and transparency purpose. It follows therefore that, this has led to a new dimension and outlook in the
financial statements of company in Nigeria thereby affecting comprehension of information as to where
recipient expecting to see amortizations, impairments are used; where historical cost is required, fair value
and carrying cost were adopted, and all these affect the balance sheet (statement of financial position) and
the profit and loss account (statement of comprehensive income). This is where emerging issue draws it
significance.
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However, under IFRS, both tangible and non-tangible asset should be tested for impairment and losses be
reported in the comprehensive income statement. To Greuning, Scott and Terblanche (2011) when
impairment losses are recognized, the financial statements are affected in several ways:
 The carrying amount of the asset is reduced by the impairment loss. This reduces the carrying
amount of the entity’s total assets.
 The deferred tax liability is reduced and deferred tax income is recognized if the entity cannot take
a tax deduction for the impairment loss until the asset is sold or fully used.
 Retained earnings and shareholders’ equity are reduced by the differences between the impairment
loss and any associable reduction in the deferred tax liability.
 Profit before tax is reduced by the amount of the impaired loss.
 Profit is reduced by the difference between the impairment loss and any associated reduction in
deferred tax expenses.
Graham (2011) specified that a company must assess at each balance sheet date whether an asset is impaired.
Even if there is no indication of any impairment, certain assets should be tested for impairment, for example,
an intangible asset that has an indefinite useful life. The standard specifies the situations that might indicate
that an asset is impaired. These are external events, such as a decline in market value, or internal causes,
such as physical damage to an asset. However, an impairment loss may only be reversed if there has been
a change in the estimates used to determine the asset's recoverable amount since the last impairment loss
had been recognised. If this is the case, then the carrying amount of the asset shall be increased to its
recoverable amount. The increase will effectively be the reversal of an impairment loss. This does not apply
to goodwill.
2.3.4 Operating Segment (IFRS 8)
The core principle of IFRS 8 is that an entity shall disclose information to enable users of its financial
statements to -+-evaluate the nature and financial effects of the business activities in which it engages and
the economic environments in which it operates. Most international organizations are dependent on oversea
trade and in many instance companies have achieved their objectives of exploiting new or existing markets
and producing goods more efficiently for those market by acquiring or setting up manufacturing operations
abroad.
Johnson & Holgate (1999) specified that for companies that operate in a variety of classes of business or in
a number of different geographical locations, the availability of segmental information (also called
disaggregated information), setting up meaningful analyses of turnover and profits, is essential for good
management. Such information is essential if management is to be able to detect trends in performance and
sales within its specific businesses and geographical regions. They were equally of the opinion that, an
analysis by class of business may be difficult to obtain because for instance different classes of business
within a geographical segments may be financed as one operation may share resources.
Where a business is managed on a product basis, an analysis of turnover and profits by product will be more
important. Therefore segmental information by products and geographical region is relevant to most
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companies. The approach to reporting segment information will benefit both the preparer and users of
financial statements. It should reduce the cost of providing disaggregated information for many entities
because it uses segment information generated for management’s use (Ernest & Young, 2009).
IFRS 8 requires that a measure of segment profit and loss and segment assets be disclosed only if those
measures are reviewed by the chief operating decision makers. It therefore means that if the chief operating
decision maker does not review information, such information is not required to be disclosed in the segment
report. An operating segment which in this case is a component of entity, that engages in business activities
from which it may earn revenue and incur expenses, whose operating results are regularly reviewed by the
entity’s chief operating decision maker for allocation of resources to the segment and assessing its
performance and for which discrete financial information is available (Greuning, Scott &Terblanche, 2011).
The standard however applies that to the stand-alone financial statements of individual entities and the
consolidated financial statements of a group with a parent, whose equity or debt securities are traded in a
public place securities market or that are in the process of issuing such instruments.
A parent entity is required to present segment information only on the basis of its consolidated financial
statements. If a subsidiary’s own securities are publicly traded, it will present segment information in its
own separate financial report. However in present times, some banks are still clustering their profit and
loss made from different segments without prior identification of each segments’ nature and their stakes in
the overall profitability level which hinders appropriate allocation of resources to the segments and
assessment of their performance.
3.0
METHODOLOGY
3.1
Research Design
The study used ex post facto and content analysis method. The content analysis was conducted considering
6-year financial report of 10 selected commercial Banks covering the period of 2013 to 2017. Each annual
report was carefully scrutinized and scored as a disclosure index based on a researcher-developed checklist.
The checklist questions were drafted based on the reporting requirement of the IASs/IFRSs which are
presently mandatory by law to listed Nigerian companies. The reporting items used include: IFRS 2, 3, 8,
and IAS 36. All of which comprises 20 items. The item numbers are as indicated in bracket in the developed
checklist questionnaire.
The research however, adopted the unweighted approach for the scoring in line with Cooke (1989)
unweighted model. Wherein each item of disclosure is equally important, reduces subjectivity and it
provides a neutral assessment of items. This approach uses a dichotomous procedure to develop a scoring
scheme that captures the level of reporting. Complete annual reports of the companies were reviewed in
order to understand the nature and complexity of each company’s operation and to form an opinion about
the company before scoring the items. Each reporting items on the checklist is assigned “0” if it is not
disclosed, “1” if it is partially disclosed (not in details), and “2” if it is fully disclosed. More so, the research
adopted judgmental sampling among the Banks. As such, 10 Banks were selected based on their level of
performance. The hypotheses were tested using the panel regression model.
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3.2
Model Specification
The full specification of the regression equations are assumed to be as follows:
Equation 1: TAj = β0 + β1SBPj + β2BCj+ εj..(1)
Equation 2: TAj = β0 + β1IAj + β2 OS+ εj..(1)
Where TA= Total asset; SBP = Share based payment; BC = Business combination; IA = Impairment of
assets and OS = Operating Segment.
4.0
DISCUSSION OF THE RESULTS
This section presents data collected from 10 quoted deposit money banks’ annual reports (2012 to 2017).
These were used for the analyses of the emerging issues in international accounting and how they affect
financial reporting in Nigeria.
Comparative Analysis of Companies’ Reporting Indexes (2013 to 2017)
BANKS
SBP
BC
IOA
OS
First Bank .50
.67
.50
.17
Nig.
Zenith Bank Nig.
.50
.67
.38
.17
Union Bank of Nig.
.50
.67
.50
.50
GT Bank Nig.
.63
.67
.50
.50
Access Bank Nig.
.50
.67
.63
.50
Stanbic IBTC Bank
.63
.67
.63
.33
Fidelity Bank Nig.
.63
.33
.50
.50
UBA
.50
.33
.63
.17
FCMB
.50
.33
.63
.50
Diamond Bank
.63
.67
.63
.17
Source: SPSS result

Table 1:

Table 1 above shows the descriptive analysis of the Banks on share based payment reporting index using
the researcher’s checklist. It was discovered that, GTB, Stanbic IBTC, Fidelity, Unity and Diamond Bank
had the highest disclosure index of 0.63, while other Banks had an index of 0.50. For disclosures index on
Business Combination, First Bank, Zenith Bank, Union Bank, GTB, Access Bank, Stanbic IBTC and
Diamond Bank had the highest index of 0.67, while others Banks had an index of 0.33. Information on
impairment of assets shows that Access Bank, Stanbic IBTC, Unity Bank, UBA, FCMB and Diamond Bank
were at the top with an index of 0.63 followed by Union Bank, GTB, Skye Bank, Fidelity Bank with an
index of 0.50 each and Zenith Banks with 0.33 index. Disclosure index in relation to operating segments
shows that Union Bank, GTB, Access Bank, Fidelity Bank and Unity Bank had the highest index of 0.50,
followed by Stanbic IBTC with 0.33 while other banks used had an index of 0.50.
The implications of the above disclosures is that with low disclosures, most Banks might not have fully
recognized share-based payments related expenses, impairment losses, and business combination related
transactions in their comprehensive income statements and financial position. Thereby presenting
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information that reflects transparency only in name without adequate measurement and disclosure as
required by the IFRS. It therefore means that, the financial statement would be overstated and financial
position exaggerated. Hence it lacks the required completeness for effective decision making in line with
international specification. However, companies with high disclosure indexes have recognized, measured
and reported all transactions related to the standards used to accentuate the criterion of transparency and
comparability to achieve increased patronages, easy accessibility to global capital markets and enhanced
competitiveness.
The results of the Breuch Pagan Lagrangian Multiplier test for both equations as presented in table 2 shows
that the chi-square X2=92.03 for equation one and X2=42.19 for equation two were both significant, since
the p-values > 0.005. Thus, the null hypothesis is rejected for the model, indicating that the variance of
random effects is not equal to zero. The random effect is therefore appropriate. However this is further
compared with the fixed effect model, using the Hausman specification test and the result shows that the
chi-square X2 = 4.12 for equation one shows no significant difference (p>0.05), while equation two (X2 =
4.12) indicates a significant difference between the random and fixed effects. Random effect model was
therefore used for equation one and fixed effect model for equation two.
The heteroskedasticity with probability values (P<0.01) also indicate the absence of the problem. The high
and statistically significant value of the Wald chi2 = 71.09 for equation one and the F-test of equation two
corroborate the overall significance of the model and the predictive power of the independent variables.
It was equally observed from our individual effect from equation one that the share based payment (t-stat.
= 4.147 > t0.05 = 1.96) was positive but significantly affects the total assets of commercial banks. In relations
to business combination, the result shows (t-stat. = 1.12 > t0.05 = 1.96) an inverse but significant effect on
total assets of the firms.
Results from equation two reveals that impairment of assets has (t-stat. = -3.422 > t0.05 = 1.96) an inverse
and significant relationship with total assets, while on the other hand segment reporting has (t-stat. = 1.357
< t0.05 = 1.96) was positively but insignificantly affect the total assets of banks.
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Table 2: Fixed/Random Effects Regression Results for emerging issues in Accounting
Expected Sign
Equation one
Equation two
β (t stat)
β (t stat)
4.761
5.123
Constant
(14.410) **
(10.113) **
Share based payment
2.040
+
(4.147) **
Business Combination
-1.006
(-4.904)**
Impairment of Asset

-

-

Operating Segments

+

-

R Square
Wald chi 2

0.6812
71.09
0.0041
-

F-Test

-1.233
(-3.422) **
.546
(1.357)**
0.5307
-

22.908
.002
Lagrangian Multiplier
92.03**
42.19*
Hausman χ2
5.31
52.03*
Heter. Wald (χ2)
202.4**
293.4**
Notes: The coefficient values are presented with the t-statistics in the parenthesis, *p<.10; **p<.05;
***p<.01, probabilities represent one-tailed when the direction of the coefficient is consistent with
expectations, two-tailed otherwise).
Results on the hypotheses tests show that for hypothesis one as stated above share based payment
arrangement and business combination both significantly (t-stat. = 4.147, -4.904 > t0.05 = 1.96) affect the
total asset of banks in Nigeria. The alternative hypothesis is therefore accepted indicating that share-based
payment arrangements and business combination significantly affect companies’ total assets. In relation to
hypothesis two, the result shows that impairment of assets (t-stat. = -3.422 > t0.05 = 1.96) was negative but
significantly affect the total assets of the banks, while segment reporting was positive but (t-stat. = 1.357 <
t0.05 = 1.96) insignificantly affects the total assets of banks. In view of this result the alternative hypothesis
is accepted for impairment of asset, while the null hypothesis is accepted for segment reporting. It follows
therefore that Impairment of asset significantly affect companies’ total assets, while segment reporting does
not significantly affect companies’ total assets.
Findings
This research bothered on emerging issues in international accounting and financial reporting: a
comparative analysis of the financial statements of selected companies in Nigeria. However, 10 commercial
Banks were used, while Share based payment, business combination, impairment of asset and operating
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segment were used as proxies to emerging issues in international accounting and it was discovered that all
except segment reporting significantly affected companies’ total assets.
Though the challenges experienced which earned this study its nomenclature “Emerging issues in
international accounting” was borne out of the fact that most companies previous did not account for share
based payment but with the adoption of IFRS 2, share based payment were expensed and reduces earnings,
which did not go well with most shareholders, on the ground that it reduces dividend per share and the
companies’ total assets. The adopted of IFRS 3 - business combination, also witnessed items that were
initially capitalized as part of equity or debt instruments to be expensed, leading to reduction in profitability
and total assets. While, the use of impairment of assets (IAS 36), saw companies assets falling beyond
recognition, which was because the standard requires asset that had been impaired to be reported at its
recoverable rather than carrying cost.
The issues relating to operating segments (IFRS 8) was a measure and disclosure of segment’s profit and
loss and segment’s assets in a disaggregated manner to meaningful analyze companies’ turnover and total
assets that operate in a variety of classes of business so as to detect trends in performance and sales within
its specific businesses to enhance appropriate allocation of resources and effective decision making, though,
the measure regarding this was sophisticated in arriving at, which causes hiccups among market participants
that such disclosure is not meant for an unsophisticated business environment like Nigeria. All these
however, propelled the standards to have been plagued by controversy and fraught with implementation
issues as evidenced among Nigerian companies that kept asking questions as to “what benefits are attached
to the adoption of IFRS if it ends up reducing organizations’ earning capacity and total assets.”
5.0
CONCLUSION AND RECOMMENDATIONS
The adoption of IFRSs significantly affects companies’ total assets and it requires due diligent. However,
some Nigerian Banks in the comparative analysis were characterized with low disclosures that could impede
growth and performance. Most Banks are already attracting both local and international investors, having
more efficient access to capital from global corporations, patronages from stakeholders, and are
experiencing more room for management judgment and truer reflection of economic realities. The IFRS
have been adopted since 2012, and Nigeria socio-economic space had continued to improve in
accountability, transparency and comparability for investors and rating agencies. The IFRSs give a guide
in the prevention of errors in financial reporting, decrease costs, and establish methods for comparing
transactions that take place in different regions of the world. Some companies have come to term that in
order to attract foreign investment and quick access to capital, investors and creditors need assurance of a
company's financial performance through understandable financial reports and that they must provide
potential investors and creditors with financial statements that accurately explain the position of the
companies within each industry for purchase or an investment to take place.
It follows therefore that IAS 36 prescription of assets not being carried more than their recoverable amount
is a welcome development. This includes ensuring that impairment losses are identified and reversed where
necessary. Share-based payments arrangement and business combination in relation to acquisition cost that
now give rise to an accounting expense, and a consequent reduction in profits over a vesting period. And it
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seems reasonably clear that these standards will put right something that has been wrong – failure to record
part of remuneration expense in the Income Statement that invariably affect total assets and the report of
assets at their fair value. In that sense these standards are welcome improvement, although as a practical
matter in Nigeria, there influences are huge.
Lastly operating segments (IFRS 8) requires disclosures of each segment’s nature and its stakes in the
overall operations for the assessment of each segment’s performances in order to enhance appropriate
allocation of resources. However, the issue of sophistication on the accounting for operating segment being
meant for developed country and for banks with significantly high capital base and highly sophisticated
users of accounting information alone are indeed out of place, as, it has proven that, lack of sophisticated
ability in developing countries, like Nigeria, can impede their potentials for economic growth, as specified
by Muller, Gernon,& Meek (1997) and that accounting development and economic development go hand
in hand. The adoption of IFRS has and will continue to improve international comparability in financial
statements and enhance international capital flows among others.
Based on the findings of the study, the following recommendations were proposed:
 For share based payment arrangement and business combination among other standards to be
properly understood, implemented and applied in practice, education and training of all relevant
parties—including financial statement preparers, auditors, regulators, financial analysts, and other
users of financial statements as well as accounting students—is essential.
 Considering the new order of financial reporting, professionals must learn, unlearn and relearn in
order to minimize any negative impact associated with impairment of assets and segment reporting
while maximizing the benefit associated with their adoption along sides other IFRS requirements in
the short, medium and long term.
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Abstract
The study examined the mediating effect of corporate governance on the relationship between
environmental accounting disclosure and the quality of financial reports of quoted manufacturing firms in
Nigerian. Several researches over the years on environmental accounting disclosure and performance have
often been inconclusive and contradictory; without much assessment of the mediating role of code of
corporate governance in enhancing the quality of financial reports. In view of this, the study examined the
extent to which corporate governance mediates the effect of the components of environmental accounting
disclosure on the quality of financial reports of quoted manufacturing firms in Nigeria. To achieve this,
content analysis was used for the study. Forty-six (46) quoted manufacturing firms were selected, while the
OLS was used for the hypothesis test. The results show that code of corporate governance mediate the effect
of environmental fines and penalties, environmental waste management and environmental compensation
to enhance the quality of financial reports. The inculcation of the board committee on environmental risk
management also enhances the quality of financial reporting.
Keywords: Environmental accounting disclosure; Financial reporting, Code of Corporate Governance,
Environmental Fines and Penalties; Environmental Restoration; Environmental Waste Management;
Environmental Compensation; Board Committee on environmental risk management
1.0
INTRODUCTION
The link between environmental accounting disclosure and financial reporting has attracted considerable
research attention even before the new millennium. Disclosure on environmental accounting information
that is corroborated with good corporate governance play important role in meeting the decision making
needs of stakeholders. According to Kocmanova, Hrebicek and Docekalova (2011), the practice of
transparency and disclosure in companies highlight the importance of corporate governance in contributing
to both corporate prosperity and responsibility. This is so because environmental impacts are of increasing
importance and the contents of financial reports on such matters are more than just a matter of compliance
with the laws. It is no doubt that management has a primary responsibility to shareholders and other
stakeholders, and their continued relevance depends on their ability to generate returns on investment and
to ensure sustainable business conduct (Gomez, Przychoden & Przychoden, 2016).
As a corollary, organizational survival often depends on the natural environment and its accompanying
resources and energy are indispensable for economic growth. This is where the conundrum resides because,
this same environment is under threat of depletion and the voracious consumption of the natural resources
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in ‘this day and age’ would “compromise the ability of future generation to meet their own needs”
(Beredugo & Mefor, 2012).
The primary way firms could address this exposure is by slowing and reversing this threat in their operations
and supplies chain, as well as disclosing their environmental activities in the financial reports based on
materiality. These activities cannot be done in isolation of the board of directors that provides strategic
directions through supervisory roles played in evaluating performance and upholding transparency. Off
course, stakeholders are expressing upsurge curiosity in backing up responsible business practices and
demanding increased disclosure on the environment accounting information as a boost to the quality of
organizational financial reports in Nigeria and the world at large (Chokor, 1988).
Arguably, the consciousness of improving the understandability, reliability and relevance of a financial
report in relations to environmental exigencies is contingent on the adoption of good corporate governance
as well as the establishment of board committee on environmental risk management that would instigate
effective disclosures regarding activities on environmental restorations, fine and penalty, waste
management and environmental compensation as a means of not only addressing all types of pollutions,
life threatening flooding, excessive material usage and indiscriminate disposal of wastes (toxic and solid)
but to also enhance effective decision making by stakeholders.
Statement of the Problem
It is no longer news that manufacturing firms mostly experiences restrain from host communities and
government alike for objectionable environmental conduct, which mostly persist unabatedly. The best
they have always done is to make lopsided disclosures on environmental donations and sponsorship,
while little or no information is usually disclosed on major environmental transactions in their financial
reports.
Several researches on environmental accounting disclosure and performance have also been conducted over
the years. The findings are often inconclusive and contradictory; without much assessment of the mediating
role of code corporate governance in enhancing the quality of financial reports. It is against this backdrop,
the study examines the mediating effect of corporate governance on the relationship between environmental
accounting disclosure and the quality of financial reports of quoted manufacturing firm in Nigeria.
Objectives of the Study
To examine the extent to which corporate governance mediates the effect of the components of
environmental accounting disclosure on the quality of financial reports of quoted manufacturing firms in
Nigeria.
2.0
LITERATURE REVIEW
This study is underpinned on the legitimacy theory that prescribes congruence between organization’s value
system and that of the larger social system. The theory argues that organisations should seek to ensure that
they operate within the bounds and norms of society. This falls within the realm of favourable
environmental management and by extension environmental accounting.
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Environmental accounting involves measuring the environmental performance of an organization,
including government bodies and manufacturers in economic terms. Peskin (1989) viewed environmental
accounting as a tool that can be used to determine less tangible and external costs for projects and activities,
such as bio-diversity, human health and aesthetic values. It is also aimed at broader issues such as
implementing sustainable business practice to conserve natural resources for future generations.
Environmental accounting must, therefore, be designed so that it provides information enabling users,
access to environmental behaviour of the company and its economic consequence (Kolk, 1999). To include
environmental information in the accounting system of a company is one way to start to include sustainable
development in everyday business decisions (USEPA, 1995). This is not devoid of relevant environmental
cost.
Environmental cost accounting directly places a cost on every environmental aspect and determines the cost
of all types of related action (Yakhou & Dorweiler, 2004). This includes cost of recycling materials, clearing
costs and closure costs. They are incurred in preventing, reducing or repairing damages to the environment.
According to Wright and Noe (2006) environmental losses are costs, which bring no benefits to the
business. They include fines, penalties, compensation and disposal losses. In Harrington (2000),
environmental cost is the environmental damage costs to the environment and its users as a result of
alternative competing use. This cost entails all environmental related expenditure.
Environmental Accounting Information Disclosure for Quality Financial Reports
Dragomir and Anghel-ilcu (2011) identified the basic components of environmental accounting disclosure.
However, there is no unique best component of good environmental disclosures that can be adopted by all
companies. Companies are expected to design and implement strategies in the light of regulatory framework
that will produce an efficient, qualitative and result-oriented outcome, for quality financial reporting in the
interest of stakeholders.
Effective environmental cost disclosure should be designed in line with the circumstance surrounding each
entity and continuously reviewed according to the changing circumstance of the time. However, for
companies which intend to compete internationally, the following are recommended as basic environmental
cost disclosures components: Environmental restoration, environmental fines and penalties, environmental
donations and sponsorship, environmental compensation and environmental waste management.
Environmental Restoration provisions are recorded when the company has obligations to undertake
restoration, rehabilitation and environmental work, especially, when environmental disturbance is caused
by the development or on-going production at the companies site. Price-water house coopers (2004)
considers that, whenever environmental degradation is outside the industrial parameters for the use of a
certain asset, the supplementary expenses should be incurred immediately. Provisions for clean-up costs
are persistent elements, that is, they are recognized at one point in time and may be found unaltered for
several financial years in the statement of financial position.
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In relation to Environmental Fines and Penalties (EFP), which are costs borne by an organization for the
violation of the rule and regulation guiding specific environmental issues. Penalty and associated costs
incurred as expense are expected to be fully disclosed in the organizations’ financial statements. In a similar
vein, environmental compensation which forms part of environmental accounting variables entails
obligation to pay for compensation of "damages" suffered by individuals, their property, and businesses
due to use or release of toxic substances or other pollutants. These liabilities may occur even if a company
is in compliance with all applicable environmental standards. Compensation liabilities may involve costs
for remediation of contaminated property as well as provision of alternate water supplies, thus somewhat
overlapping the remediation category.
Another important variable worthy of note is on Environmental Waste Management. This involves properly
disposing what is no longer useful (Rose, 2002). According to Ghush, (2009) waste is inevitable human
activities. They are either a by-product of initial production process or they arise when objects or materials
are discarded after they have been used. Disposing of waste has a huge environmental impact and can cause
serious environmental problems. Novick (2009) enumerated the accounting for waste management in any
community, town or city as follows: associate cost on the reduction in the speed of sanitation related
diseases, reduction on occurrence of non- communicable diseases and reduction on environmental pollution
(degradation of land, water and air). However, the cost incurred by the organization reduces the
organizations performance but these are expenses that should be better incurred to further accomplish the
aim of satisfying consumer both in the production of goods and services and engaging in environmentally
friendly activities.
Qualitative Characteristics of financial reporting
The IASB (2008) defines quality financial reporting in terms of the fundamental and enhancing qualitative
characteristics. The IASB have operationalise the qualitative characteristics in line with relevance for
fundamental qualitative characteristics. Others include understandability, comparability and verifiability
enhancing qualitative characteristics (IASB, 2008).
 Relevance is operationalized in terms of predictive and confirmatory value (McDaniel et al., 2002).
 Faithful representation entails economic phenomena that purports complete, neutral, and free from
material error (Mianes & Wahlen, 2006).
 Understandability this is measured using transparency and clearness of the information presented in
annual reports (Jonas & Blanchet, 2000; IASB, 2006).
 Comparability this enables users to identify similarities in and differences between two sets of
economic phenomena
Code of Corporate Governance
Good corporate governance critically establishes a lay down procedures for the effective and efficient
management of corporation’s total portfolio of assets with the intent of not only satisfying shareholders
needs but those of stakeholders as well. This meticulous approach takes all stakeholders needs into
consideration. In Nigeria the security and exchange commission (SEC) in 2011 issued an amended code of
corporate governance to facilitate proper corporate practices. This code defines the minimum set of
standards of good corporate governance expected of quoted firms. By extension, some of the major
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component of the code also deals with environmental accounting performance and disclosure which has the
capacity of influencing quality financial reports.
Board Committee on environmental risk management
Board committees have an oversight role to play in the financial reporting process as well as in reporting
on environmental and governance impacts. Organizations that are conscious of their environmental
accounting performance and disclosure could better achieve this by ensuring that the members of the board
of directors oversee environmental accounting issues. By this a board committee on environmental risk
management and disclosure would ensure adherence to good environmental accounting practice and
disclosure.
Review of Empirical Studies
Onyali, Okafor and Egolum (2014) carried out a study on the assessment of environmental information
disclosure practices of selected Nigeria manufacturing companies. In view of this, content analysis was
adopted in analyzing the annual reports of the selected firms with regards to their environmental disclosure
practices. Furthermore, a survey was carried out in order to ascertain whether the environmental disclosure
practice of firms in Nigeria has improved. The findings of the study indicated that the environmental
disclosure practices of firms in Nigeria is still adhoc and contains little or no quantifiable data.
Beredugo and Mefor (2012) examined the impact of environmental accounting and reporting on sustainable
development in Nigeria. The study evaluated the relationship between environmental accounting and
reporting and sustainable development in Nigeria. The study contrast significantly with the present study
which examined the effect of environmental accounting on the quality of accounting disclosure of shipping
lines in Nigeria. The study also contrasts in the area of data analysis. The present study employed the use
of multiple regression analysis to establish the effect between the dependent and the independent variables.
3.0
METHODOLOGY
The study used content analysis. The population of the study comprises 52 quoted manufacturing firms in
2018. The operations of the firms were on consumer goods (28 companies) and industrial sectors (24
companies). The Yamane formula was applied to guide the sample size determination. In all, 46
manufacturing firms was judgmentally selected and used on the ground of financial strength and sufficiency
of environmental accounting information. This Environmental accounting information include: the
environmental fine and penalty, donations and sponsorship, restoration, waste management and
compensation. Data were strictly obtained from the annual reports of the companies selected for the study
through an in-depth examination with the aid of measurement check-list (Contents analysis method).
Model specification
The empirical model is specified as follows:
QFR = β0 + β1EFP*CG + β2ER*CCG + β3EWM*CCG + β4EC*CCG + et
- (1)
QFR = β0 + β1EFP*CG + β2ER*CCG + β3EWM*CCG + β4EC*CCG + Β5BCERM + et - (2)
QFR = Qualitative characteristics of financial report
EFP*CCG = Mediating influence of Code of Corporate Governance on Environmental Fines and Penalties
ER*CCG = Mediating influence of Code of Corporate Governance on Environmental Restoration
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EWM*CCG = Environmental Waste Management
EC*CCG = Mediating influence of Code of Corporate Governance on Environmental Compensation
CCG = Code of Corporate Governance by Securities and Exchange Commission
BCERM = Board Committee on environmental risk management
et = Error term in year t.
Method of Data Analysis
The Ordinary Least Square was used for the hypothesis test. A disclosure index (Checklist) of 24 items
comprising 20 in line with Global Reporting Initiative (2011) and four (4) on SEC corporate governance
were developed. The data was captured using a disclosure checklist with the scale 0-2, where 0 = none
disclosure, 1 = partial disclosure and 2 = Full disclosure. The SEC code of corporate governance was also
measured using ‘2’ if fully observed; ‘1’ partially observed and ‘0’ otherwise.
4.0
DISCUSSION OF THE RESULTS
The results show the mediating influence of the code of corporate governance on the relationship
environmental disclosures index and the quality of financial reporting. This was based on the 4 line items
of each variable in the checklist used from the GRI and Code of Corporate Governance by Securities and
Exchange Commission. This was computed from the 2018 annual reports of 46 manufacturing companies
selected for the study.
The environmental accounting information disclosure was divided into four variables namely;
environmental fines and penalties (EFP), Environmental Restoration (ER), Environmental Waste
Management (EWM) and Environmental Compensation (EC). The mediating variable used was the
application of code of corporate governance, while the control variable was board committee on
environmental risk management. Each of these components was evaluated using relevant questions and the
disclosure scored using the developed scale.
Table 1: Result of Descriptive Analysis
EFP
ER
Mean
4.739
3.934
Std. Deviation
1.705
1.597
Skewness
2.29
2.42
Std.
Error
of
.350
.350
Skewness
Kurtosis
1.063
2.551
Std.
Error
of
.688
.688
Kurtosis
Minimum
2.00
1.00
Maximum
7.00
6.00

EC
4.326
1.801
2.14

CCG
3.869
1.529
1.19

BCERM
4.195
1.759
2.30

QFR
5.239
.7940
.094

.350

.350

.350

.350

.350

2.571

2.489

2.412

-1.775

-1.452

.688

.688

.688

.688

.688

1.00
8.00

1.00
8.00

1.00
7.00

1.00
7.00

4.00
7.00

Observations
46
46
Source: Researcher’s Eviews Output 2019

EWM
4.30
1.56
3.52

46
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46

46 46

46

The quality of financial reports on the other hand, was measured using the qualitative characteristics model
which was decompose into Relevance, Faithful Representation, Understandability, Comparability and
Timeliness. Table 1.1 is the descriptive statistics for the variables of the study, which are Environmental
Fines & Penalty (EFP), Environmental Restoration (ER), Environmental Waste Management (EWM) and
Environmental Compensation (EC) and Quality of Financial Reports (QFR). The minimum values of 1.00
were obtained for ER, EWM, EC, CCG and BCERM respectively while the minimum EFP and QFR
computed were 2.00 and 4.00 respectively. The maximum values of all the variables ranges between 6.00
and 7.00. The mean of 4.73, 3.93, 4.30, 4.32, 3.86, 4.19 and 5.23 were obtained for EFP, ER, EWM, EC,
CCG, BCERM and QFR respectively. The Variance Inflation Factor (VIF) value was below 10 indicating
the absence of multicollinearity and this suggest that the data set of the variables were fit for the analysis.
Test of Hypothesis
H01: Corporate governance has no significant mediating influence on the effect of the components of
environmental accounting disclosure on the quality of financial reports among the manufacturing firms in
Nigeria.
The regression analysis was used to test this hypothesis. The result is presented thus;
Table 1.2a: ANOVA Result summary for the Regression excluding BCERM
Sum
of
Model
Squares
df
Mean Square F
Sig.
1
Regression 3.331
5
.666
8.603
.021a
Residual
25.038
40
.626
Total
28.370
45
a. Dependent Variable: QFR
b. Predictors: (Constant), EFP*CCG, ER*CCG, EWM*CCG, EC*CCG
Source: Researchers’ Eviews analysis 2019
The ANOVA result presented in table 1.2a before the introduction of the control variable: board committee
on environmental risk management (BCERM) shows that the F-calculated of 8.603 was significant at 0.05.
This indicated that corporate governance has a mediating influence on the effect of EFP, ER, EWM and EC
on QFR.
From the ANOVA result presented in Table 1.2b, after the introduction of the control variable: board
committee on environmental risk management (BCERM) shows that the F-calculated increased from8.603
to 13.886 at a p-value of 0.05. The result also shows that corporate governance has a mediating influence
on the effect of EFP, ER, EWM, EC & BCERM on QFR. This signifies that the regression model of QFR
with EFP*CCG, ER*CCG, EWM*CCG, EC*CCG and BCERM was statistically adequate to jointly predict
the dependent variable, Quality of Financial Reports (QFR).
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Table 1.2b: ANOVA Result summary for the Regression including BCERM
Sum
Squares

Model
1

of
Df

Mean Square F

Sig.

Regression 3.334

6

.556

.001a

Residual

25.036

39

.642

Total

28.370

45

13.886

a. Dependent Variable: QFR
b. Predictors: (Constant), EFP*CCG, ER*CCG, EWM*CCG, EC*CCG, BCERM
Source: Researchers’ Eviews analysis 2019
In Table 2, the regression result shows that as EFP*CCG (β= 0.524, Std. Error = 0.115, t-calc. = 2.121, p=
0.014) and EC*CCG (β= 0.379, Std. Error = 0.027, t-calc. = 6.185, p= 0.000) increases, QFR (Quality of
Financial Reports) increases. This implies that EFP*CCG and EC*CCG have positive effect on the quality
of financial reports; while EWM*CCG (β= 0.066, Std. Error = 0.023, t-calc. = -5.782, p= 0.00) had a
negative significant effect on the quality of financial report of manufacturing firms. ER*CCG (β= -.485,
Std. Error = 0.154, t-calc. = -1.563, p= 0.126) had an insignificant effect on the quality of Financial Reports;
BCERM (β= .384, Std. Error = 0.154, t-calc. = 4.853, p= 0.000) also shows a positive significant effect on
the quality of financial report.
The result of the standardized beta reveals that if other variables are held constant, for every N1 increase in
the mediating influence of CCG on EFP and EC, the Quality of Financial Reports will increase by N0.524
and N0.379 while for every N1 decrease in the mediating influence of CCG on EWM, Quality of Financial
Reports will increase by N0.066.
The results reveal that corporate governance significantly mediate the effects of EFP, EWM and EC on the
quality of financial reports of manufacturing firms in Nigeria, while the result shows an insignificant
mediating influence of code of corporate governance on the relationship between ER and the quality of
financial reports.
Thus, the null hypothesis is accepted on the mediating influence of corporate governance on the effect of
EFP, EWM and EC on the quality of financial reports of manufacturing firms in Nigeria except for ER.
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Table 2: Regression of QFR with the mediating effect of CCG on EFP, ER, EWM, EC & BCERM
Dependent Variable: QFR
Method: Ordinary Least Squares
Date: 12/08/19 Time: 12:01
Sample: 2018
Periods included: 1
Cross-sections included: 46
Total observations: 46
Variable

Coefficient Std. Error

(Constant)
5.087
.390
EFP*CCG
.244
.115
ER*CCG
-.241
.154
EWM*CCG
-.133
.023
EC*CCG
.167
.027
BCERM
.199
.041
Source: Researchers’ Eviews analysis 2019

t-Statistic

Prob.

13.038
2.121
-1.563
-5.782
6.185
4.853

.000
.014
.126
.000
.000
.000

5.0
CONCLUSION AND RECOMMENDATIONS
The study examined the extent to which corporate governance mediate the effect of the components of
environmental accounting disclosure on the quality of financial reports of quoted manufacturing firms in
Nigeria. The study applied the ordinary least square, while data were collected from the “2018” annual
reports of 46 quoted companies. The results show that corporate governance significantly mediate the
effects of EFP, EWM and EC on the quality of financial reports of manufacturing firms in Nigeria. The
application of board committee on environmental risk management in conjunction with the components of
environmental accounting disclosure significantly affect the quality of financial reports of quoted
manufacturing firms in Nigeria
Based on the findings and results of the analysis, the study concludes that code of corporate governance
mediate the effect of environmental fines and penalties, environmental restoration, environmental waste
management, environmental compensation to enhance the quality of financial reports. The inculcation of
the board committee on environmental risk management also enhances the quality of financial reporting.
The implication of this result is that, the adoption and practicability of good corporate governance and the
establishment of a board committee to adequately supervise the management and disclosure of
environmental risk would further boast the will ultimately improve the quality of financial reports prepared
by the manufacturing firms in Nigeria.
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Abstract
This study examined the impact of deposit money banks’ operations on investment in Nigeria. The study
specifically assessed the effect of private sector credit, interest rate spread and deposit mobilization on
investment in Nigeria. The data for the study were source from the CBN statistical bulletin for the period
1984 to 2016. The exploratory design was combined with the ex-post facto research design; the data
collection method was desk survey. The study used the Error Correction Mechanism (ECM) for data
analysis. Findings showed that jointly, deposit money banks’ lending have a long-term significant effect on
the investment in Nigeria. Also, it was revealed that there is a short run causality running from INTS to
investment. Again, deposit money bank deposit mobilization has a positive effect on investment in Nigeria.
Lastly, interest rate spread and private sector credit have an inverse effect on investment in Nigeria. The
study therefore recommends that Deposit money banks should in addition to granting loans to the industrial
sector; monitor the use of such funds to avoid loan diversion and consequently poor industrial sector
performance. Also, Banks should employ research staff to conduct researches on modern approaches to
effective investments and should use the research findings to train her loan customers on the best investment
vehicles as this will go a long way to enhance their investment portfolio. Lastly, the spread between lending
and deposit rates should be narrowed to trigger savings and enhance banks’ loan supply.
Keywords: Private Sector Credit; Investment; Deposit Mobilization; Interest Rate Spread.
1.0
INTRODUCTION
No economy can survive without a vibrant real sector. This is because of the role it plays in generating
employment opportunities, building capacity, enhancing export and foreign exchange earnings and
producing and distributing goods and services to meet the demand of the economy. The real sector could
therefore be conceived as a vehicle that drives economic growth and development. According to Sanusi
(2011), it is the sector where goods and services are produced through the combined utilization of raw
materials and other production factors such as labour, land and capital. Broadly speaking, the real sector
has been categorized into agriculture, industry, building and construction, and services (Stephen & Olufemi,
2015). Agriculture can be further broken into crop production, livestock, forestry and fishing, while industry
comprises crude petroleum and mineral gas, solid minerals and manufacturing. Services are made up of
transportation, communication, utilities, real estate & business service, education and health (Sanusi, 2011).
The survival or otherwise of the real sector is dependent on its ability to access finance. Finance is the life
blood and soul of any business. No business can succeed without finance, as it is required to purchase raw
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materials, capital equipment, settle outstanding obligations and modernize or/and expand business
operation (Ojong, Arikpo and Ogar, 2015). The whole production process revolves around finance, for
instance, finance is used to buy raw materials, employ labour and purchase capital equipment which aids
the conversion of these raw materials into finished goods which must be sold to generate finance. In fact,
as important as oxygen to human, so is finance to businesses.
The repository of finance is the banking sector. The banking sector mobilizes finances from the surplus and
idle sources and channels same (in form of loans) to the deficit but active units (Real sector) through the
intermediation process (Chris, Bassey &Arikpo, 2014). This is why banks are often referred to as financial
intermediaries since they help to bridge the gap between borrowers and lenders by creating a market in two
types of security, one for lenders and the other for borrowers (Nzotta, 2004). If banks cannot grant loans to
the deficit economic units within its immediate operational environment, the real sector will not grow,
deposits will not be made and the bank itself will be a loser, which may eventually result at its liquidation
(Galac, 2001; Udoka, 2014 and Honohan, 1997).
From the foregoing, it becomes clear the interrelationship between banks and the real sector. While the real
sector needs banks to fund their operations through the provision of loan facilities, banks need the real
sector to borrow funds and in return pay interest as compensation for the risk of parting with funds.
The Nigerian real sector is bedevilled with many constraints ranging from financial constraint, explained
by high lending rates, high collateral requirements, lack of adequate credit, traceable mainly to the
reluctance of banks to extend credit to real sector operators for expansion and modernization of operation.
Firms crave for survival as their products are considered to be sub-standard relative to foreign made goods.
The high level of financial illiteracy of some real sector managers, the hike in exchange rate coupled with
the unfriendly and unstable policies of government have added to inability of the sector to operate efficiently
as the wheel that drives economic growth.
The poor state of the Nigerian infrastructure and the high taxes charged on firms have further resulted in
high cost of production leading to high prices of substandard products and low patronage of locally made
goods. This further reduces the output and/or productivity and the level of funds needed to finance the
sector. These result in the use of crude and unsophisticated technology leading to the production of inferior
goods and the patronage of foreign goods. This study is therefore design to examine the impact of deposit
money bank operation on investment in Nigeria.
Objectives of the Study
The major objective of this study is to assess the impact of deposit money banks operations on investment
in Nigeria. The study is specifically designed to examine:
 The effect of private sector credit, on investment in Nigeria;
 The effect of interest rate spread on investment in Nigeria.
 The effect of deposit mobilization on investment in Nigeria.
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This study is divided into five sections; closely following this section is section two, which reviews some
theories and empirical literature of interest. Following section two immediately is section three, which
captures the research methodology and includes, research design, and the method of estimation. Sector four
is the data analyses and discussion and section five is the summary of findings, conclusion and
recommendations
2.0
LITERATURE REVIEW
Theoretical Framework
There are two major theories underlying the effect of banks loans in real sector output. They include the
supply leading theory and financial repression hypothesis. The study will however be anchored on the
supply leading theory.
The Supply Led Finance Theory
This theory was first developed by Patrick (1966), who “stressed that finance is one of the leading aspects
of economic development”. Supply led finance theory is growth inducing or growth induced, which means
finance is the most significant factor for promoting economic development. The provision of funds through
financial institutions to support the creation, transformation, expansion of industries and developmental
projects is an element of the supply led theory.
Furthermore, the supply-led finance theory can simply be described as the establishment of financial
institutions in some areas before their products and services are effectively demanded. In 1976, Pius
Okigbo’s financial review committee in Nigeria, with respect to rural banking schemes (BS) in 1977 and
the introduction of community banking system in 1990 to help encourage savings mobilization and credit
expansion were direct reactions to the supply-led finance theory. In this theory, finance is regarded as a
means of promoting small enterprises. In this case, productive resources are often transferred from nongrowth sectors to growth or modern sectors of the economy to boost entrepreneurial development in the
economy. Access to supply-leading finance creates enabling financial environment for entrepreneurs to
think big (Patrick, 1966).
Financial Repression Hypothesis
This is associated with the work of Mckinnon (1973) and Shaw (1973). The theory emphasizes that
financial development would contribute most significantly to economic growth if the authorities were not
to interfere in the operations of the financial institutions. According to the proponents of the theory, poor
performance by banks and other financial institutions is thus often attributed to interest rate regulation,
ceiling on deposit and loan rates and official guidelines pertaining to lending operations. Such interferences
result in a low and often negative rate of return on financial assets and therefore inefficient savings
mobilized and channeled into investment projects.
To this end, the theorists advocated a positive real interest rate and financial liberalization which would
ensure an optimal financial structure for development as well as eliminating the fragmentation of market.
It is on these premises that this study chooses to base its theoretical framework on the financial repression
hypothesis.
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CONCEPTUAL FRAMEWORK
The conceptual framework of the impact of bank loans and investment in Nigeria is presented in the figure
below:
Independent Variable
Dependent Variable
 Private Sector Credit

Investment (GFCF)



Deposit mobilization



Interest Rate Spread

Transmission mechanism
FIG 1: Conceptual framework
Source: Researcher’s 2018
The above conceptual framework shows the transmission from bank loan and investment. In this
framework, the independent variable is measured using private sector credit, deposit mobilization and
interest rate spread. The dependent variable is measured by investment.
Review of Empirical Literature
Several studies abound on the relationship between banks’ lending activities and real sector performance.
This section reviews a few of these studies, the methodologies and findings. Aliyu and Yusuf (2013)
revealed with the aid of Ordinary Least Square (OLS) technique that financial sector development has
remarkable impact on real sector growth. However, credit allocated to the private sector wields a significant
impact while liquid liabilities and the size of financial intermediaries exert significant positive influence.
Udoh and Ogbuagu (2012) using an autoregressive distributed lag (ARDL) approach examined the
relationship between financial sector development and industrial production between 1970 and 2009. The
study discovered that financial sector development have significant adverse effect on industrial production.
Sendeniz-Yüncü, Akdeniz and Aydoğan (2006) evaluated whether credit-view hypothesis holds in 11
OECD countries from 1987Q1 to 2003Q3. The co-integration tests revealed that the banking sector and real
sector are related in the long-run in all countries. The Granger causality tests provide strong evidence of the
credit-view hypothesis (i.e. banking sector lead real sector) in some countries while no causality between
both sectors in other countries.
Rasheed (2010) investigated the productivity in the Nigerian manufacturing subsector using co-integration
and an error correction model. The study indicates the presence of a long-run equilibrium relationship index
for manufacturing production, determinants of productivity, economic growth, interest rate spread, bank
credit to the manufacturing subsector, inflation rates, foreign direct investment, exchange rate and quantity
of graduate employment. This finding has research gap on the area of factors that affect manufacturing
sector in Nigeria.
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Sangosanya (2011) used panel regression analysis model and gibrat’s law of proportionate effect in
investigating firm’s growth dynamics in Nigerian manufacturing industry. The study observed that the
manufacturing firms finance mix, utilization of assets to generate more sales, abundance of funds reserve
and government policies are significant determinants of manufacturing industry growth in Nigeria.
Charles (2012) investigated the performance of monetary policy on manufacturing sector in Nigeria, using
econometrics test procedures. The result indicates that money supply positively affect manufacturing index
performance while company lending rate, income tax rate, inflation rate and exchange rate negatively affect
the performance of manufacturing sector. This means that monetary policy is vital for the growth of the
manufacturing sector in Nigeria which in turn would lead to economic growth. The gap in this study is that
the authors did not identify those factors that measure manufacturing sector performance like capacity
utilization (output) and manufacturing share in GDP (input).
Loto (2012) examined the relationship between global economic meltdown and the manufacturing sector
performance in the Nigerian economy using descriptive analysis and pooled data. The result indicates that
the global economic meltdown has insignificant effect on the manufacturing sector of the Nigerian
economy. These empirical findings support previous literature on economic growth but it failed to use ttest or statistics in testing pre and post global economic meltdown which is research gap.
Tomola, Adebisi and Olawale (2012) employed co-integration and vector error correction model (VECM)
techniques to determine the link between bank lending, economic growth and manufacturing sector in
Nigeria. The finding of the study revealed that manufacturing capacity utilization and bank lending rates
significantly affect manufacturing output in Nigeria. This means that the growth of manufacturing output
has not been enough to generate sizeable growth in the economy. The study has research gap in terms of
not identifying relationship between manufacturing sector performance and economic growth in Nigeria.
Ikenna (2012) has employed time series data from 1970-2009 on an Autoregressive Distributed Lag
(ARDL) – Based Test Model to test for the long and short run impact of financial deregulation and the
possibility of a credit crunch in the real sector. The results suggest that deregulating the Nigerian financial
system had an adverse boomerang effect on the credits allocated to the real sectors in the long run, and in
the short run financial liberalization was in all insignificant and negative. Ikenna also concludes that Deposit
Money Banks (DMBs) in Nigeria have strong discriminatory credit behaviour towards the real sector
(agriculture and manufacturing) and the SMEs as credit crunch is found to be present in these sectors both
in the short and long run
Tajudeen (2012) examined the relationship between commercial bank credits indicators and rural economic
growth in Nigeria. Using a double-log equation within the context of Ordinary Least Square (OLS)
framework and co-integration test, the study finds that rural economic growth is co-integrated with bank
credits indicators in Nigeria. The study also revealed a positive relationship between rural economic growth
and commercial banks rural loans as well as commercial bank loans to agricultural and rural economic
growth.
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Kar and Penecost (2000), using several proxies for financial development and economic growth, search for
a co-integrating relationship between these variables over the period of 1963–1995 with annual data for
Turkey. They estimate a vector error correction model for non-stationary variables and a co-integrated
relationship. Their results reveal that all causal relationships between finance and growth depend on the
measures of financial development. Although on balance the demand-following hypothesis is stronger. The
proxies for bank deposit, private sector credit and domestic credit are all indicating that economic growth
causes financial development. In all, their results are inconclusive.
Ogar, Enya & Arikpo (2015) examined the contribution of deposit money banks credit on the growth of the
agricultural sector in Nigeria between the periods 1988 to 2011. The study applied the ordinary least square
multiple regression statistical technique and found that both deposit money banks loans and the agricultural
credit guarantee scheme fund had a positive relationship with the output of the agricultural sector.
3.0
METHODOLOGY
The design adopted for this study the ex-post facto research design which was used in collecting the
secondary data sources on the study’s variables from the CBN statistical bulletin using desk survey from
the period 1984 to 2016.
Model Specification
This study is anchored on the supply leading finance of Patrick (1966) as has been reviewed in section two
of this paper. On the basis of this theory, the study used Private Sector Credit (PSC), Bank Deposit
Mobilization (DMB) and Interest Rate Spread (INTS) to measure financial sector performance while real
sector was measure by Gross Fixed Capital Formation (GFCF). Hence, the functional relationship between
the variables is expressed functionally thus:
GFCF= f (PSC, DMB, INTS) ........................................................................ (1)
The above relationship can be expressed econometrically using the following equation and in it log form to
capture for the variable’s elasticity:
InGFCF = a0 + b1InPSC + b2InDMB + b3INTS + et................................................ (2)
Note: GFCF, PSC, DMB, INTS maintain their initial meaning as have been explained above.
The a priori expectation about the signs of the parameters of the independent variables is stated thus: b1, b2,
b3> 0.
Estimation Techniques
We analyzed the properties of the data using the descriptive statistics. The study also used the Augmented
Dickey Fuller (ADF) unit root test to examine the stationarity property of the data set. The ADF model is
specified thus:
∇𝑦𝑡 = 𝑦0 + 𝑦1𝑡 + (𝛽 − 1)𝑦𝑡−1 +δ1∆𝑦𝑡−1 + 𝜀𝑡 ………………………………………. (3)
If the variables are integrated of the same order, we will proceed to test for co-integration using the
Johansen-Jesulius multivariate co-integration approach thus:
∆𝑋𝑡 = ∑𝑃−1
𝐼=1 𝛤𝐼 ∆𝑋𝑇−𝐼 + ПX t−1 + 𝜀𝑡 ……………………………………………….......... (4)
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Where:
∆ = Difference operator;
Γ and П = estimated parameters;

Xt = 4x1Vector;
£t= 4x1 Vector of Residuals;
ПXt−1 = Error correction term

If there is evidence of co-integration in the model, then a valid error correction model also exist among the
variables of model, meaning that we will proceed to run an error correction model. Since we have more
than one endogenous variable, the Vector Error Correction Model (VECM) will be estimated thus:
𝑃=1
𝑃=1
𝑃=1
∆𝐼𝑛𝐺𝐹𝐶𝐹𝑡 = ∑𝑃=1
𝐼=1 𝛽𝐼 𝐼𝑛∆𝐺𝐹𝐶𝐹 + ∑𝐼=1 𝛼𝐼 ∆𝐼𝑛𝑃𝑆𝐶𝑡−1 + ∑𝐼=1 𝜆1 ∆𝐼𝑛𝐷𝑀𝐵𝑡−1 + ∑𝐼=1 𝛺1 ∆𝐼𝑁𝑇𝑆𝑡−1 +
Z1*ECM1t-1 + e1t ...... (5)
Where:
ß1, 𝛼𝐼 ,𝜆1 𝑎𝑛𝑑𝛺1 , = Short Run Coefficient
ECM1 = Error Correction Terms
e1t = Residuals in equation (7)
ECM1t-1 = Lagged Valued of the Residuals Derived from the Co-integration Regression of PSC, DMB, and
INTS on GFCF
Negative and significant ECM1t-1 coefficient imply that there is no long run causality from the independent
variables, PSC, DMB and INTS to the dependent variables GFCF. The short run causality from the
independent variables to the dependent variables will also be tested using the Wald test statistics.
To validate the stability of the estimates, the CUSUM test and the histogram normality test were applied.
Furthermore, the study applied the Breusch-Godfrey serial correlation LM test to test whether or not the
estimates of the model are interdependent and lastly, the study checked the heteroskedasticity of the model
with the help of the Breusch-Pagan-Godfrey test.
4.0
DISCUSSION OF THE RESULTS
TABLE 1: DESCRIPTIVE STATISTICS
LGFCF
LPSC
Mean
6.339169
5.908660
Median
6.756735
5.863518
Maximum
9.799731
9.834895
Minimum
2.524928
2.148268
Std. Dev.
2.440973
2.567271
Skewness
-0.210524
0.077908
Kurtosis
1.667329
1.672030
Jarque-Bera 2.848555
2.607185
Probability
0.240682
0.271555
Sum
221.8709
206.8031
Sum Sq. Dev. 202.5838
224.0899
Observations 36
36
Source: Researchers’ E view 9.1 Computation, 2018
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LDMB
5.008843
4.853592
8.678206
1.589235
2.468343
0.094980
1.626289
2.804619
0.246028
175.3095
207.1523
36

INTS
10.02371
12.69000
20.70000
-0.250000
5.719128
-0.331018
1.830699
2.633103
0.268058
350.8300
1112.086
36

We begin this section by examining the descriptive properties of the data set as found in Table1above. From
the table, the mean values of LGFCF, LPSC, LDMB and INTS are respectively6.3391, 5.9086, 5.0088 and
10.0237 and their standard deviations are respectively2.4409, 2.5672, 2.4683 and 5.7191 ranging
respectively from 2.5249 to 9.7997, 2.1482 to 9.8349, 1.589235 to 8.678206 and -0.1053 to 7.5640.
An examination of the skewness of the data set as shown in table 1 revealed that LGFCF and INTS were
negatively skewed (left skewed distribution), meaning that their means are also to the left of the peak while
LPSC and LDMB were skewed to the right meaning that their means are also peak to the right. Kurtosis is
a measure of the peakedness of the data relative to the normal distribution. The coefficient of the kurtosis
of the variables indicates that LGFCF, PSC, DMB and INTS were platykurtic below 3.000000 relative to
the normal, meaning that the distribution produces fewer and less extreme outliers than does the normal
distribution.
The Jarque-Bera (JB) test statistics measures the difference of the skewness and kurtosis of the series with
those from the normal distribution. The JB values of 2.8485, 3.1869, 2.6071, 2.8046, 3.4062 and 2.6331 for
LGFCF, LPSC, LDMB and INTS respectively with their respective p-values of 24.06 percent, 27.15
percent, 24.60 percent and 26.80 percent showed that the data set is normally distributed.
TABLE 2: AUGMENTED DICKEY FULLER (ADF) UNIT ROOT TEST
Variables
ADF Test Statistics
Order of integration
st
Level
1 Difference
LGFCF
-1.181681
-3.705960
I(1)
LPSC
-0.097333
-4.209474
I(1)
LDMB
-0.213309
-3.948575
1(1)
INTS
-1.315277
-7.070954
1(1)
Test critical values at level: 1% = -3.639407, 5% = -2.951125, 10% = -2.614300
Test critical values at 1st Diff: 1% = -3.646342, 5% = -2.954021, 10% = -2.615817
Source: Researchers’ E view 9.1 Computation, 2018.
Table 2 showed that all the variables have unit root at levels but after differencing one time they all became
stationary. This is so as the test statistics at levels, taking their absolute values were less than their critical
values at 5 percent. However, after differencing one time, the test statistics, taking their absolute values
became greater than their critical values at 5 percent level. Since the variables are integrated of the same
order, we have to run a co-integration test using the Johansen co-integration test.
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TABLE 3: VAR LAG ORDER SELECTION CRITERIA
Endogenous variables: LGFCF LPSC LDMB INTS
Lag

LogL

LR

FPE

AIC

0
1
2

-160.5090
8.260292
55.76663

NA
0.000972
265.9395
3.24e-07
57.58344* 2.03e-07*

SC

HQ

10.09146
10.36355
10.18301
2.044831
3.949477* 2.685686
1.347477* 4.884676
2.537637*

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error
AIC: Akaike information criterion
SC: Schwarz information criterion
HQ: Hannan-Quinn information criterion
From table 3, the optimum lag selection for this study using the Akaike Information Criterion is two
meaning that our analyses will be lagged two times.
Cointegration Test
TABLE 4a: UNRESTRICTED CO-INTEGRATION RANK TEST (TRACE)
Hypothesized
No. of CE(s) Eigenvalue

Trace
Statistic

0.05
Critical Value Prob.**

None *
At most 1 *
At most 2 *
At most 3
At most 4
At most 5

161.7010
97.95820
54.55410
22.72868
5.802070
1.022146

95.75366
69.81889
47.85613
29.79707
15.49471
3.841466

0.863572
0.742408
0.630108
0.410781
0.138752
0.031437

Trace test indicates 3 co-integrating eqn(s) at the 0.05 level
Source: Researchers’ E view 9.1 Computation, 2018.
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0.0000
0.0001
0.0103
0.2596
0.7188
0.3120

TABLE 4b: UNRESTRICTED CO-INTEGRATION RANK TEST (MAXIMUM EIGENVALUE)
Hypothesized
No. of CE(s) Eigenvalue

Max-Eigen
Statistic

0.05
Critical Value Prob.**

None *
At most 1 *
At most 2 *
At most 3
At most 4
At most 5

63.74276
43.40410
31.82542
16.92661
4.779924
1.022146

40.07757
33.87687
27.58434
21.13162
14.26460
3.841466

0.863572
0.742408
0.630108
0.410781
0.138752
0.031437

0.0000
0.0027
0.0134
0.1755
0.7693
0.3120

Max-eigenvalue test indicates 3 co-integrating eqn(s) at the 0.05 level
Source: Researchers’ E view 9.1 Computation, 2018
The co-integration test results as presented in table 4a and b indicate that there are thre co-integrating
equations in the model. The values of the test statistics in the three co-integration equations for both trace
test and maximum eigenvalues are found to be greater than their critical values at 5 percent significance
level. Also, the p-values of the co-integrating equations are less than 5 percent meaning that the variables
share a common stochastic trend and will grow proportionally. In other words, the move together in the
long run meaning that they have long run association.
TABLE 5: NORMALIZED COEFFICIENT (STANDARD ERROR IN PARENTHESES)
LGFCF
1.000000

LPSC
LDMB
-5.111421
4.623811
(0.37691)
(0.39150)
0.000000
-5.461001
5.255590
(0.48423)
(0.50297)
Source: Researchers’ E view 9.1 Computation, 2018

INTS
-0.005142
(0.03386)
0.068515
(0.04350)

Table five above is the long run coefficient of the causality running from private sector credit, deposit
mobilization, interest rate spread to investment in Nigeria. From the table, private sector credit has an
inverse effect on investment in the long run. In other words, when private sector credit goes up by one
percent, investment goes down by 5.11 percent in the long run. This conforms with the a priori expectations.
Theoretically, it is expected that the higher the credit to the private sector, all things being equal, the higher
the productivity of the industrial sector.
Again, there is a positive and direct relationship between deposit mobilization and investments as
theoretically expected. When banks mobilize deposit, more loans are granted to the industrial sector and
are put into productive uses. The result is an increase output. Accordingly, the table shows that a one percent
increase in deposit mobilization by banks led to a 4.62 percent increase in the output of the industrial sectors
in the long.
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Finally, table 5 shows that interest rate spread has an inverse relationship with investment, as expected.
From the result, a one percent increase in the spread between lending rate and deposit rate led to a 0.51
percent decrease in the output of the industrial sector. When banks increase their lending rate relative to the
deposit rate, it discourages borrowing, which in turn discourages the productivity of the industrial sector.
TABLE 6: LONG RUN ERROR CORRECTION ANALYSIS
Dependent Variable: LGFCF
Variables Coefficient t-stats
p-value
C(1)
-0.5960
-2.4265 0.0274*
2
R
0.6307
F-Statistics
1.8220
0.1225
*Represents rejection of null hypothesis at 5 percent level
Source: Researchers’ E view 9.1 Computation, 2018.
The study having estimated the VECM proceeded to make system equations to view the probabilities of the
estimates. C (1) is the error correction terms; it measures the speed of adjustment of investment toward long
run equilibrium. The expectation about error terms is that it must be negative and significant at 5 percent
level. From the result above, C (1) is negative and significant at 5 percent level; meaning that there is a long
run causality running from PSC, DMB, and INTS to GFCF.
Furthermore, the R2 value 0.6307 or 63.07 percent showed that about 63.07 percent of the observed
behaviour of the investment has been explained by the joint variations of PSC, DMB and INTS. The Fstatistics values of 1.8220 with its corresponding probability of 12.25 percent shows that the GFCF model
is statistically insignificant at 5 percent level.
TABLE 7:
BREUSCH-GODFREY SERIAL CORRELATION LM TEST FOR PSC, DMB, INTS AND GFCF
EQUATION
F-statistic
Obs*R-squared

0.082982
0.374900

Prob. F(2,14)
0.9208
Prob. Chi-Square(2) 0.8291

Source: Researchers’ E view 9.1 Computation, 2018.
Checking the observed R2value of 0.3749 with it corresponding prob. Chi-square (2) of 82.91 percent, we
conclude that the model is free from serial correlation.
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TABLE 8:
HETEROSKEDASTICITY TEST: BRUEUSCH-PAGAN-GODFREY FOR PSC, DMB, INTS AND
GFCF EQUATION
F-statistic
1.718595
Obs*R-squared
22.53140
Scaled explained SS 2.962403

Prob. F(18,13)
0.1619
Prob. Chi-Square(18) 0.2092
Prob. Chi-Square(18) 1.0000

Source: Researchers’ E view 9.1 Computation, 2018.
From the table the observed R2 value of 22.5314 with it corresponding prob. Chi-square value of 20.92
percent, more than five percent, implies that the model is free from heteroskedasticity.
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Series: Residuals
Sample 1984 2015
Observations 32

7
6

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

5
4
3

1.87e-15
-0.001657
0.174603
-0.162911
0.092102
0.010448
2.051831

2

Jarque-Bera
Probability

1

1.199282
0.549009

0
-0.15

-0.10

-0.05

0.00

0.05

0.10

0.15

FIGURE 1: HISTOGRAM NORMALITY TEST FOR FOR PSC, DMB, INTS AND GFCF
EQUATION
Source: Researchers’ E view 9.1 Computation, 2018.
The JarqueBera statistics of 1.1992 with it corresponding probability of 54.90 percent, more than 5 percent,
means that the residual of PSC, DMB, INTS AND GFCF equations is normally distributed.
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FIGURE 2: STABILITY TEST FOR PSC, DMB, INTS AND GFCF EQUATION
Source: Researchers’ E view 9.1 Computation, 2018.
From the CUSUM Test result, it could be seen that the blue line lies in between the two red lines. This
means that the estimates of our PSC, DMB, INTS and GFCF equation are stable and reliable. In other
words, the parameter estimates are reliable and could aid policy decisions.
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TABLE 9: ANALYSIS OF THE SHORT RUN CAUSALITY USING WALD TEST
Dependent Variable: GFCF
Null
Bank
F-Stats Prob.
Hypotheses
Loans
Indices
C(8)=C(9)=0

PSC

0.2515

C(10)=C(11)= DMB
0.6169
0
C(12)=C(13)= INTS
3.9761
0
*Represents rejection of null hypotheses at 5 percent level
Source: Researchers’ E view 9.1 Computation, 2018.

0.393
1
0.551
9
0.039
*

Table 8 only rejected the null hypotheses for the short run causality between interest rate spread and
investment, meaning that there is short run causality running from interest rate spread to investment in
Nigeria.
Summary of Findings
The following major findings were made from our analyses:
 Private sector credit has an inverse relationship with investment in the long run in Nigeria;
 Banks deposit mobilization has a positive effect on investment in the long run in Nigeria;
 Interest rate spread has an inverse effect on the investment in the long run in Nigeria;
 There is no short run causality running from PSC and DMB to investment; however only INTS has
short run causality with investment.
5.0
CONCLUSION AND RECOMENDATIONS
Based on the above findings, the study draws the conclusion that the deposit money banks loans have a long
run significant effect on investment in Nigeria. Also, in the short run, \only interest rate spread has a
significant influence on investment in Nigeria. The study therefore provides the following
recommendations:
 Deposit money banks should in addition to granting loans to the investors; monitor the use of such
loans to avoid loan diversion;
 Banks should employ research staff to conduct researches on modern approaches to effective
investments and should use the research findings to train her loan customers on the best investment
techniques as this will go a long way to enhance the investment;
 The spread between lending and deposit rates should be narrowed to trigger savings and enhance
banks’ loan supply and boost investment in the real sector.
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ABSTRACT
Unemployment is associated with poverty, arm robbery, prostitution, kidnapping, thuggery and other
prevalent political, economic and socio vices. Government attention in rice production has been on the
increase as a possible way of addressing these menace and at the same time achieved food sufficiency in
the country. Rice is one of the food crops which have assumed great significance as a major staple food
that is widely consumed in Nigeria. the attention given to rice production in Nigeria is the focal point of
both the government and the private sector. The study seeks to examine if boasting rice production can
result to increase in employment in Cross River State. The study employed the use of questionnaires to
collect data from respondents and a research design was adopted with a sample size of 216. Data collected
were analyzed using Descriptive statistics and Gross Margin. Based on per hectare of rice production
reveals associated cost and revenue. rice production revealed average revenue of N400,000 while average
variable and fixed cost were N263,436 and N29,714 respectively. The gross margin and net farm income
were N135,136 and N106,707 respectively. The result shows that revenue generated per hectare of rice
production exceed the cost per hectare and a profitable venture. In conclusion, there is need to improve on
the quality of indigenous rice to compete with foreign rice through selection and adaptation of modern rice
technologies. This will go a long way in boasting our economy by taking advantage of the African
Continental Free Trade Agreement (AFCFTA) and Industrialization. Government policies should be that
which favor production of local rice as it is being practiced in the advanced world. Based on the findings
of the study, the following recommendations were made: Farmers should as a matter of importance learn
how to keep financial transactions records, the basics of every going concern. Rice production should not
be seen as business for the uneducated, but rather a venture most especially for the educated. Government
should deregulate input prices, such as fertilizer, agro chemical, and seed, through subsidy, soft loans,
timely and efficient distribution of inputs to farmers to improve production. That Farmers should adopt the
use of labor saving technologies such as tractors, harrows, and herbicide to reduce the high cost of labor
on the farm. In relation to this government should subsidized farm machines, this will go a long way in
improving farmers’ efficiency, which will in turn reduce unemployment rate.
Keywords: rice production, descriptive statistics, gross margin, government policies. Unemployment.
1.0
INTRODUCTION
Before the discovery of oil in commercial quantity agriculture was the main stay of the economy,
contributing about 65% to the GDP. Today, the performance is still low at about 42% of the GDP, rising
from the abysmal level of less than 30% in the last two decades. The neglect and poor performance in
agricultural sector can be seen in the precarious food situation with apparent failure of the sector to ensure
food security and the ridiculously high food import bill. The greatest challenge to the agricultural production
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in Nigeria is how to ensure increased production and value addition of agricultural products. Agricultural
Development focuses on gender to create a more effective, transformational approach that achieves poverty
reduction and hunger alleviation for all. [WFP, 2011]. According to Ogunbodede (2011), Nigeria “is still
far from attaining the objective of food security, decades after setting the target”. He defined food security
as a situation where everyone has access to food three times a day, all the year round and at affordable
prices. With about 70-80% of the population living at subsistence level of less than USD1.00 a day,
accessibility to food three times a day by the generality of the people may not be realistic today, considering
the high food price index and constraints. Agricultural Development strategies must identify the
participation of smallholder farmers as a critical feature to attaining ultimate success.
Rice is one of the food crops which have assumed great significance as a major staple food that is widely
consumed in Nigeria [Okoruwa, 2006]. Rice consumption has risen tremendously since 1970 (10.3 per cent
per annum), a result of the accelerating population growth rate (2.8 per cent per annum) and increasing per
capita consumption (7.3 per cent per annum) leading to an increase in domestic demand over domestic
supply. In response to meeting the shortfall in the supply-demand gap, Nigerian government has continued
to resort to importation of milled rice. This situation has made Nigeria to become the largest importer of
rice in Africa in an attempt to address the nation rice demand supply gap, the Nigerian government has
interfered in the rice sub-sector over the past few decades. However, the public policy has neither been
consistent nor appropriate and domestic production has continued to lag behind demand [Akande T.2001].
Moreover, Nigerian Agriculture has been variously described as being characterized by low farm incomes,
low levels of capacity to satisfy the food needs of the population and low productivity because primitive
techniques of production are still being used by the farmers [Ohajianya DO,2001, Obasi PC.2005].Emodi
and Dimelu (2011) observed that, “there will be an encouragement of the local producers of rice when a
ban is put in place on the importation of rice in Nigeria. In as much as there are other challenges on the
production of rice in Nigeria, looking up for adequate solutions for this purpose requires majors steps to be
taken by the government to ban the importation of rice and rather create an avenue for the foreign investors
to come and invest in Nigeria where rice can be produced locally”. Among other things, destone mills
should be established as well as provision of technology which will do the drying and milling of the local
rice. Kebbeh et al. (2003) relates a decline in rice production in Nigeria, to the introduction of the Structural
Adjustment Program (SAP), that bedeviled the Sub-Saharan African countries where subsidies were
eliminated. The subsidies were known as key support to the farmers. With the aid of the subsidies, the
farmers were enabled to acquire the needed support through provision of fertilizers at low costs as well as
other inputs for the purpose of domestic rice production. In the area of irrigated rice production which is
majorly practiced in some part of the country, it became very difficult to purchase the needed inputs since
this type of farming requires much money to start the farming system known as irrigation.
The inability of Nigeria rice sub-sector to meet the domestic demand could be attributed to low productivity,
inefficiency in the use of resources, disincentives from macro-economic environment and production in the
hand of small scale farmers who use traditional technologies (Akpokodoji, G. 2001). There is a major
problem of increase in demand because of population growth. Farmers output falls below 60 percent
irrespective of the interventions. Extracting from the aforementioned scenario.
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The broad objective of the study is to examine if boasting rice production can result to increase in
employment in Cross River State. The specific objectives are:
1. To analyzed the costs and benefit of rice production in six local govt area of cross river state.
2. To examine the socio-economic factors militating against rice production in Cross River State.
2.0
LITERATURE REVIEW
Agriculture: A blessing to economic growth and development
A sustaining growth in agriculture is a major factor in the eradication of poverty and hunger as it aids
reasonable stability in the prices and availability of food, apart from being the foundation of export earnings
which sustains the balance of payment equilibrium; it also ensures industrial growth of a nation with high
capacity utilization not only through the production and smooth flow of raw materials but also release of
labor and consequently, full employment. Agricultural growth and development is the foundation of a
diversified economy and which in turn sustains the strength of a nation for real economic growth and
development. With its apparent failure to meet up the above highlighted responsibilities, it is evident that
the sector has relegated its prime position as the main anchor of the Nigerian economy to the petroleum
sector that is not even effective in ensuring the citizens welfare and national security. One of the obvious
effect is the security insurgences that cut across the country – with Boko Haram in the North, Massob and
the Mend boys, etc. in the East and South-South and the Armed robbers in the West. It is very unfortunate
that government policies largely found to be consistently inconsistent and continuously somersaulting have
particularly contributed to the failure of the agricultural sector. Every new government wants to pursue its
own political agenda without consideration for the economic well-being of the nation; it is forever
jettisoning the policies of the predecessor to start a new policy of its own which is soon dropped by the
successor. This is against the principle of continuity, a characteristic of any ideal democratic, good and
progressive government, irrespective of the party in government.
Akaeze (2010) maintained that, Nigeria is the highest consumer of rice within the West African sub-region.
He further argued that, the quality of production of rice which is mostly imported in Nigeria is far better
than the locally produced rice. That its consumption to some individuals is a habit; while to others is quality
preference over the locally produced rice. The Nigerian population is by far greater than the rest of the West
African countries; most homes depend on rice consumption and having it as an everyday meal. Rahji and
Adewumi (2008) found that, Nigerian economy depends on the Agricultural sector where food and raw
materials were produced for both the industrial sector and for consumption purposes in the early 1960’s.
Regrettably, in the 1970’s, there was a decline; due to the discovery of oil which led to the reduction of
farming activities. These became an issue that affects the demand for food; as the gaps between supplydemand widened, the demand for rice increased and the local supply became inadequate; which resulted to
a great demand for foreign rice. However, when the local rice output was estimated to three million tons,
five million tons was the estimated amount demanded.
In recent years’ agricultural industries face a new reality, in which is not enough to focus only on price and
quality of their products, but also on the ethical behavior towards environment. Given this scenario, many
industries are concerned about the concept of environmental responsibility focused on the standardization,
analysis and dissemination of environmental information. There is a need of disseminate the commitment
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with the environmental issue by means of financing research projects, including sustainable practices in the
production process or encourage other projects related to environment, which is called environmental
responsibility. The 20th century saw the most dramatic agricultural transformation in human history.
Science-based agriculture brought about rapid changes on the farm and sped the transformation from
subsistence agriculture to a more productive and profitable modern agriculture. As agricultural production
improved and farmers succeeded, some began to specialize in certain crops or products. This resulted in the
growth of farmer-led private enterprises and the building of non-farm private sectors in rural areas.
Technological change in agriculture however, requires a constant flow of new technologies to farmers and
a wide range of options (Plucknett et al., 2000). Government policies affecting rice production have been
directed at protecting the local industry through tariffs and providing extension support to rice farmers. The
import tariff on value-added rice was 100% in 1995, 50% in 1996 through 2000 and 85% in 2001 (Akande,
2003). With effect from May 2008, rice imports into Nigeria were declared free from all duties and charges,
including customs duty, 7% surcharge, value-added tax and levies. However, by March 2009, a 50% rice
levy was instituted (Nigerian Custom Service, 2009). With this tariff level, local production of rice is
expected to be expanded through increased production of paddy by farmers responding to higher paddy
price. Local processors are expected to increase capacity utilization and use improved processing
equipment.

Nigeria, Cote d’Ivoire, Zaire and Madagascar are among the biggest producers of all types of rice in Africa
(Baksh, 2003). Consumers in these countries require that the domestically produced rice should satisfy
minimum level of quality, health and food security standards. Generally, besides the lag in rice production,
much of the food produced locally is distributed under poor marketing structure which hinders the flow of
resources and virtues in the industry. Nigeria is becoming one of the major rice importers on the world
market for the last five years, thus, being an important outlet for rice exporting countries. Beyond its large
volume, the Nigerian rice market is even more attractive than other West African markets because Nigeria
imports rice of high value (parboiled rice) against rice of lower quality in the other countries of the subregion (WARDA, 2003). The macroeconomic conditions under which Nigerian rice is produced are partly
responsible for the sector’s lack of competitiveness. Some of the issues include high inputs costs such as
cost of credit, and imported equipment and agrochemicals due to taxes (legal and illegal), tariffs and duties.
There is also the problem of policy instability (ban, unban, tariffs) that makes decision-making and planning
highly uncertain and puts investments at great risk. All these factors combine with discriminatory policies
against agriculture to make the environment for agricultural production and agribusiness unfavorable and
uncompetitive.
Rice production in Nigeria
Rice remains politically and economically central to Nigeria’s life. It also, remains the main diet of typical
Nigerians as well as the main livelihood of majority of local farmers in the country. It therefore becomes
an important agricultural commodity that needs to draw the attention of government and policy makers to
its impacts on both domestic and international market for the wellbeing and development of the nation. The
rice production in Nigeria in spite of its improvement over time is nothing to write home about in meeting
the domestic needs, not to talk of export. Since the introduction of Structural Adjustment Programme (SAP)
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in 1986, when subsidies on agriculture and other important sectors of the economy were removed and
government policy deemphasized on improving and supporting farmers; the agricultural sector in Nigeria
continued deteriorating. In fact, the country’s policy on rice over the years had been inconsistent and has
oscillated between import tariff and imports restrictions. For example, Emodi and Madukwe (2008) capture
this scenario when they said “during the SAP in 1986, ban on rice imports were put in place. It was illegal
to import rice into the country but for the porous nature of Nigerian borders made it ineffective. While
between 1995 all through to 2013, these official restrictions on rice importation were lifted, with more
liberal policy put in place. However, in 2013 the Nigerian government announced that, they will place ban
on the importation of rice with effect from 2015.
The minister of agriculture and rural development said “we want to discourage those who import rice as
traders. We want those who are going to go in and have commercial farmers, produce rice, buy domestic
paddy rice and mill it for us” the government is looking at the tariff policy to discourage importers of rice,
while encouraging those going into local production, processing and milling of rice (Udo, 2014). Whatever
the policy decision government may come out with, it is imperative to note that, rice remains an important
inevitable diet for domestic consumption in Nigeria and more importantly, one of the food commodities
consumed globally. Therefore, rice may affect the political and economic development of Nigeria in a
number of ways.
Firstly, on food security, if the country produces significantly to cater for its domestic consumption and
perhaps even exports, the food crisis particularly bedeviling the Nigerian state would be solved. Secondly
on employment generation, mass rice production cannot only provide food security of the nation but will
equally bring about employment generation. The high level of importation of milled rice products in Nigeria
gets many farmers out of work and creates significant number of jobs to the exporting countries; the likes
of USA, Thailand and India for example at the expense of Nigerian farmers.
Foreign exchange earnings; if Nigeria harnesses fully its agricultural potentials and produce rice
significantly, not only for domestic consumption but for exports as well, the country will earn a lot from
the exports of such commodity and develop its economy. This will also complement other earnings accrued
from the country’s petroleum products; that only remains as the major income earnings. General
development; mass rice production will not only serve as food security to Nigeria, create employment or
add to its foreign earnings, but it will as well bring about the general development of the nation. This is in
the sense that, the monies realized will be injected into the economy for desired transformations and
development touching other important sectors of the economy.
Constraints of Rice Processing in Cross River State
Several factors are militating against rice production/processing in Cross River State Nigeria. Wilfred
[2006] reported that the inadequate knowledge on the use of herbicides and pesticide, postharvest handling,
processing and marketing, pest and diseases, soil fertility management, irrigation and water, harvesting
skills are some of the constraints facing the rice farmers. Agidi [1993] iterated the labor intensity involved
such as ploughing, planting, weeding, harvesting, threshing, and transportation being strenuous and
laborious; the problem is worsening by lack of appropriate rice farming tools, implementation, and
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equipment. Besides this, the equipment available is often too expensive for the average farmer. Most
farmers depend on rudimentary, labor, and time consuming hand tools such as hoes, slashers, sickles, axe,
and rake for various farm operations. Other factors include lack of industrial drive due to poor government
policy and high cost of production. Because local rice is of low quality, the rice merchants use this
opportunity to expand on rice importation. Climatic factors such as flood, soil salinity and erosion drought
and global warming. Most of our rice farmers are illiterates, unorganized with low-capital base and
employed the use of simple and crude tools with little farm mechanization equipment usage. Weeds, pests
and diseases problems. High cost of productive inputs such as seeds, fertilizers and other agro-chemicals.
Improper handling/management of soil and water resource. In adequate extension services which resulted
due to the low ratio of extension worker to farmers. Non –availability/inadequate credit facility to farmers.
Lack of good roads in the rural areas. Irregular and fluctuating prices of rice grains due to seasonal variation,
and Lack of good linkage between research institutes and farmers.
Reasons for government policies on the financing of agriculture
Policy is said to be an intervention, a course of action taken by government, or management (in the case of
an organization) or, better still, an individual, to influence or arrive at pre-determined outcomes. The Federal
Government of Nigeria (FGN) did recognize the importance of the agricultural sector early enough, so it
decided to pursue policies that promote access to finance and financial infrastructure for agricultural
production, with the ultimate aim of achieving the country’s developmental goals.
The reasons for government intervention in the agricultural financial market are to:
1. 1.Smoothen out imperfections in the agricultural financial market. The agricultural financial market
(also the rural financial market) exists to facilitate exchange, a platform for the reconciliation of
demand for and supply of capital for agriculture and rural development. Often times, the market is
constrained by certain factors such as information asymmetry, moral hazard, adverse selection, etc.,
from performing its roles effectively. Government then intervenes to iron out those imperfections
and create a more Pareto-optimal environment for market players.
2. Ensure food security. Since finance is critical for investment in agricultural production, either in
form of equity or debt, government intervention in form of expenditure on credit to farmers, direct
production, etc., is to guarantee that food is available and affordable. There is the realization that
securing access to cheap food for Nigerians would ensure social stability and lessen reliance on food
imports which supply can be cut at any time depending on prevailing global political and economic
conditions or similar conditions in the exporting countries.
3. Achieve favorable balance of payments. A high food import bill exerts pressure on the foreign
reserves of the country, leading to its depletion. This adversely affects the balance of payments and
hence, the international position of the country. Whereas we have been endowed with abundant land
resources and farming-friendly climate, just a little push in the direction of other resources, including
financial capital, is all that is needed to boost production and reduce dependence on food imports.
The government intervenes to ensure that this happens, thereby saving foreign reserves for the more
productive use.
4. Promote foreign exchange earnings from agricultural exports. Government policies on agricultural
financing aim at, first, ensuring self-sufficiency in food production and then, exporting the surplus
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to earn foreign exchange. So, not only does government actions help reserve foreign reserves to
improve our balance of payments position, it also stimulates accretion to the reserves.
5. Enhance other socio-economic issues, such as poverty reduction, employment generation, reduction
in rural-to-urban migration and especially, food price stability since it is known that food price
fluctuations are the precursor of inflation in developing countries. This follows from Engel’s Law,
which states that a higher proportion of income in developing countries is spent on food. And since
income elasticity of demand for food is highly elastic, it is easy to see why expenditure on food is
large enough to cause inflationary trends in the economy.
6. Use finance as engine of growth and development since the major occupation of the people is
farming. It is expected that a farmer encouraged with credit will be in position to improve his
operation, use improved implements, seeds, livestock, manpower, transportation and markets for
sale of the output and purchase of inputs at good market price. Moreover, the farmer will reap the
economies of scale, discover new and cheaper products, create demand where none exists and
provide utilities to satisfy a widening market, generate in him the optimism and determination to
venture into new fields. Through this, credit will constitute the power or key to unlock latent talents,
abilities, visions and opportunities, which will lead to economic development and growth among
the rural farmers who benefited from government credit policies.
3.0
METHODOLOGY
Study area
The study was conducted in Cross River State, one of the 36 states in Nigeria, located at the south- south
geopolitical zone of the country. Specifically, Cross River State lies within latitude 40 281 and 60 551 of
the equator and between longitude 80 001 and 90 001east of the Greenwich Meridian. It shares common
boundaries with Republic of Cameroon to the east, Benue State to the north Ebonyi and Abia States to the
west and Akwa Ibom State and the Atlantic Ocean to the south. The vegetation spans from mangrove swamp
and rainforest in the south to derived savannah in the north. The vegetation and climate are therefore very
diverse and so are the crops grown. There are lots of natural resources and great tourism potentials that have
attracted international attention. The ethnic groups in the state are many and so are the languages spoken.
There are eighteen Local Government Areas (LGAs) in the state and three Agricultural Development
Program (ADP) zones. Zone one comprises of Calabar Municipality, Calabar South, Akamkpa, Biase,
Odukpani, Akpabuyo and Bakassi LGAs. Zone two comprises of Yakurr, Abi, Obubra, Ikom, Etung and
Boki LGAs. Zone three comprises of Ogoja, Obudu, Bekwara, Obanliku and Yala LGAs. Rainfall
distribution is bimodal with a range of 1700-2500mm, while its peak is in July and September. The wet
season starts in March and lasts up to October and November. The rainfall patterns to a large extent support
rice production. The temperature range is between 27oc -30oc.
Sampling Procedure
A combination of purposive and random sampling techniques was used for this study. The first stage
involved a purposive selection of six local government areas where rice is produce in relatively large
quantities, namely Obudu, Bekwara, Ogoja, Yala, Obubra, Yakurr and Abi local government areas. Then
three (3) villages were randomly selected from each of the six (6) LGA’s making a total of eighteen (18)
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villages. Finally, 12 farmers in each of these villages were randomly selected, giving a total of 216
respondents.
Data Collection
Primary data was used for this study. These were collected with the aid of structured questionnaire.
Information was collected on: (a) Farmers’ socioeconomic characteristics such as age, gender, marital
status, educational level, household size, access to credit, membership of association and farming
experience. (b) Quantity of inputs used in rice farming such as land area, quantity of labor, quantity of
fertilizer, quantity of seeds and quantity of agrochemicals. (c) estimate of area of land for cultivation of rice
from the selected local govt. areas of study. (d) estimate of rice cultivation output in SIX LGA of Cross
River State (e) Cost of inputs used in rice farming such as cost of labor, cost of fertilizer, cost of seeds and
cost of agrochemicals. (f) Output of rice farmers and selling price of rice.
Data analysis
Data collected were analyzed using descriptive statistics, farm budgetary technique and multiple regression
analysis. Descriptive statistics were used to analyze socio-economic characteristics of the farmers and
constraints associated with rice production. Gross Margin analysis was used in analyzing cost and returns
in rice production per hectare. Multiple regression analysis was used in determining factors affecting rice
production in the selected area. Using the ordinary least squares estimates in estimating the regression
model, four functional forms namely the linear, semi-log, double-log and exponential were tried out and
the one that gave the best fit in terms of the magnitude of R2, Adjusted R2 and the significance of the
overall regression as judged by the F-ratio and the significance of the individual coefficients was chosen
and reported in this work.
The relationship between input and output using the general form is specified as
Y= f (X1 + X2 + X3+…… Xn + μ) (1)
Where: Y = Output of rice (kg/ha) of the ith farmer, X1 = farm size (ha); X2 = Hired labor (man-days); X3
= family labor (man days); X4 = Education (years); X5 = Household size (numbers); X6 = Farming
experience (years); X7 = Quantity of fertilizer used (in kg); X8 = Quantity of herbicides used (litres), βo =
β8 estimates of the coefficients and μ = error term.
The budgetary technique used for cost and return analysis is the gross margin. The gross margin per hectare,
which is the difference between total revenue per hectare and total variable costs per hectare, is expressed
by:
TR = ΣQyPy - ΣXiPxi
Where TR= total revenue; G Qy = output (kg/ha); Py = unit price of the output (N), QyPy = total revenue
derived per hectare, Xi = quantity of the ith input/ ha, Pxi = price per unit of the ith input/ ha, XiPxi = total
cost associated with ith input /ha and Σ= summation sign.
Thus,
GM =TR – TVC (7)
NFI = GM – TFC (8)
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Where TR = total revenue (N/ha), TVC = total variable cost (N /ha); TFC= total fixed cost (N /ha) and NFI
= net farm income (N /ha)
The data were subjected to statistical analysis using multiple regression models. The model is implicitly
specified as follows:
Table 1. Socio-economic Distribution of Respondents (N= 216)
Variable
Frequency
Percentage
Gender
Male
195
90.3
Female
21
9.7
Total
216
100
Age Range (years)
≤ 30
32
14.8
31- 40
101
46.8
41-50
35
16.2
51- 60
48
22.2
Total
216
100
Marital status
Married
173
80.1
Single
30
13.9
Divorced
9
4.2
Widowed
4
1.8
Total
216
100
Household size
1-5
189
87.5
6-10
19
8.8
11-15
8
3.7
Total
216
100
Educational background
No formal education
10
4.6
Primary education
28
13.0
Secondary education
80
37.0
Tertiary education
98
45.4
Total
216
100
Farming experience(years)
1-5
40
18.5
6-10
56
25.9
11-15
72
33.3
16-20
27
12.5
21-25
21
9.7
Total
216
100
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Farm size(hectares)
1-3
4-6
7-9
10 and above
Total
Occupation
Farming
Civil service
Business men
Students
Carpentry
Driving
Total
Land acquisition
Inheritance
Purchase
Hired
Total
Source: field survey 2019.

134
66
12
4
216

62.0
30.5
5.6
1.9
100

160
12
10
19
8
7
216

74.1
5.6
4.6
8.8
3.7
3.2
100

54
49
113
216

25.0
22.7
52.3
100

4.0
DISCUSSION OF THE RESULTS
Socio-economic characteristics of respondents
Data in Table 1 shows that majority (46.8 %) is aged 41 to 60 years with a mean age of 47 years. They are
relatively older and their productivity is expected to decline. Rice cultivation is dominated by males (90.3%)
and majority of them are married (80.1%) Rice farmers are educated (95.4%) and education has been found
to be a catalyst in farmers’ adoption and productivity, but secondary education having the highest rate of
farmers with (59.3%). Furthermore, 62 % of the respondents cultivated between 1 and 3 hectares with a
mean holding of 1.00 hectares. Studies on the production of rice in Nigeria revealed that production is
mainly by smallholder farmers. Similarly, majority of the respondents are well experienced in the range of
11 years and above in rice farming. Rice farmers are characterized by small family sizes of 1-5 members
with a mean family size of 6 people, a repository of labor for production activities. Also, 74.1% of the
respondents had farming as their major occupation and majority of them obtained their farm land for rice
production through hiring. The above scenario is also represented in pie chart and bar chart respectively as
follows:
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Gender of respondents
9.7

90.3

Male

Female

Rice cultivation is dominated by males (90.3%)

Age Range (years)
51- 60

41-50

31- 40

≤ 30
0

20

40

60

80

100

120

The above chart shows that majority (46.8 %) is aged 41 to 40 years were involved in the production of
rice. They are relatively younger and their productivity is expected to increase. This is a sign many youths
are beginning to appreciate farming as a viable occupation.
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74.1% of the respondents had farming as their major occupation and majority of them obtained their farm
land for rice production through hire.

Land aquisition

25.00%

52.30%
22.70%

Inheritance

Purchase

Hired

52.30% of the farmers obtained their farm land for rice production through hiring.
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farming experience in years
35
30
25
20
15
10
5
0
1 to 5

6 to 10

11 to 15

16 to 20

21 to 25

Majority of the respondents are well experienced in the range of 11 to 15 years in rice farming.

Farm size in hectares
70
60
50

40
30
20
10
0
1 to 3

4 to 6

7 to 9

10 and above

62 % of the respondents cultivated between 1 and 3 hectares with a mean holding of 1.00 hectares. Studies
on the production of rice in Nigeria revealed that production is mainly by smallholder farmers
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Educational background

5%

Educational background

13%

No formal education

45%

Primary education
Secondary education

37%

Tertiary education

The above chart shows the relationship between rice production and employment. 45% of the respondents
were graduates, showing increase participation of our graduate in rice farming thereby reducing the rate of
unemployment in the study areas. The result shows that, there a positive and significant relationship
between rice production and employment rate in Cross River state.
Cost and returns of rice production
Analysis of the budgetary techniques as contained in Table 2 based on per hectare of rice production reveals
associated cost and revenue. rice production revealed a total revenue of N400,000. average revenue of
N400,000 while average variable and fixed cost were N263,436 and N29,714 respectively. The gross
margin and net farm income were N135,136 and N106,707 respectively.
The result shows that rice production was a profitable venture in the study area. The result is in conformity
with the works of (Ohajianya (2003); Odemenem and Inakwu 2011) who reported that rice production is a
profitable venture among small scale producers in Nigeria.
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Table 2. Production cost per hectare and gross margin analysis
OBUD BEKWA
OGOJ
U
RA
A
Qty.i price/b
Items
n kg ag
N
N
N
N
25
400,00
400,00
Revenue
16,000
400,000
bags
0
0
Variable cost:
rice seedlings
28,000 28,500
28,500
Fertilizer cost
30,000 30,000
30,000
Herbicide cost
16,000 16,000
16,000
cost
&
application of
fertilizer
14,000 14,500
14,000
cost
&
application of
herbicide
8,000
8,000
8,000
clearing
25,000 24,000
24,500
parking
11,000 10,500
12,000
tilling/ turning
of soil
24,500 24,000
23,000
planting
27,000 25,000
25,500
weeding
24,000 25,000
23,000
harvesting
21,000 21,500
22,000
threshing
17,000 15,600
15,000
winnowing
12,000 12,500
11,000
transportation
cost
6,000
4,500
5,500
cost of bags
7,500
6,250
5,500
Total Variable
271,00
263,50
Cost (TVC)
0
265,850
0
contribution/gr
129,00
135,50
oss margin
0
134,150
0
Fixed
Cost
(FC)
25,000 31,000
32,000
Profit
per
104,00
103,50
hectare
0
103,150
0
Source: Field survey 2019. * Multiple responses
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YAL
A

OBUBR YAKU
A
R

ABI

N
N
400,00
400,000
0

N
400,00
0

N
400,00
0

28,000 29,000
30,000 31,000
15,500 15,000

29,000
31,000
15,000

27,500
31,000
14,500

14,700 16,000

16,500

16,500

8,000 10,000
25,000 23,000
11,500 13,000

10,000
22,000
12,500

10,000
23,000
10,000

25,000
22,000
24,500
21,000
14,500
10,800

24,000
24,000
22,000
20,000
12,000
12,000

23,500
26,000
21,000
20,500
13,500
13,000

22,000
24,000
20,000
23,000
11,000
10,000

5,800
6,500
262,80
0
137,20
0

4,900
7,750

136,350

4,000
7,250
264,75
0
135,25
0

4,000
6,000
252,50
0
147,50
0

28,000 30,000
109,20
0
106,350

33,000
102,25
0

29,000
118,50
0

263,650

Total Variable Cost (TVC) per Local Govt
275000

270000

265000

260000

255000

250000

245000

240000
OBUDU

BEKWARA

OGOJA

YALA

OBUBRA

YAKURR

ABI

From the above table, Obudu LGA has the highest total variable cost of rice production compared to other
local government, whereas Abi LGA has the least total variable cost of rice production.

contribution/gross margin per LGA
150,000
145,000
140,000
135,000
130,000
125,000
120,000
115,000
OBUDU

BEKWARA

OGOJA

contribution/gross margin

YALA

OBUBRA

YAKURR

ABI

contribution/gross margin

From the above table, Abi Local Area shows the highest contribution/ gross margin. This implies that rice
production is more profitable in Abi LGA compared to other six local governments under study.
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Profit per hectare
ABI
YAKURR

OBUBRA
YALA
OGOJA
BEKWARA
OBUDU

90000

95000

100000

105000

110000

115000

120000

Abi LGA shows profit of N118,500 per hectare, Yala N109,200, Obubra N106,350, Obudu N104,000,
Ogoja shows a profit of N103,500, Bekwara N103,150 while Yakurr Shows the least profit of N102,250.
In all, rice production is highly profitable in Cross River State.
Relationship between input and output use in production
In order to evaluate the influence of selected variables on rice output in the study area, a production function
was fitted to the data using four functional forms in an ordinary least square(OLS) technique. Cobb Douglas gave the best fit and the result is presented in Table 3. The coefficient of multiple determination
was 0.543 which implied that 54.30% of the variation in rice output was attributed to the variables included
in the model. All variables carried the expected signs. The coefficient for farm size was positively and
statistically significant at 1% probability. Farm size has been found to be a critical factor in rice production.
Several studies conducted by Idiong (2007), Shehu and Mshelia (2007) laid credence to this finding. A unit
increase in farm size will lead to an increase of 3663.53 kg of rice ceteris paribus. Fertilizer and herbicides
were also significant at 1% level and are factors that contributed to rice output. The result is line with the
study conducted by Shehu et al, (2007) who reported that fertilizers and herbicides are necessary input in
rice production in Nigeria. Family labour was also statistically significant at 10% and is in conformity with
the works of Maurice et al, (2005) who found out that family labour is widely used in rice production.
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Table 3. Analysis of the relationship between inputs and revenue
Dependent Variable: REVENUE
Method: Least Squares
Date: 06/08/19 Time: 05:06
Sample (adjusted): 2 53
Included observations: 44 after adjustments
Variable

Coefficient Std. Error

t-Statistic

Prob.

COST
C

2.159830 0.000230
0.011871 0.012813

9396.619
0.926438

0.0000
0.3595

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

1.000000
1.000000
0.057740
0.140024
64.06958
88296440
0.000000

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

88.36364
82.73974
-2.821345
-2.740245
-2.791269
2.218287

E-view 8
The result shows that the variable input was positively and statistically significant at 1% probability.

Cost of variable inputs
250,000
200,000
150,000
100,000
50,000
0

The above chart shows that out of all the variable inputs in rice farming, fertilizer cost attract the highest
cost followed by rice seedlings, planting, harvesting cost etc.
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The constraints of rice production
Analysis in Table 4 revealed constraints encountered on rice production in the study. The result revealed
that high cost of labour (13.9%), Inadequate supply of inputs (13.0%), pests and diseases (9.3%), poor road
network (12.5%), lack of improved variety (6.0%), poor market system (10.1) lack of finance (18.5%), poor
storage facility (12.5%) and lack of extension service (4.2%) were major constraints experienced by the
respondents. High cost of labour may not be unconnected.
Table 4. Distribution of respondents based on problems of rice production
Identified problems
Frequency
Percentage
High cost of labour
30
13.9
Inadequate supply of inputs
28
13.0
Pests and diseases
20
9.3
Poor road network
27
12.5
Lack of improved variety
13
6.0
Poor market system
22
10.1
Poor storage facility
27
12.5
Lack of finance
40
18.5
Lack of extension service
9
4.2
100
Total
216
Source: Field survey 2019. * Multiple responses

Identified problems
45
40
35
30
25
20
15
10
5
0

High cost of Inadequate Pests and
labour
supply of diseases
inputs

Poor road Lack of
network improved
variety

Poor
market
system

Poor
storage
facility

Lack of
finance

Lack of
extension
service

with the fact that the study area falls within the oil belt of Nigeria with the prospect for high wage that
attracts able bodied young men than the agricultural sub sector (Uraih et al., 2006). Addressing these
problems will increase the production of rice in the study area.
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5.0
CONCLUSION AND RECOMMENDATIONS
In conclusion, Nigeria has a good climate for rice production and it has favorable market to absorb the
production. There is need to improve the quality of indigenous rice to compete with foreign rice through
selection and adaptation of modern rice technologies to ease labor in production and enhance nutritional
qualities in rice processing and production. Government has role to play in forming strong policies that will
favor production of local rice as it is being practiced in the advanced world.
There are considerable opportunities to revitalize the Nigerian rice sector. The current level of protection
of the domestic rice sector provides an opportunity for such development. However, such a protection
comes at a considerable social cost and therefore, should be seen as a temporary transient measure. It
therefore recommended that the only sustainable and socially acceptable way forward is to enhance the
competitiveness of local rice against imported rice, both in terms of quality and price. This calls for
improving quality management and increasing efficiency along the entire marketing chain. The proposed
strategy can be successful, but implies changing business as usual and calls for some innovative approaches
and partnerships and an overall enabling environment for such an investment and adjustment to occur.
Based on the findings of the study, the following recommendations are made:
 Farmers should be encouraged to form cooperative societies so as to enable them obtain loans from
Commercial Banks and the Agricultural and Rural Cooperative Bank, at regulated interest rates, this
may likely reduce the cost of production.
 The study recommends the deregulation of input prices, such as fertilizer, agro chemical, and seed,
through subsidy, soft loans, timely and efficient distribution of inputs to farmers by the government
to improve production.
 Farmers should be encouraged to adopt the use of labor saving technologies such as tractors,
harrows, and herbicide to reduce the high cost of labor on the farm. In relation to this government
should subsidized farm machines, this will go a long way in improving farmers’ efficiency; and
 Improved seeds for planting materials that are of early maturing and disease resistant varieties
should be multiplied and be made available to rice farmers at subsidized prices
 Land clearing and development under irrigation should be given serious attention.
 Land tenure system should be reviewed so as landownership can be access with ease.
 Assess the viability of irrigation schemes through the substantial investments needed through public
private partnership arrangement.
 GES program should be pursuit and identified problems associated with program solved.
 Policy environment should clearly be consistent.
 Make the Nigeria rice consumable and affordable.
 Production, marketing and processing of rice should be well-integrated.
 Organization of farmers, marketers and millers should be looked-in.
 There should be synergy in operations between various stakeholders in rice value chain.
 Sensitize the Nigerian public for the need to patronize the Nigeria rice.
 Mechanization of the rice farming should be encouraged.

566

References
Agidi G. [1993] “The making of a practical engineer,” T. K. 10, pp. 1, 11,1993
Akaeze, H.O., (2010). Consumer preference for imported rice in Nigeria-perceived quality differences or
habit persistence? Thesis Submitted to Michigan State University for the Degree of Master of Science
Agricultural, Food and Resource Economics, UMI Dissertation Publishing
Akande T. (2001). An Overview of Nigerian Rice Economy. Available at: www.unep/etu/etp/
events/agriculture/nigeria.pdf, (accessed 30 July 2011).
Akande, T. (2003). The Rice Sector in Nigeria, United Nation Crop Project (UNCP) Country Agricultural
Project on Trade Liberalization in Agricultural Sector and the Environment, Geneva, Switzerland, 2003.
Akpokodoji G, Landcoun F, & Erestein O. (2001). Nigeria rice Economy State of the Arts, A Project
Report, Nigeria Rice Economy in a Competitive World: Constrains, Opportunities and Strategic Choice,
WARDA. 2001;16.
Baksh, O.(2003) The Right Way to Process Rice, J. Afr. Farming September/October Edition, 26.
Emodi, I. & Madukwe, M. (2008) “A review of policies, acts and initiatives in rice innovation system in
Nigeria,” Journal of Agricultural Extension, vol. 12, no. 2, pp. 77–80, 2008.
Emodi, I.A. & Dimelu, M.U. (2011). Strategies for enhancing rice innovation system in Southeast Nigeria.
British Journal of Management and Economics, 2(1): 1-12.
Idiong I.C. (2007). Estimation of Farm Level Technical Efficiency in Small Scale Swamp Rice Production
in Cross River State, Nigeria.; A Stochastic Frontier Approach. World J. Agri. Sci. 3(5): 653-658.
Kebbeh, M., S. Haefele,K & Fagade, S.O. (2003). Challenges and opportunities for improving irrigated
rice productivity in Nigeria. West Africa Rice Development Association (WARDA) Bouake, Cote d’ Ivoire.
Maurice D.C, Amaza P.S, & Tella M.O (2005). Analysis of Technical Inefficiency in Rice-based Cropping
Patterns among Dry Season Farmers in Adamawa State, Nigeria. Nigeria J. Trop. Agric .7 (1): 125-130.
Obasi P.C. (2005). Application of translog function to productivity estimation in Imo State, Nigeria.
International Journal of Agriculture and Rural Development. 2005;6:26-33.
Odemenem, I.U. & Inakwu, J.A. (2011). Economic Analysis of Rice Production in Cross River State,
Nigeria. J. Dev. Agric. Econ. 3(9): 469-474.
OGUNBODEDE, B.A. (2011): Gene Interplay For Food Security And National Development:
Inaugural Lecture Series 238 Of The Obafemi Awolowo University, Ile-Ife, Nigeria. 69pp
Ohajianya D.O, & Onyenweaku C.E (2003). Analysis of costs and returns in rice farming by farm size in
Ebonyi State. J. Agric. Social Res. 3(1) 30-39
Okoruwa V.O, & Ogundele O.O. (2006). Technical efficiency differentials in rice production technologies
in Nigeria. Agric Research Paper 134, African Economic Research Consortium, Nairobi; 2006.

567

Plucknett D.L, Philips T.P, & Kagbo R.B (2000). A Global Development Strategy for Cassava:
Transforming a Traditional Tropical Root Crops. Spurring Rural Industrial Development and Raising
Incomes for the Rural Poor, Pp. 1-130.
Rahji, M.A. & M.O. Adewumi, 2008. Market supply response and demand for local rice in Nigeria:
Implications for self-sufficiency policy. Journal of Central European Agriculture, 9(3): 567-574.
Shehu J.F & Mshelia, S.I (2007). Productivity and Technical Efficiency of Small Scale Rice farmers in
Adamawa State. J. Agric. Soc. Sci. 3(4): 117 – 120.
Udo, B., (2014). Confusion trails Nigeria’s rice policy, as Okonjo-Iweala. Adesina Express Divergent
Views. Available from http://www.premiumtimesng.com/news/156375-confusion-trails-nigerias-ricepolicy-okonjo-iweala-adesina-express-divergent-views.html [Accessed 17/05/2014].
Uraih, OBC, Abubakar M, Balogun FE, Giroh DY, Ogbebor, OJ, & Okwu UN. (2006). Assessment of
rubber quality consciousness among smallholder rubber farmers in Farm settlements of Edo and Delta
States of Nigeria.J. Sust. Trop. Agric. Res.19: 46 – 51
World Food Programme. (WFP). Gender policy: Corporate action plan (2010–2011); 2009.
Available:http://home.wfp.org/resources/wf p205173.pdf. (Accessed April 15, 2014)
WARDA, (2003). West Africa Rice Development Association (WARDA), Growing Lowland Rice. A
Production Handbook, Africa Rice center, Abidja, Cˆote d’Ivoire, 2004.
Wilfred, O.R, [2006] Final Survey Report on the Status of Rice Production, Processing and Marketing in
Uganda, Japan International Cooperation Agency, Osaka, Japan, 2006.

568

RISK MANAGEMENT PRACTICES IN ISLAMIC AND CONVENTIONAL BANKS OF
NIGERIA: A COMPARATIVE ANALYSIS
By
Musa Hardy Muhammed 2. Sadiq Rabiu Abdullahi & 3Abubakar, Ibrahim ADAMU
Hardy120480@gmail.com and abdullahisadiq@gmail.com
ABSTRACT
This study examined the Risk Management Practices in Islamic and Conventional Banks of Nigeria: A
Comparative Analysis. Specifically, the study attempts to conduct a comparative analysis of risk
management practices in Islamic and Conventional banks operating in Nigeria. In reference to Islamic
banking, the study will be delimited to only JAIZ bank PLC as it is the only full fledge Islamic licensed bank
in Nigeria. The study is also specific to Nigeria, the study will covers financial data of sampled banks for
six years period between 31st December 2013- December, 2018 and the justification for the choice of this
period is as a result of the fact that the Islamic banks in Nigeria had financial data for the period as they
begin operations in 2013. This study is an avenue for contributing to the development of risk management
practices for the Islamic banking system. The usable data for conventional banks is 136 questionnaires
while that of Islamic is 70, which gives a total sample of 206. The results show that there are significant
differences between conventional and Islamic banking in terms of the level of Risk Management Practices
(RMP), the level of Understanding Risk Management (URM), Risk Identification and Analysis (RIA), as
well as Risk Control and Monitoring (RCM). Based on the regression analysis, the result indicates that the
Islamic banks need to give more attention to Risk Identification and Analysis (RIA), whereas, the
Conventional Banks need to consider URM, RIA to improve their Risk Management Practices.
Keywords: Risk Management Practices, Islamic Banking Institutions, Conventional Banks.
1.0
INTRODUCTION
Risk involves the chance that an investment's actual return will differ from the expected return. Risk can be
seen as anything that can create interferences in the way of attainment of certain objectives which can be
due to either internal or external factors. Yousfi, (2014) described risk as an essential part of business, as
business grows through risk taking, enterprises cannot function without taking risks. Hence, risk is related
with opportunities and threat, which may harmfully affect an action or expected outcome (Audu, 2014).
Audu further described risk as the possibility, likelihood or chance that something unpleasant or
unwelcomed will happen that is capable of damaging an asset, or all of the original investment or the
possibility of financial loss. The key to effective risk management is not to do away totally with the various
inherent risks (Pandey, 2004). For instance, lending operations of banks have the inherent risks of possible
loan losses (credit risk) but by taking the risk, banks are able to charge a premium for their risk taking
activities and earn profits while on the other hand, Islamic banking share out of the profit accruing from the
business undertaken with the loan. The bulk of bankers’ revenue accrued from risk related transactions,
risks are therefore a source of revenues to the bankers. The perception of risk management is fundamentally
changing within today’s institutions. It is no longer purely used as a control mechanism but as a critical
input into the basic business question that if the revenues out of this transaction will compensate for the
additional risks taking. Islamic banking is principally based on the principle of profit and loss sharing and
the prohibition of interest (receipt and payment) as enshrined in Sharia’h or Islamic law. While the
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Conventional banking is based on a pure financial intermediation model, whereby banks generate profits
from the margin earned from savers' deposits and demand deposits on the one hand and the funds lent to
enterprises or individuals. The banks also provide services like Letters of Credit, Trade Guarantees, risk
management including foreign exchange, interest rates, commodities, derivatives and custodial services
(Babatunde & Olaitan, 2013). In central bank of Nigeria (CBN) have granted an Approval in Principle
(AIP) to Jaiz and Stanbic IBTC to set up full-fledged Islamic bank and Islamic window, respectively.
For Islamic banks, risk management is very complicated because Islamic banks cannot simply replicate the
established practices of conventional banks. Unlike conventional banks, Islamic banks must ensure that as
the framework develops, all the tools used are in line with the requirements of Shariah. Al-Rahahleh, Bhatti
and Misman (2019) opined that in the context of Islamic banks, risk identification is a two-step process:
The first is negative Shariah screening, which excludes Riba-, Gharar and Maysir-based transactions, this
step reduces exposure to risk to a level considered to be appropriate. The second is positive screening, which
emphasizes justice, ethics, and accountability issues. Every product offered by an Islamic bank must be
subjected to the first screening, which is conducted by the bank’s Shariah board. Masood et al. (2012) found
that Islamic banks are more likely to use newer, sophisticated and robust risk management techniques than
the non-Islamic banks. In Nigeria, Deposit money banks play an important role in mobilizing financial
resources for investment by extending credit to various businesses and investors. Lending represents the
heart of the banking industry and loans and advances are the dominant assets as they generate the largest
share of operating income. Loans however expose the banks to the greatest level of risk. Many banks that
collapsed in the late 1990’s and up to the recent restructuring of the commercial banks in Nigeria were as a
result of the poor management of facility which was portrayed in the high levels of non-performing loans
(Yimka et al., 2015).
Consequently, though the conventional and Islamic banking system operates on different tenet, the activities
of both system involves risk which if not well managed will result into liquidation or total collapse of a
bank. It is therefore pertinent to examine the risk management practice in Islamic and conventional banks
in Nigeria.
Islamic finance is based on the concept of profit- and risk-sharing and avoidance of the concept of interest.
This means that the finance provider is not automatically entitled to payment in full of principal and periodic
distributions, but that risk needs to be taken by the finance provider, along with the borrower. This contrasts
with the conventional/western concept of lending, which results in a number of considerations that need to
be taken into account when assessing the risk profile of an Islamic bank (Eid, 2011).There is no fixed rate
of return in Islamic banking because Islamic banking is interest free banking. Islamic banking system is run
according to the Shari a` board and Islamic laws that guides the institutions. These are Shari a` compliant
or not this Shari a` board authorizes the products. Islamic banking is guided by Islamic economics and
guided by is Islamic law (Shari a`) principles. In particular, Islamic law prohibits the collection and payment
of interest, also commonly called Riba in Islamic conversation and usury”. In Islamic banking all type of
transactions are of risk sharing and interest free and also finds its roots in Islamic finance. The interest is
prohibited from Quran and in Islamic customs of banking.
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Risk management practices have been extensively investigated over the years. However, little attention has
been paid to banks operating in emerging markets such as Nigeria and, in particular, Islamic banks (AlTamimi, 2002; Hassan, 2009). Since risk management failure has been identified as one of the main causes
of the financial crisis, additional study of the subject is warranted. Previous studies conducted on
comparative analysis of risk management practice between Islamic and conventional banks (Abu-Hussain
& Al-ajmi, 2012; Rehman, 2016; Yasin, 2014) are done in Islamic country i. e Pakistan where Islamic
banking system is the most popular banking system, no similar study has been done in a secular or nonIslamic country such as Nigeria. While another comparative study conducted study by Babatunde and
Olaitan (2013) in the United Kingdom was focused on Performance of Conventional and Islamic Banks.
Furthermore, studies conducted by AbdulRahman, Alsmady, Ibrahim, and Muhammad (2014);
AbdulRahman, Ibrahim, Tohirin, Muhammad, and Suryaputri,(2016); and Aliyu (2016) focused on
comparative analysis of risk management practices of Islamic banks across countries. While study
conducted by Ali and Naysary (2014) and (Hussien, 2016) focused on risk management practices of only
islamic banks in kuwait and Egypt respectively. In the context of Nigeria, a limited work is found in the
stated research area. Moreover, comparative study on risk management practices for developing economies
like Nigeria is not available to the best of researcher’s knowledge. This shows that there is an existing gap
in literature.
Hence, this study therefore set out to fill the existing gap and contribute to existing literature by conducting
a comparative analysis of risk management practice between Islamic and conventional banks in Nigeria.
The major objective of the study is to conduct a comparative analysis of risk management practices in
Islamic and Conventional banks operating in Nigeria. The specific objectives of the research are to:
 Analyze and compare the volume and extent of disclosure practices of Islamic and conventional
banks on risk profile, risk management profile, risk control activities, risk control environment, and
risk management process.
 Investigate empirically the degree to which the conventional and Islamic banks in Nigeria use
effective risk management practices and techniques in dealing with different types of risk.
 Compare risk management practices of Islamic and conventional banks operating in Nigeria.
 Evaluate the effect of risk governance and liquidity risk analysis on risk management practices of
Islamic and conventional banks in Nigeria.
Based on the foregoing arguments the study raises, the following research questions are intended to be
addressed:
 What is the volume and extent of risk disclosure practices between Islamic and conventional banks
operating in Nigeria?
 To what extent does conventional and Islamic banks in Nigeria use effective risk management
practices and techniques in dealing with different types of risk?
 Do risk management practices in Islamic banks differ from conventional banks in Nigeria?
 What is the effect of risk governance and liquidity risk analysis on risk management practices of
Islamic and conventional banks operating in Nigeria?
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To evaluate study purpose and the questions mentioned above, following hypotheses are formulated in null
form.
H01: there is no significant difference in the volume and extent of risk disclosure practices between Islamic
and conventional banks operating in Nigeria?
H02: Conventional and Islamic banks in Nigeria does not use effective risk management practices and
techniques in dealing with different types of risk?
H03: There is no significant difference in risk management practices in Islamic banks and conventional
banks in Nigeria.
H04: Risk governance and liquidity risk analysis have no significant effect on risk management practices of
Islamic and conventional banks operating in Nigeria.
The study attempts to conduct a comparative analysis of risk management practices in Islamic and
Conventional banks operating in Nigeria. In reference to Islamic banking, the study will be delimited to
only Jaiz bank plc as it is the only full fledge Islamic licensed bank in Nigeria. The study is also specific to
Nigeria. The study will covers financial data of sampled banks for six years period between 31st December
2013 to December 2018, the justification for the choice of this period is as a result of the fact that the Islamic
banks in Nigeria had financial data for the period as they begin operations in 2013.
2.0
LITERATURE REVIEW
2.1 Concept of Risk and Risk Management
Risk is defined as anything that can create hindrances in the way of achievement of certain objectives. It
can be because of either internal factors or external factors, depending upon the type of risk that exists
within a particular situation. Exposure to that risk can make a situation more critical. A better way to deal
with such a situation; is to take certain proactive measures to identify any kind of risk that can result in
undesirable outcomes. In simple terms, it can be said that managing a risk in advance is far better than
waiting for its occurrence.
Risk may be defined as an uncertainty value (Artzner et al., 1999). This can be seen as being comprised of
two components: the probability of an activity’s consequences and how severe the activity’s consequences
are (Graham and Rhomberg, 1996). Similarly, according to De Lorenzo (2006), risk is always related to
future uncertainty and how decisions can spawn multiple outcomes. Risk is the possibility, likelihood or
chance that something unpleasant or unwelcomed will happen that is capable of damaging an asset, or all
of the original investment or the possibility of financial loss. More precisely, risk is the possibility of
damage or any other negative occurrence that is caused by external or internal vulnerabilities, which may
be avoided through preemptive action. Risk is commonly associated with uncertainty, as the event may or
may not happen. It is an essential part of business, because enterprises cannot function without taking risks
as business grows through risk taking. Hence, risk is related with opportunities and threat, which may
harmfully affect an action or expected outcome.
The term Risk in banking has extensively been probed by different authors. Risk in banking refers to an
exposure to unpredictability of the outcome that contains a probability of variation in the desired or expected
returns (Gallati, 2003; Fayyaz, 2006; Rahman, Abdullah and Ahmad, 2012). Ghosh (2012) defines risk in
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banks as a potential loss that may occur due to some antagonistic events such as economic downturns,
adverse changes in fiscal and trade policy, unfavourable movements in interest rates or foreign exchange
rates, or declining equity prices. Bessis (2002) interpret risk in banking as undesirable impacts on returns
due to various distinct sources of uncertainties. Moreover, both have incorporated the limitation that the
banking risks depend on the real world situations, also mainly comprising of amalgamation of situations in
the external environment. Regardless of how risk is viewed, it can be generalised as the possibility of
uncertainties happening, something which is normally undesirable because the impact can be a threat in the
achievement of objectives or result in a missed opportunity. Thus risk has to be managed to prevent or at
least moderate the adverse impact.
Risk management was regarded as having cost control implications over 50 years ago (Gallagher, 1956),
but as Renn (1998) observes, extensive research on risk has still not produced a widely accepted definition
of the term. Yet, efforts to develop procedural tools and approaches for analysing and managing
organisational risk go unabated. Like corporate governance concerns, risk issues extensively influence
organisational policy and institutional regulatory frameworks (Basel Committee, 2004; COSO, 2004).
2.2. Risk Management in Conventional Banking
The recent financial crisis impinged upon the macro economies of most of the countries in the world through
changing the structure of capital allocation, affecting the financial system through banks and non-financial
corporations. Banks especially, were subsequently bombarded with claims of a lack of corporate
governance and risk management as the trouble unfolded (Kirkpatrick, 2009). Not only that, shortcomings
in corporate governance is widely portrayed as the cause for the recent financial crisis and economic
slowdown, the latter coming as a wake-up call for risk management as well, putting part of the blame on
poor risk management of the financial institutions.
Recently, corporate governance has become distressed, stretched so far and has been unable to cope with
the demanding financial environment, thus accentuating the need for risk management. As banks are often
seen to play important roles in the financial environment, risk management has become a key issue (Styger
and Wyk, 1998), especially when the banks’ ability to lend affects the macroeconomic environment (Egan,
2003).
The fact that banks have been facing business risks that may negatively affects them have placed the board
and senior management under pressure (Baysinger and Butler, 1985). With the emphasis on types of risk
and strategy to manage the risks, the board is expected to increase their knowledge and have additional
capabilities for effective risk management so as to have an integrated view of risk control.
2.3 Types of Risks
As much as there have been many definitions on risk, there are also many variations in terms of risk
categories. Pyle (1997) categorises risks based on their value of loss. He views major sources of value loss
as coming from market risk, credit risk, operational risk, and performance risk.

573

According to Santomero (1997), risks in business fall into two categories, namely market and financial risk.
He views market risks as a law of nature which can only be known precisely by God, which contrasts with
systematic risk as man cannot control market risk. Meanwhile, he terms financial risk unsystematic, the
opposite of the market risk.
Risk taxonomy may be seen as artificial as distinguishing lines are unclear (Christofferson, 2011). For the
sake of this discussion, this section will briefly go through a general consensus of the description of the five
broad types of risks; credit risk, market risk, liquidity risk, operational risk and reputational risk.
2.4 Islamic Financial Instruments
Siddiqui (2008) asserts that there are seven Islamic banking instruments which include: Murabahah (cost
plus mark-up), Mudarabah (profit and loss sharing), Musharakah (joint venture or partnership business),
Salaam and Istisna’ (forward contract), Ijarah (leasing), Qard-e-Hasna (interest free loan).
Researchers (El Qorchi, 2005; Chong & Liu., 2009) have divided Shariah instruments into the following
broad categories, namely (i) Debt-creating instruments, e.g. Salaam, Istisna’, Murabahah and Kifalah, and
(ii) Non-debt creating instruments, e.g. Mudarabah and Musharakah. Van Greuning and Iqbal (2008) have
divided Islamic instruments into three categories, namely: (i) financing (Murabahah, Salaam, Istisna’, and
Ijarah), (ii) investing (Mudarabah and Musharakah) (iii) other (Takaful, Qard-e-Hasna, Wakalah, and
Kifalah).

Financing

Trade Financing
( Murabahah, Bay'
Salaam, Bay' Muajil)
Ijarah (leasing),
Istisna' (Manufacturing)
Mudarabahah

Investing
Musharakah
Fee Based Services
( Kifalah, Amanah, Wikala
Other

Social Welfare
( Qard e Hasna, Waqf
Takaful

)

)

( Islamic Insurance

)

Source: (VanGreuning and Iqbal, 2008) Figure 3.1: Islamic Contracts and Instruments
2.5 Risk Matrix of Islamic and Conventional Banking
Vogel and Hayes (1998), Karim (1999), Obaidullah and Wilson (1999), Khan and Ahmad (2001), Iqbal and
Mirakhor (2007), Van Greuning and Iqbal (2007) have studied in detail about the risk management in

574

Islamic banking. They affirm that Islamic banks are exposed to some diverse type of risks because they
have a different structure of assets and liabilities as compared to conventional banks.
Khan and Ahmad (2001) highlighted that the Islamic bank faces unique type of risks due to its compliance
with Shariah law. Al-Janabi (2008) argued that the Islamic bank faced foreign exchange risk and equity
risks, because Islamic banks do not have efficient and sufficient tools and techniques to handle these risks.
Figure 2.1 below, shows the risks that are present in Islamic and conventional banks.

Rate of R eturn risk
Shariah Risk
Fiduciary R isk
Displaced C ommercial
R isk

Islamic Banks

Credit risk
Liquidity Risk
Foreign exchange Risk
Operating R isk
Equity Risk
Commodity R isk
Hedging Risk
Other R isks ( L egal,
S ettlement, C ountry risk)

Banks

Conventional Banks

Interest R ate R isk

Source: Adapted from (Rehman, 2016)
Figure 2.1: Banking Risks: Similarities and Difference between Islamic and Conventional Banks
2.6 Empirical Review
Empirical evidence shows diverce opinion on risk management practices in both conventional and Islamic
banks. For example, Nawaz and Farzana (2018) attempts to provide information on the various modes of
investment followed by the Islamic banks in Bangladesh and current status of the investment related risk
management practice. The methodology adopted was content analysis. Findings from their study revealed
that the Islamic banks in Bangladesh currently following the guidelines provided by Bangladesh Bank
(central bank of Bangladesh) on risk management which are similar to the practice of interest-based
conventional banks. The authors recommend that depending on the distinct nature of the Islamic Banks,
there should be more specific guidelines on risk management solely for these special financial institutions.
However, the current practice shows that these banks have already developed their very own guidelines and
practice for their betterment and to comply with the Shari’ah rules of doing business.
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Okere, Isiaka, and Ogunlowore (2018) explored the impact of risk management on financial performance
of money deposit banks in Nigeria. The study employed panel methodology and other econometric
techniques such as hausman test, descriptive statistics. Results from the panel regression show a positive
relationship between risk management and financial performance of money deposit banks. The study
recommends that banks in Nigeria should augment their capacity in, liquidity risk analysis, and credit
analysis and loan administration while the regulatory bodies should pay more attention to banks’
compliance to regulations of the Bank and other Financial Institutions prudential guidelines.
Furthermore, Rehman (2016) investigates the extent to which banks are using risk management practices
in dealing with various risks and to compare risk management practices between Islamic and Conventional
banks operating in Pakistan. The study employed quantitative research methods using both primary and
secondary data source. Secondary data was collected by using content analysis through annual reports of
five Islamic and conventional banks for six year from 2008 to 2013 and primary data was collected through
questionnaire distributed to 150 sampled senior managers, risk managers and CRO of Islamic and
conventional banks.
The data was analysed using descriptive statistics, regression analysis and Mann-Whitney U test. Findings
showed that Islamic banks are found to be significantly different from their conventional counterparts in
risk identification, risk management practices, liquidity risk analysis and risk governance. Moreover, risk
identification, risk assessment and analysis, credit risk analysis and risk governance are most influencing
and contributing variables in risk management practices of banks operating in Pakistan. Also, credit,
liquidity, market and operational risk are found to be the most important risks faced by both conventional
and Islamic banks.
In a related study, AbdulRahman et al. (2016) examined the level of risk management practices among
Islamic banks listed under Bank Negara Malaysia, and Islamic banks under the State Bank of Indonesia.
The study used a survey design with 136 and 70 questionnaires distributed in Malaysia and Indonesia
respectively. Results show that there are significant differences between Malaysia and Indonesia in terms
of the level of risk management practices, the level of understanding risk management, risk identification
and analysis, as well as risk control and monitoring. Based on the regression analysis, the result indicates
that the Islamic banks in Malaysia need to give more attention to risk identification and risk assessment and
analysis whereas their counterparts in Indonesia need to consider understanding risk management, risk
identification and risk assessment and analysis to improve their risk management practices.
Similarly, Hussien (2016) discusses the risk management in Islamic banks and aims to determine the
difference in the practices and methods of risk management in those banks compared to the conventional
banks, and to make a case study of the biggest Islamic bank in Egypt (Faisal Islamic Bank of Egypt) to
identify the most important financial risks faced and how to manage those risks. It was found that Islamic
banks face two types of risks. The first type is similar to the risks in conventional banks; the second type is
the additional risks which facing the Islamic banks only as a result of some Islamic modes of financing.
With regard to the risk management, Islamic banks such as conventional banks applied the regulatory rules
issued by the Central Banks and the Basel Committee; Islamic banks also applied the instructions and
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procedures issued by the Islamic Financial Services Board (IFSB). Also, Islamic banks are similar to the
conventional banks in the practices and methods which they use to manage the risks. And there are some
factors that may affect the risk management in Islamic banks, such as the size of the bank and the efficiency
of the administration and the staff of the bank.
3.0

METHODOLOGY

3.1
Introduction
This section presents the methodology to be used in the study; it covers the research design, population of
the study, sample size and sampling techniques, source of data collection and method of data analysis. It
will also explain the variables of the study.
3.2
Research Design
This research study will be based on positivism research philosophy. and survey research methods as used
by Rehman (2016). Positivist approach adopts a scientific method of collecting factual data and testing
relationship among them, as to make valid and generalizable conclusions (Anderson, 2009; Rehman, 2016).
This study will use the survey research design; a survey research design is a study in which samples are
taken from the defined population to describe the attitudes, opinions, behaviors, or characteristics of the
population. Surveys help identify important beliefs and attitudes of individuals. This research relies on
quantitative data to test the hypotheses generated for the study.
3.3
Population of the Study
The population of the study consists of all listed DMBs in Nigeria. Senior managers, executives, personnel
associated with risk management department and board level committees of Islamic and conventional banks
operating in Nigeria. As such, the population is indefinite. The choice of this population was based on the
fact that the saddle of risk management practice in banks rest on top level managements the choice was also
informed by previous studies like Rehman (2016), Hussain and Al-Ajmi (2012), Anderson (2009) and AlTamimi and Al-Mazrooei (2007).
The population of this study comprises all the 16 Nigerian deposit money banks listed on the Nigerian Stock
Exchange as at 31 December 2018, .This can be seen in the Table 3.1.
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Table3.1: List of deposit money banks in Nigeria
S/No
Name of banks
1
Access Banks Plc.
2
Diamond Bank plc.
3
Ecobank Nigeria Plc.
4
Fidelity Bank Plc.
5
First Bank of Nigeria plc.
6
First City Monument Bank plc.
7
Guaranty Trust Bank Plc.
8
Jaizbank Plc
9
Skye Bank Plc.
10
Stanbic IBTC Plc.
11
Sterling Bank Plc.
12
United Bank for Africa Plc.
13
Union Bank Plc.
14
Unity Bank Plc.
15
Wema Bank Plc.
16
Zenith Bank Plc.
Source: Generated by the researcher from the NSE 2017 Factbook

Date listed
1998
2005
2006
2005
1971
2004
1996
2016
2005
2005
1993
1970
1971
2005
1990
2004

3.4 Sample Size and Sampling Technique
For the purpose of this research, a purposive sampling technique will be used to select samples from six
banks comprising of one Islamic bank and five conventional banks.
The top five conventional banks in Nigeria will be selected based on their Tier-1 capital as ranked by The
Banker Magazine’s 2018 Global Banks. These are Zenith bank (1st in Nigeria, 10th in Africa and 402nd in
the world), Guarantee Trust Bank (2nd in Nigeria, 14th in Africa and 592nd in the world), First Bank of
Nigeria (3rd in Niger, 16th in Africa and 592nd in the world), Access Bank Plc (4th in Nigeria, 18th in Africa
and 630th in the world) and United Bank for Africa (5th in Nigeria, 25th in Africa and 856th in the world).
The sample size for the study was determined using the statistical formula at a significance level of 0.08.
According to Ahuja (2001), an acceptable error level traditionally is up to ± 0.05 or ± 0.10 (i.e., 5 or 10
percentage point). The sample size formula is given by:
𝑁
𝑛−
1 + 𝑁(𝑒)2
where n= sample size;
N= population and
e = error or significance level
In this study, N = 919 (i.e. the total top management staff of sampled banks) and e = 0.08.
Therefore, n =

919
1+919(0.08)2

= 134
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Hence the sample size of the study was 134. The sample size will be proportionately distributed among the
sample banks to ensure each of the banks are evenly represented.
Table 3.2 Sample of the Study
S/n Banks
Population
1
Zenith
428
2
GTB
33
3
FBN
58
4
Access
309
5
UBA
68
6
JAIZ
23
Total
919
Source: Generated from table 3.1

Sample
62
5
8
45
10
3
134

Furthermore, for the survey, questionnaires will be handed over to the senior risk managers and personnel
from the risk management department of the sampled banks. These personnel will be asked to guide the
researcher with most knowledgeable and experienced people (at least having 3 to 5 years’ experience in
dealing risk management) who can provide most useful responses related to risk management practices.
Then the researcher will make a decision to select the respondents from referred persons based on their
experience and knowledge. Also, respondents will be selected based on their willingness to participate in
the current research study.
The biasness associated with purposive sampling technique is mitigated by selecting respondents based on
their experience in dealing risk management with the help of senior risk managers. Also, the questionnaires
will be completed without the intervention of the researcher. Since this research study looks into the risk
management practices of Islamic and conventional banks. It was considered essential that the survey would
only be collected from the senior management and personnel, who plays a vital role in managing risks and
are directly involved in the risk management process.
3.5 Method of Data Collection
For the purpose of this study, both the primary and secondary sources of data collection will be used. The
primary source of data collection involves the use of questionnaire. Questionnaire technique is used to
collect primary data, because previous empirical studies have carried out quantitative research design and
have employed a questionnaire technique to investigate risk management practices of banks (Hussain and
Al-Ajmi, 2012; Khalid and Amjad, 2012; Rehman, 2016). In addition to the primary source, his study will
also employ the secondary method of data collection. The secondary data will be collected from the annual
reports and financial statements of the sampled banks from 2013 - 2017. The Nigeria stock exchange will
be an appropriate resource center for the required secondary data. The choice of the sources and methods
of data collection was influenced because it is considered broader in sense and based on more general
concepts of risk management practices.
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3.6 Reliability and Validity of Primary Data
Though the research instrument have been used and validated by previous researcher (Rehman, 2016), there
is need to conduct a validity test as the instrument is being used in a different economic environment. The
research instrument will be given to the research supervisor, a Professor in Accounting department and two
top bank officials in charge of risk management one from each of the Islamic and conventional banks. The
corrections, suggestions and recommendations gathered will be implemented before conducting the pilot
study.
Reliability enables researchers to estimate the error within the data. The larger the reliability, the smaller
the error and vice versa. Measures with high reliability will provide scores that are close to true scores
(Punch, 2005). Reliability is measured the measure of internal consistency of the research instrument. The
Cronbach alpha method will be used to test the internal consistency of the research instrument. Data is
considered reliable if coefficient value is equal or greater than 0.70 (Nunnally, 1978; Nunnally and
Bernstein, 1994; De Vaus, 2002; Hair et al., 2010).
3.7 Variables of the study
Dependent Variable
Risk Management Practices (RMP): RMP is a dependent variable which will be evaluated on the
following aspects: Experienced and knowledgeable staff working in the risk management department of
banks, training in risk management, written risk management (RM) policies, guidelines and procedures to
manage risks, bank’s objective includes risk management as one of their main objectives, and application
of the Basel Accord and regulatory principles by banks as used by Rehman (2016).
Independent Variables
Independent variables are those that cause changes in another variable. In this model, understanding risk
and risk management; risk identification; risk assessment and analysis; risk monitoring and reporting; credit
risk analysis; liquidity risk analysis; and risk governance are independent variables. Because all of these are
causing change in risk management practices of banks, each of these variables is important to measure to
examine the risk management practices of banks. According to Rosman (2009), these variables have a
positive relationship with risk management practices. The positive relationship is expressed as any change
(increase/ decrease) in independent variables that will cause changes (increase/ decrease) in the risk
management practices in the same direction. A study by Rehman (2016) and Al-Tamimi and Al-Mazrooei
(2007) supports the use of such approach and shows positive relationship between RMP and aspects of risk
management process. Following are the independent variables:
 Understanding Risk and Risk Management (URRM): URRM is measured on the following
aspects: understanding of risk and risk management in banking staff, risk management
responsibility, and the importance of risk management in banks Rehman (2016) and Al-Tamimi and
Al-Mazrooei (2007)
 Risk Identification (RI): RI is assessed by the following: identifying and prioritizing risks, risk
identification at the transaction or portfolio level, and systematic identification of investment
opportunities Rehman (2016) and Al-Tamimi and Al-Mazrooei (2007).
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Risk Assessment and Analysis (RAA): RAA is measured by following: analysis of likelihood of
risks, assessment of cost and benefit, and application of quantitative and qualitative techniques to
analyse risk Rehman (2016) and Al-Tamimi and Al-Mazrooei (2007).
Risk Monitoring and Reporting (RMR): RMR is estimated by evaluation of risk management and
control system within the bank, implementation of action plan, communication and reporting lines
within a bank Rehman (2016).
Credit Risk Analysis (CRA): CRA is assessed with the following aspects: credit worthiness
analysis, application of the 5 Cs, and the credit-scoring model Rehman (2016) and Al-Tamimi and
Al-Mazrooei (2007).
Liquidity Risk Analysis (LRA): LRA is measured based on liquidity risk strategy, role of asset
and liability management committee, funding resource requirements, stress testing and scenario
analysis techniques used by banks Rehman (2016) and Al-Tamimi and Al-Mazrooei (2007).
Risk Governance (RG): RG is assessed on aspects such as a risk appetite framework in the bank,
the role of the board of directors, and executive committees i.e. risk committee, audit committee,
the role of the CEO and CRO, compensation of executives, transparency and disclosure of bank
information Rehman (2016).

Control Variables
Bank type will be used as the control variable for the study. For the purpose of this study, bank type will be
used an s a dummy variable. I will be assign for Islamic bank and 0 if otherwise.
3.8 Technique of Data Analysis
The study will use descriptive statistics student t-test, correlation and regression analysis. These techniques
will be used to test hypotheses in their null form to arrive at a logical conclusion.
Descriptive statistics
The descriptive statistics analysis is a description of variable it shows the mean, standard deviation,
minimum and the maximum values of the variables of the study.
Independent sample t-test
The student independent sample t-test will be used to test if significant difference exist between the risk
management practices of both Islamic and conventional banks.
Correlation Analysis
The correlation analysis shows the correlation coefficients on the relationship between the dependent
variable and independent variables. The values of the correlation coefficient range from -1 to 1. The sign
of the correlation coefficient indicates the direction of the relationship (positive or negative); the absolute
value of the correlation coefficient indicates the strength, with larger values indicating stronger
relationships.
Multiple Regressions Analysis
Multiple regression analysis is an extension of simple regression analysis, because in multiple regression
analysis, more than one independent variable are used to determine the dependent variable. Variables that
are being determined, predicted or explained by mathematical equation is referred to as dependent variables,
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while the variables used in determining or predicting is called the independent variable. Thus, any
regression model that involves more than one independent variable to a single variable is called multiple
regression analysis (Aminu, 1995).
Furthermore, regression analysis will be used to test the effect factors that cause changes in risk
management on risk management practices of Islamic and conventional banks operating in Nigeria. In line
with this, a model was adopted for the study.
RMP= f (URRM, RI, RAA, RMR, CRA, LRA, RG, Bank type)
= ß0 + ß1URRMit + ß2RIit + ß3RAAit + ß4RMRit + ß5CRAit + ß6LRAit + ß7RGit + ß8Bank typeit
Where:
RMP = Risk Management Practices
URRM = Understanding Risk and Risk Management
RI = Risk Identification
RAA = Risk Assessment and Analysis
RMR = Risk Monitoring and Reporting
CRA = Credit Risk Analysis
LRA = Liquidity Risk Analysis
RG = Risk Governance
Bank type = Type of bank
4.0
DISCUSSION OF THE RESULTS
Frequency Analysis of Banks
Content Analysis of Islamic Banks
Table 4.1: Frequencies of Risk Profile of Islamic banks
S.no Risk Profile
% change 2008 2009
2008-2013
1
Credit risk
150%
48
66
2
Liquidity risk
46.15%
13
19
3
Market risk
119.44%
36
47
4
Yield/ profit rate risk 200%
3
4
Foreign
exchange
5
64.28%
14
17
risk
6
Operational risk
169.23%
26
45
7
Equity position risk
62.50%
8
10
8
Equity Price risk
0
1
2
9
Reputational risk
0
0
0
10
Regulatory risk
0
0
0
11
Hedge risk
0
0
0
12
Settlement risk
0
0
1
13
Country Risk
0
0
1
14
Shariah risk
0
0
2
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2010

2011

2012

2013

77
18
54
6

85
19
56
6

88
18
56
6

120
19
79
9

18

21

21

23

51
12
1
0
0
0
1
1
2

60
13
1
1
0
0
1
3
1

55
10
1
1
0
0
1
3
2

70
13
1
1
0
2
1
3
2

Table 4.1 shows frequencies of the risk profile of Islamic banks from the year 2008 to 2013. The results
highlight that disclosure of credit risk is higher among all risks from the year 2008 to 2013 with 150%
change from 2008 to 2013. This result is consistent with the previous studies conducted by Hassan (2009)
and Arrifin et al. (2009), who stated that credit risk is the most important risk in Islamic banks. Whereas,
market risk is the second highest disclosed risk, among other risks, except for the year 2011. As, operational
risk is the second highest disclosed risk in the corresponding year. The market risk disclosure shows
119.44% change from the year 2008 to 2013. Whereas, operational risk shows 169.23% change from the
year 2008 to 2013. Operational risk disclosure is the third highest risk disclosed in the Islamic banks from
2008 to 2013. Foreign exchange risk is disclosed 23 times in the year 2013 with a 64.28% increase from
the year 2008. Whereas, yield/ profit rate risk shows 200% change from the year 2008 to 2013. Disclosure
of equity price risk, reputation risk, regulatory risk, hedge risk, settlement risk and country risk is very low.
However, disclosure of Shariah risk is very low over the selected time period. This result is consistent with
the results of a study conducted by Ariffin et al. (2009), who revealed that Shariah non-compliance risk is
ranked least important risk by Islamic banking respondents. Disclosure of Shariah in the annual reports of
Islamic banks provides assurance that the bank is working within Shariah guidelines. Disclosure of Shariah
non-compliance risk is very low in all the selected years. Hamidi (2006) stated that Islamic bank’s failure
to comply with Shariah will result in a decline in the reputation of the banks and that will encourage
customers to withdraw their funds which will further lead to the liquidity crisis for the banks. There is a
need for more development and disclosure of Shariah non-compliance risk in order to assure stakeholders
that Islamic banks are complying with the Shariah law (Besar et al., 2009). Darmadi (2013) suggested that
Islamic banks who have a complex business cycle should manage following four risks: legal risk,
compliance risk, strategic risk and reputation risk.
Table 4.2: Risk Management Profile of Islamic banks
S.no Risk Profile
%
change 2008 2009
2008-2013
1
Credit risk
125%
4
3
2
Liquidity risk
0.00%
1
1
3
Market risk
0.00%
3
3
Yield/ profit rate
4
0%
0
0
risk
Foreign
5
0.00%
0
0
exchange risk
6
Operational risk 140.00%
5
9
Equity position
7
0.00%
0
0
risk
8
Equity Price risk 0
0
0

2010

2011

2012

2013

5
1
4

5
1
4

9
1
3

9
1
3

0

0

0

0

1

1

2

3

13

16

15

12

0

0

0

0

0

0

0

0

From the table above, it indicates the frequencies of the risk management profile of the banks. The results
show that Islamic banks disclose slight information on the management of different risks. Credit risk
management is disclosed 9 times in the year 2013, liquidity risk management is disclosed 1 time in an
Islamic bank, market risk management is disclosed 3 times, and there is no information disclosed on yield/
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profit rate risk management, equity price risk management and equity position risk management. Whereas,
foreign exchange risk management is disclosed 3 times. Also, information disclosure on operational risk
management is more than other risks. But, the disclosure of operational risk management declined in the
year 2013. Whereas, percentage change from year 2008 to 2013 of operational risk management is 140%,
which is relatively high. The findings of risk management profile lack in terms of guiding principles of risk
disclosure presented by the Basel Committee on Banking Supervision (2014c), which stated that banks
should disclose information on emerging risks and how they manage these risks.
Analysis of Conventional Banks
Table 4.3: Risk Profile of Conventional Banks
S.no
Risk Profile
% change 2008- 2008
2013
1
Credit risk
66%
94
2
Liquidity risk
213.00%
15
3
Market risk
26.83%
82
Yield/ profit rate
4
18%
28
risk
Foreign
5
333.00%
3
exchange risk
6
Operational risk 72.72%
11
Equity position
7
121.73%
46
risk
8
Equity Price risk 22.22%
9
9
Reputational risk 50%
8
10
Regulatory risk
125%
4
11
Hedge risk
0
0
12
Settlement risk
0
0
13
Country Risk
40%
5
14
Shariah risk
72.72%
11

2009

2010

2011

2012

2013

112
18
82

136
31
88

141
38
92

140
38
92

156
47
104

22

36

36

38

33

3

20

6

24

13

13

17

15

17

19

62

74

90

82

102

7
8
6
0
1
4
12

12
13
5
0
1
7
14

10
13
6
0
2
4
18

11
12
11
1
3
7
17

11
12
9
4
3
7
19

Table 4.3 illustrates the risk profile of conventional banks over the time period of 2008 to 2013. The results
also show that the percentage changes in the risk profile disclosure from the year 2008 to 2013. The results
highlight that from the year 2008 to the year 2013, credit risk is the most disclosed risk followed by market,
operational and liquidity risks. According to the frequency results for the year 2013, conventional banks
are giving importance to the disclosure of credit risk (156) followed by the market risk (104), operational
risk (102), and liquidity risk (47). Because, banks are required to disclose detail about their four main risks,
credit risk, market risk, liquidity risk and operational risk by the Basel II regulations. Also, Credit risk is
considered most important risk in the banking industry due to its nature of business of borrowing and
lending. Ahmad and Ahmad (2004) recommended that credit risk is higher in the financial institution due
to a general expectation of its exposure to loss. They also stated that credit risk is important for both banking
system i.e. Islamic and conventional banks due to different reasons such as; regulatory capital requirement,
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loan loss provision, risk-weighted assets, management efficiency of bank and loan exposure to risky sectors.
Most of the researchers have found that credit risk is mostly faced risk in the banking business (Al-Tamimi
and Al-Mazrooei, 2007; Hussain and Al-Ajmi, 2012). According to the results of percentage change from
the year 2008 to 2013, yield/ interest rate risk (333%), liquidity risk (213%), reputational (125%) and
operational risk (121.73%) disclosure have increased more than other risks, followed by foreign exchange
risk (72.72%), country risk (72.72%), credit risk (65.95%), equity price risk (50%), settlement risk (40%),
market risk (26.83%), equity position risk (22.22%) and interest rate risk (17.86%).
4.4 Risk Management Profile of Conventional Banks
S.no

Risk Profile

1
2
3

Credit risk
Liquidity risk
Market risk
Yield/
profit
rate risk
Foreign
exchange risk
Operational risk
Equity position
risk
Equity
Price
risk

4
5
6
7
8

%
change
2008-2013
1.29
5.00
0.50

2008

2009

2010

2011

2012

2013

7
2
10

10
4
15

10
8
15

13
8
22

11
9
17

16
12
15

0.00

2

1

3

3

3

2

0.00

0

2

2

2

2

2

2.33

9

20

20

32

20

30

0.00

0

0

0

0

0

0

0.00

0

0

0

0

0

0

Table 4.4 reveals the results of the risk management profile of conventional banks from the 2008 to the year
2013. According to the frequency results of the year 2013, conventional banks disclose operational risk
management (30), credit risk management (16), market risk management (15), and liquidity risk
management (12) in their annual reports. Conventional banks did not disclose any information on equity
position risk management, equity price risk management and yield/ interest rate risk management. Whereas,
interest risk management and foreign exchange risk management is disclosed 2 times in the year 2013.
Table 7.7 also illustrates the percentage change in risk management profile of conventional banks from the
year 2008 to the year 2013. Disclosure on credit risk management is increased by 128.57% from year 2008
to 2013 followed by liquidity risk management, Market risk management and operational risk management
by 500%, 50% and 233.33%.
Correlation Matrix
Spearman’s Rho Correlation Spearman correlation is used when the assumptions of parametric test are
violated. Spearman correlation is applied when the data are ordinal, such as Likert scales and data is not
normally distributed.
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Table 4.5: Spearman’s Rho Correlation Matrix on Aspects of Risk Management Process of Islamic
Banks
RRM
RI
RAA RMR CRA LRA RG
URRM
1
RI
.590 1
RAA
.677 .604 1
RMR
.720 .562 .666 1
CRA
.450 .384
.579 .630 1
LRA
.285 .480 .572 .569 .569 1
RG
.767 .607 .605 .776 .530 .573 1
Table 4.5 shows the results of non-parametric Spearman correlation on Islamic banking data. A correlation
coefficient exceeding 0.70 shows the problem of multicollinearity. The results show that there exists no
strong correlation between URRM and RI (r=.590), RAA and URRM (r=.677), URRM and CRA (r=.450),
URRM and LRA (r=.285), RI and RAA (r=.604), RI and RMR (r=.562), RI and CRA (r=.384), RI and LRA
(r=.480), RI and RG (r=.607), RAA and RMR (r=.666), RAA and CRA (r=.579), RAA and LRA (r=.572),
RAA and RG (r=.605), RMR and CRA (r=.630), RMR and LRA (r=.569), CRA and LRA (r=.569), CRA
and RG (r=.530), LRA and RG (r=.573). However, the results show that there exists correlation between
URRM and RMR (r=.720), URRM and RG (.767), and RMR and RG (r=.776) as per rule of thumb given
by Anderson et al. (1990). This problem can be controlled by eliminating each of these variables from the
model when regression analysis will be estimated. For example, when URRM is added in regression
equation, RMR and RG will be eliminated to reduce the influence of RMR and RG on URRM, whereas,
when RMR is added in regression equation, URRM and RG will be eliminated from the model to reduce
the effect of URRM and RG on RMR. And lastly, when RG is added in the regression equation, URRM
and RMR is eliminated from the model to reduce their effect on RG. Conversely, according to a study of
Bryman and Cramer (1994) there exists no correlation among a pair of independent variables. Hence, we
can use all independent variables in the regression equation to see their effect on risk management practices
of Islamic banks
Table 4.6: Spearman’s Rho Correlation Matrix on aspects of Risk Management Process of
Conventional Banks
URRM RI RAA RMR
CRA
LRA RG
URRM
1
RI
.336
1
RAA
.698 .220
1
RMR
.511 .553
.480
1
CRA
.338 .449
.310 .669
1
LRA
.430 .326 .488 .713 .446
1
RG
.549 .556 .408 .733 .525 .554
1
Table 4.6 shows the results of non-parametric Spearman correlation on conventional banking data. A
correlation coefficient exceeding 0.70 shows the problem of correlation among explanatory variables.
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Results show that there exists no strong correlation between URRM and RI (r=.336), RAA and URRM
(r=.698), URRM and RMR (r=.511), URRM and CRA (r=.338), URRM and LRA (r=.430), URRM and
RG (r=.549), RI and RAA (r=.220), RI and RMR (r=.553), RI and CRA (r=.449), RI and LRA (r=.326), RI
and RG (r=.556), RAA and RMR (r=.480), RAA and CRA (r=.310), RAA and LRA (r=.488), RAA and
RG (r=.408), RMR and CRA (r=.669), CRA and LRA (r=.446), CRA and RG (r=.525), LRA and RG
(r=.554). However, results also show that there exists a correlation between RMR and LRA (r=.713), and
RMR and RG (r=.733) according to the correlation coefficient given by Anderson et al. (1990). This
problem can be handled by eliminating each of these variables from the model when regression analysis is
estimated. For example, when RMR is added in regression equation, LRA and RG will be eliminated from
the model to cut the influence of the LRA and RG on RMR. Whereas, when LRA and RG are included in
the regression equation, then RMR is eliminated to reduce the influence of RMR on LRA and RG. Whereas,
according to Bryman and Cramer (1994) there exists no potential problem of multicollinearity among pair
of variables as correlation coefficient is less than 0.80.
Table 4.7: Spearman’s Rho Correlation Matrix on aspects of Risk Management Process of all banks
URRM
RI
RAA RMR CRA LRA RG
URRM
1
RI
.461
1
RAA
.703
.403
1
RMR
.616
.548 .572 1
CRA
.402
.414 .450 .657 1
LRA
.306
.310 .519 .625 .471 1
RG
.657
.586 .508 .763 .521 .507 1
Table 4.7 shows the result of correlation coefficient among variables. Anderson et al. (1990) suggest the
rule of thumb to see if there exists a correlation between variables. According to them, a correlation
coefficient exceeding 0.70 indicates a potential problem. On the other hand, Bryman and Cramer (1994);
Judge et al. (1985); Bryman and Cramer (1997) and Ho and Wong (2001, p.148) indicated that the
correlation coefficient between each pair of independent variables should not exceed 0.80 otherwise that
will be an indication of multicollinearity among pairs of variables. Results reveal that there is a positive
relationship among all variables. And there exists no problem of multicollinearity among URRM and RI
(r=0.461), URRM and RMR (r=0.616), URRM and CRA (r=0.402), URRM and LRA (r=0.306), URRM
and RG (r=0.657), RI and RAA (r=0.403), RI and RMR (r=0.548), RI and CRA (r=0.414), RI and LRA
(r=0.310), RI and RG (r=0.586), RAA and RMR (0.572), RAA and CRA (r=0.450), RAA and LRA
(r=0.519), RAA and RG (r=0.508), RMR and CRA (r=0.657), RMR and LRA (r=0.625), CRA and LRA
(r=0.471), CRA and RG (r=0.521), and LRA and RG (r=0.507). However, results indicate that there exists
a minor problem of multicollinearity (Anderson et al., 1990) between URRM and RAA (r=0.703); and
RMR and RG (r=0.763). This problem can be handled by eliminating each of these variables from the model
when regression analysis will be applied. For example, when URRM is added in regression equation, we
will eliminate RAA from the model to reduce the influence of RAA on URRM and when we add RMR, we
will eliminate RG from the model to cut the effect of RG on RMR and vice versa. Whereas, with reference
to Bryman and Cramer (1994), Judge et al. (1985); Bryman and Cramer (1997) and Ho and Wong (2001,
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p.148) the result of the correlation matrix does not show any potential problem of multicollinearity as the
value of coefficient is less than 0.80.
5.0
CONCLUSIONS AND RECOMMENDATIONS
5.1 Summary of the Finding
The following are the findings based on types of risks faced by banks, risk mitigation and measuring
techniques, risk identification methods used by Islamic and conventional banks operating in Nigeria:
1. The main risks faced by Islamic banks are credit risk, liquidity risk, market risk, operational risks, the
rate of return risk and foreign exchange rate risk; whereas, conventional banks are facing credit risk,
market risk, liquidity risk, operational risks, interest rate risk and foreign exchange risk.
2. Islamic banks are using following risk measuring techniques such as: gap analysis, credit rating of the
prospective investor, value at risk, internal rating system, and duration analysis. Whereas, conventional
banks are using credit rating of prospective investors, internal rating system, duration analysis,
simulation technique, and gap analysis to measure risks.
3. Islamic banks are using collateral arrangements, internal risk rating, guarantees, securitization, off
balance sheet netting and on balance sheet, netting to mitigate risks; whereas, conventional banks are
using collateral arrangement, guarantees, internal risk rating, loan loss provision, on balance sheet
netting and off balance sheet netting to mitigate risks.
4. Islamic banks are using risk survey, inspection by bank staff, financial statement analysis, scenario
analysis and stress testing, whereas, conventional banks are employing financial statement analysis,
audit and physical inspection, risk survey, stress testing, and scenario analysis to identify their risks.
5. Regression results show that URRM, CRA and RG are the most contributing variables in risk
management practices of conventional banks operating in Nigeria.
6. Regression results show that RI, RAA, CRA and RG are the most efficient and influencing variables in
risk management practices of Islamic banks operating in Nigera.
5.2 Conclusions
The findings of the data analysis showed that risk identification, risk assessment and analysis, credit risk
analysis and risk governance are more efficient and influential variables in contributing to the risk
management practices of Islamic banks operating in Nigeria. On the other hand, understanding risk and risk
management, credit risk analysis, and risk governance are the most significant and contributing variables
in the risk management practices of the conventional banks. In addition, there exists a difference between
Islamic and conventional banks in regards to risk identification, risk management practices, liquidity risk
analysis, and risk governance. The liquidity risk analysis, understanding risk and risk management, and risk
monitoring and reporting are weak in Islamic banks. Whereas, risk assessment and analysis is inadequate
in conventional banks. These factors are negatively contributing in banks’ risk management practices in
Nigeria. Banks should analyse further why these aspects of risk management processes are not positively
associated with the risk management practices.
5.3 Recommendations
Generally, this research suggests that Islamic banks, conventional banks, the State Bank of Nigeria and
banking regulatory authority should improve the current risk management practices in the banking industry
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of Nigeria. This study has highlighted the weaknesses and flaws in the risk management practices of Islamic
and conventional banks operating in Nigeria. This study is considered helpful for the Nigerian banking
industry as a better way for managing risk exposures based on standard banking concepts. However, there
is still a need that one should consider that the implementation of the comprehensive risk management
practices require strong commitment, involvement, and cooperation of the board of directors to the front
line officers. Particularly, following recommendations are suggested by the current research study:
1. There is a need to train the banking staff from time to time, because risk management in an ever evolving
topic. New regulations have been introduced by the regulatory authorities, especially after the financial
crisis of 2008. Also, the quality of the training needs to be critically evaluated and revised with time.
As, the managers of Islamic banks have asserted their concern related to the lack of training programmes
for Islamic banks’ staff.
2. Disclosure on Shariah non-compliance risk is not clear in the annual reports of Islamic banks, which is
a question mark on the credibility of Islamic banks, as Islamic banks are supposed to do their business
activities based on Shariah laws and principles. Moreover, Islamic windows of conventional banks
should elaborate on risk management practices in their annual reports as Islamic banks are based on
Shariah rules and regulations.
3. It has been seen that many financial institutions have disclosed the same information qualitatively over
time and there is a need to follow a risk disclosure framework, which is needed to be up to the date as
financial markets evolve.
4. Banks need to provide details on the risk management process, risk appetite, risk governance and risk
culture in their annual reports. As there is a lack of information on these subjects, which is considered
misleading and inadequate for the stakeholders and potential investors.
5. Islamic and conventional banks need to focus on the risk identification and prioritization processes. As
they have mentioned through questionnaires that it is difficult for them to identify and prioritise their
main risks. There is a need to make identification systems based on risk aggregation and risk
decomposition.
6. As findings illustrated that most of the Islamic and conventional banks are not having a chief risk officer
(CRO), there is a need to appoint CRO in the banks with clear roles and responsibilities related to
overseeing and monitoring the risk management function. The reporting lines between the CRO and
board of directors should be directed by and without the presence of executive directors.
7. There is a need to strengthen the risk management framework by employing step by step processes and
systems with adequate internal controls at different levels.
8. The banks need to give priority to increase the capacity of the board of directors to oversee risk
exposure. This will require improving the skills, experience and leadership of directors, which will result
in high performing board.
9. Results showed that risk monitoring process of the Islamic banks is weak. There is need to build up a
risk monitoring system by employing an independent authority to monitor the risk management
function, who has direct access to the board of directors, as lack of a proper risk monitoring system
leads to higher risk exposures for the banks.
10. Islamic banks are perceived to be using technically less advanced risk measurement techniques. So,
there is a need to devote adequate resources for risk measurement techniques by Islamic banks.
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11. The findings asserted that risk assessment and analysis process of conventional banks are weak. So, it
is recommended that conventional banks should strengthen their risk assessment process.
References
Abdullah, M., Shahimi, S., & Ismail, A. (2011). Operational risk in Islamic banks: examination of issues.
Qualitative Research in Financial Markets, 3(2), 131–151.
AbdulRahman, R., Alsmady, A., Ibrahim, Z., & Muhammad, A. D. (2014). Risk Management Practices In
Islamic Banking Institutions: A Comparative Study Between Malaysia And Jordan. The Journal of Applied
Business Research, 30(5), 1295–1304.
AbdulRahman, R., Ibrahim, Z., Tohirin, A., Muhammad, A. D., & Suryaputri, R. V. (2016). Risk
Management Practices in Islamic Banking Institutions : A Comparative Study between Malaysia and
Indonesia.
International
Journal
of
Sciences
and
Research,
72(12),
207–220.
https://doi.org/10.21506/j.ponte.2016.12.17
Abu-Hussain, H., & Al-ajmi, J. (2012). Risk management practices of conventional and Islamic banks in
Bahrain. The Journal of Risk Finance, 13(3), 215–239. https://doi.org/10.1108/15265941211229244
Ahmed, H. (2009). “Financial Crisis: Risks and Lessons for Islamic Finance”, ISRA International Journal
of Islamic Finance, 1(1), 7-32.
Ai-suwaidi, H. (2014). Management Strategy between Islamic and Non-Islamic Banks in UAE.
Alam, N. & Shanmugam, B. (eds.) (2007). Islamic Finance: The Challenges Ahead, Kuala Lumpur:
University Putra Malaysia Press. Working Paper series 2.
Ali, H. Al, & Naysary, B. (2014). Risk Management Practices in Islamic Banks in Kuwait, Review of Islamic
Economics. 2(1), 123–148.
Aliyu, D. M. (2016). Risk Management Practices in Islamic Banking Institutions : A Comparative Study
between Nigeria and Malaysia. International Institute of Islamic Banking and Finance.
Al-Omar Fuad A., & Iqbal, M., (2000). Some Strategic Suggestions for Islamic Banking in 21st Century.
Review of Islamic Economics, 9, 37-56
Al-Rahahleh 1. N., Bhatti I. N, & Misman N. F. (2019) Developments in Risk Management in Islamic
Finance: A Review. Risk Financial Manag.. 12(1), 37; ttps://doi.org/10.3390/jrfm12010037
`Al-Tamimi, H.A.H. (2002), “Risk management practices: an empirical analysis of the UAE commercial
banks”, Finance India, 16 (3), 1045-57.
Al-Tamimi, H.A.H. & Al-Mazrooei, F.M. (2007), “Banks’ risk management: a comparison study of UAE
national and foreign banks”, The Journal of Risk Finance, 8 (4), 394-409.
Anas E, and Mounira B. A., (2008). Managing Risks and Liquidity in an Interest Free Banking Framework:
The Case of the Islamic Banks. International Journal of Business Management, 3(2) 80-95.

590

Anderson, V. (2009). Research methods in Human Resource Management (2nd ed.). London: Chartered
Institute of Personnel and Development.
A-Rahman, Y., (2010). The Art of Islamic Banking and Finance: Tools and Techniques for CommunityBased Banking. John Wiley & Sons, Inc. New Jersey
Athanasoglou,P., Brissimis, S. N., & Delis, M. (2008). Bank - Specific, Industrial – Specific, and
Macroeconomic Determinants of Bank Profitability. Journal of International Financial Markets,
Institutions and Money, 18: 121-136
Audu, I. (2014). Risk management in financial service industry. (CBN) 10th Anniversary Commemorative
Edition. Abuja, Nigeria.
Awan, G. A., (2009). Comparison of Islamic and Conventional Banking in Pakistan. Proceedings 2nd
CBRC, Lahore, Pakistan November 14, 2009.
Ayub, M., (2007). Understanding Islamic finance. West Sussex, UK: John Wiley and sons.
Babatunde, A., & Olaitan, A. (2013). The Performance of Conventional and Islamic Banks in the United
Kingdom : A Comparative Analysis, Journal of Research in Economics and International Finance. 2(2),
29–38.
Baysinger, B. D. & Butler, H. N. (1985). “The role of corporate law in the theory of the firm”. Journal of
Law and Economics, 16(4) 179-191.
Bessis, J., (2002). Risk management in banking. 2nd Ed. West Sussex, United Kingdom: John Wiley and
Sons, Inc.
Choong, B., and Liu, M., (2009). Islamic banking; interest-free or interest based? Pacific Basin Finance
Journal, . 17, 125 – 144.
Christofferson, P. F. (2011). Elements of financial risk management. 2nd ed. Academic Press.
Clark, G. L. and Urwin, R. (2009). “Leadership, collective decision-making and pension fund governance”.
Rotman International Journal of Pension Management. 3(1) 179-191
Crouhy, M., Galai, D. & Mark, R.;. (2006). The Essentials of Risk Management. New York: McGraw-Hill
Egan, B. (2003). “Monitoring risk in the financial system”. Apra.gov.au. [online] Available at:
http://www.apra.gov.au/Speeches/Pages/03_19.aspx [Accessed: 28 Jan 2019].
Eid, W. K. (2011). Mapping the Risks and Risk Management Practices in Islamic Banking. Thesis
submitted to fulfil the requirements for the award of the Degree of PhD at Durham University.
Elasrag, H., (2011). Principals of the Islamic Finance: A focus on project finance. SSRN electronic journal.
1-58. Electronoic copy available ar http://ssrn.com/abstract=1806305
El-Qorchi, M., (2005). Islamic Finance Gears Up. Finance and Development, 42(4),. 46-50.
Fayyaz, A., (2006). Managing risk in financial sector. In M.S. Umer Eds.2006. Managing risk in financial
sector. Karachi: The Institute of Bankers Pakistan, .87-97.
591

Gallati, R., (2003). Risk management and capital adequacy. New York, USA: McGraw-Hill.
Ghosh, A., (2012). Managing risks in commercial and retail banking. Chichester, United Kingdom: John
Wiley and Sons Inc.
Graham, J. D. and Rhomberg, L. (1996). “How risks are identified and assessed”. The Annals of the
American Academy of Political and Social Science, . 15-24.
Grassa, R., 2012. Islamic banks’ income structure and risk: evidence from GCC countries. Accounting
Research Journal, 25(3), . 227-241.
Hassan, A. (2009), “Risk management practices of Islamic banks of Brunei Darussalam”, The Journal of
Risk Finance, 10 (1), pp. 23-37.
Hassan, M. H., Razzaque, S. and Tahir, S. M., (2013). Comparison of financial instruments in Islamic versus
Conventional banking system and liquidity management. African Journal of Business Management, 7(18),
1695-1700.
Henry, C.M. and Wilson, R., (2004). The Politics of Islamic Finance. Edinburg: Edinburgh University
Press.
Hussain, N., Latif, M., Hussain, T., Aslam, Z., Ali, M., & Khanam, M. (2014). Credit Risk Assessment and
Management Practices in Islamic Banks of Pakistan : A Qualitative Approach. Developing Country Studies,
4(21), 16–21.
Hussien, M. S. A. (2016). Risk Management in Islamic Banks : A Case Study of the Faisal Islamic Bank of
Egypt. International Journal of Economics and Management Engineering, 10(12), 4040–4048.
Iqbal, M. and Molyneux, P., (2005). Thirty Years of Islamic Banking: History, Performance and Prospects,
Palgrave Macmillan, New York, NY.
Iqbal, Z., and Mirakhor, A., (2007). An Introduction to Islamic Finance: Theory and Practice. John Wiley
& Son (Asia) Pvt. Ltd.
Ismal, R., (2010a). Strengthening and improving the liquidity management in Islamic banking.
Humanomics, pp.
18-35. Available
at: http://www.emeraldinsight.com/10.1108/ 0828 86
61011024977 [
Ismal, R., (2010b). The Management Of Liquidity Risk In Islamic Banks: The Case Of Indonesia . PhD
theses. Durham University. Available at Durham E-Theses Online: http://etheses.dur.ac.uk/550/
Ismal, R., (2013). Islamic Banking in Indonesia: New Perspectives on Monetary and Financial Issues, John
Wiley & Sons, Somerset, NJ, USA.
Jobst, A. A. (2007). The economics of Islamic finance and securitization. Washington, D.C.: International
Monetary Fund, Monetary and Capital Markets Dept.
Kamil, W., (2008). Introduction to Sukuk (ed.). Kuala Lumpur, Malaysia: RAM Rating Services Berhad.

592

Khan M.M., Bhatti, M.I., (2008). Development in Islamic banking: a financial riskallocation approach. The
Journal of Risk Finance, 9 (1), pp. 40-51.
Khattak, N. A., Rehman, K., Ullah, W., & Ullah, M. (2013). Risk management practices and attitude of
Pakistani Islamic banking system employees. African Journal of Business Management, 7(33), 3202–3211.
https://doi.org/10.5897/AJBM10.523
Kirkpatrick, G. (2009). “Corporate Governance Lessons from the Financial Crisis”. OECD Journal:
Financial Market Trends, 2009 (1).
Lewis, M., and Algaoud, L., (2001). Islamic Banking. Edward Elgar, Cheltenham. Los AngelesTimes, 8
April.
Muhammad, B., Khan, S., & Xu, Y. (2018). Understanding Risk Management Practices In Commercial
Banks : The Case Of The Emerging Market, Risk Governance and Control: Financial Markets &
Institutions 8(2), 54–62.
Nawaz, M. A., & Farzana, U. (2018). Investment Related Risk Management Practice by Islamic Banks in
Bangladesh, International Journal of Economics, Finance and Management Sciences. 6(4), 153–164.
https://doi.org/10.11648/j.ijefm.20180604.13
Obaidullah, M., (2005). Islamic financial services. Workig Paper. Islamic Economics Research Centre,
King Aabdulaziz University, Jeddah, Saudi Arabia.
Okere, W., Isiaka, M., & Ogunlowore, A. J. (2018). Risk Management and Financial Performance of
Deposit Money Banks in Nigeria. European Journal of Business, Economics and Accountancy, 6(2), 30–
42.
Owojori, A. A., Akintoye, I. R., & Adidu, F. A. (2011). The challenge of risk management in Nigerian
banks in the post consolidation era. Journal of Accounting and Taxation, 3(2), 23–31.
Pyle, D. H. (1997). Bank risk management. Institute of Business and Economic Research, University of
California, Berkeley.
Rahman, N.A.A., Abdullah, N.A.H. and Ahmad, N.H., (2012).Banking risk: ownership structure, moral
hazard and capital regulation. Saarbrucken, Germany: Lap Lambert Academic Publishing.
Rammal, H. G. and Zurbruegg, R. (2007). Awareness of Islamic banking products among Muslims: The
case of Australia. Journal of Financial Services Marketing, 12(1), pp. 65-74.
Rehman, A. A. (2016). A Comparative Study of Risk Management Practices between Islamic and
Conventional Banks in Pakistan. Thesis Submitted to the Cardiff Metropolitan University in Fulfillment of
the Requirements for the Degree of Doctor of Philosophy.
Renn, O., 1998. Three Decades of Risk Research: Accomplishments and Challenges. Journal of Risk
Research 1 (1), 49–71
Santomero, A. M. (1997) “Commercial bank risk management: an analysis of the process”. Journal of
Financial Services Research, 12 (2-3), pp. 83-115.
593

Scholes, M. S. (2000). “Crisis and risk management”. American Economic Review. 17-21.
Siddiqui, A., (2008). Financial contracts, risk and performance of Islamic banking. Managerial Finance,
34(10), 680-694.
Styger, P. and Wyk, T. (1998). “The Proposed Additional Capital Requirements for the Management of
Banks' Interest Rate Risk”. In: M. Bowe; L. Briguglio, L. and J. W. Dean (eds.) Banking and Finance in
Islands and Small States. Routledge.
Yasin, F. (2014). Comparative study of risk management practices of Islamic versus conventional banks in
Pakistan. IOSR Journal of Business and Management (IOSR-JBM), 16(1), 79–82.
Yimka, A. S., Taofeek, A., Abimbola, C., & Olusegun, A. (2015). Credit risk management and financial
performance of selected commercial banks in Nigeria. Journal of Economic & Financial Studies, 03(01),
1–9.
Yousfi, I. (2014). Risk Management Practices and Financial Performance in Jordan: Empirical Evidence
from Islamic Banks. International Shari’ah Research Academy for Islamic Finance, 6(5), 1–24.

594

FIRMS SPECIFIC ATTRIBUTES AND THE EXTENT OF COMPLIANCE WITH IFRS 7 BY
THE LISTED DEPOSITS MONEY BANKS IN NIGERIA.
BY
PROFESSOR HANNATU SABO AHMAD
Department of Accounting, Bayero University Kano – Nigeria.
Phone: 08132515270, Email: hannatusabo@yahoo.com
&
AHMED TANIMU ABDULLAHI
Department of Accounting, Bayero University Kano – Nigeria.
Phone: 08065508897, Email: atahmed20@gmail.com
ABSTRACT
The introduction of IFRS 7 by the IASB was meant to improve the quality of risk disclosure practice among
entities. In view of this, the paper set its main objective at examining the impact of the firm’s specific
attributes on extent of compliance with IFRS 7, by the listed DMBs in Nigeria. It employed an expo-factor
research design and selects a sample of total thirteen (13) listed DMBs, out of a total population of fifteen
(15) listed on the floor of Nigeria Stock exchange, for a period of five (5) years. The study proxy its
dependent variable with a degree of compliance with mandatory disclosure index (DCMDI), which is madeup of 121 mandatory items in the IFRS7 requirements, to measure the extent of each listed firm’s
compliance to the standard, and was subsequently regressed by the measured proxies of the explanatory
variables (Size, leverage, profitability, and types of auditing firm). The study found that listed DMBs in
Nigeria comply with IFRS 7 at an average insignificant level of 61%, and the regression results reveals that;
the listed DMBs in Nigeria are positively and significantly influenced by firm’s specific attribute like Size
and Leverage. Thus, the paper concluded that the extent at which the listed DMBs in Nigeria pay attention
to comply with IFRS 7 disclosure requirements is insignificant, this is despites the significant roles plays
by the specific attributes like size, leverage and profitability. And thus, recommended that there is need for
the regulators to strengthen the enforcement mechanism, to ensure that the DMBs in Nigeria pays
significant attention to compliance, by improving on their present insignificant level of 61% to at least 90%,
as required by the global best practice.
Key words: Compliance, disclosure index, firm’s attribute, banks
1.0 INTRODUCTION
This paper aim at examining the impact of firms specific attributes on the extent of compliance with IFRS
7 disclosure requirements, by listed DMBs in Nigeria. This is mainly based on the ground that in the last
fifty years, body corporates were face with dynamic forces of economic globalization, information
technology revolution, changes in the national policy directions, and the variants degree of transactions
strategic risks (credits risks, liquidity risk, and market risks) they are being exposed to. It’s also notes that
in the last two decades, there were changes in the reporting system, as over 140 nations have either adopted
or converged to the IFRSs and IASs with other interpretations statements introduced by IASB, because the
standards were adjudged as best breed of quality and principles, which removes many allowable accounting
alternatives, and aid in the provision of quality information for an informed decision making (Cai, et al.,
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2008; Assidi & Omri, 2012; and Herbert, et al., 2013). Therefore, this study looking at the large number of
nations that have adopted/converged to IFRSs, and its averred impact on financial statements, it deemed it
pertinent to examined studies on IFRSs, specifically studies on IFRS 7 (disclosure of risks information for
financial instruments transaction in financial statements) and those concerned with what motivates body
corporates to disclosed information in their financial statements.
In the first strands of studies reviewed, were studies that investigated compliance with IFRS across the
globe (Shehu & Masunda, 2015; Maina, et al., 2015; Budaraj & Sarea, 2015; Saidu & Dauda, 2014; Ezugwu
& Negedu, 2014; Rajhi, 2014; Mbetu, et al., 2014; Glaum, et. al, 2013; Abdullah, et al., 2012; Tsalavoutas,
2011; Alfaraih, 2009; Nobes & Zeff, 2008; Hodgdon, et al., 2008; Fekete et al., 2008; and Chatham, 2004),
because it is averred that the usefulness of the financial statements depends on the standard on which they
are based, and the extent of compliance to the disclosure requirement of such standards (Yahaya, et. al.,
2012; Glaum, et. al., 2013; Masoud, 2014; and Zango, et al., 2015). The paper found mixed results, and
also observed that two major categories of factors influenced entities to comply with IFRSs, which are the
firms’ specific attributes and governance variables.
Similarly, in the second strands of studies reviewed, which investigated the level of entities compliance
with IFRS 7 (Zango et al., 2015; Yakasai, 2014; Jobair, et al., 2014; Jonker, et al., 2013; Pucci & Tutino,
2013; and, Amoako & Asante, 2012), the paper notes same mixed results, which means that the extent at
which entities embraced quality risk reporting of IFRS 7 depends on certain factors. It also observed that
even though it is mixed results, but the limited studies conducted on developing economy in the public
domain, were found to comply at insignificant level to the standard. This indicates the failure of governance
oversight function to achieve quality risks reporting in the developing nation, and it validates the expressed
concerned by the stakeholders, on the rising compliance risks cost, and others compliance issues noticed in
the banking sector (Orioha, 2015; and Chima, 2014).
More also, based on the aforementioned studies, and posited stand of researchers (Gul & Leung, 2004; and
Wallace, et al. 1994) that where there are mixed results are found in research works, it could be as results
of several factors, this third strands of studies reviewed, which investigated the determinant of compliance
with IFRS 7 or risk disclosure (Bamber, et al 2016; Atanasovski, 2015; Ashfaq, et al. 2016; Al-maghzom,
2016; and Aryani, 2016). The paper also found mixed results, and notes that the major factors are more of
the firms’ specific attributes and governance variables. Hence, these reviews gave the study a better
understanding of the extent of works carried-out on the subject matter, and identified the existing gap in the
body of literatures.
Therefore, this study taking cognisance of the benefit of compliance, which includes; helping the entity to
identify the risks; minimised the possible resultant financial and non-financial loss, reduced investors’ risks;
aid to attract more investments capital, and improves the entity’s overall performance (IASB, 2016; and
Afolabi & Dare, 2015), its considered examining the impact of firm’s specifics attributes on level of
compliance with IFRS 7 by the listed DMBs in Nigeria. This is after observing the following gaps; there
limited studies on compliance with IFRS 7 in Nigeria, and even the existing ones have failed to provide
comprehensive information on the factors that influenced such compliance. To achieve the study’s
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objective, its distinguished itself from prior works on the following ground; it examined 121 mandatory
items out of the total 133 items of IFRS 7 to construct its disclosure index, because these items doesn’t
permit managerial discretion for disclosure decision, and there are useful sections in the annual reports and
account. Also, it employed the postulates of theories such as agency theory, signaling theory, and
institutional theory to guide it, because of the problem of asymmetry and firms size is considered as key
determinant of quantity of disclosure, and in the disclosure requirement of the financial instruments its
involves items that are credible, costless, feasible that entity should choose to provides. Thus, the main
research question for this study is:
What are the specific firms’ attributes that influenced the listed DMBs in Nigeria to comply with IFRS
7 disclosure requirements?
2.0
LITERATURE REVIEW
2.1 Financial instrument and its Disclosure requirements
The term financial instrument is transaction that involves trading on asset or packages of capital. It’s usually
come in two major types; cash instruments and derivatives. It is a transaction that involves contract, like
contractual right to deliver, to receive cash, and for one to have ownership evidence of an entity. This mean
that financial instrument is a transaction that usually gave rise to either financial assets of an entity, or a
financial liability or equity instrument of another entity, which could be cash or any other type of financial
instrument. Because of its risk nature, public entities that undertakes financial instrument transactions are
required to comply with the disclosure requirements of IFRS 7, so as to minimised and mitigate specific
risks associated with the transaction such as credit, liquidity, market and other inherent operational risks
that are therein, and to achieve good corporate governance practice.
IFRS 7 applies to all risks arising from all financial instruments, including those instruments that are not
recognised on-balance sheet, and it is for all companies in all industries, except those covered by another
more specific standard such as interests in subsidiaries, associates and joint venture, post-employment
benefits, share-based payment and insurance contracts. The objectives of IFRS 7, as posited by
Muthupandian (2008) is to provide more transparent financial statement to users of an entity’s financial
reports and accounts. From the make-up of the standard, its focused to impact significantly in two area of
research, which are value relevant (Wang et al., 2005; and Seow & Tam, 2002), and informative (Kravet &
Muslu, 2013; and Campbell et al., 2011). By prescribe provision of the standard, its aims at reducing
information asymmetry, promotes better transparency, and minimise the problem of agency conflict, which
is relevant to secured the contract efficiency and facilitate quality financial reporting (Watts & Zimmerman,
1990; Watts, 1977; Ball, 2001; Sun & Rath, 2008; Fakhfakh & Nasfi, 2012; and Christensen, et al., 2015).
Therefore, based on the scopes IFRS 7, it is applicable to all IFRS-compliant financial statements, which
include financial instruments not specifically excluded from its scope.
By the scope of IFRS 7, it provides for about 133 items as the total disclosure requirement, out of which;
49 of the items are related to risk, 38 are related to other requirements, 34 items are related to balance sheet
disclosure requirements, 10 are related to income statements, and 2 are related to adoptions and exemption.
In these requirements, there are about 105 items that are inherited from IAS 30, IAS 32 and IAS 39, and
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the remaining 28 of the items are new. Also, because of the strands strategic directions of the standard, it is
grouped by study Bamber, et al (2016) as follows; 57 hard rules, 47 soft rules and 29 principles. The hard
rules provide guidance to what is permissible in the future whereas the soft rules required the used of
adequate judgement, while the principles based requirements deals with the sensitive strategic risks like the
credit, liquidity and market risks. And finally, because there are two existing setting (mandatory and
voluntary) that entity can employed to disclosed financial information, and the mandatory disclosure setting
was considered as the most beneficial in terms of its process and outcome, as it limited managerial
discretions on the disclosure decisions, and for that reason the total items were group as 121 mandatory
disclosed items and 12 non-mandatory disclosed item.
2.2 Firms specific attributes and its influenced on Compliance with IFRS
In view of the significant paradigm shift in the field of accounting and finance, in the last two decades, there
are significant number of researchers that are interested in exploring research areas like the firms’ attributes,
determinants of risk disclosure practices, and the degree of compliance with disclosure requirement of
accounting standards like IFRS. Most of the studies conducted on this area, basically examined the annual
financial statements of entities that claim to comply with the specific IFRS or International standards, by
developing a self-constructed disclosure index that enable them to empirically investigates the various
firms’ degree of compliance with the standards. In some instance, they also examined the factors that
influence the entities to comply with such specific or general IFRS. From this studies, it shown that adopting
an international standard like IFRS have resulted in high-quality, transparent, and comparable financial
information for investors and other users, where the standards are implemented correctly (Shehu &
Masunda, 2015).
Although, some empirical studies on compliance with disclosure requirements of IFRSs, it shown that most
entities do not adequately complied with the disclosure requirement of accounting standards (Nobes, 2008;
and Ali, et al., 2004). This is despite the fact that compliance enables; entity to effectively communicates
the economic information of the firm (financial or nonfinancial, the entities’ financial position and
performance, helps to reduce the economy-wide transactions costs of communicating information among
various stakeholders, and allows managers to make more efficient real decisions and undertake transactions
within, outside and between firms (Owusu-Ansah, 1998; Agca & Onder, 2007; Hail, et al., 2009; and
Shehata, 2014). Based on these prior studies, two broad categories of factors are identified, which are; the
country’s specific factors and firms’ specific characteristics, whereby in some studies (Jarva & Lantto,
2011; Holthausen, 2009; Bischof, 2009; Lopes & Rodrigues, 2007; Ball, 2006; Glaum & Street, 2003; Street
& Gray, 2002; and Dumontier & Raffournier, 1995) the highlighted that some of major country’s specific
factors that could influence significant comply with IFRS or otherwise are; legal systems, culture, securities
regulation, capital market supervision and existence or inexistence of rigorous enforcement of accounting
standards. While, in other studies such as Owusu-Ansah, (1998), Agca and Onder (2007), Hail et al (2009),
Shehata (2014), Atanasovski (2015), Bamber, et al (2016), Ashfaq, et al. (2016), Al-maghzom (2016) and
Aryani (2016), they highlighted that firms specific characteristic like size, industry, listing status, leverage
or gearing of the company, ownership structure and concentration, profitability, type of auditor and some
corporate governance item that includes the existence of an independent audit committee influence
significant compliance with IFRS.
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Lastly, due to issues like the reporting environment, high level of government inefﬁciency, less efficient
capital market, corruption, and more importantly poor law enforcement authority in most country, which is
consider to hinders the enforcement effective compliance (Lin, 2012), it has encouraged more recent studies
(Bamber, et al., 2016; Atanasovski, 2015; Ashfaq, et al. 2016; Al-maghzom, 2016; Aryani, 2016; Elzahar
& Hussainey, 2012; Horing & Grundl, 2011; Hassan, 2009; and Marshall & Weetman, 2007) to focus more
on the firms’ specific attributes. In the light of the foregone, this study considered the following under listed
firms’ specific attributes that influence compliance with disclosure requirements of IFRS 7.
Firstly, the firm’s size is considered as one important firm’s specific attributes that could increase
compliance with disclosure requirements of accounting standard. It is an attributes that is considered to be
key determinant of quantity disclosure in both voluntary and mandatory reporting regimes (Berretta &
Bozzolan, 2004; Abraham & Cox 2007; Campbell et al., 2011; and others) as cited by Bamber et al., 2016).
Although, there is no specific study that was able to establish a clear theoretical basis for such relationship,
but because the reasons found in the postulates of the agency theory, institutional theory and political cost
theory seems to relates, it shows that the direction of the relationship can be positive under these theories.
It is based on this, that most literatures have based their rational in relation to association provided by;
agency theory and Institutional theory, and this is indicated by empirical findings of studies that show the
positive influence of size on compliance with accounting standard or disclosure practices. Their finding
shows that the size influence is positive irrespective of whether the entity is complying on mandatory or
voluntary basis (Abraham, et al., 2012; Miihkinen, 2012; Campbell et al., 2011; Dobler et al., 2011;
Abraham & Cox, 2007; Marshall & Weetman, 2007; Linsley & Shrives, 2006; Beretta & Bozzolan, 2004;
and Chalmers & Godfrey, 2004). On the positive side of the relationship between compliance with
disclosure requirements of accounting standards and size, there is overwhelming supports in literatures for
over decades now (Street & Bryant, 2000; Owusu – Ansah, 1998; Meek et al, 1995; and Wallace et al,
1994), that based on capacity large companies can operates over wide geographical areas, and can deal with
multiple products with several divisional units, as such they are likely to have well-built information system
that will enables them to track all financial and non-financial information for operational, tactical and
strategic purposes. While on the other hand, it is argued by studies (Wallace et al 1994; and Wallace &
Naser, 1995) that since large firms are visible and are susceptible to political attacks, which is in terms of
the pressure for the exercise of social responsibility, greater regulation such as price control and higher
corporate taxes, they may disclose less detailed information in their annual reports to avoid attention. Hence,
this paper expects that firm size in a well-structured setting with an efficient internal reporting system like
that of the listed DMBs in Nigeria, will because of monitoring, the need to minimised compliance costs and
external pressure disclosed significant risk information in accordance with IFRS 7 disclosure requirements.
Accordingly, the study hypothesised that.
Ho1: firm size does not have a significant impact on compliance with IFRS 7 disclosure requirements, by
the listed DMBS in Nigeria.
Secondly, the firm’s profitability; this is another important corporate attributes that literatures have shown,
that its predict and test the relationship between profitability and compliance with accounting standards or
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extent of disclosure (Gallery et al., 2008; and Ali et al., 2004). Although, the direction of such relationship
is said to be unclear (Lang & Lundholm, 1993), as the outcomes of most empirical researches tend to be
mixed, because some studies have found positive and significant association between profitability and
disclosure (Singhvi & Desai, 1971; and Owusu-Ansah, 1998), whereas in some (Meek et al., 1995) they
found that profitability has no effect on disclosure, while others studies like Wallace and Naser (1995) find
a negative association between them. From these studies, it can be said that the influence of a company’s
profitability on the level of accounting standards disclosure requirements can be positive, neutral or negative
depending on its performance, which support the argument that said firms will increase the amount of
information disclosed when it is favourable, and it is also normal to find firms that disclose more
information when the result is unfavourable (Skinner, 1994). Also, going by the findings of certain research
works like Singhvi and Desai, 1971; Wallace and Naser (1995); Meek et al., (1995); Inchausti, 1997;
Owusu-Ansah, 1998 Glaum and Street, 2003; Akhtaruddin (2005) it proved and shown that profitability
influence the extent of disclosure in annual reports, and it supports the perspective view of agency theory
and signalling theory, which asserted that the management of a highly profitable entity will comply with
the accounting standards by disclosing more information in order to; obtain personal advantage, justifying
their position and for compensation package (Inchausti, 1997). However, going prior empirical research
likes Meek et al., 1995; Malone et al., 1993; Juhmani, 2006; and Barako, 2007). Glaum and Street (2003),
and Ali et al. (2004) and Hodgdon et al. (2009), they found that there is negative relationship and
insignificant association between profitability and the level of information disclosure. Thus, the study states
its second hypothesis as follows;
Ho2: Firm’s profitability does not have significant impact on compliance with IFRS 7 Disclosure
requirements, by the listed DMBs in Nigeria.
Thirdly, the leverage, which is a significant factor that has been observed by several prior empirical studies,
and it is measured by the ratios like: debt to equity ratio, debt to total assets, total debts to equity, total
liability to total asset, and capital gearing ratio. The results obtained by most literatures shows that there is
existing relationship between leverage and disclosure levels (Meek et al., 1995; Chow & Wong Boren 1987;
Ferguson, et al., 2002; Alsaeed 2006; Iatridis, 2008; and Atanasovski, 2015), and that firms which are more
in debt are influenced by higher agency costs to disclose more information. Iatridis (2008) posits that firms
will provide extensive accounting disclosures when they use more debt than equity to finance their
operations, which thus affirms position of prior studies (Jenson & Meckling, 1976; and Myers 1977 as cited
in Ali et al., 2004) and they also asserted that agency costs are higher for companies with more debt in their
capital structure, and that firms with high debt tend to disclose more information to assure creditors that
shareholders and management are less likely to bypass their covenant claims. Also, firm are influenced to
disclosures more information, as their leverage increased, because they want to be seen inclined in
disclosing more information about sensitive accounting issues, such as gearing and risk profile in order to
reassure investors and lenders that it abides with the disclosure practices as enumerated by the accounting
regulation, and so that the provides disclosures made in their accounting information will reduces the
overall level of risk and allows for fund raising in the debts market.
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However, in the first study on compliance by Dumontier and Raffournier (1995) as cited in Ali et al. (2004)
they argued that increased disclosure of accounting requirement enhances the monitoring role of financial
statements, and it in turn reduces agency costs. Therefore, to understand the relationship between leverage
and level of disclosures, evidence of investigation from the reported findings by the prior studies reveals
mixed results, as Meek et al (1995) reported that the leverage ratio is negatively associated with the
disclosure index, Ferguson, et al (2002) report a positive association between information disclosure and
leverage, whereas Chow and Wong-Boren (1987), Wallace et al (1994) and Wallace and Naser (1995) find
no such statistical association. From the foregone, it clearly shows that compliance with disclosures
requirements of IFRS 7 have tendency of increasing with leverage, and this supported the argument of
scholars who are of the view that with leverage, firms will disclose detailed information to gain access to
the money market.
Ho3: Firm’s leverage does not have a significant impact on compliance with IFRS 7 disclosure requirement,
by the listed DMBs in Nigeria.
Fourthly, the ownership concentration, which is examined based on the ownership structure of a firm, it is
considers to be very paramount in motivating the management of a firm to comply in greater or lesser extent
to financial disclosure requirements. It has been proven to have positive and significant impact in prior
empirical studies (Chau & Gray, 2002; Prencipe, 2004; and Atanasovski, 2015), and this is supported by
the postulates and principle arguments of the agency theory; which states that when there is less
concentrated ownership structure (the company is without a dominant shareholder). Therefore, this paper
considers that the DMBs’ management will be motivated to disclose more information, so as to provide
better stewardship and disposed its obligations, and to avoid being monitored by large number of small
shareholders as averred by Jensen and Meckling (1976). The paper thus hypothesis that;
Ho4: Concentrated ownership does not have a significant impact on compliance with IFRS 7 disclosure
requirements, by the listed DMBs in Nigeria.
Fifthly, the types of auditing firm, the role of independent auditor was considered by most IFRS disclosure
studies, to have significant influenced in enhancing quality compliance with disclosure requirements of a
reporting standards. From prior studies (Street & Gray, 2002; and Atanasovski, et al., 2015) that
investigated the relationship between a firm’s disclosure level and the type of external audit firm engaged,
they found that an entities audited by a global accounting firm, are significantly associated with enhanced
compliance with disclosure requirements of the standard. Also, an evidence from studies like Palmer (2008)
finds that the quality of disclosure is higher for firms using one of the “Big 4” auditing firms (Deloitte,
Ernst Young, KPMG and PWC) than the ones using smaller audit firms, and the type of Auditor is also
associated with increased voluntary disclosure as showed by Raffournier (1995). From all these authors
results, it pointed out that big auditing firms do exercise influence on disclosure policies of client firms,
because they are under special scrutiny from regulators, and its confirmed the position of DeAngelo (1981),
who argued that larger auditing firms are worried more about their long-term established reputations and,
therefore, have more to lose if they fail to report errors or misrepresentations in the financial statements.
Thus, since larger auditing firms have greater influenced on entities to comply with IFRS 7 disclosure
601

requirements, as shown recent studies (Atanasovski, 2015; Atanasovki, et al, 2015), this paper thereby states
it hypothesis as follows;
Ho5: type of Audit firm engaged does not have significant impact on compliance with IFRS 7 disclosure
requirements, by the listed DMBs in Nigeria.
3.0
METHODOLOGY
3.1 Sample Selection
The population of this study is the entire 15 deposit money banks (DMBs) listed on the floor of Nigerian
stock exchange within the period of January 2012 and 31st December 2016. The population was reduced to
thirteen (13) listed DMBs, using a two broad filtering criteria of a judgemental sampling technique, which
aid the paper to generates the 5 years’ data needed, from the audited financial statements of the public
entities. The source data help the paper to measured its major to proxy variable (DV and EV) and provides
insightful evidence of the banks level of compliance with IFRS 7 and the factor that influenced such
compliance.
3.2 Research Model
The dependent variable is examined via the degree of compliance disclosure index of IFRS 7, proxy by
Degree of Compliance with Mandatory Disclosure Index (DCMID), and measured by the self-constructed
index of 121 mandatory items out of 133 required by IFRS 7. The disclosure index of each of the listed
entity is score 1 or 0 based on the disclosure made in the financial statements or in the notes. Thus, the total
of the index for each of the sampled DMBs and each periodic year is calculated by the formula below:
𝑛𝑗𝑡

DCMDI it =

∑𝑖=1 𝑋𝑖𝑖𝑡
𝑛𝑖𝑡

…………………………………………………………………. 1

Where:
DCMDI = Degree of compliance with the mandatory disclosure Index
∑= Summation or addition
Njt = Number of expected variables to be complied
Xi = Actual number of variables complied by sampled firms
𝑛𝑖𝑡 = Maximum number of variables expected to be comply by sample firms
This paper considers the method to be very relevant in examine compliance with IFRS 7, because it is being
proven by prior empirical studies (Al-Shammari, 2008; Kantudu, 2006; Barde, 2009; Amoako & Asante,
2012; Jonker et al, 2013; Yakasai, 2014; and Zango et al.,2015) that measure both mandatory and voluntary
disclosures to be a very reliable measurement device for corporate compliance. Thus, to grade the sample
DMBs degree of compliance with IFRS 7 disclosure requirement, the DCMDI results obtained is expressed
in percentage based on the following criteria depicted in Table 3.3 below to interpret the results, which is
consistent with prior studies like Kantudu (2006); Barde (2009; and Yakasai (2014).

602

Table 1: Criteria for Grading Compliance with IFRS 7 by Listed DMBs in Nigeria.
S/N
Percentage Score
Form
General Remarks
1.
80-100%
Strongly complied
Significant
2.
60 -79%
Satisfactory
Insignificant
3.
40 – 59%
weakly complied
Poor
4.
0 - 39%
Non-compliance
Extremely Poor
Source: Modified Grading Application of Standards Adopted from Kantudu (2006).
Also, based the hypotheses formulated above, the DMBs specific attributes (explanatory Variable), that
could influence compliance with the banks disclosures requirements of IFRS 7 were proxy and measure by
certain variables. Firstly, the size of the individual DMBs, is proxy by SIZE and is measured as a continuous
variable, based on natural logarithm of Total assets expressed in thousands of naira, which is a criterion
adopted by prior disclosure studies (Bamber et al., 2016). Secondly, the leverage of the individual DMBs,
was proxy by LEV and is measured through the ratio of firm’s total debt to its total asset value. Thirdly, the
ownership concentration of individual DMBs, is proxy by OWN and is measured by the shareholder
structure with 5% and more. Fourthly, the profitability of the individual DMBs, was proxy PROFIT, and is
measured through the ROA (Return on Asset), as ratio of firm’s net income for the year to the firm’s total
asset. And finally, the type of auditor engaged by the individual DMBs, was proxy by AUD, which is a
dummy variable, and its measured by scoring a firm 1 if the audit firm is among the Big 4 or 0 if it is another
audit firm different from the big 4. This paper employed these measures of variables because of the
peculiarity nature of the banking sector, and is in line with prior studies like Atanasoyski (2015) and Garko
(2015).
Finally, based on the explanations presented above regarding dependent and explanatory variables of the
study, the research model that describes the actual disclosure index is defined according to the following
equitation:
𝐷𝐶𝑀𝐷𝐼𝑖𝑡 = 𝛼0 + 𝑓𝑖𝑟𝑚 𝑠𝑝𝑒𝑐𝑖𝑓𝑖𝑐 𝐼𝑛𝑡𝑒𝑟𝑛𝑎𝑙 𝐴𝑡𝑡𝑟𝑖𝑏𝑢𝑡𝑒𝑠 (𝛼1 𝑆𝑖𝑧𝑒 + 𝛼2 𝐿𝐸𝑉 + 𝛼3 𝑂𝑊𝑁 + 𝛼4 𝑃𝑟𝑜𝑓 +
𝛼5 𝐴𝑈𝐷)𝑖𝑡 …..(2)
Where
𝐷𝐶𝑀𝐷𝐼𝑖𝑡 = Degree of compliance with Mandatory Disclosure Index of IFRS7 by the DBMs
SIZE = a natural Logarithm of the firm’s Total Assets
LEV = is the ratio of firm’s total debt divide by firm’s total Asset
OWN = Percentage of ownership concentration for shareholders in possession of more than 5% of common
shares
PROFIT = is the firm’s profit for the year divide by Firm’s total asset
AUD = Dummy variable, measure by scoring firm 1 for engaging any of the big 4 auditing firm, and 0 for
other audit firms.
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4.0
DISCUSSION OF RESULTS
4.1 Descriptive Statistics
The descriptive statistics for the panel variables of the sampled listed DMBs are presented in table 2. The
data are derived from the audited financial statements of the sampled listed DMBs, quoted on the floor of
Nigeria Stock Exchange for the period of five years (2012 – 2016).
Table 2: Descriptive Statistic of the variables
Summary of the Variables
Variable
Obs
Mean
Std. Dev.
Min
Max
DCMDI
65
0.6054708
0.1182834
0.2479
0.7851
Size
65
9.151671
0.3012455
8.1189
9.6755
LEV
65
0.9100723
0.7297988
0.1204
6.5756
OWN
65
0.3793769
0.2349442
0
0.8589
Profit
65
0.1387354
0.1548825
-0.8004
0.4064
Aud
65
0.9230769
0.2685431
0
1
Source: Self-Generated from annual report of the sampled Bank (2012- 2016) Using STATA 12.0
The statistic result in table 2 depicts all the variables used in the study, for the period of five (5) years. It
shows that the listed DMBs in Nigeria comply with the Mandatory Disclosure index of IFRS 7 at an average
level of about 60.5%, with insignificant variation of about 12% among the banks. Thus, based on grading
criteria in table 1, it implied that the management of the sampled banks pays insignificant attention in
complying with the basic disclosure requirements of IFRS 7, and the factors that influenced the insignificant
variation in the DCMDI among the banks, could be variables like timing of reports, the financial position
and performance. Also, the results in the table reveal that most of the explanatory variables; SIZE, LEV
and AUD have significant mean value of above 90%, while the remaining variable (OWN and PROFIT)
have insignificant average mean value of less than 38%, with a deviation with the range of 3% and 73%. It
therefore means that among the firm’s specific attributes that could influence DCMDI of IFRS 7, variable
like size, leverage and AUD could contribute positively and at significant level.
4.2 Correlation
This study used Pearson correlation analysis to examine the strength of the existing relationship between
the study’s two major variables, that is, it shows the relationship between the DCMDI of IFRS 7 in column
2 of table 3, and all the explanatory variables; firm’s specific attributes such as size, ownership
concentration, leverage, Profit and type of audit firms. The essence examining this relationship, was to
enable the study understand the pattern of the relationship among all the study’s pairs of variables stated in
the regressions model. Thus, table 3 shows how change in dependent variable cause change in the study’s
explanatory variables.
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Table 3: Correlation Matrix of the Explanatory Variables and the DCMDI of IFRS 7
DCMD
SIZE LEV
OWN
PROFIT AUD
VIF
I
DCMDI
1.0000
SIZE
0.5987 1.0000
2.53
LEV
-0.0199 -0.4423 1.0000
2.63
OWN
-0.4394 -0.4295 -0.0278 1.0000
1.37
PROFIT
0.3798 -0.0725 0.6533 -0.0687 1.0000
2.05
AUD
0.2451 0.5021 0.0231 -0.1566 0.2779
1.0000
1.59
Source: Generated by the Author from annual report of the sampled Bank (2012- 2016) Using STATA
12.0
From the result of the correlation matrix in table 3, it shows that the relationship between DCMDI and some
of the explanatory variables for the study such as SIZE, PROFIT, and AUD to be positively correlated with
a coefficient value of 0.5987, 0.3798 and 0.2451 respectively, while the remaining explanatory variables
LEV and OWN have negative correlation coefficient value of -0.0199 and -0.4394 with DCMDI of IFRS
7. A further analysis on the nature of relationship that exist between the DCMDI of IFRS 7 and the variables
with positive correlations, it reveals that the relationship varies, as SIZE have positive and strong
relationship with the DCMDI, while PROFIT and AUD have positive and weak relation with the DCMDI.
Also, to determine the presence of co-linearity problem, the paper carrying out a VIF (variance inflation
factor) test to confirm the existence of multi-co linearity. The test result gives a value within the ranges
value of a minimum of 1.10 to a maximum of 2.63, which is less than 5 and that implied there is absence
of the problem of co-linearity. This mean that there is no co-linearity problem between the study’s variables
for listed DMB in Nigeria, because as shown by the VIF value; the predictive ability of the independent
variables is not adversely affected by the relationship, and it thus fulfils the assumption of no multi-co
linearity in the models for the study.
4.3 Regression
This paper determined its best estimates among the variables, by performing multiple panel of regressions
to test the formulated hypotheses, where all the explanatory variables were considered and tested in the
model. It begins with Ordinary Least Square method (OLS), then performed regression robust after
correcting hetroskedasticity, and then went further to obtained the Fixed Effect (FE) and Random Effect
(RE) regression results, before running Hausman Specification as a final test to check for the presence of
endogenity in the model. The results of the regression model, that tests the nature and the significance of
the relationship that exists between the dependent variable and the explanatory variables study, is hereby
presented in Table 4 for model 2, it states the FE regression result that is shown to be significant, based on
Hausman Specification test, as the prob >chi2 = 0.0005, which is less than 0.05.
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Table 4 Regression Results
Fixed Effect
Variables
CONSTANT
SIZE
LEV
OWN
PROFIT
AUD
R Squared:
Within
Between
Overall

Coef.
-1.341736
0.2098197
0.0301569
-0.0046149
0.597596
0

Std
Error
0.6205308
0.0676923
0.0154704
0.0727166
0.4687378
Omitted

T

P> /t/

-2.16
3.10
1.95
-0.06
0.13

0.036***
0.003***
0.057**
0.950
0.899

0.1852
0.4736
0.4416

Rho
0.8302
F-value
16.84
u_t=0
0.0000
P value
Source: Self-generated from Annual Reports Data of the sampled DMBs (2012-2016), using STATA 12.0
Output. ***, ** and * indicate 1%, 5% and 10% significant levels respectively.
The result in table 4 shows FE regression test, it indicates that the overall r2 of the study, which is the
multiple coefficient of determination, to be about 0.442. This signifies that 44% of the total variation in the
DCMDI of IFRS 7 is cumulatively brought about by the examined explanatory variables (SIZE, LEV,
OWN, PROFIT and AUD) of the study, while the remaining variation of 56% is influenced by other factors
not consider by this model. The p value, which is 0.0000 implied that the model is fit and the variables are
appropriately selected, combined and used to examine the influence of the DCMDI of IFRS 7. Also, the
table 4.3 result depicts the individual FE estimation of the explanatory variables, where Banks’ size and
Leverage are shown to have positive and significant impact on the DCMDI at 1% and 5% respectively,
while profitability have positive but insignificant impact at above 10% on the DCMDI. However, the other
remaining explanatory variables like OWN have negative relationship and insignificant impact on
compliance with DCMDI of IFRS7, while AUD was omitted due to likelihood of biased and inconsistency
relationship with the dependent variable, as the variable has no FE estimation result. The problem of likely
biased and inconsistent relationship between the explanatory variable (Audit firm engaged) and the DCMDI
of IFRS 7 was corrected by the use of robust OLS test result (see appendix I), which indicated that Audit
quality has negative and significant relationship with degree of compliance with mandatory disclosure
requirement of IFRS7.
Therefore, based on the regressions test results obtained from the model 2, the study’s hypotheses were
tested as follows; the Ho1: which stated that firm size does not have a significant impact on compliance
with IFRS 7 disclosure requirements, by the listed DMBS in Nigeria, is thereby rejected based on the ground
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the FE regression coefficient of determinant is 0.003, which implied that firm size have positive and
significant impact on the degree of compliance with the disclosure requirement of IFRS 7. The finding of
this study is in conformity with the postulates of Agency theory and institutional theory, and is also in line
with the findings of prior empirical studies like Nahar et al. (2016); Al-Maghzom (2016); Horing and
Grundi (2011); Konishi & Ali (2007); Linsley and Shrives (2006); and Mohobbot (2005) that found positive
and significant of firms’ size on the degree of compliance with disclosure requirement of standards on risk.
However, the second hypothesis Ho2 which stated that Firm’s profitability does not have significant impact
on compliance with IFRS 7 Disclosure requirements, by the listed DMBs in Nigeria, was accepted based
on the over 10% significant level of the FE regression coefficient of determinants test result depicted by the
model. This implied that profitability does not have significant impact on the degree of compliance to
Mandatory disclosure requirement of IFRS 7, by the listed DMBs in Nigeria, which confirm to the findings
of most prior empirical studies like Aryani (2016); Atanasovski (2015); Al-Shammeri (2014); Horing and
Grundi (2011); Taylor, et al., (2010); and Konishi & Ali (2007). Also, test result is contrary to some
postulates of agency and signalling theory, which explained that a highly profitable firm will disclosure
more information for several benefits, and the nature of the relationship is expected to be positive at all
time.
More also, the third hypothesis Ho3 which posited that Firm’s leverage does not have a significant impact
on compliance with IFRS 7 disclosure requirement, by the listed DMBs in Nigeria, was tested and rejected
by the significant regression model coefficient of determination of 5%. This implied that leverage have
significant impact on the degree at which the listed DMBs in Nigeria comply with IFRS 7, which is in line
with the postulate of Agency theory and trade-off theory, and it confirmed to the findings of various prior
empirical studies like Nahar et al. (2016); and Aryani (2016). While the fourth hypothesis Ho4, which stated
that Concentrated ownership does not have a significant impact on compliance with IFRS 7 disclosure
requirements, by the listed DMBs in Nigeria was tested and accepted, based on the negative nature of
relationship and the insignificant impact it has on the degree of compliance with IFRS 7 disclosure
requirement with coefficient of determination of about 0.95 significant level. This implied that concentrated
ownership does not significant influence the listed DMBs in Nigeria to comply with IFRS 7 Disclosure
requirements, which is in line with prior empirical studies like Atanasovski (2015); Taylor et al. (2010);
Abraham and Cox (2007); Konishi & Ali (2007); and Mohobbot (2005). The finding of this study
contravene the postulates of Institutional theory that posited that because of the coercive pressure from the
internal and external stakeholders, bigger entities tend to disclose more information in their annual reports
and account.
Lastly, the fifth hypothesis of the study which stated that type of audit firm engaged does not have
significant impact on compliance with IFRS 7 disclosure requirements, by the listed DMBs in Nigeria, was
also accepted based on the FE regression model test result for the audit type, which though was omitted due
to likelihood of bias and inconsistence relationship with the degree of compliance with IFRS 7 disclosure
requirements. To resolve this, the study corrected the omitted problem associated with audit quality in the
FE regression model, by adopting the test result of the Robust OLS carried out (see appendix I), which
indicated that Audit type engaged has negative relationship with significant coefficient value that could
influence the degree of compliance with IFRS 7 disclosure requirement. Although, the finding of the study
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is contrary to prior empirical studies (Nahar et al. 2016; Atanasovski, 2015) that found positive and
significant impact on compliance with the disclosure requirements of IFRSs and the postulates of Agency
and political cost theories. The negative result found by this study may be due to estimation error in the
model, and the likelihood of bias and inconsistent predicted relationship reveal by the regression models,
by omitting the variables.
5.0
CONCLUSION AND RECOMMENDATIONS
From 1st January 2012 the Nigerian financial reporting environment adopted and aligned itself to the
requirement of IFRS, on mandatory basis as published by IASB. In view of this, a quite number of studies
have emanated on this subject matter, with results that reveals several empirical Practical, theoretical and
methodological implications. The result of this study reveal that on empirical practical ground, the DMBs
in Nigeria don’t pay significant effort in complying the disclosure requirements of IFRS 7, as the study
discovered that the average compliance level of the Banks is slightly above 60%, which is though
satisfactory, but not significant as required in the mandatory disclosure regime and the best global practices.
And the study’s findings revels that the banks specific attributes examine here, are responsible to about
44% of the factors that influenced the degree of compliance to the mandatory disclosure requirements of
IFRS 7, while the remaining 56% are accounted by combined other variables that may be related to
regulatory authorities, corporate governance variables, and other firms attributed not estimated by the
study’s regression model.
On the methodological basis, the study employed dichotomous approach in measuring some its variables
proxies to examine audit quality and the degree of compliance with mandatory disclosure index of the banks
for the 5 years’ period covered. While on the theoretical implications, postulates of theories like Agency,
signalling and institutional were explored to guide the study in predicting and examine the present of
existing relationship between the study Dependent variable proxy by DCMDI and the explanatory variables
proxies by size, leverage, concentrated ownership, profitability and audit quality. The test results from the
regression model indicated that size and leverage has positive and significant impact, which is in line with
the postulated of agency and institutional theory. Profitability have positive but insignificant impact, which
confirm the postulate of Signalling theory. While Ownership concentration and audit quality have both
negative and insignificant impact on the degree of compliance to IFRS 7 disclosure requirements, which is
expected to benefit the existing body of knowledge within the accounting research, regulators and providers
of accounting services.
Therefore, the paper concluded that regardless of the nature and challenges facing Nigerian reporting
environment, it findings reveals that some of the bank specific attributes (Size and Leverage) have
significantly influenced the listed DMBs in Nigeria, to comply at satisfactory level of 61% to the disclosure
requirements of IFRS 7. The positive relationship on most of the explanatory variables like size, leverage
and profitability and audit quality found in the regression models, it confirms the prediction of Agency
theory, signaling theory institutional theory, and political cost theory, as the finding is consistent with
postulates of the theories was used to guide the study. This implied that bank with bigger firm’s size,
financial leverage, profitability may pay considerable attention in complying with the required risk
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qualitative and quantity of information of IFRS 7, which will help the users to make an informed economic
and investment decision.
The study therefore recommended that the listed DMBs in Nigeria should improve on their degree of
compliance with IFRS, which is from the present satisfactory level of 61% to a significant level of 90% and
above. Also, the study recommends for further studies, that will investigate the determinants of compliance
with IFRS 7 disclosure requirements, in other sectors like Insurance and manufacturing, that also undertakes
financial instrument transaction, which is a scope that was not covered by this study.
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___ ____ ____ ____ ____ (R)
/__ / ____/ / ____/
___/ / /___/ / /___/ 14.0 Copyright 1985-2015 StataCorp LP
Statistics/Data Analysis
StataCorp
4905 Lakeway Drive
Special Edition
College Station, Texas 77845 USA
800-STATA-PC
http://www.stata.com
979-696-4600
stata@stata.com
979-696-4601 (fax)
Single-user Stata perpetual license:
Serial number: 10699393
Licensed to: Yahaya UU
ATBU Bauchi
Notes:
1. Unicode is supported; see help unicode_advice.
2. Maximum number of variables is set to 5000; see help set_maxvar.
Checking for updates...
(contacting http://www.stata.com)
host not found
http://www.stata.com did not respond or is not a valid update site
unable to check for update; verify Internet settings are correct.
. *(8 variables, 65 observations pasted into data editor)
. summarize dcmdi size lev own profit aud
Variable |
Obs
Mean Std. Dev.
Min
Max
-------------+-------------------------------------------------------dcmdi |
65 .6054708 .1182834
.2479
.7851
size |
65 9.151671 .3012455 8.1189 9.6755
lev |
65 .9100723 .7297988
.1204 6.5756
own |
65 .3793769 .2349442
0
.8589
profit |
65 .0218985 .0227768 -.0559
.1383
-------------+-------------------------------------------------------aud |
65 .9230769 .2685431
0
1
. correlate dcmdi size lev own profit aud
(obs=65)
| dcmdi size
lev
own profit
aud
-------------+-----------------------------------------------------dcmdi | 1.0000
size | 0.5987 1.0000
lev | -0.0199 -0.4423 1.0000
own | -0.4394 -0.4295 -0.0278 1.0000
profit | 0.3798 -0.0725 0.6533 -0.0687 1.0000
aud | 0.2451 0.5021 0.0231 -0.1566 0.2779 1.0000
. regress dcmdi size lev own profit aud
Source |
SS
df
MS
-------------+------------------------------

Number of obs = 65
F( 5, 59) = 18.61
615

Model | .548025393 5 .109605079
Prob > F = 0.0000
Residual | .347396958 59 .005888084
R-squared = 0.6120
-------------+-----------------------------Adj R-squared = 0.5792
Total | .895422351 64 .013990974
Root MSE
= .07673
-----------------------------------------------------------------------------dcmdi | Coef. Std. Err. t P>|t| [95% Conf. Interval]
-------------+---------------------------------------------------------------size | .2628355 .0506385 5.19 0.000 .1615081 .364163
lev | -.0121073 .0213343 -0.57 0.573 -.0547971 .0305825
own | -.0796302 .0478137 -1.67 0.101 -.1753052 .0160449
profit | 2.802711 .6022461 4.65 0.000 1.597619 4.007803
aud | -.1162662 .0451062 -2.58 0.012 -.2065235 -.026009
_cons | -1.712738 .461274 -3.71 0.000 -2.635745 -.7897305
-----------------------------------------------------------------------------. predict e
(option xb assumed; fitted values)
. vif
Variable |
VIF
1/VIF
-------------+---------------------lev | 2.63 0.379517
size | 2.53 0.395359
profit | 2.05 0.488946
aud | 1.59 0.627039
own | 1.37 0.729053
-------------+---------------------Mean VIF | 2.04
. swilk e
Shapiro-Wilk W test for normal data
Variable | Obs
W
V
z
Prob>z
-------------+-------------------------------------------------e | 65 0.96178
2.216 1.723 0.04247
. hettest
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted values of dcmdi
chi2(1) = 8.54
Prob > chi2 = 0.0035
. ovtest
Ramsey RESET test using powers of the fitted values of dcmdi
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Ho: model has no omitted variables
F(3, 56) =
1.37
Prob > F =
0.2608
. xtset bankcodes year, yearly
panel variable: bankcodes (strongly balanced)
time variable: year, 2012 to 2016
delta: 1 year
. regress dcmdi size lev own profit aud, robust
Linear regression
Number of obs = 65
F( 5, 59) = 16.48
Prob > F = 0.0000
R-squared = 0.6120
Root MSE
= .07673
------------------------------------------------------------- ----------------|
Robust
dcmdi | Coef. Std. Err. t P>|t| [95% Conf. Interval]
-------------+---------------------------------------------------------------size | .2628355 .0542673 4.84 0.000 .1542469 .3714242
lev | -.0121073 .0208909 -0.58 0.564
-.05391 .0296954
own | -.0796302 .0607534 -1.31 0.195 -.2011974 .0419371
profit | 2.802711 .7030743 3.99 0.000 1.395862 4.209559
aud | -.1162662 .040762 -2.85 0.006 -.1978308 -.0347017
_cons | -1.712738 .5001951 -3.42 0.001 -2.713626 -.7118495
-----------------------------------------------------------------------------. xtreg dcmdi size lev own profit aud, re
Random-effects GLS regression
Number of obs
=
65
Group variable: bankcodes
Number of groups =
13
R-sq: within = 0.1713
Obs per group: min =
5
between = 0.5653
avg =
5.0
overall = 0.5215
max =
5
Wald chi2(5)
= 25.69
corr(u_i, X) = 0 (assumed)
Prob > chi2
= 0.0001
-----------------------------------------------------------------------------dcmdi | Coef. Std. Err. z P>|z| [95% Conf. Interval]
-------------+---------------------------------------------------------------size | .2545556 .0546611 4.66 0.000 .1474218 .3616895
lev | .0283408 .0151867 1.87 0.062 -.0014246 .0581061
own | -.0571498 .0560018 -1.02 0.307 -.1669114 .0526118
profit | .5171411 .4594117 1.13 0.260 -.3832893 1.417571
aud | -.0571874 .0826216 -0.69 0.489 -.2191228 .104748
617

_cons | -1.686785 .4854664 -3.47 0.001 -2.638282 -.7352888
-------------+---------------------------------------------------------------sigma_u | .06669434
sigma_e | .0393217
rho | .74205695 (fraction of variance due to u_i)
-----------------------------------------------------------------------------. estimate store random
. xtreg dcmdi size lev own profit aud, fe
note: aud omitted because of collinearity
Fixed-effects (within) regression
Number of obs
=
65
Group variable: bankcodes
Number of groups =
13
R-sq: within = 0.1851
Obs per group: min =
5
between = 0.4736
avg =
5.0
overall = 0.4416
max =
5
F(4,48)
=
2.73
corr(u_i, Xb) = 0.2476
Prob > F
= 0.0400
-----------------------------------------------------------------------------dcmdi | Coef. Std. Err. t P>|t| [95% Conf. Interval]
-------------+---------------------------------------------------------------size | .2097241 .0676979 3.10 0.003 .0736083 .3458399
lev | .0301349 .0154728 1.95 0.057 -.0009753 .0612451
own | -.0045856 .0727244 -0.06 0.950 -.1508077 .1416365
profit | .0602059 .4691314 0.13 0.898 -.883046 1.003458
aud |
0 (omitted)
_cons | -1.340859 .6205777 -2.16 0.036 -2.588614 -.0931034
-------------+---------------------------------------------------------------sigma_u | .08694754
sigma_e | .0393217
rho | .83020163 (fraction of variance due to u_i)
-----------------------------------------------------------------------------F test that all u_i=0: F(12, 48) = 16.83
Prob > F = 0.0000
. estimate store fixed
. hausman random fixed
---- Coefficients ---| (b)
(B)
(b-B) sqrt(diag(V_b-V_B))
| random
fixed
Difference
S.E.
-------------+---------------------------------------------------------------size | .2546155 .2098197
.0447959
.
lev | .028371 .0301569
-.0017859
.
own | -.0571457 -.0046149
-.0525309
.
618

profit | .5161019 .0597596
.4563423
.
-----------------------------------------------------------------------------b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2(4) = (b-B)'[(V_b-V_B)^(-1)](b-B)
=
19.96
Prob>chi2 =
0.0005
(V_b-V_B is not positive definite)
. xtreg dcmdi size lev own profit aud, fe robust
note: aud omitted because of collinearity
Fixed-effects (within) regression
Number of obs
=
65
Group variable: bankcodes
Number of groups =
13
R-sq: within = 0.1851
Obs per group: min =
5
between = 0.4736
avg =
5.0
overall = 0.4416
max =
5
F(4,12)
=
3.73
corr(u_i, Xb) = 0.2476
Prob > F
= 0.0340
(Std. Err. adjusted for 13 clusters in bankcodes)
-----------------------------------------------------------------------------|
Robust
dcmdi | Coef. Std. Err. t P>|t| [95% Conf. Interval]
-------------+---------------------------------------------------------------size | .2097241 .0707405 2.96 0.012 .0555938 .3638543
lev | .0301349 .0090701 3.32 0.006 .0103728 .049897
own | -.0045856 .0563406 -0.08 0.936 -.1273412
.11817
profit | .0602059 .5340186 0.11 0.912 -1.103321 1.223732
aud |
0 (omitted)
_cons | -1.340859 .6498754 -2.06 0.061 -2.756815 .0750982
-------------+---------------------------------------------------------------sigma_u | .08694754
sigma_e | .0393217
rho | .83020163 (fraction of variance due to u_i)
------------------------------------------------------------------------------
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APPENDIX II
STUDY’S DEPENDENT AND EXPLANATORY VARIABLES
BANK
BANKS
Codes
Year DCMDI SIZE
LEV
ACCESS
10
2012 0.661157 9.180629 0.84323
ACCESS
10
2013 0.702479 9.231494 0.856122
ACCESS
10
2014 0.710744 9.297094 0.861674
ACCESS
10
2015 0.743802 9.382335 0.850628
ACCESS
10
2016 0.760331 9.490635 0.863792
Diamond
20
2012 0.495868 9.024952 0.898676
Diamond
20
2013 0.512397 9.131917 0.897926
Diamond
20
2014 0.53719 9.243105 0.882498
Diamond
20
2015 0.520661 9.191875 0.866018
Diamond
20
2016 0.578512 9.220764 0.872881
ECO
30
2012 0.495868 9.122319 0.884082
ECO
30
2013 0.495868 9.164594 0.892781
ECO
30
2014 0.504132 9.509887 0.30008
ECO
30
2015 0.495868 9.521165 0.300412
ECO
30
2016 0.512397 9.461302 0.307384
FBNH
40
2012 0.743802 9.503263 0.862263
FBNH
40
2013 0.743802 9.511426 0.891976
FBNH
40
2014 0.743802 9.542934 0.878813
FBNH
40
2015 0.743802 9.522754 0.862036
FBNH
40
2016 0.743802 9.675486 0.874369
FCMB
50
2012 0.495868 8.949543 0.852984
FCMB
50
2013 0.53719 8.118867 6.575594
FCMB
50
2014 0.561983 9.06795 0.862861
FCMB
50
2015 0.595041 9.064284 0.859951
FCMB
50
2016 0.578512 9.069216 0.847479
FDB
60
2012 0.495868 9.124841 0.90952
FDB
60
2013 0.528926 9.227802 0.908856
FDB
60
2014 0.53719 9.07446 0.854164
FDB
60
2015 0.578512 9.090513 0.851009
FDB
60
2016 0.512397 9.113322 0.857179
GTB
70
2012 0.743802 9.2096
0.816987
GTB
70
2013 0.743802 9.27975 0.826899
GTB
70
2014 0.743802 9.327688 0.826235
GTB
70
2015 0.760331 9.357483 0.821917
GTB
70
2016 0.743802 9.417196 0.817506
STERB
80
2012 0.661157 8.830473 0.873465
STERB
80
2013 0.68595 8.881642 0.867084
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OWN
0.3248
0.3532
0.3209
0.2280
0.2087
0.2970
0.4082
0.4402
0.5032
0.4509
0.4249
0.4564
0.6250
0.6310
0.6860
0.0000
0.0000
0.0550
0.0000
0.0000
0.3742
0.4449
0.4600
0.4340
0.3605
0.0000
0.0000
0.0806
0.0660
0.0000
0.3190
0.3383
0.3745
0.3798
0.3852
0.6067
0.6067

PROFIT
0.024429
0.018406
0.023281
0.027025
0.026037
0.026781
0.02454
0.013948
0.003325
0.001979
0.003944
0.007211
0.003164
0.003917
-0.00288
0.029095
0.023672
0.023307
0.000654
0.001607
0.01825
0.138303
0.020475
0.0067
0.015742
0.027485
0.037036
0.013071
0.011386
0.008521
0.061804
0.052753
0.051899
0.049625
0.058931
0.016861
0.035143

AUD
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

STERB
STERB
STERB
STERB
STERB
STERB
STERB
STERB
UBA
UBA
UBA
UBA
UBA
UBN
UBN
UBN
UBN
UBN
UNITY
UNITY
UNITY
UNITY
UNITY
ZB
ZB
ZB
ZB
ZB

80
80
80
90
90
90
90
90
100
100
100
100
100
110
110
110
110
110
120
120
120
120
120
130
130
130
130
130

2014
2015
2016
2012
2013
2014
2015
2016
2012
2013
2014
2015
2016
2012
2013
2014
2015
2016
2012
2013
2014
2015
2016
2012
2013
2014
2015
2016

0.669421
0.702479
0.743802
0.413223
0.446281
0.495868
0.504132
0.528926
0.661157
0.661157
0.669421
0.661157
0.702479
0.247934
0.454545
0.495868
0.53719
0.512397
0.495868
0.504132
0.512397
0.495868
0.520661
0.743802
0.735537
0.760331
0.743802
0.785124

8.974014
8.972001
9.022644
8.763597
8.849543
8.916211
8.902792
8.919498
9.286246
9.345847
9.369004
9.345636
9.404763
8.947663
8.945516
8.963896
8.99919
9.050567
8.597388
8.605983
8.616271
8.646718
8.692566
9.386835
9.459195
9.534511
9.574069
9.631823

621

0.872341
0.862445
0.866357
0.120397
1.04613
0.897257
0.880461
0.896872
0.886027
0.882955
0.879457
0.847392
0.846077
0.806343
0.787116
0.776938
0.768901
0.776286
0.869964
0.930103
0.815478
0.813736
0.831317
0.820261
0.835821
0.850253
0.85416
0.856118

0.6067
0.6067
0.6067
0.3519
0.3798
0.4533
0.4534
0.5036
0.1863
0.1421
0.1461
0.2460
0.2320
0.8504
0.8143
0.8228
0.8589
0.8589
0.2613
0.2442
0.6729
0.6731
0.6778
0.2261
0.2612
0.2566
0.2975
0.3251

0.046211
0.025226
0.035319
0.012839
0.013165
0.013035
0.01378
0.007244
0.030073
0.025281
0.018119
0.022891
0.0227
0.003878
0.004763
0.022485
0.018175
0.014139
0.015617
-0.05595
0.026028
0.010577
0.004432
0.038594
0.032691
0.0315
0.030723
0.032665

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
0
0
0
0
0
1
1
1
1
1

