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Abstract 
 

In recent times and with the development of internet, electronic commerce has been recognized as an instrument for 
organizing the business model. In applying the e-commerce, the large firms generally face lower financial and 
infrastructural barriers, while the small to medium enterprises are faced with resource limitations, particularly the 
financial resources in applying this tool. This study seeks to examine the effect of e-commerce on financial performance of 
listed food and beverage firms in Nigeria. E-commerce was proxied by business-to-business and business-to-client while 
financial performance was proxied by return on sales. To achieve these objectives, the study employed sixteen (16) listed 
food and beverages firms that had consistently published their audited annual financial reports from 2011 to 2021, and 
analyzed the data using panel multiple regression technique. The study reveals that Business to Business (B2B) e-
commerce have positive and insignificant effect on Return on sales (financial performance) while Business to Client (B2C) 
e-commerce also have positive and insignificant effect on financial performance. The study concluded that substitution 
effect may exist between the sales by physical channels and e-commerce sales. The study recommends that a strong 
commitment, which involves both B2B and B2C e-commerce, is needed to obtain financial performance in the short term. 
Also, companies should jointly adopt B2B and B2C e-commerce to boost performance levels higher than those of their 
non-adopting counterparts.  
 

Keywords: E-Commerce, Business to Business (B2B), Business to Client (B2C), Return on Sales (ROS) 
and Financial Performance  
 

INTRODUCTION 
 

It has been observed that electronic commerce (e-commerce) offers buyers and sellers a new form of 
communication and provides an opportunity to create new marketplaces (Mahliza, 2019). Taking 
advantage of new methods to improve business processes can be a key factor for the success of 
companies. Faced with the challenges of economic globalization and competitiveness, electronic 
commerce can offer many benefits to firms, such as; reduction of costs (information exchange, transaction 
and marketing costs), access to geographically dispersed markets, reduction of delivery times, closer 
relationship with the customer through more personalized marketing, ability to compete in more 
dimensions than price, and many more. Therefore, e-commerce decisions are more often treated not as a 
competitive advantage, but a necessity, which helps to avoid the lagging behind competitors (Barsauskas, 
et al, 2008). Customers also benefit from transacting via e-commerce because of its easiness and 
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convenience (Dębkowska, 2017). The ability to remotely place digital orders saves both part of the time 
required to complete a transaction as well as the time spent searching for products. Computer-driven 
search engines allow buyers to search the inventories of thousands of stores in just seconds (Beck et al). 
E-commerce is the activity of electronically buying or selling of products on online services or over the 
internet. E-commerce draws on technologies such as mobile commerce, electronic funds transfer, supply 
chain management, internet marketing, online transaction processing, electronic data interchange (EDI) 
inventory management systems and automated data collection systems. E-commerce is in turn driven by 
the technological advances of the semiconductor industry and is the largest sectors of the electronics 
industry (Nduji&Oriaku, 2020). There are two forces that have led to the strong increase in e-commerce: 
the great progress of technology, and the massive growth of the number of the internet users. Moreover, 
e-commerce plays a very important role in this growth and this is because electronic commerce has 
strongly changed the relationship between companies and their customers.  
 

In Spain for example, retail trade has experienced an average annual growth over the last three years of 
3.3% after seven years of reductions (InstitutoNacional de Estadistica, 2017). On the other hand, e-
commerce has an average annual growth rate of more than 22 %. This growth has allowed sales through 
e-commerce to exceed 23,000 million of Euros in 2016 (Debkowska, 2017). If the sales of only retail 
goods are considered, sales through e-commerce have grown more than 11 % per year over the last three 
years (Debkowska, 2017). However, only 20 % of Spanish companies sell online (InstitutoNacional de 
Estadistica, 2017).  Nevertheless, there is still a gap compared to other European countries, where e-
commerce is more commonly used: such as Denmark (32 %), Ireland (31 %), Belgium (29 %), Norway 
(28 %), or the Czech Republic (24 %) (Eurostat, 2019).Nigeria is the 33rd largest market for E-commerce 
with a revenue of US$7 billion in 2021, placing it ahead of Denmark and behind Colombia. With an 
increase of 30%, the Nigerian e-commerce market contributed to the worldwide growth rate of 29% in 
2021. Although the aggregate e-commerce sales figures have been significantly growing in recent years, 
the question is whether companies that implement e-commerce improve their sales and their financial 
performance. Companies implement e-commerce with varying intensity, so a more detailed analysis must 
be carried out, in order to take this factor into account. For example, some firms implement only business 
to business (B2B) e-commerce, others only business to consumers (B2C) e-commerce and others both 
B2B and B2C e-commerce. A major challenge is the evolving field of interactive advertising, which 
poses new challenges for online advertisers (Nan, 2019).The study presumes that the true commitment 
with e-commerce lies in the adoption of B2B, B2Ce-commerce and online promotion and advertisement. 
Therefore, the implementation of e-commerce may have different business results depending on the 
degree of commitment (Solomon &Ajagbe, 2014). Despite the growing focus on e-commerce in Nigeria, 
not all the food and beverages firms are moving at the same pace; some still have not overcome many 
obstacles that revolve around three major pieces of the e-commerce puzzle viz-a-viz money, technology 
and people. Needless to say, that sometimes the difference in attitude to e-commerce practices among 
Nigerian firms may be the problem; it may be the cost associated with e-commerce implementation; 
poorly designed websites which may not be functional always; technical know-how; and fraudulent 
tendencies among others (Kariuki, 2020).  
 

Financial performance in broader sense is refers to the degree to which financial objectives being or has 
been accomplished and is an important aspects of financial risk management. It is the process of 
measuring the results of a firm`s policies and operations in monetary terms. It is used to measure firm`s 
overall financial health over a given period of time and can also be used to compare similar firms across 
the same industry or to compare industries or sectors in aggregation (Bernadino, 2016). Some wish to 
grow faster and achieve some long- range growth objectives, others seem to have to prefer quiet life, 
minimizing risk and conveying the image of a sound bank, but modest rewards to their shareholders 
(Akinyomi&Olagunju, 2013).Also, e-commerce has a significant impact on business costs and 
productivity(Bharadwaj, 2019). It is difficult to single out the impact of electronic commerce as some 
businesses address three themes associated with electroniccommerce and the organizational changes it 
entails: changes in business models,changes in market structure and opportunities for economic growth 
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created byorganizational change. Bradley, et al, (2018)argued that electronic commerce creates the 
possibility of new models fororganizing production and transacting business, by offering inters modality 
and complementarily – not only substitution in business models.There are theoretical reasons that explain 
why the adoption of e-commerce may affect performance (Pedro et al, 2019). Given the foregoing, this 
study therefore seeks to examine the effect of e-commerce on financial performance of food and 
beverages firms in Nigeria. The underlisted hypotheses are those fundamental to this study; 
 

Ho1: Business to Business (B2B) e-commerce has no significant effect on Returns on Sales (ROS) of 
listed food and beverage firms in Nigeria. 
 

Ho2: Business to Client (B2C) e-commerce has no significant effect on Returns on Sales (ROS)  of listed 
food and beverage firms in Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Electronic Commerce (E-commerce) 
 

E-commerce refers to a system that enables bank customers to get access to their accounts and 
generalinformation on bank products and services through the use of abank’s website without the 
inconveniences of sending letters, taxes, original signatures and telephone confirmations (Thulani,et al, 
2009). E-commerce has a wide variety of electronic platforms for purchase orders tosuppliers or service 
providers, via e-channels Interface, which can be faxed, e-mailed, and even to facilitatepayment to obtain 
digital cash using smarts cards and other internet services which is an information highway. E-commerce 
also refers to the process of execution of commercial transactions electronically with the help ofleading 
technologies. Thousands of businesses have taken up residence at web sites. Commercial channels 
according to Dogan,(2013) include commercial channels on news, e-libraries, e-education, e-reference, e-
dialogue opportunities, e-mails, etc.; and internet, where one can surf the net, experience a great deal of 
ease as business activities can now be done electronically, shop online, access news, get business updates 
and manymore. For many, internet has become an integral part of their daily lives (Bakos, 2011). The 
concept of electronic commerce (e-commerce) predates the Internet. However, initial growth of e-
commerce started prior to 1960s, although many applications linked with the innovations emerged around 
1970s in form of transferring cash electronically (Solomon&Ajagbe, 2014; Abiso, 2017). However, 
subsequent innovations that followed around that era are known as electronic data interchange. Okoro and 
Kigho (2013) posited that the electronic data interchange allowed business transactions such as purchase 
orders or invoices to be forwarded through electronic means from organization to organization. 
Nonetheless, the Internet, a linkage of computer networks, was introduced in 1969 by the government of 
America to boost academic and scientific research. As the years passed by, the number of organizations 
using the internet substantially increased, hence, encouraging the exchange of goods and services 
amongst businesses (B2B e-commerce), and between organizations and individual consumers (B2C 
ecommerce). 
 

Business to Business (B2B) 
 

Business-to-business (B2B) is a type of transaction performed between two businesses, as opposed to 
between a business and an individual consumer (B2C).As a general consensus, the phrase is used to 
define the business model of companies that work with other companies (Eurostat, 2019). However, 
Business-to-business companies don’t have to exclusively sell products or services to other companies. 
Their model can include business-to-consumer transactions, although these will be handled differently 
from a sales and marketing perspective (Eurostat, 2019).The value of business-to-business services or 
products is considerably higher than on the consumer level. To manage the higher risks associated with 
business-to-business, the decision-making process can take anywhere from a few days to several months 
and involves various stakeholders.The business-to-business model covers a wide range of industries, from 
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tech and manufacturing to automobiles, maintenance, Software services (SaaS), and many more (Abiso, 
2017).Given the amplitude and diversity of the tech industry, it covers several branches (both B2B and 
B2C). Take Apple, for example. In addition to its B2B and B2C hardware and software sales, the 
company deals with several manufacturing suppliers for iPhone components as well. 
 

Software services (SaaS) can also be provided under a business-to-businesstransactional model. Software 
services tools like Asana, Dropbox, and our very own air focus are more commonly pitched as business-
to-business propositions (although there’s nothing stopping users from utilizing these tools in their 
personal lives, too!). A successful business-to-business marketing strategy should follow the essential 
steps required in marketing planning: defining your audience, building an image of authority, creating a 
strong content strategy, and diversifying your channels.As with B2C marketing, social media can provide 
a fruitful ground for growth. LinkedIn is particularly useful for companies performing in the business-to-
business area.On a more specific level, specialized online directories can become a way to raise 
awareness about your products and get in touch with interested companies. Trade publications are also a 
tactic to consider, alongside participating in trade shows and industry conferences. In addition to 
traditional marketing approaches, business-to-business companies need to pay special attention to 
building relationships prior to sales. Networking is a vital component of business-to-business marketing 
(Abiso, 2017). 
 

Business to Client (B2C)  
 

The term business-to-consumer (B2C) refers to the process of selling products and services directly 
between a business and consumers who are the end-users of its products or services (Abiso, 2017). Most 
companies that sell directly to consumers can be referred to as B2C companies.business-to-consumer 
became immensely popular during the dotcom boom of the late (1990s) when it was mainly used to refer 
to online retailers who sold products and services to consumers through the Internet. Business-to-
consumer refers to the process of businesses selling products and services directly to consumers, with no 
middle person (Eurostat, 2019). Business-to-consumer (B2C) is among the most popular and widely 
known sales models. Michael Aldrich first utilized the idea of B2C in (1979), who used television as the 
primary medium to reach out to consumers. B2C traditionally referred to mall shopping, eating out at 
restaurants, pay-per-view movies, and infomercials. However, the rise of the internet created a whole new 
B2C business channel in the form of e-commerce or selling goods and services over the internet.Although 
many B2C companies fell victim to the subsequent dot-com bust as investor interest in the sector 
dwindled and venture capital funding dried up, B2C leaders such as Amazon and Priceline survived the 
shakeout and have since seen tremendous success.Any business that relies on B2C sales must maintain 
good relations with their customers to ensure they return. Unlike business-to-business (B2B), whose 
marketing campaigns are geared to demonstrate the value of a product or service, companies that rely on 
B2C usually elicit an emotional response to their marketing in their customers. 
 

Traditionally, many manufacturers sold their products to retailers with physical locations. Retailers made 
profits on the markup they added to the price paid to the manufacturer. But that changed once the Internet 
came. New businesses arose that promised to sell directly to the consumer, thus cutting out the middle 
person, the retailerand lowering prices. During the bust of the dotcom boom in the 1990s, businesses 
fought to secure a web presence. Many retailers were forced to shut their doors and went out of 
business.Decades after the dotcom revolution, B2C companies with a web presence continue to dominate 
over their traditional brick-and-mortar competitors. Companies such as Amazon, Priceline, and eBay are 
survivors of the early dot com boom. They have gone on to expand upon their early success to become 
industry disruptors.Online B2C according to Abiso (2017) can be broken down into five categories: direct 
sellers, online intermediaries, advertising-based B2C, community-based, and fee-based. Direct sellersis 
the most common model in which people buy goods from online retailers. These may include 
manufacturers or small businesses or simply online versions of department stores that sell products from 
different manufacturers. Advertising-based B2Cis the model uses for free content to get visitors to a 
website. Those visitors, in turn, come across digital or online ads. Large volumes of web traffic are used 
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to sell advertising, which sells goods and services. One example is media sites like the Huffington Post, a 
high-traffic site that mixes advertising with its native content while community-based sites, like Meta 
(formerly Facebook), which build online communities based on shared interests, help marketers and 
advertisers promote their products directly to consumers.Websites typically target ads based on users' 
demographics and geographical location and finally,Fee-based which is direct-to-consumer sites like 
Netflix charge a fee so consumers can access their content. The site may also offer free but limited 
content while charging for most of it. The New York Times and other large newspapers often use a fee-
based B2C business model.  
 

Financial Performance 
 

Financial performance refers to a firm’s ability to achieve planned financial results as measured against 
its intended outputs (Mutende, et al, 2017). Financial performance is a measure of how efficient a firm 
uses its assets to generate revenue from its operating activities.  It can be said to be a term that is used to 
measure the financial health and growth of a firm over a period of time (Dsunday&Ejabu, 2020). It can 
also be used to compare different firms in the same industry. There are different measures of financial 
performance and since there are many stakeholders in a company, each group has its own interest in 
tracking the financial performance of that company. The trade creditors will be interested in the liquidity 
of the company, the bond holders will be interested in the solvency of the company, the shareholders will 
be interested knowing how well their investment will yield return and the management will be interested 
in knowing how well the firm perform in the market(Aamir&Sajid 2012). Financial performance is 
usually measured using financial ratios, such as return on equity (ROE), return on assets (ROA), return on 
capital (ROC), return on sales (ROS) and operating margin (Dogan, 2013). Financial performance is a 
subjective measure of how well a firm can use assets from its primary mode of business and generate 
revenues (Van Horne, 2005). A firm’s financial performance is of importance to investors, stakeholders 
and the economy at large. For the purpose of this study return on sales (ROS) was considered. 
 

Return on Sales (ROS) 
 

Return on sales is an accounting metric used for efficiency in finance of an organization by calculating 
the amount of gross revenue that is converted into net profits. That is often known as a company's 
financial profit margin. An insight is given by this measure on how much profit per naira is generated 
from sales. Increasing ROS shows that a business organization is becoming more competitive, while a 
decreasing ROS may signal financial problems that are looming. ROS is an economic ratio that calculates 
how a business makes money from its top-line revenue efficiently. Investors, borrowers and other debt 
investors depend on this ratio as it accurately expresses the amount of spending cash a corporation 
actually makes on their income and will give insight on the potential dividends, the reinvestment potential 
and the organizations ability to repay debts. Return on sales was used successfully by (Kader et al, 2011; 
&Bernadino, 2016). 

ROS = Net Profit after Tax  
                 Total Revenue 

 

Firm Size 
 

In the present world’s trend, due to economies of scale, size of a firm plays very important role in 
competing with competitors through the cost reduction and, take and hold more opportunities. Further 
based on this concept the firm size is a factor in determining the firm’s profitability and reveals a positive 
association between size and firm’s profitability by several experts. AkinyomiandOlagunju (2013) in their 
own submission posited that firm size has been recognized as an essential variable in explaining 
organizational profitability and a number of studies have tried to explore the effect of firm size on 
profitability. Jasch (2013) also submitted big firms have the opportunity to have more profit since they 
have a bigger market share. So based on these situations, the big size firms work in more profitable with 
less competition. In corporate finance empirical researchers also consider firm size an important and 
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fundamental firm characteristic, and, observe the “size effect” - firm size matters in determining the 
dependent variables in many situations. Flowing from the above firm size is adopted as control variable 
for this study. 
 

Empirical Review 
 

Abalaka (2021) examined the impact of ICT on e-commerce transactions in Nigeria; Evidence from 
Covid-19 pandemic. The study was subjected to linear regression using SPSS version 22. The study found 
out that virtually all organizations in Nigeria have online presence and Internet access. In fact, it is a 
status quo. Their goods and services are displayed online but no sales because of poorly embraced 
payment instrument and fear of scammers. Sales are still done the traditional way. Similarly, internet 
access is fairly popular among the citizens, particularly for sending mails and sourcing for information. 
This is primarily due to the high number of cybercafés that offers Internet access to all and sundry for a 
fee. The study concluded on the basis of ability, virtually all companies in Nigeria have Internet presence 
and access. Thus, they have the ability to display their goods and services on the web.Therefore, it is 
recommended that government and private initiatives be encouraged to improve this sector of the 
economy. There is need for improved national image on the international arena and an appropriate 
legislation put in place to guide the operations of e-commerce. Konings and Roodhooft (2020) evaluated 
effect of e-business on corporate performance firm level evidence for Belgium. To obtain firm level data 
on the intensity of e-business and its influence on firm performance the study combined information of a 
postal survey with quantitative information from company accounts. The study sent out a survey to 5718 
firms, which were randomly taken from published company accounts. The study obtained 836 responses, 
which corresponds to a response rate of more than 14%. The study then merged the survey with the 
respective company accounts, which allowed the study to obtain quantitative information on firm 
performance.The main findings and conclusions can be summarised as follows: The penetration of the 
Internet in Belgian firms is high; however, the use of e-business is still limited. It is especially the large 
firms that engage in e-business and mostly in e-procurement. E-business has no effect on total factor 
productivity in small firms, however, we find positive effects on performance of e-business in large firms. 
The study recommended a new research agenda. Ideally, we should have panel data to allow to assess the 
dynamic features of e-commerce on firm performance and to control for potential endogeneity of e-
commerce. 
 

Nduji and Oriaku (2020) investigated theeffect of e-commerce on performance of commercial banks (A 
case study of first bank plc, Bwari Area Council, Abuja). The study adopted a Survey design. The sample 
size of was determined using the popular Taro Yamani formula (1964) which gave a sample size of246. 
The study relied on only on the primary data. The questionnaire was the instrumentused for data 
collection. The hypotheses were tested using Regression analysis. Accordingto the findings, electronic 
trading has a significant effect on performance of First Bank Plc,Bwari area council, Abuja, Online 
delivery has significantly influenced on customersatisfaction and there is a significant relationship 
between online sourcing and efficiencyof first bank plc, Bwari area council, Abuja. The study concluded 
that e-commerce boostsand promotes organizational performance, makes organizations, banks and other 
financialservice providers to become competitively advantageous and reduces operational cost.Anything 
less, would be undesirable as it is easier to arouse a demand, etc. The Studyrecommended that banks and 
other financial service providers should leverage theirinvestments on information technology to fully 
realize the benefits of e-commerce, banksshould anticipate competitors’ actions and develop new 
marketing and succession plansthat are robust and contingent, banking industry should embrace the use of 
electroniccommerce for improved profitability, productivity and operate optimally amidst competitors 
and also that skilled, experienced and dynamic personnel should be used, asthis would lead to effective 
customer service delivery. Kariuki (2020) explored the ethics of business-to-business electroniccommerce 
with focus on banking sector. The researchers had chosen a case study of online foreign exchange 
developments at an investment bank. The study adopted survey research design using SPSS statistical 
tools to analysis the variables. The importantareas include freedom of choice, trust and transparency of 
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business-to-businesstransaction and limits to responsibility with regard to facilitation of fraud. Theauthors 
found that e-banking had forced the banking sector to recognize, restructure and reconsider its 
institutional arrangements. The study concluded that e-bankingservices would be successful for banks 
only if fraudulent activities couldbe controlled. The study recommended that transparency in transaction 
should be maintained, ethical rules andregulation to be followed so that e-banking could be widely 
acceptable amongcustomers. 
 

Mahliza (2019) studied the influence of e-commerce adoption using social media towards business 
performance of micro enterprises. This study aims to determine the factors that influence micro 
enterprises who use social media in adopting e-commerce. Thisstudy also aims to look at the effect of e-
commerce adoption using social media towards business performance. The study was conducted from 104 
respondents in Jakarta Region which were taken by purposive sampling method. Data were analyzed 
usingstructural equation modeling with Partial Least Square (PLS). The results revealed that e-commerce 
adoption using socialmedia conducted by micro enterprises is influenced by perceived benefits and 
external environment. The results revealed that the owner characteristics has no significant effect on e-
commerce adoption. It indicates that micro enterprises who adopt ecommerceusing social media were 
influenced by perceived benefits and external environment but they were not influenced bytheir 
characteristics of knowledge and skill in information technologies. The e-commerce adoption also proved 
to has a positiveeffect on business performance of micro enterprises. Micro enterprises who adopt e-
commerce using social media feel thatprofits are increasing, the sales volume of products is growing and 
the area of marketing is expanding. The study concluded that the adoption of e-commerce using social 
media by micro enterprises has proven to influencebusiness performance. Micro enterprises who adopt e-
commerce using social media feel that profits are increasing, the sales aregrowing and the area of 
marketing is expanding. The higher adoption of e-commerce using social media by mirco enterprises, it 
will lead to the higher performance of business. The study recommended that this finding can be 
animportant input for government as policy maker in designing policies in order to facilitate and enhance 
IT knowledge and IT skillof micro enterprises for helping them in adopting e-commerce using social 
media. 
 

Pedro, et al (2019) investigated the impact of e-commerce sales on profitability and revenue. The Case of 
the Manufacturing Industry.E-commerce has grown significantly in recent years. Although the factors that 
contribute to the implementation of e-commerce have been studied in prior literature, little has been done 
about the impact that the introduction of e-commerce has on both profitability and revenue. This is 
important because, as Solow (1987) points out, the information technology expenditures do not always 
allow firms to achieve a better performance. For this purpose, the authors use the data from the Spanish 
Survey on Business Strategies (ESEE). The research covers an eight-year period (2008–2015). 2,544 
Spanish companies belonging to the manufacturing sector were analysed. Results show that neither 
business-to-business (B2B) nor business-to-consumers (B2C) e-commerce seem to have influence on the 
revenue growth. Therefore, a substitution effect may exist between the sales by physical channels and e-
commerce sales. However, the authors have found evidence that companies which adopt a high level of e-
commerce (B2C and B2C simultaneously) immediately experience increase in their profitability. 
Moreover, if firms adopt only B2B or B2C the positive effects on profitability are achieved in the year 
subsequent to that of the measurement of the e-commerce status. The study concluded that in spite of the 
large increase in e-sales, nowadays B2B/B2C e-commerce represents only a small segment of total sales. 
Not all companies implement e-commerce with the same intensity. The study recommended that 
companies should jointly adopt B2B and B2C e-commerce to boost performance levels higher than those 
of their non-adopting counterparts. 
 

Okoli and Ojomo (2017) explored the benefits of e-commerce and the challenges of e-commerce that 
inhibit its successful operation in Nigeria. Survey research was adopted for this study. The questionnaire 
was designed and administered randomly to 1200 respondents. Collected data were analysed using 
Statistical Package for Social Science (SPSS). The findings indicate that the major benefits of e-
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commerce adoption in Nigeria are increased sales, competitive advantage, customer loyalty, increased 
automation of processes, extended application of new technology, better knowledge management, and 
enhanced well-being and education of customer. The key challenges identified in the Nigerian context 
include power outages and frequent power interruption, insecurity, technology cost, lack of trust in web 
retailers, software compatibility, and acquisition of IT skilled personnel. The study recommends, among 
other issues, the need for adequate publicity on e-commerce with emphasis on e-shopping, e-banking, and 
e-business. Bananda (2017) assessed the impact of e-commerce on financial performance ofbanks in 
Nigeria. E-commerce is slowly and steadily gaining ground; banks haveset up websites which publish 
corporate information and allow customers tocarry out some form of transaction. However, despite the 
growing focus on ecommercein Nigeria, not all banks are moving at the same pace; some still haveonly 
informational websites. The study reviewed three theories namely; institutional, resource based and 
contingency. The study adopted contingencytheory approach as the bases for the study. The study 
employs the use of surveyresearch method and sample of nineteen banks were selected, questionnaire 
wasadministered, collected and analyzed with the help of SPSS version 20.0. The result showed that there 
is increase of5.88% in net assets, 77.19% increase of earnings per share, 41.13% increase inreturn on 
capital employed and 53.13% increase in total deposits by thecustomers of the banks. This study 
concluded that the banks have experiencedtransformation during the post e-commerce era in their 
operations. The resultalso showed positive impact of e-commerce on corporate financial performancein 
the banks in Nigeria, since four out of the five variables indicates positiveincreases. It is recommended 
that Banks must be able to have excellent ecommercedelivery systems that are able to provide the 
expected customer value.  
 

Theoretical Framework 
 

Technology Acceptance Model (TAM) 
 

The Technology Acceptance Model (TAM) propounded by (Davis, 1989) is similar to the diffusion of 
innovation theory but it places more concern on psychological predispositions and social influences such 
as beliefs, attitudes and intentions. Marcus's theoreticalmodel of adoption highlights the importance of 
innovative behaviour and the phenomenon of others modeling themselves on this. Communication 
channels are a vital component in spreading this modeling behaviour to other potential adopters. The 
range of influential factors in the take-up of innovations include: the associated 'costs' (personal and 
institutional), the availability of necessary 'resources' (money, equipment, training, time, prior experience 
and relevant skills) and the 'value' of the innovation (Bates, et al, 2007).Kwon and Zmud (1987) define 
five contextual factors that may impact on any six identified stages of information technology 
implementation namely; user community characteristic, organizational characteristics, technology 
characteristic, task characteristic and environmental factors. Robertson and Gatignon (1986) propose that 
a variety of competitive effects in the technology consumers industry (competitive intensity, demand 
uncertainty, professionalism and cosmopolitanism) and within the technology supplier’s industry (level of 
competitiveness, reputation, Research and Development allocation, technology standardization) impact 
the rate and level of diffusion of high technology innovations.Other models focused on the influence of 
culture in the diffusion and adoption process. Both personal and organisational processes influence a 
culture of innovation. These organisational processes include: management values, rewards, prohibitions, 
encouragement of new ideas, encouragement of risk-taking, services, support, communication channels 
and staff networks.An institution with these key components in place is better placed to ensure that 
innovations are facilitated, encouraged, accepted and diffused across its organisation. In this wise, the 
institutional environment shapes the development of the ICT initiative, its adoption and implementation. 
Thesuccess or failure of a new ICT innovation is thus influenced by culture (Denning, 2004; Bates, 
Manuel & Oppenheim, 2007). 
 

Resource Based Theory 
 

The resource-based theory of the firm was propounded by Wernerfelt, (1984). The theory is based on the 
premise that valuable resources aid in improving a firm’s effectiveness and efficiency while neutralizing 
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the opportunities and threats of competition. Where the firm’s resources and capabilities are valuable and 
can be considered strengths, they invariably enable a firm to enhance its competitive advantage. Molla 
and Licker (2005) incorporated the intention of understanding the ecommerceadoption in developing 
countries.By introducing two dependent variables (i. e-Readiness for auditing the perceived ecommerce 
awareness; and ii. Internalorganizational and external contextualdeterminants of e-commerce) they sought 
tocapture e-commerce changes in thedeveloping countries. Their findings suggest that organizational 
factors especially thehuman, business and technological resourcesand awareness are more influential 
thanenvironmental factors in the initial adoptionof e-commerce but as organization adoptecommerce 
practices, the advantages fromresources become less important andenvironmental factors, together 
withcommitment and governance modelestablished, affect the organization's ecommerce 
institutionalization. 
 

Zhu (2006) proposed the following threestages of e-business assimilation; 1st Stage - Initiation- 
evaluating the potential benefits of e-business to improve a firm's performance in value chain activities 
such as cost reduction, market expansion, and supply chain coordination; 2nd Stage - Adoption: making 
the decision to use the internet for value chain activities(i.e. allocating resources and physically acquiring 
the technology); and; 3rd Stage - Routinization: the extent to which development, feedback, and 
adjustment activities are performed to ensure the innovation becomes ingrained within business activities. 
Their findings highlighted that, as e-business evolves, the key determinant of its assimilation shifts from 
the 'accumulation' to the 'integration' of technologies which are very much influenced by contextual 
factors. Since their study involves a comparative study between developed and developing countries, 
(Zhu, et al, 2006) also stress that these e-business adoption factors may vary across the different 
assimilation stages, in different environments. 
 

Transaction Cost Theory 
 

Transaction cost theory was first introduced by Williamson(1981). Economists have classified 
transactions among and within organizations as those that (a) support coordination between buyers and 
sellers, that is, market transactions, and those (b) supporting coordination within the firm. Williamson 
(1981) pointed out that, the choice of transaction depends on a number of factors, including asset 
specificity, the parties’ interests in the transaction, and ambiguity and uncertainty in describing the 
transaction.Transactions may then be broken down into production and coordination costs (Wigand, 
1997). In this context, coordination costs include the transaction (governance) costs of the information 
processing necessary to coordinate the work of people and machines performing primary processes 
(Maloneet al, 1987). Transaction costs may be viewed as the economic equivalent of friction in a physical 
system that is, if friction is too great, no or at least impeded movement will occur suggesting that if 
transaction costs are high, no or little economic activity is likely to occur.  
 

These costs are comprised of the following four types: Search costs the cost of searching for products, 
sellers, and buyers, contracting costs - the cost of setting up and carrying out the contract, monitoring 
costs - the cost ensuring that the terms of the contract have been met and adaptation costs - the cost 
incurred in making changes during the life of the contract firms will choose transactions that economize 
on coordination costs. As information technology continues its rapid cost performance improvement, the 
unit cost of coordinationtransactions will approach zero, thus enabling the design of innovative 
coordination transactions to fit new business needs (Maloneet al, 1987). The ever-increasing and 
innovative use of the World Wide Web (WWW) to conduct business and WWW-related forms of 
electronic commerce are clear examples of firms’ desires to economize on transaction costs. Figure 1 
suggests that transaction cost savings may be achieved through the use of information technology within 
the entire market hierarchy and resulting market or industry value chain. Benjamin and Wigand (1995) 
present an example of the purchase of a high-quality shirt with empirical cost figures clearly 
demonstrating actual savings in transaction costs resulting in lower purchase costs for the consumer. 
Moreover, this example demonstrates nicely how the potential elimination of entire levels within the 
market hierarchy(e.g., wholesaler, retailer) may occur. 
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B2C = Business-to-client e-commerce  
 FSZ = Firm Size (control variable) 
 βO = Intercept 
 ϵ = stochastic error term 
 

Table 1: Definition of Variables 
 

S/N PROXY TYPE MEASUREMENT Source  
 Variable of Interest    
1 Return on Sales (ROS Dependent 

 
Measured by dividing profit after 
tax over total revenue. 

Aamiret al 
(2012) 

 Explanatory Variables    
2.  Business-to-business 

(B2B) 
Independent Dummy variable that equals 1 if the 

company sells online only to other 
companies and 0 otherwise.  

Abiso (2017) 

3.  Business-to-client (B2C) Independent  Dummy variable that equals 1 if the 
company sells online only to 
individual customers and 0 
otherwise.  

Abiso (2017) 

4.  Firm Size (FZ) Control  Computed as natural log of total 
assets  

Dogan (2013) 

Source: Author’s computation (2022) 
 
4. RESULTS AND DISCUSSION 
 

Descriptive Statistics 
 

In order to have glimpse of the data used in the study, a first pass at the data in form of descriptive 
statistics was carried out. This gives us a good idea of the patterns in the data used for the analysis. The 
summary statistics is presented in Table 2. 
 

Table 2: Descriptive Statistics Results 
 

Source: STATA-13 Result (2022) 
 

Table 2 shows the detail account of the descriptive statistics for the explained and explanatory variables. 
Return on sale (ROS) which is the dependent variable of the study has a minimum value of -0.9256449 
and a maximum value of 0.372. The average value of the return on sales is 0.0493628 with standard 
deviation of 0.1647487, signifying that the data deviate from the mean value by 0.16. This implies that 
there is no variation across the sample firms because the standard deviation is not close to the mean. The 
value of 0.049 is an indication that quoted food and beverages firmsperformanceis very poor (5%) during 
the study period.The table indicated a mean value of 0.9829545 for business to business (B2B). This 
value shows that ninety-eightpercent (98%) of the listed food and beverages firms had engaged in 
business-to-business method of transaction. This further suggests that only two(2%) of the sampled 
companies do not engage in business-to-business mode of E-commerce. The minimum and maximum 

         FSZ         176    6.752118    2.257236          0   10.26485
         B2C         176    .0284091    .1666125          0          1
         B2B         176    .9829545    .1298101          0          1
         ROS         176    .0493628    .1647487  -.9256449       .372
                                                                      
    Variable         Obs        Mean    Std. Dev.       Min        Max

. summarize ROS B2B B2C FSZ
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values of business-to-client (B2C) during the study period were 0 and 1 respectively. This was as a result 
of the dummy nature of the dataset. The minimum and maximum values of firm size during the study 
period were zero (0) and ten (10) respectively and the total observation of the dataset stood at one-
hundred and seventy-six. 
 

Table 3: Sharpiro- Wilk (W) Test for Normality 
 

Source: STATA-13 Result (2022) 
 

The results of the Sharpiro- Wilk (W) test carried out by the study for the normality test on the data of the 
variables as depicted in Table 4.2 indicate that all the variables are significant at 0.05 level. These 
therefore clearly imply that the data collected on the variables of the model are not normally distributed. 
Consequently, this could pose some challenges in the panel least square regression, hence the need for a 
more generalized regression model.  
 

CorrelationAnalysis 
 

Table 4: Pairwise Correlation Coefficient  

Source: STATA-13 Result (2022) 
 

Table 4 shows the correlation of the variables under study which are return on sale (ROS) and E-
commerce variables (business-to-business and business-to-client) in the listed food and beverages firms in 
Nigeria. The result shows that there is a negative relationship of 77% between business to -business and 
business-to client and the relationship is significant at 5%. Also, negative relationship exists between 
return on sales and firm size but very minimal (17%) and is statistically significant. Observing the pattern 
of the correlation between the explained and explanatory variables, the result reveals that there are no 
high correlations among variables. According to Gujirati (2004), all variables that have less than 0.80 
correlation coefficient been considered safe and can be included in the same regression model, since there 
is no interdependency among the independent variables. 
  

         FSZ      176    0.75510     32.700     7.972    0.00000
         B2C      176    0.70398     39.525     8.405    0.00000
         B2B      176    0.37208     83.841    10.124    0.00000
         ROS      176    0.69746     40.396     8.455    0.00000
                                                                
    Variable      Obs       W           V         z       Prob>z

                   Shapiro-Wilk W test for normal data

. swilk ROS B2B B2C FSZ

                 0.0207   0.5890   0.6387
         FSZ    -0.1743* -0.0410  -0.0356   1.0000 
              
                 0.7218   0.0000
         B2C     0.0270  -0.7701*  1.0000 
              
                 0.9217
         B2B     0.0075   1.0000 
              
              
         ROS     1.0000 
                                                  
                    ROS      B2B      B2C      FSZ

. pwcorr ROS B2B B2C FSZ, star (0.05) sig
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Multi-Collinearity Test 
 

Table 5: Result of Variance inflation Test 
 

Source: STATA-13 Result (2022) 
 

In order to validate the robustness of the estimates, the multi-collinearity test was conducted, using the 
Variance Inflation Factor (VIF) as a diagnostic check. As encapsulated in table 4.4 above, the decision 
rule for the multicollinearity test using the variance inflation factor is that VIF of less than 10 and 
1/VIF of less than 1 show that there is absence of multi-collinearity, while the VIF of more than 10and 
1/VIF of more that 1 is an indication of presence of multicollinearity. Table 4.4 above clearly revealed 
that there is absence of multicollinearity among the independent variables, given that all the variables 
have a VIF and 1/VIF that is less than 10 and 1 respectively. 

 

Test of Research Hypotheses 
 

In this section, the regression results of e-commerce variables and financial performance are presented 
and analyzed. In view of the nature of the data, both fixed effect and random effect models were tested. 
Hausman specification test was then used to decide between the two results. 

 

Table 6: Hausman Specification Test 
 

Source: STATA-13 Result (2022) 
 

Decision Rule 
 

Ho: Random effect is not most appropriate 
H1: Fixed effect is most appropriate  
 

Hausman specification test was conducted to choose the most appropriate model for the study, the test 
suggests that random effects regression model is the most appropriate model for the study as evidenced by 
the chi2 of 1.48 and p-value (0.6879) greater than 0.05 which is insignificant. Following the robustness of 
the results, the random effect regression estimators fit in to the study but because of the abnormality of 

    Mean VIF        1.99
                                    
         FSZ        1.01    0.987217
         B2C        2.49    0.402411
         B2B        2.49    0.402246
                                    
    Variable         VIF       1/VIF  

. estat vif

                Prob>chi2 =      0.6879
                          =        1.48
                  chi2(3) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg
                           b = consistent under Ho and Ha; obtained from xtreg
                                                                              
         FSZ     -.0040963    -.0069676        .0028713        .0040739
         B2C     -.0412314    -.0276491       -.0135822        .0119251
         B2B     -.0218291    -.0103079       -.0115212         .022993
                                                                              
                     fe           re         Difference          S.E.
                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))
                      Coefficients     

. hausman fe re
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the dataset as revealed in table 4.2 the study employ panel corrected standard error test (PCSE) to correct 
the abnormality in the dataset. 
 

Table 7: Panel Corrected Standard Error Test (PCSE) 

Source: STATA-13 Result (2022) 
 

The panel corrected standard error test (PCSE) result for the sampled food and beverage companies as 
presented in table 7 above showed that there is a positive relationship between business-to-business 
(B2B) and return on sales (ROS) as explained by a coefficient value of 0.05175 and a z- value of 0.50 
with a corresponding P value of 0.618. This revealed that a one unit increase in business-to-businesswill 
lead to 0.05175increase in return on sales but this not statistically significant.More also,business-to-client 
(B2C) of the sampled food and beverages companies during the study period has a positive relationship 
with return on sales as explained by the coefficient of 0.0517586 and a z-value of 0.52 with a P-Value of 
0.600. This means that for every unit increase in business-to-client (B2C), return on sales (ROS) increase 
by 0.0517586 and this relationship is not statistically significant.On the other hand, the results revealed 
that there is a negative relationship between firm size (FSZ) and return on sale of the sampled food and 
beverages companies during the study period. This is explained by a coefficient value of -0.0124649 and 
z-value of -2.93 with a corresponding P-Value of 0.003. This showed that a unit increase in firm size 
(FSZ), lead to -0.0124649 unit decrease in return on sales and the relationship is statistically significant at 
5%. 
 

Discussion of Findings 
 

Result obtained from regression analysis; financial performance (ROS) on Business to Business (B2B), 
Business to Client (B2C) produced the estimate of the model displayed on Table 4.5. A critical look at the 
individual coefficients of the explanatory variables shows that all the variable coefficients have the 
expected signs in line with a priori determination. With particular focus on the significance of the 
coefficients, the results show that the business-to-business (B2B) e-commerce variable fail the 
significance test at the 5 percent level. This gives room for the study to accept the null hypothesis (H01) 
earlier formulated for this study which state that business-to-business e-commerce has no significant 
impact on returns on sales of listed food and beverage firms in Nigeria.Also looking at the second 
hypothesis, the result revealed that business-to-client also fail the significant level of 5%. This gives room 
for the study to accept the null hypothesis (H02) earlier formulated for this study which state that 
business-to-client e-commerce has no significant effect on returns on sales of listed food and beverage 
firms in Nigeria.The result of the two hypotheses stated in the study contradicts the study of (Pedro et al, 
2019) who found out that Business to Business (B2B), have a positive and significant impact on the 

                                                                              
       _cons     .0811887   .1211025     0.67   0.503    -.1561679    .3185454
         FSZ    -.0124649   .0042595    -2.93   0.003    -.0208133   -.0041165
         B2C     .0517586   .0988274     0.52   0.600    -.1419395    .2454567
         B2B       .05175   .1038419     0.50   0.618    -.1517764    .2552764
                                                                              
         ROS        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]
                         Panel-corrected
                                                                              

Estimated coefficients     =         4          Prob > chi2        =    0.0035
Estimated autocorrelations =         0          Wald chi2(3)       =     13.59
Estimated covariances      =       136          R-squared          =    0.0315
                                                               max =        11
Autocorrelation:  no autocorrelation                           avg =        11
Panels:           correlated (balanced)         Obs per group: min =        11
Time variable:    YEAR                          Number of groups   =        16
Group variable:   FIRM                          Number of obs      =       176

Linear regression, correlated panels corrected standard errors (PCSEs)
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firm’s revenue. While the study is in tandem with the study of (Bananda, 2017) who in their study found 
out that e-commerce indicators have no significant effect on manufacturing companies. 
 
5. CONCLUSION AND RECOMMENDATIONS 
 

The main objective of this study is to help in reducing a significant gap in the literature by empirically 
testing the effect of E-commerce on financial performance. In spite of the large increase in e-sales, in 
contemporary times B2B/B2C e-commerce represents only a small segment of total sales. Not all 
companies implement e-commerce with the same intensity and as such based on the findings of this 
study,the study concluded that substitution effect may exist between the sales by physical channels and E-
commerce sales as a result of insignificant effect of e-commerce on financial performance in the study 
area. The study recommends that; 
 

i. The study recommends that a strong commitment, which involves both B2B and B2C e-
commerce, is needed to obtain profitability gains in the short and long term. 

ii. Furthermore, the study also recommends improvements in profitability could be caused by 
either one or both innovations.  

iii. It is also necessary to take into account that the success of e-commerce is conditioned by 
customer satisfaction, which in turn depends on system quality (website design and 
interactivity), information quality (informativeness and security), and service quality 
(responsiveness and trust.  
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Abstract 
 

The study examines the effect of entrepreneurship curriculum implementation on entrepreneurial intentions of 
undergraduate students of Nasarawa state university Keffi, Nigeria. Nasarawa state University Keffi has made a lot of 
efforts to ensure the implementation of Entrepreneurship Curriculum in the university. All the efforts are geared towards 
ensuring job creation through creativity and innovation among students of entrepreneurship in the university. Despite all the 
good efforts put in place by the university, some of the students still graduate from the school and end up searching for white 
collar jobs. Hence, this investigation to determine the effect of entrepreneurship curriculum implementation on 
entrepreneurial intentions of the students while still in school. The study adopted a survey research design. The population 
of university undergraduate students in this study was 568. The study used Taro Yamane's formula to determine the sample 
size of 235. The method of data collection used in this study was a structured questionnaire that was administered to the 
respondents. The statistical tools used were multiple regressions. The finding revealed that the outcome of entrepreneurial 
curriculum implementation has a positive and significant effect on entrepreneurial intention of undergraduate students of 
Nasarawa state university Keffi. Therefore, the study recommends that the implementation of entrepreneurship curriculum 
should be continuous, consistent and keep on delivering interactively, accommodating students’ involvement in the entire 
learning process. In addition to entrepreneurial creativity and innovation, which are the direct outcomes of the 
entrepreneurship curriculum implementation, the intentions have to be internally developed among students taking 
entrepreneurship education, which is considered also to contribute to the improvement of entrepreneurial intention. 
 

Keywords: Entrepreneurship Curriculum Implementation, Entrepreneurial Intention, Creativity and 
Innovation 
 

INTRODUCTION 
 

All over the world, entrepreneurship is an important component within contemporary economic 
development of any nation. Its critical role to the economy of nations is now widely acknowledged within 
the literature. Experts in the field are of the opinion that entrepreneurship is regarded as a catalyst for 
economic growth, employment and wealth creation (Henry, Hill & Leitch, 2003). Furthermore, the 
European Commission (2016) shared the same view and in addition suggests that entrepreneurship is a 
major driver of innovation, competitiveness and economic strength of a modern nation. Based on this, 
entrepreneurship education is widely given high scores on the agenda of many governments. Such 
governments depend on the development of entrepreneurship as the major source for their economic 
prosperity, growth and development. Accordingly, entrepreneurship education has increased significantly in 
most industrialized countries through courses related to its curricular. It is concerned with learning and 
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facilitating entrepreneurship (what to do and how to make it happen) and less studying about it. These 
approaches are not sufficient for a wider concept of high-level entrepreneurship education and often 
conceived as having highly practical subject matter with functional curriculum. Basically, entrepreneurship 
education is a process that provides entrepreneurial competencies to provide the students with the 
confidence to operate in any environment (Oyugi, 2014). 
 

Entrepreneurship education is relevant in higher education curriculum especially in Nasarawa state 
university Keffi, once it teaches the fundamental of employment skills and how to start and run a business. 
Students gain experience in “creating” and “innovating” a business, sometimes in a stimulating 
environment or in the real market place. Examples of how this can be done include the availability of funds 
to help finance venture creation projects by students and support networks for entrepreneurial initiatives 
including training (Paco, 2010).Training falls into the million as instrument that equips students with the 
skills and competencies to perform tasks with expertise. It also prepares people to work and lifelong 
experiences gathered over the years (Peters, 2009). Curricula are the framework on which the training 
derives its impetus and appropriate curricula produces appropriate training (Nzelibe, 2017). Entrepreneurial 
intention is a desire of doing productive activities effectively that directs individuals to utilize and 
implement relevant concepts of new business (Krueger et al., 2000). Students’ awareness is able to be 
influenced and developed by external factors in terms of entrepreneurship education that underlie the 
emergence of their entrepreneurial intentions. This perspective can be seen from the theory of Planned 
Behaviour by Ajzen (2005) who states that an intention is affected by a person's behaviour. The 
entrepreneurial intention is not inherited, but it can be trained and developed through education. It is on this 
note that Athayde (2009) points out that entrepreneurial attributes can be positively shaped by the 
educational programmes that build students awareness about entrepreneurship as a career option. The 
notion of putting entrepreneurship into the university curriculum has brought much enthusiasm in the last 
fifteen years in the Nigerian Universities. Lots of effects have been stated to result from this, such as 
economic prosperity, job creation and increased societal resilience, but also individual growth and increased 
school engagement. Infusing this idea into practice has nonetheless brought significant problems alongside 
the stated positive effects.In spite of the effortsput in place on entrepreneurship curriculum in Nasarawa 
state university Keffi for the creation of job and being innovative by the undergraduate students, very little 
or nothing is seen of this entrepreneurship curriculum in terms of creativity and innovation of undergraduate 
students in the department of Entrepreneurship Nasarawa state university Keffi. The main objective of this 
study is to examine the effect of entrepreneurship curriculum implementation on entrepreneurial intention 
of undergraduate students of Nasarawastate University Keffi Nigeria. In line with the stated objective of the 
study, the following hypotheses which are all stated in null form are those which are germane to the study; 
 

Ho1: Creativity has no significant effect on entrepreneurial intention of undergraduate   students  of
 Nasarawa state university Keffi Nigeria 
Ho2: Innovation has no significant effect on entrepreneurial intention of undergraduate  students of
 Nasarawa state university Keffi Nigeria 
 

LITERATURE REVIEW 
 

Conceptual Framework  
 

Entrepreneurship Curriculum 
 

Entrepreneurial curriculum contains information on how students can identify and shape opportunities, 
assess business concepts, develop operational plans, fund and launch ventures, grow new enterprises and 
case studies which should be discussed in the classroom to provide students with another venue for 
examining entrepreneurial strategies and learning about the successes and failures of new ventures (OECD, 
2010).Entrepreneurship and career education have some common variables that make them to be 
institutional strategies that aimed at improving educational outcomes by relating teaching and learning 
activities to the concepts of self-development (Zunker 1994). According to Lackeus and Savetun (2018) 
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entrepreneurial curriculum reflects any teaching or pedagogical method of infusing entrepreneurship into 
education to facilitate students’ knowledge, skills, attitudes and competencies. In this sense, entrepreneurial 
curriculum can be looked at as a generic overarching concept. 
 

Creativity 
 

Creativity can be examined from cognitive, social and personality points of view (Woodman and 
Schoenfeldt 1990), thereby gaining insight into entrepreneurial thought processes. Other important factors 
include motivational, attitudinal, social and environmental aspects (Runco 1993). Entrepreneurial creativity 
has been defined as the generation and implementation of novel, appropriate ideas to establish a new 
venture (Amabile 1997). This definition sits alongside much entrepreneurship literature on new venture 
formation (Hisrich 1992; Woo and Daellenbach 1994). Creativity is also viewed as a central element in 
problem solving and there are a number of ways in which creative thinking can facilitate decision making. 
In an investigation of artist versus market orientation, it has also been shown that creativity for creativity’s 
own sake can result in profitable outcomes (Fillis 2006). Creativity involves a perceptual response to the 
environment which may induce a high or low frequency of creative endeavour. Therefore, an effective 
implementation of entrepreneurship curriculum is cable of motivating the students to become creative while 
still in school. This attitude, to a great extent helps to form their intention and readiness to become 
entrepreneurs in future. 
 

Innovation  
 

Innovation has been described as a means of continuous growth and development (Fagerberg, 2004). As 
explained by Yee-Cheong (2005), innovation is a widely inclusive term that covers the work of both formal 
and informal enterprises, raw ideas and inventions of people. The innovation process involves idea creation, 
and the acceptance of this idea or way of doing things as a technical, organizational, business related, 
institutional or social solution to a problem as regards to product, service, system, policy or program, that is 
new to the adopting organization and which managers and other pertinent users may perceive to be true and 
accept as ground-breaking and new, and apply towards increasing performance, productivity and 
competitiveness, flowing from such things as improved sales, profitability and market share (Carlson & 
Wilmot, 2006; Damanpour & Goplakrishnan, 2001; Camisón-Zornoza, 2004; Nohria& Gulati, 1996, cited 
in Hassan, Shaukat, Nawaz, & Naz, 2013; Wirtz, 2010; Zwingina & Opusun, 2017). Also, an effective 
implementation of entrepreneurship curriculum is cable of motivating the students to become innovative 
while still in school. This attitude, to a great extent helps to shape their intention and readiness to become 
entrepreneurs in future. 
 

Entrepreneurial Intention 
 

Krueger, Reily and Carsrud (2000) opined that entrepreneurial intention is the commitment to performing 
entrepreneurial behavior. In the same vein, Reynolds and Miller (2002) understood entrepreneurial intention 
as the personal commitment of the potential entrepreneur to start up. Tube and Ekeberg (2001) said that an 
intention is a symbolism of planned process to operate an entrepreneurial attitude. Based on the above one 
can conclude that entrepreneurial intentions is based on the concept of cognitive symbolism. In this study, 
one can say that entrepreneurial intention is a cognitive representation of actions for exploiting a business 
opportunity by applying entrepreneurial learning (Bagobiri, 2017). Entrepreneurial intention is commonly 
used in researches of entrepreneurship and it has been used as a dependent variable in various research 
(Carr & Sequira, 2007; Krueger, Reily and Carsrud, 2000; Wilson, Kichil & Marlino, 2007). Researchers 
have also confirmed that entrepreneurial intention effectively predicts entrepreneurial behavior and attitude 
towards entrepreneurship, in turn, predicts entrepreneurial intentions (Ajzen, 2002). As attitude and 
intentions are perception-based, they are learnable. Therefore, nurturing the entrepreneurial attitudes and 
intentions through entrepreneurship education is important to promote entrepreneurship (Bagobiri, 2017) 
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Empirical Review 
 

Jun (2021) examined the impact of entrepreneurship curriculum with teaching models among higher 
education students in china: the moderating role of the entrepreneurial climate at the institution. Using a 
cross-sectional survey design, data were collected in 15 higher education institutions in China. A sample of 
739 students was used to test our hypotheses. The results suggest that all the entrepreneurial teaching 
models and mind-set are positively related (though the demand model is the strongest predictor). 
Furthermore, the results establish that the entrepreneurial climate at the institution plays a moderating role 
between EC and EM, though it is the strongest for the competence teaching model. His paper contributes to 
the theoretical conceptualization of the EC–EM relationship and the deep understanding on “how” and 
“when” the teaching models in EC influence EM. Our study also expanded social cognitive theory (SCT) 
application in the context of higher entrepreneurship education by combining and confirming educational 
(specific teaching models), cognitive (EM), and institutional factors (entrepreneurial climate). Our research 
implies that universities and entrepreneurial program developers should pay attention to the selection of the 
right teaching models and provide a supportive entrepreneurial climate to optimize students’ EM, thus 
promoting their sustainable development.  
 

Lulu and Dandan (2019) investigated the moderating role of team cooperation on the effect of 
entrepreneurial education on entrepreneurial self-efficacy and entrepreneurial passion. Survey results from 
221 undergraduate students from entrepreneurship programmes were used for correlation, regression, and 
mediation analysis. By integrating social cognitive theory and self-regulation theory, this study proposes a 
dual-process model and investigates the mediating effects of entrepreneurial self-efficacy and 
entrepreneurial passion on the relationship between entrepreneurial education and entrepreneurial intention. 
Moreover, this study enhances our knowledge of why and how entrepreneurial education improves business 
students’ entrepreneurial intention. It also contributed to the entrepreneurial education literature by testing 
the role of team cooperation as the boundary condition and found a positive relationship between both 
variables. Angga, Ery and Agus (2017) investigates the effect of entrepreneurship education on 
entrepreneurial intention among college students enrolling in the Department of Management, Faculty of 
Economics, State University of Malang. The research employed descriptive correlational design, and a 
number of 230 students are taken proportionate randomly as sample from 540 students enrolled in three 
study programs. Path analysis utilizing LISREL 8.50 for windows is used to examine relationships among 
variables. Research finding revealed that entrepreneurial intention is indirectly affected by entrepreneurship 
education, meaning that students’ entrepreneurial motivation and attitude are two important mediating 
variables.  
 

Theoretical Framework 
 

Theory of Planned Behaviour (TPB) 
 

The theory that best suits this study is the planned behaviour theory. Becoming an entrepreneur is a planned 
behaviour per se rather than a spontaneous decision (Krueger Jr., Reilly & Carsrud, 2000). TPB is the 
fundamental theory for explaining entrepreneurial intention. Introduced by Ajzen (1985) TPB is used to 
analyse factors affecting intention and to predict intention, which renders it a useful tool in research. The 
theory offers a critical and appropriate framework to explain individual planned behaviour and thus allows 
researchers to predict entrepreneurial intention with consideration of both individual and social factors 
concurrently (Lilian & Chen, 2009). TPB contains three variables that affect entrepreneurial intention, 
namely perceived behavioural control (PBC, i.e., individuals evaluating a to-be-executed behaviour 
according to its ease of execution), attitude toward entrepreneurship (personal belief in certain behaviours 
or actions, such as entrepreneurial spirit), and subjective norms (an individual’s views on what people 
around them or people of influence, e.g., parents, friends, or co-workers, think about a certain behaviour 
(starting business ventures). These variables were found to directly predict the entrepreneurial intention of 
entrepreneurs (Al-Jubari, 2019). Since the introduction of TPB by Ajzen (1985), PBC has been its core; 
entrepreneurial attitude and PBC both change entrepreneurial intention “from the inside”, whereas 
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subjective norms involve analysing reasons that cause entrepreneurial intention to change according to the 
external environment of an entrepreneur. When these variables are satisfied, an entrepreneur’s 
entrepreneurial intention grows stronger, and they have a higher chance of actually starting a business. 
Because the attitude of entrepreneurs toward entrepreneurship changes over time, their entrepreneurial 
intention also changes with time. Therefore, higher education may realize such change through training or 
experience, which can possibly enhance self-efficacy and the perceived effectiveness and feasibility of 
entrepreneurship in students (Bell, et. al., 2016). According to the aforementioned studies, researchers have 
extended their discussion of entrepreneurship education and related topics beyond simply explaining 
phenomena by using commonly adopted theories; furthermore, the expansion of TPB-based research 
models requires investigation into various phenomena (Al-Jubari, 2019). This study employed TPB as its 
main theoretical framework for two reasons. First, the theory has provided an adequate theoretical 
foundation for previous research on entrepreneurship education and can be said, to an extent, to affect the 
formation of entrepreneurial intention. Second, entrepreneurial intention is a planned behaviour and thus 
cannot be developed without appropriate planning. 
 

METHODOLOGY 
 

The study adopted the survey research design and this was because the information or data needed for the 
study required the use of structured questionnaire that was administered to the respondents who are the 
various undergraduatestudents of Nasarawa state university Keffi Nigeria. Thus, the population of the 
undergraduatestudentsof the department of entrepreneurship in Nasarawa state university Keffi in this study 
is 568 and this will be reduced using the Taro Yamane (1967) formula as stated below: 
 

n=N/1+N(e)2 
 

Where N is the population size  
e is the margin error (assume 5%) 
1= constant 
e=0.05 
n = 568/1+568(0.05)2 
n=568/1+568(0.0025) 
n = 568/1+1.42 
n = 568/2.42 
n= 234.7 or 235 
 

Therefore, the sample size of the study was 235 of the undergraduatestudents of Nasarawa state university 
Keffi. Furthermore, the study used a purposive sampling technique in selecting the 235 from 568 
undergraduate students of Nasarawa state university Keffi. Furthermore, the method of data collection was 
structured questionnaire administered to the respondents. The reason for using primary sources of data is 
that, it is crucial in presenting a study of this nature to gain more insight through first hand information 
elicited from the respondents. It was designed in a five (5) point Likert type scale questionnaire to collect 
data from the respondents. The question provides information on the effect of entrepreneurship curriculum 
on entrepreneurial intention of undergraduate students in Nasarawa state university Keffi, Nigeria.  
However, copies of the questionnaire were administered to the respondents using accidental sampling 
method. Finally, the study used the Ordinary Least Square (OLS) simple regression method to determine 
the effect of the independent variable on the dependent variable. The ordinary least squares method is one 
of the most popular and widely used methods for regression analysis. The SPSS software of 23.0 was used 
for this study. The statistical test of parameter estimates was conducted using their standard error, t-test, F-
test, AR, and R2.  
 

Y= α + ßIx 
 

Where y = dependent variable, α = intercept, ßI  is coefficient and x is the independent variable. However, 
the above model is expressed as:   
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ENI = α + ßICRE+ ß2INN+µ …equation 1 
Where: ENI = Entrepreneurial Intention (measured as effectiveness), ß = Coefficient, α = Intercept, µ = 
Error terms, CRE = Creativity and INN = Innovation 
 

RESULT AND DISCUSSION 
 

Table 1: Assessment of Creativity 
Items  5 4 3 2 1 

The entrepreneurial curriculum of the 
department is well implemented to the 
extent that it has made students to 
become creative. 

67(28.51) 89(37.87) 31(13.19) 26(11.06) 22(9.36) 

Entrepreneurial curriculum 
implementation has awakened my 
mind-set in becoming creative 
compared to the past 

27(11.50) 33(14.04) 28(11.91) 91(38.72) 56(23.81) 

Over half of the students have shown 
more creative skills as a result of the 
entrepreneurial curriculum 
implementation in entrepreneurship 
department of Nasarawa State 
University Keffi 

78(33.19) 55(23.40) 16(6.81) 56(23.83) 30(12.77) 

Source: Survey (2021) 
 

From table 2, it was discovered that some of the respondents strongly disagreed (28.51%) and disagreed 
(37.87%) with the statement thatthe entrepreneurial curriculum is wellimplemented to the extent that it has 
made students to become creative. 11.06% strongly agreed and 9.36% agreed with the said statement while 
only 13.19% were undecided.  
 
It was also observed that the some of the respondents, 11.50% and 14.04% strongly disagreed and disagreed 
respectively that entrepreneurial curriculum implementation has awakened their mind-set in becoming 
creative as compared to the past. 38.72% and 23.81% strongly agreed and agreed respectively, while only 
11.91% were undecided.  
 
From the table also, some of the respondents 33.19% and 23.40% strongly disagreed and disagreed 
respectively that over half of the students have shown more creative skills as a result of the entrepreneurial 
curriculum implementation in entrepreneurship department of Nasarawa State University Keffi. 23.83% and 
12.77% strongly agreed and agreed respectively, while 6.81% were undecided. 
 
Table 2: Assessment of Innovation 

Items  5 4 3 2 1 

Innovation has become part of the 
students’ attitude as a result of the 
entrepreneurial curriculum 
implementation of the department. 

56(23.81) 91(38.72) 27(11.50) 28(11.91) 33(14.40) 

Entrepreneurial curriculum 
implementation has awakened the 
innovativeness in the students of the 
department  

67(28.51) 89(37.87) 31(13.19) 26(11.06) 22(9.36) 

The students have shown more 30 (12.77) 45(19.14) 26(11.06) 56(23.83) 78 (33.19) 
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innovative skills in soap making and 
others areas as a result of the 
entrepreneurial curriculum 
implementation in entrepreneurship 
department of Nasarawa State 
University Keffi 

Source: Survey (2021) 
 

From table 3, it was discovered that some of the respondents strongly disagreed (23.81%) and disagreed 
(38.72%) to the statement that innovation has become part of the students’ attitude as a result of the 
entrepreneurial curriculum implementation of the department. 11.91% strongly agreed and 14.40% agreed 
with the said statement while only 11.50% were undecided. It was also observed that some of the 
respondents, 28.51% and 37.87% strongly disagreed and disagreed respectively that entrepreneurial 
curriculum implementation has awakened the innovativeness in the students of the department. 11.60% and 
9.36% strongly agreed and agreed respectively, while only 13.19% were undecided. From the table also, 
12.77% and 19.14% strongly disagreed and disagreed respectively that the students have shown more 
innovation skills in soap making and others areas as a result of the entrepreneurial curriculum 
implementation in entrepreneurship department of Nasarawa State University Keffi. 23.83% and 33.19% 
strongly agreed and agreed respectively, while 11.06% were undecided. 
 
Table 3: Assessment of Entrepreneurial Intention (effectiveness)  
 

Items  5 4 3 2 1 

Becoming an entrepreneur while still 
being a University undergraduate 
student in Nasarawa state Keffi Nigeria 
would be useful for me 

39(16.60) 34(14.47) 26(11.06) 85(36.17) 51(21.70) 

To become an entrepreneur within the 
first four years of your studies is 
entirely up to the entrepreneurship 
education you received  

42(17.87) 59(25.11) 37(15.74) 64(27.23) 33(14.04) 

I have already taken some steps to start 
my own business (e.g. gather 
information, work out a business idea 
with some students, and write a 
business plan).  

28(11.91) 71(30.21) 44(18.72) 55(23.40) 37(15.74) 

Source: Survey (2021) 
 
From table 4, it was discovered that some of the respondents strongly disagreed (16.60%) and disagreed 
(14.47%) with the statement thatbecoming an entrepreneur while still being a University undergraduate 
student in Nasarawa state Keffi Nigeria would be useful to them. Also, 36.17% strongly agreed and 21.70% 
agreed with the said statement while only 11.06% were undecided. It was also observed that some of the 
respondents, 17.87% and 25.11% strongly disagreed and disagreed respectively that becoming an 
entrepreneur within the first four years of their studies is entirely up to the entrepreneurship education they 
received. 27.23% and 14.40% strongly agreed and agreed respectively, while only 15.74% were undecided. 
From the table also, some of the respondents 11.91% and 30.21% strongly disagreed and disagreed 
respectively that they have already taken some steps to start their own businesses (e.g. gather information, 
work out a business idea with some students, write a business plan). 23.40% and 15.74% strongly agreed 
and agreed respectively, while 18.72% were undecided. 
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Table 4: Descriptive Statistics  
Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 
Eni 235 1.00 5.00 3.7695 1.33936 
CRE 235 1.00 5.00 3.4698 1.24481 
INN 235 1.00 5.00 3.1986 1.43387 
Valid N (list 
wise) 

235     

Source SPSS version 20.00 
 

The above table 5 revealed the result of descriptive statistics which indicated the mean and standard 
deviation as well as the minimum and maximum value of the variables. The mean value of creativity (CRE) 
is 3.46, innovation (INN) is 3.19, the mean value of entrepreneurial intention (ENI) is 3.76. The table also 
recorded the standard deviation of the variables. 
 

Table 9:   Regression Analysis  
 

Model Summary 
Model R R Square Adjusted R 

Square 
Std. Error of 
the Estimate 

1 .963a .712 .822 .42843 
a. Predictors: (Constant), CRE, INN 

 

ANOVAa 
Model Sum of 

Squares 
df Mean Square F Sig. 

1 
Regression 723.556 2 361.778 1970.986 .000b 
Residual 69.933 231 .184   
Total 793.490 234    

a. Dependent Variable: Eni 
b. Predictors: (Constant), CRE, INN 

 

Coefficientsa 
Model Unstandardized Coefficients Standardized 

Coefficients 
t Sig. 

B Std. Error Beta 

1 
(Constant) -.818 .073  -13.196 .000 
CRE .528 .050 .502 10.367 .000 
INN .645 .047 .453 11.709 .000 

a. Dependent Variable: Eni 
Source: econometric output, 2021 
Decision rule: 5% 
 

The regression result shows that the model is fit for the study since the f-statistics is significant at 5% level 
of significance. The result also shows that creativity has a positive and significant effect on the 
entrepreneurial intention of undergraduate students of Nasarawa state university Keffi, Nigeria while 
innovation also has a positive and significant effect on the entrepreneurial intention of undergraduate 
students of Nasarawa state university Keffi, Nigeria. These effects are significant since the P-values are less 
than 5%. Thus, the study rejects the null hypothesis and concluded that entrepreneurship curriculum 
implementation (creativity and innovation) has a positive and significant effect on entrepreneurial intention 
of undergraduate students of Nasarawa state university Keffi, Nigeria. The R2 = 0.71 indicates that 71% 
factor of entrepreneurship curriculum implementation is hereby used to explain the entrepreneurial intention 
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of undergraduate students of Nasarawa state university Keffi, Nigeria while the remaining 29% can be 
attributed to other factors not noted in the regression model which is referred to as error term.   
 

Discussion of Findings  
 

The study found out that entrepreneurship curriculum implementation which manifests in creativity and 
innovation among the students has a positive and significant effect on entrepreneurial intention of 
undergraduate students of Nasarawa state university Keffi, Nigeria. The findings are indications that the 
entrepreneurship curriculum implementation by the department of entrepreneurship of Nasarawa state 
university Keffi, is good enough to make the students become creative and innovative even while they are 
still undergoing their studies. This culture of creativity and innovation being demonstrated by the students is 
a reflection of the good implementation of the entrepreneurship curriculum of the department. Therefore, 
creativity and innovation among the students is a demonstration of their strong intention to become 
entrepreneurs and not job seekers. 
 

These findings are in line with the findings of Jun (2021) who examined the impact of entrepreneurship 
curriculum with teaching models among higher education students in china using the moderating role of the 
entrepreneurial climate at the institution where the results showed that all the entrepreneurial teaching 
models and mind-set are positively related. The study is also in line with the planned behaviour theory 
(TPB) by Ajzen (1985), which states that there are three variables that affect entrepreneurial intention, 
namely perceived behavioural control (PBC, i.e., individuals evaluating a to-be-executed behaviour 
according to its ease of execution), attitude toward entrepreneurship (personal belief in certain behaviours 
or actions, such as entrepreneurial spirit), and subjective norms (an individual’s views on what people 
around them or people of influence, e.g., parents, friends, or co-workers, think about a certain behaviour 
(starting business ventures). When these variables are satisfied, an entrepreneur’s entrepreneurial intention 
grows stronger, and they have a higher chance of actually starting a business. Because the attitude of 
entrepreneurs toward entrepreneurship changes over time, their entrepreneurial intention also changes with 
time. Therefore, higher education may realize such change through training or experience, which can 
possibly enhance self-efficacy and the perceived effectiveness and feasibility of entrepreneurship in 
students. 
 

CONCLUSION AND RECOMMENDATION 
 

A key and important factor in entrepreneurship curriculum implementation is its ability to facilitate the 
development of the character of entrepreneurship students, including the provision of opportunity for 
experiencing and practicing real contextual learning for developing their entrepreneurial intention. The 
position of entrepreneurship curriculum implementation is central to instructional activity that influence the 
undergraduate students to develop their intentions through collaborative learning, emphasizing innovation, 
creativity and networking. The entrepreneurial intention of undergraduate students of Nasarawa state 
university Keffi was analyzed and the study revealed that entrepreneurship curriculum implementation has a 
positive and significant effect on entrepreneurial intention among them. The specific findings were that 
creativity and innovation have a positive and significant effect on entrepreneurial intention of undergraduate 
students of Nasarawa state university Keffi. The research also concludes that successful entrepreneurship 
does not only depend on entrepreneurship education that facilitates the creation of new businesses but other 
factors are also responsible. This research argues that such other factors and characteristic of individuals 
with diverse educational experience, can make a critical difference, and it is important to identify what 
additional educational content can be added to entrepreneurial courses to play a positive role in fostering 
future entrepreneurial activities for the undergraduate students. 
 

Having found entrepreneurship curriculum implementation to have positive influence on entrepreneurial 
intention of undergraduate students of Nasarawa state university Keffi, the study recommends that the 
entrepreneurship curriculum implementation of the university should be continuous and consistent 
especially with its practical perspectives. The implementation should also be consistent with the reality of 
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the present time challenges in terms of new ways of doing things as it relates to new technology. The study 
also recommends that the implementation of entrepreneurship curriculum should keep on delivering 
interactively and accommodating students’ involvement in the entire learning process. In addition to 
entrepreneurial creativity and innovation, the intentions have to be internally developed among students 
taking entrepreneurship education, which is considered also to contribute to the improvement of 
entrepreneurial intention. 
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Abstract 
 

Dividend policy is one of the most debatable issues in finance due to its sensitive nature to the firm and its stakeholders. 
This study examines effect of dividend policy on corporate performance of listed information and communication 
technology firms (ICT) in Nigeria. The expo-facto research design was adopted with reliance on secondary data from 
annual report of listed firms. A purposive sampling technique was employed in selecting the 6 firms out of 9 information 
and communication technology firms in Nigeria for 2012-2021 financial year. To achieve the objectives of the study, panel 
regression estimation was conducted using E-views 10. The finding shows that dividend payout and dividend yield have 
positive significant effect on return on equity. The study concludes that dividend payout and dividend yield have a 
significantly positive effect on corporate performance of quoted information and communication technology sector in 
Nigeria. The study recommends that Information and communication technology firms in Nigeria should pay attention to 
dividend payout in order to maintain and sustain their shareholders and attract prospective investors.  

Keywords: Dividend Policy, Return on Equity, Dividend Payout, Dividend Yield, Firm 
 

INTRODUCTION 
 

A company’s dividend policy dictates the amount of dividends paid by the company to its shareholders 
and the frequency with which the dividends are paid out. When a company makes a profit, they need to 
make a decision on what to do with it. They can either retain the profits in the company (retained earnings 
on the statement of financial position), or they can distribute the money to the shareholders in the form of 
dividends. Corporate financial management continues to lead the way in ensuring the success of firms 
globally. In contextual sense, corporate financial management involves three important decisions namely; 
financing decision, investment decision and dividend decision. These decisions must be approached 
strategically by business managers especially when it comes to the payment of dividends. Dividend 
decision are important because they determine what portion of a firm’s profits is to be distributed to 
shareholders and what portion is to be retained by the firms for further investment (Ross et al, 2002). The 
finance manager has to come up with dividend policy that will be beneficial to both the firm and the 
shareholders. The objective of dividend policy should be to maximize the shareholder's return so that the 
value of investment is maximized (Akinsulire, 2011).  
 

There has been variety of opinion on the dividend policy issue as to whether claims on dividends are 
relevant. The patterns of corporate dividend policies differ over time and across countries, especially 
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between manufacturing firms in developed and emerging economies (Amidu, 2007). Dividend policy has 
remained one of the controversial issues in corporate finance. Ordu et al, (2014) noted that some financial 
analysts attribute the failure of some quoted firms to non-payment of dividends which according to them 
made investors lose interest in trading on stocks. Investors are by nature risk averse, and the volatility of 
their investments is of importance to them because it is a measure of the level of risk they are exposed to. 
Investors will naturally invest in stock with forecasted positive return on investment and a dividend policy 
that encourages higher dividend payout. Dividend policy is one of the most debatable issues in finance 
due to its sensitive nature to the firm and its stakeholders. Managers need to decide on regular basis 
whether to pay out of the earning to shareholders, reducing the agency problem (Jensen and Meckling, 
1976). The study therefore seeks to examine effect of dividend policy on corporate performance of quoted 
information and communication technology firms in Nigeria. The following null hypotheses are 
formulated for this study: 
 

H01: Dividend payout has no significant effect on cooperate performance of quoted information and 
communication technology firms in Nigeria. 
 

H02: Dividend yield has no significant effect on cooperate performance of quoted information and 
communication technology firms in Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Dividend Policy 
 

Dividend simply means the money that a company pays out to its shareholders from the profits it has 
made. Such payments can be made in cash or by issuing of additional shares which is called script 
dividend. Companies that are listed in the stock exchange are usually obligated to pay out dividends on a 
quarterly or semi-annual basis. The semi-annual or quarterly payment is referred to as the interim 
dividend. The final payment, which is usually paid at the end of the financial year of the company, is 
known as the final dividend. Dividends are normally paid after the corporate tax has been deducted. 
Dividend policy is primarily concerned with the decisions regarding dividend payout and retention. It is a 
decision that considers the amount of profits to be retained by the company and that to be distributed to 
the shareholders of the company (Watson and Head, 2004). Theoretically, there are different types of 
dividend policies. These include constant payout, progressive policy, residual policy, zero policy and non-
cash policy. Investors are seen to belong to a particular group or clientele. This is because they tend to 
pitch their tent with a particular policy that might suite them. This is the clientele effect of dividend policy 
According to Nissim and Ziv, (2011) dividend policy is the regulations and guidelines that a company 
uses to decide to make dividend payments to shareholders. The dividend policy decisions of firms are the 
primary element of corporate policy. Dividend, which is basically the benefit of shareholders in return for 
their risk and investment, is determined by different factors in an organization. Basically, these factors 
include financing limitations, investment opportunities and choices, firm size, pressure from shareholders 
and regulatory regimes. Olimalade et al, (2017) opine that dividend policy is cash flow that accrues to 
equity investors. That is a form of return to shareholders on their investment, and the aim is to increase 
their confidence in the future of the company in which they have invested. According to the study, 
dividend policy is seen as the rationale under which a firm determines what it will pay in dividends. By 
implication, dividend policy of a firm is very important as it tells a firm when and how to make the 
payment and the extent of the payment to be made. This encompasses both the amount paid and the 
pattern under which changes in amount occur over time. That is, it entails striking a balance between 
future growth and payment of current dividends to firm’s shareholders. 
 

Dividend Payout 
 

According to Rehman (2016), dividend payout is often known as a measure of dividend policy, and the 
most fundamental question is whether or not the dividend should be paid. The study is of the opinion that 
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corporate finance theory is yet to answer this basic question. That is why dividend policy is considered to 
be a dark area in corporate finance theory. The cash flow position of a firm is an important determinant of 
dividend payouts. A poor liquidity position means less generous dividend due to shortage of cash 
(Omaliko & Okpala, 2020).  Omaliko and Okpala (2020) refer to dividend payout as a decision regarding 
the magnitude of the dividend payment paid by the firms, the percentage of earnings paid to the 
stockholders in the form of dividends. It is based on the answers to several important questions such as 
how much dividend should a company distribute to shareholders? What will be the impact of dividend 
payout on the company’s share price? What will happen if the amount of dividend changes from year to 
year? The dividend payout ratio provides an indication of how much money a company is returning to 
shareholders versus how much it is keeping and reinvest in growth, pay off debt, or add to cash reserves 
(retained earnings).  
 

Dividend Yield  
 

Dividend yield is a financial ratio that measures the amount of cash dividends distributed to common 
shareholders relative to the market value per share. The dividend yield is used by investors to show how 
their investment in stock is generating either cash flows in the form of dividends or increases in asset 
value by stock appreciation (Nissim & Ziv, 2011).  According to Sorin (2016), dividend yield expressed 
as a percentage, is a financial ratio that shows how much a company pays out in dividends each year 
relative to its stock price. The reciprocal of the dividend yield is the dividend payout ratio. The dividend 
payout ratio is the ratio of the total amount of dividends paid out to shareholders relative to the net 
income of the company while dividend yield is the financial ratio that measures the cash dividends paid 
out to shareholders relative to the market value per share. Dividend yield can be described as profitability 
indicator shown as a cash dividend per share for common stocks divided by the per share market value. It 
can also be simply determined as dividend per share divided by the market value per share. 
 

Corporate Performance 
 

Corporate performance has various measurements but basically two domains are emphasized in the 
literature. The financial one represented by profitability, growth and market value; and the operational 
domain that includes nonfinancial competitive aspects such as customer satisfaction, quality, innovation, 
employee satisfaction and reputation (Venkatraman and Ramanujam, 1986). (Forza and Salvador, 2000) 
defined performance as; “An information system that supports managers in the performance management 
process mainly fulfilling two primary functions: the first one consists in enabling and structuring 
communication between all the organizational units (individuals, teams, processes, functions, etc.) 
involved in the process of target setting. The second one is that of collecting, processing and delivering 
information on the performance of people, activities, processes, products, business units. Franco-Santos et 
al., (2007) argued that the financial performance is mostly denoted by financial ratios which are 
considered as a meaningful financial indicator which can be used by the different financial information 
users. Their study classified these financial ratios into liquidity ratios, activity (operational) ratios, 
profitability ratios, debt ratios and market ratio. The profitability ratios such as the return on assets (ROA) 
and the return on equity (ROE) are the most used profitability ratios in analysis. They stated that while 
ROA measured as net profit to total assets measures the operating efficiency of the company based on the 
firm’s generated profits from its total assets, ROE measured as net profit to total shareholders‟ equity 
measures the shareholders rate of return on their investment in the company.  
 

Return on Equity 
 

Return on equity (ROE) measures a corporation's profitability by revealing how much profit a company 
generates with the money shareholders have invested (Khatab et al 2011). It is often viewed as a hybrid 
measure of firm performance because it incorporates profit which is accounting based and equity which is 
market based. Efficient management of the operation cost will be best reflected by its rate of return on the 
equity capital. Since managers are responsible for the operation of the business and utilization of the 
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firm’s resources, return on equity is a measure that allows users to assess how well a firm’s corporate 
governance system is working in securing and motivating efficiency of the firm’s management (Epps & 
Cereola 2008).  
 

Firm Leverage  
 

The concept of leverage is considered under financial strategy planning of a firm. Leverage gives the firm 
the opportunity to increase the rate of return. This is done by generating greater return on money that is 
borrowed than the cost of using that money. In cases where the firm's asset is greater than the interest 
before tax is paid on debt, then it implies that leverage is positive. There are also times where the asset of 
the firm could be or is less than interest before tax rate; this implies that leverage is negative (Suhaila, 
2014). Subaii (2012) posits that firms that use their earnings instead of considering capital from outside 
sources benefit more earnings (profit) because of less leverage as compared to other firms that only rely 
on capital from outside sources as such increase the level of their leverage. This means that whenever a 
firm's stock price is high, the firm then prefers to issue equity instead of taking outside capital that helps 
them to maintain their leverage. 
 

Empirical Review 
 

Omaliko and Onyeogubalu (2021), investigated the impact of Dividend Policy on Share Price of Firms 
Listed on ICT Sector of Nigerian Stock Exchange. In order to determine the relationship between 
dividend policy and share price of firms, dividend policy key proxy variables were used in the study, 
namely; Dividend Payout (DPO), Dividend Per Share (DPS) and Dividend Yield (DY) while Share Price 
(SP) on the other hand was measured using Market Price of Shares (MPS). Three hypotheses were 
formulated to guide the investigation and the statistical test of parameter estimates was conducted using 
OLS Model operated with STATA 15. Ex Post Facto Design was adopted and data for the study were 
obtained from the Nigerian Stock Exchange Factbook and Annual Reports and Accounts of listed ICT 
firms in Nigeria spanning from 2016-2020. The findings generally indicate that Dividend Payout, 
Dividend Per Share & Dividend Yield have exerted significant and positive impact on Firms Share Price 
at 1% significant level. Based on this, the study concludes that dividend policy is capable of influencing 
firms’ share prices in Nigeria. By this implication, the study supports the relevant theories of dividend 
policy reviewed in this study as irrelevant theories of dividends do not hold in the case of Nigeria. The 
study recommends among others that firms’ willing to maximize share price should consistently increase 
their dividend payment as this sends signal to the investors about the firm’s market performance and 
financial health. 
 

Ngwoke (2021), examined the effect of dividend policy on financial performance of manufacturing firms 
in Nigeria. The effect of dividend policy on firm’s performance has been a really big controversial issues 
among scholars in financial management. As many factors affect the performance of firms and dividend 
policy poses as one of those factors. The study had two (2) specific objectives, two (2) research questions 
and two (2) hypotheses. The study had a population of 31 manufacturing firms under the consumer and 
industrial goods segment quoted in Nigeria Stock Exchange. Judgmental sampling technique was 
employed to arrive at our sample size of five (5) firms which included Cadbury Nigeria PLC, Nigerian 
Breweries PLC, Dangote Cement PLC, CAP PLC and PZ Cusson Nigeria PLC. Secondary panel data 
were pooled from the audited financial statements of these companies ranging from the period of 2015-
2018. Regression analysis was carried out on the data with the aid of E-views package. The result of the 
data analysis showed that dividend per share, and dividend payout ratio exert a positive but insignificant 
effect on return on Asset. The study therefore concluded that dividend policy has no significant effect on 
financial performance of manufacturing firms in Nigeria. One of the recommendations of this study is that 
dividend payout ratio should be drastically reduced as to ensure that a major part of the earnings of the 
company is not paid out as dividends but rather ploughed back into the firms to be reinvested or as part of 
the cash reserves. 
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Ogbuagu (2020), examine effect of dividend policy on performance of firms listed on health care sector 
of Nigerian Stock Exchange. In order to establish the relationship between the dependent and independent 
variables in the study, some key proxy variables were used as thus; dividend per share (DPS), dividend 
cover (DC), dividend pay-out (DPO) and dividend yield (DY) while return on equity (ROE) was captured 
as a measurement for dependent variable. Data used for the study was collected from Nigerian Stock 
Exchange Factbook spanning from 2014 to 2018. The results of regression model used indicates that there 
is a significant positive relationship between return on equity (ROE) and dividend per share (DPS), 
dividend cover (DC), dividend pay-out (DPO) and dividend yield (DY) at 5% significant level. From our 
analysis also, it was found that the coefficient of determination (R2) captured 64% which indicates that 
the variables considered in the model accounts for about 64% change in the dependent variable of ROE. 
Thus implies that the remaining 36% is as a result of other variables not addressed by this model. Based 
on this, the study concludes that dividend policy has exerted significant influence on firms’ performance 
over the years. Hence this study supports the relevant theories of dividend policy. The study recommends 
among all that firms willing to maximize value should endeavour to consistently increase their dividend 
payment as this sends a signal that the firm is financially healthy. 
 

Hafeez et al (2018) investigated the relationship between dividend policy and firm performance of 
manufacturing firms in Pakistan. 15 sample size of manufacturing companies for years 2014 to 2017 was 
used. Time series data were calculated from the financial statement of the selected manufacturing firms. 
Return on Asset (ROA) and Return on Equity (ROE) were used as dependent variables while Dividend 
Payout Ratio (DPR), Earnings per Share (EPS), Price Earnings Ratio (PER) were modeled as independent 
variables. Multiple regressions like correlation and descriptive were used as data analysis techniques. The 
study revealed that all the independent variables had a positive relationship with dependent variables. 
DPR, EPS and PER positively influence Return on Investment. Kanwal and Hameed (2017) examined the 
association between dividend payout ratio and financial performance of 20 Pakistani companies listed on 
the Karachi Stock Exchange. The five year data from 2008 to 2012 were collected for the analysis. The 
firm performance was measured by three dependent variables (net profit after tax, return on equity, return 
on asset) while the dividend payout was measured by the ratio of dividend payment to shareholders as the 
independent variable. The correlation analysis and liner regression analysis method were used to find out 
the relationship between dividend payout ratio and firm performance. The result showed that dividend 
payout was positively influenced by the financial performance of firms. 
 

Enekwe et al (2015), examine effect of dividend payout on performance evaluation of quoted cement 
companies in Nigeria over the past twelve (12) years period from 2003 to 2014. The researcher employed 
four (4) variables for the analyses such as: Dividend Payout Ratio (DPR); Return on Capital Employed 
(ROCE); Return on Assets (ROA) and Return on Equity (ROE). Performance evaluation as dependent 
variable is represented by Return on Capital Employed (ROCE); Return on Assets (ROA) and Return on 
Equity (ROE) while Dividend Payout stands as Dividend Payout Ratio (DPR) for independent variable. 
Secondary data were obtained from the financial statements (Statement of Comprehensive income and 
Statement of Financial Position) of the selected quoted cement companies in Nigeria on Nigerian Stock 
Exchange. The model specification for the analysis of data is ordinary least squares techniques applied as 
panel estimation while descriptive research method and simple linear regression for the analyses. The 
researchers’ empirical results suggest that dividend payout ratio (DPR) has positive relationship with all 
the dependent variables (ROCE, ROA and ROE) used for this study; that dividend payout ratio (DPR) has 
statistically significant with Return on Capital Employed (ROCE) and Return on Asset (ROA) while DPR 
has statistically insignificant with Return on Equity (ROE) of quoted cement companies in Nigeria. The 
study recommend that management should improve on their Return on Assets (ROA) and Return on 
Equity (ROE) as they are of great important in the valuation of performance evaluation of quoted cement 
companies in Nigeria; adopt optimal dividend policy that would better the lots of shareholders both in the 
short-run and long-run; devote adequate time in designing a dividend policy that will enhance firm’s 
performance and shareholder value and adopted good dividend payout policies in order to reduce agency 
cost and maximise the value of the company and attract more investors. 
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Theoretical Framework 
 

The Signaling Hypothesis Theory  
 

The Signaling Hypothesis Theory was propounded by Michael Spencer in the year 1973 which centered 
on observed knowledge gaps between organizations, investors and employees. The theory revealed that 
information asymmetry between managers and outside shareholders allows managers to use dividends as 
a tool to signal private information about a firm’s market performance to outsiders. Signaling theory 
posits that dividend policy would be considered as a mechanism to transfer information about a 
company’s future expectation to the investor.  According to the theory, cash dividend announcements 
convey valuable information, which shareholders do not have, about management’s assessment of a 
firm’s future profitability thus reducing information asymmetry. Such information can be made use of by 
investors in assessing the firm’s share price and making investment decisions. Therefore, investors can 
use this information to estimate the share value of a company. Dividend policy under this model is 
therefore considered relevant.  
 

The Gordon / Lintner (Bird-in-the-Hand) Theory  
 

The bird-in-the-hand theory was hypothesized independently by Lintner in the year 1962 and Gordon in 
the year 1963. The theory states that dividends are relevant in determining the value of the firm. In a 
popular common stock valuation model developed by Gordon, the determinants of the value of a firm’s 
cost of equity financing are the dividends the firm is expected to pay to perpetuity, the expected annual 
growth rate of dividends and the firm’s current stock price. The dividend yield and the future growth of 
the dividends provide the total return to the equity investor. This theory insists that dividend yield is a 
more important measure of the total return to the equity investor than the future growth rate of the 
dividends (which is the rate at which the net earnings and the capital gains of the firm will grow at in the 
future). Future growth, and hence capital gains cannot be estimated with accuracy and are not guaranteed 
at all as firms might lose even their entire market value in the stock exchange and go bankrupt. If a firm 
does not pay dividends therefore, its forward looking market value is severely affected by the uncertainty 
surrounding the possibility of the investors’ ever booking the capital gains. Dividend policy under this 
model is also considered relevant. 
 

METHODOLOGY 
 

This study adopted the ex post facto research design since the study is a secondary data research. 
Population of the study consists of nine (9) quoted Information and Communication Technology (ICT) 
sector operating on the Nigeria Exchange Group (NGX) as at 31st January 2022, the sample size is 6 and 
purposive sampling techniques was adopted. Data required for this study were obtained from audited 
financial statements and annual reports of the quoted Information and Communication Technology (ICT) 
sector in Nigeria for 10 years, ranging from 2012 – 2021 under consideration and from the Nigerian 
Exchange Group factbook. The inferential analyses will also involve the application of the appropriate 
statistical technique of Panel Regression Analysis; this is due to the nature of the data. The Panel regression 
model is stated thus; 
 

ROE = β0 + β1DP + β2DY + β3FL + ϵit................................................................… (1) 
Where: 
β0        =    The autonomous parameter estimate (Intercept or constant term) 
β1  - β3    =    Parameter coefficient of Dividend Policy 
ROE=   Return on Equity 
DP =   Dividend Payout  
DY=   Dividend Yield 
FL = Firm Leverage 
ϵit           =   Stochastic Error term 
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RESULT AND DISCUSSION  
 

Descriptive Statistics 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review. 
 

Table 1: Descriptive Statistics Result 
 ROE DP DY FL 

 Mean  17.52467  0.166300  0.801833  2.510167 
 Median  16.67000  0.160000  0.670000  2.485000 
 Maximum  26.44000  0.290000  1.990000  4.110000 
 Minimum  11.00000  0.040000  0.120000  1.080000 
 Std. Dev.  4.324532  0.048360  0.558431  0.507251 
 Skewness  0.322866  0.265232  0.690546  0.190709 
 Kurtosis  1.942877  3.586257  2.277574  4.807584 
 Jarque-Bera  3.836200  1.562723  6.073291  8.532095 
 Probability  0.146886  0.457782  0.047996  0.014037 
 Sum  1051.480  9.978000  48.11000  150.6100 
 Sum Sq. Dev.  1103.393  0.137983  18.39890  15.18090 
 Observations  60  60  60  60 
Source: E-View 10 Output (2022) 
 

Table 1 presents the descriptive statistics of the effect of dividend policy on corporate performance of 
listed information communication technology sector in Nigeria during the period of 2012 to 2021. The 
table shows that return on equity (ROE) as a measure of corporate performance has a mean of 17.52467 
with a standard deviation of 4.3245 with a minimum value of 11.0000 and maximum values of 26.4400. 
Although the range between the minimum and maximum is wide, it implies a stable performance as the 
standard deviation indicated that there is no wide dispersion of the data from the mean value. For the 
other measure of dividend policy, dividend payout (DP) and dividend yield (DY) from the table shows a 
mean of value of 0.1663 and 0.8018 with standard deviation of 0.0483 and 0.5584 with the minimum 
values of 0.0400 and 0.1200 with maximum values of 0.2900 and 1.9900 respectively. This implies that 
the dividend policy in terms of dividend payout and dividend yield witnessed a substantial increase during 
the study period, as the standard deviation is not large compared to the mean, together with the huge 
range between the minimum and maximum values 
 
Table 2: Correlation Matrix 

ROE DP DY FL 
ROE 1.00000 
DP 0.33952 1.00000 
DY 0.18125 0.16038 1.00000 
FL 0.01072 -0.08045 0.23693 1.00000 
Source: E-View 10 Output (2022) 
 

In table 2 correlation analysis, which is used to quantify the association between two continuous variables 
(e.g., between an independent and a dependent variable or between two independent variables).  In 
correlation analysis, we estimate a sample correlation coefficient, more specifically 
the Pearson Product Moment correlation coefficient. The correlation coefficients of dividend payout and 
dividend yield are positive and low which are 0.1812 and 0.0107 respectively.  
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Table 3: Hausman Test (Test between Fixed and Random) 
 

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 8.242543 3 0.0413 
          Source: E-View 10 Output (2022) 

 

The Result of Hausman test shows that chi-square statistics value is 8.2425 while the probability values of 
it is 0.0413 This implies that there is enough evidence to reject the null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is not the most appropriate because the random effects are not well 
correlated with the regressors. Thus, the most consistent and efficient estimation for the study is the fixed 
effect cross-sectional model. Consequently, the result suggests that the fixed effect regression model is 
most appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
 

Decision Rule: The decision rule for accepting or rejecting the null hypothesis for any of these tests will 
be based on the Probability Value (PV) and the Probability (F-statistic). If the PV is less than 5% or 0.05 
(that is, if PV < 0.05), it implies that the regressor in question is statistically significant at 5% level; and if 
the PV is more than 5% or 0.05 (that is, if PV > 0.05), it is categorized as not significant at that level. 
 

Table 4: Panel Regression Result (Fixed Effect)  
Dependent Variable: ROE   
Method: Panel Least Squares   
Date: 04/22/22   Time: 00:39   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 6   
Total panel (balanced) observations: 60  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 17.99721 2.014303 8.934708 0.0000 

DP -14.71750 6.550268 -2.246854 0.0290 
DY 2.687461 0.640637 4.194983 0.0001 
FL -0.071677 0.592664 -0.120940 0.9042 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.786494     Mean dependent var 17.52467 

Adjusted R-squared 0.753003     S.D. dependent var 4.324532 
S.E. of regression 2.149241     Akaike info criterion 4.505588 
Sum squared resid 235.5811     Schwarz criterion 4.819740 
Log likelihood -126.1676     Hannan-Quinn criter. 4.628470 
F-statistic 23.48364     Durbin-Watson stat 1.061538 
sProb(F-statistic) 0.000000    
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Source: E-View 10 Output (2022) 
 

From table 4 above, the coefficient of multiple determinations (R2) is 0.7864. This indicates that about 
78% of the total variations in return on equity is explained by the variations in the independent variables 
(DP and DY), while the remaining 22% of the variation in the model is captured by the error term. This 
indicates that the line of best fit is highly fitted. The standard error test is applied in order to measure the 
size of the error and determine the degree of confidence in the validity of the estimates. Usually if the 
standard error is smaller than half of the numerical value of the parameter estimate, it can be concluded 
that the estimate is statistically significant. Having carried out a standard error test on the parameters 
estimated and as also indicated by their respective probability values, the parameter estimate for dividend 
payout (DP) and dividend yield (DY) is statistically significant, given that their individual probability is 
0.029 and 0.000 respectively which is less than 5%, However, when taken collectively, the regressors (DP 
and DY) against the regressed (ROE), the value of F-statistic is 23.4836 and the value of the probability 
of F-statistic is 0.000000. This result implies that the overall regression is both positive and statistically 
significant at 5%.  
 

Discussion of Findings 
 

The result for the model of the study showed that when taken individually and collectively, dividend 
payout (DP) and dividend yield (DY) has a positive and significant effect on return on equity taken as a 
measure of corporate performance. This implies that dividend payout and dividend yield is significant and 
relevant predictor of corporate performance in quoted Information Communication Technology sector in 
Nigeria. That is to say there are empirical evidences to suggest that the attributes exhibited by the 
dividend policy of Information Communication Technology sector, which naturally should promote 
efficiency and policy in information communication technology sector corporate financial dealings in 
Nigeria, is already having the desired effect. As such, the dividend policy elements of the quoted 
information communication technology sector have been able to exert the needed level of influence that is 
required to improve the tendencies of improved corporate performance framework of the information 
communication technology sector in Nigeria. The findings of the study is also in agreement with the 
position of Omaliko and Onyeogubalu (2021),, who examined the effect of dividend policy on the share 
price of quoted ICT sector in Nigeria but also contradict the result of Ngwoke (2021)  which have an 
insignificant effect on performance of quoted manufacturing firms in Nigeria. 
 

CONCLUSION AND RECOMMENDATIONS 
 

In the Accounting and financial literature several studies have investigated the link between dividend 
policy and corporate performance of quoted Information and Communication Technology firms in 
Nigeria. The conclusion of the study therefore is that dividend payout and dividend yield has a significant 
positive effect on corporate performance of quoted Information and Communication Technology firms in 
Nigeria. The study recommends based on the findings; 
 

i. Information communication technology sector in Nigeria should pay attention to dividend payout 
in order to maintain and sustain their shareholders and attract prospective investors. 

ii. Information communication technology sector in Nigeria should improve their dividend yield as 
it is used by investors to show how their investment in stock is generating either cash flows in the 
form of dividends or increases in asset value by stock appreciation.  
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Abstract 
 

Every firm that is tilting toward growth needs reliable financial information for proper economic decision. Hence 
achieving quality financial statement also depends on the integrity, independence and objectivity of audit committee in 
discharging their responsibility, among other factors. This study examined the effect of audit committee attributes on 
earnings management of listed healthcare firms in Nigeria. Audit committee attributeswas proxied by audit committee 
expertise and audit committee size while earnings management was proxied by discretionary accruals. To achieve these 
objectives, the study employed all the seven (7) listed healthcare firms that had consistently published their audited 
annual financial reports from 2012 to 2021, and analyzed the data using panel multiple regression technique. Hausman 
specification test was conducted to choose the preferred result among the two regression results. Result of the Hausman 
specification test suggests that the fixed effect regression model is most appropriate for the analysis. The result of the 
finding revealed that audit committee expertisehaspositive and significant effect on earnings management, while audit 
committee sizehas negative and insignificant effect on earnings management respectively. The study concludes that audit 
committee expertise has significant positive effect on earnings management. The studyrecommended that audit committee 
expertise among the audit committee member should be taken into consideration because their influence can positively 
affect the quality of financial statement.  
 

Keywords: Audit Committee, Audit committee expertise, Audit committee size, Earnings management 
 

INTRODUCTION 
 

Increasing emphasis placed on corporate governance has elevated the role of audit committees in recent 
time. Accordingly, the interest in the role of audit committees has recently increased in as much as it 
serves as the tool of corporate governance given its responsibility for not only auditing firm’s financial 
reporting and disclosure process but also monitoring the choice of accounting policies and principles, 
evaluating regulatory compliance and corporate ethics, and overseeing the hiring, performance, and 
independence of the external auditor (Hamdan, 2020).Audit Committee (AC) is an essential element of 
corporate governance that can enhance the quality of financial reporting through an open and candid 
communication of financial and non-financial information and a good working relationship with a 
company's board of directors, internal auditors and external auditors. Undeniably, the existence of an 
appropriately constituted audit committee is now a necessity for all listed companies in the United 
Kingdom and United States of America and same in Nigeria (Ibrahim, etal, 2019). In Nigeria, the creation 
and establishment of an audit committee is made mandatory by the Companies and Allied Matters Act 
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(CAMA) of 2020. Section 447 (5) states that "The auditor shall in the case of a public company also make 
a report to an audit committee which shall be established by the public company". According to CAMA 
(2020), Section 447 (6), the makeup of the audit committee shall consist of an equal number of directors 
and representatives of the shareholders of the company (subject to a maximum number of six members). 
Earnings are the most important accounting items in generating and interpreting financial reports. They 
are key components in determining decisions on dividends and investment; measures of firm performance 
provides a criterion for valuing stocks and are the basis for financial forecasting (Chukwu &Nwabochi, 
2019). Its significance justifies the recent global scholarly attention towards earnings and earnings 
management, especially owing to its implication on a myriad of stakeholders. Earnings management in 
the modern business environment has been of great concern due to its explanatory power towards the 
evident global financial frauds.  At the end of every financial period, reporting on earnings is expected of 
every listed firm, whereby it is made based on the prescribed practices and procedures set by the 
accounting standards-setting bodies. However, these standards provide an opportunity for managers to 
exercise their discretion in financial reporting, such as the choice of assets impairment methods, 
depreciation approach, revenue recognition methods, and recording of receivables.  Given the discretion 
to make accounting choices, opportunistic managers get involved in discretionary earnings management 
when preparing and presenting financial statements to achieve their purposes (Eriabie, 2016). According 
to Fali et al (2019), earnings management is the use of judgment in financial reporting and in structuring 
transactions to alter financial reports to either mislead some stakeholders about the underlying economic 
performance of the company or to influence contractual outcomes that depend on reported accounting 
numbers. 
 

Earnings management has resulted to the collapse of prominent corporations such as Enron, WorldCom in 
US, and Transmile in Malaysia. Similarly, in Nigeria, recent cases of corporate scandals in 2017 include 
companies such as Oando oil Plc and Arik airline (Olowokudejo&Oladimeji, 2019). Therefore, to avoid 
corporate failures, corporate governance mechanisms, such as audit committee has been instituted to align 
the shareholders and managers interest to enhance the financial statement quality. In Nigeria, studies in 
this area have ignored the financial expertise variable. The work of (Dabor&Okoeguale, (2013); Ugbede, 
Lizam &Kaseri,(2013) only used one independent variable (Audit committee size). Similarly, Fodio, 
Ibikunle and Oba (2013) used two variables (audit committee size and audit committee independence). 
Hassan (2012) used three independent variables. (Audit committee size, audit committee independence 
and audit committee meetings). The non-use of the financial expertise which is generally believed to play 
a significant role in the activities of audit committee provided a gap that needed to be filled. Furthermore, 
most studies in this area were either conducted in conglomerate sector, industrial sector or banking sector 
(Uadiale 2012; Dabor &Okoeguale 2013 &Ugbede, Lizam &Kaseri; 2015), and none has specifically 
covered the listed healthcare firms in Nigeria. Also, the time periodcovered by some of the previous 
studies leaves a gap to fill. The works of Mbobo and Umoren (2016) forinstance, covered the period from 
2006 to 2015. Sylvester and Edith (2016) covered the period of 2006 to 2012 andOnyabe, et al (2018), 
covered the period of 2007 to 2016 and the present studywill be extending it to year 2021. In view of the 
above, there is need to conduct a study with a view to filling these gaps that exist in the literature. This 
study will therefore empirically seek to answer the question of how audit committee attributes affect 
earnings management of healthcare firms in Nigeria. The following hypotheses were formulated in null 
form only for the study in line with the research objectives: 
 

Ho1: Audit committee expertisehas no significant effect on earnings management of healthcare firms in 
Nigeria 
Ho2: Audit committee sizehas no significant effect on earnings management of healthcare firms  in 
Nigeria 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

The study reviewed some of the concepts that are relevant to this study, which also sharpens the direction 
of the study, and also provides a framework upon which the study findings are validated. 
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Audit Committee  
 

Audit committee can be defined as a committee composed of independent non-executive directors who 
are charged with oversight functions of ensuring responsible corporate governance, a reliable financial 
reporting process, an effective internal control structure, a credible audit function, an informed 
whistleblower complaint process and an appropriate code of business ethics with the purpose of creating 
long-term shareholder value while protecting the interests of other stakeholders. The audit committee is 
one of the company’s key functional bodies, and it oversees financial reportsand ensure transparency. The 
main goals of forming an audit committee are to improve the quality of auditingand reduce the amount of 
time the managementare questioned when external auditors areperforming their duties (Salawu, etal, 
2017). The structure of the AuditCommittee (AC) and how it exercises its governance and supervisory 
responsibilities have a directimpact on the organization’s overall internal management process. 
Committee members ought to havehonesty, commitment, and a comprehension of the company’s 
operations (Osemene & Fakile, 2018).The audit committee believes it is important to maintain the 
organization’s accountability. Members ofthe audit committee are also members of the board of directors, 
which are responsible for formulatingstrategies to maintain the company’s financial results. Sections 
359(3) and (4) of the CAMA (2020) requireevery public company in Nigeria to establish an audit 
committee. The Audit Committee is in charge ofmonitoring the company’s accounting policies and 
procedures (Moses et al, 2016). 
 

Also, the auditcommittee is normally accountable for selecting outside auditors, and meeting with 
financial managers to measurewhether they are acting in the firm's best interest. Ibrahim, etal,(2019) 
suggests that theseresponsibilities often require notable accounting complexity in that they involve 
evaluating the reasonableness ofcomplex financial matters such as the company's accounting reserves, 
and management's handling of proposedaudit adjustments suggested by the external auditors.The issue of 
audit committee characteristics and financial performance has attractedrobust empirical discourse in 
accounting literature; which stems from the fact that there is contention that audit committee 
characteristics significantly improve financial performance of companies in Nigeria and the world over. 
In the views of Yahaya, etal, (2020); Chukwu and Nwabochi (2019), audit committee plays a vital role in 
financial reporting as they are saddled with the responsibility of monitoring management in order to avert 
tweaking of earnings and other accounting numbers. Alluding to the above views, Dauda (2019); 
Ifeanyichukwu and Ohaka (2019), Umobong, and Ibanichuka (2017) posit that audit committees 
characteristics are to facilitate monitoring activities over management and to ensure improved financial 
reporting. Kibiya, et al (2016) see audit committee as appointed members of companies who take active 
roles in overseeing accounting and financial disclosure practices. According to Moses, et al, (2016), audit 
committees are setup by the board with the objective of contributing to effective corporate governance 
and in ensuring reliable financial disclosure. In accounting literature, several measures have been used to 
measure audit committee attributes; audit committee independence, audit committee size, audit committee 
expertise, among others. However, this study employed two variables of audit committee attributes; audit 
committee expertise and audit committee size. 
 

Audit Committee Expertise 
 

Financial expertise means the ability to analyse and interpret a full set of financial statements including 
the notes attached thereto, in accordance with generally accepted accounting principles. Expertise in 
accounting and finance is seen as crucial to audit committee members (Abernathy,et al, 2015; Hayes, 
2014; Hamid, et al, 2015). A number of studies showed that audit committee effectiveness is determined 
by knowledge and expertise in finance and accounting of its members. Expertise in accounting/finance 
allows audit committee members to understand auditing process and resolve disagreements between 
management and external auditors (Liet al,2012), make them more professional and adapt quickly to the 
business changes and innovation (Badolato, 2014). Consequently, such expertise enables audit 
committees to understand the risks faced by the company (Purcellet al, 2014). Audit committee expertise 
is an important attribute in fulfilling its oversight functions and protects shareholders’ interests. It is 
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imperative for all members in the audit committee to have some expertise (accounting, finance and 
supervisory) knowledge in order to understand the challenges of auditing practices. Indeed, the oversight 
role of the audit committee will decrease when its members have no such expertise. Such condition will 
also weaken the effectiveness of audit committees in the financial reporting process including integrated 
reporting. It is commonly known that the essential task of the audit committee is to appraise the financial 
reporting system to guarantee the quality of financial reports, therefore, the sufficiency of financial and 
accounting expertise in the audit committee would improve its competence and its talent in detecting and 
averting earnings management. Several studies revealed that the efficiency of the audit committee is 
enhanced through the existence of financial experts in the committee (Kusnadiet al, 2014).  
 

Audit Committee Size 
 

Audit committee size can be defined as the actual number of auditors delegated to oversee the financial 
welfare of an organization (Hamdan, 2020).The audit committee size is considered to possess different 
skills, experiences, and expertise, thus enhancing the financial statements quality. There are mixed 
findings regarding the influence of audit committee size on earnings management. Past literatures  such as 
(Uadiale 2012; Dabor &Okoeguale 2013 &Ugbede, et al 2015), have indicated that bigger audit 
committee size is more efficient in controlling and supervising the earnings management. Without 
prejudice to the provision of extant laws, every company to which code of Corporate Governance is 
applicable should have a statutory audit committee responsible for audit (SEC, 2011). The committee 
shall perform the following functions: (i) Ascertain whether the accounting and reporting policies of the 
company are in accordance with legal requirements and agreed ethical practices, (ii) Review the scope 
and planning of audit requirements, (iii) Review the findings in management letter in conjunction with the 
external auditor and management responses thereon, (iv) Keep under review the effectiveness of the 
company's system of accounting and internal control, (v) Make recommendations to the board regarding 
the appointment, removal and remuneration of the external auditors of the company and (vi) Authorizes 
the internal auditor to carry out investigations into any activities of the company which may be of interest 
or concern to the committee. Giving the functions, the existence of an effective audit committee indicates 
higher quality monitoring and should reduce the occurrence of opportunistic earnings management. 
However, the problem is that despite the presence of audit committees, there have been several cases of 
manipulation of financial statements which suggest that the mere presence of an audit committee is not 
sufficient enough to mitigate the tendencies for financial statement manipulation by management (Tinuola 
et al, 2021).   
 

Earnings Management  
 

Ahmad (2016) defined earnings management as an action taken by management of companies in 
generating income or profit. This practice reflects the interests of executive directors rather than the 
advantage to the shareholders. This definition implies that earnings management can reveal true 
information about the performance of a firm. Alzoubi (2019) asserted that earnings management is of two 
categories. First, managers look at it as an opportunistic behavior for maximizing utility in handling debt 
contracts, compensation contracts and political cost. This is known as opportunistic earnings 
management. Secondly, earnings management is considered as the perception of efficient contract 
process, whereby managers are prepared to anticipate the unforeseen events (Umobung&Ibanichuka, 
2017). Al-Shaer et al (2017), noted that earnings management is more liable to occur where a firm is 
usually unable to fulfill investors’ expectations or in the periods of unstable earnings. They further added 
that the latest accounting scandals documented indicate that managers occasionally mislead stakeholders 
concerning the firms’ financial performance by trying to present financial statement that do not offer a 
time and true representation of the firm’s value. According to Amin, et al (2018), earnings management 
may happen as a result of the problem of agency. Firms’ managers could manage earnings to present false 
financial statements aimed at enhancing their status, hiding facts that stakeholders should know or 
manipulating contractual outcomes that is based on detailed accounting figures. The fundamental 
managerial instances to manage earnings are numerous. These comprise instances when a company 
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reported a loss in the prior year, manipulating the prices of short-term stock and fulfilling capital market 
requirements amongst others (Akeju & Babatunde, 2017). 
 

Discretionary Accrual (Dechow et al. 1995) Model 
 

Hayes (2014) defined discretionary accrual as a total accrual, which are not directly observable and they 
are easy to manipulate by the company. According to the Jones (1991) model, total revenues are 
excluded from non-discretionary accruals. Dechow etal, (1995) discovered that the major limitation of 
the Jones (1991) model is the assumption that only collected revenues constitutes non-discretionary 
accruals. Subsequently, Dechowetal, (1995) documented evidence that the modified Jones model is more 
powerful than the Jones (1991) model in detecting cases of revenue manipulations. In computing non-
discretionary accruals, the modified Jones model regresses total accruals on gross property, plant and 
equipment while the changes in revenue are adjusted for changes in accounts receivables. Consequently, 
the model is perceived to be more powerful than other models of estimating discretionary accruals. The 
Modified Jones Model (MJM) is presented below: 
 

ND−ACCRi,tTAi,t−1=β0+β11TAi,t−1+β2ΔRevi,t−ΔReci,tTAi,t−1+β3PPEi,tTAi,t−1+εi,t 
 

Prior research confirms the relative performance power of the modified Jones model over other 
discretionary accrual models. For instance, Dechow et al, (1995) examined the performance of five 
discretionary accrual models including Healy (1985), the industry model by Dechow and Sloan (1991), 
the Jones (1991) model, and the modified Jones model developed by Dechow et al, (1995).  Findings 
from the empirical test suggested that Jones and modified Jones models were best in detecting earnings 
management. Originally, Jones (1991) model and the modified Jones model were developed in time 
series form. However, Defond and Jiambalvo (1994) proposed a cross-sectional Jones model instead of 
the time series model, suggesting that the cross-sectional model better estimates accruals. Consequently, 
the modified cross-sectional Jones Model is regarded to be relatively more powerful than all other 
available models of estimating discretionary accruals. The model is however, criticized for being prone to 
measurement errors, especially when estimating discretionary accruals for firms in an industry which are 
not homogeneous. But relatively, the model is still better than other models, because it estimates 
discretionary accruals with minimal errors (Bello & Yero, 2011). 
 

Empirical Review 
 

Abubakar, etal (2021) examined impact of audit committee attributes on real earnings management in 
Nigeria. Objectively, the study investigates the impact of audit committee attributes on real earnings 
management in Nigeria. This study extends existing research on managers manipulative behaviour of the 
accounting earnings through real earnings management by examining the impacts of audit committee 
attributes in Nigeria. Quantitative analyses were implemented involving a sample of 72 non-financial 
firms with 360 firm-year observations for a five-year period (2014-2018). Data was obtained from the 
annual reports of these companies as well as from Thompson Reuters and Bloomberg databases. The 
Panel Corrected Standard Error was used to test the model studied. The finding shows that audit 
committee size prevents managers’ activities in earnings manipulations. Also, the result establishes that 
the audit committee independence presence on the audit committee control managers’ opportunistic 
behaviour while audit committee financial expertise was monitors in curtailing earnings manipulation 
practice. The study concluded that AC enhancing the quality of the financial report, also show the role of 
the audit committee characteristics to deter real earnings manipulations. The study recommended that 
audit committee size should be increased in order to accommodate more experienced and professionals in 
the audit committee. 
 

Adeleke (2021) examined the effect of audit committee characteristics, namely; audit committee 
components, background profile of audit committee and audit committee statutory checklists on the 
quality of financial report of listed financial institutions in Nigeria.The objective of these study was to 
investigate the effectaudit committee characteristics on the quality of financial reporting. The study 
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adopted the correlational research design. The population size was fifty- seven (57) financial institutions 
listed on the Nigerian Stock Exchange as at December 2017. A sample size of forty (40) companies was 
selected using purposive sampling technique. Data was collected through secondary sources from annual 
report of selected companies and Nigerian Stock Exchange factbook for the years 2008 to 2017. Data 
collected was analyzed through descriptive statistics, panel data analysis and pooled ordinary least square 
regression. The findings of this study show that audit committee size and diversity have significant effects 
on the quality of financial report while audit committee meeting has no significant effect on the quality of 
financial report. Secondly it shows that experience and area of specialization have significant effect on the 
quality of financial report while educational qualification has no significant effect on the quality of 
financial report. Lastly it shows that financial expertise has a significant effect on the quality of financial 
report while audit committee independence and attendance of meetings have no significant effect on the 
quality of financial report. The study therefore, concludes that audit committee components and 
background profile affect the quality of financial statement while audit committee statutory checklists do 
not affect the quality of financial statement. It recommended that the size of the audit committee, diversity 
among the committee and the experience, area of specialization, expertise among the audit committee 
should be taken into consideration because it can positively affect the quality of financial statement. 
 

Eseoghene and Oghenevwogaga (2021) assessed whether audit committee characteristics drive financial 
performance of publicly quoted service firms in Nigeria. The objective of these study was to assess the 
effect of audit committee characteristics on financial performance. Audit committee characteristic was 
measured using audit committee size and independence, financial performance by return on equityand 
earnings per share, while control variable is natural logarithm of total assets. Data were obtained from the 
annual reports and accounts of sixteen (16) publicly quoted service firms duringthe period 2012-2019. 
Multivariate estimation technique was employed in the analysis of data andfindings indicated that audit 
committee characteristics significantly and positively affect financialperformance. Moreover, while 
financial performance measure of return on equity negatively affectsthe size of firm, earnings per share do 
not. In view of the findings, the study concluded that audit committee characteristics to significantly and 
positively affect financial performance; the significant and positive effect of audit committee 
characteristics on financial performance may be connected with the fact that audit committee of service 
firms do not lack independence in audit. It is recommended that the auditcommittee members should be 
empowered to be more independent in order to ensure significantaudit that can propel financial 
performance; this would enhance financial performance of publiclyquoted companies. Tinuolaetal (2021) 
examined audit committee characteristics on audit quality in Nigeria, for10 years spanning from 2009-
2018. The main objective of these study was to examined effect of audit committee characteristics on 
audit quality in Nigeria. Specifically, this study assessed the effect of audit committeesize on audit quality 
in the oil and gas sector and examined the effect of audit committee meetingson audit quality in the oil 
and gas sector. The study adopted an expo-facto research design and thepopulation covered all the 12 
listed Oil and Gas sectors; out of which, 10 firms were selectedthrough a random sampling technique. The 
study used secondary data, sourced from the publishedfinancial reports of the sampled firms covering the 
period of 2009-2018. Through logisticregression, it was discovered that audit committee size exerted a 
positive significant effect on auditquality of firms in the oil and gas sector in Nigeria and that audit 
committee meeting exerts apositive but insignificant effect on audit quality of firms in the oil and gas 
sector in Nigeria. It wasconcluded that audit committee has a statistically significant effect on audit 
quality in Nigeria.Thus, it was recommended that emphasis and focus should be placed on the size of the 
auditcommittee to improve audit quality and that modalities surrounding the meetings of the 
committeemembers should be revisited. Also, adequate supervision and monitoring should be ensured in 
everymeeting of the committee members. 
 

Hamdan (2020) examined the role of the audit committee in improving earnings quality: the case of 
industrial companies in Gulf Cooperation Council (GCC). The main objective of this study was to 
ascertain the role of audit committee in improving earning quality in the study area. Three audit 
committee characteristics, including the audit committee independence, the size of audit committee, audit 
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committee diligence/meetings to identify if any of these characteristics differentially impact earnings’ 
quality. The sample included 23 industrial firms from the Gulf Cooperation Council (GCC) financial 
markets during the period of 2014-2018. To achieve this goal, the study measures earnings quality using 
DeAngelo (1981) model and accrual accounting. By using the panel fixed-effect regression, our analysis 
reveals that bigger audit committees with more independence are more likely to be associated with 
earnings quality in GCC industrial firms. The study also finds that the audit committee diligence/meetings 
and audit committee size have no impact on earnings quality. The study concluded that audit committees 
serve as corporate governance mechanism coordinating internal auditing, external auditing, and 
monitoring of company performance in support of high-quality financial reporting of corporate 
performance. It is recommended that the audit committee members should be empowered to be more 
independent in order to ensure significant audit that can propel earnings quality. Fali et al. (2019) 
investigated the impact ofaudit committee on earnings Management of listed deposit money banks in 
Nigeria. The main objective of these study was to investigate the impact of audit committee on earnings 
management. Earnings management was measured using Chang, etal (2008) Discretionary Loan Loss 
Provision Model. The study adopts correlational research design of which secondary data were extracted 
from the 13 sampled deposit money banks listed on the Nigerian Stock Exchange for the period 2008-
2017. The study employed Random Effects Model (REM) to analyze the data. The results revealed that 
audit committee financial expertise and audit committee busyness have negative significant impact on 
earnings management, audit committee tenure has a negative insignificant impact on earnings 
management. Audit committee meeting and audit committee share ownership have positive insignificant 
impact on earnings management. The study concludes that audit committee expertise and busyness 
improve the quality of financial report of deposit money banks in Nigeria. The study recommends among 
others that the board should ensure that members with financial expertise are appointed into audit 
committee as it enhances the earnings management of the banks. The inclusion of more directors with 
multiple directors on the audit committee as their wealth of experience helps in reducing earnings 
management thus, improving the earnings management of the banks.  
 

Ismail et. Al. (2019) evaluated the audit committee impact on earnings management of listed 
manufacturing companies in Nigeria. The primary objective of this study was to evaluate audit committee 
impact on earnings management of listed manufacturing companies in Nigeria. The study uses secondary 
data which were extracted from ten (10) sampled manufacturing firms listed in the Nigerian Stock 
Exchange (NSE) for the period 2010-2019. The study used Random Effects Model (REM) for the 
analysis of data. The results showed that financial expertise of audit committee has significant negative 
impact on earnings management while audit committee tenure has an insignificant negative impact on 
earnings management. Furthermore, share ownership of audit committee has significant negative impact 
on earnings management. The study therefore, concludes that both the audit committee expertise and 
share ownership of audit committee enhance the financial reporting quality of manufacturing firms in 
Nigeria. Based on the impact of members of audit committee with financial expertise, the study 
recommends among others that, the board should ensure appointing the sufficient audit committee 
members that are experts on financial matters. Similarly, the study also recommends the enclosure of 
more members with substantial shareholdings in the audit committee. This can enhance their willingness 
to protect their investment and helps in proper monitoring and supervision, thereby reducing earnings 
management. Chariri and Januarti (2017) investigated the effect of audit committee characteristics (audit 
committee expertise, frequency of audit committee meetings, and audit committee independence) on 
integrated reporting. The primary objective of these study was to investigated the effect of audit 
committee characteristics on integrated reporting. Data for this study were gathered from integrated 
reports of manufacturing companies listed on the Johannesburg Stock Exchanges. Total samples of 58 
companies were selected using purposive sampling method. A multiple regression model was then 
employed to analyze data. The findings showed that the level of integrated reports of the companies met 
70% of all required items. In addition, the audit committee expertise and frequency of audit committee 
meetings positively influenced the level of integrated reports. However, this study did not support the 
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association of independent audit committees and the companies' reports. The study concluded that audit 
committee is very important to boost the level of integrated reports of the companies. The study 
recommended that the board of directors of firms should consistently engage the services of audit 
committee members with expertise. This is because such committee member will be able to choose and 
implement audit process capable of prompting the management in performing their duty with accuracy 
and integrity 
 

Asiriuwa et, al (2017) examined audit committee attributes and audit quality with emphasis on the 
specific requirements of the 2011 SEC code. The main objective of these study was to ascertain the 
impact of audit committee attributes on audit quality. The study applied the deductive approach via the 
ex-post facto research design and the Binary probit regression model in analyzing the various hypotheses 
put forward in study. Data used for the study were gathered for 150 firm-year observations from the 
annual reports of quoted companies on the floor of the Nigerian Stock Exchange. Findings from the study 
revealed that audit committee size, frequency of meetings, number of expertise and overall effectiveness 
all have a positive relationship with audit quality. However, only size and overall effectiveness was 
significant in their relationship.The study concludes that regulatory bodies such as Security and Exchange 
Commission, Nigerian Stock Exchange and others should make it mandatory for companies to meet these 
minimum audit committee attribute requirements if audit quality must be at a high standard. The study 
recommends that since the significant positive nature of audit committee effectiveness show that four 
attributes jointly account for effectiveness, firms are encouraged to establish audit committees that have 
all these attributes. Furthermore, the requirement of having a 6-member audit committee is sound and 
empirically proven to aid audit quality. Therefore, firms yet to subscribe to these should hasten up, while 
sanctions should be made for firms that do not. Hussaini and Gugong (2015) investigated the relationship 
between audit committee characteristics and earnings quality of listed food and beverages Firms in 
Nigeria. The objective of these study was to empirically examine the extent of relationship between Audit 
Committee characteristics and earnings quality of listed food and beverages Firms in Nigeria. The study 
covered the period of six years from 2007 to 2014. Data for the study were extracted from the Firms’ 
annual reports and accounts. After running the OLS regression, a robustness test was conducted for 
validity of statistical inferences. The dependent variable was generated using two steps regression in order 
to determine the discretionary accrual of the sample Firms. Multiple regression was employed to run the 
data of the study using OLS. The results from the analysis revealed significant association between audit 
committee characteristics and earnings quality of the Firms. While audit committee size and committees’ 
financial expertise showed inverse relationship with earnings management, committee’s independence 
and frequency of meetings are positively and significantly related to earnings management. In line with 
the findings, the study concluded that, audit committees’ meetings more up to four times will not result in 
more effective monitoring. The study recommended among others that listed food and beverages Firms in 
Nigeria should strictly comply with the provision of Companies and Allied Matters Act (CAMA, 2020)) 
and SEC Code of Corporate Governance on the issues regarding Audit Committees of having six 
members, equally represented by three shareholders and three directors. However, regulators such as SEC 
should increase the minimum number of Audit Committee members with financial expertise and they 
should also have a statutory position on the maximum number of Audit Committees meetings, which 
should not be greater than four meetings in a year as SEC code of corporate governance is silent on this. 
The study is only limited to the domain of the listed Food and Beverages Firms in Nigeria. As such, our 
findings and recommendations are only applicable to listed Food and Beverages Firms in Nigeria. For 
that, further research may be needed to be conducted on the audit committee attributes in other sectors 
other than manufacturing like financial institution.  
 

Theoretical Framework 
 

Stakeholders Theory 
 

This theory was propounded by Freeman (1984). As the name implies, stakeholdertheory is an advanced 
development on the perception of stakeholders and its association with anybusiness organization. This 
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theory gives a contradictory view on the view of Friedman (1962) who affirmed that it is the 
responsibilityof the corporation to make profit for the shareholders. Freeman (1984) asserted that 
managers mustprotect the rights of all the stakeholders of an organization. Comparing the two scholars' 
opinions,it can be agreed that there is a distinct separation and distinction between them. Freeman (1984) 
defined a stakeholder as any individual or group who can affect or is affected by the accomplishmentof 
the organization’s goals. In essence, the general idea behind stakeholder's theory is to redefinethe 
organization. A lot of concepts before the establishment of this theory focused on the fact thatthe major 
aim of any organization is to maximize its shareholders' wealth, as long as they do not doanything illegal 
or not in line with standard requirements. Jeffrey etal, (2015) observed that the stakeholder’s theory takes 
account of a widergroup of participants rather than concentrating on only the shareholders. Looking at 
this theory inrelation to this study, it can be deduced that the result of the earnings management affects 
not only theshareholders of an organization but also the stakeholders. Audit committee in its entirety 
could affect earnings management of an organization, which would inevitably affect the stakeholders of 
the organization.Osemeneand Fakile(2018) stated that the stakeholders’ theory in all its entirety is 
descriptive,instrumental, normative and managerial. In relation to this study, it can be agreed that this 
theorydescribes all the people that could be affected by the quality of the audit work. No matter how 
vastor small an audit assignment is, it would ultimately affect the stakeholders of an organization. 
Thistheory is instrumental because it identifies the connections between stakeholders and auditcommittee. 
Agreeably, the members of an audit committee board could also be part of thestakeholders in an 
organization. In essence, they too would be affected by the quality of the auditwork. 
 

Stakeholders' theory is normative because it interprets the function of the corporation. This theory is 
significant in a lot of studies, and particularly in this study. However, it has been criticized basedon the 
fact that it neglects the fact that not all stakeholders are generic, nor are they similar withingroups (Jeffrey 
et al, 2015). For instance, the customers of one organization wouldnot be the same as the customers of 
another organization, even if they compete against themselvesin the same industry. And within 
customers’ associations, one customer is not going to have thesame desires, values or utility function as 
other customers. The relevance of this theory to theresearch lies in the fact that it properly outlines the 
fact that at times, members of the auditcommittee could be stakeholders too, and would not want to do 
anything to jeopardize the qualityof the audit work. Stakeholders' theory affirms that in the operations and 
functions of the auditcommittee, there is every possibility that the way they handle the audit work could 
backfire on them, either negatively or positively. This is because they could eventually turn out to be 
stakeholders of the organization. And in the definition of a stakeholder, anyone that could affect or is 
affected bythe action of an organization is deemed a stakeholder. Therefore, audit committee employed 
by anorganization are stakeholders of that organization. 
 

Theory of Inspired Confidence 
 

This theory also known as the theory of rational expectations and it was developed in the late 1920s by 
Dutch professor Theodore Limperg. It was advanced to address boththe demand and the supply for audit 
services. Stakeholders of an entity demand accountabilityfrom the management, in return for their 
investments. Accountability is realized through theissuance of periodic financial reports which are 
subjected to independent opinion of theexternal auditor.However, since this information provided by the 
management may be biased and outsideparties have no direct means of monitoring, audit committees 
should therefore be the first lineof assurance towards inspiring confidence in the quality of financial 
statements. An audit isrequired to assure the reliability of this information. The audit committee and the 
externalauditor should therefore act in such a way that they do not disappoint the expectations of arational 
outsider, while, on the other hand, the auditor should not arouse greater expectationsin his report than his 
examination justifies. So, given the possibilities of audit technology, theauditor should do enough to meet 
reasonable public expectations the least of which is giving anindependent opinion on the reliability of the 
financial statements he so audits (Nwangi, 2018). 
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Agency Theory 
 

Agency theory was propounded by Jensen and Meckling (1976) originated from the work of Berle and 
Means (1932). They examined the concept of agency and the applications toward the development of 
large corporations. They found out how the interest of the directors and managers differ from the owners 
of the firm, thereby using the concepts of agency- principal to explain the genesis of those 
conflicts.Jensen and Meckling (1976), further on the work of Berle and Means (1932), to develop agency 
theory as a formal concept. They also formed a school of thought arguing that corporations are structured 
to minimize the costs of getting agents (agency costs) to follow the direction and interests of the 
principals. The theory essentially acknowledges that different parties involved in a given situation with 
same given goal will have different motivations, and these differences can manifest in divergent ways. 
This means that there will always be partial goal conflict among parties, because efficiency is inseparable 
from effectiveness, and thus information will always be somewhat asymmetric between principal and 
agent. Agency theory is therefore concerned with contractual relationship between two or more persons 
called the agent(s) to perform some services on behalf of the principal. Both the agents and the principal 
are presumed to have entered into mutual agreement or contract motivated solely by self-interest. The 
principal delegates decision making responsibility to agents (Hussaini &Gugong, 2015). Considering 
earnings management practice, agency theory explains clearly the existence of the incentive for 
management to use earnings management. Therefore, (Hamdan,2020) suggests that, management could 
use earnings to mislead shareholders by showing a different image of the company’s earnings. For the 
purpose of this research, agency theory is adopted. This is due to the fact that it elucidates the relationship 
between the agents (management) and the principal (shareholders). In the same vein, audit committee, 
apart from serving as monetary measures, equally represents the shareholders who are the principal since 
their composition constitutes equal number of shareholders and directors. The directors therefore are 
acting on behalf of the shareholders. While the other aspect of the agency theory are the management 
(agents) who are responsible for the preparation and fair presentation of financial statements in 
accordance with Nigerian Statement of Accounting Standard (SAS), they also assumed to make sure that 
the financial statements are free from material misstatement, whether due to fraud or error. This at the tail 
end is subject to confirmation, review and verification by the audit committee in order to make sure that 
the accounting policies are in line with the legal requirements and ethical practices.  
 

METHODOLOGY 
 

Longitudinal panel research design was adopted in this study as it provides the support needed for 
collection of information on the existing nature of the phenomenon under study so as to provide and 
describe the nature of the relationship between the study variables. The population of the study consists of 
all the seven (7) listed healthcare firms on the Nigeria Exchange Group as at 31st December, 2021. The 
study employed all the seven (7) Quoted healthcare firms are(Ecocorp Plc., Fidson Healthcare Plc, 
Glaxosmithkline Consumer Nig. Plc., May and Baker Nigeria Plc., Morison Industries Plc., Neimeth 
International Pharmaceuticals Plc. and Pharma-Deko Plc.). The choice of the study is guided by the 
availability of relevant data. The data used for this study were secondary data derived from the annual 
financial statements of the selected companies. The period considered for this study is from 2012 to 2021 
covering ten (10) years. The study involves time series and cross-sectional data. Descriptive statistics, 
correlation matrix, multicollinearity testand panel regression analytical technique were used to observe all 
variables for the period under study with the help of STATA 13 package and the study adapted the model 
of (Abubakar, etal, 2021). The Model is stated thus: 
 

DACit = β0 + β1ACEit + β2ACSit +β3FSZit+μt -------------------------------------------- (i)  
 

Where; 
 

DAC = Discretionary Accruals  
ACE = Audit Committee Expertise  
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ACS = Audit Committee size  
FSZ = Firm Size 
β0 = is the intercept  
β1-β2 = are the parameters estimate or coefficients in the equation  
it= firm i, time t  
μ = error. 
 

Table 2: Definition of Variables 
Variable Type Measurement Source 

Discretionary Accrual 
(DAC) 

Dependent  Residual from regression of total accruals 
on change in sales and on property, plant 
and equipment, where revenue is adjusted 
for change in receivables in the event 
period. 

Dechow, et al 
(1995)  

Audit Committee 
Expertise (ACE) 

Independent  Proportion of audit committee members 
with financial expertisein the audit 
committee to total number of the audit 
committee  

Hussaini 
&Gugong (2015)  

Audit Committee size 
(ACS) 

Independent  Total Numbers of Audit committee 
members  

Shehu (2017) 

Firm size (FSZ) Control  Measure as natural log of total Asset Mohammed 
(2016) 

Source: Researcher Compilation (2022) 
 
RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

The descriptive statistics of the dataset from the sampled healthcare firms are presented in Table 4.1 
where the mean, standard deviation, minimum and maximum values of the data for the variables used in 
the study are described.  
 

Table 4.1: Descriptive Statistics 
 

Source: Stata 13 Output, 2022 
 

Table 4.1 shows the detail account of the descriptive statistics for the explained and explanatory variables. 
Earnings management (DAC) which is the dependent variable of the study has a minimum value of -
0.9035366 and a maximum value of 0.8195. The average value of the earnings management is 0.160275 
with standard deviation of 0.3233626, signifying that the data deviate from the mean value by 0.32%. 
This implies that there is no variation across the sample firms because the standard deviation is not close 
to the mean. The value of 0.16 is an indication that quoted healthcare firms were involved in minimal 
earnings manipulations during the study period. The Table indicated a mean value of 0.5775714 for audit 
committee expertise. This value shows that only fifty-seven percent (57%) of the listed healthcare firms 
had their audit committee made of members who have accounting and finance experience. This further 

         FSZ          70    6.325106    1.096064      3.109   7.519899

         ACS          70    3.957143    .8917612          3          6

         ACE          70    .5775714    .2279898         .2          1

         DAC          70     .160275    .3233626  -.9035366      .8195

                                                                      

    Variable         Obs        Mean    Std. Dev.       Min        Max

. summarize DAC ACE ACS FSZ
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suggests that forty-threepercent (43%) of the sampled companies had audit committee members without 
accounting and financial expertise. The minimum and maximum values of audit committee expertise 
during the study period were 0.2 and 1 respectively. These figures indicate that some of the companies 
had very little members with accounting and finance experience in their audit committee membership 
while some had one (1) percent of the membership of their audit committee during the same period made 
of members with accounting and finance experience.The table further revealed an average value of 
3.957143 for audit firm size. The minimum and maximum values of audit firm size during the study 
period were three (3) and six (6) respectively which is in tandem with the Companies and Allied Matters 
Act (CAMA) of (2020), section 359 (4), the makeup of the audit committee shall consist of an equal 
number of directors and representatives of the shareholders of the company (subject to a maximum 
number of six members). 
 

Table 4.2Sharpiro – Wilk (W) Pre-estimate Test 
 

Decision Rule: The null hypothesis for this test is that the data are normally distributed. The prob < W 
value listed in the output is the p-value. If the chosen alpha level is 0.05 and the p-value is less than 0.05, 
then the null hypothesis that the data are normally distributed is rejected. If the p-value is greater than 
0.05, then the null hypothesis is not rejected. 
 

Source: Stata 13 Output, 2022 
 

The results of the Sharpiro- Wilk (W) test carried out by the study for the normality test on the data of the 
variables as depicted in Table 4.2 indicate that the p-values for discretionary accrual, audit committee size 
and firm size all are significant at 0.05 level, while audit committee expertise is not significant at 5% level 
respectively as depicted from its p-value. These therefore clearly imply that the data collected on the 
variables of the model are not normally distributed except for audit committee expertise. Consequently, 
this could pose some challenges in the panel least square regression, hence the need for a more 
generalized regression model.  
 

CorrelationAnalysis 
 

Table 4.3 Pairwise Correlation Coefficient  

Source: Stata 13 Output, 2022 

         FSZ       60    0.91899      4.404     3.195    0.00070
         ACS       60    0.95106      2.660     2.109    0.01748
         ACE       60    0.98698      0.708    -0.745    0.77188
         DAC       60    0.91415      4.667     3.320    0.00045
                                                                
    Variable      Obs       W           V         z       Prob>z

                   Shapiro-Wilk W test for normal data

. swilk DAC ACE ACS FSZ

                 0.0216   0.0007   0.0011
         FSZ     0.2961* -0.4265* -0.4098*  1.0000 
              
                 0.1769   0.2270
         ACS     0.1767   0.1583   1.0000 
              
                 0.3206
         ACE     0.1304   1.0000 
              
              
         DAC     1.0000 
                                                  
                    DAC      ACE      ACS      FSZ

. pwcorr DAC ACE ACS FSZ, star (0.05) sig



Effect of Audit Committee Attributes on Earnings Management of Listed Healthcare Firms in 
Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 52 
 

Table 4.3 shows the correlation of the variables under study which are earnings management (DAC) and 
audit committee attributes variables (Audit committee expert and Audit committee size) in the listed 
healthcare firms in Nigeria. The result shows that there is a positive relationship between and within the 
variable except for the control variable but are not statistically significant. Observing the pattern of the 
correlation between the explained and explanatory variables, the result reveals that there are no high 
correlations among variables. According to Gujirati (2004), all variables that have less than 0.80 
correlation coefficient been considered safe and can be included in the same regression model, since there 
is no interdependency among the independent variables. 
 

4.1.3 Multi-Collinearity Test 
 

Table 4.4 Result of Variance inflation Test 
 

Source: Stata 13 Output, 2022 
 

In order to validate the robustness of the estimates, the multi-collinearity test was conducted, using the 
Variance Inflation Factor (VIF) as a diagnostic check. As encapsulated in table 4.3 above, the decision 
rule for the multicollinearity test using the variance inflation factor is that VIF of less than 10 and 
1/VIF of less than 1 shows that the is absence of multi-collinearity, while the VIF of more than 10and 
1/VIF of more that 1 is an indication of presence of multicollinearity. Table 4.4 above clearly revealed 
that there is absence of multicollinearity among the independent variables, given that all the variables 
have a VIF and 1/VIF that is less than 10 and 1 respectively. 
 

4.1.4Lanrangian Multiplier Test 
 

Table 4.5   Breusch-Pagan LM test 

Source: STATA 13 Output (2022) 
 

Decision Rule 
H0: Pooled effect is not appropriate 
H1: Random effect is most appropriate  
 

Table 4.5 showed the results of Breusch - Pagan Lanrangian multiplier test, for random effect was 
conducted to determine between the pooled OLS and random effect regression which is most 

    Mean VIF        1.12

                                    

         ACS        1.07    0.937096

         ACE        1.13    0.884761

         FSZ        1.17    0.851415

                                    

    Variable         VIF       1/VIF  

. estat vif

                          Prob > chibar2 =   0.0000

                             chibar2(01) =    87.39

        Test:   Var(u) = 0

                       u      .083586       .2891125

                       e      .036899       .1920913

                     DAC     .1045634       .3233626

                                                       

                                 Var     sd = sqrt(Var)

        Estimated results:

        DAC[FIRMS,t] = Xb + u[FIRMS] + e[FIRMS,t]

Breusch and Pagan Lagrangian multiplier test for random effects

. xttest0



Effect of Audit Committee Attributes on Earnings Management of Listed Healthcare Firms in 
Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 53 
 

appropriate. The null hypotheses of these tests are that there is no evidence of significant differences 
across the firms. The results in table 4.6 above showed a chi bars2 of 87.39 with a corresponding 
prob>chibar of 0.0000 for the model, therefore, the study rejected the null hypothesis and concluded 
that random effects were the most appropriate model because there is evidence of significant 
differences across the firms for discretionary accrual. As a result, OLS is biased. 
 

4.1.5 Heteroskedasticity Test 
 

Table 4.5 Heteroskedasticity Test 
 

Source: STATA 13 Output Result 
 

Decision Rule 
H0: No conditional heteroskedasticity (residual are homoscedastic) 
H1: There is conditional heteroskedasticity 
 

To test for the existence of heteroskedasticity, this study uses the Breusch- Pagan or cook – Weisberg to 
test for normality of the data, the result reveals that chi2 is 0.01 and the prob>chi2 is 0.9391, this indicate 
the absence of the effects of heteroskedasticity, that is, there is a constant variance in the residuals. 
 

Table 4.6: Hausman Specification Test 
 

Source: Stata 13 Output, 2022 
 

Decision Rule 
Ho: Random effect is most appropriate 
Ha: Fixed effect is most appropriate  
 

Hausman specification test was conducted to choose the most appropriate model for the study, the test 
suggests that random effects regression model is the most appropriate model for the study as evidenced by 
the chi2 of 3.13 and p-value (0.3727) greater than 0.05. Following the robustness of the results, the 
random effect regression estimators were used for the test of hypotheses formulated in this study. 

         Prob > chi2  =   0.9391

         chi2(1)      =     0.01

         Variables: fitted values of DAC

         Ho: Constant variance

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

. hettest

                Prob>chi2 =      0.3727

                          =        3.13

                  chi2(3) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg

                           b = consistent under Ho and Ha; obtained from xtreg

                                                                              

         FSZ      .0869164     .0670828        .0198336        .0380834

         ACS     -.0261981     -.012926       -.0132721        .0165539

         ACE      .3924278     .3750161        .0174117        .0455742

                                                                              

                     fe           re         Difference          S.E.

                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

                      Coefficients     

. hausman fe re
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Test of Research Hypotheses 
 

The regression results of audit committee attributevariables and financial performance are presented 
analyzed and brought under review. In view of the nature of the data, both fixed effect and random effect 
models were tested. Hausman specification test was then used to decide between the two results. 

 

Table 4.5: Random Effect Regression Result 
 

Source: Stata 13 Output, 2022 
 

In line with the panel nature of the data used in this study, the randomeffect regression model shows R2 
within, between and overall, of 12%, 1% and 3% respectively. Within R2 means that independent 
variables explain 14% variations in the earnings management in this panel from year to year. Between R2 
indicates that independent variables explain 1% variations in earnings management from firm (cross-
sectional unit) to another firm. While overall R2 shows that independent variables explain 3% variations 
in the whole panel. If all the independent values are zero the predicted value of the intercept will be -
0.4294796. The table also revealed that the model is fitted as evidenced by the Wald Statistic of 8.01 (as 
indicated by the P-value of 0.0458). 
 

Discussion of Findings 
 

Table 4.5 revealed that audit committee expertise has positive significant effect on earnings management 
with individual p-value of 0.019 which is less than 5% level of confidence. The study showed positive 
relationship between audit committee expertise and discretionary accruals (earnings management) of the 
listed healthcare sector. This relationship is in contrast to a priori expectation which predicted a negative 
association between audit committee expertise and discretionary accruals of sampled firms. Members of 
the audit committee who possess accounting and finance experience are expected to use it for the overall 
benefit of the committee to effectively constrain the manipulations of accounting earnings. The positive 
coefficient between audit committee expertise and earnings management of listed healthcare firms in 
Nigeria indicates that audit committee expertise is associated with increase in earnings management of 
firms. Based on the result, the study rejects the null hypothesis which states that audit committee 
expertise has no significant effect on earnings management of listed healthcare firms in Nigeria.This 
study is in contrary to the study of Fali, et al. (2019) who found out that audit committee financial 
expertise has negative significant impact on earnings management. Also, table 4.5 revealed that the 
second null hypothesis formulated for this study audit committee size has negative but insignificant effect 
on earnings management with individual p-value of 0.275 which is greater than 5% level of confidence. 

                                                                              

         rho    .69374595   (fraction of variance due to u_i)

     sigma_e    .19209125

     sigma_u    .28911252

                                                                              

       _cons    -.4294796   .4128973    -1.04   0.298    -1.238743    .3797841

         FSZ     .0670828   .0580283     1.16   0.248    -.0466505    .1808161

         ACS     -.012926   .0444127    -0.29   0.771    -.0999733    .0741213

         ACE     .3750161   .1594114     2.35   0.019     .0625755    .6874567

                                                                              

         DAC        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        =    0.0458

                                                Wald chi2(3)       =      8.01

       overall = 0.0321                                        max =        10

       between = 0.0129                                        avg =      10.0

R-sq:  within  = 0.1253                         Obs per group: min =        10

Group variable: FIRMS                           Number of groups   =         7

Random-effects GLS regression                   Number of obs      =        70

. xtreg DAC ACE ACS FSZ, re
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Based on the result, the study accepts the second null hypothesis which states that audit committee size 
has no significant effect on earnings management of listed healthcare firms in Nigeria.Audit committee 
size is expected to prevent managers’ activities in earnings manipulations. This result is however 
inconsistent with the study of Adeleke (2021) and Tutuola, etal (2021) who revealed that audit committee 
sizehas significant effects on the quality of financial report. However, the finding is in tandem with the 
study of Hamdan (2020) who found that the audit committee diligence/meetings and audit committee size 
have no impact on earnings quality. 
 

CONCLUSION AND RECOMMENDATIONS 
 

Based on the result of data analysis and discussion of findings above, the study has reached the following 
conclusions;The study provided empirical evidence on the relationship between audit committee 
attributes (proxy by audit committee expertise and audit committee size and earnings management (proxy 
by discretionary accruals) of listed healthcare firms in Nigeria. Specifically, the study concluded that 
audit committee expertise size has a positive and significant effect on discretionary accruals of healthcare 
companies in Nigeria indicating that audit committee expertise increases earnings management of the 
sampled firms. The study also concluded that there is a negative and insignificant association between 
audit committee size and discretionary accruals of listed healthcarefirms under studies in Nigeria 
suggesting that audit committee sizewill decreases earnings management of sampled firms. Based on the 
statistical evidence and the conclusions of this study, the following recommendations were made; 
 

i. The members of the audit committee should highly be composed of members with knowledge 
of finance in order to make them effective which will affect financial performance positively. 
At least 45% of audit committee members should be financially literate. Its recommended 
thataudit committee expertise among the audit committee should be taken into consideration 
because their influence can positively affect the quality of financial statement. 

ii. The study recommended that audit committee size should be increased in order to 
accommodate more experienced and professionals in the audit committee. 
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Abstract 
 

Poor human capital development in most firm has made many firms in Nigeria not to live up with their primary objectives 
of their existence. This study examines the effect of human resource accounting on financial performance of listed 
consumer goods firmsin Nigeria. The expo-facto research design was adopted with reliance on secondary data from 
annual report of listed firms. The purposive sampling technique was employed in selecting the 15 firms out of 20 consumer 
goods firms in Nigeria for 2012-2021 financial year. To achieve objective of the study, three method of panel regression 
estimation was used which is fixed effect by Hausman test which was analyzed using E-views 10. The finding show that 
health and safety cost has positive significant effect on return of equity while pension contribution cost has negative 
significant effect on return on equity. The study concludes that health and safety cost and pension contribution cost has a 
significantly positive effect on financial performance and does substantially reduces the inefficiencies in productivity of 
listed consumer goods firms in Nigeria. The study recommends that consumer goods firms should increase health and 
safety cost and other benefits to increase performance in terms of efficiency of companies to pay employees 

Keywords: Salaries and wages, Return on Equity, Pension Contribution Cost, Investor, Financial 
Performance  
 

INTRODUCTION 
 

The performance of firms serves as signal that provides facts which aids the evaluation and assessment of 
the effectiveness of an organization in the course of its operation and the level of satisfaction the business 
serves its stakeholders (Saeidi et al 2014).Financial performance demonstrates the firm effectiveness in its 
operations over time. It is a measure of how well a firm uses assets from its primary mode of business and 
generates revenues. The purpose for which an organization is created can only be achieved if its 
operational performance is effectual. Firms in the quest to sustain financial performance and gain 
competitive advantage over competitors in the industry require an effective strategic business practice 
(Umar & Dikko, 2018). One of the strategic business practices to sustain the financial affairs of an 
organization is the use of human beings (Akintoye, 2012). In contemporary business environment, human 
being is regarded as a key source of competitive advantage. However, it is regrettable that the current 
accounting reforms under the auspices of International Financial Reporting Standards (IFRS) did not 
reposition the treatment of human beings which is seen as the greatest of all assets in the statement of 
financial position of corporate entities. With the advent of knowledge based economy, companies view 
their employees as an important resource and invest heavily in them.Agbiogwu et al, (2016) added that 
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the discovery that human resource is a significant factor affecting business efficiency is an important 
land-mark. Thus, accounting for human beings is regarded as human resource accounting (Ikpefan & 
Kazeem 2015). 
 

Akintoye (2012) described human resource accounting as accounting for human asset related cost against 
traditional accounting which merely expenses such costs and reduce profits which to the mind sub 
optimize financial reporting. Human resource accounting involves accounting for expenditure relating to 
human beings in an organization (Oswald et al, 2021). All organizational resources must be assembled 
together in other to achieve organizational set goals and objectives. The assembling begins and ends with 
human beings. 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, may find itself in the midst of severe financial 
crisis if it does not have right people to manage and conduct its affairs. As human resource is considered 
as an asset, any cost incurred in the acquisition and accumulation of human resource will be treated as an 
investment (Ikpefan & Kazeem 2015). Cost of human resources represents the development cost incurred 
today to acquire and develop people in future (Akintoye, 2012). Such costs include employee’s salaries 
and wages, pension contributions and health and safety. Salaries and wages are incentives and rewards 
and indirect compensation to employees by their employers (Hameed et al, 2014). Salaries and wages 
have quantifiable measurability and it is necessary in determining financial performance. Health and 
safety entail costs incurred by the entity to ensure the health of their employees. It involves mostly health-
related expenses such as health insurance expenses.Pension contribution is where the employer and the 
employee contribute minimum percentages of the employee’s salary to a particular scheme periodically. 
Despite the fact that people are working and spending most of their working hours at the workplace, little 
attention is accorded to human resource at work. 
 

The importance of human resource cannot be over emphasized as human resource is one of the 
intellectual assets of an organization (Oyewo, 2013). Human resource constitutes a valuable resource to 
every organisation. It is as important as the machines, materials and money without whom other resources 
cannot be blended and coordinated for the purpose of achieving profitability (Akintoye, 2012). Omodero 
and Ihendinihu (2017) observed that the success of any organization depends on the ability of the human 
capital to effectively and efficiently optimize other resources such as land, equipment and money hence 
human resources are the greatest assets at the disposal of businesses. Human resource at macro level 
indicates the sum of all components such as skills, creative abilities, innovative thinking, intuition, 
imagination, knowledge and experience possessed by all the people. Poor human capital development in 
most of the firm has made many firms in Nigeria not to live up with their primary objectives of their 
existence (Akintoye, 2012). There is this belief that education is the major source of human capital 
development and every organization, whether in the production or services industry expressively record 
their human capital as the most valuable asset. The study therefore seeks to examine effect of human 
resources accounting on financial performance of listed consumer goods firm in Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Human Resources Accounting  
 

Kalpana and Gopinath (2013) defined human resources accounting as the process of measuring the cost 
incurred in recruiting, selecting, hiring, training and developing employees as well as measuring their 
economic value to the organization. Human capital accounting attempts to quantify the intangible 
qualities that individuals bring to an organization (Osemeke, 2017). The value of the human capital is 
introduced by reason of the investment made on the human capital. These investments which appear as 
costs incurred tend to have been identified by traditional accounting as expenses, failing to grasp the view 
that physical assets are bought or hired with a cost incurred which is capitalized, so also is human capital 
invested in at a cost which ought to be capitalized as well. Raghav (2011), states that human resources 
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accounting is a method of measuring the effectiveness of personnel management activities and the use of 
people in an organization. HRA is not only involved in the measurement of data related to placement, 
training and development of employees but also involved in the evaluation of financial condition of 
people in an organization. Rahmanizadeh and Mahesh (2014) opined that human resources accounting is 
the process of identifying, measuring data about human resources and communicating this information to 
interested parties. 
 

Pension Contribution Cost 
 

Pension is simply the amount set aside either by an employer or an employee or both to ensure that at 
retirement, there is something for employees to fall back on as income. It ensures that at old age workers 
will not be stranded financially. It is aimed at providing workers with security by building up plans that 
are capable of providing guaranteed income to them when they retire or to their dependents when death 
occurs. The reason for pension scheme stems from the fact that first an organization has a moral 
obligation to provide a reasonable degree of social security for workers especially those who have served 
for a long period. Second the organization has to demonstrate that it has the interest of its employees at 
heart through pension schemes. The most popular way to determine the amount of an employee’s pension 
is to base payment upon a percentage of the employee’s earnings computed at an average over several 
years multiplied by the number of years the employee has served the company. Pension is a tool used to 
manage employment. It can be applied in an organization to attain and retain certain levels of labour 
productivity. Armstrong (2010) affirms that pension helps employees to readjust themselves properly into 
the society after leaving employment. It constitutes an important tool in the hands of management for 
boosting employee morale which may lead to efficiency and increased productivity of employees in 
particular and the organization as a whole.  
 

Health and Safety Cost 
 

Health and safety cost entail costs incurred by the entity to ensure the health of their employees. It 
involves mostly health-related expenses such as health insurance expenses.Despite the fact that people are 
working and spend most of their working hours at the workplace, little attention to health and safety at 
work. Safe workplaces are profitable workplaces, whether measured in a company’s bottom line, its 
market share, its broader consumer reputation, or its ability to attract and retain workers, managers, or 
investors. Healthy people are expected to contribute more to productivity and innovation. However, 
absenteeism from workplace site causes productivity loss. Akintoye (2012) evidenced that employee 
health and safety cost has a positive and significant relationship with profitability, while Ikpefan & 
Kazeem (2015) found no relationship between employee health and safety cost and profitability. 
 

Financial Performance 
 

Financial performance is the company’s financial condition over a certain period that includes the 
collection and use of funds measured by several indicators of capital adequacy ratios, liquidity, leverage, 
solvency and profitability. Financial performance is the company’s ability to manage and control its 
resources (IAI, 2016). Corporate performance is at the heart of the managerial functions of an 
organization. Curristine (2005) in Ilesanmi (2011) defines performance as the yield or result of activities 
carried out in relation to the purposes being pursued. Its objectives are to strengthen the degree to which 
organization achieve their purposes. Gbosh and Subrata (2006) opine that the performance of an 
organization is measured by the choice of management form of wealth to be held. If the performance of 
an organization is good, there will be little or no disagreement between management and shareholders. 
Thus, a well-designed implemented financial management is expected to contribute positively to creation 
of a firm’s value. The subject of financial performance has received significant attention from scholars in 
the various areas of business and strategic management. It has also been the primary concern of business 
practitioners in all types of organizations since financial performance has implications on organization’s 
health and ultimately its survival. High performance reflects management effectiveness and efficiency in 
making use of company’s resources and this in turn contributes to the country’s economy at large Naser 
and Mokhtar (2004). 
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Return on Equity 
 

Common or ordinary shareholders are entitled to the residue profits. The rate of dividend is not fixed; the 
earnings may be distributed to shareholders or retained in the business. Nevertheless, the net profit after 
tax represents their return. A return on shareholder’s equity is calculated to see the profitability of 
owners’ investment. The shareholders’ equity or net worth will include paid up share capital, share 
premium and reserves and surplus less accumulated losses. Net worth can also be found by subtracting 
total liabilities from the total assets. The ROE is net profit after taxes divided by shareholders’ equity 
which is represented by net worth. This entails the ability of the firms to raise its external finance from the 
public and at the same time issues out a part of the firm’s ownership right evidenced by share certificate. 
The equity holders are the first owners of the company. At the end of the financing period, the firms 
reward the equity holders with dividend from the profit made by the company (Okpoko, 2014) 
 

Firm Leverage  
 

The concept of leverage is considered under financial strategy planning of a firm leverage gives the firm 
the opportunity to increase the rate of return. This is done by generating greater return on money that is 
borrowed than the cost of using that money. In cases where the firm's asset is greater than the interest 
before tax is paid on debt, then it implies that leverage is positive. There are also times where the asset of 
the firm could be or is less than interest before tax rate; this implies that leverage is negative. (Suhaila, 
2014). Subaii (2012) posits that firms that use their earnings instead of considering capital from outside 
sources benefit more earnings (profit) because of less leverage as compared to other firms that only rely 
on capital from outside sources as such increase the level of their leverage. This means that whenever a 
firm's stock price is high, the firm then prefers to issue equity instead of taking outside capital that helps 
them to maintain their leverage. 
 

Empirical Review 
 

Oswald et al (2021), examined effect of human resource accounting and financial performance of 
microfinance banks in Nigeria. Ex post facto research design was used and data for analysis obtained 
from the published financial statements of the only two listed microfinance banks in Nigeria Stock 
Exchange covering a period of 7 years (2011 to 2017) and 9 years (2011 to 2019) respectively. The first 7 
years took into cognizance the data from both banks, whereas the additional 2 years making up to 9 years 
captured only data from Nigeria Police Force Microfinance Bank (NPFMFB) due to delisting of Fortis 
Microfinance Bank in 2018. The Simple linear regression analysis method was used to analyze the data 
generated. Findings from the study for both microfinance banks reveal that personnel cost have 
significant effect on both net profit margin and return on equity with only return on assets having 
insignificant relationship. Further findings using only NPFMFB extended to 2019 indicate that personnel 
cost has no significant effect on all the explained variables. 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.  
 

Bello and Micah (2021), examined the impact of corporate governance on human resource disclosures in 
corporate reports of listed firms in the financial industry in Nigeria. The study sample covers all listed 
money deposit banks and insurance firms covering the period 2009-2018. The study employed secondary 
data retrieved from annual reports of the listed companies. The panel regression analysis was used as the 
data analysis method. The findings of the study reveal that the fixed effect coefficients reveal that Board 
size has a negative impact HRAD which is significant at 5% (p=0.000). Board independence is positive 
and significant at 5% (p=0.009). Board gender diversity has a positive but not significant at 5% 
(p=0.2182). Institutional ownership and Audit committee size are significant. The study recommends that 
there is the need for companies to improve the level of human resource disclosures in corporate reports. In 
addition, companies must adopt more robust methodologies for assessing the relevance of human resource 
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as an asset to the company and not just an expense. In this regard, it is recommended the corporate 
governance should ensure that management puts emphasis on human resource disclosures by encouraging 
the voluntary disclosure of value-added human resource activity. 
 

Bankole (2020), Investigated effect of human resource cost on financial performance of consumer goods 
companies in Nigeria. The objective is to factor out the degree to which financial performance is 
influenced by investments in human resource, measured by Return on Asset (ROA) of Nigerian 
Consumer Goods Company. Secondary data were sourced from published annual financial statements of 
the selected consumer goods company trading on the floor of Stock Exchange in Nigeria, for the period of 
ten years (10) spanning 2009-2018. In the quest to attain the predetermined objective, data analysis was 
done using Static Panel Estimation techniques which consisted of Pooled Ordinary Least Square (POLS) 
Estimator, Fixed Effect Model (FEM), and Random Effect Model (REM). Post Estimation Test 
(Hausman and Lagrange Multiplier Tests (to compare Panel Effect Result and Panel Random Effect 
Estimator Result) was used to evaluate Static Panel Estimators. The test was carried out in order to 
evaluate the most consistent and efficient estimation result. The result of the study showed that predictor’s 
pension cost (PEC), director’s emolument (DCM) and gratuity cost (GRT) exerts positive and statistically 
significant impact on ROA with coefficient value of 0.040940, 0.020521, 0.026541, and p-value of 
0.0124, 0.0727, and 0.0379 respectively. Also, the predictor salary and wages (SLW) exerts positive but 
insignificant impact on ROA with coefficient value of .017615 (p = 0.2905). It is therefore concluded that 
investment in human resource significantly influenced financial performance and growth of Nigerian 
consumer goods company, and it is recommended that greater commitment to manpower development, 
and relevant retirement packages should be designed towards positive performance improvement. 
 

Halimatu et al (2019), examined the effect of human capital on the performance of consumer goods 
companies listed in Nigeria. The objectives of the study is to examine the effect of employee cost, 
employee shareholding and employee size on the performance of consumer goods companies listed in 
Nigeria for a period of seven (7) years from 2011 to 2017. This study used descriptive statistics, 
correlation analysis, panel regression and post diagnostics test to analyze the association and relationship 
between the variables. The regression result reveals that employee cost has significant effect on value 
added while employee shareholding and employee size has no significant effect on the value added of 
consumer goods companies listed in Nigeria for the specified period. The control variable firm size has 
significant effect on the performance of consumer goods companies listed in Nigeria. The study 
recommends that consumer goods companies should increase employee cost by way of salaries, wages, 
allowances, cost of training, pension cost, provision for gratuities and other benefits to increase 
performance by way of efficiency as this shows the ability of the companies to pay employees, providers 
of interest capital, government and provision for growth in asset. Damaro and Egbule (2019), investigated 
the effect of human capital development on employee performance with evidence from the quoted firms 
in Fast-Moving Consumer Goods sector in Nigeria stock exchange. Secondary data was employed in 
order to conduct an econometric modeling. The dependent variables of the study was the employee 
performance which was measured using value added per employee, the independent was human capital 
development and was measured with variables such as staff cost per employee, employee cost to revenue, 
human capital efficiency and while the control variable firm size (log of total asset) The data used was a 
poll data between the period of 2006-2016. The data obtained were analyzed using the Ordinary Least 
Square (OLS) technique and in addition, regression models were developed to test the relationship 
between human capital development and employee performance of the selected firms in Nigeria. The 
analysis was performed via STATA 13.0 and the findings revealed that revealed that human capital 
development has significant effect on value added per employee in Nigerian firms. It is recommended that 
organizations should continually engage in the development of human capital in order to boost their 
performance since this study has shown that when human capital is developed, employee performance is 
enhanced. 
 

Manukaji et al (2019), examined the effect of human resources development on the performance of 
quoted companies in Nigeria. The study is anchored on resources based view theory by Barney (1991). 
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The study adopted ex post facto research design. A total of five companies quoted on the Nigerian Stock 
Exchange were examined using their 2014 to 2018 annual reports and accounts. Data were sourced on 
employee remuneration, training and development cost, size of the employee, and return on assets a proxy 
for performance. The data generated were analyzed using descriptive statistics, correlation test and 
ordinary least square estimation technique. The study found that employee remuneration and training and 
development cost have significant effect on performance of quoted companies in Nigeria. Size of 
employees was found to have insignificant effect on performance of quoted companies in Nigeria. The 
study concludes that human resources development has significant effect on performance of quoted 
companies in Nigeria. The study recommends systemic and continuous evaluation of the human resources 
to determine those that needs development. Omole et al (2017), examine effect of human capital 
accounting on shareholders’ value in oil and gas companies in Nigeria. This is with a view to providing 
information on how costs incurred on personnel could be identified, measured and disclosed on the 
statement of financial position of companies as an asset which is the key factor to the successful operation 
in oil and gas industry. The study made use of secondary data collected for the period 2004 – 2016. The 
entire oil and gas companies listed on the Nigerian Stock Exchange (NSE) were selected for the study 
based on availability of human capital accounting information in their Annual Reports. Data on variables 
such as human capital disclosure, dividend per share and earnings after tax were collected from the 
Annual Reports of the companies. Data collected were analyzed using correlation and regression analysis 
using the E-view statistical package. Findings revealed that that the nature and characteristics of 
investments on the human resource require them to be capitalized rather than expensed. The study 
established that there is positive significant relationship between human capital costs and the 
shareholders’ value in oil and gas companies in Nigeria. The study recommended that that standard 
should be created for human resource disclosure and measurement in order to enhance valuation of 
human capital, ensure uniformity in disclosure and more reliable interpretation and comparison of 
financial statements. 
 

Theoretical Framework 
 

General system theory  
 

This theory is propounded by Von-Bertalanffy in 1950. In general, system theory unit of analysis is 
understood as a complex of interdependent parts. An open versus closed system is dependent on the 
environment for inputs which are transformed throughput to produce outputs that are exchanged in the 
environment. Open systems models seldom address organizations or large units within organization. 
According to Katz and Kahn (1978), the social psychology of organizations is an exception in that it treats 
human resource management has been developed further by Wright and Snell (1991) who used it to 
describe a competent management model of organizations. Skills and abilities are treated as inputs from 
the environment; employee behaviours are treated as throughout; and employee satisfaction and 
performance are treated as outputs. In this model, the human resource management subsystem functions 
to acquire, utilize, retain, and displace competencies. Similarly, Snell (1992) description of human 
resource management as a control system is based in open systems theory. In a more narrow discussion 
Kozlowski and Salas (1994) presented a multilevel organizational systems approach for understanding 
training implementation and transfer. 
 

Resource-based theory  
 

The resources based theory of the firm blends concepts from organizational economics and strategic 
management (Barney, 1991). A fundamental assumption of this view is that organizations can be 
successful if they gain and maintain competitive advantage (Porter, 1985). Competitive advantage is 
gained by implementing a value-creating strategy that competitors cannot, easily copy and sustain 
(Barney, 1991) and for which there are no ready substitutes. For competitive advantage to be gained, two 
conditions are needed. First, the resources available to competing firm must be variable among 
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competitors, and second, these resources must be immobile (i.e. not easily obtained). Three types of 
resources associated with organizations are:  
 

i. Physical (plant; technology and equipment; geographical location)  
ii. Human (employees' experience and knowledge); and iii. Organizational (structure; systems for 
planning, monitoring, and controlling activities; social relations within the organization and between the 
organization and external constituencies)  
Human resource management greatly influences an organization's human and organizational resources 
and so can be used to gain competitive advantage (Schuler & Macmillan, 1984). Presumably, the extent to 
which human resource management can be used to gain competitive advantage, and the means of doing 
so, are partly determined by the environments in which organizations operate.  
 

Human Capital Theory 
 

This study is built on the Human Capital theory proposed by Schultz (1961) and extensively developed by 
Becker (1964) as cited in (Seth, 2009). The theory has its root from labour economics which is a branch 
of economics that focuses on general work force in quantitative term. According to the theory, Human 
capital theory contends that education or training raises the productivity of workers by imparting useful 
knowledge and skills, thus raising workers’ future income through increase in their lifetime earnings. The 
theory postulates that expenditure on education or training and development is costly, and should be 
considered as investment since it is undertaken with a view to increasing personal incomes. Human 
capital approach is used to explain or support occupational wage differential. However, the position of 
this study is that education or training and development will not only increase employee personal income, 
it will also serve as a means of achieving corporate competitive advantage which reflects ultimately in 
organisational performance.The theory that underpins this work is human capital theory because it is 
considered the cost of education, training, development and even workers’ health and safety treatment as 
investments towards improved productivity (efficiency) of individual workers and also creates a sort of 
competitive advantage which ultimately could result in improved firm performance. 
 

METHODOLOGY 
 

This study adopted the ex post facto research design since the study is a secondary data 
research.Population of the study consists of twenty (20) listed consumer goods firms operating on the 
Nigeria, Stock Exchange (NSE) as at 31st December 2021,the sample size is 15 and purposive sampling 
techniques was adopted. Data required for this study were obtained from audited financial statements and 
annual reports of the listed consumer goods firms in Nigeria 10 years ranging from 2012 – 2021 under 
consideration and from the Nigerian Exchange Group fact book. The inferential analyses will also involve 
the application of the appropriate statistical technique of Panel Regression Analysis; this is due to the 
nature of the data.Omole, Yusuf and Adeyemo (2017). The Panel regression model is stated thus; 
 

ROE = β0 + β1PCC + β2HSC+β2HSC+ϵit................................................................… (1) 
 

Where: 
 

β0        =    The autonomous parameter estimate (Intercept or constant term) 
β1  - β2   =    Parameter coefficient of Human Resource Accounting 
ROE =   Return on Equity 
PCC =   Pension Contribution Cost 
HSC =   Health and Safety Cost 
FL = Firm Leverage 
ϵit           =   Stochastic Error term 
 

Descriptive Statistics 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
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for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review. 
 

Table 1: Descriptive Statistics Result 
 

 ROE PCC HSC FL 
 Mean  16.81813  0.186620  0.708007  2.271533 
 Median  15.97500  0.170000  0.565000  2.365000 
 Maximum  27.54000  0.430000  1.970000  3.390000 
 Minimum  10.10000  0.040000  0.034000  1.010000 
 Std. Dev.  4.239581  0.062514  0.472637  0.534192 
 Skewness  0.524491  0.945082  0.752842 -0.378171 
 Kurtosis  2.350546  4.788699  2.516994  2.362281 
 Jarque-Bera  9.513465  42.32602  15.62739  6.117111 
 Probability  0.008594  0.000000  0.000404  0.046955 
 Sum  2522.720  27.99300  106.2010  340.7300 
 Sum Sq. Dev.  2678.133  0.582295  33.28445  42.51875 
 Observations  150  150  150  150 
Source: E-View 10 Output (2022) 
 

Table 1 presents the descriptive statistics of the effect of human resources accounting on financial 
performance of listed consumer goods firm in Nigeria during the period of 2012 to 2021. The table shows 
that return on equity (ROE) as a measure of financial performance has a mean of 16.81813 with a 
standard deviation of 4.2395 with a minimum value of 10.10000 and maximum values of 27.5400. 
Although the range between the minimum and maximum is wide, it implies a stable performance as the 
standard deviation indicated that there is no wide dispersion of the data from the mean value. For the 
other measure of human resource accounting, pension contribution cost (PCC) and health and safety 
cost(HSC) from the table shows a mean of value of 0.1866 and 0.7080with standard deviation of 0.06251 
and 0.4726 with the minimum values of 0.0400 and 0.03400 with maximum values of 0.4300 and 1.9700 
respectively. This implies that the human resources accounting in terms of pension contribution costand 
health and safety cost witnessed a substantial increase during the study period, as the standard deviation is 
so large compared to the mean, together with the huge range between the minimum and maximum values.  
 

Table 2: Hausman Test 
 

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 10.516410 3 0.0146 
          Source: E-View 10 Output (2022) 

 

The Result of Hausman test shows that chi-square statistics value is 10.5164 while the probability values 
of it is 0.0146 This implies that there is enough evidence to rejectthe null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is not the most appropriate because the random effects are not well 
correlated with the regressors. Thus, the most consistent and efficient estimation for the study is the fixed 
effect cross-sectional model. Consequently, the result suggests that the fixedeffect regression model is 
most appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
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Decision Rule: The decision rule for accepting or rejecting the null hypothesis for any of these tests will 
be based on the Probability Value (PV) and the Probability (F-statistic). If the PV is less than 5% or 0.05 
(that is, if PV < 0.05), it implies that the regressor in question is statistically significant at 5% level; and if 
the PV is more than 5% or 0.05 (that is, if PV > 0.05), it is categorized as not significant at that level. 
 

Table 3: Panel Regression Result (Fixed Effect) 
 

Dependent Variable: ROE   
Method: Panel Least Squares   
Date: 04/17/22   Time: 21:02   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 15   
Total panel (balanced) observations: 150  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 14.61375 1.486142 9.833348 0.0000 

PCC 3.779232 4.281312 0.882728 0.3790 
HSC 1.965234 0.682919 2.877698 0.0047 
FL 0.047413 0.490537 0.096655 0.9231 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.635559     Mean dependent var 16.81813 

Adjusted R-squared 0.588624     S.D. dependent var 4.239581 
S.E. of regression 2.719209     Akaike info criterion 4.950726 
Sum squared resid 976.0209     Schwarz criterion 5.312002 
Log likelihood -353.3044     Hannan-Quinn criter. 5.097501 
F-statistic 13.54111     Durbin-Watson stat 1.638887 
Prob(F-statistic) 0.000000    

          Source: E-View 10 Output (2022) 
 

From table 3 above, the coefficient of multiple determinations (R2) is 0.63555. This indicates that about 
63% of the total variations in return on equity is explained by the variations in the independent variables 
(PCC and HSC), while the remaining 37% of the variation in the model is captured by the error term. This 
indicates that the line of best fit is highly fitted. The standard error test is applied in order to measure the 
size of the error and determine the degree of confidence in the validity of the estimates. Usually if the 
standard error is smaller than half of the numerical value of the parameter estimate, it can be concluded 
that the estimate is statistically significant. Having carried out a standard error test on the parameters 
estimated and as also indicated by their respective probability values, the parameter estimate for PCC is 
slightly not statistically significant, given that the individual probability is 0.3790 which is just a little bit 
greater than 5%, while that of HSC is statistically significant, given that the individual probability is 
0.00047 which is less than 5%. However, when taken collectively, the regressors (PCC and HSC) against 
the regressed (ROE), the value of F-statistic is 13.5411 and the value of the probability of F-statistic is 
0.000000. This result implies that the overall regression is both positive and statistically significant at 5%. 
 

Discussion of Findings 
 

This study examined the effect of human resource accountingon financial performance of listed consumer 
goods firms in Nigeria, using panel series data and regression analysis approach. The human resource 
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accounting proxied by pension contribution cost (PPC) and health and safety cost (HSC)for fifteen (15) 
listed consumer goods firms in Nigeriafor 10 years ranging from 2012 to 2021 were the independent 
variables while the return on equity(used to financial performance) was the dependent variable for the 
study. The effect of the independent variable on dependent variable was analyzed in terms of strength and 
significant and the panel regression analysis was used to compare the relationship among the variables. 
The result for themodel of the study showed that when taken collectively,pension contribution cost 
(PPC)and health and safety cost (HSC) has a positive and significant effect on return on equitytaken as a 
measure of financial performance.This implies that pension contribution cost and health and safety cost is 
a significant and relevant predictor of financial performance in listed consumer goods firms in Nigeria. 
That is to say there are empirical evidences to suggest that the attributes exhibited by the human resource 
group of consumer firms, which naturally should promoteefficiency and productivity in consumergoods 
firms financial dealings in Nigeria, is already having the desired effect.As such, the human resource 
elements of the listed consumer goods firms have been able to exert the needed level of influence that is 
required to improve the tendencies of improved financial performance framework of the consumer goods 
sector in Nigeria.The findings of the study is also in agreement with the position of Manukaji et al 
(2019),Halimatu et al (2019), who examined the effect of human resources development on the 
performance of quoted companies in Nigeria. The study specifically found out that employee 
remuneration and training and development cost have positive and significant effect on performance of 
quoted companies in Nigeria. 
 

CONCLUSION AND RECOMMENDATIONS 
 

In the Accounting and financial literature several studies have investigated the link between training and 
development cost and financial performance of listed consumer goods firms in Nigeria. The conclusion of 
the study therefore is that salaries and wages and pension contribution cost has a significantly positive 
effect on financial performance and does substantially reduces the inefficiencies in productivity of listed 
consumer goods firms in Nigeria. The result and the findings of the study present implication for 
regulators such as Security and Exchange Commission (SEC), financial regulating council and 
professional bodies within the consumer goods sector of Nigeria. Based on the findings, the study 
recommends the following; 
 

i. Consumer goods firms should increase health and safety cost andother benefits to increase 
performance in terms of efficiency of companies to pay employee.  

ii. The firm should not increase pension contribution cost due to it insignificant effect on the 
financial performance of consumer goods in Nigeria. 
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Abstract 
 

The problem of lack of adequate disclosures among pollution prone companies in Nigeria in their annual reports today is 
a thing of concerned to stakeholders. This study examines effect of environmental cost disclosure on financial performance 
of listed industrial goods firms in Nigeria. The expo-facto research design with specific focus on the longitudinal Panel 
was adopted with the use of secondary data from annual report of listed industrial firms. The convenient sampling 
technique was employed in selecting the 11 firms out of 13 industrial goods firms in Nigeria for 2012-2021 financial year. 
Panel regression analysis was used to analyse result with the aid of E-views 10. The finding revealed that waste 
management has negative significant effect on net profit margin while employee health and safety cost has positive 
significant effect on net profit margin. The study concludes that environmental cost disclosures have significant influence 
on firms’ financial performance. The study recommend that industrials goods firm should continue to make adequate 
provisions for employee health and safety in order to motivate workers for sustainable optimal productivity that will lead 
to enhanced financial performance.  
 

Keywords: Environmental Cost Disclosure, Net Profit Margin, Waste Management, Employee health and 
safety Cost, Industrial firm 
 

INTRODUCTION 
 

The increase in global environmental awareness and the campaign for sustainable economic development 
is redirecting the attention of corporate organizations towards environmental sensitivity. The need for 
sustainability has caused an emergence of many global institutions enunciating varying norms that guide 
human interaction with the environment (Ngwakwe, 2018). The use of natural resources and continuous 
emissions of greenhouse gases by industries around the globe are on the increase. This is traceable to 
industrial revolution of late 18th century where economic activities in many areas migrated from 
agriculture to manufacturing. Production shifted from its traditional locations in the home and thatched 
workshops to factories. The industrial revolutions lead to economic improvement for most people in the 
industrialized society. These economic developments are not without costs. Industrialization which 
required the use of natural resources including energy brought about factory pollutant and greater land 
use, which harmed the natural environment (Dibua and Onwuchekwa, 2015). This is evidenced in 
environmental degradation and atmospheric pollution generally experienced in the world and particularly 
in Nigeria today. However, sustainable development as is generally known focuses on the creation of 
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wealth and prosperity, whilst considering the true importance of social and environmental aspects, 
allowing business and public organizations to meet triple bottom line in sustainable management (Eze et 
al, 2016). In Nigeria, there are National Environmental Standards and Regulations Enforcement Agency 
(Establishment) Act 2007, National-Environmental Standards and Regulations Enforcement Agency 
(Establishment) Act 2008, Environmental Impact Assessment Act 2004, Harmful Waste (Special 
Criminal Provision) Act 2004, Nuclear Safety and Radiation Protection Act 2007 which centered on 
review of regulations on air and water quality, discharge of effluents and other harmful substances as well 
as control of other forms of environmental pollution.  
 

Some corporations in Africa countries are becoming conscious of their international market and are 
creating appreciable effort as regards to environmental practices. Environmental reporting practices have 
emerged among economic players as a result of various influencing factors such as stakeholders’ benefit, 
pressures from various interest groups, and political and cultural conditions. At the macro level, 
responding to voluntary environmental disclosures offers economic benefits such as being able to develop 
stronger business relationships with suppliers, attracting ethical investors and even penetrating new 
markets due to improved environmental performance (Sumiani et al, 2016).The problem of lack of 
adequate or non-environmental disclosures among pollution prone companies in Nigeria in their annual 
reports today is a thing of concerned to stakeholders. International Finance Corporation (IFC) published 
in 2013 established that businesses face growing pressure from outside investors, customers, trading 
partners, shareholders, governments, NGOs and the public to identify and report on social and 
environmental performance.The main objective of this study is to examine the effect of environmental 
cost disclosures on financial performance of listed industrial good firms in Nigeria. However, the basic 
hypotheses underlying this study are stated thus: 
 

H01: Waste management cost does not significant effect on net profit margin of listed industrial good firms 
in Nigeria 

 

H02: There is no significant relationship between employee health and safety cost and net profit margin of 
the listed industrial good firms in Nigeria 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Environmental Cost Disclosure 
 

According to (Crowther 2016), the primary purpose of environmental disclosure is to examine and 
incorporate in the firm annual reports issues that bother on environmental hazard that are not taken 
cognizance of in traditional or conventional accounting function that stakeholders can use for decision 
making. Disclosure of corporate environmental activities stressed the necessity for a close monitoring of 
natural resources and the corporation’s harmful effect on the society it operate. Environmental effects 
caused by activities of firms especially those in the manufacturing, oil and gas and banking include 
pollutions like noise, waste, hazardous emission, spillages, degradation (Parmigiani, Klassen & Russo 
2015). Environmental consequences of an organisation’s inputs and outputs. Inputs include the 
measurement of key environmental resources such as energy, water, inventories (especially if any of these 
are scarce or threatened), land use, etc. Outputs include the efficiency of internal processes (possibly 
including a ‘mass balance’ or ‘yield’ calculation) and the impact of outputs. These might include the 
proportion of product recyclability, tonnes of carbon or other gases produced by company activities, any 
waste or pollution. (Lint, 2009). These measures can apply directly (narrowly) or indirectly (more 
broadly). A direct environmental accounting measures those within the reporting entity whereas an 
indirect measure will also report on the forward and backward supply chains which the company has 
incurred in bringing the products from their origins to the market. For example, a company can directly 
report on the environmental impact of its own company: its branches and main office. But to produce a 
full environmental report, a company would also need to include the environmental consequences of 
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those activities it facilitates through its business loans. Where a company claims to report on its 
environmental impacts, it rarely includes these indirect measures because it is hard to measure 
environmental impacts outside the reporting company and there is a dispute about whether such measures 
should be included in the company’s report (the company may say it is for the other company to report on 
its own impacts).Reporting on environmental impacts is, therefore complicated, and is often frustrated by 
difficulties in measurement. In broad terms, environmental reporting is the production of narrative and 
numerical information on an organisation’s environmental impact or ‘footprint’ for the accounting period 
under review. 
 

Waste Management Cost  
 

Waste management is a serious issue due to its human health and environmental sustainability 
implications. It is a pressing issue the world is facing today, since a high percentage of waste is currently 
disposed of by open dumping (Harts & Ahuja, 2016).To buttress this assertion (Agbo,2017) posit that 
Waste Management is a globally challenging issue especially in developing countries, due to its adverse 
environmental effects. Prior studies that have analysed the relationship between waste management cost 
and profitability found varying results. According to Akinlo and Iredele (2014), waste management is part 
of the economies of the firms. Waste in the Organization is a large abundance of something, without 
being used, a gradual loss or decay, destruction caused by natural disaster, excess materials classified as 
useless, by-products or damage unsalable products which have impact on the economic and operational 
performance of the firms. The organization or firm introduces measures that will help to reduce waste and 
cost is managed by minimizing waste in the organization. Islam (2018) stated that waste management 
disclosure cover treatment and how waste will be managed, pollution, reparation, resourcing cost, and 
conservation cost. It also covers regulatory enforcement costs like depreciation of equipment and 
machineries, transactions materials, water and electricity, facilities outside the firm, penalties, insurance 
and remediation cost which will have impact on the firms’ residual value. Waste can be seen as items that 
people discard or throw away because it has hazardous properties and it is of no value. There are different 
categories of waste, for example; Solid waste, Animal by-product, Electronic waste, Food waste, 
Agricultural waste, end of live vehicles and Gas cylinder to mention but a few. All these waste can be 
recycled in order to reduce pollution such as air, water, land, radio-active and thermal pollution, thereby, 
making the environment greener and conducive for every living object. In addition, recycling can also 
generate wealth for individuals, organizations and governments. In this manner, it improves the standard 
and well-being of the people living in a particular environment. Recycling is capable of leading to 
development in a setting because it reduces waste and at the same time generates wealth.  
 

Employee Health and Safety cost 
 

Despite the fact that people are working and spend most of their working hours at the workplace, little 
attention and resources are accorded to health and safety at work. In emerging economies, workplace 
safety and health has been overlooked in their industrial development policy and strategies. They are 
mostly focused on the production volume or profit undermining the latent effect of dissatisfactory 
working environment. Safe workplaces are profitable workplaces, whether measured in a company’s 
bottom line, its market share, its broader consumer reputation, or its ability to attract and retain workers, 
managers, or investors. Healthy people are expected to contribute more to productivity and innovation. 
However, absenteeism from workplace site causes productivity loss.Recent advances in the concept and 
practice of workplace health and safety are known to be supportive of an all-inclusive, as well as a 
technical body of knowledge (Assaf & Alswalha, 2016). Also, continuous improvement in workplace 
health, and safety has seen substantial reductions overtime in work-related disease, including injuries and 
illnesses, in developing economies and globally (Health and Safety Professionals Alliance, 2017). This, 
therefore means that the introduction of globalization and the relative changes in advanced technology, 
techniques used by management, structure of the work, and its processes are recurrently introducing 
occupational health and safety threats, related risks, with related challenges for both regulators and 
employers of labour (Awolusi, 2019; Assaf&Alswalha, 2016). Consequentially, the strategies used to 
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identify and control workplace health and safety hazards with relative risks are very crucial. Studies 
validate a significant relationship between an organization‘s work-related injury and illness prevention 
efforts and the subsequent severity of injury to individuals at work. Relevant, reliable and valid health and 
safety performance data is crucial to informing the operational and strategic decisions by driving 
management of health and safety effectively (Borys et al, 2019). Occupational safety‘, therefore is 
defined as freedom from the risk of injury and health as freedom from the risk of illness (Hornby, 2001).  
 

Financial Performance  
 

Firm’s performance is the ability of a firm to achieve its objectives resources. Financial performance 
provides a deductive measure of how well a company can use assets from business operations to generate 
revenue. Van Horn (2005) defined financial performance as a subjective measure of how well a firm can 
use assets from its primary mode of business and generate revenues. A firm’s financial performance is of 
importance to investors, stakeholders and the economy at large. Investors are interested in the returns for 
their investment. A business that is performing well can bring better reward to their investors. Financial 
performance of a firm can increase the income of its staff, rendering quality product or services to its 
customers and creating more goodwill in the environment it operates. A company that has good 
performance can generate more returns which can lead to future opportunities that can in turn create 
employment and increase the wealth of people. This term according to Pandey (2001) is used as a general 
measure of the overall financial health of a business. Research on the firm’s financial performance 
emanates from organizations theory and strategic management. The notion of financial performance is 
used to describe performance of an entity with the legal status of a company. Similarly, a firm can save 
costs on resources, regulatory costs, capital and labour and therewith increase its profits. In this study, 
financial performance will be measured by, Net Profit Margin (NPM) 
 

Net Profit Margin 
 

Profitability ratios are type of financial indicator that is used to evaluate a company's ability to create 
earnings in relation to its revenue, operating costs, statement of financial position assets, and shareholders 
equity over time, utilizing data from a certain moment in time. They are the gross profit margin, the return 
on investment, the return on assets, and the net profit margin. The benefit of these indicators is their 
widespread availability, as every profit-making firm generates these numbers for its annual financial 
reporting (Adetoye,2012). The optimum indicator for analyzing profitability. Net profit margin or net 
profit ratio is a measure of firm’s financial performance. It could be used to measure of the overall 
success of a business with a high net profit margin indicating that a business is pricing its products 
correctly and is exercising good cost control. It is useful for comparing the results of businesses within 
the same industry, since they are all subject to the same business environment and customer base, and 
may have approximately the same cost structures. It is calculated as: Net Profit Margin = (Profit after tax 
÷ Revenue) x 100%. 
 

Empirical Review 
 

Giami (2021), examined effect of environmental cost reporting and performance of Nigerian oil and gas 
downstream companies quoted on the Nigerian stock exchange for the period 2011 to 2020. The study 
adopted historical data design and census sampling techniques was used in studying the entire population. 
Four hypotheses were tested using multiple regression analyses with the help of ordinary least square and 
the findings revealed that, amount spent on waste management /remediation has a negative and 
insignificant relationship with growth in sales volume as well as return on asset. Amount spent on 
compensation also has negative and insignificant relationship with both growth in sales volume and return 
on assets. It was however recommended that oil and Gas companies continue to manage their waste and 
include community development in their decision making in line with global best practices to keep them 
socially acceptable as these will ensure a symbiotic relationship among the various stakeholders.  
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Steve (2020), examined the effect of environmental costs on performances of quotedfirms in Sub Saharan 
Africa. The study adopted longitudinal/panel ex-post facto research designand random sampling 
technique while quantitative secondary data covering 2007 to 2016 wereobtained for sixty-four extractive 
and industrial firms quoted in the Stock Exchanges of four Sub-Sahara African countries namely South 
Africa, Nigeria, Ghana and Tanzania. The models for thestudy were estimated using Ordinary least square 
regression (OLS) built on panel data analysis.In the regional level analysis as well as in South Africa and 
Nigeria specific country analyses, thestudy revealed that environmental costs represented by employee 
health and safety, wastemanagement and community development costs have no significant effect on 
return on capitalemployed, earnings per share and return on equity. The study showed that in Ghana, the 
predictorvariables demonstrated significant effect on return on capital employed and return on equity 
whileonly waste management cost has significant effect on return on capital employed and return 
onequity in Tanzania. The implication of the preponderance of the findings, save for theaforementioned 
exceptions in Ghana and Tanzania, is that quoted firms in the region are yet toadequately indulge in 
environmental responsibility or their environmental engagements are notadequately captured and 
disclosed to the extent that can cause significant swings in the measuresof firm performance. The 
implication of the exceptions found in Ghana and Tanzania is that ofcomparative improvement in 
environmental responsibilities, compliances and disclosures byquoted firms in the two countries. The 
study recommended among other things that firms in Sub-Saharan Africa should give greater attention to 
environmental responsibility, cost recognition, classification and disclosures in the annual, integrated and 
sustainability reports. 
 

Chiamogu and Okoye (2020) investigated the effect environmental cost on financial performance of oil 
and gas companies in Nigeria. The specific objectives were to determine the effect of: community 
development cost and environmental remediation cost on Tobin’s on oil and gas companies in Nigeria. Ex 
post facto research design was employed and data was obtained from annual reports and accounts for the 
periods 2011 to 2018. The hypotheses were tested using regression analysis with aid of e-view 9.0. The 
results of the empirical data analysis revealed that community development cost and environmental 
remediation cost has positive significant effect on Tobin’s. The study therefore recommended among 
others that government should give tax credit to organizations that participate and contribute towards 
community development in order to encourage community development and which would go a long way 
in enhancing firm performance. Omaliko et al (2020), investigated the effect of social and environmental 
disclosures on performance of non-financial firms in Nigeria. The study is vital as it portrays the extent to 
which social and environmental disclosures influence firms’ performance. In order to determine the 
relationship between social and environmental disclosures and firms performance, some key proxy 
variables were used in the study, namely corporate social responsibility disclosure and environmental 
disclosure; firms’ performance is however represented by NAPS. Two hypotheses were formulated to 
guide the investigation and the statistical test of parameter estimates was conducted using panel 
regression model. The research design used is Ex Post Facto design and data for the study were obtained 
from the NSE Factbook and published annual financial reports of the entire 112 non-financial firms 
quoted on NSE with data spanning from 2011-2018. The findings generally indicate that corporate social 
and environmental disclosures have significantly influenced firms’ performance at 5% significant level. 
Based on this, the study concludes that social and environmental disclosures have positively improved 
firms performance over the years. The study however suggests that firms should have positive disposition 
towards social and environmental friendly practices and also disclose more of these information in their 
annual reports as the level of these information disclosures have exerted significant influence on firms’ 
performance over the years. 
 

Omesi and Berembo (2020), investigated the relationship between social accounting and the performance 
of listed oil and gas companies selected in Nigeria during the years 2012-2017. In particular, it examined 
the relationship between the social accounting and the return on asset of listed oil and gas companies in 
Nigeria. The explanatory and correlative project was adopted for the study, while secondary data were 
used for the study. The data was obtained from the annual reports and company accounts available on 
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their websites and from the Nigeria Stock Exchange (several years). The data collected dates back to the 
2012-2017 period. Annual reports included annual budgets; Annual sustainability reports of the 
aforementioned oil companies, annual returns presented to the Nigeria Stock Exchange for the years of 
study. Regression was used for data analysis and hypothesis testing. The result of the study showed that 
there is no significant relationship between the social accounting and the performance of the activities of 
the oil and gas companies in Nigeria under study. Therefore, the study recommends, among other things, 
that the administration of oil and gas companies should channel efforts towards participation in adequate 
social spending and dissemination as a way to increase stakeholder’s confidence and show more 
transparency in its operations. This in turn could lead to better financial performance. 
 

Agboola and Oroge (2019), examined effect of Environmental cost on financial performance of cement 
companies in Nigeria. To achieve this objective, two cement companies constituting over 65 percent of 
cement production in the country were purposively selected for the study. Glenn sample size formula was 
adopted to administer the questionnaire on four hundred and forty eight respondents sampled from both 
companies, of these about 84 percent responded appropriately. Data was also sourced from annual 
financial reports and accounts of the two companies. Regression analysis was adopted with the aid of 
Statistical Package for Social Sciences (SPSS) so as to determine the correlation between the two 
variables. The study found that Environmental Cost Savings was significantly related to Financial 
Performance of the quoted cement companies. The study concluded that Environmental cost Savings 
positively impacted on the business value of the companies and therefore recommends that continues 
investment in Environmental Cost Savings will yield a strong relationship to financial performance of the 
companies and should be considered as significant stimulant of financial performance. Falope et al 
(2019), examined effect of Environmental Disclosure and Performance of Quoted Nigerian Construction 
Firms. Specifically, the objectives of the study are to: ascertain the degree in which pollution control cost 
affect return on assets of quoted construction firms in Nigeria, determine the dimension with which 
environmental protection cost affect return on assets of quoted construction firms in Nigeria and ascertain 
the extent environmental recycling disclosure affect return on assets of quoted construction firms in 
Nigeria. The study adopted Ex Post Factoresearch design. Hypotheses were formulated in line with the 
research objectives and tested using linear regression analysis with the aid of SPSS Version 20.0. It was 
observed that environmental pollution prevention cost, environmental protection cost and environmental 
recycling disclosure have effects on return on assets of quoted construction firms in Nigeria. The study 
recommended among others that regular and continuous environmental evaluation will improve 
organizations sales, income and ensure that environmental situational needs are met. 
 

Theoretical Framework 
 

Stakeholder Theory 
 

Stakeholder theory has infiltrated the academic dialogue in management and a wide array of disciplines 
susch as health care, law, and public policy (Freeman, Harrison, Wicks, Parmar& De Colle, 2014). Much 
attention has been paid to some basic themes that are now familiar in the literature that firms have 
stakeholders and should proactively pay attention to them, that stakeholder theory exists in tension (at 
least) with shareholder theory, that stakeholder theory provides a vehicle for connecting ethics and 
strategy (Solomon, 2020), and that firms that diligently seek to serve the interests of a broad group of 
stakeholders will create more value over time (Freeman, Harrison and Wicks, 2009). Nevertheless, there 
are so many different interpretations of basic stakeholder ideas that theory development has been difficult 
(Steve, 2020). The underlying assumption of most studies of this type is that economic measures capture 
the value created through good treatment of stakeholders, thus sidestepping the notion that much of the 
value stakeholders get from working with stakeholder-friendly firms may not be captured in economic 
measures. While economic returns are fundamental to a firm's core stakeholders, most stakeholders want 
other things as well (Bosse, Phillips & Harrison, 2015). Attention to these other factors may prove critical 
to understanding why firms succeed over time, why stakeholders are drawn to (and remain with) some 
firms, and which firms do the most for their stakeholders. A stakeholder-based perspective of value is 
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important from a managerial perspective because managers tend to focus attention on things that lead to 
higher performance based on what actually gets measured (Kaplan & Norton, 2012; Sachs, Riihli&Meier 
2010). Rather than focusing primarily on economic measures of performance, a stakeholder-based 
performance measure challenges managers to examine more broadly the value their firms are creating 
from the perspective of the stakeholders who are involved in creating it. 
 

The Slack Resources Theory 
 

The slack resources theory contends that high performance firms would have a large pool of resources 
available for investment in socially responsible programmes. Implicit in this theory is that availability of 
slack resources for allocation to social programmes is contingent on good financial performance; hence a 
positive relationship should exist. Although Barnard (2011) had discussed the role of slack in his early 
work, the specific label of ‘slack’ had not been coined until March and Simon published their seminal 
book. Cyert and March (2013) defined slack as ‘‘the difference between total resources and total 
necessary payments”. This definition was followed by Bourgeois (2017) who added that “slack is that 
cushion of actual or potential resources which allows an organization to adapt successfully to internal 
pressures for adjustment or to external pressures for change in policy, as well as to initiate changes in 
strategy with respect to the external environment. 
 

Legitimacy Theory 
 

The concept of legitimacy is important in analysing the relationships between companies and their 
environment. Parsons (2000) defines legitimacy as “the appraisal of action in terms of shared or common 
values in the context of the involvement of the action in the social society” This book contains a 
collection of ten essays. It provides a theory of formal organization. Central constructs of legitimacy 
research are provided. For example, it distinguishes “authority” from “legitimation” and “authorization. 
Maurer (2012) points out that legitimacy is the process whereby an organisation justifies to a peer or 
super ordinate system its right to exist; that is to continue, import, transform, and export energy material 
or information. Legitimacy theory is derived from the concept of organisational legitimacy, which has 
been defined as “a condition or status, which exists when an entity’s value system is congruent with the 
value system of the large social system of which the entity is a part.” When a disparity, actual or potential, 
exists between the two value systems, there is a threat to the entity’s legitimacy” (Dowling &Pfeffer, 
2015). Preston (2005) point out that legitimacy is conceived as congruence between institutional actions 
and social values, and legitimization as actions that institutions take either to signal value congruency or 
to change social value. Legitimacy is achieved by demonstrating that companies’ activities are concordant 
with social values. Bansal and Roth (2016) present examples of legitimacy as complying with legislation, 
establishing an environmental committee or the position of environmental manager to oversee a firm’s 
ecological impact, developing networks or committees with local community representation, conducting 
environmental audits, establishing an emergency response system, and aligning the firm with 
environmental advocates. Legitimacy theory concentrates on the concept of a social contract, implying 
that a company’s survival is dependent on the extent to which the company operates within the bounds 
and norms of society (Brown & Deegan, 2012). 
 

METHODOLOGY 
 

This study adopted the ex post facto research designwith specific focus on the longitudinal Panel Series 
design which is a quasi-experimental study examining how an independent variable, present prior to the 
study in the participants affects a dependent variable.The study used secondary data research. Population 
of the study consists of thirteen (13) listed industrial goods firms operating on the Nigeria Exchange 
Group (NGX) as at 31st December 2021. The sample size is 11 and convenient sampling techniques was 
adopted. Data required for this study were obtained from audited financial statements and annual reports 
of the listed industrial goods firms in Nigeria 10 years ranging from 2012 – 2021 under consideration and 
from the Nigerian Exchange Group fact book.  
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Regression Model 
 

NPM = β0 + β1WM+ β2EHS + ϵit................................................................… (3.1) 
 

Where: 
 

β0        =    The autonomous parameter estimate (Intercept or constant term) 
β1  - β2    =    Parameter coefficient of Environmental Cost Disclosure 
NPM =   Net Profit Margin 
WM =   Waste Management 
EHS=   Employee health and Safety 
ϵit           =   Stochastic Error term 
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period review. 
 

Table 1: Descriptive Statistics Result 
 NPM WM EHS 

 Mean  12.03945  0.024091  0.376000 
 Median  13.87000  0.020000  0.340000 
 Maximum  26.98000  0.060000  1.600000 
 Minimum -16.09000  0.010000  0.110000 
 Std. Dev.  7.700879  0.009316  0.216351 
 Skewness -1.277316  1.292586  2.786472 
 Kurtosis  4.668535  5.869241  14.35975 
 Jarque-Bera  42.67155  68.36341  733.7991 
 Probability  0.000000  0.000000  0.000000 
 Sum  1324.340  2.650000  41.36000 
 Sum Sq. Dev.  6464.085  0.009459  5.102040 
 Observations  110  110  110 
Source: E-View 10 Output (2022) 
 

Table 1 presented the descriptive statistics for the dependent and independent variables Net Profit Margin 
(NPM), waste management (WM) and employee health and safety cost (EHS). The standard deviation of 
the variables ranges from 0.009316 to 7.70087, waste management have the lowest standard deviation of 
0.0093 followed by employee health and safety cost 0.2163 and net profit margin is 7.70087.  
However,waste management and employee health and safety cost has an average value of 0.02409 and 
0.37600 respectively. The minimum and maximum values of waste management and employee health and 
safety cost during the study period are 0.0100 and 0.1100 for minimum while maximum is 0.06000 and 
1.6000 respectively. This implies the minimum and maximum waste management and employee health 
and safety cost on the sampled firms during the study period. The probability for waste management and 
employee health and safety cost and net profit margin revealed 0.00000 respectively. 
 

Table 2: CorrelationMatrix 
 NPM WM EHS 

NPM 1.00000 
WM 0.09087 1.0000 
EHS 0.22455 0.061452 1.00000 
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Source: E-View 10 Output (2022) 
 

In table 2 correlation analysis, which is used to quantify the association between two continuous variables 
(e.g., between an independent and a dependent variable or between two independent variables).  In 
correlation analysis, we estimate a sample correlation coefficient, more specifically 
the Pearson Product Moment correlation coefficient. The correlation coefficient of waste management 
and employee health and safety cost are positive and low which are 0.0908 and 0.2245 respectively.  
 

Table 3: Hausman Test (Test between Fixed and Random) 
 

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 0.303185 2 0.8593 
          Source: E-View 10 Output (2022) 

 

The Result of Hausman test shows that chi-square statistics value is 0.3031 while the probability values of 
it is 0.8593. This implies that there is enough evidence to accept the null hypothesis which states that 
fixed effect is not most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is the most appropriate because the random effects are well correlated 
with the regressors. Thus, the most consistent and efficient estimation for the study is the random effect 
cross-sectional model. Consequently, the result suggests that the randomeffect regression model is most 
appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
 

Table 4: Panel Regression Result (Random Effect) 
 

Dependent Variable: NPM   
Method: Panel EGLS (Cross-section random effects) 
Date: 03/28/22   Time: 06:05   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 11   
Total panel (balanced) observations: 110  
Swamy and Arora estimator of component variances 

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 17.01320 2.509534 6.779424 0.0000 

WM -80.54837 80.22988 -1.003970 0.3177 
EHS -8.067181 3.311168 -2.436355 0.0165 

     
      Effects Specification   
   S.D.   Rho   
     
     Cross-section random 2.737074 0.1258 

Idiosyncratic random 7.216126 0.8742 
     
      Weighted Statistics   
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R-squared 0.603122     Mean dependent var 7.709553 
Adjusted R-squared 0.595610     S.D. dependent var 7.327741 
S.E. of regression 7.158681     Sum squared resid 5483.398 
F-statistic 3.604563     Durbin-Watson stat 1.380651 
Prob(F-statistic) 0.030552    

     
Source: E-View 10 Output (2022 
 

The panel regression result for the sampled industrial goods firm as presented in table 4 above showed 
that there is a negative relationship waste management,employee health and safety costand net profit 
margin as explained by a coefficient value of -80.3483 and -8.06718 t-Statistic of -3.6045 and -0.03055 
with a corresponding P value of 0.3177 and 0.0165. The result implies thatwaste management 
andemployee health and safety costis not able to increase financial performance of the industrial goods 
firms. However, respective probability values, the parameter estimate for waste management is not 
statistically significant, given that the individual probability is 0.3177 which is greater than 5%, while that 
of employee health and safety cost is statistically significant, given that the individual probability is 
0.0165 which is less than 5%. However, when taken collectively, the regressors (waste management and 
employee health and safety cost) against the regressed net profit margin, the value of F-statistic is 3.60456 
and the value of the probability of F-statistic is 0.03055. This result implies that the overall regression is 
both positive and statistically significant at 5%. It mean that the model is fit quite alright, but only 
employee health and safety has a significant effect on net profit margin as attested to by a profitability 
value of 0.0165. 
 

Discussion of Findings 
 

This study examined effect of environmental cost disclosure on financial performance of listed industrial 
goods firms in Nigeria. Specifically, this study sought to determine the effect of waste management, 
employee health and safety coston net profit margin of listed industrial goods firms in Nigeria. Therefore, 
the findings of this study is on the basis of formulated hypotheses, models and analysis carried out. This 
study found that generally, environmental cost disclosure measured as waste management and employee 
health and safety costmeeting significantly affect financial performance of listed industrial goods firms in 
Nigeria. However, the findings from this study are compared with that of previous studies. Waste 
management has a negative significant effect on net profit margin of listed industrial goods firms in 
Nigeria. The findings are in agreement with the findings of Giami (2021)& Steve (2020) who documented 
evidence of a negative association between waste management of firms. On effect employee health and 
safety cost on net profit margin of listed industrial goods firms in Nigeria, the result showed positive and 
significantly effect on net profit margin. The result agrees to the findings of Chiamogu& Okoye (2020) 
who found a positive association between employee health and safety on financial performance of firms. 
The result however, contradicts the findings of Agbola&Oroge(2019) who documented a negative 
relationship between employee health and safety on financial performance of the firms. 
 

CONCLUSION AND RECOMMENDATIONS 
 

The study was basically undertaken to examine the effect of environmental cost disclosure on financial 
performance of listed industrial goods firms in Nigeria from 2012-2021 in Nigeria. The study have 
developed a model fit on environmental cost disclosures (waste management and employee and safety 
cost) have joint effect on firm financial performance. Based on this, the study concludes that 
environmental cost disclosures have significant influence on firms’ financial performance. Based on the 
finding and conclusion, the following recommendation was made; 
 

i. The industrial goods firms should not increase their cost on waste management due to low effect 
on financial performance of the firm 
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ii. That industrials goods firm should continue to make adequate provisions for employee health and 
safety in order to motivate workers for sustainable optimal productivity that will lead to enhanced 
financial performance.  
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Abstract 
 

Corporate failures of large organizations in the past have highlighted the intentional misconduct of managers in a wider-
spectrum. The study examines effect of ownership structure on financial performance of listed insurance firmsin Nigeria. 
The expo-facto research design was adopted and secondary data from annual report of listed firms were used. The 
purposive sampling technique was employed in selecting the 15 firms out of 23 listed insurance firms in Nigeria for 2012-
2021 financial year. Panel regression estimation was used and the fixed effect by Hausman test which was analyzed using 
E-views 10. Finding show that ownership concentration and institutional ownership has positive significant effect on 
financial performance of listed insurance firms in Nigeria. The study concludes that ownership concentration and 
institutional ownership has a significant positive effect on financial performance and substantially increase the 
performance of listed insurance firms in Nigeria. The study recommends that financial regulatory bodies in Nigeria such 
as the Central Bank of Nigeria (CBN) and Nigeria Deposit Insurance Corporation (NDIC), should ensure that ownership 
structure is maintained by all insurance due to its potential benefit in improving financial performance of insurance firms 
in Nigeria.  
 

Keywords: Ownership Concentration, Institutional Ownership, Insurance Firm, Investors, Financial 
Performance 
 

INTRODUCTION 
 

The separation of ownership from management raises the issue of monitoring managerial activities to 
ensure investor confidence. Following a spate of well-publish corporate scandals that took its toll with the 
collapse of once prestigious companies such as Cadbury ( Nig) Plc, Lever brothers (Nig) Plc, Oceanic 
Bank, Savannah bank, Afribank plc and Intercontinental bankreiterated the need for corporate governance 
and increased the agitation for a better governance mechanism worldwide. It has been observed by 
accountants and financial economist that central to these corporate failures are systematic deficiencies in 
accounting standards and governance system that generate financial information (Ohiani, Eniola& Lateef, 
2018). In a bid to prevent such future failure of companies, most nations across the global introduced new 
code of best governance practices to align managers interest with the wealth maximization objective of 
the shareholders and ensure that corporate reports communicate economic measurements of information 
about the resources and performance of the reporting entity useful to those having reasonable rights to 
such information. The connection between ownership structure and firms financial performance has been 
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the subject of an important and ongoing debate in the corporate finance literature (Ohiani et al, 2018). The 
debate goes back to the Sanya (2018), which suggests that an inverse correlation should be observed 
between the diffuseness of shareholdings and firm performance. The view has been challenged by 
(Demsetz, 2001), who argues that the ownership structure of a corporation should be thought of as an 
endogenous outcome of decisions that reflect the influence of shareholders and trading on the market for 
shares. When owners of a privately owned company decide to sell shares, and when shareholders of a 
publicly owned corporation agree to a new secondary distribution, they are, in effect, deciding to alter the 
ownership structure of their firms and with high probability, to make that structure more diffuse 
 

The financial performance of many organizations has been largely linked to theirownership structure over 
time as it provides funding through owner’s equity. Normally,every business organization is saddled with 
the responsibility of making returns. Thisresponsibility is important since the ability of a firm to make 
returns in the competitivemarket determines to a large extend its ability to survive in the future. Jensen 
and Meckling(1976) defined financial performance as a tool that measures how well a company uses 
itsresources in generating profit thus make it a vital tool to several stakeholders in acompany. Financial 
performance therefore is crucial to any business organization’s survivaland continuous patronage by 
investors, potential investors, creditors, and otherstakeholders in the business world.However, the type of 
ownership structure a firm adopts is engineered by the vision of the company. According to Jensen and 
Meckling (1976), ownership structure is defined by the distribution of equity with regards to votes and 
capital as well as the identity of the equity owners. Therefore, ownership structure of any company has 
been a serious factor for company’s financial performance. It is commonly believed that profit 
maximization is one of the main objectives of a firm, thus profitability of a firm has become the major 
decisive factor in determining its financial performance.For insurance firms in Nigeria, poor corporate 
governance practice has been cited as one of the causes of the corporate collapses noticed among firms in 
the financial sector (Suleiman &Nasamu, 2021). This phenomenon have waned the public confidence, 
most especially those in the accounting circle. It has consistently raised severe concerns about corporate 
governance practices in a broad-spectrum. More so, it has also brought to spotlight issues relating to 
quality of financial reporting and the weak internal control systems among firms, (Fadrul et al, 
2021).(Uwuigbe 2014); the corporate failures of such large organizations in the past have highlighted the 
intentional misconduct of managers in a wider-spectrum.The main objective of the study is to examine 
effect of ownership structure on financial performance of listed insurance firm in Nigeria and the basic 
hypothesis underlying this study are stated thus; 
 

i. Ho: Ownership concentration has no significant effect on earnings per share of listed insurance 
firm in Nigeria 

ii. Ho: Institutional ownership has no significant effect onearnings per share of listed insurance firms 
in Nigeria 

 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Ownership Structure 
 

Ownership Structure of a firm refers to the distribution of control and ownership in the firm (Suleiman 
&Nasamu, 2021). Control is seen as the ability to influence decisions and for shareholders; it is 
represented by voting power. While ownership is regarded as the right to cash flows of thecompany 
which is proportionate to the shareholdings (Shehu, 2012). Ownership structureis one of the main 
dimensions of corporate governance and is widely seen to be determinedby country-level corporate 
governance characteristics such as the development of the stockmarket and the nature of state intervention 
and regulation (Silanes et al, 1998). Ownership structure is defined by the distribution of equity with 
regard tovotes and capital but also by the identity of the equity owners. These structures are ofmajor 
importance in corporate governance because they determine the incentives ofmanagers and thereby the 
economic efficiency of the corporations they manage (Jensenand Meckling, 1976). Ownership structure is 
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seen as the opus of the biggest five shareholders,which include the mixture of institutional shareholders, 
individual and managerialshareholders (Alipour&Amjadi, 2011). Other authors looked at ownership 
structure as thepercentage of shares held by Directors (Shah, Butt & Saeed, 2011).  
 

Ownership Concentration 
 

Ownership concentration is a measure of the existence of large shareholders in a firm. Suleiman 
&Nasamu, 2021 defined Ownership concentration as stockholders ownership proportion. It can also 
represent the concentration degree of ownership in firms, which means large shareholders proportion in a 
firm. Suleiman &Nasamu (2021)further reiterated that there are three types of ownership structure. First, 
absolute concentration of ownership, that is, there is only one stockholder who has the absolute power to 
control the firm and usually keep 50% ownership; Second, absolutely dispersed ownership, implying that 
there are numerous stockholders; there is complete separation of ownership and control when the share 
ownership is highly concentrated than individual ownership as they keeps share below 10%. Third, where 
there coexists relative concentration of ownership and some large shareholders in a firm. However, in the 
firm, which has relative concentration of ownership and some large shareholders, ownership structure can 
almost decide the composition of board. It is always assumed that only shareholders who hold large share 
may closely monitor the management of board. Dispersed shareholders have little or no incentive to 
monitor the management and may have no power to decide for the board. 
 

Ownership concentration refers to an ownership fraction or stake in a firm that is held byshareholders 
with the controlling interest or with large stake. Ownership concentration affords the shareholders the 
motivation and ability to monitor and control management decisions. Therefore, concentrated 
shareholders use their large stake in reducing conflicts between managers and the organization by being 
more proactive in monitoring and protecting their investments. Ownership concentration is measured by 
natural logarithm of equity held by block holders as investors in the firm. Small number shareholders 
would not be much interested in monitoring because they would bear all the costs implication for 
monitoring the activities of the management when they only have little or no much gain (Sandra, 2012). 
Large shareholders may intervene in the firm’s management and may encourage managers to engage in 
performance management to maximize their private benefits (Jaggi&Tsui 2007). Concentrated ownership 
also referred to as block holdings/ownership is an internalgovernance device that allows the largest 
shareholders to gain control over managementbehaviour and decision (Omar & Hind, 2012). Under the 
corporate governance code releasedby the Securities and Exchange Commission (SEC) in 2003, SEC 
defined block-holding asany investor with more than a 5% equity stake in the firm. The definition given 
by Omar and Hind (2012) did not provide specifically what level constitutes block holdings, but asfor the 
definition given by Nigeria Securities and Exchange Commission in its documentsrelating to corporate 
governance code sees block holdings as those who have more than 5%equity stake in a firm. 
 

Institutional Ownership 
 

This ordinarily represents the proportion of shares owned by institutions to total number of shares issued 
by a firm (Suleiman & Nasamu, 2021). Institutional investors are organizations which pool large sums of 
money and invest those sums in securities, real property and other investment assets. They can also 
include operating companies which decide to invest their profits to some degree in these types of assets 
(Joseph 2018). Typical investors include banks, insurance companies, retirement or pension funds, hedges 
funds, investment advisors and mutual funds. Their role in the economy is to act as highly specialized 
investors on behalf of others. For instance, an ordinary person will have a pension from his employer. The 
employer gives that person's pension contributions to a fund. The fund will buy shares in a company, or 
some other financial product. Funds are useful because they will hold a broad portfolio of investments in 
many companies. This spreads risk, so if one company fails, it will be only a small part of the whole fund 
investment. An institutional investor can have some influence in the management of corporations because 
it will be entitled to exercise the voting rights in a company. Thus, it can actively engage in corporate 
governance. Furthermore, because institutional investors have the freedom to buy and sell shares, they 
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can play a large part in which companies stay solvent, and which go under. Influencing the conduct of 
listed companies, and providing them with capital are all part of the job of investment management. 
Institutional ownership refers to an ownership fraction or stake in a firm that is held bylarge financial 
organizations, pension funds or endowments. Institutions generally purchase large blocks of a firm’s 
outstanding shares and can exert considerable influence upon its management(Ohiani et al, 2018). 
Therefore, institutional shareholders are usually professionals and they normally use their expertise in 
monitoring the management in ensuring that theirinterests align with those of the organization’s interests. 
Institutional ownership is measured by natural logarithm of equity held by various institutions as 
investors in the firm. Institutional ownership is the ownership of shares by financial institutions such as 
insurance companies, banks, pension funds, and investment banking. 
 

Financial Performance 
 

Financial performance measures how well a firm uses its resources to make a profit and itis a vital tool to 
several stakeholders in a firm. These stakeholders include trade creditors, bond holders, investors, 
employees, and management. Each group has its own interest in tracking the financial performance of a 
firm. Analysts learn about financial performance from published annual reports. The report is a required 
legal document that must be published by all public firms (Ohiani et al, 2018).The purpose of the report is 
to provide stakeholders with accurate and reliable financial statements that provide an overview of the 
firm’s financial performance. Financial performance can be measured in several ways. Some of them are 
Earnings per Share, Return on Assets, Dividend per Share, Return on Equity. 
 

Earnings per Share (EPS) 
 

Earnings per share, represents a company's annualized net profit divided by the number of common 
shares of stock it has outstanding. It's a measure of profitability on a per-share basis, EPS is commonly 
used by investors to estimate the value of a company, per share.In simple terms, EPS is a calculation that 
shows how profitable a company is, per share. So, EPS can be described as the amount of money each 
share of stock would receive if a company's profit was distributed to shareholders at the end of the year. 
Earnings per share (EPS) is a popular financial ratio which is widely used by investors worldwide. It 
measures potential profit on investment in company's shares (Suleiman &Nasamu, 2021). It is important 
for both investors who count on a profitable dividend as well as those who expect an increased market. 
The EPS value also affects the market price of shares, and hence translates into an increased total 
corporate value. For investors, it may be a crucial indicator used to build investment strategies. 
 

Empirical Review 
 

Suleiman and Nasamu (2021) examined effect of ownership structure on the financial performance of 
listed oil and gas companies in Nigeria for the period of2006-2019. Secondary data was extracted from 
the financial reports andaccounts of the sample companies. Robust OLS as the best estimator of 
theregression model was used to analyzed the data extracted. The findingsrevealed foreign ownership has 
a positive significant impact on the financialperformance of oil and gas companies in Nigeria. Based on 
the findings, thestudy recommends that, foreigners should be allowed to take the majority ofthe 
ownership structure of listed oil and gas companies in the downstreamsector of the petroleum industry in 
Nigeria, more so, management of thesecompanies should formulate policies that would boost the number 
of sharesallocated to foreigners since foreign ownership increases financialperformance. Joel et al (2020) 
examined the effect of theownership structure and its dimensions (such as managerial ownership, 
employee ownership and private ownership) on the financial performance of eighteen food and beverage 
quoted firms on the Nigerian Stock Exchange (NSE) during the period 2010-2018. The study used 
secondary data on managerial ownership (MO), employee ownership(EO), private ownership (PO) and 
return on equity(ROE). These were sourced from the annual report and accounts of the firms used for the 
study. Data collected were analysed using pooled regression, fixed and random effect regression. The 
result showed that managerial ownership had an insignificant (positive) effect on return on equity. 

https://seekingalpha.com/article/4436625-what-is-common-stock?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link
https://seekingalpha.com/article/4436625-what-is-common-stock?source=content_type%3Areact%7Csection%3Amain_content%7Cbutton%3Abody_link
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Employee ownership had significant positive effect on return on equity. Private ownership had significant 
effect on return on equity Managerial ownership, employee ownership and private ownership had a 
significant combined effect on return on equity. The study concluded that ownership structure had a 
significant effect on the financial performance of quoted food and beverage manufacturing firms in 
Nigeria.  The study recommend that Stock Exchange Commission as a regulatory body should encourage 
potential managers to invest more in any company in the food and beverage industry to enable them 
manage the firm well as their funds are invested in the firm. 
 

Bamigboye and Akinadewo (2020) investigated the impact of ownership structure on the dividend policy 
of selected banks in Nigeria. This was with a view to providing information on the ownership structure 
and possible effects on dividend policy in the Nigerian Deposit Money Banks (DMBs). The study 
employed the use of secondary data. The data were sourced from Banks’ audited financial reports, the 
Nigerian Stock Exchange ‘fact book’ and Central Bank of Nigeria statistical bulletin. Ten (10) DMBs out 
of the listed banks were purposively selected based on the size of their customer and longtime of 
existence. Data were analyzed using percentages, random and fixed effect method. The result showed that 
concentrated ownership Institutional ownership and Management ownership positively and significantly 
affect owned policy of DMBs in Nigeria. The study concluded that ownership structure greatly influences 
dividend policy in the Nigerian banking industry. The study recommend that to reduce the agency 
problem in the Deposit Money Banks in Nigeria, concentrated block holders and even government should 
invest to dilute the ownership structure, which is characterized manager-ownership and institutional 
owners. This can be done by management paying dividend on a regular basis, in order to encourage 
investor. 
 

Damilola et al (2020) examined impact of institutional investor’s ownership on the financial performance 
of deposit money banks listed on Nigerian stock exchange (NSE). The time frame for this study is 2011-
2018. Data was generated from annual reports of 15 deposit money banks listed on NSE. The result of the 
panel data methodology shows a positive and significant relationship between institutional investor’s 
ownership and banks financial performance. The study conclude that high institutional investor’s 
participation in banks will boost the firm’s performance, and this will increase the investment in shares of 
banks. Also, prompt implementation of proper prudential guidelines should be adequate to avert grave 
volatility in a financial system progressively moulded by the presence of institutional investors. The study 
recommended that management of banks should give more attention to the large institutional shareholders 
due to their influence on the growth and survival of the company. Abdullahi and Muhammad 
(2019)examined the effect of ownership structure on financial performance of listed commercial banks in 
Nigeria for the period 2009-2016. This study used a sample of 13 listed commercial banks in conducting 
the study. The study also employed Ordinary Least Square (OLS) and Generalized Least Square methods 
of panel data regression models in analyzing the data. Findings from the study revealed that ownership 
concentration (OWC) has insignificant negative effect on Return on Asset (ROA). However, when 
financial performance is proxied by the market-based performance measure, Tobin’s Q (TBQ), the results 
indicated that OWC has a statistically positive significant effect on financial performance. The results of 
the analysis revealed that managerial ownership (MOW) has statistically insignificant positive effects on 
both ROA and TBQ. In the case of institutional ownership (INSOW), the findings revealed that it has a 
statistically insignificant negative effect on ROA but a statistically significant negative effect on TBQ. 
Therefore, the study recommends that financial regulatory bodies in Nigeria such as the Central Bank of 
Nigeria (CBN), Nigeria Deposit Insurance Corporation (NDIC), and Securities and Exchange 
Commission (SEC) should ensure that a reasonable degree of ownership concentration is maintained by 
all banks due to its potential benefit in improving market-based financial performance in Nigerian banks. 
In the case of institutional ownership, there is the need for the CBN to come up with regulations that 
promote participation of foreign institutional ownership in Nigerian banking industry.  
 

Yakubu et al (2019), examined the impact of institutional ownership on financial performance of quoted 
building materials firms in Nigeria. The population of the study consists of six (6) firms quoted on the 
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Nigerian stock exchange as at 31st December2016 out of which four (4) firms were selected using two 
criteria which are company that made available their annual report of thirteen (13) years and company 
quoted on the Nigerian stock exchange before 2004. The study uses multiple regressions as a tool for 
analysis and secondary source of data analysis. The result of the study revealed that institutional 
ownership impacts positively significantly on financial performance of quoted building materials firms in 
Nigeria. The study concludes that institutional ownership affects financial performance of building 
materials firms in Nigeria and recommended that Security and exchange commission should encourage 
potential institutional investors in the building material industry to invest in long term investment. 
Saiduand Gidado (2018) investigated effect of managerial ownership on financial performance of listed 
manufacturing firms in Nigeria. The non-survey method of research was adopted where data were 
generated from annual reports and accounts of listed manufacturing firms in Nigeria. The study cover the 
forty (40) manufacturing firms quoted on the floor of Nigeria Stock Exchange (NSE) as 31st December, 
2016 out of which ten (10) were selected as sampled size. The technique of analysis adopted for this study 
was correlation and OLS regression techniques. The study found that managerial ownership has negative 
and significant impact on financial performance of listed manufacturing firms in Nigeria. The study 
concludes that managerial ownership impact negatively on the financial performance of manufacturing 
firms listed in Nigeria as managers of firms sometimes manipulate the accounting numbers in the 
financial statement in order to have a private gain. The study then recommends that the board of directors 
in the Nigerian manufacturing firms should ensure that shareholding of the insider managers is not too 
high and the proportion of their shareholding should be minimize in other to better the performance of 
manufacturing firms listed in Nigeria.  
 

Ohiani, Eniola and Lateef (2018) examined effect of ownership structure on financial performance of 
listed insurance firms in Nigeria.Data was collected from the annual reports of 28 insurance firms listed in 
the Nigerian Stock Exchange for the periods of 2011 to 2016. The ex-post facto was employed by the 
study to examine the effect of ownership structure on financial performance of listed insurance firms in 
Nigeria. In addition to the descriptive statistics and correlation, multiple regression technique through 
panel data methodology was applied for model estimation. Data were subjected to pooled General Least 
Square, Fixed Effects, and Random Effects regression model to test the hypotheses of the study. 
Ownership structure proxied by managerial ownership, institutional ownership, and ownership 
concentration were adopted as independent variables. Firm financial performance as the dependent 
variables was proxied by Book value per Share. This study found ownership structure having significant 
positive effect on financial performance of the listed insurance firms except concentrated ownership with 
negative effect. However, in respect of size and growth of the firms, which form the control variables of 
the study, there were mixed evidence of their effects on financial performance. The study recommends 
that in order to enhance the financial performance, insurance firms in Nigeria should increase 
management equity holding in the firms as this can stimulate the managers to maximize their efficiency 
and create more wealth for stakeholders. 
 

Theoretical Framework 
 

Agency Theory  
 

Agency theory is defined by (Jensen and Meckling 1976) as the theory that addresses the relationship 
where in a contract the principal engages another person called the agent to perform some service on their 
behalf which involves delegating some decision making authority to the agent. Agency problem occurs 
when the objectives of the principal and agent contradict and it is difficult and costly for the principal to 
detect what the agent is actually doing. Also, due to this separation of ownership, managers usually focus 
on their own personal gains and interests and forget about the shareholder’s interest which ultimately 
leads to the agency problem as well as incurring costs that the owners bare at the end, and this is referred 
to the agency cost. It is added by (Jensen &Meckling 1976) that these contradictions are because of the 
inability of the shareholders to monitor the actions and the performance of the management. Moreover, 
(Leuz, Nanda &Wysocki,2003) state that the pursuit of self-interest by the managers, increases costs to 
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the firm, like the costs of forming a contract, loss due to decisions being taken by the agents and the costs 
of observing and controlling the actions of the agents. Therefore the effects of such behavior are 
ultimately reflected in the company’s’ earnings. Ownership and management are normally separated in 
modern corporations as shareholders are not always involved in the management of their firms. And this 
sets the basis for the agency problem (Habbash; 2010).   
 

Stakeholders Theory  
 

Stakeholder theory was developed by Freeman (1984) who argue that organizations are accountable to the 
shareholders as well as other stakeholders which in contrary to the traditional view that shareholders were 
the only stakeholders of the firm. Stakeholders are groups of individuals who may benefit or be harmed 
by activities of the firm. These stakeholders have contracting interest which have to be taken into account 
when releasing the audit reports. This is important because their varying interests can affect the firm’s 
ability to achieve its objectives (Freeman, 1984). The stakeholder theory is defined by (Freeman 1984) as 
any group or individual who can influence or is influenced by the achievement of the organization's 
objectives. Carroll (1993) add that the term stakeholder may, therefore, include a large group of 
participants, in fact anyone who has a direct or indirect stake in the business. Examples for direct 
stakeholders are the shareholders, employees, investors, customers and suppliers, all whose interests are 
aligned with the interests of the firm, on the other side, the indirect stakeholders are those who are 
indirectly affected by the functions of the firm and an example for the is the government (Kiel & 
Nicholson 2003). Another definition for the stakeholder theory is that "the Stakeholder theory defines 
organizations as multilateral agreements between the enterprise and its multiple stakeholders". The 
stakeholders can be divided into two groups, the internal group consists of the employees, managers and 
the owners while the external group includes customers, suppliers and the community, the relation 
between the firm and those stakeholders group is controlled by different types of rules (Clarke 2004). In 
addition, (Ohianiet al, 2018) argue that stakeholders can be identified by three different attributes, the first 
is their power to influence the firm, the second is the legitimacy of relationship with the firm, and the 
third attribute is the importance of the stakeholders claim on the firm. Stakeholders are defined as the 
groups or individuals whose goals are recognized by a firm or those who influence the firm's goal 
attainment. These groups include employees, clients, suppliers, banks, local government and agencies, 
political parties and community organizations. Back in the 1970s and 1980s large national firms were 
becoming too powerful and their power went beyond the stakeholders' including the government so this 
raised the awareness of the stakeholder theory that helped raise the social awareness.  
 

In addition to that, it is argued that due to the large number of stakeholders with many different needs, a 
huge burden on the managers is created this was documented by (Sundaram and Inkpen 2004) who also 
add that managers should only care about creating value for the shareholders as it is proposed that this 
will affect the decision making process and eventually enhances the outcomes for the stakeholders. Most 
of the management theories tend to link the firm's profits and responsibilities to the shareholders like the 
agency theory as stated by (Schilling 2000) while the stakeholders' theory emphasizes that the managerial 
activities should by constantly growing and maintaining the stakeholders relationship not just the 
shareholders' (Jensen, 2001). Leuz 2003 suggest that in order for the managers to maintain a strong 
relationship with the stakeholders, they should try to produce as much value as possible for stakeholders. 
Prior studies that have used this theory in their studies are Suleiman &Nasamu, (2021) &Ohiani et al, 
(2018).  
 

METHODOLOGY 
 

This study adopted the ex post facto research design since the study is a secondary data research. The 
population of the study consists of twenty three (23) listed insurance firms operating on the Nigerian 
Exchange Group (NGX) as at 31st December 2021. The sample size is 15 and convenient sampling 
techniques was adopted, while the period ranging from 2012-2021. Data required for this study were 
obtained from audited financial statements and annual reports of the listed insurance firms in Nigeria 10 
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years under consideration and from the Nigerian Exchange Group (NGX) fact book. The inferential 
analyses will also involve the application of the appropriate statistical technique of Panel Regression 
Analysis; this is due to the nature of the data. The study adopt the model of Yakubu et al (2019), The 
model of the study is stated thus; 
 

EPS= β0 + β1OCit + β2IOit+ eit - - - - - - - - - - - - - - - - - - - - - - - - - - - -i 
 

Where; 
 

EPS = Earnings Per Share 
OC= Ownership Concentration 
IO= Institutional Ownership 
β0= constant terms 
µit, = error terms 
t= time period (2012, 2013 … 2021)   
 

Decision rule 
 

If the value of the probability is less than or equal to the significance level of 0.05, the study reject the 
null hypothesis while accepting the alternative hypothesis. On the other hand, it the value of the 
probability is greater than the level of significance, the null hypothesis will be accepted, while the 
alternative is rejected.  Thus, the decision rule is statistically stated as: 
  

Reject Hoif P < 0.05 
Accept Ho if P > 0.05 

 
3.1 Study Variables and their Measurement  

Variable 
Acronym 

Variable 
Name 

 

Variable types 
 

Measurement Source 

EPS  Earnings Per 
Share 

Dependent Total earnings/the 
number of 
outstanding equity 
shares  
 

Yakubu, 
Danjuma& Adejoh 
(2019) 

       OC Ownership 
Concentration 

Independent The proportion of 
shares owned by 
the largest 
shareholders to 
total number of 
shares issued.  

Joel et al 
(2020) 

IO Institutional 
Ownership 

 

Independent The proportion of 
shares owned by 
Institutions to total 
number of shares 
issued.  

Ohiani et al 
(2018) 

Source: Author’s Compilation (2022)  
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
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for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review. 
 

Table 1: Descriptive Statistics 
 EPS OC IO 

 Mean  21.99520  0.014933  0.022200 
 Median  23.28500  0.010000  0.020000 
 Maximum  39.01000  0.060000  0.050000 
 Minimum -16.00000  0.010000  0.010000 
 Std. Dev.  9.210243  0.006212  0.005660 
 Skewness -0.981099  2.553776  1.109972 
 Kurtosis  5.155947  19.14018  6.481343 
 Jarque-Bera  53.11453  1791.203  106.5493 
 Probability  0.000000  0.000000  0.000000 
 Sum  3299.280  2.240000  3.330000 
 Sum Sq. Dev.  12639.46  0.005749  0.004774 
 Observations  150  150  150 
Source: E-View 10 Output (2022) 
 

Table 1 presents the explanatory enumerations of the effect of ownership structure on financial 
performance of listed insurance firm in Nigeria, all the while the ending of 2012 to 2021. The table shows 
that earnings per share (EPS) has a mean of 21.995 accompanying a predictable difference of 23.2850 and 
the minimum and maximum principles of -16.0000 and 39.0100 respectively. Although the range middle 
from two points the minimum and maximum is off-course, it indicates a fixed acting as the predictable 
difference registered that skilled is no off-course dispersal of the dossier from the mean advantage. 
Similarly, the table shows that the average of ownership concentrationand institutional ownership ranging 
from 0.01493 and 0.0222. The minimum and maximum principles of OC and IO are 0.01000 and 0.01000 
with maximum of 0.06000 and 0.05000 respectively. 
 

Table 2: Correlation Matrix Result 
EPS OC IO 

EPS 1.00000 
OC -0.01147 1.00000 
IO 0.074097 0.147356 1.00000 
Source: E-View 10 Output (2022) 
 

Table 2 present the correlation between the dependent variables, Earnings per share (EPS) and the 
independent variables, ownership concentrationand institutional ownership. Generally, a high correlation 
is expected between dependent and independent variables while a low correlation is expected among 
independent variables. Corrected coefficient representing the relationship between the variables is low as 
the coefficients of OC and IO shows a negative and positive relationship of -0.01147 and 0.07409 
respectively. 
 
Table 3: Hausman Test (Test between Fixed and Random) 
 

Correlated Random Effects - Hausman Test  
Equation: Untitled   
Test cross-section random effects  

     
     

Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  
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Cross-section random 11.455095 2 0.0065 
          Source: E-View 10 Output (2022) 

 

The Result of Hausman test shows that chi-square statistics value is 11.4550 while the probability values 
of it is 0.0065 This implies that there is enough evidence to rejectthe null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is not the most appropriate because the random effects are not well 
correlated with the regressors. Thus, the most consistent and efficient estimation for the study is the fixed 
effect cross-sectional model. Consequently, the result suggests that the fixedeffect regression model is 
most appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
 

Decision Rule: The decision rule for accepting or rejecting the null hypothesis for any of these tests will 
be based on the Probability Value (PV) and the Probability (F-statistic). If the PV is less than 5% or 0.05 
(that is, if PV < 0.05), it implies that the regressor in question is statistically significant at 5% level; and if 
the PV is more than 5% or 0.05 (that is, if PV > 0.05), it is categorized as not significant at that level. 
 

Table 3: Panel Regression Result (Fixed Effect) 
 

Dependent Variable: EPS   
Method: Panel Least Squares   
Date: 04/28/22   Time: 04:37   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 15   
Total panel (balanced) observations: 150  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 21.49569 2.104024 10.21647 0.0000 

OC -63.06597 73.50922 -0.857933 0.3925 
IO 64.92321 84.52588 0.768087 0.0338 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.689561     Mean dependent var 21.99520 

Adjusted R-squared 0.652215     S.D. dependent var 9.210243 
S.E. of regression 5.431587     Akaike info criterion 6.328720 
Sum squared resid 3923.784     Schwarz criterion 6.669926 
Log likelihood -457.6540     Hannan-Quinn criter. 6.467341 
F-statistic 18.46407     Durbin-Watson stat 1.927683 
Prob(F-statistic) 0.000000    

          Source: E-View 10 Output (2022) 
 

From table 3 above, the coefficient of multiple determinations (R2) is 0.68956. This indicates that about 
68% of the total variations in earning per share is explained by the variations in the independent variables 
(OC and OI), while the remaining 32% of the variation in the model is captured by the error term. This 
indicates that the line of best fit is highly fitted. The standard error test is applied in order to measure the 
size of the error and determine the degree of confidence in the validity of the estimates. Usually if the 
standard error is smaller than half of the numerical value of the parameter estimate, it can be concluded 
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that the estimate is statistically significant. Having carried out a standard error test on the parameters 
estimated and as also indicated by their respective probability values, the parameter estimate for 
ownership concentration (OC) is slightly not statistically significant, given that the probability is 0.3925 
while institutional ownership is significant with probability of 0.0338 respectively which is greater than 
5%, However, when taken collectively, the regressors (OC, and OI) against the regressed (EPS), the value 
of F-statistic is 18.4640 and the value of the probability of F-statistic is 0.000000. This result implies that 
the overall regression is both positive and statistically significant at 5%. 
 

Discussion of Findings 
 

This study examined the effect of ownership structureon financial performance of listed insurance firms 
in Nigeria, using panel series data and regression analysis approach. The ownership structure proxied by 
ownership concentration (OC) and institutional ownership (IO) for fifteen (15) listed insurance firms in 
Nigeriafor 10 years ranging from 2012 to 2021 were the independent variables while the earnings per 
share(used to financial performance) was the dependent variable for the study. The effect of the 
independent variable on dependent variable was analyzed in terms of strength and significant and the 
panel regression analysis was used to compare the relationship among the variables. The result for 
themodel of the study showed that when taken collectively, ownership concentration (OC) and 
institutional ownership (IO) has a positive and significant effect on return on investment taken as a 
measure of financial performance.This implies that ownership concentration (OC) and institutional 
ownership (IO) is a significant and relevant predictor of financial performance in listed insurance firms in 
Nigeria. That is to say there are empirical evidences to suggest that the attributes exhibited by the 
ownership structure of insurance firms, which naturally should increasefinancial performance in insurance 
firms in Nigeria. The findings of the study is also in agreement with the position of Damilola et al (2020) 
who examined the effect of ownership structure on the performance of quoted deposit money bank in 
Nigeria. The finding is in disagreement with Abdullahi and Muhammad (2019) who found out that 
ownership concentration have negative and significant effect on performance of quoted companies in 
Nigeria. 
 

CONCLUSION AND RECOMMENDATIONS 
 

In the Accounting and financial literature several studies have investigated the link between ownership 
structure and financial performance of listed insurance firms in Nigeria. The conclusion of the study 
therefore is that ownership concentration and institutional ownership has a significantly positive effect on 
financial performance and substantially increase the performance of listed insurance firms in Nigeria. The 
result and the findings of the study present implication for regulators such as Central Bank of Nigeria 
(CBN), financial reporting council and professional bodies within the insurance sector of Nigeria. The 
study makes the following recommends based on the findings of the study; 
 

i. The study recommends that financial regulatory bodies in Nigeria such as the Central Bank of 
Nigeria (CBN) and Nigeria Deposit Insurance Corporation (NDIC), should ensure that 
ownership structure is maintained by all insurance due to its potential benefit in improving 
financial performance of insurance firms in Nigeria. 

ii. Insurance firm particularly, institutional ownership, there is the need for the CBN to come up 
with regulations that promote participation of foreign institutional ownership in 
Nigerian insurance firms. 
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Abstract 
 

This study is an empirical analysis of corporate social responsibility and performance of listed deposit money Banks in 
Nigeria. It covered a period of 10years (2009-2018). The listed Deposit money banks (DMBs) are 24 as at 31st December, 
2018, out of which a sample of 12 Deposit money Banks (DMBs) was selected as sample for the study with the aid of 
filters. However, the study seeks to identify the effect of Return on Assets (ROA), and Economic Value added on the 
performance of Corporate Social Responsibility (CSR) of Deposit Money Banks in Nigeria. The study adopted ex-post 
facto research design and data were analyzed with the help of multiple regression technique of data analysis using 
panelled observations. Fixed and Random effects were estimated, data were extracted from the annual report and 
Accounts of the selected Listed Deposit Money Banks (DMBs) in Nigeria. The study reveals that Return on Assets (ROA) 
has a positive and significant effect on Corporate Social Responsibility (CSR) of Listed Deposited Money Banks in Nigeria 
at 5% level of significance whereas Economic value added (EVA) is found to have negative influence on the Corporate 
Social Responsibility (CSR) of Listed Deposited Money Banks in Nigeria. Therefore, the study recommended that 
management of selected of Listed Deposited Money Banks in Nigeria should improve on the bank’s Return on Assets 
(ROA) by extending or executing other activities that could generate more returns as it is evidenced to be an important 
factor that derives Deposit Money Banks in Nigeria (DMBs). 
  
Keywords: Corporate Social Responsibility (CSR), Return on Assets (ROA), Economic value added (EVA), 
Performance 
 

INTRODUCTION 
 

Business Organizations around the world are struggling with a new role, which is to meet the needs of the 
present generation without compromising the ability of the next generations to meet their own needs. 
Organizations are being called upon to take responsibility for the ways and manners their operations 
impact on societies and the natural environmental. They are also being asked to demonstrate the inclusion 
of social and environmental concerns in business operations and in interactions with stake holders (Van 
Marrewuik & Verre, 2003).Business organizations especially in the banking sector have been one of the 
major concerns for management experts. Investors and academic researchers because the concept of 
business has changed from profit making activities to social welfare activities where business are not only 
responsible to its shareholders, but also to all of its stakeholders (Rappti and Medda, 2012). The history of 
Corporate Social Responsibility (CSR) can be traced to 1700 years before Christ in which it was reported 
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that Mesopotamian Kings of then introduced a code for innkeepers’ guidance on how to go about their 
jobs. Deviation from complying with the code led to severe penalty especially when the deviation harmed 
other citizens (Brass Centre, 2007). As one of the reasons for the institution of Corporate Social 
Responsibility (CSR) is to enable mutual beneficial relationships exist between the businesses and the 
hosting environment, one can justify the long existence of the concept of Corporate Social Responsibility 
(CSR) by taking into consideration what prominent practicing religions impliedly narrated on business 
dealing between owners and members of the society. This takes the form of interest prohibition which is 
considered as an exploitative avenue of getting income in business at the detriment of the societal smooth 
growth and development. Confirmation of this is obtainable in both Qur’an and Bible (Qur’an 57:18, 
Qur’an 2:27, and Qur’an 2:71 and Mathew 25vs31-46, Deuteronomy 10vs17-18, Jeremiah 22vs1-5 and 
Zechariah 7vs9-10). 
 

The origin of Corporate Social Responsibility (CSR) in the Nigeria context can be traced back to the 
presence of unbridled oil in the southern part of Nigeria (South-South Geo political Zone). The discovery 
of oil brought a serious conflict between the companies and the environment. On one hand, members of 
the communities are complaining of environmental degradation that leads to various types of hardship, 
while on the other hand, the companies are not willing to accept that they are the major cause of the 
hardship, these conflicts of interest lead to the hardship, these conflicts of interest led to the emergence 
and implementation of Corporate Social Responsibility (CSR). The overall objectives being protecting 
human rights against corporate abuses and on that basis, various legislations designed to regulate business 
and industry in Nigeria have come up with laws that includes recognition of public interest by company 
(Gunu, 2008).The dynamic and competitive nature of businesses in the world today has created 
challenges for business most especially in the Deposit Money Banks (DMBs) sectors where it cannot 
ignore the environment as a major player with which it interacts. Over the years, a reasonable number of 
banks have realized the imperatives of CSR practice and the benefits derived from such practise. Most of 
the Deposit Money Banks (DMBs) soon realized that in order for them to survive and continue business 
as a going concern, they must adopt a system that bridges the gap between business economic 
performance and the social system within which they operates. To reasonably warm up this topic, various 
definitions have been proffered for Corporate Social Responsibility (CSR), but no agreement over the 
meaning and this has generated controversy over the role of business organizations in different countries 
amongst the Business Theorist, Executives, Researchers, Accountants and even the General Public. Some 
look at Corporate Social Responsibility (CSR) as a philanthropist activity by organizations and therefore 
the organizations are at liberty to embark on CSR. This was supported by the argument put forward by 
Friedman, 1970 which he termed an “Economic” argument against Corporate Social Responsibility 
(CSR)as he stated that the primary responsibility of business is to make profit for its owners while 
complying with the law, also Saint House (2009) argues the “Competitive” argument recognizes the fact 
addressing social issues come at a cost to businesses while some argue that Corporate Social 
Responsibility (CSR) should be part of the corporate objectives of an organization because it may be seen 
as a key indicator to determine the true worth and value of modern business organization , through their 
ability to give back to the society part of their income through mutually beneficial initiatives (Nkanbra 
and Okorite, 2007) Another argument advance by Bansel, (2005) is that many firms that have managed to 
prosper followed a strategy that includes the three principles of sustainable corporate development which 
are environmental integrity by means of corporate environmental management, social equity through 
Corporate Social Responsibility (CSR) and economic prosperity by creating value. 
 

The World Business Council for sustainable development (WBCSD) defines Corporate Social 
Responsibility (CSR) as the commitment of business to contribute to sustainable economic development, 
working with employees, their families, local community and the society at large to improve the quality 
of life in the ways that are both good for the business and development since the Corporate Social 
Responsibility (CSR) of corporate firms have been one of the major concerns for management experts, 
investors and academic researchers. Little or nothing has been done in the area of those factors that 
determine the Corporate Social Responsibility (CSR) in Nigeria, particularly the Deposit Money Banks 
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(DMBs) sector owing to the role they play in any economy. Deposit Money Banks (DMBs) are the 
intermediaries that facilitate the actual movement of funds between the surplus and the deficit sectors of 
the Nigerian economy culminating in its growth. These banks in the course of their operations provide 
some form of Corporate Social Responsibility (CSR) to their operation environments. Corporate Social 
Responsibility (CSR) is an issue that has dwelt on significantly within the academic literature (Godfrey 
&Hatch, 2007). The notion can be seen as the set of standard to which a company subscribes in order to 
make its impact on society (Helg, 2007). There is an overwhelming increase in research findingson the 
nexus between CRS and financial performances which varies with some studies showing positive 
relationship (Akindee 2011: Olayinka & temitope, 2011: Amole, 2012), some showing negative 
relationship (Preston & Brannon, 1997: Barnea & Rubin 2016) and other shows an absence of 
relationship (Waddock, et al 1997: Mc William & Siegel, 2000: Yaghoub,: 2011 etc). The inconclusive 
stance as derived from the literature has been attributed to diverse methodologies adopted by researchers 
with inherent deficiencies, Olkonomu, (2011) identifies these as inappropriateness of measures for 
Corporate Social Responsibility (CSR) and financial performance or the incorrect matching of 
measurements, model misspecifications, omitting control variables that are deemed important 
determinants of firm performance e.g. expenditure on research and development (Mc William & Siegel, 
2002) and  the non-robustness of estimation that can hamper validity of data sets and results. Taking into 
consideration the significance level of debate on practice of Corporate Social Responsibility (CSR) and 
the issues identified with respect to empirical research on the subject matter there is a need for studies 
incorporating and adjusting for these in order to enable for conclusive and robust proposition on the nexus 
between Corporate Social Responsibility (CSR) and financial performance to be clearly established. 
 

With respect to the Nigeria scenario where Corporate Social Responsibility (CSR) is still discharged at 
the discretion of businesses, findings could be used as a basis for formulating policy that will increase the 
financial performance of listed Deposit Money Banks (DMBs) in the course of providing Corporate 
Social Responsibility (CSR) service to their host community. It could like-wise add insight into the issues 
of whether CSR should be more than voluntary practice encouraged and instead regulated as it was 
proposed in the adopted bill on Corporate Social Responsibility (CSR) of 2008. In the light of the above, 
evaluating the relationship between Corporate Social Responsibility (CSR) and performance of listed 
Deposit Money Banks in Nigeria may consequently provide logical explanation as to why some of these  
banks behave in a more socially responsible way than the other based on how such behaviour is found to 
affect their performance. The major objective of this study is to ascertain the effect of Corporate Social 
Responsibility (CSR) on the performance of listed Deposit Money Banks (DMBs) in Nigeria and the 
following hypotheses are formulated in null form in line with the specific objective of the study. 

HO1: Return on Asset (ROA) has no significance effect on Corporate Social Responsibility (CSR) of 
listed Deposit Money Banks (DMBs) in Nigeria. 
 

HO2: Economic value added has no significance effect on Corporate Social Responsibility (CSR) of listed 
Deposit Money Banks (DMBs) in Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Corporate Social Responsibility 
 

The concept of Corporate Social Responsibility (CSR) is one that has been evolving overtime from period 
when it first attracted formal attention most notably, in the work of Bowen (1953). Corporate Social 
Responsibility was defined as “the obligation of business to pursue those policies to make those decisions 
or follow line of action which are desirable in terms of the objective and value of the society”. Corporate 
Social Responsibility arises out of the notion that an organization should not pursue solely its economic 
objective given the fact that it exist within an environment or society that concurrently influenced and is 
influenced by its operations. A significance opposition to the conceptualization of Corporate Social 
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Responsibility (CSR) as an obligation is tendered by Friedman (1970) who opines that the responsibilities 
of firms should be profit oriented by seeking to exclusively maximize the value of shareholders. This is 
commonly referred to as the minimalist view of Corporate Social Responsibility (CSR). In contrast to 
Friedman’s proportion, the U.S committee for Economic Development (1971), however, found that 
Corporate Social Responsibility (CSR) was infact related to products, jobs and economic growth societal 
expectation and activities aimed at improving the social environment of the firms. Studies by Mc Aleer 
(2003) and Oketch (2004) have likewise concluded on the fallibility of Friedman’s assertion of the 
concept of Corporate Social Responsibility (CSR). In recent times, the Europeans Commission (2011) has 
simplified Corporate Social Responsibility (CSR) definition as the responsibility of enterprises for their 
impact on the society. Clappison (2012) believes the definition of the Europeans Commission to be most 
comprehensive having considered all the different Corporate Social Responsibility (CSR) aspects and 
themes needed to make Corporate Social Responsibility (CSR) vibrant and concrete in corporations. 
 

Corporate Performance 
 

Corporate Performance is an indicator of the firm’s attainment of economic or financial objectives. The 
long term survival and value of a firm is dependent on its ability to maintain desirable profit levels 
through is operating activities. Information regarding a firm’s financial performance is obtained from the 
financial statement on which stakeholders based on their decision in terms of either investment or 
sustenance of contractual business relationship with the entity. According to Wessi & Nusbaum (1994), 
the American Institution of Certified Public Accountants (AICPA) are of the view that financial statement 
permit analysis of a wide range of trend and relationship among the data, providing insight into a 
company’sopportunities and risks including growth, market acceptance, costs productivity, profitability, 
liquidity, amongst others. The most common measures of a firm’s financial performances are categorized 
into profitability and market value measures. Profitability is an indication of the efficiency with which the 
operation of the business are carried out i.e. profitability is related to operating performances which can 
be measured in various way such Return on Asset (ROA) and Return on Equity (ROE), together 
commonly referred to as return on investment made to generate them. These ration express the 
relationship of a firm earnings defined as profit after tax with its capital employed. Return on Asset 
(ROA) is a form of measure of a firm’s return on capital employed which indicates how efficiently firms 
are putting resources at its disposal such as assets in maximizing profit. This indicator shows the 
relationship of earning to assets of a firm. Earning as previously highlighted is defined as profit after tax. 
However, some schools thoughts prefer to define it as a profit before interest and taxes in order to curtail 
the effect or implications of the financing in the acquisition of assets e.g. the use of debts and taxation 
policies of business operating environment. 
 

Empirical Studies 
 

Several studies have been conducted on the relationship between Corporate Social Responsibility (CSR) 
and Corporate Financial Performance which are critically reviewed in line with variable of the study. 
 

Return on Asset (ROA) and Corporate Social Responsibility (CSR) 
 

Istianigsih (2013) empirically examine the impact of firm characteristics on Corporate Social 
Responsibility (CSR) disclosure of the manufacturing companies listed on the Indonesian Stock 
Exchange for the period of 2008-2010. Factors tested for their effects on Corporate Social Responsibility 
(CSR) disclosure are good governance, financial leverage, profitability, firm size, foreign ownership and 
company profile. The samples were selected from the manufacturing companies listed on the Indonesian 
Stock Exchange for the period of 2008-2010. The study employed multiple regression models in testing 
the hypotheses. The study found that profitability has no significant impact on the Corporate Social 
Responsibility (CSR) disclosure of listed manufacturing firms in Indonesian. The study failed to consider 
the value invested in Corporate Social Responsibility (CSR), instead it concentrated only on Corporate 
Social Responsibility (CSR) disclosure which may not be sufficient enough in providing a guide to 
stakeholders as to the firm that invest in Corporate Social Responsibility (CSR). The outcome of the study 



Corporate Social Responsibility and Performance of Listed Deposit Money Banks in Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 100 
 

may not be replicated in Nigeria considering the environment and again it may not be applicable to other 
industries of the same country not to talk of other countries. Vintla (2013) studies the relationship 
between Corporate Social Responsibility (CSR), financial performance and firm size. This study explored 
whether profitability and firm size have potential influences on levels of Corporate Social Responsibility 
(CSR) according to the annual data of Romanian Companies using statistical correlation. The research 
found that firm size and firm profitability have an influence towards the Corporate Social Responsibility 
(CSR). The result of this study cannot be relied upon because it period only on year (2008) and the 
technique of sample selection are not clear. The result would be more robust if more years are considered 
and a better sampling technique is applied. 
 

Hussiney, Elsayed and Abdel Razik (2011) examine the factors affecting Corporate Social Responsibility 
(CSR) disclosure in Egypt. The study made a significant contribution to Corporate Social Responsibility 
(CSR) disclose literature by offering the first study of its type undertaken in Egypt as example of a 
developing country that examine the determinant of individual and aggregated types of Corporate Social 
Responsibility (CSR) information using a sample of 111 Egyptians listed companies for the period of 
2005-2010. The study revealed that 66% of the Egyptians listed companies disclose an average 10-50 
Corporate Social Responsibility (CSR) statement. In addition, the study found that product/ customer 
information is used extensively by the Egyptians listed companies compare with other type of Corporate 
Social Responsibility (CSR) information in Egypt. Finally the study shows that profitability is the main 
determinant for the aggregated and most of the individual Corporate Social Responsibility (CSR) 
information in Egypt. One limitation of the study is its uses of a Corporate Social Responsibility (CSR) 
disclosure index to investigate the phenomenon. The existing disclosure literature does not provide a great 
number of alternatives for measuring disclosure, the study acknowledge that, as in other disclosure 
studies. The selection of the item included in the disclosure index inevitably involved some degree of 
judgement and subjectivity (Marston and Shrives, 1991). Reverte (2009) examine the determinants of 
Corporate Social Responsibility (CSR) Disclosure Rating in Spanish Firms. The explanatory variables of 
the study are Return on Asset (ROA). Media exposure, International listing, Company size, Ownership 
Concentration, Leverage and Industry Sensitivity while the dependant variable in Corporate Social 
Responsibility (CSR) disclosure rating. The study reveals that firms with higher Corporate Social 
Responsibility (CSR) rating present a statistically significant larger size and higher media exposure and 
belong to more environmentally sensitive industries as compared to firms with lower Corporate Social 
Responsibility (CSR) Rating. However neither profitability nor leverage seems to explain differences in 
Corporate Social Responsibility (CSR) disclosure practices between Spanish listed Firms. The most 
influential variable for explaining firm’s variation in Corporate Social Responsibility (CSR) rating is 
media exposure, followed by size and industry. The study failed to go further to examine the total amount 
invested in Corporate Social Responsibility (CSR) in relation to explanatory variables selected for the 
study. That is to say, the result would have been different if Corporate Social Responsibility (CSR) is 
measured in terms of the amount invested and not merely the disclosure index. 
 

Economic Value Added (EVA) and Corporate Social Responsibility 
 

Omedero and Ogbonnaya (2017) examine the relationship between Corporate Social Responsibility 
(CSR) and profitability of commercial banks in Nigeria. Specifically, the study investigated the extent at 
which Corporate Social Responsibility has been influenced by bank’s profit after tax, total revenue and 
net asset. Ten (10) banks were selected for the study and data was obtained from their financial statements 
between 2006 to 2015. The multiple regression analysis and t-test statistics were utilized for the data 
analysis. The findings revealed that expenditure on Corporate Social Responsibility (CSR) has not been 
positively affected by the financial performance of banks in Nigeria. Faris, Abdei-Fattah and Marwa 
(2012) investigates financial and non-financial determinant of Corporate Social Responsibility (CSR) 
using a sample of 60 listed industries companies in Amma Stock Exchange between the periods of 2006-
2010 in Jordan. They make use of two models for Corporate Social Responsibility (CSR), first measuring 
Corporate Social Responsibility (CSR) as training and education. While in the second model Corporate 
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Social Responsibility (CSR) was proxied with the value of Researcher and Development. Meanwhile, 
growth, dividend, size, age, percentage of shares held by individual investors, percentage of ordinary 
shares held by the institutions, numbers of majority shareholders who hold 10% or more ordinary shares 
in the company and leverage were regressed against the two models. The study reveals that leverage was 
regressed against the two models. The study revealed that leverage is found to be negatively associated 
and significantly influencing Corporate Social Responsibility (CSR) of Jordanian firms in both while this 
study is deficient on the basis of the OLS techniques it employed, its outcomes may not be applicable to 
Nigeria environment due to difference in the decision on the Corporate Social Responsibility (CSR) 
investment of firms in Nigeria. 
 

Theoretical Framework 
 

Slack Resources Theory 
 

This study adopts the slack resources theory to underpin the work on Corporate Social Responsibility 
(CSR) and performance of Deposit Money Banks (DMBs) in Nigeria. The theory was developed based on 
observation that a firm is only able to carry out its activities as a result of the resources available at its 
disposal which is normally set aside to the predefine activities. According to Buchholtzet, (1999) asserted 
that for the firm to be successfully adapted to any internal or external pressure for adjustment or changes 
they set aside resources have a role play. The resources the firm needs to adapt to any change is said to be 
slack in nature which is often regarded as free resources or available resources used to achieve the firm’s 
specific objectives or goals. In the word of Waddock and Crave (1997), when there is an improvement in 
the financial performance of a firm, it will be easier for such a firm to embark on Corporate Social 
Responsibility (CSR) such as society and community relation, employee relation and environmental 
performance due to the availability of slack resources from the improved financial performance of the 
firms. It is however, believed that some of the actions of the firms towardCorporate Social Responsibility 
(CSR) are aimed at developing and increasing the firms competitive advantage through image building, 
reputation, segmentation and long term cost saving (miles, 1997), Miles and Russel, 1997, Mile and 
covin, 2000). In other words Mcquire (1988) posited that corporate social performances often an area of 
relatively high managerial discretion. Therefore, the initiation or cancellation of voluntary social and 
environmental policies may largely depend on the availability of excess funds or slack resources. 
 

METHODOLOGY  
 

This study adopts ex post ex facto design. This is because the study considered it relevant design for this 
study because this is the type of research involving events that have already taken place. It is after the fact 
research. According to Onwumere (2009), data already exist as no attempt is made to control or 
manipulate relevant independent variable. More so, it is considered relevant for this study as it allows for 
prediction of the impact of the factors that determine Corporate Social Responsibility (CSR). The 
population of this study consists of the entire 24 listed Deposit Money Banks (DMBs) in Nigeria as at 31st 
December, 2018.the choice of Deposit Money Banks (DMBs) in Nigeria for the study is based on the fact 
that they spend vast nature of their activities. A judgemental sampling technique is adopted with the aid of 
filter. The Criteria are: 

i. Any listed Deposit Money Banks (DMBs) in Nigeria that have been acquired by another Deposit 
Money Banks (DMBs) within the period in focus of study is eliminated. 

ii. Any Deposit Money Banks (DMBs) in Nigeria that did not engage in Corporate Social 
Responsibility (CSR) for over 5 years while making profit is removed. 

iii. Any Deposit Money Banks (DMBs) in Nigeria that did not make profit within the period of 
study is removed. 

iv. Any Deposit Money Banks (DMBs) in Nigeria that have problem with regulatory authorities 
within the period of study is not considered. 

Hence, the sample sizes are 12 Deposit Money Banks (DMBs) in Nigeria that meets the requirements for 
selection and consideration. And there are good representative of the working population that meets the 
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requirements for investigation. The sample Deposit Money Banks (DMBs) in Nigeria are; Access Bank 
Nigeria Plc, First City Monument Bank of Nigeria Plc, Fidelity Bank Plc, First Bank of Nigeria Plc, 
Guaranty TrustBank of Nigeria Plc, Stanbic IBTC Bank of Nigeria Plc, Sterling Bank Nigeria Plc, Union 
Bank Nigeria Plc, United Bank for Africa Nigeria Plc, Unity Bank Nigeria Plc, Wema Bank Nigeria Plc, 
and Zenith Bank Nigeria Plc. 
 

The study employs data from Secondary source due to the high level of reliability and availability of the 
secondary data. Data were extracted from the audited annual reports and account of the selected listed 
Deposit Money Banks (DMBs) in Nigeria for the period of 10 years i.e. 2009-2018. The technique of data 
analysis used in the study is multiple regressions; this is owing to the fact that the study is in parallel data 
form and it is aimed at investigating the effect as well as the factor determining Corporate Social 
Responsibility (CSR) in Nigeria. The determining factors are the independent variables such as Return on 
Asset (ROA), and Economic Value Added (EVA). The dependent variable is Corporate Social 
Responsibility (CSR) measured based on scaling of the lump sum value investing in Corporate Social 
Responsibility (CSR) by Deposit Money Banks (DMBs) in Nigeria. 
 
Model Specification 
 
In order to evaluate the factors that determine Corporate Social Responsibility (CSR), a multiple 
regression model built. The model captures the impact of Return on Asset (ROA), and Economic Value 
Added (EVA) on Corporate Social Responsibility (CSR). 
 
CSRit=ait+B1ROAit+B2EVAit+Eit 
 

Where: 
 

CSR = Corporate Social Responsibility 
ROA = Return on Asset 
EVA = Economic Value Added 
a = Constant 
It = Panel Data 
B1 – B2 = Coefficient of the parameter Estimates 
E = Error Term 
 

Variable measurement 
 

VARIABLE ACRONYM VARIABLE NAME VARIABLE MEASUREMENT  SOURCES 

CSR Corporate Social 
Responsibility 

(Dependent Variable) 

Log of total CSR value Abdul, 2014 

ROA Return on Asset 
(Independent Variable) 

Proportion of total asset  Akrout & Ben 
Othnen, 2013 

EVA Economic Value 
Added 

(Independent Variable) 

Profit after tax minus interest 
charged on capital 

Shehu & 
Faruok, 2013 

Source: Computed by Author, Based on literature. 
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RESULTS AND DISCUSSION 
 

Table 2: Descriptive Statistics 
Variable  Means Maximum Minimum Sted. Dev 

CSR 0.3741 4.4200 0.0100 0.7247 

ROA 0.0247 1.0100 -0.4500 0.1189 

EVA 0.0699 2.8300 -0.0900 0.3187 

Source: Stata Output, 2020 
 

The table 2 above presents in detail the result of descriptive statistics for the dependent and independent 
variables. From the table 2, Corporate Social Responsibility (CSR) has minimum and maximum value of 
0.0100 and 4.4200 respectively and the mean value of 0.3741 as well as standard deviation value of 
0.7247. The standard deviation value depicts how the investment in Corporate Social Responsibility 
(CSR) move between the minimum and maximum value and a higher standard deviation implies the 
higher rate of deviation from the mean. 
 

Table 2, also shows the return on Asset of the sample Deposit Money Banks (DMBs) in Nigeria has an 
average value of 0.0247 with standard deviation value indicates that the sample BanksReturn on Asset 
(ROA) deviates from the mean because the standard deviation is large. Moreover, table 2 shows that the 
mean of the Economic Value Added of the sample Deposit Money Banks (DMBs) is 0.0699 with the 
standard deviation of 0.3187, minimum value of -0.0900 and maximum value of 2.8300. This indicate 
that Economic Value Added (EVA) of the sample Deposit Money Banks (DMBs) is on average of 
6.99%and the standard deviation value shows that the sampled deposit money banks (DMS), Economic 
value added (EVA) deviates from the mean value from both sides by 13.87%, implying that there is a 
significant dispersion of the data from the mean because the standard deviation is higher. 
 

Table 3: Summary of Regression Result 
Variables Coefficient Z-Statistics Z-Sig Tolerance/VIF 

Constant 17.5273 4.70 0.000  

ROA 1.991 3.79 0.000 0.85848/1.16 

EVA -0.126 -0.68 0.495 0.969205/1.03 

R2   0.32  

Wald chi2   55.17  

Wald sig   0.000  

Source: Stata Output 
 

The cumulative R2, (0.32) which is the combined coefficient of determination indicates the extent to 
which the independent variables explain the total variation in the dependent variable. Thus, it signifies 
that 32% of the total variation in the investment in Corporate Social Responsibility (CSR) of listed 
Deposit Money Banks (DMBs) in Nigeria is caused by Return on Asset (ROA), and Economic Value 
Added (EVA). This indicates that the explanatory variables are well selected and combined because the 
R2 is positive and satisfies the minimum rule of thumb. This further implies that for every change in the 
determinant of Corporate Social Responsibility (CSR) of listed Deposit Money Banks in Nigeria, the 
amount invested in Corporate Social Responsibility (CSR) would also be invariable affected. The F-
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statistics or Wald Chi squared statistics are the same for the fact that, after normalization, Chi-squared is 
the limiting distribution of the F as the denominators degree of freedom goes to infinity. Therefore, the 
Wald chi2 of 55.17 which is significant at five percent level indicates that the model of the study is fit. 
The value of Wald chi2 is statistically significant at 5% level of significance (0.000) means that there is a 
99.95% probability that the association among the variables of the study is not just by chance. 
 

Table 4 Correlation Matrix of the Dependent and Independent Variable 

Source: Correlation Matrix Result Using Stata 
 
Table 4 depicts that Economic value added (EVA) at 1.4% negatively related with Corporate Social 
Responsibility (CSR). This signifies that the relationship of Return on Asset (ROA) and Economic value 
added (EVA) with Corporate Social Responsibility (CSR) is not found to be very strong, the relationship 
between variables themselves (auto correction) is not found to be significant, the tolerance value and 
variance inflation factor (VIF) are advanced measures for assessing the harmful multicollinearity among 
the explanatory variables. The variance inflation factor and tolerance values are determined with the use 
of STATA and were found to be concurrently smaller than ten and one respectively, indicating the 
absence of harmful multicollinearity. This therefore indicates the adequacy of the study with two (2) 
independent variables. 
 

CONCLUSION AND RECOMMENDATIONS 
 

This study has examined the effect of Corporate Social Responsibility (CSR) on the performance of listed 
Deposit Money Banks (DMBs) in Nigeria. The findings from the various results led to the following 
conclusions. Firstly, the study makes a pioneering attempt in the statistically and empirically providing of 
evidence on the combination of two independent variables (ROA, and EVA) that constitute the 
determinant of corporate social responsibility (CSR). Secondly, the study found a positive significant 
association between the Return on Asset (ROA) and Corporate Social Responsibility (CSR). It is 
therefore concluded that Return on Asset (ROA) is one of the powerful factors of Corporate Social 
Responsibility (CSR) as it plays a significant role in determining the Corporate Social Responsibility 
(CSR) of listed Deposit Money Banks (DMBs) in Nigeria. 
 

Furthermore, the study found a negatively insignificant association between economic value added (EVA) 
and Corporate Social Responsibility (CSR) of listed (DMBs) in Nigeria. Thus, the study concludes that 
economic value added is not one of the determinants of Corporate Social Responsibility (CSR) of the 
sampled listed Deposit Money Banks in Nigeria. On the whole, the study concluded that the explanatory 
variables have significantly played a role in determining the CSR of listed Deposit Money Banks in 
Nigeria. Except for economic value added that is found to be insignificant in terms of predicting the 
probable outcome of CSR in relation to performance. The study makes recommendation that is directly 
towards individual and organization that are directly or indirectly involved with CSR in Nigeria. Such 
recommendations are as follows: 
 

i. The management of listed DMBS in Nigeria should improve their banks ROA by extending 
into other activities that would generate more returns to the banks as it has been proved to be 
an important pointer to the amount the banks may invest in CSR. 

ii. DMBS in Nigeria should maintain quality and durable assets; this is necessitated by the 
potential of the organization that have such assets to invest more quantum of funds in CSR. 

Variables CSR ROA EVA 

CSR 1   

ROA 0.1160 1  

EVA -0.0141 -0.0140 1 
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iii. The proportion of shares owned by the institution in the listed DMBS in Nigeria should be 
improved upon by the management as the higher their interest the more they will be willing 
to monitor the amount the management of the bank would invest in CSR. 

iv. The management of the sampled DMBS should improve upon the proportion of debt in their 
capital structure as it encourages investment in CSR. 

v. The management of listed Deposit Money Banks should not give much attention to economic 
value added as it has been proved not to be an important factor in terms of decision with 
respect to investment in CSR. 
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Abstract 
 

Stock markets development provides a more diversified set of channels in handling the limited resources from surplus 
units to deficit units necessary for financial intermediation to support growth, thus bolstering financial stability of 
economy. The stock market is a very sophisticated market place, where securities and shares are the traded commodity 
which helps in promoting economy growth of a country. Therefore, this study seeks to evaluate the effects of stock market 
development on economy growth in Nigeria covering 1990-2020. Stock market development is proxied by market 
capitalization, market liquidity and foreign portfolio investment as independent variables while economy growth is 
proxied by gross domestic product as dependent variables. The study adopts Ex-post facto research design.  Data was 
collected from the World Bank statistical bulletin and multiple regression analysis was used to ascertain the effect of stock 
market development on economy growth using Eview statistical package. It was discovered from the result that market 
capitalization has positive significant effect on gross domestic product while market liquidity has positive but insignificant 
effect on gross domestic product of Nigeria and foreign portfolio investment have positive insignificant effect on gross 
domestic product. At the overall, the model is fit at 5% level of significance. Therefore, the study recommends that Capital 
markets authority should find ways on how to continually integrates their operations with that of the global markets and 
also open up more foreign investor trading which will boost economy growth. Also, online trading should be encouraged 
to ensure that international investors are able to trade on the equities listed on the NSE anywhere in the world and this 
has potential to boost the daily turnover and the market capitalization of the Nigerian economy.   
 

Keywords: Stock Market Development, Securities, Portfolio Management, Economic Growth 
 

INTRODUCTION 
 

The development of equity markets provides a more diversified set of channels in handling the limited 
resources from surplus sector to deficit sector for financial intermediation to support growth, thus 
bolstering financial stability of economy. There was a long debate about the role of Stock Market 
development on economic growth process. It has started with the study of Schumpeter (1911) and 
McKinnon (1973). It increased the significance of financial markets all over the world and renewed the 
interest to know whether development of stock market can promote long-run economic growth. This 
helps governments, especially in developing countries, follow the appropriate economic policy or/and 
reshape the financial sector that supports its economic growth. Stock market development and efficiency 
is affected by numerous factors and according to Garcia and Liu (1999), it is a multifaceted concept 
which is measured by numerous factors namely, the stock market capitalization, liquidity, volatility, 
concentration, integration with world capital markets and the legal regulation in terms of regulation and 
control in the market. Stock market capitalization or market capitalization is the whole market value of a 
company`s outstanding shares. The market capitalization therefore is the total value of domestic stocks. 
Stock market capitalization is used as a measure of the size of a stock market and is one of the main 
indicators of stock market growth and development (Levine, 2003). 
 

An organized and well managed stock market motivate investment opportunities by recognizing and 
financing productive investment that leads to economic activity, mobilize domestic savings, apportion 
capital proficiency, help to expand risks, and make easy exchange of goods and services (Mishkin 2001; 
Caporale, Howells & Soliman,2004). Stock market liquidity is the ease with which investors can purchase 
and sell their stocks or shareholdings on the stock market. The percentage of total value of shares 
(domestic) traded to GDP measures the value of equities traded relative to the size of an economy, it does 
not determine the costs and uncertainties of buying and selling the securities at the prices posted (Levine, 
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2003). Certainly, stock markets are likely to increase economic growth by increasing the liquidity of 
financial assets, make global and domestic risk diversification possible, encourage better investment 
decisions, and affect corporate governance, which is, solving institutional problems by increasing 
shareholders interest/value. Also, stock markets are best measures to forecast future economic activity 
and depict actual casual effect between future economic growth and stock prices. On the other hand, the 
association between stock market development and real economic growth can be explained as any change 
in stock market will ultimately alter the cost of rental capital. If the organization cost of borrowing will 
become high as compared to investment, it slows down the growth of the economy. Nevertheless, stock 
markets play a significant responsibility in allotment of capital to corporate sector that in turn motivate 
real economic activity. Efficient stock markets make available procedure as a mean to keep suitable 
monetary policy via the issuance and buying back of government securities in the liquid market, which is 
an important step towards financial liberalization. In the same manner, well-organized and active stock 
markets could modify the pattern of demand for money, and would help create liquidity that ultimately 
improves economic growth (Caporale, Howells &Soliman, 2004). Economic growth is seen as the 
increase in the benefit of an economy that comes from the increased amount of goods and services 
produced by an economy during a specify time. Many theories have put into light the important measures 
that are factored in when an economy grows. 
 

Traditional growth theorists assumed that there is no association between stock market development and 
economic growth due to the presence of level effect not the rate effect. In the same vein, Singh (1997) 
opined that stock markets are not essential institutions for achieving greater height in economic 
development. Various literatures viewed stock market as a agent that destroys economic development 
because of their vulnerability to market failure, which is seldom show in the volatile nature of stock 
markets in many developing countries (Singh, 1997; Singh & Weis, 1999). So, the traditional appraisal 
model of stock prices’ and the ‘wealth effect’ provide hypothetical clarification for stock prices to be 
proceeded as an indicator of output (Comincioli, 1996). According to wealth effect, however, changes in 
stock prices cause the variation in the real economy. Studies done on the effect of stock market on 
economic growth have also produced contradictory outcome that is; the expected association or direction 
of relationship has been different for one study and from the other (Owiti, 2012). Atje and Javanovich 
(1993) concluded that stock markets add positively to economic growth while authors like Jappeli and 
Pagano (1994) are of the opinion that stock market contribute negatively to the economic growth. 
However not all studies are supportive of the positive effect of stock markets on real economy. A study 
by Paramati and Gupta (2011) for Indian economy, that used Index of Industrial Production (IP) date and 
market indices for the time span 1996 to 2009, found a significant bi-directional relationship between the 
financial sector and the real sector using monthly data, however, the relationship vanished once they 
changed the data frequency to quarterly. Other studies attest that stock market development have positive 
effect on economic growth while others are of the opinion that stock market development have negative 
effect on economic growth. Therefore, due to the mix result on stock market and economy growth there is 
need for more empirical evidence most especially in the Nigeria stock market and with consideration to 
market capitalization, stock market liquidity and foreign portfolio investment variable as stock market 
variables. Therefore, this study examined the effect of aforementioned variables as a measure of stock 
market development on economic growth proxy by gross domestic product in Nigeria. The main objective 
of the study is to examine the effect of Stock Market Development on Economic Growth in Nigeria. 
Other specific objectives are to: 
 

i. Examine the effect of Market Capitalization on Gross domestic product in Nigeria. 
ii. Access the effect of Stock Market Liquidity on Gross domestic product in Nigeria. 

iii. Investigate the effect of foreign portfolio Investments on Gross domestic product in 
Nigeria. 
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LITERATURE REVIEW 
 

Stock Market  
 

A stock market is a market place with sellers and buyers of commodity.  it is essential to the creation and 
development of a strong and competitive economy. It is a major market that transforms the nation 
economy; from usual, rigid, insecure bank-based to a better and secure economy that is resistant to 
shocks, fluctuations and lack of investors’ confidence (Stapley, 1986). Similarly, Arnold (2004) argues 
that stock markets are where industries as well as government can raise long-term capital and investors 
can purchase and sell securities. Patrick and Wai (1973) opined that stock markets are those markets that 
make use of both short and long-term capital where organizations sell stocks in order to produce long-
term capital that can be channeled into profitable operations. Buyers hold on to their stocks for future 
dividend payouts because investors prefer investing in winners than losers. The activities of buying and 
selling stocks and shares on the stock market are very important for the allocation of capital within 
economies (Pratten, 1993). Furthermore, transaction prices and quotations gives investors a sign of the 
market value of their wealth which may affect their decisions about consumption spending (Pratten, 
1993). Although, when prices are at very high levels and/ or rising, this showed confidence among 
investors and may affect the assurance of businessmen and, therefore, their investment. Additionally, the 
stock market is very determinants in business investment decisions since the price of shares influence the 
amount of funds that can be realised by selling newly issued stock to finance project expenditure. Johnson 
(1983) recommends that: Stock markets are a dynamics of institutions and determinants via which funds 
for objectives longer than one year are pooled and made accessible to individuals, business, and 
government. Fabozzi, Modigliani, Jones and Ferri (2002) categorized stock market functions into thus: 
the communications of buyers and sellers in a stock market ascertained the price of the traded asset; stock 
markets provide a means in which investors sell a stock asset; and, stock market reduces the cost of 
transaction. Mishkin and Eakins (2003) opined that a stock is a security that represents a share of 
ownership on the earnings and assets of the corporation. Stock markets are categorized as debt and equity 
markets, short term debt instruments (money market) and longer-maturity financial assets (capital 
markets), including cash or spot market and futures markets. 
 

Money Market 
 

The term money market is the markets for financial instruments in which short term investment securities 
of less than one year are traded. It gives an opportunity for borrowers to collect short-term loans. Also, it 
gives an opportunity for investors to collect a high level of security by investing their money in financial 
assets with high liquidity, as the commercial banks play a critical role in this market’s activity. Money 
market security has three basic characteristics: It has regularly sold in large denominations; it has low 
default risk and it matures in one year- instruments mature in less than 120 days. The instrument of 
money market comprised of short-term treasury securities, most especially treasury bills, with 91-day, 
182-day, or 12-month maturities which generally hold liquid, commercial papers, Federal funds, and 
repurchase agreements. In addition, this market instruments include the bank’s 6-month certificates of 
deposit and the banker’s acceptances. The most important merit of the money market instrument is high 
flexibility; low risk in terms of money and credit risk also minimize the cost of transactions to developed 
secondary markets which have a place for firms or financial institutions to warehouse surplus funds for 
short periods of time waiting when they are needed. This stdudy agrees with the definition of stock 
market by Levine (2003). 
 

Capital Market 
 

Capital market is a market were long-term investment tools are traded having maturities of one or more 
years and where equity instruments are traded. Capital market securities, like stock and long-term bonds, 
are seldom held by financial mediators, insurance companies and pension funds, which have little doubt 
about the amount of funds which they will have available to deal with in the future. The most importantly 
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chrematistic instruments of this market’s shares and bonds in long-term debt are: Capital market 
connected within long-term securities; an effective responsibility in financing long-term productive 
investment; capital market more structured than extra markets since dealers are agent expertise; 
Investment in the capital market is far more risky and take less liquidity than the money market and the 
returns are high on capital compared with investment in other markets. The capital market is separated 
according to whether the financial instruments contain a promised output of cash flow over time, or offer 
contribution in the future profitability of the organization chrematistics. They are usually stated as; Cash 
or Spot Market - this market deals directly with buyers and sellers and is separated twofold: primary 
market; secondary market.  
 

Foreign portfolio Investment (FPI)  
 

Foreign portfolio investment (FPI) consists of securities and other financial assets passively held by 
foreign investors. It does not provide the investor with direct ownership of financial assets and is 
relatively liquid depending on the volatility of the market. 
 

Economic Growth 
 

This is an increase in the welfare of an economy that comes from the increased amount of goods and 
services produced by an economy during a period of time. Many theories have put into light the important 
mechanisms that are factored in when an economy grows. The two most common theories on growth are 
the Sollow-Swanmodel (Exogenous growth model) and the Endogenous growth model. Most of the basic 
growth models have three broad categories that is, the process of science and productive knowledge, 
growth of individual skills and incentives (Quah, 2001). There are various ways in which the growth of an 
economy can be measured and the most common measure of economic being gross domestic product 
GDP and gross national product GNP. The GDP is defined as the total value of a country`s output or 
simply put the market value of all final goods produced by the factors of production within the borders of 
that particular country (Quah, 2001). GDP is measured either with the expenditure approach or the 
income approach. GDP is considered the broadest indicator for economic output and economic growth. 
Gross national product refers to the market value of all goods and services manufactured (produced) at a 
particular period of time applying factors of production that are owned by the citizens of a country. This 
referred that the factors do not require to be surrounded by the borders of the country but they have to be 
owned by the country`s citizens. 
 

Empirical Review 
 

Muhammad, Nadeem and Liaquat (2008) examined the correlation between stock market development 
and Pakistan economic growth. Data used spans from 1971-2006 with DF-GLS, and Ng-Perron test as 
analysis tool to determine the integrating order of the variables of the study. To test long-run robustness, 
J-J Co-integration and ARDL bounds testing techniques are applied. It was found that strong connection 
exists between stock market development and economic growth. Sudharshan and Rakesh (2011) analyzed 
short-run and long-run changes of the stock market using monthly Index of Industrial Production and 
quarterly Gross Domestic Production (GDP) data spanning 1996-March, 2009. The study found out long-
run association exists between the stock market performance and economic growth. Kargbo and Adamu 
(2009) investigate the impact of financial development and Sierra Leone economic growth from 1970-
2008. They used main component analysis to construct a financial sector development index to proxy 
development in the financial sector. Using ARDL models, the outcome indicated that financial 
development exerts a statistically significant positive impact on economic growth. Ahmed (2010) 
estimated the relationships among financial liberalization, financial development and growth using panel 
data and a dynamic time-series analysis for 15 sub-Saharan African countries spanning 1976-2005. The 
study found that a positive association exists between this financial development indicator and economic 
growth in seven of 15 countries. Thus, when using the ratio of domestic credit to GDP as a measure of 
financial development, a positive relationship was found in nine of 15 countries, including South Africa. 
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Adu, Marbuah and Mensah (2013) examined the long-run growth effects of financial development in 
Ghana. They found that the effect of financial development on economic growth is responsive to the 
selection of the measures used. When credit to the private sector as a ratio to GDP and total domestic 
credit are used as measures for financial development and financial development has a positive effect 
exists on economic growth. Thus, when broad money stock to GDP ratio is considered, the effect between 
financial development and economic growth was found to be negative. Osama (2015) assessed the causal 
relationship between stock market development and Egypt economic growth spanning 2002 to 2013. 
Johansenco-integration analysis was conducted to examine whether the variables are co-integrated of the 
same order. The results do not indicate a causal correlation between stock market development alone and 
the economic growth. However, the outcome showed a link between stock market development as well as 
foreign direct investment and economic growth. Raymond (2013) examined the relationship between 
stock market development and Kenya economic growth. The study use Granger test for causality on stock 
market capitalization to GDP ratio which measure the size of growth of the stock market, the stock market 
turnover ratio and GDP growth spanning 1993-2012. The results show a strong positive correlation 
among stock market development and economic growth stemming from a one sided causal relation from 
market capitalization to economic growth while market liquidity (stock market turnover ratio) showed a 
non-causal effect to economic growth. Odedokun (1996) examines the effects of financial development 
on economy growth in 71 less developed countries economy growth using annual data from 1960s 
to1980s. The study indicates that financial development enhances economic growth in approximately 
85% of these countries. Thus, financial development has negative effect on economic growth as evidence 
by at least 15% of the 71 countries examined. 
 

Akinlo and Akinlo (2009) ascertained the long-run correlation among stock market development and 
economy growth in seven sub-Saharan African countries economic growth using the ARDL bounds test. 
The outcome of the study revealed that stock market development has a significant and positive long-run 
correlation on economic growth. Ujunwa and Salami (2010) analysed stock market development effect on 
Nigeria long-run economy growth using the ordinary least squares regression. The stock market 
capitalization, total value of shares traded, and turnover ratio were used as measures for stock market 
development. The regression results indicated that stock market size and turnover ratios both have a 
positive effect on Nigeria economic growth. Musyoka (2012) assessed the association among stock 
market development and economy growth. Stock market development indicators were market 
capitalisation, total shares traded and equity turnover. The study carried an empirical investigation using 
quarterly time series data for the period 1996 to 2010, to establish the short run and long run effects of 
each indicators of stock market development on economic growth. The study adopted the Harrod-Domar 
growth model and used the Ordinary Least squares (OLS) Method to estimates the effect. The short run 
analysis revealed that investments, market capitalisation and equity turnover had positive effect on 
economic growth while total value of shares traded, equity turnover and university enrolment had positive 
effects on economic growth in the long run. In addition, the outcome showed that there was a positive 
long run association between human capital and GDP. Bernard and Austin (2011) examined the 
responsibility of stock market development on Nigeria economy growth within an ordinary least squares 
framework during the period from 1994 to 2008. The results showed that stock market development has a 
positive association with economic growth when the turnover ratio is used as a proxy for stock market 
development. Masoud and Hardaker (2012) determined the effect of financial development and economy 
growth in 42 emerging markets, including South Africa, over 12 years using an endogenous growth mod-
el. Amongst other findings, banking sector and stock market development, as measured by market capital-
ization and total value traded, were found to play a significant effect on the economic growth processes of 
these emerging markets. However, the turnover ratio was found to be insignificant. 
 

Oskooe (2010) examined the causality between stock market performance and Iran economy growth with 
real GDP and stock price indices as study variables spanning 1997-2008. Outcome of the study revealed 
that stock price movements are affected by the level of real economic activity in the long-run and in the 
short-run stock market plays a significant responsibility as a leading economic indicator of future 
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economic growth in Iran. Deb and Mukherjee (2008) assessed the causality among stock market 
development and Indian economy growth during 1996-2007 by using quarterly data on real GDP, real 
market capitalization ratio and stock market volatility. The outcome from the result indicated a strong 
causal flow from the stock market development to economic growth and also showed that there is a bi-
directional correlation between market capitalization and economic growth. Therefore, the study 
concludes that supply leading hypotheses exists in Indian context. Najeb (2013) determined relationship 
among stock market performance and economic growth. The outcome of the study indicated a positive 
association between efficient stock markets and economic growth, both in short run and long run and 
there is evidence of an indirect transmission instrument via the effect of stock market development on 
investment. Ndako (2010) evaluate the causality relationship between stock market, banking and South 
Africa economy growth using data for the period 1983q1:2007q4. He used the vector error correction 
models VECM to test the data on financial development and economic growth. He used bank credit to 
private firms as a proxy to financial intermediaries’ development and for the stock market he used the 
turnover ratio and the total value traded ratio. Other variables in the regression include the investment 
ratio(Gross fixed capital formation/GDP) and the real GDP. The results show a long run bi-directional 
relation between financial development (banking sector) and economic growth in South Africa. For the 
stock market development causality relationship the results showed a unidirectional correlation between 
stock market and economic growth that moves in the direction of economic growth causing stock market 
development.  
 

Osamwonyi and Kasimu (2013) focused their study on three African countries namely Kenya, Ghana and 
Nigeria. The study aimed to find a causal and direction of relationship using five variables or indicators 
that is market capitalization, stock turnover ratio, stock trade value, number of listed securities and the 
index against the real GDP as the proxy for economic growth. They used the granger test for causality on 
the five variables mentioned above for the period 1989-2009 and the results showed that for the Nigerian 
and Ghanaian economies, there is no causal correlation between their stock markets and the economic 
growth in both those countries. For Kenya there was a causal relationship that was found and it was both 
unidirectional and bidirectional. The unidirectional causality that moved from Stock market to GDP was 
found in market capitalization and number of listed securities. The bidirectional causality was found in 
stock turnover ratio and GDP awhile a strong negative relation was found between stock value traded and 
GDP. Wahome (2010) used the vector autoregressive method to test the long term correlation between 
stock market development and Kenya economy growth. The variable used as proxy to economic growth 
was the GDP growth rate while stock market growth was broken into size (market capitalization to GDP) 
and liquidity (total value traded to GDP). The results showed that stock market size has a two way 
causality and positive relation with economic growth while liquidity does not show a positive relation 
with economic growth. Olweny and Kimani (2011) evaluate the relationship between the NSE 20 index 
and the economic growth for the period 2001-2010 with the data being quarterly secondary data. The 
variables in the regression of the study were the NSE 20 Share Index, the GDP (used as proxy for 
economic growth) and the CPI. The results showed that there is a unidirectional causality in the direction 
of NSE 20 index to economic growth. 
 

Theoretical Framework 
 

Endogenous Growth Theory 
 

In this theory, economic growth is seen to be as a result of internal and not external forces, this means that 
households, investing in human capital and innovation play a significant role in the growth of an 
economy. This theory focuses on the positive externalities and spillover effects of a knowledge based 
economy which ultimately leads to economic development. It is in contrast to the exogenous growth 
model that emphasizes the role of technological processes as a scientific exogenous process that is not 
determined by economic forces. The main feature of the endogenous growth model is that the broad 
definition of capital stock is not subject to diminishing returns as with the exogenous growth model (Fry, 
1997). This therefore means that growth is a positive function of the investment ratio. It states that in the 
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long run, economic growth will depend on the policy measures that are taken by different governments. 
This implies that policies that embrace openness, competition and innovation will promote growth 
(Aghion & Howitt, 1998). However, since economic growth is a function of internal forces as stated by 
the endogenoustheory, it therefore means that stock market predictors affect economic growth. 
 

Exogenous Growth Theory 
 

The neoclassical exogenous growth theory is built upon the basic neoclassical frameworks of long run 
economic growth. This framework explains economic growth using four main components namely, 
productivity, capital accumulation, population growth and technological progress. This theory states that 
the long run economic growth is exogenously determined, that is, economic growth is determined by 
factors outside the basic model specifications. The basic building block of this theory is the production 
function which has constant labor (L) and capital (K) which are reproducible. The crucial aspect of the 
production function is the assumption of diminishing returns of capital accumulation. This means giving 
labor more capital goods without technological inventions will result in redundant investment of the new 
capital at a certain point. Another basic premise of the neoclassical growth model is that there tends to be 
a convergence to a steady state in the long run depending on the technological progress and rate of labor 
force growth. It states that a country that has higher savings than other will tend to growth faster than 
those with low savings. In the very long run the role of capital accumulation plays a smaller role in this 
model than technological progress as nations move to the steady state. The neoclassical growth model 
emphasizes mostly on the importance of technological innovation in the long run growth to offset the 
effects of diminishing returns that affect both capital accumulation and labor increases in the economy 
(Aghion & Howitt, 1998). 
 

METHODOLOGY 
 

The design adopted in this study is ex-post facto research design. This design explains the effect of 
independent variables on the dependent variables after the events have taken place. The total market 
capitalization, market liquidity and foreign portfolio investment of the Nigeria Securities Exchange and 
the Nigeria gross domestic product from Nigeria Stock Exchange (NSE) make up the population in this 
study from 1990-2020. Regression analysis is used to ascertain the effect of stock market development on 
economic growth in Nigeria after stationarity test using Augmented Dicky Fuller test (ADF) of the data 
were ascertained. The model is based on the works that have been done by Levine (2003), Osamwonyi 
and Kasimu (2013) both used the model to ascertained the effect of stock market development on 
economic growth.The model is as follow: 
 

D(GDP,2)t = α + β1D(MkC,2)t + β2D(MkL,2)t + β3D(FPI,2)t +μt 
 

Where: 
 

MkC= Market Capitalization 
MKL = Market Liquidity 
FPI = Foreign portfolio investment 
GDP= Gross Domestic Product 
α = Constant term 
β = Coefficient of the variables 
μ = Error term. 

 

RESULT AND DISCUSSION 
 

Table 1: Descriptive Statistics 
 GDP FPI MC MKL 
 Mean  7.520983  9.353729  11.75827  10.46498 
 Median  7.402563  9.382557  11.82119  10.44953 
 Maximum  9.006421  9.668479  13.28052  12.37123 
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 Minimum  7.182928  8.862728  9.000000  8.352954 
 Std. Dev.  0.346603  0.208205  1.240644  1.389955 
 Skewness  2.590798 -0.563814 -0.412524 -0.150776 
 Kurtosis  11.85639  2.730666  2.044325  1.503082 
 Jarque-Bera  135.9927  1.736109  2.058942  3.011773 
 Probability  0.000000  0.419767  0.357196  0.221821 
 Sum  233.1505  289.9656  364.5063  324.4144 
 Sum Sq. Dev.  3.604005  1.300484  46.17590  57.95927 
 Observations  31  31  31  31 
 

Source: Eview Output (2022) 
 

The descriptive statistics table above includes the variables covered in the study, mean, median, standard 
deviation, skewness and kurtosis, observations of the data used in the study. The mean of GDP indicates 
the series around 7.520983 which means the average mean of the gross domestic product within the 
period of the study is 7.520983with median of 7.402563. The GDP shows a standard deviation from the 
average mean of 0.346603 which showed wide disparity away from the mean. This signifies that the data 
were not normally distributes. The skewness is 2.590798 and kurtosis of positive11.85639. The maximum 
value of gross domestic product as well as its minimum value within the period of study is 9.006421 and 
7.182928. 
 

The descriptive statistics of market capitalization shows an average mean value within the period of the 
study as 11.75827 with median of 11.82119. The deviation from the average means which is standard 
deviation is 1.240644.The skewness of market capitalization is -0.412524and kurtosis is 2.044325. The 
maximum value of market capitalization of market capitalization is 13.28052. This means that the 
maximum value added by market capitalization on the gross domestic product in Nigeria is 13.28052 
while its minimum value within the period of study is 9.000000. In addition, Average Mean of MKL 
indicates the series of 10.46498 with standard deviation of 1.389955. This mean that average mean and 
deviation are not normally distributes because they have wide disparity. The median is 10.44953 while 
the skewness of -0.150776 with kurtosis of 1.503082. The maximum value of market liquidity is 
12.37123 while the minimum value is 8.352954. Furthermore, FPI has an average mean of 9.353729, 
median of 9.382557 while the standard deviation is 0.208205. Also, the skewness is -0.563814 and the 
kurtosis is 2.730666. The corresponding maximum and minimum value is 9.668479 and 8.862728. 
 

Table 2: Serial Correlation Test 
 

Breusch-Godfrey Serial Correlation LM Test:  
     
     F-statistic 11.84791     Prob. F(2,25) 0.0002 
Obs*R-squared 15.08487     Prob. Chi-Square(2) 0.0005 
     
          
Source: Eview Output (2022) 
 

The test shows the serial correlation between the independent variables of the study. From the analysis, 
the result showed that the variables have no serial correlation. This is buttressed by the observed and 
probability of 0.0002 and 0.0005 respectively.  
 

Table 3: Variance Inflation Factor Test 
Variance Inflation Factors  
Date: 02/05/22   Time: 15:43  
Sample: 1 31   
Included observations: 29 
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     Coefficient Uncentered Centered 
Variable Variance VIF VIF 
    
    MC  2.62E-11  1.682612  1.034283 
MKL  2.40E-09  1.052333  1.052333 
FPI  0.001087  8.101330  1.084005 
C  9.80E+15  9.400782  NA 
         
Source: EViews output (2022) 
 

Variance inflation factors (VIF) determine how much the variance of the estimated regression coefficients 
are inflated as compared to when the predictor variables are not linearly related. VIF of foreign portfolio 
investment (FPI) is 1.084005, market capitalization (MC) is 1.034283, market liquidity (MKL) is 
1.052333. From the VIF result, there is no multicollinearity problem. 
 

Table 4: Heteroskedasticity Test 
 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 
     
     F-statistic 3.463140     Prob. F(3,27) 0.5300 
Obs*R-squared 8.613989     Prob. Chi-Square(3) 0.5349 
Scaled explained SS 59.45374     Prob. Chi-Square(3) 0.0000 
     
Source: EViews Output (2022) 
 

Considering the P-value of 0.5300 and Obs. R-squared of 8.613989 of the Heteroskedasticitytest, the 
study accepts the null hypothesis which shows the absence of heteroskedasticity. 
 

Table 5: Stationarity Unit Root Test Summary 
Augmented dickey 
fuller  

GDP2ND difference MC 1st difference 
 

MKL 2ND 

difference 
 

FPI 1st difference 
 

 t-statistics          
Prob. 
-6.420727          
0.0007 

t-statistics             Prob 
-5.469158 0.0001
  

t-statistics     Prob 
-11.07214      
0.0000 
 

t-statistic Prob. 
-6.774126    0.0000
  
 

1% Level -6.420727 -3.679322 -3.724070 -3.679322 

5% Level -3.976263 -2.967767 -2.986225 
 

-2.967767 

10% Level -3.627420 -2.622989 
 

-2.632604 2.622989 

 Source: Eview output (2022) 
 

From the unit root table, GDP was stationary not stationarity at level and first difference but however 
become stationary at second difference with ADF statistic value of -6.420727and the associated one-sided 
p-value of 0.0007. In addition, the critical values at the 1%, 5% and 10% levels are greater than the 
statistic value which indicates the presence of stationarity at second difference.  
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The unit root MC table above indicates that MKC was not stationary at level but however become 
stationary at first difference with ADF statistic value of -5.469158and the associated one-sided p-value of 
0.0001. Furthermore, the critical values at the 1%, 5% and 10% levels are greater than the statistic value 
which indicates the presence of stationarity at first difference. Also, MKL was not stationary at level and 
first difference but however become stationary at second difference with ADF statistic value of -
11.07214and the associated one-sided p-value of 0.0000. Furthermore, the critical values at the 1%, 5% 
and 10% levels are greater than the statistic value which indicates the presence of stationarity at second 
difference. The unit root table above shows that FPI was not stationary at level but however become 
stationary at first difference with ADF statistic value of -6.774126and the associated one-sided p-value of 
0.0000. In addition, the critical values at the 1%, is -3.679322, 5% is -2.967767 and 10% is -2.622989. 
All the values at 1%, 5% 10% levels are greater than the statistic value which indicates the presence of 
stationarity.  
 

Table 6: Regression Analysis Summary 
Variables Coefficient  t-values P-values 

Constant  8.335718 4.251377 0.0002 

FPI 0.359117 1.623953 0.1160 

MC 0.106622 2.297981 0.0235 

MKL 0.017121 0.154997 0.8780 

R2 
0.577186 

  

F-stat. 
12.28597 

  

F-sig. 0.000030   

Source: Eview output (2022) 
 

From the Regression result, Market Capitalization has a positive significant effect on gross domestic 
product with p-value of 0.0235 while its coefficient intercept is 0.106622 which means that increase in 
market capitalization will increase gross domestic product to the extent of 0.106622 and the t-statistics is 
2.297981. Therefore, IT means that market capitalization will increase gross domestic product positively.  
Furthermore, Market Liquidity has positive but insignificant effect o gross domestic product with a p-
value of 0.8780 which means increase in market liquidity will neither increase or decrease gross domestic 
product. The coefficient intercept of market liquidity is 0.017121 which means that market liquidity 
cannot influence gross domestic product and the t-statistics is 0.154997. Also, Foreign portfolio 
investment has positive and insignificant effect on gross domestic product at 5% level. The p-value is 
0.1160 while the coefficient intercept is 0.359117 and the t-statistic is 1.623953. The coefficient of 
determination R2 is 0.577186 whichshows that the independent variables (Market Capitalization, Market 
liquidity and Foreign portfolio investment) explained approximately 58% variation on the dependent 
variable which is gross domestic product while the remaining variation can be explain by other variables 
not capture in the model. The model is fit with F-statistics of 0.000030. 
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Table 7: Normality Test 
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Series: Residuals
Sample 1 31
Observations 31

Mean       8.02e-16
Median  -0.036294
Maximum  1.128032
Minimum -0.233697
Std. Dev.   0.225375
Skewness   4.187683
Kurtosis   21.69162

Jarque-Bera  541.8842
Probability  0.000000

 
Source: Eview Output (2022) 
 

From the residual normality test the average mean value is -8.02e-16 with median of -0.036294. The 
Maximum and the minimum value from the residual is 1.128032 and 0.233697 while the deviation from 
the mean as shown by the standard deviation 0.225375. The result shows a skewness and kurtosis of 
4.187682 and 21.69162. 
 

CONCLUSION AND RECOMMENDATIONS 
 

Findings from this study enhanced understanding of stock marketdevelopment as it relate to economic 
growth in Nigeria. There are many determinants that helped financial marketsto add importance in many 
countries of the world, such as increase in technological advances andincreasein the privatesector’s role in 
various economic activities. Therefore, the study concludes that market capitalization has a positive 
significant effect on gross domestic product while market liquidity and foreign portfolio investment has 
positive but insignificant effect on gross domestic in Nigeria. 
 

In particular, this study found that the effect between stock market variables and growth are very 
significant. From the overall result, the model is fit with F-statistics of 0.000017. Therefore, the study 
concludes that stock market variables have significant effect on economy growth.The results of this study 
show that stock market development is an important aspect of economic growth in Nigeria and hence it is 
recommended that the Capital marketsauthority should find wayson how to continually integrates their 
operations with that of the global markets and also open up more foreign investor trading which will 
boost economy growth. Nigerian Stock Exchange also needs to work in order to burst investment 
opportunity most especially in the capital market. Financial derivate markets offer a new andinnovative 
way to investments in the country as opposed to only Equities and Bondmarkets. Increased regulation by 
the authorities will also impact positively on the country`scredit ratings in light of the new opportunities 
in Nigeria capital market. Therefore, online trading should be encouraged to ensure that international 
investors are able to trade on the equitieslisted on the NSE anywhere in the world and this has potential to 
boost the dailyturnover and the market capitalization of the Nigerian economy. Capital market should 
encourage market capitalization on the sector as well as encouraging equity trading which will boost 
economy growth of Nigeria.  
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Abstract 
 

Currently, the demand of accounting information system is increasing due to its high influence on the organizational 
performance and emerging area to be investigated. Thus, this study aims to examine the effect of accounting information 
system on the performance of the pharmaceutical firms in Nigeria. The leading contribution of the pharmaceutical firms to 
the economy of the country and extensive use of accounting information has enhanced the need for investigation of this 
emerging area. The data has been collected from the financial statements of the seven pharmaceutical firms in Nigeria 
that are the most prominent contributor to economy form year 2012 to 2021, and descriptive and panel multiple 
regression has been used for analysis with the help of E-view 10 package. The results show that profit after tax as one of 
the proxies for information accounting system has positively linked with the performance of the management. This study 
concluded that profit after tax has significant effect on financial performance of pharmaceutical firms in Nigeria. This 
research recommends that management of pharmaceutical firms in Nigeria should make use of automated Accounting 
Information System (AIS) known as ‘Contract Plus – Financial & Project accounting’ package in their Finance 
Department. This software will generate financial data to be analysed by the accountants and subsequently used by top 
level of management for strategic decision making, thus, these managers could identify future opportunities and 
limitations face by the company and industry.  
 

Keywords: Accounting Information System, Pharmaceutical firms and Performance 
 

INTRODUCTION 
 

Technology has contributed to the advancement of various fields, accounting information has become one 
of an essential tool in information and technology which is not only focused on financial controls but also 
has established an enormous impact on the measurement of the oil sector. Today’s accounting system 
focuses on providing relevant, reliable and timely financial information to decision makers, who  use  the  
information  to  make  key  financial  decisions  concerning  their  business entities. Those decision 
makers, including pharmaceutical sector (and those interested in their financial information) see 
accounting information as a veritable tool in the implementation of an entity’s guidelines and policies. 
Accounting Information System (AIS) is focused on collecting, processing, and communicating financial 
oriented information to a company’s external parties (such as investors, creditors and tax agencies) and 
internal parties (principally management). This information are gathered from the financial statement of 
the company. It reveals profit or loss for a given period, and the value and nature of a firm’s assets and 
liabilities and owner’s equity. The objective of financial statements is to provide information about the 
financial position, performance and changes in financial position of an enterprise that is useful to a wide 
range of users in making economic decisions. Information is the main source of decision-making, 
so this information must be characterized by a set of characteristics, in order to achieve the goals 
required for decision maker. Accounting information is one of the oldest information systems known in 
companies, as accounting information described with a great importance in identifying the financial and 
economic reality of the firms, and how company's relationships with its environment (Kassem, 2004). In 
general Accounting information system plays an important role in the management of firms, and one of 
the most important reasons for the existence of accounting and its continuous evolution is that it provides 
the appropriate information for both managers' and external parties concerned with such information. The 
study tries to assessment the impact of accounting information systems on the pharmaceutical firms in 
Nigeria through providing high quality of accounting information.  
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Pharmaceutical industry play an important role in the Nigerian economy through revenue generation to 
the  government, employment  generation  and  being  the major  contributor  to the  growth  of  the  
Gross Domestic Product.  Pharmaceutical firms,  like other  entities, are  required  to  prepare and  present 
their financial  statements  in  accordance  with  Generally  Accepted  Accounting  Practices  and/or  
International Accounting Standards. Such financials are expected to be relevant, reliable and faithfully 
representing the financial position and performance of the affairs of the reporting entity at any particular 
point in time. The performance of companies can be measured by use of accounting information or stock 
market values in a financial accounting practices context. When accounting information is used, 
accounting ratios are employed.  Among the common accounting ratios used to measure profitability are: 
return on assets (ROA) and return on capital employed (ROCE). Return on assets is an indicator of how 
profitable a company is relative to its total assets. It gives an idea as to how efficient management is at 
using its assets to generate earnings. In Nigeria, not enough researches have been carried out by scholars 
on the impact of Accounting Information System on the performance of pharmaceutical firms. Some 
Scholars have look at the effect of Waste Management Expenditure on the Profitability of Pharmaceutical 
Companies in Nigeria. Others have looked at the effect of Security and Militancy Costs of the 
Performance of Pharmaceutical Companies in Nigeria. But none have  looked  at  the  problem  of  how  
financial accounting information employed by pharmaceutical firms  impact on  their Performance,  
particularly  their profitability.  This study has an earnest desire to have a deeper and clearer 
understanding regarding the impact of Accounting Information System on the performance of 
pharmaceutical firms in Nigeria. Since most firms have not incorporated the use of better accounting 
information systems in their day to day transactions, the researchers wish to examine the effect of 
management accounting information system on the performance of listed services firms in Nigeria. Thus, 
the major hypotheses underlining this study are stated thus:  
 

H01: Total Assets has no significant effect of return on assets of listed pharmaceutical firms in Nigeria 
H02: Profit after tax has no significant effect of return on capital employed of listed services firms in 
Nigeria 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Accounting Information System 
 

Accounting Information System (AIS) has traditionally focused on collecting, processing, and 
communicating financial oriented information to a company’s external parties (such as investors, 
creditors and tax agencies) and internal parties (principally management). According to Borhan and 
Nafees (2018) accounting information system is the process of collecting, analyzing and converting data 
into action. This definition justifies accounting information system as a computer based system that 
collects data, process and analyses data and produces results or output.Accounting information system 
according to Manchilot (2019) may be a computer-based electronic system used for collecting, storing, 
processing and communicating financial and accounting data through financial statements with the aim of 
supporting and guiding organizational decision making process. Computers are the hub of accounting 
information as they provide a platform for the workability of all information systems. For an accounting 
information system to be operational, its appropriate software application must be on the computer system 
intending to be used. Kashif (2018) states that accounting information system is a  combination  of  
people,  equipment, policies, and  procedures that work  together to collect  data and transform it into  
useful information.  
 

Borhan and Bader (2018) defined accounting information system is a system which contains a group of 
harmonized business, components, and resources which processes, manage, and control the data for 
producing and carrying the relevant information for decision makers in the organization. Accounting 
information requires series of processes to carry out its function just like any other system. It is a 
connected and homogeneous set of the resources and different components (human, equipment, finance, 
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etc) that interact simultaneously inside a specific framework to work towards the achievement of 
organizational goals. AIS is a system that provides people with either data or information relating to an 
organization's operation to support the activities of employees, owners,  customers,  and  other  
stakeholders  in  the  organization's  environment  by effectively supplying information to authorized 
people in a timely manner. 
 

Relevance of Accounting Information System  
 

The main function of AIS is to assign quantitative value of the past, present and future business events 
(Rehab, 2018). Accounting information, in the form of periodic reports or special analyses, is often a 
source of information for making decisions. These decisions may include pricing, production levels and 
product mix, outsourcing, inventory policy, customer servicing, labour negotiations, and capital 
investments (Horngren, et al 2005; Sprinkle, 2003). Accounting information systems play an important 
role in the implementation of the managerial functions of the organization such as planning and control 
(Samer, 2016). In the planning function, AIS provide data relating to study and analyze the goals set for 
the organization. It also provide information regarding the relationship between cost, volume and profit 
required to determine the amount of interdependence and interaction between them. AIS under the 
planning function also helps in preparing lists of future needs and financial flows and planning of budgets 
for the development of quantitative criteria and converting them into financial standards to reflect the 
different aspects an organization's activities and presentation of the detailed plans and policies of the work 
and coordination across different departments (Frezatti, et al 2011). On the other hand, in the control 
function, it requires a clear and specific plan that shows the desired objectives and defines the foundations 
on which results are evaluated and analyzed in order to correct distractions.  
 

This function is regarded as a practical test of decision making and implementation, follow up the actual 
implementation in accordance with the plans, policies and standards established, the discovery of 
deviations and correct them, provide reasons to protect the property of the shareholders and the 
preservation of their interests, resource development and follow up the activity of the organization, and to 
achieve the desired goals, thus ensuring the effectiveness of the organization (Onaolapo & Odetayo, 
2012). Computerized accounting tools as integral part of AIS are directly related to the economic and 
financial results of firms (Urquía, et al 2011). Advantages of an optimal use of AIS in an organization 
might include: Better adaptation to a changing environment, better management of internal business 
transactions and a high degree of competitiveness. There is also a boost to the dynamic nature of firms 
with a greater flow of information between different staff levels and the possibility of new business on the 
network and improved external relationships for the organization, mainly with foreign customers accessed 
through the firm’s web (Pérez, et al 2010).  
 

Subsystems of Accounting Information System  
 

According to Hall (2008) an accounting information system may be divided into four major sub-systems 
including the transaction processing system, general ledger/financial reporting system, fixed asset system 
and management reporting system. The transaction processing system supports daily business operations 
with numerous documents and messages for users throughout the organization. Transaction processing 
systems (TPS) are the basic business systems that serve the operational level of the organization. A 
transaction processing system is a computerized system that performs and records the daily routine 
transactions necessary to the conduct of the business (Laudon & Laudon, 2006). The general 
ledger/financial reporting system produces the traditional financial statements, such as income statements, 
balance sheets, statements of cash flows, tax returns, and other reports required by law. This system is 
designed to collect data and information on AIS, customers, suppliers and wages, closure of accounting 
books, preparation of trial balance and a list of results and the budget of the organization and the reports 
of income and expenses and submit these statements to the owners and investors (Samer, 2016).  
 

The reliance of this system on the computer help the organization in cutting costs and using the fewest 
number of workers as well as in the completion of the accounting task in an accurate and orderly manner, 
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and conducting financial control process. Fixed asset system processes transactions pertaining to the 
acquisition, maintenance, and disposal of fixed assets, while the management reporting system, which 
provides internal management with special purpose financial reports and information needed for decision 
making, such as budgets, variance reports, and responsibility reports. Samer (2016) also identified some 
subsystems of accounting information system to include inventory control system, customer accounts 
system, suppliers account system and payroll system. The inventory control system is designed to process 
the bills of stored materials, identify materials that need to be re-supply, and generate reports showing the 
inventory situation. The reliance of this system on the computer helps the organization in customer 
service, recording changes in the level of inventory, reducing costs, and preparing documents. Customers' 
accounts system is designed to determine amounts owed by customers in accordance with the information 
of payment and purchase processes. Additionally, the system is intended to produce a monthly customer 
accounts and credit reports. A computer-based customer accounts system provide the organization with 
accurate bills and monthly reports on credit provided to customers, which in turn enhances the processes 
of payment, collection and provision of liquidity. Suppliers accounting system provides daily information 
on procurement and payment to suppliers, preparing checks, pay bills and treasury reports. The reliance of 
this system on the computer results in the establishment good working relationships and achieving a good 
credit price and taking advantage of discounts through the payment to suppliers quickly and accurately, 
and financial control on the amounts paid by the organization. Payroll system is designed to display daily 
data on workers and attendance cards, generate payment checks and workers' payrolls, prepare special 
reports on work analysis The reliance of the system on the computer help the organization in the 
preparation and submission of special reports related to tax, returns, deductions and analysis of labour 
productivity and labour costs. The list of subsystems of accounting information systems is not limited as 
these systems are designed for management of firms to meet their day-to-day accounting need.  
 

Financial Performance  
 

Financial performance refers to a firm’s ability to achieve planned financial results as measured against 
its intended outputs (Mutende, et al, 2017). Financial performance is a measure of how efficient a firm 
uses its assets to generate revenue from its operating activities.  It can be said to be a term that is used to 
measure the financial health and growth of a firm over a period of time (Dsunday & Ejabu, 2020). It can 
also be used to compare different firms in the same industry. There are different measures of financial 
performance and since there are many stakeholders in a company, each group has its own interest in 
tracking the financial performance of that company. The trade creditors will be interested in the liquidity 
of the company, the bond holders will be interested in the solvency of the company, the shareholders will 
be interested knowing how well their investment will yield return and the management will be interested 
in knowing how well the firm perform in the market (Aamir & Sajid 2012). Financial performance is 
usually measured using financial ratios, such as return on equity (ROE), return on assets (ROA), return on 
capital employed (ROCE), return on sales (ROS) and operating margin (Dogan, 2013). Financial 
performance is a subjective measure of how well a firm can use assets from its primary mode of business 
and generate revenues (Van Horne, 2005). A firm’s financial performance is of importance to investors, 
stakeholders and the economy at large. For the purpose of this study return on assets (ROA) was 
considered. 
 

Return on Assets  
 

In the management literature for accounting-based metrics, ROA is also a metric of performance 
frequently used (Duru et al, 2018). It is a metric that assesses the efficacy of the assets used (Tarideh, 
2013) and demonstrates to investors the earnings produced by the company from its capital asset 
expenditure (Kamath, 2017). Effective utilization of the funds of a corporation is better expressed by 
the return rate on its funds(Tarideh, 2013). Since managers are responsible for the business activity and 
utilization of the assets of the organization, return on assets is a metric that helps users to determine 
how well the corporate governance structure of a company performs in protecting and encouraging the 
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management performance of the company. Matanda et al (2015), and Tukur and Abubakar (2014) have 
successfully used return on assets. 

ROA = Profit after Tax  
                 Total Assets 

 

Empirical Review 
 

Onodi and Akujor (2021) examined the effect of management accounting information system on the 
performance of listed consumer goods firms in Nigeria. The objectives of the study were to ascertain the 
effect of sales management system, management accounting reporting system and budgetary management 
system on the profitability of listed consumer goods firms in Nigeria. A survey research design was 
adopted and appropriately used for this study and 100 copies of questionnaire were administered to 
employees from the selected consumer goods companies. Data collected were analyzed with the aid of 
percentages and tables while statistical tools used for testing the hypotheses were simple regression 
analysis and ANOVA. The findings of this study revealed that; sales management system, management 
accounting system and budgetary management system affect profitability of listed consumer goods firms 
in Nigeria positively. The study concludes that accounting information system is critical to the production 
of quality accounting, sales and budget reports (information) on a timely basis and the communication of 
that information to the decision makers. The study recommend that organizations should strengthen their 
sales force for effective revenue generation, ensure that management accounting reporting is timely and 
accurate for effective decision making, and budgetary control should be put in place for monitoring of 
activities of the business. 
 

Ogundayo and Nyikyaa (2021) investigated the effect of management accounting practices on the 
performance of manufacturing companies in Nigeria. This study adopted a survey research design.  The 
target population for this study was 20 manufacturing companies in Nigeria. Primary data obtained 
through the administration of structured questionnaires to selected respondents was used. The study 
targeted four hundred and ninety-nine (499) employees of the account, production, marketing and 
administrative departments from the 20 selected manufacturing companies adopting purposive sampling 
technique. Four hundred and twenty-five (425) correctly filled questionnaire were retrieved and used for 
the analysis, while regression analysis with the aid of SPSS 21.0 was utilized in testing the hypothesis. 
The result of the Cronbach Alpha test for reliability of the instrument was in the range of 0.702 and 0.869, 
which implies the instrument is reliable. The results of the regression analysis conducted revealed that 
total quality management and budgeting have significant positive effect on market share, while cost 
analysis and performance evaluation have no significant effect on market share. It was obtained that 
management accounting practice had significant effect on market share of manufacturing companies in 
Nigeria. The study concluded that a significant relationship exists between management accounting 
practice and market share of manufacturing companies in Nigeria. The study recommended that 
manufacturing companies should consider adopting effective costing technique, proper budgeting system 
as well as consistent performance evaluation process so as to increase level of performance. Olaofe, et al 
(2020) examined the impact of accounting information system on performance of corporate organizations 
in Nigeria. The role of professionals in accounting, information technology and academics were explored. 
To attain the aim of the study, 30 questionnaires were administered and 25 retrieved which was analysed 
and the single factor ANOVA technique was used to test the hypothesis. Findings from the research 
depicted accounting information systems have a positive impact on corporate organizations performance 
in Nigeria because the observed F of 251.43 obtained was greater than F critical value of 2.74. The study 
recommended that, corporate organizations should massively invest in accounting information system, 
adopt merit-based recruitment and ensure periodic training of accounting information systems personnel. 
 

Akanbi and Aruwaii (2018) examined the impact of accounting information systems (AIS) adoption by 
manufacturing industries on their general accounting activities and also to estimate the relationship that 
exist between AIS devices and accounting activities. Regression and correlation analyses were used to 
analyse and interpret the objectives. The regression model results that F-value (0.000 < 0.050) and Adj R2 
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= 0.6970 showed that AIS devices has 68.70% impact on the efficiency of accounting activities in the 
manufacturing industries if properly implemented. The result of Kendall’s correlation matrix showed the 
statistical coefficient of 62% indicating that there is a strong correlation between dependent and 
independent variables, the coefficient of determination (R2) = 0.418 revealed that there is a significant 
relationship in using accounting information system to fast track accounting activities. The tested 
hypotheses of this study were measured at level of 95% confidence interval. The study concluded that 
accounting information systems devices are spontaneously and simultaneously appropriate for 
manufacturing industries engaging in accounting activities, also revealed that there is a significant 
relationship between accounting activities and Accounting information systems. The study also concludes 
that accounting information systems adoption in manufacturing firms has the following benefits: 
facilitation of financial statements preparation, enhancement of inventory valuations, enhancement of 
budgetary management, and favoring General Accepted Accounting Principles adoption. Therefore, 
manufacturing firms should embrace more and well-structured accounting information systems to 
enhance accounting activities.  
 

Eke (2018) examined the relationship between management accounting information and corporate 
performance of manufacturing companies in Rivers State, Nigeria. To achieve the primary objective of 
the study, the cross-sectional survey design was adopted. The population of the study was made up of the 
thirty-two (32) manufacturing companies in Rivers State registered with the Rivers/Bayelsa State branch 
of the Manufacturers Association of Nigeria (MAN). All the population elements make up the sample of 
this study; hence, a census of the population was done. Purposive sampling technique was adopted in 
selecting ninety-six (96) respondents for the purpose of data collection. Data collection was done 
primarily using structured questionnaire. Analysis of data was carried out using descriptive statistics 
while linear regression and correlation analysis were used in testing the hypotheses. The investigation 
revealed that a positive linear relationship exists between management accounting information and 
corporate performance of manufacturing companies in Rivers State and that management accounting 
information accounts for less than 10% of change in corporate performance (measured using net profit). 
The study concluded that the performance of a manufacturing company does not substantially depend on 
management accounting information since the correlation between the two variables is very weak. One of 
the recommendations made was that management of manufacturing companies should continue to 
demand management accounting information so as to sustain the positive relationship that has been 
identified to exist between management accounting information and corporate performance. Biwott 
(2015) carried out a study on management accounting information and public sector organization. The 
study adopted cross sectional survey research design and targeted a population of 18 ministries under the 
national government. Data were collected using primary source and a questionnaire based on five-point 
Likert scale, oral interviews were also utilized. Qualitative data obtained were examined using both 
content analysis and SPSS for quantitative data. The research finding revealed that management 
accounting information supports decision making in an organization. The study recommended that 
management accounting information in the public organistion should be critically investigates to promote 
performance.  
 

Theoretical Framework  
 

Contingency Theory  
 

The contingency theory was first proposed by Fiedler in 1964 as managerial leadership theory. According 
to Fiedler (1964) the contingency theory suggest that there is no one best way of leading and that a 
leadership style that is effective in one situation may not be successful in others.  Gordon and Miller 
(1976) however laid out the basic framework for considering accounting information systems from a 
contingency perspective where the accounting information systems also need to be adaptive to the 
specific decisions being considered within a framework. Contingency theory suggests that an accounting 
information system need to be adapting to desired specific decisions while considering the environment 
and organizational structure confronting an organization (Dandago and Rufai, 2014).  Applying this to the 
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subject, contingency theory suggests that in order to improve performance, managers of firms must 
devote particular attention to their use of accounting information system, taking care to adopt the systems 
best tailored to their special circumstances. There are some criticisms of the Fiedler’s contingency theory. 
However, one of the biggest criticisms of the contingency theory that best relates to the study under 
review is lack of flexibility (Mitchell, Biglan, Oncken, and Fiedler, 2017). Fiedler (1964) believed that 
because natural leadership style is fixed, the most effective way to handle situations is to change the 
leader. The theory does not allow for flexibility in leaders (Mind Tools, 2018). Relating this to the study 
indicates that managers will incur more cost to change accounting information system that does not tender 
to their required decision needs rather than carryout modifications.  
 

Resource-based view Theory  
 

The resource-based view theory was propounded by Barney in 1991. According to Barney (1991) the 
resource-based view avers that the source of sustainable advantage derives from doing things in a superior 
manner; by developing superior capabilities and resources. The resource-based view proffers a means of 
evaluating potential factors that can be deployed to confer a competitive edge for business organizations. 
A key insight arising from the resource-based view is that not all resources are of equal importance, nor 
do they possess the potential to become a source of sustainable competitive advantage. The resource-
based theory is divided into three levels; capability, competence and skills (Cragg, Caldeira and Ward, 
2011). Capability refers to how firms manage their resources; competence, refers to how well those 
resources are managed, and skills are associated with ranges of skills such as technical, managerial and 
general management skills. Accounting information systems also form part of resources available to 
firms. Inclining the resource-based view theory with accounting information systems and performance 
will imply that firms properly and adequately manage accounting information systems to utilize its 
capability competence and skill sets for improved organizational performance.  
 

The resource-based view theory has faced several criticisms. One of such criticism is that the theory lacks 
substantial managerial implications or operational validity (Priem & Butler, 2001). It seems to tell 
managers to develop and obtain valuable, rare, inimitable, and non-substitutable resources and develop an 
appropriate organization, but it is silent on how this should be done (Connor, 2002; Miller, 2003). (Lado, 
Boyd, Wright and Kroll, 2006) also argues the resource-based view theory suffers a tension between 
descriptive and prescriptive theorizing. However, Barney and Clark (2007) posits that the resource-based 
view theory is a theory aspiring to explain the sustained competitive advantage of some firms over others 
and, as such, was never intended to provide managerial prescriptions. In concurrence with this assertion, 
any explanations the resource-based view theory might provide may not be indicative, yet still of value to 
managers, so there may be no reason to oblige the resource-based view theory to generate theoretically 
compelling prescriptions.  
 

Agency Theory  
 

The agency theory was championed by Jensen and Meckling in 1976. The agency theory describes the 
owners’ (principals’) delegated authority to manager (the agent) to run the firm on his or her behalf with 
the owners’ welfare depending on the manager accordingly (Jensen and Meckling, 1976). The agency 
theory seeks to address the potential conflict of interests between owners and managers, because the 
interests of managers may opportunistically utilize firm resources to satisfy their personal interests 
(Brammer and Millington, 2008). Basically, firms aim to maximize the wealth of shareholders, and it 
might be different with personal interest of managers. The agent (managers) might have more relevant 
information compared with shareholders, the information asymmetry occurs, and this would raise the 
possibilities that agent can behave in ways to pursue their own interests. This review examines the effect 
of accounting information system on financial performance of public sectors in Nigeria. The primary 
purpose of an organisation is to maximize the wealth of shareholders (principals). This solely rests on the 
shoulders of managers (agents). Therefore, the adoption of accounting information system by managers 
for enhance performance is fulfilling the agency obligation managers possess for their respective owners.  
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METHODOLOGY 
 

This study employed the longitudinal research design since the research work assesses the impact of the 
explanatory variables on the dependent variable. The population of the study is all the seven (7) 
pharmaceutical firms quoted on the Nigerian Exchange Group before 1st January, 2012 and had been 
trading till 31st December, 2021. The period covered by the study is ten years from 2012-2021. The study 
employed the entire population as sample size (7) pharmaceutical firms and whose annual reports were 
available during the period under study was adopted as the statistical sample for the study. The study used 
secondary source of data and the data required on the independent, dependent and control variables for 
the study was obtained from the annual reports of the studied pharmaceutical companies respectively. 
This study used descriptive and panel regression technique in analyzing the data obtained for the research 
with the help of E-view package. The proxies that have been used by the study for the output of 
accounting information system are total assets (TA), and profit after tax (PAT) while performance 
management is proxied by the return on assets (ROA). The model is specified based on empirical 
framework of Eke (2018) using the variables to be studied as explained.  
 

ROAit = β0 + β1LogTA + β2LogPAT + eit…………………………………………… (i) 
Where; 
i = Company  
t = time period  
ROA = Return on Assets 
LogTA = Log of total assets  
LogPAT = Log of Profit after tax  
 
RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

The descriptive statistics of the dataset from the sampled consumer goods companies are presented in the 
Table 1 where the mean, standard deviation, minimum and maximum values of the data for the variables 
used in the study are described.  
 

Table 1: Descriptive Statistics 
 
 ROA LOGTA LOGPAT 
 Mean  0.166606  2.208493  1.380065 
 Median  0.126500  2.024043  1.244080 
 Maximum  0.794100  4.703468  4.620514 
 Minimum  0.000700  0.547159 -0.954677 
 Std. Dev.  0.146047  1.028081  1.370105 
 Skewness  2.105758  1.091800  0.935335 
 Kurtosis  8.117326  3.629409  3.364229 
 Jarque-Bera  128.1113  15.06243  10.59353 
 Probability  0.000000  0.000536  0.005008 
 Sum  11.66240  154.5945  96.60456 
 Sum Sq. Dev.  1.471750  72.92956  129.5259 
 Observations  70  70  70 
Source: E-view-10 
 

Table 1 revealed that the result of the dependent and independent variables used in the study during the 
period of the research. The above statistics is obtained using E-view version 10 statistical package. The 
mean values of ROA, LogTA, and LogPAT are 0.166606, 2.208493 and 1.380065respectively. The 
common feature of these variables is that they all have positive mean values. This means that each of the 
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variables display increasing tendency throughout the sampling period and in comparism with the standard 
deviation of the variables, the result shows that there are no wide variation across the firms. Skewness 
which measures the shape of the distribution and equally shows the measure of the symmetry of the data 
set, indicated that all the variables are all positively skewed and have values greater than zero which 
suggests that the distribution tails to the right-hand side of the mean, considering that their values are 
greater than zero, in addition to the fact that their mean are greater than their median. 
 

Kurtosis value measures the peakness and flatness of the distribution of the series. If Kurtosis value is less 
than 3, it means the distribution of the variable is normal, but when it is more than 3, the distribution of 
the variable is said to be abnormal. Variables with value of kurtosis less than three are called platykurtic 
(fat or short-tailed) none of the variables, qualified for this during the study period. On the other hand, 
variables whose kurtosis values are greater than three are called leptokurtic (slim or long tailed) and the 
variables; LogTA, LOgPAT and ROA qualified for this during the study period with a kurtosis value of 
8.117326, 3.629409 and 3.364229.The Jarque-Bera statistic is for testing normality of a variable. If the 
variable is normally distributed, the histogram will be bell-shaped and as such the Jarque-Bera test of 
normality is an asymptotic, or large-sample test. Jarque-Bera also measures the difference between the 
skewness and kurtosis of each of the variables. ROA has the highest Jarque-Bera value of 128.1113, 
while LogPAT has the lowest Jarque-Bera value of 10.59353.  
 

Fixed Effect Likelihood Ratio Test 
 

The Fixed Effect Likelihood Ratio test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. Due to the panel nature 
of the data set, both pooled effect and fixed effect regressions were run (as shown in appendix 4 and 5 as 
attached). Fixed effect likelihood ratiospecification test was then conducted to choose the preferred model 
between the pooled effect and the fixed effect regression models. The test basically checked if the error 
terms were correlated with the regressors. Thus, the decision rule for the fixed effect likelihood 
ratiospecification is stated thus; at 5% Level of significance: 
 

H0: Pooled effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is fixed effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the fixed effect model is to be rejected). 
 

Table 2: Fixed Effect Likelihood Ratio Result 
Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 3.934418 (6,61) 0.0022 
Cross-section Chi-square 22.899614 6 0.0008 
          Source: E-View 10 Output (2022) 

 

The result of fixed effect likelihood ratio test shows that chi-square statistics value is 22.899614while the 
probability values of is 0.0000. This implies that there is enough evidence to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis. It thus stands that 
error component model (pooled effect) estimator is not appropriate because the pooled effects are 



Effect of Accounting Information System on Performance of Listed Pharmaceutical Firms in 
Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 129 
 

probably correlated with one or more regressors. Thus, the most consistent and efficient estimation for the 
study, given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data (given the two options as encapsulated above), because the likelihood 
ratio test statistics as represented by corresponding probability value is greater than 5%. It is most logical 
therefore to proceed to another test which is the langranger multiplier test, which will show the 
appropriateness of otherwise of using the random effect model or the pooled effect model.  
 
Langranger Multiplier Test (Test between Random and Pooled) 
 

Decision Rule 
 

H0: Pooled effect is most appropriate for the Panel Regression analysis 
H1: Random effect is not appropriate for the Panel Regression analysis 
As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Table 3: Breusch-Pagan Langranger Multiplier Test 

Residual Cross-Section Dependence Test 
Null hypothesis: No cross-section dependence (correlation) in 
residuals 
Equation: Untitled  
Periods included: 10  
Cross-sections included: 7  
Total panel observations: 70  
Note: non-zero cross-section means detected in data 
Cross-section means were removed during computation of correlations 
    
    Test Statistic   d.f.   Prob.   
    
    Breusch-Pagan LM 41.37827 21 0.0050 
Pesaran scaled LM 3.144435  0.0017 
Pesaran CD 0.886987  0.3751 
        Source: E-View 10 Output (2022) 

 

*Decision Rule: At 5% level of Significance 
H0: Pooled Effect is most appropriate  
H1: Random Effect is most appropriate 
 

Based on the probability value of the Breusch-Pagan Langranger Multiplier Test at 0.0050, the null 
hypothesis is rejected, thus random effect is most appropriate when compared to pooled effect. It is most 
logical therefore to proceed to another test which is the Hausman multiplier test, which will show the 
appropriateness of otherwise of using the random effect model or the fixed effect model.  
 

Hausman Specification Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Due to the panel nature of the data set 
utilized in this study, both fixed effect and random effect regressions were run (as shown in appendix 5 
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and 6). Hausman specification test was then conducted to choose the preferred model between the fixed 
effect and the random effect regression models. The test basically checked if the error terms were 
correlated with the regressors. Thus, the decision rule for the Hausman specification test is stated thus; at 
5% Level of significance: 
 

H0: Random effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Table 4: Hausman Test 
 

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 21.478095 2 0.0000 
          Source: E-View 10 Output (2022) 

 

The result of Hausman test shows that chi-square statistics value is 321.478095while the probability 
values of is 0.0000. This implies that there is every reason to reject the null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is not most appropriate because the random effects are not well 
correlated with the regressors. Thus, the most consistent and efficient estimation for the study is the fixed 
effect cross-sectional model. Consequently, the result suggests that the fixedeffect regression model is 
most appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
 

Test of Research Hypothesis 

Table 5: Panel Fixed Effect Regression Result 
Dependent Variable: ROA   
Method: Panel Least Squares   
Date: 08/19/22   Time: 01:47   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 7   
Total panel (balanced) observations: 70  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 0.583511 0.159919 3.648793 0.0005 
LOGTA -0.241391 0.090700 -2.661426 0.0799 
LOGPAT 0.084202 0.048682 1.729622 0.0188 
     
      Effects Specification   
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     Cross-section fixed (dummy variables)  
     
     R-squared 0.580994     Mean dependent var 0.166606 
Adjusted R-squared 0.542928     S.D. dependent var 0.146047 
S.E. of regression 0.111902     Akaike info criterion -1.422863 
Sum squared resid 0.763847     Schwarz criterion -1.133771 
Log likelihood 58.80022     Hannan-Quinn criter. -1.308032 
F-statistic 7.066552     Durbin-Watson stat 1.740140 
Prob(F-statistic) 0.000001    
          Source: E-View 10 Output (2022) 

 

Discussion of Findings  
The results indicate that the value of the coefficient of determination (R2) is 0.58. The R-square value is 
0.58; and it means that the model has successfully predicted the variables. This therefore means that other 
determinants of AIS considered in this study contribute 58%% to the variation of performance of the 
quoted pharmaceutical companies in Nigeria during the period under review. The adjusted R-Square is 
the coefficient of determination which explains the variation in the dependent variable as a result of 
changes in the independent variables. Therefore, from the result in table 4.5, the adjusted R2 was 0.51 
implying that there was variation of 51%% on the performance of the pharmaceutical companies quoted 
on the Nigerian Exchange Group caused by changes in total assets, and profit after tax during the period 
under consideration indicated in the table also show that the model is fit for policy formulation. 
Coefficient of profit after tax of 0.084 indicates a positive correlation between profit after tax and 
performance indicator. Also, the p-value of 0.0188 indicates that relationship is significant at 5% 
significance level. These findings are the same as the output of the Ali et al. (2016) who also found a 
positive link among the AIS and performance management of the organization. Moreover, the results of 
the present study are also the same as the results of the Ahmad and Al-Shbiel (2019) who also examined 
the positive association among the performance management and AIS of the organization. These outputs 
are also matched with the output of Napitupulu (2018) who also found that the effective organizational 
culture is necessary for better performance management in the presence of AIS in the organization. 
Furthermore, these results are also same as the results of Ameen, Ahmed, and Abd Hafez (2018) who also 
found that organizational culture plays a supportive role in the attaining the high-performance 
management with the help of AIS. Other accounting information system variables (total assets, working 
capital and operating assets) are found not to be significant.   
 

CONCLUSION AND RECOMMENDATIONS 
 

The following conclusions are drawn from the findings of the study; this study concluded that the 
pharmaceutical industry in Nigeria doesn’t implemented the effective AIS in their organization that is the 
reason for the low performance of the management in the pharmaceutical industries under study. In 
addition, the organizational culture in the pharmaceutical industry in Nigeria is not effective and 
supportive to enhance the impact of AIS on the performance management of the organization. This study 
recommended that the organizations should follow the AIS that enhance the performance management 
along with the focus on the organizational culture that should be effective and supportive to improve the 
AIS in the organization and enhance the firm performance. This study recommended to the management 
that they should provide their focus on the accounting information system implementation for the better 
performance of the organization. This research recommends that management of pharmaceutical 
companies in Nigeria should make use of automated Accounting Information System (AIS) known as 
‘Contract Plus – Financial & Project accounting’ package in their Finance Department. This software will 
generate financial data to be analysed by the accountants and subsequently used by top level of 
management for strategic decision making, thus, these managers could identify future opportunities and 
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limitations face by the company and industry. In addition, management of the companies should engage 
those that are computer literate and highly experienced, they should also be trained with latest information 
technology ascertained competitive effectiveness of the organization. 
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Abstract 
 

It is generally acclaimed that, the Nigerian Public Sector has lost its glory, as proper accountability or stewardship has 
been relegated into the tin air. This study has become necessary as a result of lack of implementation of socio-economic 
reforms and its after effect on the nation’s development. In view of the above, the objective of this study is to examine the 
effect of internal control systems on financial accountability in the Nigerian civil service sector. To achieve this objective, 
both primary and secondary sources of data were used. The study adopts a survey design method with a population of fifty 
seven (57) respondents consisting of employees of the Bureau of Public Service Reforms, BPSR, Abuja, Nigeria employing 
questionnaires in generating primary data from respondents. The statistical tool used for testing the hypotheses is the Chi-
square statistics. The findings revealed that internal controls instituted in the Nigerian Civil Service sector are in 
compliance with control objectives for information and related technologies (Cobit) as well as (Coso) Committee of 
Sponsoring Organizations of the tread way Commission integrated framework which is used in detecting errors and fraud. 
The study also revealed that internal controls have significant role in the management of financial resources allocated to 
public sector and that management staff in the civil service sector interfere with the effective administration of internal 
control procedures. In line with these findings, we recommend that the internal control in Nigerian Public Sector  be 
constantly reviewed by management so as to be in line with national and international best practices in order to reduce 
irregularities, inaccuracies, fraud and errors; All employees and those in charge of managing financial resources should 
constantly be trained and retrained –so as to enable them to be conversant with matters relating to internal controls; 
Management staff interfering with the internal control should be sanctioned accordingly to serve as a deterrent to others 
to desist from such acts; and finally, auditors should be encouraged to expose wrong doings and apply the rules as and at 
when the situation demands. 
 

Keywords: Internal controls, financial accountability, BPSR, COSO, COBIT  
 

INTRODUCTION 
 
Generally, internal control system is simply a control mechanism, a process, effected by an entity’s Board 
of directors, management, and other personnel designed to provide reasonable assurance regarding the 
achievement of her establishment. It can also be seen as a topical issue following global fraudulent 
financial reporting and accounting scandals in both developed and developing countries (Mattie et al 
2002). According to Coso whose framework is a system used to establish internal controls to be 
integrated into business processes which collectively provides reasonable assurance that, the organization 
is operating ethically, transparently and in accordance with the established industry standards. Cobit 
(2004), Internal Control can also be seen as a system consisting of specific policies and procedures 
designed to provide management with reliable assurance that the goals and objectives it believes is 
important to the entity will be met. In their views, the reasons to have internal controls is to promote 
operational effectiveness and efficiency, provide reliable financial and administrative information, 
safeguard assets and records, encourage adherence to prescribed policies and compliance with regulatory 
agencies. This also gives the components of internal controls as control environment, control activities, 
risk assessment, information and communication, and monitoring and evaluation. This however has 
presumed to mean that internal controls are domain of accountants and auditors, but it’s actually the 
management that has the primary responsibility for proper controls. This is part of their stewardship 
responsibility over the use of government resources. Indeed, the management through their actions, 
policies, and communications can result in a culture of either positive or negligent or slack control. 
Planning, implementing, supervising, and monitoring are fundamental components of internal controls 
(Arens, 2006). 
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Globally, governments face pressures to provide public services effectively, efficiently and equitably 
(Van, 2012). However, the public sector has been controlled by numerous forces of change including; 
growing demand for quality services, rising costs constrained by resources competitive pressures and 
monitoring by public and private groups with a markedly better informed client. Considerably, extra 
pressure is being exerted on public sector executives to reassess their strategies. This strategy is geared 
towards financial accountability, which is the assessment of value for money and acceptance by 
individuals of personal responsibility for their actions in relation to quality of their outputs and decisions 
(Blinkerhoff, 2003). There have been several instances throughout the world in which financial resources 
have been mismanaged or misappropriated through fraudulent practices leading to collapse of several 
onetime flamboyant businesses. Schroy (2010) argued that there was a massive failure of internal controls 
especially in public sectors, suggesting the degree to which major institutions across the globe are 
mismanaged; and as such proprietary trading was involved and speculative profits created a permissive 
environment in which executives ignored elementary principles of internal controls. Several studies such 
as the ones of Mashe (2000), Okwach et al (2000), Wales (2005), Adeyemi, et al(2014), and several 
others found that firms are faced with internal control weaknesses such as unacquainted payments, poor 
debt management, unpresented payment vouchers and misappropriation of funds and other receipts, thus 
the need to examine and/or strengthen the internal control systems of the public sector establishments. 
Therefore, researches on internal control are a matter of concern to government, firms as well as 
accounting professions. It is against this background that this study seeks to examine the effect of internal 
controls on financial accountability in the public sector, with data from the Bureau of Public Service 
Reforms (BPSR) in Nigeria. The basic hypothesis underlying this study is stated thus; 
 

HO1: Internal Control Procedures of the Bureau of Public Service Reforms are not effective and efficient 
in detecting errors and frauds 
 

LITERATURE REVIEW 
 

Internal Control 
 

According to Frank (2009), there are three types of controls that the entity's internal audit function should 
recognize: preventive, authorization and detective controls. Preventive controls averts risks from 
occurring for example; segregation of duties, recruiting and training the right staff. Authorization controls 
put a stop to fraudulent or erroneous transactions from taking place. While Detective controls fends off 
errors or fraud that has not been prevented. These measures help to deter undesirable acts in the 
organization especially in public sector. They could be exceptional reports that would reveal that controls 
have been circumvent. They provide evidence that a loss has occurred but do not prevent loss from 
occurring, for example, large payments from government treasury being made without authorization. In 
another development, Anthony (2014) defined internal control as a process effected by an organizations’ 
structure, work and authority flows, people and management information systems designed to help the 
organization accomplish specific goals or objectives. In his view, it is a means by which the organizations 
resources are directed, monitored and measured. He added that there is need to put in place circumstances 
ensuring that procedures will be performed as intended; right attitudes, integrity and competence, and 
monitoring by managers. 
 

Ishumgisa (2011) considered internal controls as a process comprising five components; control 
environment, risk assessment, control activities, information and communication, and monitoring. The 
author noted that each component influences all aspects of an organization’s activities whether 
administrative, financial or accounting operations. In this respect, the author stated the need for effective 
functioning of each of the components for the organization to attain the purpose for which it was 
established. A control may exist within a designed function or activity in a process as well as in an entity-
wide or specific to an account balance, class of transactions or application. However, Meigs (2008) 
opined that controls have specific characteristics; which can be automated or manual, reconciliations, 
segregation of duties, reviews and approval authorizations, safe guarding and accountability of assets, 
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preventing or detecting error or fraud, among others. Controls within a process may consist of financial 
reporting controls, operational controls and compliance with laws and regulations which in essence, 
reduce process variation, leading to more predictable outcomes in an organization. COSO (2004) divided 
internal controls into two complementary forms, the accounting controls and administrative controls. 
Accounting controls were viewed as safeguards to control assets and ensure accuracy of financial records 
while administrative controls are safeguards designed to provide operational efficiency and adherence to 
policies and procedures. More so, objective setting is a precondition to internal control. By setting 
objectives, management can then identify risks to the achievement of those objectives. To address those 
risks, management of organization may implement specific internal controls. The effectiveness of those 
internal controls can then be measured by how well the objectives are achieved and how effectively the 
risks are managed. In addition, Yeo and Neal (2004) disclosed that setting objectives, budgets, plans and 
other expectations establish criteria for adequate control. They also added that control itself exists to keep 
performance or the state of affairs within what is expected, allowed or accepted. Therefore, Control built 
within a process is internal in nature and it takes place with a combination of interrelated components 
such as; social environment affecting employee behavior, information necessary in control, and policies 
and procedures.  
 

Financial Accountability 
 

Financial accountability means being able to provide an explanation or justification and accept 
responsibility for events or transactions and one's own actions in relation to these events or transactions 
(Kikonyogo, 2009). In his view, financial accountability is like a semantic tree: the trunk is governance; a 
main branch is public accountability which feeds other branches like budgeting, accounting, auditing, and 
records management. Financial accountability is also seen as the liability that one assumes for ensuring 
that an obligation to perform a responsibility is fulfilled (Frost, 2012). Financial accountability is also 
concerned with tracking, and reporting on allocation, disbursement and utilization of financial resources, 
using the tools of auditing, budgeting and accounting. The literature in this area deals with compliance 
with the laws, rules and regulations regarding financial control and management (Brinkerhoff, 2003). In 
his view, accountability involves the delegation of individuals or agencies to provide information about or 
justification for their actions. 
 

Brown (2001) asserts that financial accountability is connected with ensuring that money given to people 
especially public servants is spent according to the budgeted items and activities using the set rules. In 
other words, financial accountability can be considered as an assessment of value for money and 
acceptance by individuals of personal responsibility for their actions in relation to quality of their outputs 
and decisions. Furthermore, financial accountability implies being accountable to the public. In essence, 
this implies that, management need to be transparent and conscious when spending public funds entrusted 
on them. In short there should be prudency with the resources while undertaking their activities in a bid to 
effectively achieve the institutional mission, objectives, ethical standards and good governance. 
Therefore, the key to achieving financial prudence and in identifying opportunities for growth in an 
organization as well as in the public sector is financial accountability. This can be achieved through 
putting financial controls in monitoring and recording assets, authorization, and periodic update of job 
descriptions for officers and employees, personnel policies such as health insurance policy, continuous 
training and capacity building, conflicts of interest policy and code of ethics, audit committee, among 
others. Considerably, Anderson (2009) opined that, holding employees accountable regulates them to 
know the satisfaction of achieving a goal and performing to standard He further postulates that, Audit 
committee and public accountants are essential in public sectors. Audit committee so enacted must ensure 
that proper Federal and state tax filings are completed timely, including payroll taxes; understand the 
authority’s internal controls and have policies in place to update them as needed; monitor any legal 
matters that could impact the financial health and reporting of the entity; understand institute and oversee 
any special investigatory work as needed. 
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Internal Controls and Financial Accountability 
 

According to Townley et al (2000), internal control is a management function that is crucial for proper 
accountability and, accountability for all funds should be maintained at all times. Thus, every 
organization is subject to some kind of risks depending upon several factors such as; the products and 
services it offers, the market in which it functions, the sources through which it is financed, and the way it 
utilizes its resources. Kikonyogo (2009) noted that a lot of benefits can be derived through the 
implementation of an effective corporate Internal Control System. Among others, it prevents errors and 
irregularities by detecting them in a timely manner there by promoting reliable and accurate accounting 
records. It can also quickly resolve issues arising as a result of reporting errors. It protects the interests of 
employees by clearly specifying to them their duties and responsibilities and safeguarding them against 
being accused of irregularities or misappropriations. The control activities include policies and procedure 
formulated by management in order to ensure the effectiveness of carrying out activities with regard to 
the achievement of organizational goals.  
 

Notably, information and communication component covers understanding of policies and procedures, 
validation of information, and evaluation of employee performance. Generally, monitoring, the practice of 
assessing the overall performance of an organization, is perhaps the most prominent of all steps of 
Internal Control Systems. The majority of studies on monitoring, evaluation and accountability have 
suggested that fostering it will lead to higher performance. 
Therefore, in designing internal controls, it should be cost beneficial while reducing risk to an acceptable 
level in line with the objectives of the organization or ministry. Otherwise, government managers may 
design systems with excessive controls in one area of their operations that adversely affect other 
operations. For example, employees may try to circumvent burdensome procedures, inefficient operations 
may cause delays, and excessive procedures which may stifle employee creativity and problem solving or 
impair the timeliness, cost or quality of services provided to beneficiaries. Thus, benefits derived from 
excessive controls in one area may be outweighed by increased costs in other activities. More so, 
qualitative considerations should also be made. Proper controls over high risk/low monetary unit 
transactions such as salaries, travel and hospitality expenses are necessary. The costs of appropriate 
controls might seem excessive for the amounts of money involved relative to overall government 
expenditures, but they may be critical to maintaining public confidence in governments and related 
organization. 
 

Empirical Review  
 

Ademola and Alade (2015) examined the effect of internal control system in Nigeria public sector using 
the Nigeria National Petroleum Corporation as a case study. Both primary and secondary source of data 
were used while Chi-square and Pearson’s correlation coefficient were used to test the hypothesis. The 
questionnaire elicited measures on segregation of duties, internal verification, physical control and due 
process variables using 150 respondents drawn from finance, administration, marketing and purchasing 
departments of the corporation. The study reveals that the establishment of internal control plays a vital 
role in prevention of fraud and irregularities. Adewale (2014) examined internal control system: A 
managerial tool for proper accountability in the Nigerian customs service. The studies recognizes two 
main groups of players in the Nigeria Customs Service namely, administration and enforcement from 
which 100 officers responded to a validated questionnaire was used. The hypotheses formulated were 
tested using Chi-square and it reveals that significant difference existed between internal control system 
and proper accountability. Also, effective utilization of information technology plays important role in the 
collection of custom duties. The study also ascertains that effective internal control system ensures high 
revenue generation. These findings provide vivid evidence for recommendations such as adequate 
motivation of officers to avoid financial fraud; information technology gadgets should be provided for all 
commands and competent team, of experts to work out the logic of standard internal control should be put 
in place. 
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Munene (2013) investigated the effects of internal controls on financial performance in Kenya. Internal 
controls were looked at from the perspective of control environment, internal audit and control activities 
whereas financial performance focused on liquidity, accountability and reporting as its measures. The 
research was conducted using survey, correlation and case study as research designs. Data was collected 
using Questionnaires as well as review of available documents and records from a population of 37 
government training institutions in Kenya. Data was analyzed using the Statistical Package for Social 
Sciences. The study found that management of the institutions is committed to the control systems, 
actively participates in monitoring and supervision of the activities of the government training institutions 
in Kenya. It was further revealed that there is a clear separation of roles, weaknesses in the system are 
addressed. The investigation recommends competence profiling in the internal audit department and that 
the institutions establishes and manages knowledge/information management system to enable all parties 
within the institution to freely access and utilize the official information. Aramide et al (2015) examines 
the effectiveness of internal control system and financial accountability at local government level in 
Nigeria. Data were gathered through the distribution of one hundred and fifty (150) copies of 
questionnaire, the responses were analyzed and were tested using chi-square statistics. Findings from this 
study showed that internal control system is positively significant for the good financial accountability in 
the local government area councils in Nigeria. The study recommends that local government authority 
should increase an effort to ensure proper and highly effective internal controls system is put in place 
within local governments to enhance their financial accountability. 
 

In another study, Morelo (2011) examined the importance of internal control in the Brazilian public 
administration. Using a content analytical method, the study reveals that there are existence of records of 
gratifications generally known as open bribes payments from suppliers to an employee of the 
organization, existence of an off-the-books payroll scheme; service providers hired without the proper 
selection procedures or execution of a formal contract, and staffed with significant numbers of family 
members of institution personnel; overbilling and overcharging of civil construction projects; 
uncompleted projects and continued illicit payments to third parties for advantages not authorized in the 
legislation governing the execution of contracts is highly noticeable . The study recommends, among 
others, that proper internal controls should be enacted to ensure accountability in terms of administration 
and service delivery. Moses (2007) examines the effectiveness of internal control systems in achieving 
value for money in local governments. Using the regression analysis, it was revealed that internal control 
systems have a significant positive effect in achieving Value for Money. The study further reveals that 
there a significant positive relationship between the control environment, control activities, risk 
assessment, information and communication and monitoring and value for money in local governments. 
Cuomo (2005) examined internal control and financial accountability for not-for-profit boards using 
charity organizations in the United States of America (USA). The study uses discussion based model. The 
study reviews that, carrying out fiduciary responsibilities by board of directors and officers such as being 
financially accountable to the organization is essential to the survival of the organization. A failure to 
meet these obligations is a breach of fiduciary duty and can result in financial and other liability for the 
board of directors and the officers. Therefore, the study concludes that effective internal controls will help 
to protect an organization’s assets and assist in their proper management. 
 

METHODOLOGY 
 

The research study design is purposely undertaken to answer the research questions. Both primary and 
secondary sources of data were used. For sourcing of primary data, a well-structured questionnaire of 
Likert five point scales ranging from 1 – 5 (Strongly agree 5, Agree 4, Disagree 3, Strongly, Disagree 2 
and Undecided 1), was used to generate data from respondents in the Bureau of Public Service Reforms 
(BPSR) To complement the primary data, secondary data were used by review of relevant literature. 
Other secondary sources of data were Association of National Accountants’ journals, Institute of 
Chartered Accountants of Nigeria journals and study packs respectively. The study also adopted survey 
research design in order to collect a sufficient amount of primary data. The population, which also form 



Effect of Internal Control Systems on Financial Accountability in the Nigerian Public Sector 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 139 
 

the sample size of this study is fifty seven (57). This comprises employees of Bureau of Public Service 
Reforms (BPSR), which falls under the classification of establishments in the Nigerian public sector. 
Through stratified sampling, the sample size consist of thirteen (13) management staff, seventeen(17) 
senior staff, and twenty-seven (27) junior staffwhich sum up to fifty-seven (57) staff. These 
questionnaires were administered and only 55 were filled and returned, thus fifty five (55) is the final 
sample size for testing in this study. For validity and reliability of data, experts assisted the researcher in 
evaluating the relevance, wording, omissions, and clarity of questions or items in the instrument as well 
as the Cronbach Alpha Method provided by Statistical Package for Social Sciences (SPSS) were used on 
the variables. This made the instrument to be declared reasonably reliable and consistent. The instrument 
is taken to be reliable if the calculated Alpha is or greater than 0.76. In addition, the data collected are 
analyzed using Chi-square statistics generated from SPSS 20 to validate or invalidate the hypotheses. The 
analysis in this study involves Descriptive statistics (especially mean, standard deviation and percentage), 
and inferential statistics (Chi-Square analysis) 
 

RESULTS AND DISCUSSION 
 

Cronbach Reliability Test 
 

This examines the properties of measurement scales and the items that compose the scales. Ideally, the 
cronbach alpha coefficient should be about 0.7 (Pallant, 2001). The cronbach coefficient for the study 
performs very well with a value of .89, .79, .82 and .76 and this indicates that the scales and the items of 
the research instrument show a high measure of internal consistency. Reliability test was performed on 
the factors after the exploratory factor analysis. Internal control systems had cronbach’s alpha of 0.621 
and on financial accountability in the Nigerian public sector alpha of 0.702.  

Table1.Descriptive statistics and Cronbach’s Alpha Coefficient 
Variable Mean Std.Deviation Cronbach’s N 

 Alpha  
Internal Controls  24.81 3.31 0.62 37 
Financial Accountability  11.06 1.95 0.70 34 

Source: Researcher Computation (2022) 
 

The correlation coefficient indicates a strong positive relationship between internal control systems on 
financial accountability in the Nigerian public sector and Internal control systems and financial 
accountability with 50.3% correlation. This relationship is reflected in table 2. The P value was 
0.002which was <0.05. This means that the P value is statistically significant at 1% level (Bhatti, Hee, & 
Sundram, 2012).Therefore, there is enough evidence to reject the null hypothesis (H0) and uphold the 
alternative hypothesis (H1). That is, internal control systems promotes greater transparency in the Nigeria 
Public sector 

 

Table2: Correlations  

  Internal Controls  Financial Accountability 

 PearsonCorrelation 1 .503** 
Internal Controls  Sig.(2-tailed)  .002 

 N 37 34 
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**.Correlation is significant at the 0.01 level (2-tailed) 

Source: Researcher Computation (2022) 
 

In view of the above analysis, the result shows that internal control systems  is positively correlated with 
financial accountability in the public sector which goes further to confirm that internal control systems   is 
capable blocking the financial loopholes and promoting transparency and accountability thereby rejecting 
the null hypothesis as suggested by the decision rule. 
 
CONCLUSION AND RECOMMENDATION 
 

Based on the finding of this study, with adequate implementation of the policy of internal control systems 
on financial accountability in the Nigerian Public sector, this policy will go a long way in blocking the 
identified financial leakages in revenue generation and promote transparency and accountability in the 
public financial system if it is fully implemented. The policy will also enable the government at the centre 
to know its cash position at any given time without any hindrance. The system will likely reduce round-
tripping of government deposits. Based on the findings of the study, the research recommends as 
followings; For the success this policy, government should engage in massive public enlightenment about 
the importance of the policy; government should overhaul the capacity of the Federal Ministry of Finance 
and the CBN to cope with challenges associated with enforcement of Internal Control mechanism; and 
government should secure as soon as possible the appropriate legislative support to facilitate the relevant 
regulatory environment which will drive the effective implementation of the internal system controls. 
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Abstract 
 

Due to challenges in internal and external environment, most organizations are unable to meet their objectives of the 
business. This study examines effect of firm attributes on market value of listed industrial goods firms in Nigeria. The 
expo-facto research design with specific focus on the longitudinal Panel was adopted with the used of secondary data 
from annual report of listed industrial goods firms. The convenient sampling technique was employed in selecting the 10 
firms out of 13 industrial goods firms in Nigeria for 2012-2021 financial year.  Panel regression analysis was used to 
analyse result with the aid of E-views 10. The finding revealed that liquidity has positive significant effect on market price 
while firm size has negative significant effect on market price. The study concludes that firm’s attributes has contributed 
immensely to the market value of industrial good firm in Nigeria. The study recommend that management of industrial 
goods firms should consider increasing the size of their firms, this will enable them enjoy the benefit of economic of scale, 
which can positively impact on their market value.  
 

Keywords: Firm Attribute, Firm Size, Liquidity, Market Value, Market Price 
 

INTRODUCTION 
 

The manufacturing industry plays a major role in the economy as they motivate the nation at large. This is 
because the sector is part of protected and restoration system of an economy and successful operation of 
the industry can set vigour for other industries and development of an economy (Abate, 2012). Indeed, a 
well-developed and evolved manufacturing industry is critical to conditions for economic development as 
it provides long term funds for long term investment for the country. Firm characteristics are those 
incentives variables that affect the firm’s decisions both internally and externally. They refer to ownership 
structure internally and externally, levels of diversification, financial leverage. The main goal of a firm is 
to increase the shareholder’s welfare by increasing the value of a firm (Salvatore, 2005). Maximizing firm 
value is essential for a company because it means increasing the prosperity of shareholders as well, which 
becomes the company’s main goal. However, a good firm value is able to attract other parties’ interests to 
join the company. In other words, performance on the stock market is an index or indicator of corporate 
success. Any corporate entity experiencing a rise in the market price of its stocks is considered a good 
company by the investors. Modigliani and Miller (1958) stated that firm value is determined by 
company’s asset earnings power. If the company predicted good prospects in the future, the value of the 
stock will be higher. Otherwise, if the company has fewer prospects the stock price will be low. Firm 
attributes are variables that affect the firm’s decision both internally and externally (Shehu, 2009).  
 

Therefore, Company attributes are specific variables that contribute towards the changes on firm value. 
Company attributes are divided into firm performance characteristics and firm structural characteristics. 
The firm performance characteristic includes firm growth and profitability, while firm structural 
characteristics include firm size, firm leverage, firm age and capital expenditure or management 
efficiency (Shehu, 2009). Firm characteristics can be seen as the wide varieties of information disclosed 
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in the financial statement of business entities that serve as the predictors of the firm’s quality of 
accounting information and performance. Therefore, the current study considered firm growth, firm size 
and firm leverage as variables of company attributes. Market value of a firm reflects the perception of the 
investor on the firm performance which makes it critical for the long run growth and survival of the 
corporate entity. Market value of a company is a description of certain conditions that the company wants 
to achieve as a form of public trust in the company for all activities it carried out. Investors activities 
related to stock prices are reflected in this market value of the firms. However, due to challenges in 
internal and external environment, most organizations are unable to meet their objectives. In other words, 
performance is a function of the ability of an organization to gain and manage its resources in several 
different ways so as to develop competitive advantages. The industrial good firm are faced with serious 
decision making concerning the firm attributes relative to their market value. The determinants of optimal 
firm attributes and their influence on firms' decisions still remain unsolved, giving ample scope for further 
research. The main objective of the study is to examine effect of firm attributes on market value of listed 
industrial goods firm in Nigeria. The study has the following null hypothesis; 
 

i. There is no significant relationship between firm size and market value of listed industrial goods 
firm in Nigeria. 

ii. Liquidity has a negative effect on the market value of listed industrial goods firm in Nigeria. 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Firm Attribute 
 

Firm attributes can be defined as the wide varieties of information disclosed in the financial statement of 
business entities that serve as the predictors of the firms’ quality of accounting information and 
performance. Firm attributes can also be defined as the behavioral patterns of company’s operation which 
can enable them to achieve their objectives throughout the period of their operations (Amahalu & 
Ezechukwu, 2017). Firm attributes refer to the various accounting information reported by firms in their 
financial statements for a particular accounting period which can send a message to various stakeholders 
of firms about their performance. Company’s attributes vary from one business entity to another. The 
company’s characteristics can be determined based on the relevant information disclosed on its financial 
statements for a particular accounting period (Bunea & Dinu, 2020). 
 

Firm Size 
 

A firm is a for-profit business organization such as a corporation, limited liability company (LLC), or 
partnership that provides professional services. The size of a business unit means the size of a business 
firm. It means the scale or volume of operation turned out by a single firm. The term' size of business' 
refers to the scale of organization and operations of a business enterprise (Okudo & Ndubuisi, 2021). One 
of the most important entrepreneurial decisions in organizing a business is realizing its 'size' as it affects 
in company and profitability of business enterprises (Amahalu, Nweze & Obi, 2017). In an industry there 
are firms of varying sizes. The costs of production in these firms of different sizes vary. Economists are 
concerned with the best size of a business unit, that is, a firm in which the average cost of production per 
unit is the lowest (Sindhuja, 2021). The theory of the firm asserts that firms exist to maximize profits.  
 

Liquidity  
 

Liquidity refers to the efficiency or ease with which an asset or security can be converted into ready cash 
without affecting its market price. The most liquid asset of all is cash itself. Liquidity is a measure 
companies uses to examine their ability to cover short-term financial obligations. It's a measure of 
business's ability to convert assets or anything a company owns with financial value into cash. Liquid 
assets can be quickly and easily changed into currency. Liquidity describes the degree to which an asset 
can be quickly bought or sold in the market at a price reflecting its intrinsic value (Amahalu & 
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Ezechukwu, 2017). Cash is universally considered the most liquid asset because it can most quickly and 
easily be converted into other assets. Tangible assets, such as real estate, fine art, and collectibles, are all 
relatively illiquid. Other financial assets, ranging from equities to partnership units, fall at various places 
on the liquidity spectrum Liquidity is the degree to which a security can be quickly purchased or sold in 
the market at a price reflecting its current value. Liquidity refers to the ease with which a security or an 
asset can be converted into cash at market price It is vital to factor in liquidity while planning your 
investments to ensure that your current needs do not eat into your long-term investment goals (Scott, 
2021). 
 

Market Value 
 

There are many different meanings of market value. Some definitions include that of Evans and Evans 
(2007) which views market value as the price that would be paid by a motivated buyer to a motivated 
seller after a property's exposure to a market place of equally capable buyers, each with full information 
about the property and the market place and neither operating under any sort of outside influences. 
Market value according to Campbell (2012) first, is the price at which a security is trading and could 
presumably be purchased or sold and secondly, it is what investors believe a firm is worth; calculated by 
multiplying the number of shares outstanding by the current market price of a firm's shares. Scott (2003) 
sees market value of a stock or bond as the current price at which that security is trading. The market 
value of the firm is most preferred in this study because it allows for the overcoming of the use of data 
that may be reflecting outdated valuation as inherent in the use of book values. The market value of a 
firm's equity also allows for easy comparison of the relative sizes of different companies. However, this 
study adopts market value variable: Market Price per Share (Market Price/Share).  
 

Market Price Share  
 

The value of a company as perceived by an investor and other users is often associated with stock prices. 
High stock prices make the value of the company high (Mukhtaruddin et al, 2014). This is usually the 
desire of the owners because high share prices indicate prosperity. The market price per share is 
maintained as the market value of the company stock per share at the end of the year. 
 

Managerial Ownership 
 

Insider ownership which is also seen as managerial ownership reflects the governance problem arising 
due to variance in the cash flow and control rights. Insider ownership has two dimensions. In the first 
case, insider ownership can be defined as managerial ownership (manager-owner), where managers are 
assigned ownership rights as a post facto incentive mechanism by owners. In the second case, insider 
ownership is defined by the de facto ownership rights held by an insider who promotes and also manages 
(owner-manager). But Musa et al (2013) defined Managerial Ownership as a situation where the manager 
has shares, in other words, the manager of the firm and as well as the company’s shareholders. 
 

Empirical Review 
 

Mbonu and Amahalu (2021), examine effect of Firm Characteristics on Capital Structure of Insurance 
Companies Listed on Nigeria Stock Exchange from 2011-2020. Specifically, the study determined the 
effect of Firm Size, Liquidity and Revenue Growth on Debt-to-Equity Ratio. Purposive sampling 
technique was employed to select fourteen (14) listed insurance companies in Nigeria. Panel data were 
used in this study, which were obtained from the annual reports and accounts of sample firms for the 
periods 2011-2020. Ex-Post Facto research design was employed. Inferential statistics using Pearson 
correlation coefficient and Panel least square regression analysis were applied to test the hypotheses of 
the study. The results showed that Firm Size exerts a significant positive effect on Debt-to-Equity Ratio; 
Liquidity and Revenue Growth have a significant negative effect on Debt-to-Equity Ratio respectively at 
5% level of significance. This study recommended inter alia that Insurance firms should strive to attain 
the height of a sound asset base in order to meet, on a timely basis, their responsibilities towards the 
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customers and by extension, ensuring an optimal capital structure. Uzoka et al (2020) examine effect of 
corporate attributes and performance: an interaction approach. The study formulated seven objectives and 
hypotheses. The study adopted on ex-post facto design and used panel data collected from the financial 
reports of industrial firms in Nigeria from 2009 and 2018. The data were analyzed using ordinary least 
square regression. However, some preliminary analyses such as descriptive statistics, correlation analyses 
were carried out. The result indicates that though operating efficiency, assets tangibility and leverage 
policy has negative and significant effect on performance. Firm age and corporate stability has negative 
but insignificant effect on performance. Firm growth and firm size has positive but insignificant effect on 
performance. The result reveals that the combination of operating efficiency with assets tangibility has 
more impact on performance than combination of any other attributes. This is followed by the 
combination of firm size with corporate stability. The study recommends that management of industrial 
goods firms in Nigeria should formulate policy that will be gearedtoward enhancing their operating 
efficiency and strengthen existing policy if any, in other to align them with present reality 
 

Musa et al (2019), examines the effect of characteristics of firm on quality of financial reporting in quoted 
Industrial goods companies in Nigeria proxied by Roychowdhury (2006) model. Correlational design was 
employed by the study using a panel balanced data of 11 companies which is the sample of the study for 
the period of 2011-2018.Multiple regression technique was used as analysis tool. Firm size, leverage, firm 
age and women directors were established to have significant and negative effect on real earnings 
manipulation of quoted Industrial goods companies in Nigeria. These does imply that the variables 
improve the financial reporting worth of companies. Furthermore, board meetings and profitability 
significantly but positively influence the worth of financial reporting of companies, however, liquidity, 
growth and ownership structure proxies have weak influence on the financial reporting worth. The study 
recommends that the management of quoted industrial goods companies must place more emphasis on 
other structures rather than only ownership structure in order to guarantee continuous improvement in 
their financial reporting quality as manipulative accounting activities of management is reduced. Kabiru 
et al (2019), examines the impact of company attributes on firm value of listed consumer goods sector in 
Nigeria covering the period of 2005 to 2014 using secondary source of data collection. Cluster sampling 
technique was used in determining the samples of the study. The data generated was tested using Shapiro 
Wilk Test and Hausman Test. The findings of the study were analyzed in a random effects model of 
regression analysis using STATA 11.1 software package. The study reveals that firm growth and firm size 
has a positive and significant impact on firm value of the sampled listed consumer goods companies in 
Nigeria while firm leverage has a positive relationship with firm value of such company but not 
significant. The study recommended that the firms in the consumer goods industry should also adopt a 
proper debt management and appropriate capital structure in order to enhance the firm’s value so as to 
avoid bankruptcy, Nigerian consumer goods companies should acquire a reasonable amount of asset for 
efficient and effective running of the company which will lead to increase in the firm’s value and as well 
lead to increase in sales. 
 

Dioha et al (2018), examine the effect of firm characteristics on profitability of listed consumer goods 
companies in Nigeria. Profitability is the dependent variable proxies by Return on sales (ROS), while firm 
characteristics is the independent variable proxies by firm age, firm size, sales growth, liquidity and 
leverage. The population of the study consists of twenty-two (22) listed consumer goods companies as at 
31st December, 2016. Eighteen of the listed consumer goods companies are selected to form the sample 
of the study for the period of six years (2011-2016). The study employed multiple regressions as tool for 
analysis. Secondary data obtained from the financial statements of the companies were analyzed. Panel 
data techniques through random effects model was more appropriate for the study. The results show that 
firm size, sales growth and leverage have significant effects on profitability. In contrast, firm age and 
liquidity are not significantly affecting profitability of listed consumer goods companies in Nigeria. The 
study therefore recommended that, consumer goods companies in Nigeria should conduct careful 
evaluation and take into consideration the firm characteristics (firm size, sales growth, and leverage) that 
affect the profits of the company before making major business decisions as this will help in improving 



Effect of Firm Attributes on Market Value of Listed Industrial Goods Firms in Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 145 
 

their profitability. Uwuigbe et al (2016) examined the effect of corporate attributes on the profitability of 
companies by employing the annual reports of thirty selected companies listed on the Nigerian Stock 
Exchange (NSE) for a period of 5 years (2007-2011). They used Ordinary Least Square (OLS) regression 
to test for the effects of the selected corporate attributes on profitability. They tested for the relationship 
between leverage, firm size, firm age and return on assets using Pearson’s product moment correlation 
coefficient. Of the three corporate attributes employed in the study, only firm age showed a positive 
statistically significant relationship with profitability measured by return on assets. They therefore 
observed that older firms perform better than younger ones. They recommended that companies should 
pay adequate attention to financial leverage, because firms that are highly leveraged are at the risk of 
insolvency.  
 

Mohammed and Usman (2016) examined the impact of corporate attributes on the profitability of listed 
pharmaceutical firms in Nigeria using a panel data of five sampled firms for a period of ten years (2004-
2013). They extracted data from the annual accounts of the selected firms. Multiple regression technique 
was employed to examine the influence of corporate attributes on the profitability of listed pharmaceutical 
firms in Nigeria. The study reveals that firm size, leverage, and growth have positive and significant 
relationship with profitability implying that they have impact in increasing share price. However, the 
relationship between liquidity and profitability was found to be insignificant and negative, indicating that 
liquidity has no influence in enhancing share price of listed pharmaceutical firms in Nigeria. The study 
therefore, recommended that firm size, leverage, and firm growth should be enhanced in view of their 
influence in increasing profitability, while liquidity should not be given any attention in an effort to raise 
profit. Idris and Bala (2015) carried out a study on the effect of firm specific characteristics on 
profitability of listed Foods and Beverage companies in Nigeria. They studied 9 firms out of a population 
of 21 firms using OLS regression for a period of 7 years from 2007-2013. Their finding revealed that firm 
specific characteristics have both positive and negative significant effects on profitability measured by 
stock market returns. They therefore, recommended that firms should pay more attention to those factors 
that are peculiar to their industry environment. Hassan (2014) investigated firm attributes and earnings 
quality of listed oil and gas companies in Nigeria for the period of 2007-2011. The listed oil and gas firms 
are nine (9) in numbers out of which a sample of seven (7) were used for the study. Firm attributes as the 
independent variable was proxy with firm size, leverage, institutional ownership, profitability, liquidity 
and firm growth, while the residuals from the modified Jones model was used to proxy earnings quality. 
The study adopts multiple panel regression techniques and data were collected from secondary source 
through the annual reports and accounts of the firms. The findings revealed that leverage, liquidity and 
firm growth has a significant positive impact on earnings quality while firm size, institutional ownership 
and profitability have a significant but negative influence on earnings quality of listed oil and gas 
companies in Nigeria. It is recommended among others that the oil and gas companies may choose to go 
for more debt especially where the interest rate is considerably low and also increase their liquidity asset 
and turnover as it has been found empirically to enhance the quality of the firms reported earnings. 
 

Theoretical Framework 
 

Stewardship theory 
 

The stewardship theory was propounded by Donaldson and Davis (1991). The theory is based on the 
assumption that the interest of shareholders and the interest of management are aligned; therefore, 
management is motivated to take decisions that would maximize performance and the total value of the 
organization. The theory believes that there is greater utility in cooperative than individualistic behaviour 
and hence whilst the actions of management would be maximizing shareholders‟ wealth, it would at the 
same time be meeting their personal needs. The managers protect and maximize shareholder’s wealth 
through organization performance, because by so doing, their utility functions are maximized (Davis et 
al., 1997). To achieve this goal congruent, the shareholders must put in place appropriate empowering 
governance structures and mechanisms, information and authority to facilitate the autonomy of 
management to take decisions that would maximize their utility as they achieve organizational rather than 
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self-serving objectives. For Chief Executive Officers (CEO) who are stewards, their pro-organizational 
actions are best facilitated when the corporate governance structures give them high authority and 
discretion (Donaldson and Davis, 1991).   
 

Stakeholder’s theory  
 

Freeman (1998) as cited in (Branco and Rodrigues, 2007) defined stakeholders as groups and individuals 
who benefit from, or are harmed by, and whose right are violated or respected by corporate actions. 
Clarkson (1995) distinguishes primary and secondary stakeholders. Primary stakeholders are those 
“without whose continuing participation the corporation cannot survive as a going concern” (Shareholders 
and investors, employees, customers and suppliers, and also government and community that “provides 
infrastructures and markets, whose laws and regulations must be obey, and to whom taxes and other 
obligations may be due”) Whereas secondary stakeholders are “ those who influence or affect, or are 
influenced or affected by, the corporation, but are not engage in transactions with the corporation and are 
not essential for its survival. One of the assumptions behind much financial theory is that the only goal of 
a company is to maximize its value, and thus maximize the wealth of the shareholders. This assumption 
implicitly states that shareholders are only interested in increasing their personal wealth. Any action taken 
by management that does not result in increased wealth is, therefore, not in their interest. If management 
does not act according to the owners’ preferences an agency problem occurs. Stakeholder theory holds 
that maximizing the value of one’s stakeholders will also maximize the value of the whole company. This 
was the original thought of Freeman (1984), but there is still some doubt whether this is, in fact, true. So 
far the evidence linking stakeholder theory with improved financial performance is limited, and only few 
have attempted a thorough analysis of the relationship. Jensen (2001) emphasizes that, management 
should only focus on maximizing the total value of the company. By total value he refers not only to the 
value of the equity, but also the value of all other financial claims such as debt and preferred stock. He 
argued further that, for management to be effective, the objective function of the company must contain 
only one objective 
 

Resource based Theory 
 

Resource based theory which was propounded by Wernerfelt in the year 1984. Pearce and Robinson 
(2011) define the resource-based theory (RBT) as a method of analyzing and identifying a firm’s strategic 
advantages based on examining its distinct combination of assets, skills, capabilities, and intangibles as an 
organization. This theory is concerned with internal firm characteristics and their effect on firm 
performance. It views the firm as a bundle of resources which are combined to create organizational 
capabilities which it can use to earn above average profitability (Grant, 1991). Each firm develops 
competencies from these resources, and when they are well developed, these become the source of the 
firm’s competitive advantages. This theory will aide in explaining profitability variation of intra industry 
firms as it specifically addresses firm characteristics rather than industry factors. The financial resources 
are normally measured by leverage ratios which enable the firm to increase its project financing by 
borrowing from debt providers. Liquidity measures also the spontaneous financial resources available to 
conduct normal business operations. The physical resources as measured by the assets size is one of the 
tangible resources the firm can use to gain competitive advantage, whereas business experience of the 
firm gives the firm organizational capabilities that it can use to gain a competitive advantage over its 
competitors thus being able to earn an above average financial performance. 
 

METHODOLOGY 
This study adopted the ex post facto research design since the study is a secondary data research. 
Population of the study consists of thirteen (13) listed industrial goods firm operating on the Nigeria 
Exchange Group (NGX) as at 31st December 2021. The sample size is 10 and purposive sampling 
technique was adopted. Data required for this study were obtained from audited financial statements and 
annual reports of the listed industrial goods firms in Nigeria 10 years under consideration and from the 
Nigerian Stock Exchange fact book. The inferential analyses will also involve the application of the 
appropriate statistical technique of Panel Regression Analysis; this is due to the nature of the data. 
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Panel regression model 
LogMP= β0 + β1LogFS+ β2LogLQ +β2LogMO + ϵit.............................................................… (1) 
Where: 
MP= Market Price 
FS = Firm Size 
LQ= Liquidity 
MO= Managerial Ownership 
ϵit      =   Stochastic Error term 
Variable Measurement  
Dependent variable Variable 

Label 
Measurement Source 

Market Price MP Market price per share for the year Idris & Bala,(2015) 

Independent 
Variables    

Firm size  FS 
 
Natural logarithm of total assets 

Uzoka et al, 2020                            

Liquidity LQ Current assets/ current liability 
 

Amahalu et al (2018) 

Control Variables    

Managerial 
ownership  MO 

Proportion of shares held by the 
directors and management of firms  
 

Idris & Bala,(2015) 

Source: Researcher Compilation (2022) 
 
RESULT AND DISCUSSION 
 

Descriptive StatisticS 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review 
 

Table 4.1: Descriptive Statistics Result 
 MP FS LQ MO 
 Mean  16.48400  7.371000  0.246900  0.033600 
 Median  15.97000  7.740000  0.230000  0.030000 
 Maximum  26.54000  8.680000  0.560000  0.090000 
 Minimum  10.56000  5.020000  0.070000  0.010000 
 Std. Dev.  2.906953  0.929189  0.088463  0.021580 
 Skewness  0.783131 -1.092411  0.509636  0.971183 
 Kurtosis  4.067991  3.200054  3.505296  3.263762 
 Jarque-Bera  14.97408  20.05614  5.392660  16.00983 
 Probability  0.000560  0.000044  0.067453  0.000334 
 Sum  1648.400  737.1000  24.69000  3.360000 
 Sum Sq. Dev.  836.5872  85.47590  0.774739  0.046104 
     
 Observations  100  100  100  100 
Source: E-View 10 Output (2022) 
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Table 4.1 presented the descriptive statistics for the dependent, independent and control variables market 
price (MP), firm size (FS), liquidity (LQ) and managerial ownership (MO). The standard deviation of the 
variables ranges from 0.021580 to 2.90695. Liquidity have the lowest standard deviation of 0.08846 
followed by firm size 0.92918 and market price 2.90695. The Table also indicated an average value of 
16.4840 for market price, 7.37100 for firm size and 0.24690 for liquidity. The minimum and maximum 
values of market price during the study period are 10.560 and 26.560 respectively. These values imply 
that some sampled companies were actually good in share during the study period stood at 10.56. This 
further corroborates the inference of earlier revealed by the mean of MP.  More also firm size and 
liquidity has an average value of 7.3710 and 0.246900 respectively. The minimum and maximum values 
of firm size and liquidity during the study period are 5.0200 and 0.07000 for minimum while maximum is 
8.6800 and 0.56000 respectively. The implied that the minimum and maximum firm size and liquidity on 
the sampled companies during the study period Kurtosis value measures the peakness and flatness of the 
distribution of the series. If Kurtosis value is less than 3, it means the distribution of the variable is 
normal, but when it is more than 3, the distribution of the variable is said to be abnormal 
Table 4.2: CorrelationMatrix 
 MP FS LQ MO 
MP 1.00000    

FS 
-
0.00914 1.00000   

LQ 
-
0.20097 0.285022 1.00000  

MO 
-
0.09014 0.050495 

-
0.04119 1.00000 

Source: E-View 10 Output (2022) 
 

In table 4.2 correlation analysis, which is used to quantify the association between two continuous 
variables (e.g., between an independent and a dependent variable or between two independent variables).  
In correlation analysis, we estimate a sample correlation coefficient, more specifically the Pearson 
Product Moment correlation coefficient. The sample correlation coefficient, denoted r, ranges between -1 
and +1 and quantifies the direction and strength of the linear association between the two variables. The 
correlation between two variables can be positive (i.e., higher levels of one variable are associated with 
higher levels of the other) or negative (i.e., higher levels of one variable are associated with lower levels 
of the other). The sign of the correlation coefficient indicates the direction of the association. The 
magnitude of the correlation coefficient indicates the strength of the association. The analysis continues in 
this section in determining the degree of linear association between the boards attributes variables in pairs 
employing E-views 10 Statistical package. The result presented above confirms that firm size 0.00914 and 
liquidity 020097 have a strong positive and negative 
 

Fixed Effect Likelihood Ratio Test 
 

The Fixed Effect Likelihood Ratio test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. Due to the panel nature 
of the data set, both pooled effect and fixed effect regressions were run (as shown in appendix 4 and 5 as 
attached). Fixed effect likelihood ratiospecification test was then conducted to choose the preferred model 
between the pooled effect and the fixed effect regression models. The test basically checked if the error 
terms were correlated with the regressors. Thus, the decision rule for the fixed effect likelihood 
ratiospecification is stated thus; at 5% Level of significance: 
H0: Pooled effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
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preferred model is fixed effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the fixed effect model is to be rejected). 
 

Table 4.3: Fixed Effect Likelihood Ratio Table 
 

Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  
          Effects Test Statistic   d.f.  Prob.  
          Cross-section F 1.792714 (9,87) 0.0810 
Cross-section Chi-square 17.012513 9 0.0485 
          Source:E-View 10 Output (2022) 

 

The Result of fixed effect likelihood ratio test shows that chi-square statistics value is 17.0125 while the 
probability values of is 0.0485. This implies that there is enough evidence to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis. It thus stands that 
error component model (pooled effect) estimator is not appropriate because the pooled effects are 
probably correlated with one or more regressors. Thus, the most consistent and efficient estimation for the 
study, given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data (given the two options as encapsulated above), because the likelihood 
ratio test statistics as represented by corresponding probability value is greater than 5%. It is most logical 
therefore to proceed to another test which is the hausman test, which will show the appropriateness of 
otherwise of using the fixed effect model or the random effect model. 
 

Hausman Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Due to the panel nature of the data set 
utilized in this study, both fixed effect and random effect regressions were run. Hausman specification 
test was then conducted to choose the preferred model between the fixed effect and the random effect 
regression models. The test basically checked if the error terms were correlated with the regressors. Thus, 
the decision rule for the Hausman specification test is stated thus; at 5% Level of significance: 
H0: Random effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Table 4.4: Hausman Test 
 

Correlated Random Effects - Hausman Test  
Equation: Untitled   
Test cross-section random effects  
          
Test Summary 

Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  
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Cross-section random 0.376505 3 0.9451 
          Source: E-View 10 Output (2022) 

 

The Result of Hausman test shows that chi-square statistics value is 0.37650 while the probability values 
of it is 0.9451. This implies that there is enough evidence to accept the null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (Random effect) estimator is the most appropriate because the fixed effects are not well correlated 
with the regressors. Thus, the most consistent and efficient estimation for the study is the random effect 
cross-sectional model. Consequently, the result suggests that the random effect regression model is most 
appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is greater than 5%. 
 

Table 4.5: Panel Regression Result (Random Effect) 
 

Dependent Variable: LOGMP   
Method: Panel EGLS (Cross-section random effects) 
Date: 08/12/22   Time: 04:54   
Sample: 2012 2021   
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 2.474822 0.374929 6.600780 0.0000 
LOGFS 0.054439 0.164395 0.331149 0.7413 
LOGLQ -0.097277 0.047412 -2.051736 0.0429 
LOGMO -0.017167 0.028217 -0.608378 0.5444 
           Effects Specification   
   S.D.   Rho   
          Cross-section random 0.064729 0.1354 
Idiosyncratic random 0.163597 0.8646 
           Weighted Statistics   
          R-squared 0.514730     Mean dependent var 1.740405 
Adjusted R-squared 0.504877     S.D. dependent var 0.162559 
S.E. of regression 0.161346     Sum squared resid 2.499112 
F-statistic 1.498370     Durbin-Watson stat 1.822676 
Prob(F-statistic) 0.019930    
          Source: E-View 10 Output (2022) 

 

From table 4.4 above, the coefficient of multiple determinations (R2) is 0.514730 and In line with the 
panel nature of the data used in this study, the regression model shows that the range of values between 
adjusted R2 and R2 falls between 51%, and 50% respectively. This indicates that about 51% of the total 
variations in market price (MP) is explained by the variations in the independent variables (FS, LQ and 
MO), while the remaining 49% of the variation in the model is captured by the error term, which further 
indicates that the line of best fit is highly fitted. The panel regression result (PRR)result for the sampled 
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industrial goods firm as presented in table 4.4 above showed that there is a positive relationship between 
firm size, liquidity and market price as explained by a coefficient value of 0.05443 and a t-Statistic of 
0.33114 with a corresponding P value of 0.7413. This revealed that a one-unit increase in firm size lead to 
0.7413 units decrease in market price, more also liquidity (LQ) of the sampled industrial goods firms 
during the study period has a negative relationship with market price as explained by the coefficient of -
0.09727 and a t-Statistic of -2.05173 with a corresponding P-Value of 0.0429. However, respective 
probability values, the parameter estimate for FS is not statistically significant, given that the individual 
probability is 0.7413 which is greater than 5%, while that of LQ is statistically significant, given that the 
individual probability is 0.0429 which is less than 5%. However, when taken collectively, the regressors 
(FS and LQ) against the regressed (MP), the value of F-statistic is 1.49837 and the value of the 
probability of F-statistic is 0.01993. This result implies that the overall regression is both positive and 
statistically significant at 5%. 
 

Discussion of Findings 
 

This study examined effect of firm attribute on market value of listed industrial goods firms in Nigeria. 
Specifically, this study sought to determine the effect of firm size and liquidity on market price of listed 
industrial goods firm in Nigeria. Therefore, the findings of this study are on the basis of formulated 
hypotheses, models and analysis carried out. This study found that generally, firm attribute measured as 
firm size and liquidity significantly affect market price of listed industrial goods firm in Nigeria. 
However, the findings from this study are compared with that of previous studies. Firstly, assessment of 
effect of firm attribute (proxy with firm size) on market value (proxy with market price) of listed 
industrial goods firm in Nigeria revealed that a negative significant effect of firm size on market price of 
listed industrial goods firm in Nigeria. The findings disagree with the findings of Dioha et al, (2018) and 
Uwuigbe et al (2016) who documented evidence of a positive association between firm size and 
profitability of firms. Secondly, investigation on effect of liquidity on market price of listed industrial 
goods firm in Nigeria revealed that liquidity has positive and significantly effect on market price of listed 
industrial goods firm in Nigeria. The result did not agree to the findings of Muhammed & Usman (2016) 
who found a negative association between liquidity and market value of firms.  
 

CONCLUSION AND RECOMMENDATIONS 
 

The study was basically undertaken to examine the effect of firm attribute on market value of listed 
industrial goods firms in Nigeria from 2012-2021 in Nigeria. The firm attribute and variables have a 
significant effect on the market value in Nigeria which has caused an increase in the market price. 
Therefore, study concludes that firm’s attributes has contributed immensely to the market value of 
industrial good firm in Nigeria. Based on the findings of this study and the conclusion made, the 
following recommendations are made to management of industrial goods firm in Nigeria:  
 

i. Management of industrial goods firms should consider increasing the size of their firms, this will 
enable them enjoy the benefit of economic of scale, which can positively impact on their market 
value. 

ii. Management of industrial goods firms should increase their liquidity policy, as serving high 
liquidity may not pose challenges to the survival and market value of the firm. 
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Abstract 
 

The essence of any financial statement is to provide information on financial performance, and financial position for the 
purpose of making economic decision by the users. This study examines effect of earnings management on the financial 
performance of manufacturing firms in Nigeria. The expo-facto research design with specific focus on the longitudinal 
Panel was adopted with the used of secondary data from annual report of listed manufacturing firms. The convenient 
sampling technique was employed in selecting the 10 firms out the listed manufacturing firms in Nigeria for 2012-2021 
financial years.  Panel regression analysis was used to analyze result with the aid of E-views 10. The finding revealed that 
discretionary accruals has positive significant effect on financial performance while firm size and net profit margin also 
has positive significant effect on financial performance. The study concludes that earnings management has contributed 
immensely to the financial performance of manufacturing firm in Nigeria. The study recommend that management of 
manufacturing firms should improve ore on the net profit margin and should consider increasing the size of their firms, 
this will enable them enjoy the benefit of economic of scale, which can positively impact on their financial performance.  
 

Keywords: Earnings Management, Discretionary Accruals, Firm Size, Net Profit Margin 

INTRODUCTION 
 

International Accounting Standard Board (IASB) 2001 stated that the primary objective of a financial 
statement is to provide information about a firm statement of financial position, statement of performance, 
cash flow statement and statement of changes in equity for the purpose of making economic decision by 
the interested stakeholders such as customers, employees, suppliers, government, creditors etc. Financial 
statement presents information that helps interested stakeholders and potential users to take appropriate 
decision and act rationally. Financial statements are very important because it shows how well 
management has used the resources committed to them in a period and it is also used to measure 
management performance. Therefore, management will try to make a financial statement in such a way 
that the performance of the company looks good in the financial statements. Due to the important role of 
financial statements in demonstrating the performance of a company, the management will try to mislead 
investors or the owner of the company to avoid the confidentiality of the actual condition of the financial 
statement. One way that is often applied to mislead the owner of the company or investors and other users 
of financial statement is through earnings management, because earning management is the safest and 
legal ways of manipulating financial report, and this approach does not violate generally accepted 
accounting principles (Haryudanto & Yuyetta, 2011). Accounting policies allow managers considerable 
discretion, especially regarding accruals. Company Managers are permitted to exercise judgment in their 
financial reports which creates the opportunity for managers to select accounting and reporting 
framework or method that could mislead the users of financial statements. This unscrupulous behaviour 
of managers is generally referred to as the concept of earnings management articulated by Healy and 
Wahlen (1999). 
 

Earnings management is seen as accounting practices by management intended to influence or 
misrepresent reported earnings using accounting methods or accelerating expense or under accruing 
expense or untimely recognition or deferment of revenue transactions (depending on target objective) or 
using other methods crafted to influence earnings. The term is usually use  to refer to “systematic 
misrepresentation of the true income and assets of corporations or other organizations” (Omoye and Eriki, 
2014) or innovative ways of characterizing income, assets and liabilities (Donaldson and Werhane 
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2009).unscrupulous earnings management accrue when owners/managers intentionally select financial 
reporting and accounting methods to either mislead stakeholders about the underlying economic 
performance of the firm or to influence contractual outcomes to their benefit (Healy &Wahlen 1999). 
Earnings management occurs when managers use judgment in the financial reporting and in structuring 
transactions to alter financial reports to either mislead some stakeholders about the underlying economic 
performance of the company, or to influence contractual outcomes that depend on reported accounting 
numbers Discretionary accrualsarepart of total accruals, which are not directly observable, and they are 
easily to manipulate by the company. Accounting items which are documented inside financial statements 
according to the accrual basis principle, in spite of the absence of any financial manifestation and because 
of their discretionary identification they could be manipulated by managers according to a particular legal 
or illegal policy of reporting. Discretionary accruals represent that part of total accruals which mainly 
impact on earnings quality. In earnings, management research found the use of discretionary accruals to 
change the reported income between two fiscal periods. Earnings have two components: cash flow from 
operating activities and total accruals. Total accruals are assessments and management estimates of cash 
flows to make accounting profit reflect better economic performance, total accruals resulting from the 
amount of accrual discretion and non-discretionary accruals (Demirkan et al., 2012). 
 

Firm size can be measured in different ways and by applying various methods. The commonly used 
method for financial analysis is the use of profitability ratios as key measures of firms’ overall efficiency 
and performance. Various studies examined different variables that may influence firm performance as 
the survival or business success mostly depends on the profitability of the firm. In this way the present 
study has been initiated to identify the effects of firm size on profitability of the listed manufacturing 
firms in Sri Lanka. The size of a firm is the amount and variety of production capacity and ability a firm 
possesses or the amount and variety of services a firm can provide concurrently to its customers. The size 
of a firm is a primary factor in determining the profitability of a firm due to the concept known as 
economies of scale which can be found in the traditional neo classical view of the firm. It reveals that 
contradictory to smaller firms, items can be produced on much lower costs by bigger firms. In accordance 
with this concept, a positive relationship between firm size and profitability is expected. Contrary to this, 
alternative theories of the firms advise that larger firms come under the control of managers pursuing self-
interested goals and therefore managerial utility maximization function may substitute profit 
maximization of the firms’ objective function. In determining the business success of a firm, profitability 
performs a dynamic role. Profitability is the amount of money a firm can engender with whatever 
resources the firm has. The eventual goal for any organization is maximizing its profitability. 
Consequently, firms can reap out the benefits associated with the increased profitability. 
 

Net profit margin, or simply net margin, measures how much net income or profit is generated as a 
percentage of revenue. It is the ratio of net profits to revenue for a company or business segment. Net 
profit margin is typically expressed as a percentage but can also be represented in decimal form. The net 
profit margin illustrates how much of each dollar in revenue collected by a company translates into 
profit.Net profit margin is one of the most important indicators of a company's financial health. By 
tracking increases and decreases in its net profit margin, a company can assess whether current practices 
are working, and forecast profits based on revenues. Because companies express net profit margin as a 
percentage rather than a dollar amount, it is possible to compare the profitability of two or more 
businesses regardless of size.Investors can assess if a company's management is generating enough 
profit from its sales and whether operating costs and overhead costs are being contained. For example, a 
company can have growing revenue, but if its operating costs are increasing at a faster rate than revenue, 
its net profit margin will shrink. Ideally, investors want to see a track record of expanding margins, 
meaning that the net profit margin is rising over time. Financial performance is ‟a subjective measure of 
how well a firm can use assets from its primary mode of business and generate revenues. The term is also 
used as a general measure of a firm's overall financial health over a given period. Analysts and investors 
use financial performance to compare similar firms across the same industry or to compare industries or 
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sectors in aggregate. To that extent, there are many ways to measure financial performance, but all 
measures should be taken in aggregate. Line items, such as revenue from operations, operating income, or 
cash flow from operations can be used, as well as total unit sales. Furthermore, the analyst or investor 
may wish to look deeper into financial statements and seek out margin growth rates or any declining debt. 
Previous research has found evidence that accrual accounting has been performed in various forms. For 
example, research has found the existence of executive incentives to manipulate earnings to meet the 
thresholds laid down in their bonus scheme contracts (Healy, 1985). Indicate that managers will 
manipulate earnings to reach such threshold as positive earnings, positive performance of previous period, 
and expectation analysis. The efficient contracting perspective of accounting choices provides evidence 
consistent with the idea that managers exercise accounting discretion to increase their compensation, 
avoid debt covenants violation, and reduce the chance of exposure to political or governmental intrusions 
into their business’s affairs. Management may also tend to smooth the reported earnings to meet 
investors’ expectations of future cash flows. 
 

Many studies have been undertaken in the area of earnings management both in Nigeria and other 
jurisdictions. Many of these studies examined the association between earnings management and 
corporate governance and/or performance (for example, Egbunike et al., 2015; Omoye and Eriki, 2014); 
some examined the effect of corporate governance and ownership structure on earnings management (for 
example, Ogbonnaya et al., 2016) while other studies explored the ways of detecting earnings 
management (for example, Vladu and Cuzdriorean, 2014). Hosho et al. (2013) were concerned with 
detection of creative accounting related fraud. Literature has not revealed significant studies on the effect 
of earnings management on the going concern and survival of manufacturing companies in Nigeria. This 
current study is timely and relevant at least for filling this identified gap in literature which calls further 
attention to the danger of any “innovative” accounting practice on the growth and survival of any entity. 
The study has the following null hypothesis 
 

HO1: Discretionary accruals do not have significant relationship with financial performance of listed 
manufacturing firms in Nigeria. 
HO2: There is no significant relationship between firms’ size and financial performance of listed 
manufacturing firms in Nigeria. 
HO3: Net profit margin has no significant relationship with financial performance of listed manufacturing 
firms in Nigeria. 
 

LITERATURE REVIEW  
 

Conceptual Review  
 

Earnings Management 
 

Earning is the company's net profit generated from its activities which has been described as the most 
imperative element in the financial statements as they are indicative of the level at which the management 
has utilized the specific resources of the organization during the accounting period (Okolie, 2014). 
Earnings symbolize the track of allocation of resource in the stock markets as the speculative company's 
share value is the present value of its future earnings. Thus, an improved earning is an indication of an 
improvement in the value of the company and vice versa (Okolie, 2014). Giving the relevance of earnings 
in the financial statements for the purpose of determining the value of a corporate entity, the item has 
been described as a manipulative tool by the management in order to achieve a predetermined objective 
(Schipper, 1989). Earnings management can be defined as determined intrusion in the accounting reports 
with the intention of achieving various selfish interests. Healy and Wahlen (1999) emphasized that 
“earnings management occurs when management uses judgment in financial reporting and in structuring 
transactions to alter financial reports to either mislead some stakeholders about underlining economic 
performance of the company or to influence contractual outcomes that depend on reported accounting 
numbers,  
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Measurement of Earnings Management 
 

The first measure of financial reporting quality examined is that based on the model developed in Jones 
(1991). This model focuses on calculating the discretionary portion of total accruals, which is then used as 
a measure of earnings management. To partition total accruals into its discretionary and non-discretionary 
components, Jones (1991) used the following expectations model for total accruals to control for changes 
in the firm’s economic circumstances:  
 

TAit /Ait-1=ai{1/Ait-1} +β1i{ΔRΕV 1/Ait-1}+ β2i{PPΕit/Ait-1} + ε i,t 
 

Where:  
 

TAit = Total accruals in year t for firm i;  
Ait-1 = Total assets in year t-1 for firm i; 
ΔRΕVit =Revenues in year t less revenues in year t-1 form firm i; 
PPΕit =Gross property, plant and equipment in year t for firm I; 
 ε i,t = Error term in year t for firm i.  
 

The change in revenues and gross property, plant and equipment were included in the above model to 
control for changes in non-discretionary accruals due to changing conditions. The changes in revenues 
was included as it was assumed to be an objective measure of the firms’ operations before any 
manipulation by management, whereas gross property, plant and equipment was included to control for 
the non-discretionary depreciation expenses (Jones 1991).  
 

Modified Jones Model 
 

This model uses a modification of the original Jones (1991) model as proposed by Francis et al. (2005). 
They included the change in accounts receivable in the estimation model for normal or non-discretionary 
accruals (i.e., equation (1) above). This was done based on the reasoning that, not doing so, would 
produce values for abnormal (discretionary) accruals that are not centred on zero when the mean ΔRΕV is 
not zero (Francis et al. 2005). The equation (1) above became  
TAit /Ait-1= ai{1/Ait-1} +β1i{ΔRΕV 1/Ait-1} + β2i{PPΕit/Ait-1} + ε i,t 
 

Where:  
 

TAit = Total accruals in year t for firm i; (measured by operating profit after tax-cash flow operations).  
Ait-1 = Total assets in year t-1 for firm i; 
ΔRΕVit = Revenues in year t less revenues in year t-1 form firm i; 
PPΕit =Gross property, plant and equipment in year t for firm I; 
 ε i,t = Error term in year t for firm i  
 

Discretionary Accrual-Based Earnings Management 
 

Accrual is defined as the difference between net income and actual cash flow from operating activities. A 
fundamental feature of accruals is that they tend to revert over time, which may cause any predetermined 
earnings management to be entirely unsuccessful when considered in its entirety over a period of time 
(Dharan, 2003). The implication of this is that executives who adopt accrual earnings management may 
not depend on accruals alone to present robust earnings. Generally, Accrual-based earnings management 
allow managers considerable discretion in the financial information provided, especially in relation to 
accruals. Accrual-based earnings management refers to managers ‘opportunistic use of the flexibility 
allowed under GAAP to change reported earnings without any cash flow consequences. Since some 
accounting decisions involve accruals, accruals are a standard part of a firm ‘s transactions and are likely 
to reverse over time. Accruals represent the differences between earnings and cash flows. To illustrate, 
accruals can be created by selling on credit because the sale is recognized along with a receivable. Then, a 
receivable disappears when cash is received (McVay 2006; Mohanram 2003). If a firm is aggressive with 
its accounting, it can borrow earnings from future periods, through the acceleration of revenues or 
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deceleration of expenses to increase current earnings. Because of the reversing nature of accruals, in the 
future, earnings will be automatically lowered by the amount of earnings that was accelerated in the prior 
period. On the other hand, if a firm is conservative, it will save up earnings for the future (Mohanram 
2003). The most studied method to test for earnings management is the accrual-based examination 
method. Scholars agree that accruals can be used as a device to convey private information that is easier 
to manipulate and has no direct cash flow consequences (Healy 1985; Healy & Palepu 1993; Jones 1991; 
McNichols & Wilson 1988; Rangan 1998; Roychowdhury 2006; Seger 2007; Spohr 2004; Teoh, Welch 
& Wong 1998b). Discretionary accruals are usually measure by: 
 

���, = ���, ��,(�−1+�)/2 − ����,� 
 

Firm Size 
 

The concept of firm size is related to the number of resources owned by the company; the size of a firm 
can be presented by total assets, number of sales, average sale and average total assets. Assets size is 
considered to be the most appropriate as a proxy for firm size (makaryanawati, 2003).It is often argued 
the larger the firm the less likely they may want to engage in creative accounting practices and the more 
likely they will be concerned with improving the quality of financial reporting. Firm size is measure by 
log of total assets 
 

Net Profit Margin 
 

Net Profit Margin (also known as “Profit Margin” or “Net Profit Margin Ratio”) is a financial ratio used 
to calculate the percentage of profit a company produces from its total revenue. It measures the amount of 
net profit a company obtains per dollar of revenue gained. The net profit margin is equal to net profit (net 
income) divided by total revenue, expressed as a percentage. 
 

Net Profit margin = Net Profit ⁄ Total revenue x 100 
 

Financial performance 
 

A company financial performance is very important to institutional investors, stakeholders, and the 
public. Financial performance shows a company's financial position that is analyzed through a series of 
financial analysis tools; it helps to know the position and level of soundness of the company's financial 
position that can also reflect work performance in a certain period. The concept of financial performance 
according to Shahnia&Endri (2020) is a set of financial activities over a certain period reported in the 
financial statements and income statement. Meanwhile, according to Doorasamy (2016) financial 
performance as an analysis conducted to determine the extent to which a company has carried out 
financial procedures and is good and right. According to Prabowo&Korsakul (2019) convinced that the 
true parameters of financial performance are the income statement, and net income and expenses. The 
benefits of this performance appraisal include measure the achievements of the company in a certain 
period, see the company’s overall performance, as a basis for determining future corporate strategy, 
provide direction in decision making, as well as   basis for determining investment policies for 
investors.Financial Performance is the Subjective measure of how well a firm can use assets from its 
primary mode of business and generate revenues. This term is also used as a general measure of a firm's 
overall financial health over a given period and can be used to compare similar firms across the same 
industry or to compare industries or sectors in aggregation (Fama, 1992). 
 

Empirical Review 
 

Ubesie, et. al. (2020) did an appraisal of the Impact of Earnings Management on Financial Performance 
of Consumer Goods Firms in Nigeria; the main objective of this study was to determine the impact of 
Earnings Management on financial performance of consumer goods firms in Nigeria. The study adopted 
the ex-post facto research design and used simple regression analysis for analyzing the pooled secondary 
data obtained from three selected consumer goods firms in Nigeria. The dependent variable in this study 
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is financial performance proxy by Total Assets, Equity and Total liability of the firms while Earnings 
Management is the independent variable (proxy by Net profit or Profit for the Year). The findings show 
that Earnings Management does not have significant impact on financial performance of consumer goods 
firms in Nigeria. The study recommended that there should be conscious effort by management of 
consumer goods firms to improve the earnings management situation to impact on financial performance 
of the sector. Okafor, Tochukwu Gloria (Phd) And Ezeagba, Charles Emenike (2018) investigating the 
effect of Earnings Management on Performance of Corporate Organizations in Nigeria. To achieve the 
objective of this study, a total of 17 firms quoted in the Nigerian stock exchange market under the 
consumer goods sector were selected and analyzed. The data for the study were extracted from corporate 
annual reports and accounts of selected firms for the period 2010-2014.The study adopted Jones model. 
Earnings management was measured by non-discretionary accruals obtained from modified Jones model 
and firm’s performance estimated by return on shareholders’ fund (ROSF), return on capital employed 
(ROCE), net profit after tax (PAT) and return on assets (ROA). Four research hypotheses were 
formulated for the study. The study adopted simple regression techniques for analysis with the aid of 
Statistical Package for Social Sciences (SPSS) version 20. The study found that earnings management has 
negative, but insignificant effect on the performance of corporate firms. Consequent upon this study, it 
was recommended that further research should be carried out on earnings management as it affects the 
performance of corporate firms in the entire sectors of the economy to ascertain the major areas where it 
significantly affects performance of firms. This will aid management by exception. 
 

HauwaSaiduEtal (2017) assessed the impact of Earnings Management on Financial Performance of Listed 
Deposit Money Banks in Nigeria, this study examines the impact of earnings management on the 
financial performance of listed deposit money banks in Nigeria. Data was extracted from the annual 
report and accounts of 5 sampled banks for the period 2011-2015. Loan loss provision was used as a 
proxy for earnings management while return on assets (ROA) was used as proxy for banks performance. 
The study employed linear regression of pooled ordinary lease square for data analysis. Findings from the 
study revealed that earnings management exist in the Nigerian Money Deposit Banks. However, the study 
could not establish any statistically significant impact of earnings management on ROA. It is therefore, 
recommended that even though the relationship between the variables are not significant, proper, and 
adequate measures should be put in place for the evaluation, examination and scrutinization of financial 
statement of DMBs. Ali et. al. (2015), researched on the effect of Financial Performance on Earnings 
Management in the Drug Distribution Industry, Purpose. Research design, data, and methodology the 
sample consisted of 312 company-years from companies in the pharmaceutical distribution industry listed 
on the Tehran Stock Exchange. A study period from 2004 to 2014 was selected. In this study, a model for 
measuring the performance of the net profits to total assets of a division of Jones was used to measure 
earnings management. Results This study found a negative correlation between corporate performance 
and earnings management. Conclusions The results for the earnings management company indicated a 
significant inverse relationship. Therefore, the company’s performance weakened as its earnings 
management activity increased. In other words, the results showed that the company’s performance-based 
accruals earnings management, the actual management of profits, and the general level of earnings 
management had significant inverse relationships variables on firm performance more than doubles when 
discretionary accruals are eliminated from measured profitability 
 

Theoretical Framework 
 

Stewardship theory 
 

The stewardship theory was propounded by Donaldson and Davis (1991). The theory is based on the 
assumption that the interest of shareholders and the interest of management are aligned; therefore, 
management is motivated to take decisions that would maximize performance and the total value of the 
organisation. The theory believes that there is greater utility in cooperative than individualistic behaviour 
and hence whilst the actions of management would be maximizing shareholders‟ wealth, it would at the 
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same time be meeting their personal needs. The managers protect and maximize shareholders wealth 
through organisation performance, because by so doing, their utility functions are maximized (Davis et 
al., 1997). To achieve this goal congruent, the shareholders must put in place appropriate empowering 
governance structures and mechanisms, information and authority to facilitate the autonomy of 
management to take decisions that would maximize their utility as they achieve organisational rather than 
self-serving objectives. For Chief Executive Officers (CEOs) who are stewards, their pro-organisational 
actions are best facilitated when the corporate governance structures give them high authority and 
discretion (Donaldson and Davis, 1991).   
 

Agency Theory 
 

The separation between owners and managers creates an agency relationship. An agency relationship 
exists when one or more persons (the principal or principals) hire another person or persons (the agent or 
agents) as decision-making specialists to perform a service (Ireland, Hoskisson & Hitt, 2011). Top 
managers are hired hands who may very likely be more interested in their personal welfare than that of 
the shareholders (Berle and Means, 1932). Agency problem arises where management emphasises such 
policies that increase the size of the firm or that diversify the firm into unrelated businesses to the 
detriment of the shareholders that result in a reduction of dividends and stock price. Agency theory is 
related to examining and deciding two problems that are prominent in relationship between principals and 
(shareholders) and their agents (board of directors): The agency problem that arises when the desires or 
objectives of the owners and the agent’s conflict or it is difficult or expensive for the owners to verify 
what the agent is doing. The executives may be more interested in increasing their salary than raising 
stock dividends (Olowookere, 2008). The principal-agent problem arises when a principal compensates an 
agent for performing certain act that are useful to the principal and costly to the agent, and where there are 
elements of the performance that are costly to observe. This is the case to some extent for all contracts 
that are written in a world of information asymmetry, uncertainty, and risk. Wheelen and Hunger (2010) 
are of the opinion that, the probability that agency problem will occur increases when shares are owned 
by many dispersed shareholders in which no single investor owns more than a small proportion of the 
entire issued shares. A similar problem will also arise when the corporate board is composed of persons 
who know less about the company or who are personal friends of top management, and when a larger 
percentage of members of the board are executive directors. 
 

Consequently, to curtail the possibility of the ethical threat associated with separation of management 
from control and achieve optimality, principals and agents are involved in contractual agreement 
including the institution of control procedures such as auditing. The principal and agent connection as 
portrayed in agency theory is significant in appreciative of how the phenomenon of an auditor has 
evolved. Agents are appointed by the principals and transfer the authority to make some decisions to 
them. As a result, agents are entrusted with the resources of the firms by the principals. But asymmetric 
information between principals and agents has engendered divergent interests. Subsequently, lack of trust 
in the agents necessitated the initiation of certain control mechanisms, such as the audit, to strengthen this 
trust (Welch, 2003). Agency theory therefore is an important accountability economic theory which 
elucidates the development of audit quality.  
 

Resource Dependence Theory  
 

The resource dependence theory as propounded by Pfeffer (1972), maintains that the board is an essential 
link between the firm and the external resources that a firm need to maximize its performance. According 
to this theory the board is an important strategic resource for the firm in terms of knowledge, contact with 
the business world, source of capital, new markets/competitors, so that increased diversification on the 
board is positive for firm performance (Eklund, Palmberg&Wiberg, 2009). According to Eklund et al. 
(2009), Pfeffer (1972) in the revised edition of the book, holds that resource dependence was originally 
developed to provide an alternative perspective to economic theories of mergers and board interlocks, and 
to understand precisely the type of inter-organizational relations that have played such a large role in 
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recent 'market failures (Pfeffer, 2003). The motivation of those running the organization was to ensure the 
organization's survival and to enhance their own autonomy, while also maintaining stability in the 
organization's exchange relations. These were the drivers behind many of the organization's observed 
actions. Moreover, when it came to explaining strategy, power often trumped profits, an insight distinctly 
at odds with thedominant economic approaches of the time. In the same vein, Hillman and Dalziel (2003) 
proposed an integrated perspective that acknowledges disadvantages in agency theory and that boards 
operate as resource catalysts for organizations by providing linkages to necessary resources. Hillman et al. 
(2003) further enunciate the notion of board wealth, which includes human capital (expertise, experience, 
and reputation) and relational capital. Relational capital is networks and linkages to external 
constituencies.  
 

METHODOLOGY 
 

This study adopts both the ex-post factor and the correlational research design by employing the 
descriptive and inferential statistics method of data analysis using regression analysis method. The ex- 
post factor design involves experimental study of examining the effect of earnings management on the 
financial performance of manufacturing firms in Nigeria. The study shows the empirical analysis of 
annual financial reports of 10 listed manufacturing firms in Nigeria Exchange group and it requires the 
use of inferential statistics for data analysis as a result for the need to test the formulated hypotheses. 
Also, a correlational study tries to measure the degree of relationship between one or more variables for 
making predictions about relationship. The choice of ex-post facto and correlation design is because the 
study aimed at examining effect of earnings management on the financial performance of manufacturing 
firms in Nigeria. The population of the study covers all the listed manufacturing companies in Nigeria 
listed on the Nigerian Exchange Group as at 31st December, 2021.A ten years period covering a period of 
2012-2021 was selected in order to bring a clearer picture of the study during the period under review. A 
sample size of Ten (10) was selected using a purposive or judgmental sampling technique as the basis for 
selection. The data for the sample companies for the period of ten years from (2012-2021) used in this 
study was collected from the secondary sources, basically from the published annual reports of the 
individual companies. 
 

Model Specification 
 

The panel regression analysis was used in this study and the analysis incorporated the descriptive statistic, 
correlation analysis which was conducted to examine the linear association between earnings 
management (EM) on financial performance (FP) of listed manufacturing companies in Nigeria. The 
major choice of using regression and correlation analysis is to be able to model, examine and identify the 
relationship between the hypotheses. The model developed was to determine the effect of earnings 
management using (ROCE) as dependent variable of listed manufacturing companies in Nigeria with 
panel regression model of discretionary accruals (DA) Firms size (FS) and net profit margin (NPM) as the 
explanatory variable. Thus, incorporating these variables into equation 3.1, and specify the model in the 
form in which it can be estimated in line with the research hypotheses stated in chapter one.  model used 
for the study is stated below: 
 

ROCE = βo + β1DA+ β2FS+ β2NPM+ €it……………………………(3.1) 
 

Where: 
 

βo =The autonomous parameter estimate (intercept or constant term) 
β1-β2=Parameter coefficient of Portfolio Management 
ROCE = Return on Capital employed 
FS = Firme Size 
NPM = Net Profit Margin 
€it  = Stochastic Error term  
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RESULT AND DISCUSSION 
 

Discriptive Statistics  
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review 
   
  ROCE      DA       FS      NPM 
 Mean   0.497796 0.269629  29.78444     1.352942 
 Median  0.426090  0.243257  28.10000     1.217400 
 Maximum  1.901235 1.032099  47.10000     5.432100 
 Minimum  0.002240  0.001216  19.80000     0.006400 
 Std. Dev.  0.511891  0.283598  7.497574     1.479736 
 Skewness  0.729643 1.037326  0.879799     1.147934 
 Kurtosis  2.805754 3.428042  2.883013     3.698531 
     
Jarque-Bera  4.063587  8.413877  5.831009     10.79804 
 Probability  0.131100  0.014892  0.054177     0.004521 
     
 Sum       22.40082  12.13329  1340.300    60.88240 
 Sum Sq. Dev. 11.52941  3.538833  2473.399    96.34316 
     
 Observations    45       45          45          45 
   
Source: E- View 10 (2022) 
 

The table above presents the descriptive statistics of the effect of earnings management on the financial 
performance of listed manufacturing firms in Nigeria during the period of 2012-2021.the table shows that 
return on capital employed (ROCE) as measure of financial performance has a mean of 0.497796 with a 
standard deviation of 0.5111891 and a minimum and maximum value of 0.002240 and 1.901235 
respectively. Although the range between the minimum and maximum is wide, it implies a stable 
performance as the standard deviation indicated that there is no wide dispersion of the data from the mean 
value. Discretionary accruals (DA) from the table shows a mean of 0.269629 with a standard deviation of 
0.283598 and the minimum and maximum value of 0.001216 and 1. 032099.Similarly, the firm size 
shows a mean of 29.78444 with a standard deviation of 7.497574 and the minimum and maximum value 
of 19.80000 and 47.10000 respectively. While the standard deviation also indicates 7.497574. the net 
profit margin (NPM) shows a mean of 1.352942 and a standard deviation of 1.147934 with a minimum 
and maximum value of 0.006400 and 5. 432100.Skewness which measures the shape of the distribution 
and equally shows the measure of the symmetry of the data set indicated that DA,FS AND NPM are 
positively skewed and have value greater than zero. Kurtosis value for DA and NPM is greater than 3 
which means that the variable is normal while FS is less than 3 which means that the variable is abnormal 
is the highest jarque-bera value of 10.79804. 
 

Table 4.2 Correlation Matrix     
        ROCE        DA           FS              NPM  
ROCE     1.000000       
     
DA     0.870039  1.000000   
       0.0000    
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FS        0.006601      -0.039074
       0.9657      0.7988 
     
NPM     0.886696      0.988547
      0.0000      0.0000 
Source:E-View 10 (2022) 
 

In table 4.2 correlation analysis, 
variables (e.g., between an independent and a dependent variable or between two independent variables).  
In correlation analysis, we estimate a sample correlation coefficient, more specifical
Product Moment correlation coefficient. The sample correlation coefficient, denoted r, ranges between 
and +1 and quantifies the direction and strength of the linear association between the two variables. The 
correlation between two variables can be positive (i.e., higher levels of one variable are associated with 
higher levels of the other) or negative (i.e., higher levels of one variable are associated with lower levels 
of the other). The sign of the correlation coefficient indicates the 
magnitude of the correlation coefficient indicates the strength of the association. ThePearson correlation 
coefficient (r) was employed to establish the measures of association between the variables. The r value 
with the respective probability of the relationship between ROCE and DA,FS,NPM.The results shows 
that ROCE and DA stood at 0.870039 which is positively correlated. This implies that an increase in 
ROCE would lead to a substantial increase in DA. This is supported by
that the correlation is significant at 5%. likewise, the NPM

Fixed Effect Likelihood Ratio Test
 

The Fixed Effect Likelihood Ratio test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. 
of the data set, both pooled effect a
attached). Fixed effect likelihood ratiospe
between the pooled effect and the fixed 
terms were correlated with the re
ratiospecification is stated thus; at 5% Level of significance:

H0: Pooled effect is most appropriate for the Panel Regression analysis
H1: Fixed effect is not appropriate for the Panel Regression analysis
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning 
preferred model is fixed effects). Similarly, if the p
the null hypothesis which states that 
(meaning that the fixed effect model is to be rejected).
 

Table 4.3: Fixed Effect Likelihood Ratio Table
 

Table 4.3 Fixed Effects Likelihood Ratio Table
Equation: Untitled   
Test cross-section fixed effects  
Effects Test  Statistic  
     
Cross-section F  2.417480 (4,37)
 
Cross-section Chi-square    10.448188
Source: E-View 10 (2022) 
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0.039074      1.000000  
   

0.988547     -0.095983         1.000000 
      0.5305 -----  

In table 4.2 correlation analysis, which is used to quantify the association between two continuous 
variables (e.g., between an independent and a dependent variable or between two independent variables).  
In correlation analysis, we estimate a sample correlation coefficient, more specifical
Product Moment correlation coefficient. The sample correlation coefficient, denoted r, ranges between 
and +1 and quantifies the direction and strength of the linear association between the two variables. The 

les can be positive (i.e., higher levels of one variable are associated with 
higher levels of the other) or negative (i.e., higher levels of one variable are associated with lower levels 
of the other). The sign of the correlation coefficient indicates the direction of the association. The 
magnitude of the correlation coefficient indicates the strength of the association. ThePearson correlation 
coefficient (r) was employed to establish the measures of association between the variables. The r value 

espective probability of the relationship between ROCE and DA,FS,NPM.The results shows 
that ROCE and DA stood at 0.870039 which is positively correlated. This implies that an increase in 
ROCE would lead to a substantial increase in DA. This is supported by p-value which is 0.0000 stating 
that the correlation is significant at 5%. likewise, the NPM 

Fixed Effect Likelihood Ratio Test 

test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. Due to the 

and fixed effect regressions were run (as shown in appendix 4 and 5 as 
attached). Fixed effect likelihood ratiospecification test was then conducted to choose th

nd the fixed effect regression models. The test basically ch
ted with the regressors. Thus, the decision rule for the fixed effect likelihood 

on is stated thus; at 5% Level of significance: 

: Pooled effect is most appropriate for the Panel Regression analysis 
ate for the Panel Regression analysis 

value is greater than 0.05 the decision rule is to reject the null hypothesis 
pooled effect is most appropriate for the Panel Regression analysis (meaning 

preferred model is fixed effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 

model is to be rejected). 

Table 4.3: Fixed Effect Likelihood Ratio Table 

Table 4.3 Fixed Effects Likelihood Ratio Table     
   
       
 d.f.    Prob.  

(4,37)     0.0659 

10.448188 4        0.0335   

Listed Manufacturing Firms in 
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which is used to quantify the association between two continuous 
variables (e.g., between an independent and a dependent variable or between two independent variables).  
In correlation analysis, we estimate a sample correlation coefficient, more specifically the Pearson 
Product Moment correlation coefficient. The sample correlation coefficient, denoted r, ranges between -1 
and +1 and quantifies the direction and strength of the linear association between the two variables. The 

les can be positive (i.e., higher levels of one variable are associated with 
higher levels of the other) or negative (i.e., higher levels of one variable are associated with lower levels 

direction of the association. The 
magnitude of the correlation coefficient indicates the strength of the association. ThePearson correlation 
coefficient (r) was employed to establish the measures of association between the variables. The r value 

espective probability of the relationship between ROCE and DA,FS,NPM.The results shows 
that ROCE and DA stood at 0.870039 which is positively correlated. This implies that an increase in 

value which is 0.0000 stating 

test is a test for model specification in panel data analysis and this test 
e to the panel nature 

s shown in appendix 4 and 5 as 
he preferred model 
hecked if the error 

ssors. Thus, the decision rule for the fixed effect likelihood 

value is greater than 0.05 the decision rule is to reject the null hypothesis 
pooled effect is most appropriate for the Panel Regression analysis (meaning that the 

value is less than 0.05 the decision rule is to accept 
pooled effect is most appropriate for the Panel Regression analysis 
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The Result of fixed effect likelihood ratio test shows that chi-square statistics value is 10.4481 while the 
probability values of is 0.0335. This implies that there is enough evidence to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis. It thus stands that 
error component model (pooled effect) estimator is not appropriate because the pooled effects are 
probably correlated with one or more regressors. Thus, the most consistent and efficient estimation for the 
study, given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data (given the two options as encapsulated above), because the likelihood 
ratio test statistics as represented by corresponding probability value is greater than 5%. It is most logical 
therefore to proceed to another test which is the Hausman test, which will show the appropriateness of 
otherwise of using the fixed effect model or the random effect model. 

Hausman Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Due to the panel nature of the data set 
utilized in this study, both fixed effect and random effect regressions were run. Hausman specification 
test was then conducted to choose the preferred model between the fixed effect and the random effect 
regression models. The test basically checked if the error terms were correlated with the regressors. Thus, 
the decision rule for the Hausman specification test is stated thus; at 5% Level of significance: 

H0: Random effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 

Table 4.4: Hausman Test 
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  3.642356  3        0.3028      
SOURCE E-VIEW OUTPUT (2022) 
 

The Result of Hausman test shows that chi-square statistics value is 3.8423 while the probability value of 
is 0.3028. This implies that there is enough evidence to rejectthe null hypothesis which states that random 
effect is most appropriate for the Panel Regression analysis. It thus stands that error component model 
(Fixed effect) estimator is the most appropriate because the random effects are not well correlated with 
the regressors. Thus, the most consistent and efficient estimation for the study is the fixed effect cross-
sectional model. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is greater than 5%. 

Table 4.5: Panel Regressin Result (Fixed Effect) 
Dependent Variable: ROCE     
Method: Panel Least Squares     
Date: 08/13/22   Time: 10:59     
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Sample: 2013 2021     
Periods included: 9     
Cross-sections included: 5     
Total panel (balanced) observations: 45         
Variable  Coefficient  Std. Error    t-Statistic      Prob.  
     
C      0.095729      0.251080       0.381268     0.7052 
DA     -2.042261      0.979226      -2.085586     0.0440 
FS     0.003627      0.009124      0.397554     0.6932 
NPM 0.624331      0.194000      3.218201     0.0027 
                Effects Specification    
     
Cross-section fixed (dummy variables)     
     
R-squared             0.842749              Mean dependent var  0.497796 
Adjusted R-squared 0.812999             S.D. dependent var  0.511891 
S.E. of regression 0.221360            Akaike info criterion           -0.018242 
Sum squared resid 1.813009                       Schwarz criterion  0.302942 
Log likelihood            8.410448   Hannan-Quinn criter.             0.101492 
F-statistic            28.32756             Durbin-Watson stat            2.132490 
Prob(F-statistic)        0.000000   
Source:E-View 10 (2022)     
 

From table 4.4 above, the coefficient of multiple determinations (R2) is 0.812999 and In line with the 
panel nature of the data used in this study, the regression model shows that the range of values between 
adjusted R2 and R2 falls between 84%, and 81% respectively. This indicates that about 84% of the total 
variations in return on capital employed (ROCE) is explained by the variations in the independent 
variables (DA,FS and NPM), while the remaining 26% of the variation in the model is captured by the 
error term, which further indicates that the line of best fit is highly fitted. The panel regression result 
(PRR) result for the sampled industrial goods firm as presented in table 4.4 above showed that there is a 
positive relationship between discretionary accruals, firm size, and net profit margin as explained by a 
coefficient value of 0.0027 and a t-Statistic  of-2.085586 with a corresponding P value of 0.7413. This 
revealed that a one unit increase in firm size lead to 0.0440 units decrease in return on capital employed 
likewise the other variables, the value of F-statistic is 28.32756and the value of the probability of F-
statistic is 0.00000. This result implies that the overall regression is both positive and statistically 
significant at 5%. 

Discussion of Findings 
 

This study examined effect of earnings management on the financial performance of manufacturing in 
Nigeria. Specifically, this study sought to determine the effect of discretionary accruals, firm size and net 
profit margin on return on capital employed of listed manufacturing firm in Nigeria. Therefore, the 
findings of this study are on the basis of formulated hypotheses, models and analysis carried out. This 
study found that generally, earnings management measured as discretionary accruals, firm size and net 
profit margin significantly affect return on capital employed of listed manufacturing firm in Nigeria. 
However, the findings from this study are compared with that of previous studies. Firstly, assessment of 
effect of earning management (proxy with discretionary accruals) on return on capital employed (proxy 
with market price) of listed industrial goods firm in Nigeria revealed that explanatory variables 
(Corporate governance, firm size, audit firm type and financial performance) impact on earnings 
management using discretionary accruals measure. The study finding indicates the existence of negative 
significant relationship between board size, audit firm type and earnings management In addition, they 
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study also found the existence of a non-significant relationship between firm size, ROA and earnings 
management. The recommendation is that there is the need for companies to consider the need to increase 
their board independence. Again, companies must ensure that the auditors’ they engage are credible and 
have a track record of delivering reports that show the actual state of affairs of a company. Finally, 
Financial Reporting Council should have stiffer penalty for companies caught engaging in the act of 
earnings management. a negative significant effect of firm size on market price of listed industrial goods 
firm in Nigeria, the findings disagrees with the findings of ATU, Omimi et al, (2016) and Uwuigbe et al 
(2016) who documented evidence of a positive association between earnings management and 
profitability of firms.  

CONCLUSION AND RECOMMENDATIONS 
 

The study was basically undertaken to examine the effect of earnings management on the financial 
performance of listed manufacturing firms in Nigeria from 2012-2021 in Nigeria. The earnings 
management and variables has a significant effect on the financial performance in Nigeria which has 
caused an increase in the market price. Therefore, study concludes that earnings management has 
contributed immensely to the financial performance of manufacturing firm in Nigeria. Based on the 
findings of this study and the conclusion made, the following recommendations are made to management 
of manufacturing firm in Nigeria:  
 

i. Management of manufacturing firms should consider increasing the size of their firms, this will 
enable them enjoy the benefit of economic of scale, which can positively impact on their return 
on capital employed. 

ii. Management of manufacturing firms should increase their net profit margin, so as to enhance 
adequate financial performance and survival. 

iii. Discretionary accruals contribute positively to return on capital employed, management should 
therefore ensure that necessary measures is put in place. 
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Abstract 
 

Investors take active part in the stock market activities with the intention of obtaining higher returns. With the challenges 
faced in the Nigerian economic environment, the level of investments has been fluctuating over the years. High levels of 
risks are associated usually with high returns, and low risks with low returns for investments. This study examined the 
effect of investor risk and return on financial performance of listed consumer goods firms in Nigeria. Longitudinal panel 
research design was adopted in this study. The population of the study consists of all the twenty-one (21) listed consumer 
goods firms on the Nigeria Exchange Group as at 31st December, 2021. In order to arrive at the sample size, the 
purposeful sampling technique was employed. Eleven (11) firms meet the requirement to form the sample size of the study 
base on the availability of data. The study ranges from 2012 to 2021 a period of ten years. The secondary data adopted in 
this study were gathered from financial statements published on the Nigeria Exchange Group and the individual 
company’s financial statements. The study employed regression analysis technique with the help of E-views version 10. 
The study found that investor’s decision market share price has positive and significant effect on financial performance of 
listed consumer goods firm in Nigeria while investors decision on dividend per share and firm size have negative but 
significant effect on financial performance. The study concludes that market share prices and dividend share prices have 
been the predictive factors in generating the expected returns in the consumer sector of the Nigerian stock market. This 
could be associated with general company performance and availability of investible funds from the side of the investor. 
The study therefore, recommends that, firms’ investors, managers, and researchers should pay more attention on market 
share price as it shows to have a significance effect on the financial performance of listed consumer goods firms in 
Nigeria. Also, that, companies should consider improving on their dividend policies so as to attract more investment in 
the sector 
 

Keywords: Market Share Price, Dividend per Share, Return on Equity, and Investors 
 

INTRODUCTION 
 

There has been aged long divergence among behavioral finance scholars on the factor that determine 
stock prices. The fundamentalist argue that the value of a corporation’s stock is determined by 
expectations regarding future earnings and by the rate at which those earnings are discounted on time. 
The technical school of thought on the other hand, opposes the fundamentalists’ arguments, and postulate 
that stock price behavior can be predicted by the use of financial or economic data. In the field of 
accounting and finance, risk and returns are intertwined and interconnected. To the investors, risk is an 
issue which they try to minimize as much as possible so as to gain maximum returns. Similarly, the 
investor seeks to invest in a stock which generates high returns. Risk and returns therefore are indeed 
central and play an important role in investment decisions. Shafi (2021) added that investors are rational 
in behaviour, so that they seek to achieve the maximum utility when investing in securities. The typical 
investor in the Nigerian capital market is concerned with returns in the form of market share price 
appreciation, declaration of dividends, script, or bonus issues. A share price appreciation or drop is an 
indication of how well or poorly an investment is performing in the market and a general explanation of 
capital market performance. Investors take great advantage in capital appreciation which in the words of 
Ibenta (2015) stated that the factors likely to affect investment decisions are dividends, trends and 
performance of stocks, incomes of companies, and so on. 
 

The inability of the consumer goods firms to manage their risk and capital on all valuable investment 
opportunities make it impossible for them to meet up with their obligation to shareholders. Given the 
controversy on whether general or specialized knowledge is required for improved performance. Studies 
conducted on the risk and returns included Ng (2011) who examined how information quality affects the 
cost of equity through liquidity risk, Schneider (2015) who looked at optimal trading strategy that was 
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explicitly linked to an agent’s preferences in the United States market, Brown(2016) who investigated the 
standard deviation of the predictive distribution, mean portfolio return and estimated risk, and Shafi 
(2018) who looked at behavior of the investor in the Nigerian capital market. This study intends to update 
the literature by investigating specific factors which are dividends and market share price. Also, the study 
is conducted on the consumer goods sector of the Nigerian exchange group up to 2021 financial year 
which previous studies have not done. The study hypotheses are stated as:  
 

HO1: Investors decision on market share price has no significant effect on Return on Equity (ROE) of 
consumer goods firms in Nigeria.  

 
HO2: Investors decision on dividends has no significant effect on Return on Equity (ROE) of consumer 

goods firms in Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Market Share Price  
 

Aluko (2018) viewed market share price (MSP) as the percent of total sales in an industry generated by a 
particular company. Market share price is calculated by taking the company's sales over the period and 
dividing it by the total sales of the industry over the same period. This metric is used to give a general 
idea of the size of a company in relation to its market and its competitors. The market leader in an 
industry is the company with the largest market share. A company's market share is its portion of total 
sales in relation to the market or industry in which it operates. To calculate a company's market share, 
first determine a period you want to examine. It can be a fiscal quarter, year, or multiple years. Next, 
calculate the company's total sales over that period. Then, find out the total sales of the company's 
industry. Finally, divide the company's total revenues by its industry's total sales (Eyisi & Oleka, 2021). 
The calculation for market share is usually done for specific countries or regions, e.g. companies will 
report their Nigerian market share. Investors can obtain market share data from various independent 
sources, such as trade groups and regulatory bodies, and often from the company itself. However, some 
industries are harder to measure with accuracy than others. Aluko (2018) opined that Market Price Share 
calculated using the formula given below: 
 

Total Sales of the Company        X       100 
Total Sales of the Market)                      1 
 

Dividend per share 
 

Dividend per share (DPS) is the sum of declared dividends issued by a company for every ordinary share 
outstanding. DPS is calculated by dividing the total dividends paid out by a business, including interim 
dividends, over a period of time, usually a year, by the number of outstanding ordinary shares issued 
(Ebireet al, 2021). Dividend per share (DPS) is the sum of declared dividends issued by a company for 
every ordinary share outstanding. The figure is calculated by dividing the total dividends paid out by a 
business, including interim dividends, over a period of time, usually a year, by the number of 
outstanding ordinary shares issued (Obamuyi, 2018).Dividends per share are equal to the sum of the total 
amount of dividends that the company has given out over a year divided by the total number of average 
shares that the company holds; this gives a view of the total amount of operating profits that the company 
has sent out of the company as a profit shared with shareholders that need not be reinvested. This can be 
calculated as: 
 

Annual Dividends        X       100 
Number of Share                     1 

 

https://www.investopedia.com/terms/i/industry.asp
https://www.investopedia.com/terms/m/market-leader.asp
https://www.investopedia.com/articles/04/022504.asp
https://www.investopedia.com/articles/04/022504.asp
https://www.investopedia.com/articles/04/022504.asp
https://www.investopedia.com/terms/f/fiscalyear.asp
https://www.investopedia.com/terms/r/revenue.asp
https://www.investopedia.com/terms/i/interimdividend.asp
https://www.investopedia.com/terms/o/ordinaryshares.asp
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Financial Performance  
 

Financial performance is a measure of how efficient a firm uses its assets to generate revenue from its 
operating activities.  It can be said to be a term that is used to measure the financial health and growth of a 
firm over a period of time (Dsunday & Ejabu, 2020). It can also be used to compare different firms in the 
same industry. There are different measures of financial performance and since there are many 
stakeholders in a company, each group has its own interest in tracking the financial performance of that 
company. The trade creditors will be interested in the liquidity of the company, the bond holders will be 
interested in the solvency of the company, the shareholders will be interested knowing how well their 
investment will yield return, and the management will be interested in knowing how well the firm 
performs in the market (Aamir & Sajid 2021). Financial performance is commonly used as an indicator of 
a firm's financial health over a given period of time. The financial performance of a firm can be defined 
or measured in various different ways including profitability, gauge return, market share growth, return 
on investment, return on equity and liquidity. Financial performance was measured by the development of 
revenues and profits (Eyisi & Oleka, 2021).. In order to assess the financial performance of consumer 
goods in Nigeria, this analysis employed return on equity (ROE) 
 

Return on Equity (ROE) 
 

Return on equity is a measure of the profitability of a business in relation to the equity. ROE tests the 
viability of a company by demonstrating how much value a firm earns from the capital investors have 
spent (Kariuki, 2020). It is also regarded as a composite indicator of business success because it 
combines accounting-based benefit and market-based equity. Its rate of return on equity capital would 
better represent the effective control of running costs. Since it is the responsibility of the managers to 
operate and manage the organization and the utilization of the capital of the company, return on equity 
is a metric that helps users to determine how well the corporate governance structure of a company 
performs in protecting and encouraging the management performance of the company (Epps & Cereola 
2018). This accounting metric was used by researchers including Tukur and Abubakar (2014),  
 

ROE = Profit after Tax 
Shareholders Fund (Total Equity) 
 

Empirical Review 
 

Banjo and Oloyede (2021) examined effect of risk and return management strategies on the financial 
performance of Nigerian manufacturing firms. The objective of this study is to directly connect risk 
management strategies used by Nigerian manufacturing companies to financial performance. The cross-
sectional research design was used in the study, along with a quantitative research strategy. In order to 
analyze the data gathered, the study used descriptive and inferential tools. To test the hypotheses, the 
regression analysis was used at the 0.05 or 5% level of significance. This study found that risk awareness 
has a significant impact on manufacturing company performance, and risk management practices improve 
manufacturing company performance substantially. Arising from the findings of this study, the study 
concludes that risk management has a significant effect on the Performance of manufacturing companies. 
The study recommended that management of manufacturing industry should ensure that their risk 
awareness is efficient and effective because risk awareness affects performance of manufacturing 
companies. In order to ensure increase in performance of Manufacturing industry, management of 
manufacturing companies should ensure that effective risk management practice such as prompt risk 
identification, risk assessment, and efficient risk Control/Reduction system in order to enhance the 
performance of manufacturing companies. 
 

Adeusi et al (2020) examined the effect of dividend risks on the financial performance of oil and gas 
firms in Nigeria. This study has chosen to investigate one of the components of the risks (market risk) and 
to ascertain how the risks affect the activities of firms in Nigeria. Four hypotheses were formulated in line 
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with the objectives of the study. The study employed causal research design and used secondary data. The 
research covers the twelve (12) firms listed under Oil and Gas sector on the Nigerian Stock Exchange. 
Secondary data were collected from Central Bank of Nigeria Statistical Bulletin and the financial 
statements of the firms which spanned from 2014 to 2018. The data were analysed with descriptive 
statistics, correlation, and multiple regression analysis. The results therefore indicate that exchange rate 
has significant effect on both ROA and ROE of Oil and Gas firms. Additionally, interest rate has 
significant effect on ROE and insignificant effect on ROA. More results show that commodity price 
change has no significant effect on both ROA and ROE; also equity price change has no significant effect 
on ROA and ROE of firms in Oil and Gas sector in Nigeria. The study concludes that market risks really 
have a dominant role in determining the financial performance of Oil and Gas sector in Nigeria. The study 
recommends among other things that the firms should adopt the use of hedging to control exchange rate 
changes and government should maintain a low interest rate that will aid firms increase their profitability. 
 

Dibyet et al, (2019) investigated the effect of share price risk on the financial performance of 31 non-
financial companies listed on the Casablanca Stock Exchange (CSE) over the period 2000-2016. The 
study utilizes three alternative variables to assess financial performance, namely return on assets, and 
return on equity and profit margin. Next, the study uses the degree of financial leverage, the book-to-
market ratio, and the gearing ratio as market risk variables. Besides, the study employs the pooled OLS 
model, the fixed effects model, the random-effects model, the difference GMM, and the system GMM 
models. The results show that market risk indicators have a negative and significant influence on the 
companies' financial performance. The elasticities are greater following the book-to-market ratio 
compared to the degree of financial leverage and the gearing ratio, respectively. In most cases, the firm 
size, the tangibility ratio, and the cash holdings ratio have a positive effect on financial performance, 
whereas the firms' age, the debt-to-income ratio, stock turnover, and leverage hurt the performance of 
these non-financial companies. Therefore, decision-makers and managers should mitigate market risk 
through appropriate strategies of risk management, such as derivatives and insurance techniques. The 
study concludes that market risk indicators jointly had a significant adverse effect on the companies’ 
financial performance, namely the return on assets, the return on equity, and the profit margin, 
respectively. Therefore, the study recommended that decision-makers and managers of these companies 
should mitigate market risk by using appropriate risk management strategies through derivatives, 
forwards, futures, swaps, options, and insurance as well as securitization techniques. 
 

Theoretical Review 
 

Modern Portfolio Theory (MPT) 
 

The hypothesis of Modern Portfolio Theory (MPT) is a speculation set forth by Harry Markowitz in his 
study. The hypothesis was distributed in 1952 by the Journal of Finance. The venture hypothesis 
depended on the possibility that risks disinclined financial specialists in the business can build portfolios 
to expand expected stock returns based on the level of market risks in a speculation, understanding that 
risks is an inborn and huge piece of higher reward in venture. The hypothesis came to be among the most 
critical and noteworthy financial speculations in the realm of fund and venture. The hypothesis is 
additionally alluded to as portfolio hypothesis and proposes that it is workable for financial specialists to 
build a proficient bleeding edge of ideal portfolios, which offers the most extreme and conceivable 
expected returns for a particular given level of risk. It encourages and recommends that, for speculators it 
is not sufficiently just to center at the normal risks and stock return of one particular stock. By putting 
resources into numerous stocks, a financial specialist can win in case of broadening, by diminishing the 
risks in the portfolio given. This hypothesis consequently tries to measure the advantages of enhancement.  
For most investors, the risk part is that any return from an investment might be lower than the expected 
returns or put in other words, the variations from the expected stock returns. According to the theory, each 
stock has its own deviation from the stock mean. This standard deviation from the mean is called risk, 
(Markowitz, 1952); cited in the work of Charles Matuku (2016)  
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The hypothesis likewise clarifies on capital assets pricing model (CAPM). As per CAPM, every single 
sane financial specialist ought to put the market portfolio, utilized or deleveraged with positions in the 
risk-free resource. Notwithstanding this, CAPM likewise thought of beta which relates an advantage's 
normal return. Portfolio hypothesis in this way gives a plain setting for comprehension the connections 
results of orderly risks and rewards. It has extensively formed how monetary institutional portfolios are 
overseen and persuaded the utilization of dishonorable and aloof speculation methods in the commercial 
banks. The comprehension of portfolio hypothesis and CAPM is utilized as a part of money related risks 
administration systems. In connection to this hypothesis, Commercial banks have a commitment to 
investigate all venture exercises by figuring the normal returns.   
 

Moral Hazard Theory  
 

Rowell and Connelly (1962) developed moral hazard theory. This theory has been widely used in 
Economics world. The theory argues that one party takes more risks because other parties elsewhere bear 
the costs for those risks. This may occur where the actions of someone may change to the detriment of 
another party participating in an active role in economic or financial transactions (Krugman, 2009). The 
theory explains that, moral hazard occurs under a situation of information asymmetry where party taking 
the risk in a financial transaction knows more about the transactions, its intentions than the other party 
paying for the problems as a result of the risk incurred in the transaction Economist Krugman (2009) 
described moral hazard as a situation where one party comes up with decisions about how and when to 
take the risks because another party will bear the costs in the risks. The theory can be seen/perceived in a 
standard case where an agency setting in a bank or Insurance companies. The company has less 
information about the principal and the insured person can serve as the agent. In the Automobile 
insurance companies, the theory applies to for drivers; the theory creates an additional incentive for risky 
and careless driving since other parties will cater a part of the costs of the agent's careless driving and the 
accidents caused. In addition, a similar case is in the presence of unemployment insurance cover, an 
unemployed people have an additional incentive reluctantly look for employment because other parties 
will cater for his expenses. This study is underpinned on Moral Hazard theory. The hypothesis suggests 
that one party takes more chances so the liabilities for those chances are paid by other parties elsewhere. 
This can arise when someone's actions can shift to the detriment of another group engaging in economic 
or financial activities in an active capacity (Krugman, 2009). Thus, this study pitches its tents on Moral 
Hazard theory.   
 

METHODOLOGY 
 

Longitudinal panel research design was adopted in this study as it provides the support needed for 
collection of information on the existing nature of the phenomenon under study so as to provide and 
describe the nature of the relationship between the study variables. The population of the study consists of 
all the twenty-one (21) listed consumer goods firms on the Nigeria Exchange Group as at 31st December 
2021. In order to arrive at the sample size, the purposeful sampling technique was employed. Eleven (11) 
firms meet the requirement to form the sample size of the study base on the availability of data. The 
secondary data adopted in this study were gathered from financial statements published on the Exchange 
Group Plc and the individual company’s financial statements.  
 

The data for this research consisted of annual data ranging from 2012 to 2021 a period of ten (10) years. 
Longitudinal panel research data estimation methodology is implemented as the data provides cross 
sectional data over a period of time. The secondary data which were collected for the dependent and 
independent variables was analyzed using descriptive statistics and panel regression using statistical 
package E-views version 10. The descriptive statistics detect whether there are errors in the data set by 
determining mean, maximum and minimum values for each of the variable measures. Pearson correlation 
analysis tests the association among the variables, while panel regression examines the effect of the 
independent variables on the dependent variable. Panel regression analysis for fixed effect model and 
random effect model were conducted. Thereafter, Hausman specification test to determine whether the 
fixed effect or random effect is most appropriate for the study.  
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Model Specification 
 

The study adopted the model used by Adeusi et al (2020). The model takes the form; 
 

ROE = β0 + β1MSP + β2DPS + β3FS + eit ……………………………………………………..…………………. (i) 
Where; 
ROE = Return on Equity 
MSP = Market Share Price 
DPS = Dividend per Share 
FS = Firm Size 
Apriori Expectation 
It is expected that �1 �2�3> 0 
 

Measurement of Variables 
 

Table 3.1: Definition of Variables 
S/N PROXY TYPE MEASUREMENT Source  
 Variable of Interest    
1.  Return on Equity 

(ROE) 
Dependent Measured by dividing 

profit after tax over 
shareholders fund (total 
equity) 

Tukur and Abubakar 
(2014) 

 Explanatory 
Variables 

   

2.  Market Share Price 

 

Independent  Measured by taking the 
company's sales over the 
period and dividing it by 
the total sales of the 
industry over the same 
period. 

Aluko (2018) 

3.  Dividend per Share Independent  Measured by the sum of 
declared dividends issued 
by a company for every 
ordinary share 
outstanding.. 

Obamuyi (2018) 

4.  Firm Size Control  Measure by natural log of 
total assets 

Obamuyi (2018) 

Source: Author’s compilation (2022) 
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

The descriptive statistics of the dataset from the sampled consumer goods companies are presented in 
Table 4.1 where the mean, standard deviation, minimum, and maximum values of the data for the 
variables used in the study are described.  
 

Table 4.1: Descriptive Statistics  
 ROE MSP DPS FZ 
 Mean  0.145130  1.299234  0.123136  7.586595 
 Median  0.122600  1.146300  0.010600  7.603800 
 Maximum  0.569200  3.592400  2.099300  10.26480 
 Minimum -0.172200  0.001000  0.000000  5.462800 
 Std. Dev.  0.142378  0.685911  0.292963  0.880557 
 Skewness  0.410805  0.897064  4.881173 -0.005147 
 Kurtosis  3.191150  3.754828  30.18797  3.385501 
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 Jarque-Bera  3.291063  17.52257  3859.512  0.687817 
 Probability  0.192910  0.000157  0.000000  0.708994 
     
 Sum  16.10940  144.2150  13.66810  842.1120 
 Sum Sq. Dev.  2.229864  51.75211  9.441032  85.29179 
     
 Observations  111  111  111  111 
Sources: E-views 10 Output, 2022 
 

Table 4.1 depicts the result of the dependent and independent variables used in this study during the 
period of the research. In terms of firm performance, the overall mean of the return of equity (ROE) stood 
at0.15%. The minimum and maximum value ranging from -0.1722226 to 0.5691969 with standard 
deviation of 0.1429663, signifying that the data deviate from the mean value by 0.14%. This implies that 
there is no variation across the sample firms because the standard deviation is not close to the mean. The 
mean value of 0.1429663 is an indication that quoted consumer goods firm’s performance very poor at 
0% during the study period. The average mean ratio of investor’s decision on Dividend per Share(DPS) 
was 0.12% with the minimum and maximum value ranging from 0 to 2.099302 with the 
standard deviation of 0.294069, signifying that the data deviate from the mean value by 0.29%. This 
implies that there is no variation across the sample firms because the standard deviation is not close to the 
mean. Also means that some firms face market risk than other. Looking at decision on Market Share 
Price(MSP) which stood at average mean value of 1.29% with the minimum and maximum value ranging 
from 0.000981 to 3.592402 and standard deviation of 0.6870399, indicating that the dataset deviates from 
the mean value by 1.2%; this implies that there is a variation across the sample firms because the standard 
deviation is close to the mean and the dataset can be said to be well distributed and normal and last but 
not the least firm size (FSZ) which stood at average ratio of 7% with the minimum and maximum value 
ranging from 6,240489 to 8.921525 respectively. The standard deviation of 0.6795293, signifying that the 
dataset deviates from the mean value by 0.2%. This implies that there is a variation across the sample 
firms because the standard deviation is close to the mean and the dataset has normal distribution. 
 

Correlation Analysis 
 

Covariance Analysis: Ordinary    
Date: 08/19/22   Time: 11:41    
Sample: 2012 2021     
Included observations: 111    
      
      Correlation     
t-Statistic ROE  MSP  DPS  FZ   
ROE  1.000000     
 -----      
      
MSP  -0.170485 1.000000    
 -1.806362 -----     
      
DPS  -0.190099 -0.031478 1.000000   
 -2.021556 -0.328803 -----    
      
FZ  0.193702 0.160137 -0.018145 1.000000  
 2.061352 1.693739 -0.189475 -----   
      
      Sources: E-views 10 Output, 2022 
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From table 4.2, it can be seen that none of the Market Share Price correlation coefficients among or 
within the independent variables are above 0.80. This indicates the absence of possible multicollinearity. 
The relationship among the independent variables indicates that return on equity is negatively correlated 
with Market Share Price(MSP) while the relationship within show that Market Share Pricehas a low and 
negative association with Dividend per Share (-0.031478) and also market risk also has positive 
association with firm size (16%). The overall relationship for the independent variables among and within 
themselves is significant.  
 

Robustness Test  
 

Multi-Collinearity Test 
 

Result of Variance Inflation Test 
 

Variance Inflation Factors  
Date: 08/19/22   Time: 18:19  
Sample: 2011 2021  
Included observations: 111  
    
    
 Coefficient 

Uncentere
d Centered 

Variable Variance VIF VIF 
    
    C  0.048150  440.2764  NA 
MSP  0.000410  7.358564  1.034731 
DPS  0.001617  1.254022  1.029873 
FZ  0.000806  425.3178  1.012885 
        Sources: E-views 10 Output, 2022 

 

Decision Rule  
 

Using the variance inflation factor is thatVIF of less than 10 shows the absence of multi-collinearity, 
while theVIF of more than 10 is an indication of presence of multi-collinearity. Variance inflation 
factor (VIF) is employed to detect the presence or otherwise of collinearity among the explanatory 
variables. The presence of multi-collinearity in a model has potencial of biasing the regression results. 
The VIF forMSP,DPS, and FS are 1.034731, 1.029873, and1.012885 respectively. As pointed out by 
Myers (1990), VIF of less than 10 is an indication of absence of multi-collinearity. This suggests that 
there is no multi-collinearity issue in this study. 
 

Heteroskedasticity Test 
 

Panel Period Heteroskedasticity LR Test 
Null hypothesis: Residuals are homoscedastic 
Equation: UNTITLED   
Specification: ROE MSPDPS FS  
     
      Value df Probability  
Likelihood ratio  21.31444  15  0.1271  
     
     LR test summary:   
 Value df   
Restricted LogL -565.8725  146   
Unrestricted LogL -555.2153  146   
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          Source:E-View 10 Output (2022) 
 

Table 4.6 shows the results of the panel cross-section Heteroskedasticity regression test. The 
decision rule for the panel cross-section Heteroskedasticity test is stated thus: 
 

*Decision Rule: At 5% level of Significance 
 

H0: No conditional Heteroskedasticity (Residuals are homoskedastic) 
H1: There is conditional Heteroskedasticity 
 

The null hypothesis of the test states that there is no Heteroskedasticity, while the alternate 
hypothesis states that there is Heteroskedasticity. The null hypothesis is to be accepted if the P value 
is greater than 5% level of significance. From the result in table 4.6 above with a ratio value of 
21.31444 and a corresponding probability value of 0.1271 which is greater than 5%, the study 
therefore accepts the null hypothesis and reject the alternative hypothesis that there is no 
Heteroskedasticity problem. Consequently, based on the diagnostic probability 0.1271 the null 
hypothesis is accepted, thus there is no conditional heteroskedasticity, indicating that residuals are 
homoskedastic and as such the samples give a true reflection of the population. The result of 
heteroscedasticity for the aggregated variables of the study also validates the fact that the goodness of 
fit test which is a statistical hypothesis test to show how sample data fit a distribution from a population 
with a normal distribution shows prob. of 0.1271 which is above 0.05, thus indicating that the 
adjustment of the observations problems is well and no errors exist underlining the general fitness of 
the model. 
 

Hausman Specification Test 
 

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 11.151994 3 0.0109 
     
     Sources: E-views 10 Output, 2022 

 

Ho: Random effect is most appropriate 
 

Ha: Fixed affect is most appropriate  
 

Decision Rule 
 

If the p-value is less than 0.05 the decision rule is to reject the null hypothesis which states that random 
effect is most appropriate for the panel regression analysis (meaning that the preferred model is fixed 
effects). Similarly, if the p-value is greater than 0.05 the decision rule is to accept the null hypothesis 
which states that random effect is most appropriate for the panel regression analysis (meaning that the 
random effect model is to be rejected). 
 
Hausman specification test was conducted to choose the most appropriate model for the study; the test 
suggests that fixed effects regression model is the most appropriate model for the study as evidenced by 
the p-value 0.0109 less than 0.05 which is significant. Following the robustness of the results, the fixed 
effect regression estimators were used for the test of hypotheses formulated in this study. 
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Test of Research Hypotheses 
 

The regression results of investor’s risk and return variables and financial performance are presented and 
analyzed. In view of the nature of the data, both fixed effect and random effect models were tested. The 
fixed effect regression estimators were used for the test of hypotheses formulated in this study. 
 

Table 4.6: Panel Regression Analysis 
 

Dependent Variable: ROE   
Method: Panel Least Squares   
Date: 08/19/22   Time: 12:00   
Sample: 2011 2021   
Periods included: 11   
Cross-sections included: 11   
Total panel (unbalanced) observations: 111  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -0.061096 0.112684 -0.542188 0.5888 
DPS -0.093660 0.044192 -2.119367 0.0364 
MSP 0.044101 0.019119 -2.306685 0.0230 
FZ -0.036256 0.014888 2.435269 0.0165 
     
     R-squared 0.916290     Mean dependent var 0.145130 
Adjusted R-squared 0.915113     S.D. dependent var 0.142378 
S.E. of regression 0.135707     Akaike info criterion -1.121267 
Sum squared resid 1.970553     Schwarz criterion -1.023626 
Log likelihood 66.23032     Hannan-Quinn criter. -1.081657 
F-statistic 4.693483     Durbin-Watson stat 1.571297 
Prob(F-statistic) 0.004052    
          Sources: E-views 10 Output, 2022 

 

Discussion of Findings 
 

The main objective of this study is to examine the effect of investor’s risk and return on financial 
performance of listed consumer goods forms in Nigeria. The first null hypothesis (H01) according to the 
analysis result revealed that decision on market share price has significant effect of the financial 
performance variable (ROE), this is because the p-value of 0.0230 is less than 5%. The finding is in 
tandem with the study of Dibyet et al, (2019) who investigated the effect of share price risk on the 
financial performance of 31 non-financial companies listed on the Casablanca Stock Exchange (CSE) 
over the period 2000-2016, and concluded that share price risk indicators have a positive and significant 
influence on the companies' financial performance. Also looking at the second null hypothesis earlier 
formulated above, the analysis result shows that Investors decision on dividends has negative but 
significant effect on the financial performance of listed consumer goods in Nigeria. The results serve as a 
basis for accepting the second null hypothesis, which states that Investors’ decision on dividend has a 
significant effect on return on equity (financial performance) of consumer goods firms in Nigeria. 
However, study contradicts the study of Adieus et al (2020) who examined the effect of dividend risks on 
the financial performance of oil and gas firms in Nigeria. Their result results indicate that dividend risk 
has an insignificant effect on both ROA and ROE of Oil and Gas firms. 
 

CONCLUSION AND RECOMMENDATIONS 
 

From the outcome of results on investors’ decision on market share price and its effect on the 
Performance of listed consumer goods forms in Nigeria, it was established that there was an effect on the 
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performance of listed consumer goods forms in Nigeria. The statistical implication was that an increase 
in stock market performance will bring about an increase by 92% in market share prices. The managerial 
implication is that the investing public is not making impact of investing in the consumer sector of the 
Nigerian Stock Exchange. This could most probably be associated with lack of confidence on the 
Nigerian capital market and lack of investor funds to take part in capital market activities. 
 

The outcome of results on dividend share prices showed that dividends are having an effect on the 
performance of the Nigerian capital market. The statistical implication is that there is an inverse 
relationship with dividend share prices of the consumer sector of the Nigerian Stock Exchange that a 
drop in 9% in dividend share prices will lead to an increase in market capitalization by 9%. The 
Managerial implication of this result is that companies in the consumer sector of the Exchange are not 
declaring higher dividends on their stocks to attract reasonable and substantial returns to the investing 
public. In conclusion, market share prices and dividend share prices have been the predictive factors in 
generating the expected returns in the consumer sector of the Nigerian stock market. This could be 
associated with general company performance and availability of investible funds from the side of the 
investor. Based on the findings of the research, the following recommendations are proposed: 
 

i. Firms’ investors, managers, and researchers should pay more attention on market share price 
as it shows to have a significance effect on the financial performance of listed consumer 
goods firms in Nigeria. CBN and other regulatory bodies should encourage risk 
identification, assessment, measurement and control strategies to avoid financial crisis and 
also improve on consumer goods firm’s performance in Nigeria. 

1. Companiesshouldconsiderimprovingontheirdividendpoliciessoastoattractmore investment in 
the sector. 
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Abstract 
 

Accounting information system has become critical factor in changing competitive environment of business.This study 
examines effect of computerized accounting system on financial performance of listed healthcare firms in Nigeria. The 
expo-facto research design, panel was adopted with the used of secondary data from annual report of listed healthcare 
firms. The convenient sampling techniques was employed in selecting the 7 firms out of 10 healthcare firms in Nigeria for 
2012-2021 financial year.  Panel regression analysis was used to analyse result with the aid of E-views 10. The finding of 
the result showed that cost of computer system and computerized accounting system has positive significant effect on 
return on equity of the firm. The study concludes cost of computer system and computerized accounting system has a 
significantly positive effect on financial performance and does substantially improve the productivity of listed healthcare 
firms in Nigeria. Therefore the study recommends that management of healthcare firms in Nigeria should get a modern 
computer in other to improve performance of firm.  
 

Keywords: Computerized Accounting System, Cost of Computer system, Return on Equity, Healthcare 
Firms 
 

INTRODUCTION 
 

Today’s business environment is very dynamic and undergoes rapid changes as a result of 
technologicalinnovation, increased awareness and demands from customers. Business organizations, 
especially the healthcare firm of the 21st century operates in a complex and competitive environment 
characterized by these changing conditions and highly unpredictable economic climate. Information and 
Communication Technology (ICT) is at the centre of this global change curve. Laudon and Laudon, 
(1991) contend that managers cannot ignore Information Systems because they play a critical role in 
contemporary organization. They point out that theentire cash flow of most fortune 500 companies is 
linked to Information System. The application of information and communication technology concepts, 
techniques, policies and implementation strategies to healthcare firm services has become a subject of 
fundamental importance and concerns to all healthcare firm and indeed a prerequisite for local and global 
competitiveness. ICT directly affects how managers decide, how they plan and what products and 
services are offered in the healthcare firm. It has continued to change the way healthcare firm and their 
corporate relationships are organized worldwide and the variety of innovative devices available to 
enhance the speed and quality of service delivery. Woherem (2000) claimed that only banks that overhaul 
the whole of their payment and delivery systems and apply ICT to their operations are likely to survive 
and prosper in the new millennium. He advices banks to reexamine their service and delivery systems in 
order to properly position them within the framework of the dictates of the dynamism of information and 
communication technology. The healthcare firm in Nigeria has witnessed tremendous changes linked with 
the developments in ICT over the years. The quest for survival, global relevance, maintenance of existing 
market share and sustainable development has made exploitation of the many advantages of ICT through 
the use of automated devices imperative in the industry. This study evaluates the response of healthcare 
firm to this new trend and examines the extent to which they have adopted innovative technologies in 
their operations and the resultant effects. 
 

Today’s modern technology brought into use the computer, this technology is the application of science to 
gathering, recording, processing and communicating of business information by means of electronic 
media. Most common tool for application is the computer and it involves all the transaction processing 
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system management information system various business support system etc. The computer is a central 
force in the advancement of various organizations. Omolehinwe (2009) defines accounting as the 
collection and recording of financial data about an organization whether in the private or in the public 
sector and analyzing the data so collected to suit the decision that needs to be taken and reporting the 
relevant information in a summary form to the user in a form that is meaningful to him or her. Chionye 
(2003) defines accounting system as the art of identifying, recording, classifying measuring and 
interpreting in a significant manner the financial transaction of an organization for decision making. 
Summarizing from time to time the information contained in the record, for its significant presentation 
and interpretation to interested parties as an aid to decision making. Accounting system is also defined as 
a consistent way of organizing, recording, summarizing and reporting financial transactions. The primary 
objective of an accounting function in an organisation is to process financial information about the 
activities of the organisation and prepare financial statements at the end of the accounting period.  
 

Generally, the use of accounting information system has become critical factor in changing competitive 
environment of business, for the firms to effectively and efficiently manage their credit systems, a sound 
knowledge of the accounting information system that regulates the credit activities of the organisation 
needs to be understood by the staff of the organisation in order to take a proper decision on the credit 
management of the firm. The major problems discovered from credit management include the following; 
the storing and processing of credit information, retrieval of the credit information and disseminations of 
credit information to the credit users using AIS Appelbaum et al (2017) Another problem confronting the 
credit management of several organizations are to manage the accounting software that drives the credit 
facilities of the organization. This involves the identification of fundamental concept of accounting 
information system to be implemented by the firm, which can affect the company positively or negatively 
and therefore, there is a problem if a particular concepts of accounting information used by the firm affect 
the management decision negatively and this helps us to recognize the reason for the negative effect, 
which can be as a result of adoption of wrong information or uncertified accountant giving wrong 
information to the company which can lead to wrong decision to the progress of the firm. The main 
objective of the study is to examine effect of computerized accounting system on financial performance 
of listed healthcare firm in Nigeria and the basic hypothesis underlying this study are stated thus; 
 

HO1: Cost of computer has no significant effect on return on equity of listed healthcare firms in Nigeria. 
HO2: Computerized accounting systemhas a negative effect onreturn on equityof listed healthcarefirms in 
Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Computerized Accounting System 
 

Ama (2004) defines this system as a system that uses specialized machines called calculators and 
computer in gathering information. It is technically known as Electronic Data Processing (EDP) 
Accounting System. A computerized accounting system also allows analysis of the stored information. 
This is particularly crucial in the crafting of business and strategic plans especially as competition in the 
specific business or industry heats up. A computerized accounting system will work with whatever type 
of business. This is because any business in general, whether it produces products or delivers services, has 
a basic structure: input, process and output. There are uniform reporting requirements and accounting 
principles to comply with and use. A computer based accounting system processes data in basically the 
same manner as does a manual system. Transactions are initially recorded manually on sources 
documents, the data from these source documents are then key – punched into punched cards, which can 
be read by the computer. The computer process the information and performs such routine tasks as 
printing journals, posting to ledger accounts, determining account balances and printing financial 
statements and other reports. A computerized accounting system according free online Merriam is system 
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which allows the user to enter the transaction into the program once and all accounts are updates as 
necessary for e.g. of your bags N1,000 worth of office supplies with a combination of N500 cash and 
N500 credit instead of going to each accounting and posting the transaction with a computerized system 
you would check office suppliers cash and the selected account payable account and the transactions 
automatically would post to the account. 
 

Principles of Computerized Accounting Systems 
 

In the course of recording, classifying and summarizing financial data, there may arise cases where the 
exercise of discretion becomes very essential. Some practical principles have been developed to help 
accountants in the exercise of such judgment, the four basic principles of accounting are important 
because they provide the conceptual guidelines for application of the basic accounting system. Also they 
give the measurement, recording and reporting phases of the accounting information processing cycle. 
They include; Historical Cost Principle; Revenue Recognition Principles; Matching principles and Full-disclosure 
principles. The introduction of computerized accounting systems provide major advantages such as speed 
and accuracy of operation, and, perhaps most importantly, the ability to see the real-time state of the 
company’s financial position. In my experience I have never seen a business that has upgraded to a 
computerized accounting system return to paper based accounting systems. A typical computerized 
accounting package will offer a number of different facilities. 
 

In the past, in order to draw a report by the directors and auditors, many businesses maintained their 
records manually in books such as Journal, Cash Book, Special Purpose Books, and Ledgers, among 
others, hence the term bookkeeping came about. This method of keeping manual records was 
cumbersome, slow, and prone to human errors of translation. Those days, due to the small volume of 
accounting data, accountants found it quite manageable using the manual system. At the turn of the 
millennium, internationalization of economic trade and globalization of businesses have been on the 
ascendancy. Businesses are going international for various reasons which include: the presence of cheap 
resources overseas, better tax regulations, trade liberalization, and other favorable legal requirements. 
Other businesses are expanding internally. All these activities have bearing on the accounting procedures 
and processes of an organization. With a substantial increase in the volume of accounting transactions and 
increase in exposure of information to errors due to complexity of these accounting systems, there was a 
need for a system which could store and process accounting data with increased speed, storage, and 
processing capacity. This led to the development and introduction of accounting software packages. The 
adoption of computerized accounting systems brought about information and communication technology 
in the banking sector. Information Technology (IT) is the automation of processes, controls, and 
information production using computers, telecommunications, software and ancillary equipment such as 
automated teller machine and point of sale (POS) (Khalifa 2000). It is a term that generally covers the 
harnessing of electronic technology for the information needs of a business at all levels.  
 

Accounting Information System  
 

Accounting information system according to Manchilot (2019) may be a computer-based electronic 
system used for collecting, storing, processing and communicating financial and accounting data through 
financial statements with the aim of supporting and guiding organizational decision making process. 
Computers are the hub of accounting information as they provide a platform for the workability of all 
information systems. For an accounting information system to be operational, its appropriate software 
application must be on the computer system intending to be used. Borhan and Bader (2018) defined 
accounting information system is a system which contains a group of harmonized business, components, 
and resources which processes, manage, and control the data for producing and carrying the relevant 
information for decision makers in the organization. Accounting information requires series of processes 
to carry out its function just like any other system. It is a connected and homogeneous set of the resources 
and different components (human, equipment, finance, etc) that interact simultaneously inside a specific 
framework to work towards the achievement of organizational goals. 
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Cost of Computer 
 

Cost of computer is the amount spent by firm to acquire the system. Computer is an electronic device, 
operating under the control of instructions stored in its own memory. These instructions tell the machine 
what to do. The computer is capable of accepting data (input), processing data arithmetically and 
logically, producing output from the processing, and storing the results for future use. Most computers 
that sit on a desktop are called Personal Computers (PCs) Emmanuel (2015). The "computer" is an 
ensemble of different machines that you will be using to get your job done. A computer is primarily made 
of the Central Processing Unit (usually referred to as the computer), the monitor, the keyboard, and the 
mouse. Other pieces of hardware are commonly referred to as peripherals. In everyday life activities, we 
process data or encounter cases of data processing. A typical example of data processing is the generation 
of statement of student result from the marks score in an examination and continuous assessment. It is 
essential to know that information is as good as the data from which it is derived, and the transformation 
process which they are subjected to. Meaningless data or inappropriate processing produces wrong 
information. Thus computer gives you results corresponding to what data you supply and how you 
process it. 
 

Financial Performance 
 

Financial performance is the company’s financial condition over a certain period that includes the 
collection and use of funds measured by several indicators of capital adequacy ratios, liquidity, leverage, 
solvency and profitability. Financial performance is the company’s ability to manage and control its 
resources (IAI,2016). Corporate performance is at the heart of the managerial functions of an 
organization. Curristine (2005) in Ilesanmi (2011) defines performance as the yield or result of activities 
carried out in relation to the purposes being pursued. Its objectives are to strengthen the degree to which 
organization achieve their purposes. Isa (2017) opine that the performance of an organization is measured 
by the choice of management form of wealth to be held. If the performance of an organization is good, 
there will be little or no disagreement between management and shareholders. Thus, a well-designed 
implemented financial management is expected to contribute positively to creation of a firm’s value. The 
subject of financial performance has received significant attention from scholars in the various areas of 
business and strategic management. It has also been the primary concern of business practitioners in all 
types of organizations since financial performance has implications on organization’s health and 
ultimately its survival. High performance reflects management effectiveness and efficiency in making use 
of company’s resources and this in turn contributes to the country’s economy at large, Isa (2017). 
 

Return on Equity 
 

Common or ordinary shareholders are entitled to the residue profits. The rate of dividend is not fixed; the 
earnings may be distributed to shareholders or retained in the business. Nevertheless, the net profit after 
tax represents their return. A return on shareholder’s equity is calculated to see the profitability of 
owners’ investment. The shareholders’ equity or net worth will include paid up share capital, share 
premium and reserves and surplus less accumulated losses. Net worth can also be found by subtracting 
total liabilities from the total assets. The ROE is net profit after taxes divided by shareholders’ equity 
which is represented by net worth. This entails the ability of the firms to raise its external finance from the 
public and at the same time issues out a part of the firm’s ownership right evidenced by share certificate. 
The equity holders are the first owners of the company. At the end of the financing period, the firms 
reward the equity holders with dividend from the profit made by the company (Akesinro&Adetoso2016) 
 

Empirical Review 
 
Ehiriudu et al (2020), examine the impact of Accounting Information System on Credit Management; 
Problems and Prospects. It x-rays the two concepts in accounting namely, Accounting Information 
System (AIS) and Credit Management. The types of Accounting Information Systems and their relevance 
in credit management of firms in Nigeria were considered. The research is entirely qualitative and builds 
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on an extensive literature from other scholars. This study found that Accounting Information System is a 
panacea to the challenges confronting firms in the management of credit. Furthermore, it revealed that 
Accounting Information System has helped in the interpretation of accounts receivables and accounts 
payables which are the basis of credit management. The study concluded that Accounting Information 
System should be installed production firms in Nigeria to enhance their credit management processes. 
Finally, it recommended that Accounting Information System should be adopted as a tool by production 
firms in controlling and managing of their credit activities. Amos and John (2019), examines the effect of 
accounting information system on financial performance of firms. The main objective is to review 
conceptual and theoretical foundations as well as empirical literature relating to accounting information 
system and financial performance of firms. Findings from the review reveals that past studies on effect of 
accounting information on financial performance limitedly aligned their works to the cost implication of 
accounting information system as it relates to financial performance of firms. This review also found that 
most of the studies employed the use of survey research design to examine this relationship and majority 
of the studies were carried out in advanced economies where computerized accounting system techniques 
have been accepted to a large extent. This review therefore recommends further research into this area to 
fill the gap in literature. 
 
Okpe and Madugba (2018), examine effect of electronic banking on financial performance of money 
deposit banks in Nigeria. The objective was to find out the contributions of web banking, Remita, 
automatic teller machine, National Electronic Fund Transfer, point of sale and E-billspay on financial 
performance of Money Deposit banks in Nigeria. The data for the study was secondary gotten from 
Central bank of Nigeria (CBN) statistical Bulletin, National Bureau of Statistics bulletin and financial 
reports for seven years from 2011- 2017. Research design for the study is ex-post facto and Least square 
multiple regression was adopted with help of e-view 9 to test the hypothesis in the study and outcome of 
the study unveiled that ATM, POS and WEB BANKING to have a significant but negative relationship 
with financial performance, while NEFT, REMITA, and EBILLSPAY were shown to have positive but 
insignificant association with financial performance of the banks in Nigeria. We conclude that there is a 
significant and positive relationship between electronic payments channels and financial performance of 
the banks in Nigeria. Those banks in Nigeria should educate their customers on the use of E-billspay and 
National Electronic Fund Transfer as it is the most poorly used among the others. The study recommend 
that money deposit banks in Nigeria should educate their customers on the use of E-billspay and National 
Electronic Fund. Akanbi and Adewoye (2018) examines the effects of accounting information system 
adoption on the financial performance of commercial bank in Nigeria. The study employed a descriptive 
survey research design where data were obtained from questionnaires administered to 80 respondents 
randomly of 16 commercial banks. The study also employed secondary data from the financial statements 
of the sampled banks. Data were collected on return on capital equity (ROCE), return on total asset 
(ROTA), net operating profit (NOP) and gross profit margin (GPM) within the recent 10 years post AIS 
adoption years (2007-2017). Linear Regression was employed to test the significant effect of AIS 
adoption on bank performance. Findings revealed that commercial banks in Nigeria adopted and use AIS 
in providing their services to their customers and the level of usage is relatively high. The study 
concluded that AIS adoption has a positive significant with all the performance indicators (ROCE, 
ROTA, GPM and NOP). The recommended that banks in Nigeria should invest more in accounting 
information for high performance. 
 

Isa (2017) examines the impact of computerized accounting information system on management 
performance in public sector in Nigeria. The study adopted an exploratory research method. Data were 
obtained from secondary sources. The impacts of computerized accounting information system (CAIS) on 
the executives’ officers of government’s ministries, departments or agencies were considered in terms of 
accounting framework and operating procedure in the public sectors in Nigeria. The study pinpoints some 
of the problems associated with the implementation of CAIS such as high costs of implementations of 
hardware and software, costs of maintaining the system and it require special skills. Others are reduction 
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of employee, inadequate security and having quality of backup and print accessories. The study further 
revealed the prospects of implementing CAIS such as to lower operating costs, improve efficiency, 
increased functionality, better external reporting, improved accuracy and faster processing of data in the 
system. The study recommended that the impacts of computerized accounting information system on the 
executives’ officers of government’s ministries, departments or agencies considered only accounting 
framework and operating procedure in the public sectors in Nigeria. Akesinro and Adetoso (2016), 
examine effects of computerized accounting systems on bank performance in Nigerian banking 
sector.Convenience sampling method was adopted to arrive at sample size of 50 covering Guaranty Trust 
Bank Plc, Wema Bank Plc and First Bank Plc. The study variables consist of both dependent variable and 
independent variable, with Computerized Accounting System being the dependent variable and banks 
profitability as independent variable and customer service delivery respectively being the dependent 
variables. Data collected were analyzed using correlation analysis. Results show that computerized 
accounting system has a positive effecton bank's profitability and as well customer patronage. The study 
therefore recommends that computerized accounting systems should be adopted by all banks in Nigeria 
because it has a lot of advantages and benefits and government power supply should be replaced with 
inverters for the purpose of powering the computers used in their operations so as to prevent power 
outage which may result in data loss on the computer. 
 

Emmanuel (2015), examined effect of Computerized Accounting System on Ghanaian banks, a case study 
of the Ga rural bank. The purpose is to know whether the application of Computerized Accounting 
System supersedes that of manual Accounting System and that if computerized Accounting System 
enhances higher turnover and profitability, and also whether a computerized accounting system is an 
effective means of keeping accounting records. The study's population is 70 persons who are the members 
of staffs of the three (3) selected branches of the Ga rural bank. Using the Taro Yamane’s formula the 
sample size calculated gave (60). The formulated hypotheses were tested using the analysis of variance 
(ANOVA) statistical technique at 5% level of significance. The researcher also made use of primary 
methods of data collection which included questionnaire and personal interview. Also the secondary 
method of data collection used was gotten from official documents of the banks, websites, various 
research works on computerized accounting system, accounting journals and textbooks. The research 
concluded that the advantages of a Computerized Accounting System far outweigh its associated 
challenges as it has impacted the financial reporting of the banks positively. Hence, there is the need for 
businesses, particularly rural banks to adopt a Computerized Accounting System.The study recommended 
that the Ga rural bank should channel most of their resources in the training and development of bankers 
and Accountants personnel in computerized accounting system related technology such as I.C.T to boost 
performance in their banking operations and their personnel, also due to the widespread of computer 
trends and its dynamics nature. 
 

Oladipupo and Ajape (2013), examine impact of computer based accounting system on small and medium 
enterprise. The advent of IT has offered significant improvement to the way financial transactions in 
business are processed by professional accountants. Hence, in most parts of developed countries, it is 
almost impossible to function as an accountant without requisite IT skills. However, the pattern seem not 
attain similar forte in SMEs especially in developing economies. Consequently, this study would provide 
answer to the degree of computer-based accounting systems adoption by SMEs in Nigeria. We have 
conducted an empirical investigation through a structured survey focused on finance and accounts 
executives of the enterprises that holds primarily responsibility for business transactions processing. This 
information was sought in order to expound on the extent of CBAS adoption by Nigerian SMEs. 
Respondents were obtained from manufacturing, agriculture, construction and mining, hotel and 
hospitality, IT services, medical services, wholesale and retail trade, and general services industries. 
Through a combination of cross tabulation and logistics regression analysis, our findings showed that the 
use of CBAS by Nigerian SMEs is highly significant as all companies operating in all industries surveyed 
uses one type of accounting software or another. This outcome suggests that professional accountants 
must endeavor to continually horn their skills for continued relevance in the profession. 
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Theoretical Framework 
 

Agency Theory  
 

The agency theory was championed by Jensen and Meckling in 1976. The agency theory describes the 
owners’ (principals’) delegated authority to manager (the agent) to run the firm on his or her behalf with 
the owners’ welfare depending on the manager accordingly (Jensen and Meckling, 1976). The agency 
theory seeks to address the potential conflict of interests between owners and managers, because the 
interests of managers may opportunistically utilize firm resources to satisfy their personal interests 
(Brammer and Millington, 2008). Basically, firms aim to maximize the wealth of shareholders, and it 
might be different with personal interest of managers. The agent (managers) might have more relevant 
information compared with shareholders, the information asymmetry occurs, and this would raise the 
possibilities that agent can behave in ways to pursue their own interests. This review examines the effect 
of accounting information system on financial performance of firms. The primary purpose of a firm is to 
maximize the wealth of shareholders (principals). This solely rests on the shoulders of managers (agents). 
Therefore, the adoption of accounting information system by managers for enhance performance is 
fulfilling the agency obligation managers possess for their respective owners. 
 

Resource-based view Theory  
 

The resource-based view theory was propounded by Barney in 1991. According to Barney (1991) the 
resource-based view avers that the source of sustainable advantage derives from doing things in a superior 
manner; by developing superior capabilities and resources. The resource-based view proffers a means of 
evaluating potential factors that can be deployed to confer a competitive edge for business organizations. 
A key insight arising from the resource-based view is that not all resources are of equal importance, nor 
do they possess the potential to become a source of sustainable competitive advantage. The resource-
based theory is divided into three levels; capability, competence and skills. (Cragg et al 2011). Capability 
refers to how firms manage their resources; competence, refers to how well those resources are managed, 
and skills are associated with ranges of skills such as technical, managerial and general management 
skills. Accounting information systems also form part of resources available to firms. Inclining the 
resource-based view theory with accounting information systems and performance will imply that firms 
properly and adequately manage accounting information systems to utilize its capability competence and 
skill sets for improved organizational performance. 
 

System Theory 
 

The systems theory was propounded by Kaufmann (2015), which offers solutions to handle complex 
situations of the input and output flows. It uses theory of communication which helps to evolve a system 
design capable of handling data inputs, process, and outputs with the least possible noise or distortion in 
transmitting the information from a source to destination. System theory treats an organization as a 
system and a system can be either closed or open but most researches treat an organization as open 
system. Systems theory is a blend of principles, theories and practices of management, information and 
system giving rise to a single product called Management Information System.  Open system interacts 
with its environment by way of input, throughput and output. An organization receives resources such as 
equipment, natural resources, and the work of employees, referred to inputs. The inputs are transformed, 
called throughput and then yield products or services called output. Feedback loops provide information 
to the organization by connecting outputs to the inputs. A negative feedback loop indicates a problem that 
should be corrected. For example, the failure of product design indicated by the need to recall the product. 
A positive feedback loop can identify outputs that have worked well. For example, successful marketing 
campaign that yields high sales. Thus, feedback loops are a means of confirming success or signalling that 
correction to the system need to be made. 
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METHODOLOGY 
 

This study adopted the ex post facto research design since the study is a secondary data research. 
Population of the study consists of ten (10) listed health firms operating on the Nigeria Exchange Group 
(NGX) as at 31st December 2021. The sample size is 7 and purposive sampling techniques was adopted. 
Data required for this study were obtained from audited financial statements and annual reports of the 
listed health firmsin Nigeria 10 years (2012-2021) under consideration and from the Nigerian Exchange 
Group fact book. The inferential analyses will also involve the application of the appropriate statistical 
technique of Panel Regression Analysis; this is due to the nature of the data. 
 

Panel regression model 
 

ROE = β0 + β1CCS+ β2CAS + ϵit................................................................…………………(1) 
Where:  
ROE = Return on Equity 
β0, β1 – β2 = parameters to be estimated  
CCS = Cost of Computer System 
CAS= Computerized Accounting System 
Ɛ = error term signifying other variables not captured in the study  
it = Firm i at time t 
 

Study Variables and their Measurement  
 

Variable 
Acronym 

Variable 
Name 

 

Variable types 
 

Measurement Source 

ROE Return on Equity Dependent 
Net profit after taxes divided by 
shareholders’ equity Ehiriudu et al 

(2017) 

CCS Cost of Computer 
System Independent 

Total amount spent in a year on 
purchasing computer 

Isa (2017) 
CAS Computerized 

Accounting 
System 

Independent If firm has computerize 
Accounting system is dichotomize 
as 1 and ‘0’  
If firm does not have 

Akesinro&Adetoso 
(2016) 

Source: Researcher Compilation (2022) 
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

Descriptive statistics gives a presentation of the mean, maximum and minimum values of variables 
applied together with their standard deviations obtainable. The table below shows the descriptive statistics 
for the variables applied in the study. An analysis of all variables was obtained using the E-view 10 
software for the period under review. 
 

Table 1: Descriptive Statistics Result 
 ROE CCS CAS 

 Mean  15.93814  0.200571  0.671429 
 Median  15.31500  0.185000  1.000000 
 Maximum  27.54000  0.430000  1.000000 
 Minimum  10.80000  0.060000  0.000000 
 Std. Dev.  3.684541  0.067970  0.473085 
 Skewness  0.942767  0.708603 -0.729959 
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 Kurtosis  3.539066  4.154344  1.532840 
 Jarque-Bera  11.21701  9.744541  12.49476 
 Probability  0.003667  0.007656  0.001936 
 Sum  1115.670  14.04000  47.00000 
 Sum Sq. Dev.  936.7333  0.318777  15.44286 

    
 Observations  70  70  70 
 
Source: E-View 10 Output (2022) 
 

Table 1 presents the descriptive statistics of the effect of computerized accounting system on financial 
performance of listed healthcare firm in Nigeria during the period of 2012 to 2021. The table shows that 
return on equity (ROE) as a measure of financial performance has a mean of 15.93814 with a standard 
deviation of 3.6845 with a minimum value of 10.80000 and maximum values of 27.5400. Although the 
range between the minimum and maximum is wide, it implies a stable performance as the standard 
deviation indicated that there is no wide dispersion of the data from the mean value. For the other 
measure of computerized accounting system, cost of computer system (CCS) andcomputerized 
accounting system (CAS) from the table shows a mean of value of 0.20057 and 0.67142with standard 
deviation of 0.06797 and 0.4730 with the minimum values of 0.06000 and 0.00000 with maximum values 
of 0.43000 and 1.00000 respectively. This implies that the computerized  accounting system in terms of 
cost of computer system andcomputerized accounting system witnessed a substantial increase during the 
study period, as the standard deviation is so large compared to the mean, together with the huge range 
between the minimum and maximum values. 
 

Table 2: CorrelationMatrix 
 

Covariance Analysis: Ordinary   
Date: 08/14/22   Time: 18:02   
Sample: 2012 2021    
Included observations: 70   
     
     Correlation    
Probability ROE  CCS  CAS   

ROE  1.000000    
 -----     
     

CCS  0.038945 1.000000   
 0.7489 -----    
     

CAS  0.408544 -0.061682 1.000000  
 0.0004 0.6120 -----   

          Source: E-View 10 Output (2022) 
 

In table 4.2 correlation analysis, which is used to quantify the association between two continuous 
variables (e.g., between an independent and a dependent variable or between two independent variables).  
In correlation analysis, we estimate a sample correlation coefficient, more specifically the Pearson 
Product Moment correlation coefficient. The sample correlation coefficient, denoted r, ranges between -1 
and +1 and quantifies the direction and strength of the linear association between the two variables. The 
correlation between two variables can be positive (i.e., higher levels of one variable are associated with 
higher levels of the other) or negative (i.e., higher levels of one variable are associated with lower levels 
of the other). The sign of the correlation coefficient indicates the direction of the association. The 
magnitude of the correlation coefficient indicates the strength of the association. The analysis continues in 
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this section in determining the degree of linear association between the boards attributes variables in pairs 
employing E-views 10 Statistical package. The result presented above confirms that cost of computer 
system0.03894 and computerized accounting system 0.40854 have a strong positive correlation. 
 

Fixed Effect Likelihood Ratio Test 
 

The Fixed Effect Likelihood Ratio test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. Due to the panel nature 
of the data set, both pooled effect and fixed effect regressions were run. Fixed effect likelihood 
ratiospecification test was then conducted to choose the preferred model between the pooled effect and 
the fixed effect regression models. The test basically checked if the error terms were correlated with the 
regressors. Thus, the decision rule for the fixed effect likelihood ratiospecification is stated thus; at 5% 
Level of significance: 
 

H0: Pooled effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is fixed effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the fixed effect model is to be rejected). 
 

Table 3: Fixed Effect Likelihood Ratio Table 
 

Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  

     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 18.042607 (6,61) 0.0000 

Cross-section Chi-square 71.437547 6 0.0000 
          Source: E-View 10 Output (2022) 

 

The Result of fixed effect likelihood ratio test shows that chi-square statistics value is 71.4375while the 
probability values of is 0.0000. This implies that there is enough evidence to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis. It thus stands that 
error component model (pooled effect) estimator is not appropriate because the pooled effects are 
probably correlated with one or more regressors. Thus, the most consistent and efficient estimation for the 
study, given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data (given the two options as encapsulated above), because the likelihood 
ratio test statistics as represented by corresponding probability value is greater than 5%. It is most logical 
therefore to proceed to another test which is the hausman test, which will show the appropriateness of 
otherwise of using the fixed effect model or the random effect model. 
 

Hausman Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Due to the panel nature of the data set 
utilized in this study, both fixed effect and random effect regressions were run. Hausman specification 
test was then conducted to choose the preferred model between the fixed effect and the random effect 
regression models. The test basically checked if the error terms were correlated with the regressors. Thus, 
the decision rule for the Hausman specification test is stated thus; at 5% Level of significance: 
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H0: Random effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Table 4: Hausman Test 
 

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 17.590801 2 0.0002 
           

Source: E-View 10 Output (2022) 
 

The Result of Hausman test shows that chi-square statistics value is 17.5908 while the probability values 
of it is 0.0002 This implies that there is enough evidence to rejectthe null hypothesis which states that 
random effect is most appropriate for the Panel Regression analysis. It thus stands that error component 
model (random effect) estimator is not the most appropriate because the random effects are not well 
correlated with theregressors. Thus, the most consistent and efficient estimation for the study is the fixed 
effect cross-sectional model. Consequently, the result suggests that the fixedeffect regression model is 
most appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is less than 5%. 
 

Table 5: Panel Regression Result (Fixed Effect) 
 

Dependent Variable: ROE   
Method: Panel Least Squares   
Date: 08/14/22   Time: 18:04   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 7   
Total panel (balanced) observations: 70  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 11.13013 1.041735 10.68422 0.0000 

CCS 11.32401 4.529419 2.500103 0.0151 
CAS 3.778115 0.549663 6.873510 0.0000 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.701241     Mean dependent var 15.93814 

Adjusted R-squared 0.662060     S.D. dependent var 3.684541 
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S.E. of regression 2.141921     Akaike info criterion 4.480805 
Sum squared resid 279.8574     Schwarz criterion 4.769897 
Log likelihood -147.8282     Hannan-Quinn criter. 4.595636 
F-statistic 17.89725     Durbin-Watson stat 1.135296 
Prob(F-statistic) 0.000000    

          Source: E-View 10 Output (2022) 
 

From table 5 above, the coefficient of multiple determinations (R2) is 0.7012. This indicates that about 
70% of the total variations in return on equity is explained by the variations in the independent variables 
(CCS and CAS), while the remaining 30% of the variation in the model is captured by the error term. This 
indicates that the line of best fit is highly fitted. The standard error test is applied in order to measure the 
size of the error and determine the degree of confidence in the validity of the estimates. Usually if the 
standard error is smaller than half of the numerical value of the parameter estimate, it can be concluded 
that the estimate is statistically significant. Having carried out a standard error test on the parameters 
estimated and as also indicated by their respective probability values, the parameter estimate for CCS is 
statistically significant, given that the individual probability is 0.0151 which is just a less than 5%, while 
that of CAS is statistically significant, given that the individual probability is 0.0000 which is less than 
5%. However, when taken collectively, the regressors (CCS and CAS) against the regressed (ROE), the 
value of F-statistic is 17.8972 and the value of the probability of F-statistic is 0.000000. This result 
implies that the overall regression is both positive and statistically significant at 5%. 
 

Discussion of Findings 
 

This study examined the effect of computerized accounting systemon financial performance of listed 
healthcare firms in Nigeria, using panel series data and regression analysis approach. The computerized 
accounting systemproxied by cost of computer system (CCS) and computerized accounting system (CAS) 
for seven (7) listed healthcare firms in Nigeriafor 10 years ranging from 2012 to 2021 were the 
independent variables while the return on equity (used to financial performance) was the dependent 
variable for the study. The effect of the independent variable on dependent variable was analyzed in terms 
of strength and significant and the panel regression analysis was used to compare the relationship among 
the variables. The result for themodel of the study showed that when taken collectively and individually, 
cost of computer system (CCS) and computerized accounting system (CAS) has a positive and significant 
effect on return on equity taken as a measure of financial performance.This implies thatcost of computer 
system and computerized accounting system are significant and relevant predictor of financial 
performance in listed healthcare firms in Nigeria. That is to say there are empirical evidences to suggest 
that the attributes exhibited by the computerized accounting system of healthcare firms, which naturally 
should promoteefficiency and productivity in healthcare firms financial dealings in Nigeria, is already 
having the desired effect.As such, the computerized accounting system elements of the listed healthcare 
firms have been able to exert the needed level of influence that is required to improve the tendencies of 
improved financial performance framework of the healthcare firm in Nigeria. The findings of the study is 
also in agreement with the position of Akesinro&Adetoso (2016) and Akanbi&Adewoye (2018), who 
examined the effect of information accounting on the performance of quoted companies in Nigeria. The 
study disagreed with the result of Okpe & Madugba (208), who have negative effect on performance of 
quoted companies in Nigeria. 
 

CONCLUSION AND RECOMMENDATIONS 
 

In the Accounting and financial literature several studies have investigated the link between computerized 
accounting systemand financial performance of listed healthcare firms in Nigeria. The conclusion of the 
study therefore is that cost of computer system and computerized accounting system has a significantly 
positive effect on financial performance and does substantially improve the productivity of listed 
healthcare firms in Nigeria. The result and the findings of the study present implication for regulators 
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such as Security and Exchange Commission (SEC), financial regulating council and professional bodies 
within the healthcare sector of Nigeria. The study recommends based on the findings; 
 

i. The management of healthcare firms in Nigeria should get a modern computer in other to improve 
performance of firm. 

ii. The firm should increase computerized accounting system due to it significant effect on the financial performance 
of healthcare in Nigeria. 
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Abstract 
 

The study analyses the electronic-tax system’s effect on government revenue generation in Nigeria from 2012 – 2021. The 
ex-post facto research design was adopted for the study The Federal government Collected Revenue was used as the 
dependent variable while the Company Income Tax, Capital Gain Tax and Value Added Tax were used as the dependent 
variables. The Auto-Regressive Distributed Lag model and Error Correction Model technique of analysis was employed 
for the study. The study found that there is a negative relationship between Federal government Collected Revenue and 
Company Income Tax, and the Company Income Tax, has no long-run significant effect on the Federal government 
Collected Revenue. Also, the Capital Gain Tax has a negative relationship with the Federal government Collected 
Revenue, and the Capital Gain Tax has a long-run significant effect on the Federal government Collected Revenue. 
Furthermore, the Value Added Tax has a positive relationship with the Federal government Collected Revenue and has 
significant effect on the Federal government Collected Revenue. Hence, the study concluded that the electronic tax system 
has a long-run effect on the federal government collected revenue in Nigeria. 
  
Keywords: E-Tax, Company Income Tax, Capital Gain Tax, Value Added Tax, Revenue Generation 
 

INTRODUCTION 
 

Every economy depends on its tax system for revenue generation in order to meet up with economic and 
social development for provision of capital and recurrent obligations. The amount of revenue generated 
from taxation depends to a certain level on the tax system adopted by the country. Over the years, Nigeria 
has been operating on the traditional system of taxation which was faced with lots of problems such as 
complex tax payment system and tax evasion offsetting, lack of technology exposure, tax evasion, 
corruption, problems related to tax audits and investigation exercises etc. According to the Presidential 
Committee on National Tax Policy (2008), the central objectives of Nigeria’s tax system is to contribute 
to the well-being of all Nigerians through improved policy formulation and appropriate utilization of tax 
revenue However, these objectives could not be met due to the aforementioned problems. Consequently, 
the need to adopt the electronic tax system (e-tax) came to bear. E-tax payment system was first 
introduced in 1986 in the U.S.A. In Nigeria e-tax payment system was introduced in 2015 by the Federal 
Inland Revenue Service (FIRS) in conjunction with Nigeria inter - bank settlement System (NIBSS), 
According to Okunowo (2015). Electronic tax payment was introduced so as to increase revenue 
generation and for easy accessibility as tax payers are able to pay taxes from different locations and at 
various time. FIRS has an Information Communication Technology (ICT) department that provides 
support and customer care services to taxpayers and also with the main aim of increasing revenue 
generation and enabling voluntary acceptance of the system by taxpayers. Wasao (2014) described 
electronic tax system as an online system or channel where taxpayers are able to have access or permit to 
the platform through the use of internet, in other to have access to all the services provided by the tax 
authority such as the registration for a tax identification number, electronic tax filing of tax returns, etc.  
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According to Adam (2006), Revenue is the income that the government needs to fund its operations. 
These monies come from a variety of sources, including taxes, loans, fines, and fees. It is also defined as 
the entire amount of income received by a governmental or private entity during a given period of time 
(Hamid, 2008). Revenues is money earned by the government from sources like tax on consumption 
which is the value added tax, Taxes on payroll called the personal income tax, taxes paid on ownership 
and transfer gains known as the Capital gain tax, taxes on the profit of companies also known as 
Company income Tax, Taxes and royalties on natural resources is the petroleum profit tax. Since the 
adoption of the e-ax system in 2015 by the Nigeria government, what has been the effect of such policy 
change on the revenue generation of the federal government? Was there any effect of the policy change of 
taxes on the federal government revenue collected? Therefore, this study tends to empirically analyze the 
effect of the e-tax system no the federal government of Nigeria, revenue generated during the period 
under review. The main objective of the study is to evaluate the effect of electronic taxation on revenue 
generation in Nigeria. The specific objectives are: 

i. Examine the effect of company income tax under the electronic tax system on revenue generation in 
Nigeria. 

ii. Investigate the effect of value added tax under the electronic tax system on revenue generation in 
Nigeria. 

iii. Assess the effect of capital gain tax under the electronic tax system on revenue generation in Nigeria. 

LITERATURE REVIEW 

Conceptual Review 

Tax 

Che-Azmi & Kamarulzaman (2014) defined tax as a compulsory levy imposed on individuals and 
organizations by government. He concluded that tax is a good source of revenue to goverment, that bring 
about economic growth. “A compulsory levy imposed by the government or any of the recognized 
authority of a state on the property, goods, services and people living in a given geographical area for the 
purpose of generating revenue to defray the expenses incurred by the government or authority on behalf 
of the people”. 

E-Taxation  

According to Che-Azmi and Kamarulzaman (2014), E-tax payment system is one of the ways through 
which governments globally make use of information and communication technologies to enhance the 
provision of public services and the circulation of public administration information to the society. Wasao 
(2014) describes electronic tax system as the integration of information technology in tax administration 
in the form of E-tax known as electronic taxation. This has proved to be a master tool in combating the 
challenges of any tax system as it provides information, education and support to tax payers and 
facilitates compliance and administration. It basically involves the automation of core tax processes. E-tax 
system is however expected to promote efficiency, accountability, compliance and also curb leakages in 
the Nigerian tax system. The system will go a long way in lightening the work load of the tax payers and 
reducing operational cost .E-tax if adopted well have an overall positive impact on the tax system of the 
Nation. 

Empirical Review 

Ofurum et al. (2018) analyzed the effect of e-tax collection on Nigeria's income and monetary 
development utilizing pre-post strategy called combined example t-test. The examination applied 
secondary data from FIRS and CBN Statistical Bulletin on quarterly premise from second quarter 2013 to 
final quarter 2016. The investigation uncovered that the use of e-tax assessment has not better tax income, 
revenue generation and tax-to-GDP proportion in Nigeria. Though, Revenue Generation and Tax-to-GDP 
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ratio meaningfully diminished after etaxation was applied. Also, Tax Revenue diminished after the 
application but the mean variance was not statistically important. Olurankinse & Oladeji (2018) examined 
self-assessment, e-tax payment systems and revenue generation in Nigeria applying respondents drawn 
from 30 tax executives from 30 registered firms in Rivers State of Nigeria. Using Pearson’s product 
moment correlation coefficient statistical tool and the regression analysis study revealed an optimistic and 
important association amid self-assessment and e-tax payment systems and income collection. Olaoye & 
Atilola (2018) examined the influence of e-tax payment on income generation in Nigeria using trend 
analysis, descriptive statistics of mean and standard deviation, paired sampled t-test. The study applied 
secondary data from the first quarter of 2012 to the 2nd quarter of 2018. The investigation discovered that 
e-tax payment has an optimistic unimportant consequence on value added tax proceeds in Nigeria. 
Secondly, it was also exposed that e-tax payment has an optimistic unimportant consequence on company 
income tax proceeds in Nigeria. Finally, it also exposed that e-tax payment has an optimistic unimportant 
influence on capital Gain tax revenue in Nigeria with t-statistics and p-value of 1.218 and 0.247 
respectively.  Allahverd et al. (2017) analysed the influence of e-tax assessment framework on charge 
income and cost in Turkey utilizing Mann-Whitney U Test. They applied secondary data from the Turkish 
revenue authority, from pre-electronic duty time of 1993-2004 to post-electronic expense time of 2005-
2016. The investigation uncovered that the changeover to the e-charge framework unquestionably 
influenced the tax revenues and diminished the expense per charge. 

Nasir (2012) carried out a research on implementing electronic tax fillings and payments in Malaysia of 
which the main objective was to point out the benefits of maintaining a good e-tax system as opposed to a 
manual system. The study made use of secondary data from the doing business report and Malaysian 
inland revenue report from 2004 to 2011 using trend analysis to highlight the increase in tax returns since 
the adoption of an e-tax system in 2004. For the first two years, the number of taxpayers using the e –
filling system remained far below expectation at about 5% and the tax authorities were still tackling the 
challenges posed by the new system such as timely and costly adaptation of the system, uncertainty and 
security problems, lack of technological exposure in the country etc. all of which had little or no impact 
on tax returns. 2006 to 2011 brought an increase in the users of the system from the disappointing 4% to 
an encouraging 34% and 37% in 2012, over the same period tax returns increased from 14.5% of GDP to 
15.3%. It also showed how compliance was increased and fewer hours used in collecting taxes. The 
conclusion of the study was that Electronic systems for filling and paying taxes, if implemented well and 
used by most taxpayers, benefit both tax payer and tax authorities and guarantees a better standard of 
living for all citizens. Obonna and Ebimobowei (2012) in their research examined the impact of tax 
reforms on the economic growth of Nigeria from 1994 to 2009. The main objective of the study is to 
prove that the Nigerian tax system needs to be reformed in order to achieve long term economic growth 
and development. Relevant secondary data were collected from the Central Bank of Nigeria (CBN) 
Statistical Bulletin, Federal Inland Revenue Service (FIRS), Office of the Accountant General of the 
Federation, and other relevant government agencies. The data collected were analyzed using relevant 
descriptive statistics and econometric models such as White test, Ramsey RESET test, Breusch Godfrey 
test etc. The results from the various test showed that reforms on the tax system is positively and 
significantly related to economic growth. On the basis of the findings, the study concluded that tax 
reforms improves the revenue generating machinery of government to undertake socially desirable 
expenditure that will translate to economic growth in real output and per capita basis. However, it was 
recommended that sustainable economic growth cannot be attained with tax reform processes except 
obsolete tax laws and rates are reviewed in line with macro- economic objectives, corrupt-free and 
efficient tax administrative machinery with personnel‘s and accountability and transparency of 
government officials in the management of tax revenue. 

Esther and Timothy (2020) examine the Ease of paying taxes through Nigerian electronic tax system and 
how convenient it is for tax payers in Nigeria to pay taxes. Using the library research approach, from the 
extant literature reviewed, it was revealed that payment of taxes in Nigeria is not stress-free. The uneasy 
nature of paying taxes in Nigeria through the electronic tax system is due to some challenges which 
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include lack of fully automated system; poor access to the Internet; unawareness of the system; low 
computer literacy level; and perception to change since the system is new. Flowing from the above, this 
study, therefore, recommends that the electronic tax system in Nigeria should be fully automated. The 
FIRS should create an electronic tax payment system mobile App which will serve as a means of creating 
more awareness and simplification of the tax system in the country. The electronic tax payment system 
should be spread to other tax authorities especially the States Board of Internal Revenue. They seem not 
to have fully embraced e-taxation. Olaoye & Atilola (2018) examined the effect of e-tax payment on 
revenue generation in Nigeria..The study used Trend analysis, descriptive statistics of mean and standard 
deviation, paired sampled t-test as the estimation technique. The study used company income tax, capital 
gain tax and value added tax as the variables. The findings revealed that there was insignificant positive 
difference between pre and post value added tax revenue. It was therefore concluded that E-tax payment 
has not contributed to capital gain tax, value added tax and company income tax generation in Nigeria. 
They recommended that the Federal government through Federal Inland Revenue Services should work 
out modalities on how to sensitize companies on the nitty-gritty of E-tax payment so as to further 
maximize the expected positive impact of the initiative 

Theoretical Framework 

Theory of Innovation Translation  

The Theory of Innovation Translation underpins this work, the theory was developed by Arthur Tatnall in 
1990 it is an alternative view of theory of innovation diffusion, it is a theory of innovation in which 
instead of using an innovation in the form it is agreed upon or proposed, potential adopters translate into a 
form that suits their needs that is the potential users of the innovation decides to modify the innovation in 
a way that best fit its current system and not adopting the innovation the exact way it was proposed. In the 
case of this study the innovation at hand is e-tax payment system, while the actor is the Federal Inland 
Revenue Service, it is expected that FIRS adopt e~tax in Nigeria not in the way it was adopted in other 
nations of the world rather it should be adopted in a way that suit the level of economic and technological 
development in the country 

Classical Theory of Tax Compliance  

The foundation of this research is the Classical Theory of Tax Compliance. The A-S models based on the 
deterrence theory are another name for this tax compliance theory. The taxpayer is believed to maximize 
the expected utilities of the tax evasion bet, weighing the benefits of successful tax evasion against the 
danger of being found and penalized by tax authorities, according to the theory (Sandmo, 2005). 
According to Alabede, and Idris (2011), the deterrence hypothesis is heavily reliant on tax audit and 
penalty. They went on to say that this tax compliance theory causes taxpayers to pay taxes out of fear and 
punishment. According to Trivedi and Shehata (2005), deterrence theories imply that taxpayers "play the 
audit lottery," that is, they calculate the economic consequences of various complying options.. According 
to Brook (2001), traditional theory is centered solely on economic research, although social and 
psychological aspects are equally significant in explaining tax disobedience 

Theory of Perceived Risk  

This is a model developed from the TAM model. Perceived risk in this regard refers to the taxpayers 
‘perception of the uncertainty and adverse consequences of a desired outcome. The theory that the 
perceived risk of adopting a new form of technology significantly affects the behavioral intention of 
current and potential users of e-services including the e- filling system. In Hung et al. research (2006), 
perceived risk is said to have an influence on adopter attitude towards e-system but has no influence on 
non-adopters. Rotchanakitumnuai (2007) investigated the use of three perceived risk facets, namely 
privacy risk, performance risk and the fair financial audit risk but found out that only performance risk 
and the fair financial audit risk were significant variables to the adoption of e-payment method In other 
words the perceived risk of the use of e-fillings affects its adoption by both government and tax payers 
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meaning the higher the risk perceived, the slower the response of potential users. On the part of 
government, the perceived risk may be high in relation to the security, performance and financial demand 
involved in maintaining the system which in turn will slow down the adoption process. On the other hand 
if the tax payers perceived risk of adopting the system are outweighed by the benefits then they will adopt 
the system leading to an increase in government revenue through taxation 

Theory of Innovation Diffusion  

This theory was propounded by Everett Rogers, a professor of communication studies. He popularised 
this theory in his book titled “Diffusion of innovations” published in 1962 having his fifth edition in 
2003. This theory explains how, why, and at what rate new ideas and technology spread. Rogers (2003) 
opines that diffusion is the process where innovation is communicated through a particular channel 
overtime among members of a given social system.In the view of Ofurum, Amaefule, Okonya, and 
Amaefule (2018), the most striking feature of diffusion theory is that for most members of the social 
system, the innovation-decision depends heavily on the innovation decisions of the other members of the 
system. Given that decisions are not authoritative or collective, each member of the social system faces 
his /her innovation decision that has a five-step process: knowledge- awareness of innovation and idea of 
its functions, persuasion favourable/unfavourable attitude towards innovation, decision- making a choice 
either to accept or reject innovation, implementation- putting innovation into use, and confirmation- 
evaluating the results of an innovation-decision already made. Rogers (2003) 

METHODOLOGY 
 

This study adopts the ex-post facto research design. The federal government collected revenue is used as 
the dependent variable, while the company income tax (CIT), capital gain tax (CGT) and the value added 
tax (VAT) are used as the independent variables. The model will be estimated using Auto-Regressive 
Distributed Lag (ARDL) Model. A pre-diagnostic test of stationarity was carried out using Augmented 
Dicker-Fuller (ADF) to ascertain the robustness, reliability and healthiness of the data to avoid spurious 
or nonsensical. Quarterly data of CIT, CGT and VAT were sourced from the Federal Inland Revenue 
Services (FIRS) while annual data of FCR was obtained from the Central Bank of Nigeria (CBN) 
Statistical Bulletin, and then converted to quarterly data to ensure uniformity before carrying out the 
analysis.  The period of study covers from 2012 to 2021. This base period 2012 was adopted in order to 
have a glance of the periods before the year of the adoption of the E-tax system. 
 

After conducting the unit root test, the variables were integrated of mixed order I(0) and I(1). Therefore, 
the Auto-Regressive Distributed Lag (ARDL) Model method of analysis was employed on the time-series 
data spanning from 2012 to 2021. The bound test was used to test if long-run relationship existing among 
the variables. Due to the long-run relationship among the variables, the Error Correction Model (ECM) 
was used to test for the short-run relationship among the variables.  
 

 FCR = β0 + β1CIT + β2CGT + β3VAT + ε  ……………… (1) 
Where: 

 FCR = Federal Government Collected Revenue (N’billion). 
   CIT = Company Income Tax (N’billion). 
   CGT = Capital Gain tax ( N’billion). 
   VAT = Value Added Tax ( N’billion). 
   β0 = Intercept 
   β1, β2 β3 = parameters for estimating the exogenous variables (slope). 
 

The ARDL model is specified thus; 
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RESULT AND DISCUSSION 
 

Descriptive Statistics  
 
 FCR CIT CGT VAT 
 Mean  8894.466  308.5860  4.875385  270.5188 
 Median  9645.925  299.2300  0.980000  223.6350 
 Maximum  10755.40  556.2700  72.59000  563.7200 
 Minimum  5616.400  121.3400  0.060000  170.6900 
 Std. Dev.  1552.956  120.3734  12.30567  107.8344 
 Skewness -0.820970  0.312050  4.562350  1.452885 
 Kurtosis  2.218338  2.140760  24.97970  4.029215 
 Jarque-Bera  5.098236  1.879655  920.3467  15.83796 
 Probability  0.078151  0.390695  0.000000  0.000364 
 Sum  329095.3  12343.44  190.1400  10820.75 
 Sum Sq. Dev.  86820255  565100.7  5754.319  453502.4 
 Observations  37  40  39  40 
Source: Author’s Computations using E-view 10 output. 
 
The descriptive statistics from table 4.1 revealed that FCR has a mean value of 8894.466 while CIT, CGT 
and VAT has a mean value of 308.5860, 4.875385and 270.5188 respectively. The mean describes the 
average value of each of the series in the model. The FCR has the highest standard deviation with the 
value of 1552.956. This implies that the FCR is the most volatile variable in the model as it has the 
highest percentage of dispersion from the mean. In terms of skewness, FCE is skewed to the left (negative 
skewness) with its value of -0.820970, while  CIT, CGT and VAT are skewed to the right (positive 
skewness) with values of  0.312050, 4.562350 and 1.452885 respectively. 
 

Kurtosis measures the peakness or flatness of the distribution of a series. The kurtosis of a normal 
distribution is 3. If it exceeds 3 it means the distribution is peaked or leptokurtic relative to the normal 
distribution. On the other hand, if less than 3, it indicates the distribution is flat or platykurtic relative to 
the normal distribution. From table 4.1, the FCR and CIT are platykurtic with values of 2.218338 and 
2.140760, while CGT and VAT are leptokurtic with values of 24.97070 and 4.029215. Jarque-Bera (JB) 
tests whether the series is normally distributed or not. The test statistics measures the difference of the 
skewness and the kurtosis of the series with those from a normal distribution. In JB statistics, the Null 
Hypothesis which states that the distribution is normally distributed is rejected at 5% level of 
significance. From the result of table 4.1, probability values of the FCR and the CIT (0.078151 and 
0.390695) shows that the variables are normally distributed, while the CGT and VAT are not normally 
distributed due to their values of 0.000000 and 0.000364 which are less than 5% level of significance. 
 

Unit Root 
 

The Augmented Dicker-Fuller (ADF) unit root test is used to conduct a pre-diagnostic test to ascertain the 
underling properties of the time series variables. This test is important because estimating a model in the 
presence of non-stationary time series variable usually leads to spurious (meaningless) regression output 
with biased and inconsistent estimates of the standard errors of the coefficients, which could lead to 
misleading inference. Table 4.2 shows the summary of the computed Augmented Dicker Fuller Unit Root 
test for each of the variables. 
 

Summary of Augmented Dicker Fuller Stationarity Test 
Variable ADF Test 

Statistics 
Critical Value @ 
5% 

Probability 
Value 

Order of 
Integration 

FCR -4.497424 -3.580623  0.0067 I(0) 
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CIT -3.599703 -2.954021 0.0112 I(1) 
CGT -4.815592 -2.943427 0.0004 I(0) 
VAT -6.002902 -2.941145 0.0000 I(1) 

Source: Authors Computation using E-view 10 
 

From the summary of table 4.2, the CIT and CGT are stationary at levels while CIT and VAT are 
stationary at first difference. Based on the mixed order of integration I(0) and I(1) without any variable 
integrated at I(2), we shall proceed to estimate the variables using the Auto-Regressive Distributive Lag 
(ARDL) model which is best suited for the analyses. 
 

ARDL Bound Test 
     
Test  Statistics Value Significance I(0) I(1) 
F-statistic  41.95249 10% 3.47 4.45 
k 3 5% 4.01 5.07 
  1% 5.17 6.36 

Sources: Authors Computations using E-views 10 
 

The F-Bound test shows the long run relationship between the dependent variable and the independent 
variables. The null hypothesis states that there is no Cointegration. The criteria is that if the value of the 
F-statistics is lower than the values of the lower and upper bound, we cannot reject the null hypothesis but 
if it is greater than the lower and the upper bound, we can reject the null and accept the alternate there is a 
long run relationship amongst the variables. In table 4.3, the bounds test value of the F-statistics which is 
41.95249 is greater that the values of the upper I(I) and lower I(0) bound limit which are 4.01 and 5.07 at 
5% critical level of significance. This means that there is co-integration between the FCR and the CIT, 
CGT and VAT. Hence, long-run relationship exists amongst the variables.  
 

ARDL Long-run Form 
Variable Coefficient Std. Error t-Statistic Prob. 
CIT -2.129654 2.258669 -0.942880 0.3560 
CGT -42.47369 10.91331 -3.891917 0.0008 
VAT 124.4765 12.15629 10.23967 0.0000 
Sources: Authors Computations using E-views 10 
 

Table 4.4 shows the long run equilibrium relationship among the individual explanatory variable and the 
dependent variable. The CIT coefficient value of -2.129654 indicates that there is a negative long run 
equilibrium relationship between CIT and the FCR. If the CIT increases by 1 billion naira, the FCR will 
decrease by approximately 2.13 Billion Naira. The CIT probability value of 0.3560 shows that in the long 
run, the CIT has a no significant effect on the FCR in Nigeria because its probability value is greater than 
0.05. The CGT coefficient value of -42.47369 show that CGT also has a negative relationship with the 
FCR in Nigeria. When CGT increases by 1 billion Naira, the FCR will decrease by 42.47 billion naira. 
The probability value of 0.0008 show that the CGT has significant effect on the FCR. Finally, coefficient 
of VAT shows that the relationship between FCR and VAT are positive in Nigeria. When VAT increases 
by 1 billion, the FCR will increase by 128.48 billion naira. Base on the VAT probability value 0.0000, it 
shows that VAT has a positive significant effect FCR. 
 

Error Correction Model Regression 
 

C 1791.209 158.1236 11.32790 0.0000 
@TREND 115.3741 8.387128 13.75609 0.0000 
D(CIT) -0.357262 0.162321 -2.200966 0.0385 
D(VAT) 6.263683 1.295874 4.833557 0.0001 
D(VAT(-1)) 35.72768 2.465320 14.49211 0.0000 
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D(VAT(-2)) 29.51949 2.346572 12.57983 0.0000 
D(VAT(-3)) 7.024583 2.017844 3.481232 0.0021 
CointEq(-1)* 0.220216 0.015947 13.80917 0.0000 
R-squared 0.919661 
F-statistic  4.554829 
Prob(F-statistic)   0.000940 
Durbin-Watson  Stat  2.406524 
Source: Author’s computation using E-view 10 
 

The Error Correction Term (ECT) shows the speed of adjustment from a disequilibrium states to an 
equilibrium state. The ECT should be negative, less than 1 and should be statistically significant. The 
ECT also shows a 1 period lag Error Correction Term. Its value of 0.220216 This mean that, the average 
speed of adjustment from the short run to the long run should incase of any disequilibrium is 22 percent. 
This means that it will take 22 percent speed of adjustment for the model to adjust within a 4 months from 
the short run to the long run. This adjustment rate is averagely good. The R-square value of 0.919661 
means that CIT, CGT and VAR jointly accounted for about 91 percent of the variation or change in the 
FCR during the period under review, while the remaining 9 percent are accounted for by other factors 
outside the model.  
 

Test for serial correlation  
 

  Breusch-Godfrey Serial Correlation LM Test 
  F-statistics 0.062432 Prob. F(2,20)  0.9397 
  Obs*R-square        0.204747  Prob. Chi-Square(2) 0.9027 
 
Source: Author’s computation using E-view 10 
 

In line with the rule, the Breusch-Godfrey Serial Correlation LM Test table above shows that the 
probability values of 0.9397 and approximately 0.9027for both F-statistic and Obs*R-squared 
respectively are statistically insignificant at 5% level of significance. Hence, the null hypothesis that there 
is serial correlation in the model is rejected. Thus, the model is said to be free from serial correlation.   
 

Normality Test 
 

Figure 1 Normality chart 

 
 

In figure 1, the probability value of the Jarque-Bera (0.195221), indicates that the error terms are 
normally distributed.  
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Test for Heteroscedasticity 
 Heteroscedasticity Test: Breusch-Pagan-Godfrey 
F-statistics   0.695126 Prob. F(10,22)   0.7187 
Obs*R-squared   7.923368 Prob. Chi-Square(10)  0.6363 
Scaled explained SS  3.068376 prob. Chi-square(10)  0.9052  
Source: Author’s computation using E-view 10 
 
Table 4.7 shows the test for Heteroscedasticity. It indicates that the variables are free from the problem of 
Heteroscedasticity since the p-values of F-stat. and Obs*R-squared of 0.7187 and 0.6363 respectively are 
greater than 5% significance level. This outcome is further strengthened by the Scaled explained SS p-
value of 0.9052. Therefore, the model is Homoscedasticity. 
 

Stability Diagnostic Test  
 

The Cumulative Sum (CUSUM ) test is used to ascertain if the model is stable The null hypothesis for 
CUSUM test states that the parameters are stable while the alternate hypothesis states that the parameters 
are not stable. The guideline is that, if CUSUM line lies within the 5% significance line, we accept the 
null hypothesis that the parameters are stable. On the other hand, if the blue line crosses the red line, we 
reject the null and accept the alternative hypothesis that the parameters are not stable. 
       
    Figure 2: The CUSM chart 

 
 

From figure 2, it could be seen that the CUSUM series lies between the upper and the lower critical 
boundaries of 5%. This is an indication that the estimated model is stable. So, it can be concluded that the 
model is stable and the estimated results are reliable, and can therefore be used for further analysis and 
prediction. 
 

CONCLUSION AND RECOMMENDATION 
 

The study examined the elctronic-tax system’s effect on government revenue generation in Nigeria from 
2012 – 2021. The ex-post facto research design was adopted for the study The FCR was used as the 
dependent variable while the CIT, CGT and VAT were used as the dependent variables. The ARDL and 
ECM method of analysis was employed for the study. The study found that there is a long-run negative 
relationship between the FCR and the CIT and the CIT has no long-run significant effect of the FCR. 
Also, the CGT has a long-rum negative relationship with the FCR; and has a long-run significant effect 
on the FCR. Furthermore, the VAT has a positive long run relationship with the FCR and has significant 
effect on the FCR. Hence, the study concluded that the electronic tax system has a long-run effect on the 
federal government collected revenue in Nigeria. Based on the finding of the study, the following 
recommendations were made: 
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i. The government should sensitize companies on the need to key into the e-tax filling to enhance 
higher tax generation. 
ii. The capital gain tax should be encouraged because it contributed significantly to the federal 
government generated revenue during e-tax system periods. 
iii. The value added tax also should be encouraged due to its enormous contribution to the federal 
government generated revenue during the e-tax system periods. 
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Abstract 
 

The plight of organizations in the face of the unfriendly tax policies being experienced and the effect of the scenario on the 
firm’s survival and economy at large make this study imperative. The study examined the effect of multiple taxation on 
organizational survival of listed conglomerate firms in Nigeria. Multiple taxation is the independent variable proxied by 
(direct taxes and indirect taxes while organizational survival (dependent variable) was proxied by net profit margin. These 
were with the view of examining the relationship that exists between multiple taxation and organizational survival of listed 
conglomerates firms in Nigeria. The study which covered a ten-year period (2012–2021) adopted secondary data sourced 
from published annual reports and accounts of five (5) listed conglomerates firms on the Nigerian Exchange Group. In 
other to ensure the validity and the reliability the data, the study therefore subjected the data to a diagnostic test using 
descriptive statistics Analysis, Correlation Matrix, and random effect regression analysis with the help of E-view 10. The 
findings from the hypothesis tested indicated that direct taxes has significant effect on the organizational survival of listed 
conglomerates firms during the period understudied, while indirect taxes has negative and no significant effect on 
organizational survival. The study concluded that direct taxes are a veritable tool of organizational survival. The study 
recommends thatgovernment at all level should maintain and concentrate on those taxes as provided by the law to enable 
the firms to grow at ease. Instead of duplicating and enacting more tax laws, laws should be enacted to apprehend 
criminal elements that hide under the shadow of government to collect illegal taxes.  
 

Keywords: Multiple Taxation, Direct Taxes, Indirect Taxes, Organisational Survival and Net Profit 
Margin 
 

INTRODUCTION 
 

The major burden confronting every economy whether at macro or micro level is how best to source and 
finance her ever increasing expenditure. Till date, the government has found it unable to successfully 
satisfy the increasing demand of people. The situation worsened following catastrophic drop in oil 
revenue, its resultant effect on state allocation and the undeniable need to keep state administration 
running. A revival into agriculture and taxation was advocated as the possible panacea.  Taxation is a 
statutory obligation that companies whether registered or not in Nigeria and individual adults must fulfill. 
The fulfillment of this obligation helps governments (Federal, State and Local) to pilot their affairs 
effectively. Payment of tax is not intended to witch-hunt firms and individuals as it is built on the capacity 
to pay principle. 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 I, II and III of Degree 21 of 1998 are regarded as statutory 
requirements which must be fulfilled by firms operating in Nigeria. 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. 
Consumption tax is same as value Added Tax already collected by the federal government. All these taxes 
together with the statutory taxes, which can be classified as multiple taxation, has the capacity to 
endanger sustainability and growth of the conglomerates industry.   
 

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, et al, 2016). Multiple 
taxation is the arbitrary imposition of charges and levies by government arms which are inconsistent with 
the fiscal federalism (Yomi, 2014). One does not need to look too far to see why various arms of 
government enact these taxes. The reduction in proceeds from sale of crude oil is proportional to revenue 
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generation and avocation making the administration cost more than the expected allocation. Multiple-
taxation is defined here as all those fees and levies that fall outside the statutory taxes provided by law 
and chargeable by states, making taxable persons and entities to pay more than required taxes on same 
income. The tax law classified different taxes to be collected by each tier of government. 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 
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 
conglomerates 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. Against this backdrop, the study seeks to examine the effect of multiple taxation on organizational 
survival in Nigeria with focus on listed conglomerates firms. The major hypotheses underling this study 
are stated thus; 
 

HO1: Direct taxes have no significant effect on net profit margin of listed conglomerate firms in Nigeria. 
HO2: Indirect taxes has no significant effect on net profit margin of listed conglomerate firms in Nigeria. 
 

LITERATURE REVIEW 

Conceptual Framework 

Multiple Taxation 

Multiple taxation describes the situation where the income, profit or wealth of an individual or corporate 
body is taxed more than once (Onyeukwu et al 2021). The quest for higher revenue to government, 
purportedly to meet its developmental needs drives the government to endlessly impose different taxes 
and levies on individuals, partnerships and companies. 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 growth of sound tax 
administration in Nigeria. Okolo, Okpalaojiego and Okolo (2016) added that government diversification 
efforts reduce over dependency on oil income with the resultant effect being multiple tax imposition on 
SMEs. The assessment of different class of taxes on tax payers is what is known as multiple taxation. 
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 different 
tax treatment by government as multiple taxation. Odusola (2006) cites an example of multiple taxation as 
when company profit is assessed to income tax, withholding tax, education tax, value added tax, and 
technology taxes. In Lagos State, in particular, when tax payer is transporting her goods across different 
local governments; she will be compelled to pay varying fees and levies that later amount to multiple 
taxes within the same state. Therefore, Nigeria is bedeviled with multiplicity of taxes administered by 
governments, Onyeaso, et al (2009).   
 

Direct Taxation 

A direct tax is a tax that a person or organization pays directly to the entity that imposed it. Examples 
include income tax, real property tax, personal property tax, and taxes on assets, all of which are paid by 
an individual taxpayer or corporate bodies directly to the government (Onyeukwu et al 2021). Direct 
taxes cannot be passed on to a different person or entity. The individual or organization upon which the 
tax is levied is responsible for paying it. According to Izedonmi (2010) Direct taxes are one type of taxes 
an individual pays that are paid straight or directly to the government, such as income tax, poll tax, land 
tax, and personal property tax. Such direct taxes are computed based on the ability of the taxpayer to pay, 
which means that the higher their capability of paying is, the higher their taxes are. For example, in the 

https://www.investopedia.com/terms/t/taxation.asp
https://www.investopedia.com/terms/i/incometax.asp
https://www.investopedia.com/terms/t/taxpayer.asp
https://corporatefinanceinstitute.com/resources/knowledge/finance/income-tax-payable/
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case of income taxation, an individual who earns more pays higher taxes. It is computed as a percentage 
of the total income. Additionally, direct taxes are the responsibility of the individual and should be 
fulfilled by no one else but him. 
 

Indirect Taxation 
 

Indirect taxes are basically taxes that can be passed on to another entity or individual. They are usually 
imposed on a manufacturer or supplier who then passes on the tax to the consumer. The most common 
example of an indirect tax is the excise tax on cigarettes and alcohol. Ochei (2010) classified indirect 
taxes into two that is; Value Added Tax (VAT) and Custom and Excise duties. Value Added Tax in 
Nigeria: Following the problem of evasion and avoidance rocking the collection of person income tax and 
Company profit tax and the subsequent need to boost government revenue and reducing government 
borrowing, the Value added tax was introduced in January 1993 by the VAT decree No. 2 of 1993 and 
came into force on the 1st of January 1994 to. Replace the pre-existing sales tax. Ochei (2010), noted that 
many Nigerians believed that the tax was introduced as a means of avoiding taking loans from 
international agencies. Ngex.com described VAT as a consumption tax levied at each stage of the 
consumption chain, and is borne by the final consumer. It requires a taxable person upon registering with 
the Federal Board of Inland Revenue to charge and collect VAT at a flat rate of 5% of all invoiced 
amounts of taxable goods and services. Since inception, VAT revenue has exceeded it's projected amount. 
During 1994 the revenues earned from value added taxes in Nigeria exceeded the projections. They 
contributed 4% of the total revenue raised by the Federal Government in that year. In 1995 the rate of 
contribution was 5.39%. In 2017, VAT revenue accrued to the sum of... Value Added Tax is collected by 
government through an agency called FIRS (Federal Inland Revenue Services). Emmanuel (2013) 
examined the effects of VAT on economic growth and total tax revenue in Nigeria using data ranging 
from 1994 to 2010. Custom Duties are classified into two; Import duty and export duty. Custom duty in 
Nigeria can be traced back to 1860 when Nigeria started engaging in foreign trade. Then, it started as just 
import duties. Import duties are taxes on Nigeria’ s imports from other countries, charged either as a 
percentage of the value of the imports or as a fixed amount contingent on quality (Akhor & Ekundayo, 
2016). Akhor et al (2016) also described Export Duty is a tax on the goods exported to other countries, 
from Nigeria. Meanwhile, excise duties are an ad-valorem tax on the output of manufactured goods and 
are administered by the country's custom services (Ekeocha, Ekeocha, Malaolu & Oduh, 2012). 
 

Organizational Survival 
 

Roper (2012), took a business perspective by defining survival as a company’s ability to accomplish its 
corporate objectives and increase long-term value for shareholders by incorporating economic, 
environmental and social opportunities into its business strategies. Organisational survival is a concept 
that has gained immense popularity among management scholars and practitioners alike as it has 
gradually becomes an essential element in assessing an organisation’s growth, its profitability, its capacity 
to add value to society, as well as a tool for measuring its immediate and future prospect for survival. 
Firms whose manufacturing systems are survival-focused are driven by the desire to differentiate their 
products and services in the ever competitive marketplace (Setia & Soni, 2013). There is no generally 
accepted definition of organisational survival due in part to the myriad of cognate terms used to describe 
it. However, there seem to be a convergence of opinion about survival describing it as an organisation’s 
capacity to achieve current objectives without threatening future prospects. Surviva1 strategies increases 
an organisation’s awareness of its environment including its external environment and proffer solutions to 
challenges (Setia & Soni, 2013). Collis (1996), outlined the regular and common description of 
organisational survival as; keep the business going, future proofing, and achieving success today without 
compromising the needs of the future. Organisational survival explain the effectiveness of a firm, both in 
terms of maintaining human or societal welfare and preservation of the ecosystem, as it seeks the 
attainment of its goals (Sharma & Ruud, 2003). This study defines organisational survival as the strength 
of an organisation to realise it profitability objectives in the present and still meet the expectations of its 
constituents so as to remain in business in the long run. Survival has gained considerable importance in 
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the conglomerates sector in Nigeria, and is now being projected as a major indicator of success in a sector 
that is struggling to avoid extinction.  
 

Neti Profiti Margini (NPM) 

According to (Bastian & Suhardjono, 2006), Net Profit Margin (NPM) is basically one of the ratios used 
to demonstrate a company's ability to generate net income. Net profit margin is the ratio between net 
incomeand sales. This ratio is one of the important ratios for operational managers, because this ratio is 
able to reflect the sales pricing strategy that the company will apply. This ratio is also able to control the 
operating expenses. To calculate your net profit margin; divide your net income by your total sales 
revenue; the result is your netprofit margin.  
 

Net Profit Margin (NPM) = (Net Profits ÷ Net Sales) 
 

Empirical Review 
 

Onyeukwu (2021) examined the effect of multiple taxation on financial performance of hospitality firms 
in Abia State, Nigeria. The aim is to map the extent to which multiple taxation impede the survival and 
success of hotel businesses in the state. Ex post facto research design was adopted and data for analysis 
collected from the demand notices, evidence of payment for all the classes of taxes payable in the state, 
financial records and statements of 21 hotels in Umuahia for a period of 9 years. The multiple linear 
regression technique was employed to analyze the data generated. Findings from the study reveal 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. This study recommends that 
the state government and various local governments should concentrate on those taxes the law provided to 
enhance survival and excrescency of firms in the sector. Instead of duplicating and enacting more tax 
laws in the state, laws should be enacted to apprehend criminal elements that hide under the shadow of 
government to collect illegal taxes. Andrew (2020) examined the impact of corporate tax and firm 
characteristics on the performance of quoted manufacturing firms in Nigeria for a period of 10 years using 
4 manufacturing firms in the Nigeria Stock Exchange Market. Regression analysis was used to run the 
secondary data extracted from financial reports of the concerned manufacturing firms. Descriptive 
statistics and correlation matrix was employed to identify the normality of data and relationship existing 
between variables. Corporate Tax, Firm Size and Firm Age were used as independent variables while 
Return on Assets was employed to proxy the concept of performance. The findings revealed that 
Corporate Tax is positively impacting on profitability of quoted manufacturing firms at 1% significance. 
Firm Size is not significantly impacting on profitability of manufacturing firms. Firm Age is positively 
impacting on the profitability of quoted manufacturing firms at 10% significance. Based on the above 
findings, the researcher recommends that the Government should empower small and medium 
manufacturing firms by providing enabling environment, soft loans and other equipment needed for them 
to improve in their businesses which will also increase in revenue generation through the taxes that such 
firms will pay to the government. Also, the management of manufacturing firm should utilize its assets 
efficiently as excess production, poor inventory management will lead to a decline in profitability of the 
firm. 
 

Tabet and Onyeukwu (2019) examined the impact of multiple- taxation on small and medium scale 
enterprise Finance performance, in Nigeria, particularly Abuja metropolis. This study, surveyed fifteen 
(15) selected SMEs within the Abuja metropolis precisely AMAC area, with a population of four hundred 
and fifteen (415) respondents and a sample size of two hundred (200), as calculated using RAOSOFT 
Sample Size Calculator. A total of two hundred (200) questionnaires were administered. One hundred and 
seventy-eight (178) copies representing (89%) of the questionnaire were properly completed and retrieved 
while twenty-two (22) questionnaires representing (11%) were not retrieved. Primary source of data was 
used to gather information for the study and the main instrument of data collection was the questionnaire. 
The data were presented in tables as frequency distribution in the data analysis; the techniques of 
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percentage frequencies were used. The hypotheses were tested using ANOVA (analysis of variance) at 
5% significance level. Having analyzed the data, it was found that the majority of the respondents 
strongly agreed with all the questions posed with regards to the effects of multiple- taxation and 
disproportionate multiple- taxation on the finance performance of SMEs in Abuja. The study concluded 
that there is strong correlation between Multiple-taxation and the financial performance of SMEs in 
Abuja, Nigeria; there is also strong correlation between Disproportionate multiple taxation practices 
constitute a major challenge in the budgetary and planning performance of SMEs in Abuja, Nigeria. In 
view of these findings and conclusions, the researcher recommends, further studies on current taxation 
policies to ensure that they meet the criteria of good taxes according to Adam Smith in the wealth of 
nation. Training and awareness programs for tax agents, SMEs owners and their employees should be 
encouraged by the Nigerian Government. Comprehensive vetting of tax levies from government bodies 
and states by the federal government to weed out unnecessary multiple- taxation.  
 

Ukpabi (2019) explored the impact of indirect taxation and economic growth as a possible means of 
diversifying the Nigerian revenue. Time series data were applied in carrying out this research work. 
Ordinary Least square (OLS) method of analysis was adopted after determining the stationary of the 
variable using Augmented Dickey fuller technique and finding ample long run and short run relationship 
among variables using the Johansen cointegration and Vector Error Correction Mechanisms respectively. 
The result showed that of the two indirect tax sources, Value Added Tax and Customs and excise duties, 
Value Added Tax that had a positive significant relationship with economic growth. Customs and excise 
duties on the other hand had a negative relationship but was tested and found to be insignificant. But 
overall the relationship between the indirect tax sources and economic growth was found to be significant. 
Against the above result, the study recommended among others that the number of goods on the VAT list 
should be increased and the burden of custom duties should be lessened on infant industries, all aimed at 
boosting indirect tax revenue accruing to the country and ultimately stimulating economic growth. 
Adeniyi and Osazee (2018) conducted a research on effect of multiple tax regimes on sustainable 
development among small scale enterprises in Lagos State focusing on Lagos Island Local Government. 
The study made use of 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 technique. Findings reveal a significant relationship between multiple tax burden and 
performance variables of SMEs. The study concludes that multiple tax buden has significant effect on 
performance of SMEs in Nigeria. The paper recommends the establishment of proper institution to 
manage the issue of multiple taxes in country.   
 

Tuoyo and Adeusi (2018) evaluated the impact of tax obligations on the performance of listed 
manufacturing companies in Nigeria. Ex-post facto research design was adopted and data were obtained 
from secondary sources through the annual reports of the selected manufacturing companies for a period 
covering 2012-2016. Data collected were analyzed using Ordinary Least Square regression from which 
inferences and conclusion were drawn from the result of the analyzed data. The result of the analysis 
revealed that company income tax has a negative impact and statistically significant relationship to return 
on assets of listed manufacturing companies in Nigeria; company income tax has a positive but statistical 
insignificant relationship to profit before tax; company income tax has a negative but statistically 
significant relationship to earnings per share. It was therefore recommended that they (listed 
manufacturing companies) should find a way of minimizing taxation which will help them increase their 
return on Asset, profit before tax and earnings per share. Okolo, et al (2016) investigated the effect of 
multiple taxation on investments of small and medium enterprises in Enugu State, Nigeria. A survey 
research design was applied on the population of 80 SMEs. Simple percentages/frequencies were adopted 
in analyzing the primarily sourced data and the research hypotheses were tested using ANOVA. The 
study found a negative effect between multiple taxation and SMEs performance. Based on the findings, 
the study recommends the development of tax policy that considers the enhancement of SMEs capital 
allowance when imposing taxes by the government. 
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Theoretical Framework 
 

Expediency Theory 
 

This theory was propounded by Adam smith in 1776 he 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. In addition, the administrative set up may not be efficient to collect the tax 
at a reasonable cost of collection. Taxation provides a powerful set of policy tools to the authorities and 
should be effectively used for remedying economic and social ills of the society such as income 
inequalities, regional disparities, unemployment, cyclical fluctuations and so on.  
 

Ability-To-Pay Theory  
 

This theory suggests that, taxes should be levied according to an individual’s ability to pay. It says that 
public expenditure should come from him that hath instead of him that hath not. The principle originated 
from the sixteenth century. The ability-to-pay theory was, scientifically extended by the Swiss 
philosopher Jean Jacques Rousseau (1712-1778), the French political economist Jean- Baptiste Say 
(1767-1832) and the English economist John Stuart Mill (1806-1873). This is indeed the basis of 
‘progressive tax,’ as the tax rate increases by the increase of the taxable amount. This principle is indeed 
the most equitable tax system and has been widely used in industrialized economies. The usual and most 
supported justification of ability to pay is on grounds of sacrifice. The payment of taxes is viewed as a 
deprivation to the taxpayer because he surrendered money to the government, which he would have used 
for his own personal use. However, there is no solid approach for the measurement of the equity of 
sacrifice in this theory, as it can be measured in absolute, proportional or marginal terms. Thus, equal 
sacrifice can be measured as (i) each taxpayer surrenders the same absolute degree of utility that she/he 
obtains from her/his income, or (ii) each sacrifices the same proportion of utility she/he obtains from 
her/his income, or (iii) each gives up the same utility for the last unit of income; respectively. The 
theoretical framework found adequate for this study was this ability-to-pay theory. 
 
METHODOLOGY  
 

Data for this study were generated through secondary source, extracted from the annual financial reports 
of listed conglomerate firms in Nigeria on their official websites. The population of this study comprises 
of the entire five (5) listed conglomerate firms in the Nigerian Exchange Group (NXG) as at the year 
2021 and the sample size also employed all five (5) listed conglomerates firms; Chellarates, Plc, John 
Holt Plc, Scon Nigeria Plc, Transnational Corporation Plc and UACH Plc. The scope of the study is from 
2012 to 2021 (both years inclusive). The research design adopted for the study was quasi-experimental 
considering the fact that historical data was used in analysis. The techniques for data analysis were 
descriptive statistics, correlation matrix and panel least square regression analysis, due to the fact that the 
study will employ balanced panel data. The tool for data analysis were E-view 10, this will enable the 
researcher to run the entire necessary test for better and unbiased result. The model for this study is 
anchored on the independent variables (CIT) and the dependent variable (ROA and ROE), and was 
specified thus: 
  
NPMit = β0 + β1DTit +β1IDTit € ……………………………………………………………. (i) 
Where:  
NPM = Net Profit Margin 
DT = Direct Taxes 
IDT = Indirect Direct Taxes 
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β0 = Constant  
β1, = Coefficients of independent variables  
€ = error term 

Tablei 1: Measurementi ofi Variables 
S/No. Variables Type Measurement Source  

 Variablei ofi 
Interest 

   

1. Net Profit Magin 
(NPM) 

Dependent Net Profit Margin (NPM) = (Net 
Profits ÷ Net Sales) 

Okolo, et al, 2016 

2. Direct Taxes (DT) Independent  DT = (Income Tax + Taxes on 
Assets) per annum  

Izedonmi (2010) 

3. Indirect Taxes (IDT) Independent IDT = (Value Added Tax + 
Custom and Excise Duties) per 

annum 

Akhor & Ekundayo, 
2016 

Source:i Author’si compilationi (2022) 
 

RESULT AND DISCUSSION 
Data presentation  
 

In order to establish an empirical relationship between effect of multiple taxation and organizational 
survival of listed conglomerates firms in Nigeria, the estimation technique and procedure capture the 
objectives of the research as stated earlier and the estimation was carried out using E-view-10. 
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

The descriptive statistics of the dataset from the sampled conglomerate firms are presented in Table 4.1 
where the mean, standard deviation, minimum and maximum values of the data for the variables used in 
the study are described.  
 

Table 4.1: Descriptive Statistics  
 

 NPM DI IDT 
 Mean  0.497460  1487.138  52818.67 
 Median  0.602000  523.5500  5458.000 
 Maximum  0.954000  9001.000  364814.0 
 Minimum  0.002000  122.5200  1200.000 
 Std. Dev.  0.361736  2000.785  86866.50 
 Skewness -0.368624  2.100272  1.974240 
 Kurtosis  1.441669  7.172766  6.319035 
 Jarque-Bera  6.191522  73.03445  54.32159 
 Probability  0.045241  0.000000  0.000000 
 Sum  24.87300  74356.91  2588115. 
 Sum Sq. Dev.  6.411808  1.96E+08  3.62E+11 
 Observations  50  50  49 
Source: E-View 10 Output (2022) 
 

Table 4.1 shows the summary of descriptive statistics of the variables included in the model. It shows the 
existence of optimum variations in the variables as depicted by the mean values during the 2012 to 2022 
study period. The analysis was also fortified by the value of the skewness and kurtosis of all the variables 
involved in the model. All the distributions are positively skewed except for NPM. Variables with value 
of kurtosis less than three are called platykurtic (fat or short-tailed) and NPM variable qualified for this 
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during the study period. On the other hand, variables whose kurtosis value is greater than three are called 
leptokurtic (slim or long tailed) DT and IDT variables qualified for this during the study period. Jarque-
Bera test shows that the residuals are not normally distributed. In summary, the descriptive statistics 
revealed that most of the data sets are not normally distributed. This is so because the probability values 
of the variables do not exceed 5%. 
 

Correlation Analysis 

Table 4.2 presents correlation values between dependent and independent variables and the correlation 
among the independent variables themselves. These values are generated from Pearson Correlation 
output. The Table contains correlation matrix showing the Pearson correlation coefficients between the 
dependent and independent variables and among the independent variables of the study.  

Table 4.2: Correlation Analysis Result 
Covariance Analysis: Ordinary   
Date: 08/09/22   Time: 21:16   
Sample: 2012 2021    
Included observations: 49   
Balanced sample (listwise missing value deletion)  
     
     Correlation    
Probability NPM  DI  IDT   

NPM  1.000000    
 -----     
     

DI  -0.020338 1.000000   
 0.8897 -----    
     

IDT  -0.226401 0.099776 1.000000  
 0.1178 0.4952 -----   

          Source: E-View 10 Output (2022) 
 
Table 4.2 shows the correlation between the dependent variable, net profit margin and the independent 
variables of direct taxes and indirect taxes on one hand, and among the independent variables themselves 
on the other hand. Generally, a high correlation is expected between dependent and independent variables 
while a low correlation is expected among independent variables. According to Gujarati (2004), a 
correlation coefficient between two independent variables of 0.80 is considered excessive, and thus 
certain measures are required to correct that anomaly in the data. From the table, it can be seen that all 
the correlation coefficients among the independent variables are below 0.80. This point to the absence of 
possible multicollinearity among the independent variables and the correlation between the dependent 
variables shows that there is a negative correlation among the dependent and independent variables. 
 
The table revealed a negative and insignificant correlation coefficient among the variables (NPM and 
DTand likewise negative and insignificant relationship exist among (NPM and IDT) respectively during 
the period of investigation. All these correlations are therefore consider weak. These relationships are 
therefore not statistically significant as indicated by the p-value which are all greater than 5%. Looking 
inwards, among the independent variables it is evidence that there is a positive associate between DT and 
IDT these relationships are statistically insignificant at 5% level of confidence and indicated by the P-
value (0.4952). This suggests that indirect taxes has positive influence on direct taxes on a long run but 
does not have significant effect on organisational survival oflisted conglomerate firms. 
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Fixed Effect Likelihood Ratio Test 

The Fixed Effect Likelihood Ratio test is a test for model specification in panel data analysis and this test 
is employed to choose between pooled effect model and the fixed effects model. Due to the panel nature 
of the data set, both pooled effect and fixed effect regressions were run (as shown in appendix 4 and 5 as 
attached). Fixed effect likelihood ratiospecification test was then conducted to choose the preferred model 
between the pooled effect and the fixed effect regression models. The test basically checked if the error 
terms were correlated with the regressors. Thus, the decision rule for the fixed effect likelihood 
ratiospecification is stated thus; at 5% Level of significance: 
 

H0: Pooled effect is most appropriate for the Panel Regression analysis 

H1: Fixed effect is not appropriate for the Panel Regression analysis 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is fixed effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the fixed effect model is to be rejected). 
 

Fixed Effect Likelihood Ratio Result 
 

Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  

     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 12.924584 (4,42) 0.0000 

Cross-section Chi-square 39.318130 4 0.0000 
          Source: E-View 10 Output (2022) 

 

The result of fixed effect likelihood ratio test shows that chi-square statistics value is 39.318130 while the 
probability values of is 0.0000. This implies that there is enough evidence to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis. It thus stands that 
error component model (pooled effect) estimator is not appropriate because the pooled effects are 
probably correlated with one or more regressors. Thus, the most consistent and efficient estimation for the 
study, given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sampled data (given the two options as encapsulated above), because the likelihood 
ratio test statistics as represented by corresponding probability value is greater than 5%. It is most logical 
therefore to proceed to another test which is the Langranger multiplier test, which will show the 
appropriateness of otherwise of using the pooled effect model or the random effect model.  
 

Langranger Multiplier Test (Test between Random and Pooled) 
 

The Langranger Multiplier test is a test for model specification in panel data analysis, which is employed 
to choose between pooled effect model and the random effects model. Due to the panel nature of the data 
set, both pooled effect and random effect regression analysis were run (as shown in appendix 4 and 6 as 
attached). The breusch-paganlangranger multiplier test was then conducted to choose the preferred model 
between the pooled effect and the random effect regression models and the decision rule for the breusch-
paganlangranger multiplier test is stated thus; at 5% Level of significance: 
 



Effect of Multiple Taxation on Organizational Survival of Listed Conglomerate Firms in Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 213 
 

H0: Pooled effect is most appropriate for the Panel Regression analysis 
H1: Random effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Breusch-Pagan Langranger Multiplier Test 
 

Residual Cross-Section Dependence Test 
Null hypothesis: No cross-section dependence (correlation) in 
residuals 
Equation: Untitled  
Periods included: 10  
Cross-sections included: 5  
Total panel (unbalanced) observations: 49 
Note: non-zero cross-section means detected in data 
Test employs centered correlations computed from pairwise samples 

    
    Test Statistic   d.f.   Prob.   
    
    Breusch-Pagan LM 12.81785 10 0.0340 

Pesaran scaled LM 0.630091  0.5286 
Pesaran CD -0.011893  0.9905 

        Source: E-View 10 Output (2022) 
*Decision Rule: At 5% level of Significance 

H0: Pooled Effect is most appropriate  

H1: Random Effect is most appropriate 

Based on the probability value of the Breusch-Pagan Langranger Multiplier Test at 0.0340, the null 
hypothesis is rejected, thus random effect is most appropriate when compared to pooled effect. It is 
equally logical therefore to further proceed to another test which is the Hausman specification test, which 
will show the appropriateness of otherwise of using the random effect model when compared to the fixed 
effect regression analysis.  
 

Hausman Specification Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Due to the panel nature of the data set 
utilized in this study, both fixed effect and random effect regressions were run. Hausman specification 
test was then conducted to choose the preferred model between the fixed effect and the random effect 
regression models. The test basically checked if the error terms were correlated with the regressors. Thus, 
the decision rule for the Hausman specification test is stated thus; at 5% Level of significance: 
 

H0: Random effect is most appropriate for the Panel Regression analysis 
H1: Fixed effect is not appropriate for the Panel Regression analysis 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
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preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Hausman Test 

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 1.233346 2 0.5397 
          Source: E-View 10 Output (2022) 

 

The result of Hausman test shows that chi-square statistics value is 1.233346 while the probability values 
of is 0.5397. This implies that there is no reason to reject the null hypothesis which states that random 
effect is most appropriate for the Panel Regression analysis. It thus stands that error component model 
(random effect) estimator is the most appropriate because the random effects are well correlated with the 
regressors. Thus, the most consistent and efficient estimation for the study is the random effect cross-
sectional model. Consequently, the result suggests that the random effect regression model is most 
appropriate for the sampled data because the Hausman test statistics as represented by corresponding 
probability value is greater than 5%. 

Test of Research Hypotheses 

Panel Random Effect Regression Result 
 

Dependent Variable: NPM   
Method: Panel EGLS (Cross-section random effects) 
Date: 08/09/22   Time: 22:06   
Sample: 2012 2021   
Periods included: 10   
Cross-sections included: 5   
Total panel (unbalanced) observations: 49  
Swamy and Arora estimator of component variances 

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 0.442007 0.161915 2.729876 0.0089 

DI 5.37E-05 2.41E-05 2.233519 0.0304 
IDT -5.95E-07 5.65E-07 -1.053273 0.2977 

     
      Effects Specification   
   S.D.   Rho   
     
     Cross-section random 0.338642 0.6463 

Idiosyncratic random 0.250537 0.3537 
     
      Weighted Statistics   
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R-squared 0.773464     Mean dependent var 0.112609 
Adjusted R-squared 0.744919     S.D. dependent var 0.258539 
S.E. of regression 0.248495     Sum squared resid 2.840479 
F-statistic 2.943678     Durbin-Watson stat 1.899276 
Prob(F-statistic) 0.004663    

     
     Source: E-View 10 Output (2022) 

 

From table 4.6 above, the coefficient of multiple determinations (R2) is 0.773464 and in line with the 
panel nature of the data used in this study, the regression model shows that the range of values between 
adjusted R2 and R2 falls between 74%, and 77% respectively. This indicates that about 77% of the total 
variations in organizational survival (NPM) is explained by the variations in the independent variables 
(DT and IDT), while the remaining 23% of the variation in the model is captured by the error term, which 
further indicates that the line of best fit is highly fitted. Similarly, from the table above, the coefficient of 
the intercept (for the random effect result) is positive. This indicates that at any given point of time where 
these explanatory variables are held constant, net profit margin) of the firms improves by 0.442007. In 
terms of residual test, the model is free from serial correlation as revealed by the Durbin-Watson statistic 
of 1.89 is within the acceptable range of 1.94 to 2.7 for a sample of at least 50 observations. The 
individual independent variables of the study show that direct taxes (DT) has positive and significant 
effect on organizational survival (net profit margin) as indicated by the P-value of (0.0304) which is less 
than 5% significant level. On the other hand, the second null hypothesis posited that indirect taxes (IDT) 
has negative and insignificant effect on organizational survival (net profit margin) as indicated by the P-
value of (0.2977) which is greater than 5% significant level. 
 

Discussion of Findings 
 

Direct taxes (DT) has a positive significant relationship with organisational survival, such that increase in 
direct taxes (income tax and taxes on assets) will in effect boost organisational in Nigeria. This can be 
explained that increase in direct taxes such as income tax and taxes on assets will translate to increased 
government expenditure in direct consumption or investment activities which will spur firms and 
economic activities in the country.The result is not surprising as it is in line with the prior expectation of 
the researcher. In addition, the result is in line with Ability-To-Paytheory which anchors the relationship 
between direct taxes and entity of individual development.This does not deviate from reality as it is 
expected that the more company income tax the more profit.This is consistent with the study of 
(Nwaezeaku, 2005; Nwokoye & Rolle, 2015; Ojong et al., 2016 and Herbert et al. 2018). The second 
hypothesis revealed that indirect taxes (Value added tax and Custom and Excise Duties) have an 
insignificant negative relationship with organisational survival, such that an increase in indirect taxes will 
stunt organisational survival. This can be explained in the context that Nigeria is a consuming nation and 
that most of the goods consumed, traded and sold in the country come from external sources.  Imposition 
of value added tax and customs and excise duties will make such good expensive and discourage demand. 
It may even get to the stage where companies that source for raw materials abroad will have to close shop 
or move to countries with fairer custom and excise duties. This finding contradicts the result of (Ukpabi 
2019) who posited that indirect taxes have positive and significant effect on economic growth.   
 

CONCLUSION AND RECOMMENDATIONS 
 

Based on the result of data analysis and discussion of findings above, the study has reached the following 
conclusions; The study provided empirical evidence on the relationship between multiple taxation (proxy 
by direct taxes and indirect taxes and organizational performance (proxy by net profit margin) of listed 
conglomerates firms in Nigeria. Specifically, the study concluded that direct taxes have positive and 
significant effect on organizational survival and on the other hand the study concluded that indirect taxes 
have negative and insignificant effect on organizational survival of listed conglomerates firms in Nigeria. 
Based on the statistical evidence and the conclusions of this study, the following recommendations were 
made. 
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i. To maintain the core goal and spirit of taxation in Nigeria as enshrined by the constitution, 
government at all level should maintain and concentrate on those taxes as provided by the law 
to enable the firms to grow at ease. Instead of duplicating and enacting more tax laws, laws 
should be enacted to apprehend criminal elements that hide under the shadow of government 
to collect illegal taxes. 

ii. Government should ensure that conglomerates firms sourcing for raw materials abroad should 
not be charged excessive indirect taxes, to enable them thrive most especially the infant 
industries.  
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Abstract 
 

The effect of debt structure on financial performance is of considerable importance to all businesses. The emphasis of 
major studies concerning the financial structure of businesses and firms has been on capital structure rather than on debt 
structure. Thus, the study evaluates the effect of debt structure on financial performance of quoted pharmaceutical firms in 
Nigeria. Longitudinal panel research design was adopted in this study. The population of this study comprises of seven (7) 
listed pharmaceutical firms in Nigeria. The purposive sampling technique was employed to select six (6) listed 
pharmaceutical firms. In view of the fact that the only one firm left out contained unbalance data.  Data required for this 
study were obtained from audited financial statements and annual reports of quoted pharmaceutical firms in Nigeria 
ranging from 2011-2021.The study employed descriptive statistics, correlation matrix and random effect panel regression 
with the help of STATA version 13.0. The study revealed that long-term debt has positive and significant relationship on 
financial performance, while short-term debt and debt ratio has insignificant effect on financial performance respectively. 
The study recommends that quoted pharmaceutical firms in Nigeria should make effective use of long-term debts to 
enhance their capital employed with a view to generating more returns to cover cost of capital and increase their retained 
earnings.  
 

Keywords: Debt Structure, Long term debt, Short term debt, Financial Leverage and Financial 
performance 
 

INTRODUCTION 
 

Firms need capital to finance new and existing projects, this capital can be sourced by taking into 
consideration two major sources namely, the debt-versus-equity decision and there is also the decision 
on debt structure (Singh & Bansal, 2016). Debt structure is a central element in a firm’s capital structure. 
Debt structure provides a historical window into a company’s liabilities, indicating to investors the 
maturity dates of corporate debts. The idea is to tell investors how soon the business must settle debts 
and whether it has the money to do so. The term “debt structure” draws on the concept of debt, which is 
a sum of cash a borrower must repay through periodic installments or in a lump-sum payment. Equity 
capital is invested funds which is in contrast to debt structure, is not repaid to the investors in the normal 
course of business. It represents the risk capital staked by the owners through purchase of a company’s 
common stock or ordinary shares (Shabaet al, 2016). Financial performance is regarded as a post 
business operation activity used in evaluating how economically well or profitable the business has done 
over a given period (Augustineet al,2020). Firm’s performance on the other hand is the measurement of 
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what has been attained by the firm, which is an indicator of the good conditions for a period of time 
(Kale, 2013). The objectives of measuring performance are to obtain very useful information about flow 
of funds, the uses of firm finances, their efficiency and effectiveness. Besides, managers are able to make 
best decisions from the information on firm’s performance (Almajaliet al, 2012). One of the main factors 
that could influence the firm's performance is debt structure. Since bankruptcy costs exist, deteriorating 
returns occur with further use of debt in order to get the benefits of tax deduction and interest. Therefore, 
there is an appropriate debt structure beyond which increases in bankruptcy costs are higher than the 
marginal tax-sheltering benefits associated with the additional substitution of debt for equity. Firms are 
willing to maximise their performance, and minimise their financing cost, by maintaining the appropriate 
debt structure. The survival of the firm and its continuity often depends on its financialperformance; 
most importantly its profitability which may be fueled by effective leveraging. Fund requirement 
(leverage) is not the same for all firms, the firm’s asset, structure and system is a determinant of 
leverage, which is why this study is focused on pharmaceutical firms in Nigeria, given that they are one 
of the biggest sectors of the economy.  
 

Understanding the relationship between long term debt and performance of various sectors of an economy 
is important to all stakeholders. Long-term debt measures the relative weight of long-term debt to the debt 
structure (long-term financing) of the firm in long run. The level of long-term debt of a firm is also 
believed to be one of the forces expected to influence the performance of a firm. A firm that has a higher 
long-term debt as proposed by previous studies would have little resources to take care of some other 
objectives and vice versa (Kale, 2014). Short term debt is another item in a firm’s debt structure that 
affects its financial performance. Short term debts affect the financial performance of a firm either 
negatively or positively. Short-term debt measures the relative short-term debts to total assets of a firm 
are to meet it financial obligation over the accounting period. Some scholars like (Otekunrin et al, 
2018)argue that the shorter the debt the better the firm is in improving its performance. Debt ratio or total 
debt to total equity is also expected to have an influence on a firm’s performance. Debt ratio assesses the 
extent to which a firm is using borrowed funds in relation to its equity. It indicates the solvency of the 
business and the extent of cover for external liabilities. It also measures of a company’s financial leverage 
calculated by dividing its total liability, by stockholder’s equity, it indicates what proportion of equity and 
debt a company is using to finance its assets (Quazi etal,2020). Total debt to total equity is a measure of 
how much firm uses equity and debt. Investors prefer the ratio to be lower; because the lower ratio the 
higher the level of firms financing that is being provided by shareholders and the larger the cushion 
(margin of protection) in the event of shrinking asset values or outright losses. 
 

Arising from the strategic importance of the pharmaceutical (healthcare) sector to an economy such as 
Nigeria’s, it is important for investors and shareholders to understand the effect of debt structure on the 
performance of pharmaceutical firms. This is because debt structure decision on how to finance their 
assets by debt or by equity will affect relationship with the final result for any given period since it 
influences the returns and risks of shareholders and consequently affects the market value of the shares. 
Therefore, the lack of concentration on studies on debt structure and rather more attention done on studies 
on capital structure, is what motivates this study. Thus, it is important to know if the use of debt structure 
affects the performance of pharmaceutical firms and to what extent. In terms of institutional gaps, most 
studies carried out on debt structure pay more attention to consumer goods firms, manufacturing firms, 
industrial goods firms and financial institutions. Thus, giving room for further research on the subject 
matter, using a different institution such as the pharmaceutical sector as obtained in this present study. 
Also, majority of the study in Nigeria focuses on capital structure and financial leverage with little or no 
research on debt structure which serve as a subset of capital structure, these and many more served as the 
motivation for carrying out this research in other to bridge the geographical gaps that exist over time. In 
terms of methodology gap most studies conducted in this area used time series data and as such employed 
the Ordinary Least Square method of data analysis and SPSS statistical tools (Karuma, Ndambiri, & 
Oluochi 2018; and Ruth, 2017). Time series data suffered from some limitations among them are, it does 
not address the individualistic effect of the sampled companies in view of their respective uniqueness and 
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also, it does not explain wide range of and complex problems. A more robust analysis could be conducted 
using panel data that enrich empirical analysis in ways that may not be possible if we use only cross-
section or time series data. This study has identified the gaps in terms of environment, industry/sector and 
margin in findings; therefore, this study seeks to investigate the effect of debt structure on financial 
performance of quoted pharmaceutical firms in Nigeria. Consequently, the major hypotheses underlying 
this study are stated thus; 
 

Ho1: Long-term has no significant effect on financial leverage of quoted pharmaceutical firms in  Nigeria. 
Ho1: Short-term debt has no significant effect on financial leverage of quoted pharmaceutical firms in 
Nigeria. 
Ho1: Debt ratio has no significant effect on financial leverage of quoted pharmaceutical firms in  Nigeria. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Debt Structure 
 

The term debt structure refers to durations and timing of principal and interest payments. The structure 
typically refers to characteristics such as the maturity dates, the principal repayment terms, and the 
provisions for prepaying the loan (Hasan et al., 2021). Optimal debt structure of firms has always been a 
critical issue in analyzing its performance vis-a-vis other factors relating to its growth such as firm’s size, 
sale growth, the asset structure and tangibility. Debt structure involves an action that is bound by time for 
the repayment of debt and the debt’s interest at an agreed end of the period. It occurs when a firm borrows 
needed cash resulting to debt to a lender or an investor for a short-term or for long-term capital needs of 
the firm. According to Ajibola etal, (2018), when debt financing is resorted to by a firm resort to, it means 
that the firm gets its cash needs from additional business or sources, resulting to debt acquired tothe 
“original lender for either short-term needs or long-term capital expenditure. It is a policy that borrowing 
money involves having a consideration that the total amount borrowed with the interest will be paid back 
in the future. 
 

The rate of interest charged on the amount borrowed shows the risk level undertaken by the lender for 
providing the needed fund. In debt financing, both ownership and control are not givenup at any time. 
And the interests paid are tax deductive. A statement of debt structure typically ranks corporate liabilities 
by factors such as maturity and security. Long-term debts become due within a period exceeding one 
year. Examples include bonds payable and notes due. Short-term, or current debts mature within twelve 
(12) months and include accounts payable, credit card balances, commercial paper and salaries due. A 
secured debt, such as a mortgage, requires that a borrower post collateral, whereas an unsecured liability 
does not mandate a financial guarantee. Accountants, financial managers and investment analysts help a 
company prepare an accurate debt-structure statement. To adeptly perform tasks, these professionals use 
such tools as financial analysis software and mainframe computers. Other tools include credit 
adjudication and lending management system software, also called CALMS; database management 
system applications; enterprise resource planning software; calendar and scheduling programs; and 
financial accounting, analysis and reporting software, also called FAARS (Ezeagba et al, 2022). 
 

Long-Term Debt 
 

Long-term debt is debt that matures in more than one year. Long-term debt can be viewed from two 
perspectives: financial statement reporting by the issuer and financial investing. In financial statement 
reporting, companies must record long-term debt issuance and all of its associated payment obligations on 
its financial statements. On the flip side, investing in long-term debt includes putting money into debt 
investments with maturities of more than one year. Long-term debt is debt that matures in more than one 
year. Entities choose to issue long-term debt with various considerations, primarily focusing on the 
timeframe for repayment and interest to be paid. Investors invest in long-term debt for the benefits of 
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interest payments and consider time to maturity as a liquidity risk. Overall, the lifetime obligations and 
valuations of long-term debt will be heavily dependent on market rate changes and whether or not a long-
term debt issuance has fixed or floating rate interest terms (Onyenwe & Glory, 2017). A company takes 
on debt to obtain immediate capital. For example, startup ventures require substantial funds to get off the 
ground and pay for basic expenses such as research, insurance, licenses, equipment, supplies, and 
advertising. Mature businesses also use debt to fund their regular operations as well as new capital-
intensive projects. Overall, all businesses need to have capital on hand and debt is one source for 
obtaining immediate funds to finance business operations. Long-term debt issuance has a few advantages 
over short-term debt. Interest from all types of debt obligations, short and long, are considered a business 
expense that can be deducted before paying taxes. Longer-term debt usually requires a slightly higher 
interest rate than shorter term debt.  
 

Short-Term Debt 
 

Short-term debt, also called current liabilities, is a firm's financial obligations that are expected to be paid 
off within a year. It is listed under the current liabilities portion of the total liabilities section of a 
company's financial position. There are usually two types of debt, or liabilities, that a company accrues, 
they are financing and operating. The former is the result of actions undertaken to raise funding to grow 
the business, while the latter is the byproduct of obligations arising from normal business operations. 
Financing debt is normally considered to be long-term debt in that it is has a maturity date longer than 12 
months and is usually listed after the current liabilities portion in the total liabilities section of the 
financial position. Operating debt arises from the primary activities that are required to run a business, 
such as accounts payable, and is expected to be resolved within 12 months, or within the current operating 
cycle, of its accrual. This is known as short term debt and is usually made up of short-term bank loans 
taken out, or commercial paper issued, by a company, the value of the short-term debt account is very 
important when determining a company's performance. Simply put, the higher the debt-to-equity ratio, the 
greater the concern about company liquidity. If the account is larger than the company's cash and cash 
equivalents, this suggests that the company may be in poor financial health and does not have enough 
cash to pay off its impending obligations. The most common measure of short-term liquidity is the quick 
ratio which is integral in determining a company's credit rating that ultimately affects that company's 
ability to procure financing. It's important to understand that not all liabilities are debts, even though all 
debts are liabilities (Anarfor, 2015).  
 

Debt Ratio (Total Debts to Total Assets) 
 

The total debts to total assets measure the amount of the total funds provided by creditors in relation to 
the total assets of a firm. Generally, creditors would prefer low ratio for all debts because the lower the 
ratio the greater is the cushion against creditors losses in the event of liquidation. Total debt to total assets 
is a debt ratio that defines the total amount of debt relative to assets. This enables comparison of debt to 
be made across different companies, such that, the higher the ratio the better degree of debt and 
consequently financial risk. This is a broad ratio that includes long term debt and short-term debt 
(borrowings maturity within one year) as well as all tangible and intangible assets (Akinsulire, 2014). 
Debt ratio is a solvency ratio that measures firm’s total liabilities as a percentage of its total assets. In a 
sense, the debt ratio shows a company’s ability to pay off its liabilities with its assets. In other words, this 
shows how many assets the company must sell in order to pay off all of its liabilities. This ratio also 
measures the financial debt of a company. Companies with higher levels of liabilities compared with 
assets are considered highly indebted and risky for lenders. It helps investors and creditors analyses the 
overall debt burden on the company as well as a firm’s ability to pay off its debt in the future especially 
during uncertain economic times. The debt ratio is calculated by dividing total liabilities by total assets. 
Both of these numbers can easily be found in the financial position. A lower debt ratio usually implies a 
more stable business with the potential of longevity because a company with lower ratio also has an 
overall debt posture. Each industry has its own benchmarks for debt, but 0.5 is reasonable ratio (Ojo, 
2012)  
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Financial Performance 
 

Financial performance is a subjective measure of how well a firm can use assets from its primary mode of 
business and generate revenues. It is also used as a general measure of a firm's overall financial health 
over a given period. Financial performance is a complete evaluation of a company’s overall standing in 
categories such as assets, liabilities, equity, expenses, revenue, and overall profitability. It is measured 
through various business-related formulas that allow users to calculate exact details regarding a 
company’s potential effectiveness (Ezeagbaet al 2022).Financial performance refers to the degree to 
which financial objectives being or has been accomplished. It is the process of measuring the results of a 
firm's policies and operations in monetary terms. It is used to measure firm's overall financial health over 
a given period of time and can also be used to compare similar firms across the same industry or to 
compare industries or sectors in aggregation. Financial performance is a measure of how efficient a firm 
uses its assets to generate revenue from its operating activities.  It can be said to be a term that is used to 
measure the financial health and growth of a firm over a period of time. It can also be used to compare 
different firms in the same industry (Ibrahim & Hamid, 2019). There are different measures of financial 
performance and since there are many stakeholders in a company, each group has its own interest in 
tracking the financial performance of that company. The trade creditors will be interested in the liquidity 
of the company, the bond holders will be interested in the solvency of the company, the shareholders will 
be interested knowing how well their investment will yield return and the management will be interested 
in knowing how well the firm perform in the market. The most comprehensive source of information 
about a company financial performance is from the financial statement which consists of; income 
statement, statement of financial performance, statement of cash flow and notes to the account 
(Ezeagbaetal, 2022). 
 

According to Ivascu and Barbuta-Misu (2017), the performance of a company is measured by the good 
results that are achieved due to the actions taken. It is undeniable that making profits, maintaining aviable 
market and upward movement of the company's assets both in actual and stock prices are excellent 
performance. Uninterrupted performance must be the goal of every company because it is only through 
performance that they have the opportunity to create value for shareholders and other stakeholders. The 
measurement of performance can be very subjective, and different studies on how debt structure 
influences performance has used different indicators or proxies to depict performance. Proxies frequently 
used by previous researchers are Return on Equity (ROE), Return on Assets (ROA), Earnings Per Share 
(EPS), Net Profit Margin (NPM) (Obiyo & Lenee, 2011; and Najjar, 2012). For the purpose of this study, 
the researcher however, employed financial leverage (FLR) as a better measure of performance. 
 
Financial Leverage 
 

Financial leverage is primarily concerned with the financial activities which involve the raising of funds 
from outsource and bearing the fixed charge against it (Onipe, 2018). Etale and Otuya (2018) define 
financial leverage as the measure of the effect of enterprise’s business activities in the presence of fixed 
financial expenses. Financial leverage effect can be positive or negative depending on whether the interest 
expenses are covered with earnings before interest and tax, and strong or weak, depending on the 
participation of borrowed resources in total resources. As long as a higher rate of return can be earned on 
assets than is paid for the capital used in acquiring the assets, the rate of return to owner can be increased. 
This is referred to as positive financial leverage (Adediran & Alade, 2013). Financial leverage is used in 
many business transactions; especially real estate and financing by bonds or preferred stock instead of 
common stock are involved. Nwaiwu and Oluka (2018) asserted that financial leverage is a measure of 
how a firm uses equity and debt to finance its assets. Also opined by Ward and Price (2006), financial 
leverage is the proportion of capital which is financed by debt as opposed to equity. They further posit 
that an increase in the debt capital results in increase in the shareholders’ wealth and also increase in 
financing risk. Flowing from the above leverage is adopted as dependent variable for this study. 
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Empirical Review 
 

Ezeagba, etal,(2022) examined the relationship between financial leverage and financial performance of 
quoted industrial goods firms in Nigeria for a thirteen (13) year period covering from 2008-2020. 
Specifically, this study ascertained the relationship between debt-to-equity ratio, short term debt ratio, 
long term debt ratio and cash value added. Panel data were used in this study, which were obtained from 
the annual reports and accounts of fourteen (14) sampled quoted industrial goods firms for the periods 
2008-2020. Ex-Post Facto research design was employed. Inferential statistics using Pearson correlation 
coefficient, Multicollinearity test and Panel Least Square (PLS) regression analysis were applied to test 
the hypotheses of the study. The results revealed that debt-to-equity ratio and long -term debt ratio have a 
significant negative relationship with cash value added, while Short Term Debt Ratio significantly and 
positively relates with cash value added of quoted industrial goods firms in Nigeria at 5% level of 
significance. Conclusively, the study confirmed that a significant relationship exists between financial 
leverage and financial performance of quoted industrial goods firms in Nigeria. The study recommended 
amongst others that firms need to look more closely at the company's ability to pay its debt obligations, 
by managing the use of assets and cash flows to reduce the firm's risk of loss from not paying a liability 
on time. Well-managed assets and liabilities involve a process of matching offsetting items that can 
increase business profits. Hasanet al, (2021) examined the effect of debt financing towards firm 
profitability of manufacturing companies listed in Bursa Malaysia. By applying trade-off theory and 
pecking order theory, this study predicts there is significant relationship on debt financing towards firm 
profitability. This researchfurther collected debt financing data of listed manufacturing companies in 
Malaysia and analyse the relationship by descriptive analysis and regression analysis. This study used 23 
companies to determine the debt financing towards firm profitability of the listed manufacturing 
companies in Malaysia. The data was taken for the period of 8 years which were from 2010 to 2018. The 
independent variables were debt ratio, long term debt and short-term debt while the dependent variable 
was the return on equity and used to measure the firm’s performance. The findings will be useful for 
policymaker and listed manufacturing companies in Malaysia to make better debt financing decisions. 
Findings of this research will also aid in maintaining an optimum capital structure and maximize the 
stockholder’s wealth of the listed manufacturing companies in Malaysia. From the result, it can be 
concluded that there is a significant relationship between debt ratio and firm profitability of 
manufacturing company in Malaysia. The result recommended that manufacturing firms in Malaysia to 
better understand and make better decision on financing their firm’s financial decision directions as well 
as achieve a better optimal capital structure to improve their shareholders wealth. 
 

Usmanet al, (2020) investigated the impact of debt capital on performance of listed DMBs in Nigeria with 
specific reference to how debt at different level affects the return on equity. The population of the study is 
the entire 21 licensed DMBs in Nigeria (CBN, 2017). The sample size of 13 banks was determined using 
a convenience sampling technique for the period 2007- 2016. The study utilises panel design to analyse 
the data based on feasible generalised least square (FGLS). The study found that debt has a significant 
negative impact on return on equity. The study shows that capital structure indicators are good predictors 
of listed banks’ financial performance in Nigeria as evidence by the significant wald test value of less 
than 5 %. Conclusively, banks should use debt with caution in order to explore its tax shield and 
managerial efficiency benefits. The study recommends that more incentives need to be given to short term 
debt (STD) suppliers to adjust the maturity structure of STDs effectively. Ohakaet al, (2020) examined 
the effect of debt financing on firm’s financial performance in Nigeria. The study adopted the random 
sampling techniques to arrive at the sample size of the study. The secondary data was used in the study. 
Panel econometric tools were used to analyze the panel data of various companies across sectors in the 
capital market. The results of the analysis revealed that, size of the firm; short term debt and long-term 
debt have positive and significance impact on the financial performance of listed firms in Nigeria capital 
market. The study concluded that debt financing is very important in firm’s financial performance since 
there is a positive and a significant relationship between the variables and then recommended that larger 
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firms should increase the debt proportion in financing operations in order to increase its financial 
performance. 
 

Shikumoet al,(2020) assessed the effect of short-term debt on financial growth of non-financial firms 
listed at Nairobi Securities Exchange for a period of ten years from 2008 to 2017. Financial firms were 
excluded because of their specific sector characteristics and stringent regulatory framework. The study is 
guided by Agency Theory and Theory of Growth of the Firm. Explanatory research design was adopted. 
The target population of the study comprised of 45 non-financial firms listed at the NSE for a period of 
ten years from 2008 to 2017. The study conducted both descriptive statistics analysis and panel data 
analysis. The result indicates that, short term debt explains 45.99% and 25.6% of variations in financial 
growth as measured by growth in earnings per share and growth in market capitalization respectively. 
Short term debt positively and significantly influences financial growth measured using both growth in 
earnings per share and growth in market capitalization. The study recommends that, the management of 
non-financial firms listed at Nairobi Securities Exchange to employ financing means that can improve the 
earnings per share, market capitalization and enhance the value of the firm for the benefit of its 
stakeholders. Abosede (2020) examined the impact of indebtedness on the performance of quoted 
Nigerian downstream oil and gas companies. The main objective of the study is to find out whether or not 
indebtedness has impact on the financial performance of the quoted Nigerian downstream oil and gas 
companies, using Return on asset (ROA) and Return on capital employee (ROCE) as proxies to financial 
performance. Secondary data of 11 listed oil and gas companies on the Nigeria Stock Exchange from 
2007-2019 were used in the study. The data generated were analyzed using multiple regressions to 
examine the relationship between the variables. Indebtedness is proxied by long term debt, short term 
debt and total debt, using the pooled ordinary least square, fixed effect and random effect models. After 
the estimation, the study found that long term debt negatively and significantly impacts on the financial 
performance of quoted Nigerian downstream oil and gas companies. The study concluded that long term 
debt have negatively influence performance. The study recommends that listed downstream oil and gas 
firms in Nigeria should make effective use of long -term debts to enhance their capital employed with a 
view to generating more return on investment to cover cost of capital and increase their retained earnings. 
 

Quaziet al, (2020) evaluated the impact of debt capital on firm’s performance: A study on the textile 
companies listed in Dhaka Stock Exchange Limited (DSE). A panel data set of ten years from 2010 to 
2019 for the selected textile companies listed in Dhaka stock exchange has been used in this study. ROE 
and ROA are the dependent variables in the analysis, on the other side short-term debt to total assets and 
long-term debt to total assets are the proxy variables for debt capital. Age, sales growth is used as the 
control variables. Descriptive analysis, Correlation analysis, Hausman test and Panel Regression have 
been conducted to test the hypothesis. This study found that there is significant relationship between debt 
capital and firm performance. Short- term debt to the total asset is positively related to both profit 
measure ROE and ROA. In contrast, the other variable long-term debt has a negative association to the 
both ROE and ROA. The literature on this view also supports these findings as long-term debt costly and 
increases financial distress for the firms. According to the study result, long-term debt is statistically 
significant in determining the ROA and ROE. Conclusively, the findings mean that the loan is sensitive 
to the company's performance and that there is an impact on the company's capital structure to its 
profitability. The study recommended to firms that there should be a good financing mix of 60% debt 
and 40% Equity. Aniefor and Onatuyeh (2020) investigated the effect of debt financing on the corporate 
performance: A study of listed consumer goods firms in Nigeria. Against the narrow measures of debt 
financing which are common with most studies that have been carried out on the debt finance-
performance dynamics; the study attempted a more robust combination of debt finance choices in 
modelling for corporate performance. Based on data gleaned from the audited annual reports of fifteen 
(15) consumer goods firms listed in the Nigerian Stock Exchange (NSE) for the period 2006 to 2017, 
results of the panel regression technique revealed that total debt, long-termdebt and short-term debt to 
asset ratios positively influence the performance of consumer goods firms in Nigeria. The study 
concludes that all three debt ratios exert positive and significant impact on corporate performance of 
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listed consumer goods firms in Nigeria for the periods studied. Based on the findings of the study, the 
study recommends, among others, that there is need for the Nigerian firms to rely less on short-term 
debts, which forms the major part of their leverage, and focus more on developing internal strategies that 
can help improve their performance. 
 

Otekunrinet al,(2018) examined the relationship between debt ratio and financial performance of selected 
Nigerian quoted. The research work also examined whether asset turnover is related to a firm’s financial 
performance as well as whether asset tangibility is related firm financial performance. Data for the period 
of five years (2011-2015), sourced from the annual reports of the quoted companies was used in carrying 
out the analysis. The variables used were debt ratio, assets turnover, assets tangibility, and financial 
performance (i.e. profitability) is proxied by return on assets. STATA software was engaged in 
performing the correlation and regression analysis. The study detected that from the regression analysis 
that debt ratio and financial performance are positively and significantly related. The result also revealed 
that asset turnover and financial performance are negatively and but not significantly related while assets 
tangibility and financial performance are positively and significantly related. In conclusion, the research 
study result revealed that debt ratio and financial performance are related both positively and 
significantly. So, management of the quoted firm should implement a good debt finance suitable for the 
firms to carry on their business activities successfully, make profit and maximize firm’ value. This study 
recommends that the management should make use of debt financing as the next option for funding the 
firm’ assets where the retained earnings is insufficient to fund the required assets of the firm and issuance 
of new equity should be the last option in order not to watered the ownership status and interest existing 
shareholder by issuing of new shares to the public or by engaging excessive debt financing that can lead 
to loss of the firm’ control by both the existing shareholders and the existing management. Nwudeet al, 
(2016) evaluated the impact of debt structure on the performance of Nigerian quoted firms. It was 
conducted using 12-year annualized panel data spanning the period 2001-2012 for cross section of 43 
firms from different sectorial classifications. The data were collated from the annual reports of the 
sampled firms and Nigeria Stock Exchange factbook. The study employed three regression estimations 
(Pooled OLS, Fixed Effects and Random Effects) as a result of unobserved heterogeneity in the dataset. 
The outcome from the regression estimations showed that debt structure has negative and significant 
impact on the performance of Nigerian quoted firms within the period under review. The study concludes 
that debt structure contributes negatively to performance of Nigerian quoted firms, thereby agree with 
pecking order theory. The study however recommends that there is need for Nigerian quoted firms to 
balance the trade-off between the benefits of debt and bankruptcy costs. This implies that a firm needs to 
choose debt ratio at certain proportion to be better off. 
 

Theoretical Framework 
 

Modigliani and Miller Theory 
 

The first theory of interest is Modigliani and Miller (1958) theorem, which specifies that how a firm 
finances its operations is irrelevant. In particular, it states that the value of a firm is independent of its’ 
debt structure making capital structure irrelevant to the firms. Thus, the value of a firm remains the same 
regardless of whether it finances its operations with debt or equity because the cost of capital is constant 
making capital structure irrelevant. The assumptions made by Modigliani and Miller are; Perfect and 
frictionless markets, no transaction costs, no default risk, no taxation, both firms and investors can borrow 
at the same interest rate; there is homogeneous expectation homogeneous risk and equal access to all 
relevant information. However, in criticizing and improving Modigliani and Miller, Baxter (1976) added 
the issue of bankruptcy costs and their impact on the value of the indebted firm. These costs include 
liquidation fees, legal fees and reorganization costs, which would result from the firm going bankrupt. 
Hence a firm with a higher debt would incur higher bankruptcy costs than one with less debt. Berens and 
Cuny (1995) on the other hand criticized the theorem proposition from corporate tax point of view. He 
argued that if a firm’s value is an increasing function of indebtedness, due to tax deductibility of the 
interest payments on debt, then it implies that the more debt a firm employs the less tax it would pay, 
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indicating that the value maximizing (optimal) debt structure should be all debt, since the tax benefits are 
maximized. 
 

Agency Cost Theory  
 

The last theory to be considered here is the agency costs theory propounded by Hunsaker (1999) which 
hinges firm’s debt structure on agency costs. This theory of debt structure states that an optimal debt 
structure will be determined by minimizing the costs arising from conflicts between the parties involved. 
Jensen and Meckling (1976) argue that agency cost plays an important role in financing decisions due to 
the conflict that may exist between shareholders and debt holders. If companies are approaching financial 
distress, shareholders can encourage management to take decisions, which in effect, expropriate funds 
from debt holders to equity holders. Sophisticated debt holders will then require a higher return for their 
funds if there is potential for this transfer of wealth. Debt and the accompanying interest payments 
however may reduce the agency conflict between shareholders and management. Debt holders have legal 
redress if management fails to make interest payments when they are due, hence, managers concerned 
about potential loss of job, will be more likely to operate the firm as efficiently as possible in order to 
meet the interest payments, thus aligning their behavior closer to shareholder wealth maximization. 
Jensen and Meckling (1976) see agency costs as the sum of the monitoring expenditure by the principal, 
bonding costs by the agent, and a residual loss. They also argue that the use of secured debt might reduce 
the agency cost of debt. Agency theory demonstrates that in the decision about a firm’s debt structure, the 
agency conflicts between shareholders and managers is affected by the level of leverage, as it encourages 
or constrains managers to take decisions in the interest of shareholders and their operation decisions and 
behaviors affect the firm performance. Thus, the use of debt structure will minimize the agency cost since 
the payment of debt interest reduces the surplus cash.  
 

Pecking Order Theory 
 

The third theory of importance is the pecking order theory as propounded by Myers (1984) which stated 
that firms prefer internal sources of finance, they adapt their target dividend payout ratios to their 
investment opportunities although dividends and payout ratios are gradually adjusted to shifts in the 
extent of valuable investment opportunities. In addition, Myers (1984) stated that in the occurrence that 
external finance is required, firms are most likely to issue the safest security first that is to say they start 
with debt then possibly convertible debt then equity comes as last resort. In summary, Myers’ argument 
was such that businesses adhere to a hierarchy of financing sources and prefer internal financing when 
available. If external financing were necessary, debt would be preferred over equity. Pandey (2010) also 
agreed with Myers’ argument when he noted that managers always preferred to use internal finance and 
would only resort to issuing shares as a last resort. He proceeded to add that the pecking order theory was 
able to justify the negative inverse relationship between profitability and debt ratio within an industry. 
However, the theory has some limitations since it does not explain the influence of taxes, financial 
distress, security issuance costs, agency costs, or the set of investment opportunities available to a firm 
upon that firm’s actual debt. It ignores the problems that can arise when a firm’s managers accumulate so 
much financial slack that they become immune to market discipline. As such the theory is offered as a 
complement to, rather than a substitution for, the traditional trade-off model. For the purpose of this 
study, the researcher will adopt the Pecking order theory by Myers (1984) as modified by Ojo (2012) to 
suit the objective of this study. 
 

The study is in corroboration with Pecking order theory by Myers (1984) as modified by Ojo (2012) to 
suit the objective of this study. This theory maintains that business adhere to a hierarchy of financing 
sources and prefer internal financing when available and debt is preferred over equity if external 
financing is required (equity would mean issuing shares which meant “bringing external ownership” into 
the company).This pecking order is the underpins theory for this research because it signals to the public 
how the company is performing. If a company finances itself internally, that means it is strong. If a 
company finances itself through debt, it is a signal that management is confident the company can meet 
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its monthly obligations. If a company finances itself through issuing new stock, it is normally a negative 
signal, as the company thinks its stock is overvalued and it seeks to make money prior to its share price 
falling. Therefore, when considering sources of financing, the cheapest is through retained earnings, 
second through debt, and third through equity.Thus, the present study is underpinned by pecking order 
theory.  
 

METHODOLOGY 
 

This study adopted the longitudinal panel research design which is a quasi-experimental study examining 
how an independent variable, present prior to the study in the participants affects a dependent variable. 
The study employed secondary data research method. The population of this study comprises of seven (7) 
listed pharmaceutical firms in Nigeria. The purposive sampling techniques was employed to selectsix (6) 
listed pharmaceutical firms. In view of the fact that the only one firm left out contained unbalance data. 
Data required for this study were obtained from audited financial statements and annual reports of 
pharmaceutical firms in Nigeria ranging from 2011-2021.The STATA 13 package was used for the 
purpose of this study. To analyze the respective relationships defined in prior sections, panel multiple 
regressions analysis is performed based on the following general models as applied in previous studies 
(Ohaka,et al, 2020). The model below was used to test the hypotheses as follows: 
  
FLRit = β0+β1LTD + β2STD + β3DR + eit-------------------------------------------------- (i) 
Where; 
FLRit =Financial leverage for firm i in year t 
LTDit =     Long term debt for firm i in year t 
STDit =     Short term debt for firm i in year t 
DRit = Debt Ratio for firm i in year t 
α0        =         constant or intercept      
β 1- β3=      regression coefficients.                       
εit             =      stochastic error term. 
 

RESULT AND DISCUSSION 
 

Descriptive Statistics 
 

The descriptive statistics of the dataset from the sampled pharmaceutical firms are presented in Table 4.1 
where the mean, standard deviation, minimum and maximum values of the data for the variables used in 
the study are described.  
 

Table 1: Descriptive Statistics  

Source: Stata 13 Output (2022) 
 

The table above shows the details of dependent and independent variables which are made up of the 
number of observations involved in the data set. The mean, standard deviation, minimum and maximum 
values for each of the variables under study are interpreted below. From the table the study has 66 
observations for all the variables which show that the panel data is a balanced one. The summary of the 
result shows that in pharmaceutical firms the maximum increase in financial performance (FLR) if 
17.83681 with a minimum financial performance of -15.4116. From the maximum and the minimum 

          DR          66    .5784778    .2262568   .2153549   1.345116
         STD          66    .3957378    .1648164          0   .9543477
         LTD          66     .142294    .1186584          0   .5425752
         FLR          66    1.218268    3.687339   -15.4116   17.83681
                                                                      
    Variable         Obs        Mean    Std. Dev.       Min        Max

. summarize FLR LTD STD DR
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performance of the firms, it signifies that pharmaceutical firms in Nigeria incurred a loss and the mean of 
the firms is 1.218268. The average mean ratio of debt ratio (DR )was relatively higher at 47%r anging 
from 0.2153549 to 1.345116 when compare with short-term debt (STD) which stood at the average 
mean ratio of 39% ranging from (0 – 0.9543477) and finally, long-term-debt which stood at average ratio 
of 14% ranging from (0 to 0.5425752) respectively.  
 

Table 2: Sharpiro – Wilk (W) Pre-estimate Test 
 

Decision Rule: The null hypothesis for this test is that the data are normally distributed. The prob < W 
value listed in the output is the p-value. If the chosen alpha level is 0.05 and the p-value is less than 0.05, 
then the null hypothesis that the data are normally distributed is rejected. If the p-value is greater than 
0.05, then the null hypothesis is not rejected. 
 

Source: Stata 13 Output (2022) 
 

The results of the Sharpiro- Wilk (W) test carried out by the study for the normality test on the data of the 
variables as depicted in Table 4.2 indicate that the p-values for financial leverage, long term debt and debt 
ratio are significant at 0.05 level, while short term debt is not significant at 5% level respectively as 
depicted from its p-value. These therefore clearly imply that the data collected on the variables of the 
model are not normally distributed except for short term debt. Consequently, this could pose some 
challenges in the panel least square regression, hence the need for a more generalized regression model.  
 

CorrelationAnalysis 
 

Table 2: Result of Spearman Rank CorrelationMatrix  

Source: Stata 13 Output (2022) 
 

The table above shows the correlation between the dependent variables, financial leverage (FLR) and the 
independent variables, LTD, STD and DR on one hand, and among the independent variables themselves 
on the other hand. Generally, a high correlation is expected between dependent and independent variables 
while a low correlation is expected within independent variables. According to Gujarati (2004), a 
correlation coefficient between two independent variables 0.80 is considered excessive, and thus certain 

          DR       66    0.90403      5.632     3.746    0.00009

         STD       66    0.97328      1.568     0.975    0.16481

         LTD       66    0.89839      5.964     3.870    0.00005

         FLR       66    0.61147     22.802     6.777    0.00000

                                                                

    Variable      Obs       W           V         z       Prob>z

                   Shapiro-Wilk W test for normal data

. swilk FLR LTD STD DR

          DR     0.6583*  0.5085*  0.6837*  1.0000 
         STD     0.3641* -0.0292   1.0000 
         LTD     0.4892*  1.0000 
         FLR     1.0000 
                                                  
                    FLR      LTD      STD       DR

(obs=66)
. spearman FLR LTD STD DR, star(0.05)
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measures are required to correct that anomaly in the data. From the table, it can be seen that all the 
correlation coefficients among the independent variables are below 0.80. This points to the absence of 
possible multi-collinearity among the independent variables and the correlation between the dependent 
variables shows that all the independent variables have a positive correlation with the dependent 
variables. 
 

Multi-Collinearity Test 
 

Table 4: Result of Variance Inflation Test 

Source: Stata 13 Output (2022) 
 

In order to validate the robustness of the estimates, the multicollinearity test was conducted, using the 
Variance Inflation Factor (VIF) as a diagnostic check. As encapsulated in table 4.3 above, the decision 
rule for the multicollinearity test using the variance inflation factor is that VIF of less than 10 and 
1/VIF of less than 1 shows that the is absence of multicollinearity, while the VIF of more than 10and 
1/VIF of more that 1 is an indication of presence of multicollinearity. Table 4.3 above clearly shows 
that there is absence of multicollinearity among the independent variables, given that all the variables 
have a VIF and 1/VIF that is less than 10 and 1 respectively. 
 
Test of Research Hypotheses 
 

The regression results of debt structure variables and financial performance are presented and analyzed. 
In view of the nature of the data, both fixed effect and random effect models were tested. Hausman 
specification test was then used to decide between the two results. 
 

Table 5: Hausman Specification Test 

Source: Stata 13 Output (2022) 
 

Decision Rule 
Ho: Random effect is most appropriate 
Ha: Fixed is affect most appropriate  

    Mean VIF        2.18
                                    
         LTD        1.54    0.651338
         STD        2.21    0.452936
          DR        2.80    0.357232
                                    
    Variable         VIF       1/VIF  

. estat vif

                Prob>chi2 =      0.8361
                          =        0.86
                  chi2(3) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg
                           b = consistent under Ho and Ha; obtained from xtreg
                                                                              
          DR     -3.779565    -3.131215       -.6483501        1.525793
         STD     -1.365687    -1.205396        -.160291         1.60864
         LTD      12.32907     10.06907        2.260008        5.709895
                                                                              
                     fe           re         Difference          S.E.
                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))
                      Coefficients     

. hausman fe re
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Hausman specification test was conducted to choose the most appropriate model for the study, the test 
suggests that random effects regression model is the most appropriate model for the study as evidenced by 
the chi2 of 0.86 and p-value (0.8361) greater than 0.05. Following the robustness of the results, the 
random effect regression estimators were used for the test of hypotheses formulated in this study. 
 

Table 6: Random Effect Regression Result 

Source: Stata 13 Output (2022) 
 

In line with the panel nature of the data used in this study, the random effect regression model shows R2 
within, between and overall, of 8%, 44% and 10% respectively. Within R2 means that independent 
variables explain 8% variations in the earnings management in this panel from year to year. Between R2 
indicates that independent variables explain 44% variations in earnings management from firm (cross-
sectional unit) to another firm. While overall R2 shows that independent variables explain 10% variations 
in the whole panel. If all the independent values are zero, the predicted value of the intercept will be 
2.073859. The table also revealed that the model is fitted as evidenced by the Wald Statistic of 6.89 (as 
indicated by the P-value of 0.0753). On the basis of the individual independent variables of the study 
show that Long term debt (LTD) has positive and significant effect on financial leverage as indicated by 
the P-value of (0.030) which is less than 5% significant level. Also, looking at the individual P-value of 
short term debt (STD), its indicated negative and insignificant effect on financial leverage (FLR) as 
shown by the P-value of (0.763) which is greater than 5% significant level. Finally, debt ratio (DR) reveal 
a negative and insignificant effect on financial leverage (FLR) as showed by the P-value (0.341) which is 
greater than 5% significant level.  
 

Discussion of Findings 
 

The study is guided by random model result because the Hausman specification p-value is 0.8361 which 
is greater than 0.05%. thus, random model is more suitable for the study. The coefficient of determination 
signifies that debt structure which covers long-term debt, short-term debt and debt ratio explained 
variation on financial performance of pharmaceutical firms to the extent of 8% (0.0829) while the 
remaining variation of 92% is explained by other factors not included in the model of the study. This low 
variation in financial performance can be attributable to the fact that in pharmaceutical firms in Nigeria, 
debt structure only account for few changes in their financial performance but despite this, the model of 
the study is fit. It was discovered that long-term debt has positive and significant effect on financial 

                                                                              

         rho            0   (fraction of variance due to u_i)

     sigma_e     3.655105

     sigma_u            0

                                                                              

       _cons     2.073859   1.300511     1.59   0.111    -.4750961    4.622815

          DR    -3.131215   3.285065    -0.95   0.341    -9.569824    3.307393

         STD    -1.205396   4.004992    -0.30   0.763    -9.055036    6.644245

         LTD     10.06907   4.638941     2.17   0.030     .9769082    19.16122

                                                                              

         FLR        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        =    0.0753

                                                Wald chi2(3)       =      6.89

       overall = 0.1001                                        max =        11

       between = 0.4467                                        avg =      11.0

R-sq:  within  = 0.0829                         Obs per group: min =        11

Group variable: FIRMS                           Number of groups   =         6

Random-effects GLS regression                   Number of obs      =        66
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performance with p-value of 0.030 which is less than 5% level of confidence. It therefore means that any 
increase in long-term debt by pharmaceutical firms will lead to increase in financial performance by 
10.06907. This finding is consistent with the works of Ezeagba,etal, (2022) who found that long-term 
debt has significant effect on firm’s performance. On the other hand, the finding corroborates the study of 
Ohaka etal, (2020) who found that long-term debt has positive but insignificant effect on performance. 
Also, the result shows that short-term debt has negative insignificant effect on financial performance with 
p-value 0.763 which is greater than 5% level of confidence. Thus, any increase in short-term debt by 
pharmaceutical firms in Nigeria will have no significant effect on financial performance. This finding 
contradicts the finding of Ohaka, etal, (2020) and Abosede (2020) who depicted positive and significant 
effect between short-term debt and financial performance indices. Likewise, the result depicted that debt 
ratio has negative insignificant effect on financial performance with p-value 0.341 which is greater than 
5% level of confidence. Thus, any increase in debt ratio by pharmaceutical firms in Nigeria will have no 
significant effect on financial performance. This finding is in tandem with the study of Usman, et al, 
(2020) who found that debt has insignificant negative impact on return on equity. On a contrary, the 
results of Ezeagba, etal (2022) and Ohaka, etal (2020) showed that a positive and significant relationship 
exist between the two variables (debt ratio and financial performance). 
 

CONCLUSION AND RECOMMENDATIONS 
The study ascertained effect of debt structure on the financial performance of listed pharmaceutical firms 
in Nigeria. Based on the statistical evidence, the study concludes that any increase in long-term debt by 
pharmaceutical firms will lead to increase in financial performance because there is a direct relationship 
between then, hence, short-term debt and debt ratio has negative insignificant effect on financial 
performance in Nigeria. Based on the statistical evidence and the conclusions of this study, the following 
recommendations were made. 

i. The study recommends that listed pharmaceutical firms in Nigeria should make effective use 
of long-term debts to enhance their capital employed with a view to generating more return 
on investment to cover cost of capital and increase their retained earnings. 

ii. The study recommends that there is need to improve on the short term objectives as making 
them an important element in any business decision. 

iii. In terms of debt ratio, the study recommended to pharmaceutical firms that there should be a 
good financing mix of 60% debt and 40% Equity.The study however recommends that there 
is need for listed pharmaceutical firmsto balance the trade-off between the benefits of debt 
and bankruptcy costs. This implies that a firm needs to choose debt ratio at certain proportion 
to be better off. 
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Abstract 
 

This study is on the Effect of Emission Trading Accounting on Financial Performance of oil and gas firms in Nigeria. The 
empirical analysis shows that a positive and statistically significant relationship exists between emission trading 
accounting and Firms Financial Performance. Secondary data was use and eview9 statistical tool for the analysis. And 
SQL regression model was use to find out the effect of emission reduction by means of emission trading. In conclusion, the 
study result show that reducing emission costs increases financial performance of firms. The recommendations requires 
best emission trading accounting practices in the oil and gas firms, guaranteed accounting for emission inventories, assets 
and liabilities of firms would be of great and immerse benefit to managers of the oil and gas firms,as it is practiced in the 
European Union Emission Trade Schem (EU ETS) African oil and gas firms should strongly participate in the trading 
market leading to Clean Development Mechanism to hastened the emission reduction. The CDM guarantee wind energy, 
solar energy deployment that is sanctioned by United Nations Kyoto protocol of 1997 to reduce emission costs. Again, 
emission accounting is one of the tools that are used in decision-making today in companies or institutions that are 
interested in climate change and environmental conservation, the development of this type of accounting would add 
economic value to companies and public institutions. 
  
Keywords: Firm, Emission Trading, Accounting, Financial Performance, Oil and Gas 
 

INTRODUCTION 
 

Emission accounting creates a competitive advantage for firms; henceforth, policymakers in companies 
nowadays are relying on emission accounting to take decisions regarding clean product development, 
emission net zero and environmental conservation. The development of emission trading accounting adds 
value to firms financial performance. The importance of this study is to demonstrate the significance of 
emission trading accounting on firms financial performance in the oil and gas firms in Nigeria. carbon 
accounting at the organizational level emerged as a field of interest to both academics and practitioners  
Emissions trading accounting or carbon emission accounting may be used interchangeably. (Maria et,al, 
2017) argues that Carbon accounting is an emerging field of business economics and covers a wide range 
of activities, including the measurement, calculation, monitoring, reporting and auditing of greenhouse 
gas emissions at organizational, process, product or supply chain levels. Various initiatives (such as the 
Greenhouse Gas Protocol or the Carbon Disclosure Project) motivate and assist industrial organizations in 
accounting for and reporting their achievements in the field. It has been used in several applications with 
air pollutants. Transferable pollution rights is to deal with pollution externalities and it demonstrates that 
current command-and-control policies dealing with pollution problems by law enforcement were 
needlessly costly and could be dealt with more cost-effectively with tradable permits. Jacob et.al, (2020) 
state how carbon accounting has been tackled in the social and environmental accounting and he reviewed 
several previous studies in the field of carbon accounting and concluded that the need to increase research 
in this area and attract researchers to social and environmental accounting to expand the research circle. 
Accounting thinking has therefore tended to measure the environmental costs of decontamination 
resulting from the operations of the project or company as well as the costs of preventing pollution by 
incorporating these costs into the cost of the corporate end product by means of trade. Therefore, attention 
to environmental pollution calculations, especially carbon accounting, it will make the accounting 
profession able to provide more important information about the environmental pollution and climate 
change to managerial and productive decision-makers in particular, where the problem is the lack of 
information provided to decision-makers, resulting to some decisions that have had no impact in reducing 
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environmental pollution and climate change. Therefore, carbon emission is now being traded to manage 
costs and boost firms financial performance at the same time reduce emission. 
 

Emission trading accounting is link with covering “cap-and-trade”, “rate-based emission trading”, and 
sometimes “project-based” mechanisms. And it is the physical quantification of emissions, referring to 
physical emissions accounting. (Jacob et.tal, 2020) opined that physical emissions accounting looked at 
the methods of measurement and quantifying physical quantities of unit of emission measurement. This 
study is focus and motivated by the Cap-and-trade emission Accounting. (Lori 2020) argue that Cap-and-
trade emission Accounting refers to a trading system where the cap is not absolute but relative, a system 
that ceiling is made on emission but not measured in an absolute volume of emissions measurement (e.g. 
tonnes of emission), but measured as a volume in relation to some level of activity (e.g., tones of emission 
per unit of steel production) which precede command-and-control policies of regulators base on, baseline 
and credit scheme. The tradable instruments can be traded both by participants in the scheme, ie entities 
that emit and are covered by the scheme, and by broker/dealers who do not emit but trade the instruments 
for profit. If a firm produces cleaner than required by the relative standard, it can sell its ‘‘unused’’ 
emission permits. The number of these permits is calculated as the difference between the actual 
emissions per unit of activity and the relative standard, multiplied by the size of the activity (Onno and 
Mulder, 2004). A tradable permit experience connects government regulations with markets. Permits 
delivered by governments to economic agents, most often firms, are recognized as a means of complying 
with a certain regulation. The permits are then simply recognized as tradable to enhance firms financial 
performance and emission reduction. The emergence of accounting system into emission activities was 
exercised since 2008, in which the Emissions Trading Schemes was re-launch by the International 
Accounting Standards Board (IASB), in conjunction with the US Financial Accounting Standards Board 
(FASB). The remit of the IASB/FASB project includes the accounting of all tradable emissions rights and 
obligations arising under emissions trading schemes, as well as the accounting for activities undertaken in 
contemplation of receiving tradable rights in future periods. The bodies are diagnosing the area of 
Consequential emission accounting-Carbon Accounting, Emission Inventory Accounting, Financial 
emission accounting (Ibrahim, 2020).  
 

Accounting treatment in this area would have the greatest effects on companies  as it is in the European 
Union Emission Trading Schemes (EU ETS), and this is the main reason why this study focuses on 
current  practices of firms that are subject to accounting and finance handling not only in the EU ETS. 
But, with the globalisation of emission markets on the horizon, the method of emission accounting in the 
EU ETS would have increasing international relevance. Though this study is conducted in Nigeria,  part 
of the developing nations not captured in the Kyoto protocol treaty. However, oil and gas firms located in 
Nigeria are international, as such; this study is relevant to the practice of oil and gas firms in Nigeria. 
Though, the Paris Climate Treaty recognized the African participation on the emission reduction schemes. 
By that facts, clean development mechanism is since being done in form of wind energy and solar energy 
provisions in most of the countries in African called Clean Development Mechanisms (CDM). Financial 
emission accounting is looking at the actual value of assets and liabilities for both national and firms 
specific activities to measure. This method is called consequential method of accounting. There are 
accounting for sustainability projects to achieve emission net-zero. Banks uses this for accounting for 
financing carbon market which is usually called Partnership for Carbon Accounting Financing (P-CAF). 
It is on how to measure and disclosure of financed emissions (Morgan Stanley, 2019) Moreso, (P-CAF) is 
a global industry-led initiative to measure and disclose the greenhouse gas emissions financed by loans 
and investment. This is meant to made changes in the banks’ and investors portfolios which align with the 
goals of the Paris Agreement (Qu& Ma & Yan 2019). The objective of (P-CAF) is to develop a global 
greenhouse gas accounting standard making GHG accounting common practice within the financial 
sector; and attract more than 250 financial institutions globally that assess and disclose the emission 
associated with their loans and investment (PCAF report, 2020). Decision making in emission financial 
accounting appears to be taking place among a much smaller group of well-connected experts. Because 
the IASB/FASB Emissions Trading Schemes project is due and publish Exposure Draft in late 2013. 
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Moreover, significant changes to emissions trading in Europe had taken place in Phase 3 of the EU ETS 
2013–2020. 
 

This study problem statement looks into the oil and gas Firms in Nigeria that keeps polluting the 
environment, causing health issues, damaging the eco-system as well as air with no any consequences or 
responsibilities. Again, according to Kyoto protocol of 1997, on emission treaties, these firms form part 
of the developing nations that are yet to be part of emission trading market to leverage on net zero 
emissions and trading benefits. As a result, emission trading accounting is not yet fully being adopted in 
the oil and gas firms in Nigeria. Therefore, the financial performance of these firms are not to their 
optimal. Therefore, the study seeks to find the significant relationship between pollution costs and firms 
financial performance. General Objective is to analyze the effect of emission trading accounting on oil 
and gas firms financial performance in Nigeria. The basic hypothesis underlying this study are stated thus; 
 

Ho1: Pollution costs does not significantly influence firm’s financial performance 
Ho2: Health Insurance costs does not significantly influence firm’s financial performance 
Ho3: Pollution Control Costs does not significantly influence firm’s financial performance 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Cap and Trade Accounting Schemes  
 

Cap and trade schemes employ a trading mechanism by issuing tradable instruments called emissions 
allowances, at the beginning of a compliance period by government. A participant must remit allowances 
to the government in an amount equal to the amount of emissions produced. At the beginning of a 
compliance period, the designated scheme participants either receive allocated allowances free of charge 
and/or purchase allowances through a traded auction. At the end of the compliance period, each 
participant verifies its volume of emissions and must remit the equivalent amount of allowances to the 
scheme administrator. In the extreme, a participant could sell all of its allowances immediately after they 
are allocated (ie on the first day of the period), in the expectation that it will either (a) buy allowances 
equal to actual emissions at a later date or (b) cease to emit (eg by switching to technology that eliminates 
emissions or by ceasing to operate) (Natasha and Jane, 2014). Accounting for buying additional 
allowances;  A further issue arises when an entity expects to emit above the level of the allowances that it 
holds and will need to buy additional allowances. Some suggest that the obligation to remit allowances is 
similar to a levy and, therefore, should be accounted for in accordance with IFRIC 21 Levies. This would 
mean that the entity would not recognise a liability for the excess allowances until its emissions exceed 
the allowances held. Thus, this can not faithfully represent the results of the activities undertaken during 
the year. Instead, the entity should estimate the total level of emissions that it expects to make during the 
period and accrue a liability for the expected net cost through the compliance period as it emits, based on 
the expected pattern of emissions in the period. The net cost would be the cost of the additional 
allowances that the entity would need to acquire in excess of the allowances received free of charge.  
 

Firms Financial Performance 
 

Firms maximizing profits is so common in economic analysis and its importance in the context of 
modeling in such that it determines the fundamental trade-off that firms face between maximizing profits 
in the short term, and maximizing market share (and hence gross revenues) and thus potentially 
maximizing profits in the longer term. Raising product prices increases profits but leads over time to loss 
of market share. Generally, shareholders have a shorter time horizon than the investment cycle of firms, 
and thus the assertion that firms maximize profits (in a given period of analysis, such as 5 or 10 years) is 
based upon the implicit set of assumptions that (1) shareholders seek profit maximization; (2) 
management aims to best achieve shareholder objectives; and (3) management is able to achieve its aims.  
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Return on Assets (ROA)  
 

The dependent variable on firm’s financial performance is modelled using complementary accounting-
based and market-based measures in this study. The ROA takes into account the profitability or financial 
performance of the economic resources and assets on the balance sheet in the firm. A market-based long-
term measure is used to take into account potential future cash flows and profitability. The different 
measures of performance help to investigate the relationship between the variables in an era defined by 
unease concerning eco-system and global warming and various stakeholders’ attention for emissions 
levels management 
 

Environmental Pollution Control Cost 
 

Lower pollution control costs and greater economic incentive; Direct costs include labor, raw materials, 
energy use, capital equipment, site preparation, tie-ins, employee training, and regulatory adherence with 
the aim of emission reduction. It includes also the field of air pollution control, for example, most control-
cost studies deal with the abatement of sulphur oxides or particulates from thermal power. Pollution 
control cost estimates; the costs associated with control technologies that must be attained, installed, 
operated, and made vary by users in the Industry. (US Environmental Protection Agency, 1992) opined 
that Pollution prevention approaches can be applied to all pollution- generating activity, including those 
found in the energy, agriculture, Federal, consumer, as well as industrial sectors. The impairment of 
wetlands, ground water sources, and other critical resources constitutes pollution, and prevention 
practices may be essential for preserving these resources. These practices may include conservation 
techniques and changes in management practices to prevent harm to sensitive ecosystems. Pollution 
prevention does not include practices that create new risks of concern.  
 

Emission and Health Insurance Cost  
 

(WH0 2018) argue that health hazards are calculated using an impact pathway analysis, which explicitly 
traces the fate of pollutants from the moment they are released into the environment, followed by 
atmospheric dispersion and eventual removal by deposition and chemical transformation. Health 
outcomes are calculated using epidemiological associations (risk functions that link population response 
to changes in ambient exposure level). The health benefits of reduced air pollution are transformed into 
economic costs using unit health costs, that is, cost per case of disease or death. Unit costs combine both 
market and nonmarket elements in determining an equivalent monetary value that accounts for direct 
impacts on the gross domestic product (GDP) of a nation, and indirect impacts on social welfare due to 
pain and suffering while someone is ill. Consequently, global reporting initiative backed the WHO based 
on the GRI/EN12 “Description of significant impacts of activities, products, and services on biodiversity 
in protected areas and areas of high biodiversity value outside protected areas” and GRI/EN14 
“Strategies, current actions, and future plans for managing impacts on biodiversity). (WH0 2018) 
expressed  calculation of health benefits in the susceptible population in terms of reduced incidences of 
annual morbidity, postponed mortality (deaths) and gains in years of life expectancy, together with an 
economic valuation of health benefits achieved from emission reductions (worksheet Summary of results); 
and two worksheets with preloaded default statistics on demographic and epidemiological data by country 
for 2010, 2020 and 2030 in her book- Achieving Health Benefits From Emission Reductions. 
 
Fundamentally, there are three major pathways for assessing business-related carbon emissions. First, the 
bottom-up approach: also called material-flow-based or process-based life cycle assessment (LCA), this 
approach focuses on the carbon (or GHG-) emissions of a certain product or organization by analyzing 
each and every process in which emissions occur. The same logic is also the basis of the ISO 14040 and 
14044 LCA standards (ISO 2006). This approach can deliver accurate emissions results; however, the 
complexity of some activities (car production, for example) that entail several thousand processes can be 
extremely difficult (Muller - Schebek 2013), and for this reason, a significant portion of the emissions can 
be disregarded due to lack of data (Lenzen 2000). Second, the top-down approach: also known as 
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environmentally extended input-output analysis, the input-output model (Leontief 1936) was originally 
developed in the 1930s to enable analysis of the links between different economic sectors based on 
transactions between them. This model can be extended by physical units of environmental data and, thus, 
can be appropriate for carbon accounting purposes as well, as many applications (such as Cagiao 2011 or 
Townsend - Barrett 2015) underlie it. Furthermore, input-output analysis can be used as a screening tool 
to reveal the most significant scope 3 emission sources and can also account for the full upstream supply 
(Murray et al. 2010). This approach can be appropriate for covering carbon emissions along long supply 
chains (Mozner 2015); however, system boundaries are not properly defined (Ozawa-Meida et al. 2013). 
Third, the hybrid approach: to address the shortcomings of the two traditional approaches above and 
mitigate, for example, the limitations of data sources, the two previous approaches can also be combined 
(Crawford 2008). In this sense, ‘hybrid’ has two meanings: (1) the combination of both physical and 
monetary units and (2) the combination of process-based and input-output-based data (Suh 2003). 
Evidence shows that the bottom-up, process-based LCA approach can be better for downstream 
emissions, while the top-down approach can better account for upstream emissions (Suh et al. 2004; Bilec 
et al. 2006). There are many applications of the hybrid approach to carbon accounting. For example, 
Lenzen (2002) applied it to different Australian industry sectors, while Ozawa-Meida et al. (2013) 
 

Empirical Review 
 

Saskia (2020) investigated the effect of emissions trading on firm financial performance and the effect of 
innovation. The study emphasize that little is known moderating factors, for firms to become more 
(energy) efficient, investing in innovation is an important factor to investigate with regards to the 
emission and firm performance relationship. The study investigates how investment in innovation affects 
the emissions trading and firm performance relationship. For this purpose a fixed effect model is 
developed for estimation, analyzing a global panel dataset of 635 firms from 2012 to 2018. The results 
show a negative effect of emissions trading on firm FP. Again, investment in innovation attenuates this 
negative effect. However, the analyses show different results for the different measures of performance. 
The negative effect of emissions trading on firm performance is established for ROA , but not for Tobin’s 
q. The attenuating effect of investing in innovation can only be confirmed for ROA. The analysis also 
suggests an opposite amplifying effect of investing in innovation for Tobin’s q. However, this effect is 
not robust. drawing conclusion that differences in the study result does not affect the recommendation that 
investing in renewable energy, improved  innovation for technology that could cut emission. Robin 
(2021) also conducted a study on emissions and corporate financial performance. The study use dataset 
covering 9265 observations on 1785 firms representing 53 countries over the period 2004-2019, the study 
investigates emissions reduction and corporate financial performance (CFP) using OLS regressions with 
fixed effects. We found that emissions reduction increases the return on assets, the return on equity, and 
the return on sales, whereas it has no effect on the Tobin's Q and the current ratio. The positive 
relationship with the return on assets is stronger for firms with a higher responsibility score.The results 
shows the overall emissions of a country and the presence of emissions legislation are related to both 
corporate emissions reduction and CFP. The country's overall emissions and the presence of emissions 
legislation do not affect the relationship between emissions reduction and CFP.  
 

Onno (2019) analysed the alternative emissions trading schemes at domestic level: (1) schemes where the 
total level of emissions is fixed (absolute cap-and-trade), (2) schemes where the allowable level of 
emissions is related to some firm-specific (relative cap-and-trade), and (3) mixed schemes.  The finding 
shows relative cap- and-trade would avoid negative effects on competitiveness, it did not reduce 
emissions at the lowest costs. Besides, trade system added to existing relative standards does not result in 
additional emission reduction; the study recommend, it should be combined with other policy measures, 
such as energy taxes, in order to realise further reduction. Absolute cap-and-trade leads to efficient 
emissions reduction, but, implemented at the national level, its overall macroeconomic costs may be 
significant. The mixed scheme has as drawback that it treats firms unequal, which leads to high 
administrative costs. We conclude that none of the trading schemes is an advisable instrument for 
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domestic climate policy. In the study of Andewi (20180, he examined the effect of GHG Emission on 
Financial Performance of Listed Manufacturing Firms in Indonesia. The study aims to understand the 
effect of GHG emissions, social performance (SP) on financial performance (FP) of listed manufacturing 
firms in Indonesia. Sampling was based on the availability of the firms’ annual reports 2011 and 
interview feedback about the type and amount of fossil fuels and electricity consumed by the firms in 
2011. Firm FP was measured in return on assets (ROA). GHG emissions were measured in CO2e 
intensity. Firm SP was measured as social reporting scores developed through a content analysis. We 
found that CO2e intensity and social reporting scores have a positive and significant effect on ROA. 
Olatunji et al (2021) conducted a study on emission trading policy in Nigeria: An estimated dynamic. It 
explores the impact of energy policy in curbing the effect of emissions in Nigeria. The study based on the 
Dynamic Stochastic General Equilibrium (DSGE) model. It finds that policy direction towards a 
emission-free environment, impact positively on decarbonisation. Simulation conducted shows that 
pollution is highly connected with macroeconomic fluctuation, and environmental policy can only be 
effective when both variables are considered in the context of the DSGE framework. Thus, the study 
strongly recommends broader emission tax reform and a proactive monetary stance to mitigate emission 
and motivate new renewable energy investors. Maogang et.al, (2022) also investigated the effects of  
Emission Trading on Companies' Market Value: Evidence from Listed Companies in China and opined 
that emissions trading schemes (ETSs) are effective measures that facilitate economic growth and 
emission mitigation, especially for developing countries such as China. These schemes can further affect 
the cash flow, production, and investment decisions of regulated companies. However, few empirical 
studies have explored how ETSs promote companies' market value. We systematically evaluate the 
influence of the emission trading (CET) policy on companies' market value and explore the influential 
mechanism. We use the data of listed companies from the Chinese stock “A" markets and employ the 
difference-in-difference method to account for the unobserved cause of the CET policy regarding 
companies' market value. Robust benchmark regression results reveal that the CET policy promotes 
companies' market value significantly. The mechanism analysis reveals that the CET policy can improve 
the market value of listed companies by influencing the emission price, innovative activities, and 
emission disclosure. The results of the heterogeneity analysis show that the CET policy's impact on 
companies' market value is heterogeneous in terms of marketization degree, industry, firm ownership, and 
different regions. We suggest that the emission pricing mechanism, degree of market perfection, emission 
disclosure policy, and emission finance should be optimized to improve the efficiency of ETSs. This 
study align with the research conducted by (Robin, 2021) that study Emissions and Corporate Financial 
Performance. The result found that emissions reduction increases the return on assets, the return on 
equity, and the return on sales, whereas it has no effect on the Tobin's Q and the current ratio. The 
positive relationship with the return on assets is stronger for firms with a higher responsibility. 
 

Theory Framework 
 

Legitimacy Theory 
 

Legitimacy theory suggests that a firm may be in one of four phases with regard to its legitimacy. 
Establishing legitimacy which represents the early stages of a firm’s development and tends to revolve 
around issues of competence, particularly financial, but the organization must be aware of socially 
constructed standards of quality and desirability as well as perform in accordance with accepted standards 
of professionalism (Hearit, 1995). Maintaining legitimacy is the phase that most firms would generally 
expect to be operating in, where their activities include: ongoing role performance and symbolic 
assurance, that all is well, and attempts to anticipate and prevent all potential changes to legitimacy.  
 

Resource Base View Theory  
 

This theory was made known by Penrose in 1959 and further developed by Barney 1991. The resource-
based view of the firm (RBV) is one of the most important areas of research content to emerge in the field 
of strategic management in the last decade. The RBV posits that a firm's success is largely driven from 
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resources that posses certain special characteristics. This theory supports the idea that firms are bundles of 
heterogeneous resources and capabilities that are imperfectly mobile across firms. These resources and 
capabilities are the main strength of organizations and should therefore guide their strategic choices. This 
theory understands competitive advantage through the link between the internal characteristics of the firm 
and its profit.  
 

Institutional Theory 
 

This addresses more resilient issues of a social framework; it considers the procedures through which 
models, regulations, values, norms, and schemes become relevant as authoritative benchmarks for 
corporate social conduct. In this case, use of the theory allowed an investigation into how these aspects 
are developed, communicated, and implemented over space and time as well as how they lose momentum 
along with disuse. Although, according to Institutional theory, an apparent motive would be to establish 
stability along with order, the management teams of companies inevitably subscribe to not only consensus 
and conformity but they also engage with matters of transformation in social frameworks. This support 
the sustainability reporting of emission activities and what emission reduction schemes it adopts to 
achieve net zero emission. This researcher underpinned this study on the theory of RBV. The interest is 
within industry contexts to examine resource effects on firms financial performance. To more adequately 
test the main prescription of the RBV in relation to the emission trading accounting effect on firm’s 
financial performance in the oil and gas sector in Nigeria. 
 

METHODOLOGY 
 

The population for this study consists of all the eleven (11) oil and gas firms in Nigeria from 2011 to 
2020. As shown in Table 1 below.  Data for this research study were secondary data generated from 
Annual Reports and Accounts of oil and gas firms randomly selected on the Nigerian stock exchange. The 
data were then analysed using regression analysis through the use of econometric model specified below: 
 

Population And Sample Size 
 

S/NO COMPANIES 
1 OANDO PLC 
2 ETERNAL PLC 
3 TOTAL NIG PLC 
4 MRS OIL NIG. PLC 
5 CONOIL PLC 
6 JAPAUL OIL AND MARITIME SERVICE 
7 FORTE OIL PLC (ARDOVA PLC) 
8 SEPLAT PETROLEUM DEV. CO.PLC 
9 ANINO INTERNATIONAL PLC 

10 CAPITAL OIL PLC 
11 RAK UNITY PETROLEUM CO. PLC 

Source: Nigerian Exchange Group (2022) 
 

Model Specification 
 

The research employs simple regression analysis. The general form of this econometric model is: 
ROA =   = F(PCC,STC,HIC)………………….………….…(3.1) 
 

Where: 
 

 = Return on Asset as the dependent variable 
X = Represents battery of independent variables encapsulated by financial performance. This is further 
measured by Pollution Control Cost, Pollution Control Cost and Health Insurance Cost. Thus, 
incorporating the dependent and independent variables into equation 3.2 and specifying the model in the 
form in which it can be estimated, the model of the study is therefore specified in the following form: 
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ROA = β0 + β1 PCC + β2 STC+ β3 HIC + e…………………(3.2) 
 

Where: 
 

β0  =   Intercept (constant term) 
β1… β4 =   Coefficient of Variables   
ROA = Return on Asset 
PCC = Pollution Control Cost 
HIC = Health Insurance Cost 
STC = Staff Training Cost 
eit = Stochastic Error term 
 

Apriori Expectation 
It is expected that β0…., β1 > 0 while β1…., β3 > 0.  This implies that all the explanatory variables are 
positively related to the dependent variable except the ones that have negative relationship. 
 

Table 1: Descriptive Statistics 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: E-view 9 (2022) 
 

The above table presents the descriptive statistics of the Effect of Emission Trading Accounting on Firms 
Financial Performance in selected educational institutions in Nigeria, during the period of 2011 to 2019. 
The table shows that Return on Asset (ROA) as a measure of Firms Financial Performance has a mean of 
3.859444 with a standard deviation of 2.144146 and the minimum and maximum values of 1.315000 and 
10.55500 respectively. Although the range between the minimum and maximum is wide, it implies a 
stable performance as the standard deviation indicated that there is no wide dispersion of the data from 
the mean value. For the other measure of Emission trading, Pollution Control Cost (PCC) from the table 
shows a mean of value of 1.215000 with standard deviation of 1.339205 and the minimum and maximum 
values of 0.040000 and 4.880000 respectively. This implies that of emission trading in terms of Pollution 
Control Cost witnessed minimal fluctuations during the study period, as the standard deviation is not so 
lae compared to the mean, together with the minimal range between the minimum and maximum values. 
Similarly, the table shows that the Staff Training Cost (STC) during the period has an average value of 

Descriptive Analysis Result 
Date: 06/17/22   
Time: 12:33     
Sample: 2011 2020    
     
      ROA PCC STC HIC 
     
      Mean  1.558250  296863.9  42022.03  76.56639 
 Median  2.750000  229444.0  5593.200  1.170000 
 Maximum  173.5100  998137.0  364814.0  6353.730 
 Minimum -144.3800  27901.00  100.0000  0.000000 
 Std. Dev.  23.93954  226203.9  78296.30  583.6898 
 Skewness  0.877520  1.344290  2.458276  10.50600 
 Kurtosis  35.37284  4.044015  8.388292  113.3586 
     
 Jarque-Bera  5255.406  41.59213  266.0309  63102.57 
 Probability  0.000000  0.000000  0.000000  0.000000 
     
 Sum  186.9900  35623667  5042643.  9187.967 
 Sum Sq. Dev.  68199.07  6.09E+12  7.30E+11  40542564 
     
 Observations  120  120  120  120 
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6.104444 with standard deviation of 3.079693 and the minimum and maximum values of 2.010000 and 
16.23000 respectively. This implies a tremendous increase in the Staff Training Cost during the study 
period. Also the mean values for Health Insurance Cost (HIC) is 5.127407 and the standard deviation also 
indicates the value to be 3.319688. The minimum and maximum values for Health Insurance Cost is 
0.130000 and 14.33000 respectively.  
 

The standard deviation values indicate the dispersion or spread in the data series. The variable with the 
highest degree of dispersion from the mean is Health Insurance Cost, while the variable with the lowest 
degree of dispersion from the mean is Pollution Control Cost. Skewness which measures the shape of the 
distribution and equally shows the measure of the symmetry of the data set, indicated that ROA, PCC, 
STCand HIC are all positively skewed and have values greater than zero which suggests that the 
distribution tails to the right-hand side of the mean, except for PCC and HIC, which though are not 
negatively skewed, but has values less than one. Hence, the distributions of all the variables (ROA, PCC, 
STC and HIC) are positively skewed, considering that their values are greater than zero, in addition to the 
fact that their mean are greater than their median. Kurtosis value measures the peakness and flatness of 
the distribution of the series. If Kurtosis value is less than 3, it means the distribution of the variable is 
normal, but when it is more than 3, the distribution of the variable is said to be abnormal. Only PCC and 
HIC with a kurtosis value of 2.672514 and 2.894189 respectively, qualified for the study period. On the 
other hand, variables whose kurtosis values are greater than three are called leptokurtic (slim or long 
tailed) and the variables; ROA and STC qualified for this during the study period. The Jarque-Bera 
statistic is for testing normality of a variable. If the variable is normally distributed, the histogram will be 
bell-shaped and as such the Jarque-Bera test of normality is an asymptotic, or large-sample test. Jarque-
Bera also measures the difference between the skewness and kurtosis of each of the variables. STC has 
the highest Jarque-Bera value of 20.34653, while HIC has the lowest Jarque-Bera value of 3.395402. The 
Jarque-Bera for ROA and PCC are 16.20938 and 7.482318 respectively. With respect to the descriptive 
statistics, which is based on the raw data and at 5% level of significance, three variables of the study 
(ROA, PCC and STC) showed that individually, their P-values are less than 5%, therefore, the null 
hypotheses is hereby rejected and it can be concluded that the three variables are statistically significant. 
However, HIC as an additional variable of the study, showed that individually, the P-value of HIC is 
greater than 5% at 0.183104, therefore, the null hypotheses is hereby accepted and it can be concluded 
that the variable is statistically insignificant. 
 

Table 2: Correlation Matrix 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: E-view 9 (2022) 

 Covariance Analysis: Ordinary   
Date: 06/17/22   Time: 12:39   
Sample: 2011 2020    
Included observations: 120   
     
     Correlation    
Probability ROA  PCC  STC HIC  
ROA  1.000000    
 -----     
     
PCC  -0.046529 1.000000   
 0.6138 -----    
     
STC 0.058697 0.125053 1.000000  
 0.5242 0.1735 -----   
     
HIC  -0.163682 -0.034034 -0.051790 1.000000 
 0.0740 0.7121 0.5743 -----  
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The Pearson correlation coefficient (r) was employed to establish the measures of associations between 
the variables. Table 4.2 above shows the Pearson correlation coefficient (r) and the respective 
probabilities of the relationship between Firms Financial Performance variable (ROA) and emission 
trading variables (PCC, STC and HIC). The results show that the coefficient of the correlation between 
ROA and PCC stood at 0.931446 which is positively correlated. This implies that an increase in ROA 
would lead to a substantial increase in PCC to the tune of 93%. This is supported by its p-value which is 
0.0000 stating that the correlation is significant at 5%. The coefficient of the correlation between ROA 
and STC stood at 0.987402, which is equally positive. This implies that an increase in ROA would lead to 
a substantial increase in STC to the tune of 98%. Furthermore, the coefficient of the correlation between 
ROA and HIC stands at 0.897529, which is also positive and this implies that an increase in ROA would 
lead to a significant increase in HIC.  

Table 3:  Fixed Effect likelihood Ratio Test 
 
 
 
 
 
 
 
 
 
 
 
The result of fixed effect likelihood ratio test shows that chi-square statistics value is 11.579229 while the 
p-value of 0.0396. This implies that there is enough evidence to reject the null hypothesis which states 
that pooled effect is most appropriate for the panel regression analysis.  It is thus stands that error 
component model (pooled effect) estimator is not appropriate because the pooled effects are probably 
correlated with one or more regressors. Thus, the most consistent and efficient estimation for the study. 
Given the options of a pooled effect analysis and a fixed effect analysis, is the fixed effect model of 
regression analysis. Consequently, the result suggests that the fixed effect regression model is most 
appropriate for the sample data (given the two options as encaptulated above). Because the likelihood 
ratio test statistics as represented by corresponding p-value is greater that 5%. It is most logical therefore 
to proceed to another test which is the hausman test, which will show the appropriateness of otherwise of 
using the fixed effect model or the random effect model. 
 

Hausman Test 
 

The Hausman test is a test for model specification in panel data analysis and this test is employed to 
choose between fixed effects model and the random effects model. Hausman specification test was then 
conducted to choose the preferred model between the fixed effect and the random effect regression 
models. The test basically checked if the error terms were correlated with the regressors. Thus, the 
decision rule for the hausman specification test is stated thus; at 5% Level of significance: 
 

H0: Random effect is most appropriate for the Panel Regression analysis 
 

H1: Fixed effect is not appropriate for the Panel Regression analysis 
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that fixed effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that fixed effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 

Redundant Fixed Effects Tests   
Equation: Untitled   
Test cross-section fixed effects  
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 0.966978 (11,105) 0.4810 
Cross-section Chi-square 11.579229 11 0.0396 
     
     Source: Eview 9 output (2022) 
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Table 3: Hausman Test Result 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The result of hausman test shows that chi-square statistics value is 1.787925 while the p-value of 0.6176. 
This implies that there is enough evidence to reject the null hypothesis which states that random effect is 
most appropriate for the panel regression analysis.  It stands that error component model (random effect) 
estimator is most appropriate because the random effects are correlated with the regressors and the most 
consistent and efficient estimation for the study is the random effect cross-sectional model. Consequently, 
the result suggests that the random effect regression model is most appropriate for the sample data 
because the hausman test statistics as represented by corresponding p-value is greater than 5%.  
 

Breusch-Pagan Multiplier Test 
 

The Breusch-Pagan Multiplier Test is a test for model specification in panel data analysis and this test is 
employed to choose between pooled effect model and the random effects model. The Breusch-Pagan 
Multiplier Test was then conducted to choose the preferred model between the pooled effect and the 
random effect regression models in other to validate the appropriateness of the using the random effect 
regression analysis and the decision rule for the Breusch-Pagan Multiplier Test is stated thus; at 5% Level 
of significance: 
 

Ho:. Pooled effect is most appropriate for the Panel Regression analysis  
Hi: Random effect is not appropriate for the Panel Regression analysis  
 

As encapsulated above, if the p-value is greater than 0.05 the decision rule is to reject the null hypothesis 
which states that pooled effect is most appropriate for the Panel Regression analysis (meaning that the 
preferred model is random effects). Similarly, if the p-value is less than 0.05 the decision rule is to accept 
the null hypothesis which states that pooled effect is most appropriate for the Panel Regression analysis 
(meaning that the random effect model is to be rejected). 
 

Table 4:  Breusch-Pagan Multiplier Test  
 

 
 
 
 
 
 
 
 
 
 
 
 
 

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 1.787925 3 0.6176 
     

Source: Eview 9 output (2022)    
 

Residual Cross-Section Dependence Test 
Null hypothesis: No cross-section dependence (correlation) in residuals 
Equation: Untitled  
Periods included: 10  
Cross-sections included: 12  
Total panel observations: 120  
Note: non-zero cross-section means detected in data 
Cross-section means were removed during computation of correlations 
    
    Test Statistic   d.f.   Prob.   
    
    Breusch-Pagan LM 82.64810 66 0.0808 
Pesaran scaled LM 1.449031  0.1473 
Pesaran CD -0.427319  0.6691 
    
Source:Eview9 output 2022    
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The Result of Breusch-Pagan Multiplier test shows that statistics value is 82.64810 while the probability 
value is 0.0808. This implies that there is enough evidence to reject the null hypothesis which states that 
pooled effect is most appropriate for the Panel Regression analysis. Thus, the most consistent and 
efficient estimation for the study, given the options of a pooled effect analysis and a random effect 
analysis, is the random effect model of regression analysis. Consequently, the result suggests that the 
random effect regression model is most appropriate for the sampled data because the multiplier test 
statistics as represented by corresponding probability value is less than 5%. 
 

Test of Research Hypothesis 
 

In panel regression analysis, the ultimate goal is estimation of the relationship between dependent and 
independent variables. This goal can be achieve through the estimation of the coefficients of each 
independent variable in the model. 
Decision Rule: The decision rule for accepting or rejecting the null hypothesis for any of these tests will 
be based on the Probability Value (PV) and the Probability (F-statistic). If the PV is less than 5% or 0.05 
(that is, if PV < 0.05), it implies that the regressor in question is statistically significant at 5% level; and if 
the PV is more than 5% or 0.05 (that is, if PV > 0.05), it is categorized as not significant at that level. This 
implies that the level of significance for the study is at 5% (for the two-tailed test). Thus, the decision rule 
for accepting or rejecting the null hypothesis is based on both the Probability Value (PV) and the 
Probability (F-statistic). The result of the estimated regression model is presented below. 
 

Table 5:  Regression Analysis 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
From table above, the coefficient of multiple determinations (R2) is 0.158384. This indicates that about 
0.15% of the total variations in Return on Asset is explained by the variations in the independent variables 
(PCC, STC and HIC), while the remaining 0.001071% of the variation in the model is captured by the 
error term. This indicates that the line of best fit is highly fitted. The standard error test is applied in order 
to measure the size of the error and determine the degree of confidence in the validity of the estimates. 
Usually if the standard error is smaller than half the numerical value of the parameter estimate, it can be 
concluded that the estimate is statistically significant. Having carried out a standard error test on the 

Dependent Variable: LROA   
Method: Panel Least Squares   
Date: 06/19/22   Time: 12:57   
Sample: 2011 2020   
Periods included: 10   
Cross-sections included: 11   
Total panel (unbalanced) observations: 97  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 2.684583 1.778352 1.509591 0.1345 

LPCC -0.240604 0.145293 -1.655986 0.1011 
LSTC 0.158054 0.053160 2.973192 0.0038 
LHIC 0.117266 0.043692 2.683941 0.0086 

     
     R-squared 0.158384     Mean dependent var 1.249057 

Adjusted R-squared 0.131235     S.D. dependent var 1.138960 
S.E. of regression 1.061597     Akaike info criterion 2.997788 
Sum squared resid 104.8099     Schwarz criterion 3.103962 
Log likelihood -141.3927     Hannan-Quinn criter. 3.040720 
F-statistic 5.833910     Durbin-Watson stat 0.867737 
Prob(F-statistic) 0.001071    

     
     Source: E-view 9 output (2022) 
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parameters estimated and as also indicated by their respective probability values, the parameter estimate 
for PCC is not statistically significant, given that the individual probability is 0.1011 which is greater than 
5%, while that of STC and HIC are statistically significant, given that the individual probabilities are 
0.0038 and 0.0086 respectively, which is less than 5%. Similarly when taken collectively the value of F-
statistic is 5.833910 and the value of the probability of F-statistic is 0.001071. This result implies that the 
overall regression is though positive and statistically significant at 5%. This result is consistent with ‘a 
priori’ expectation which hypothesizes that decrease in PCC, STC and HIC will lead to a significant 
increase in ROA and the empirical evidence suggests that the relationship between PCC, STC, HIC and 
ROA is statistically significant. Consequently, when taken collectively and based on the probability (F-
Statistics) value of 0.001071 the null hypothesis is hereby rejected.  
 

Test of Hypotheses One:   
 

Ho1:  There is no significant effect of pollution control cost on Return on Asset in oil and gas firms in 
Nigeria. 
 

Given the F-Statistics value of 5.833910 of the regression analysis as well as the probability (F-Statistics) 
value of 0.001071, which is less than 0.05, there is enough evidence to reject the first null hypothesis of 
the study. In other words, the empirical analysis of the study shows that there is evidence to accept that; 
there is a significant effect of pollution control cost on Return on Asset in oil and gas firms in Nigeria. 
 

Test of Hypotheses Two: 
 

Ho2:  There is no significant effect of staff training cost on Return on Asset in oil and gas firms in 
Nigeria.  
 

Given the F-Statistics value of 5.833910 of the Random regression analysis as well as the probability (F-
Statistics) value of 0.001071, which is less than 0.05, there is enough evidence to reject the second null 
hypothesis of the study. In other words, the empirical analysis of the study shows that there is evidence to 
accept that; there is a significant of staff training cost on Return on Asset in oil and gas firms in Nigeria. 
 

Test of Hypotheses Three:  
 

Ho3: There is no significant effect between Health Insurance Cost and Return on Asset in oil and gas firms 
in Nigeria.  
 

Given the F-Statistics value of 5.833910 of the Random regression analysis as well as the probability (F-
Statistics) value of 0.001071, which is less than 0.05, there is enough evidence to reject the second null 
hypothesis of the study. In other words, the empirical analysis of the study shows that there is evidence to 
accept that; there is a significant impact of actual recurrent budget on Return on Asset in oil and gas firms 
in Nigeria. 
 

Discussion of Findings 
 

The result for the panel regression analysis, using the random effect model based on the relevant tests 
conducted (Hausman ratio tests), showed that when taken individually and collectively, pollution control 
cost (PCC), staff training cost (STC) and Health Insurance Cost (HIC), taken as the measure of emission 
control, has a positive and significant effect on Return on Asset, taken as a measure of Firms Financial 
Performance. This implies that Return on Asset is relevant predictor of Firms Financial Performance in 
oil and gas firms in Nigeria. Therefore arises as to whether the emission trading put in place by the 
relevant authorities in Nigeria are exerting the right characteristics and taking the right approaches in 
relation to the effectiveness of con emission trading accounting in Nigeria.  
 

CONCLUSION AND RECOMENDATION 
 

In accounting and finance literatures, several studies have investigated the link between emission trading 
and Firms Financial Performance. This research contributes to the strand of literature by investigating the 
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Effect of Emission Trading Accounting on Financial Performance in oil and gas firms in Nigeria, A 
positive and statistically significant relationship exists between emission trading and Firms Financial 
Performance. This result supports the findings of Robin (2021) that study Emissions and Corporate 
Financial Performance. The result found that emissions reduction increases the return on assets, the return 
on equity, and the return on sales, whereas it has no effect on the Tobin's Q and the current ratio. The 
positive relationship with the return on assets is stronger for firms with a higher responsibility. Given the 
foregoing, the following recommendations are put forward; 

i. The continued insistence on full compliance to every form of best practices in the oil and gas 
companies, guaranteed by emission trading accounting that analysed the emission 
inventories, assets and liabilities of firms is of great and immerse benefit to managers of the 
oil and gas companies. 

ii.  African oil and gas firms should strongly participate in the Clean Development Mechanism 
to hastened the emission reduction. The CDM guarantee wind energy, solar energy 
deployment that is sanctioned by  United Nations Kyoto protocol of 1997. 

iii. Finally, carbon accounting is one of the tools that are used in decision-making today in 
companies or institutions that are interested in climate change and environmental 
conservation, the development of this type of accounting would add economic value to 
companies and public institutions. 
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Abstract 
 

In the financial markets, the shareholders of companies are quite varied and each shareholder could have different 
interests concerning their participation in the corporation’s capital. Companies adopt different dividend policies hence 
different dividend pay-out ratios depending on different parameters relating to the companies and the various 
stakeholders interests. Investors have got diversified reasons for investing in certain firms, however it is the expectation of 
the investors to maximize and earn returns which are adequate to justify the investment. This study assesses the effect of 
firm characteristics on dividend policy of quoted manufacturing firms in sub-Sahara Africa. The expo-factor research 
design was adopted with reliance on secondary data from annual reports of listed firms. The purposive sampling 
technique was used in selecting 20 firms out of the 712 quoted firms in sub-Sahara Africa. The study therefore concludes 
that firm characteristics have a significant impact on dividend policy of quoted manufacturing firms in sub-Sahara Africa. 
The study recommends that investors should critically study the trend payment of firms and their dividend payout policies 
before making investments in order to ensure that their investments are secured. 
 

Keywords: Dividend Payout Policy, Liquidity, Financial Leverage, Firm Size, Ownership Structure.  
 

INTRODUCTION 
 

The debate on the role dividend and dividend policy plays in the growth and development of a firm has 
been ongoing for many decades. Scholars have persisted in their effort to show the importance of 
dividend and corporate dividend policy in firms’ value creation. Corporate and finance managers 
acknowledged the significance of dividend payments in fulfilling shareholders’ expectations. They often 
smoothen dividends over time with the hope that, dividend reductions may have unfavorable impact on 
share price and therefore make use of dividends as a device to signal vital information to the market. The 
term dividend means a reward or an individual’s share of something that is distributed or the distribution 
of earnings to the shareholders. The profits generated by a firm may be invested further either in the 
existing business or in new investment opportunities to generate growth and hence, create value for the 
business. For many investors, an important consideration is whether a company pays dividends and the 
size of those dividends. The term dividend is use because the company's profits are being divided up 
amongst its shareholders. Dividend amounts are usually expressed and paid out on a per share basis, so 
the more shares shareholders own, the more dividends they will receive. One important document that 
help determine the method each organization adopts in carrying out dividend distribution among its 
shareholders in the dividend policy statement. This is because, dividends decisions are not standardized. 
They differ from company to company, industry to industry and from year to year (Monogbe, 2015). 
 

Dividend policy has recorded major changes in the past decades. These changes are related not only to 
managers’ willingness to pay but also to national regulations, macroeconomic trends, recessions, and 
financial crisis (Oyedeko&Adeneye, 2017). Soondur, Maunick and Sewak (2016), state that the 
development of dividend policy walks in hand with corporate development as dividend policy has a direct 
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bearing on the changing shape of financial markets. In the early stages of corporate history, managers 
realized the importance of dividend payments in fulfilling shareholders expectations. Dividends were 
often smoothened on the belief that any reduction in dividend might have an adverse consequence on 
share price. Moreover, it was perceived that without a regular and reliable corporate reporting, dividends 
were considered as the best indicator of a company’s corporate performance to the market. However, 
shareholders have shown a high level of interest in the outcome of their investments. These outcomes are 
expressed in terms of earnings and capital gains. These two ingredients are in turn affected by the quality 
of policies made by the management team of the enterprises. Among the most important decisions that 
management of an enterprise must take which has direct bearing on firms’ continuity, earning potentials, 
investors’ satisfaction and share price gain is the decision to withhold or distribute net earnings as 
retained profit or dividends (Ashamu, Abiola&Badmus, 2012). Managers of organizations are often faced 
with different organizational problems, ranging from financing decisions to investment decisions and to 
dividend policy decisions.  
 

The terms of dividend, profits and capital growth which can be reflected in the share prices depends on 
the decisions made by the management (Shrinkant&Yuserrie, 2015).Dividend payout decision is the main 
factor of corporate policy and has been viewed as a topic of attention in the financial literature. 
Dividends, which are the reward to shareholders in exchange for their investment and risk exposure, 
depend on diverse factors. Some of these factors include investment opportunities, profit level, financing 
restrictions, authoritarian regimes, firm size and shareholders’ demands. When a company makes a 
decision regarding dividend payouts, one vital focus of importance is the consideration of its relationship 
with the share price of the company. This relationship between stock returns and dividends have been 
documented in various studies. The certainty of theories on the seeming importance of dividend policy in 
determining the corporation’s value has made it one of the most controversial topics for researchers which 
may be as a result of the fact that most of the researches that have been carried out do not provide the 
most favorable explanation of a corporation’s value with dividend policy. The evolution of dividend 
policy is closely linked to the development of the corporate form of government in Western Europe and 
the USA. When the first joint-stock companies were founded at the end of the 16th century and the 
beginning of the 17thcentury, the payment of dividends was generally done by distributing the liquidation 
share (in cash or in the form of commodities) after ships had returned successfully from a venture sailing. 
Odum&Odum, (2017), further stated that over time, dividends were restricted and linked exclusively to 
the profits of companies and payments from current earnings and the impairment of the initial capital 
were announced illegal. At this stage through regular dividend distribution companies managed to gain 
investors’ confidence and to offset the negative effects of information asymmetry between shareholders 
and managers. With the development of capital markets and the creation of the first stock exchange in 
Amsterdam and later in London, the number of such companies grew. The existence of significant public 
debts and the need for their funding in some countries, such as England and the USA, in 17th and 18th 
century contributed to the development of the bond market. They guaranteed regular payments of 
coupons on these instruments are considered as their major advantage and the key incentive for investors 
to buy and hold them. Investing in stocks is compared to purchasing bonds, which requires the provision 
of regular dividend payments.  
 

The inadequate control over the management of corporations, the lack of transparency about financial 
information and the prospects of the ventures are the reasons why payment of dividends is often preferred 
to reinvestment of profits by shareholders (Odum&Odum, 2017). The relationship of agency costs and 
dividend policy has been an existing development in the corporate finance theory, focusing on how 
dividend payout can be used to control the agency cost of the firm. Following the above mentioned 
theory, the market can be convinced that the manager is not in a position to influence its control and 
helping in reducing agency cost. The basic impetus for the agency models of dividends is that until profit 
of the firms are paid out as dividends; managers may redirect the cash flow for their personal 
consumption or pursue investments that will not be beneficial to the investors. Dividend policy therefore 
serves as a control mechanism for opportunistic managers. According to Abdullahi (2016), business 
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entities are associated with certain firm characteristics which impact on their performance either 
positively or negatively. Firm characteristics are those attributes such as firm size, leverage, liquidity, 
capital, firm age, dividend, market share, off balance sheet activities, operating expenses, among others, 
that affect the operations of a firm. It is concerned with the ability of firms to source for funds to be used 
as capital to finance their operations and settle their short term financial obligations as at when due using 
their current assets in order to gain the confidence of creditors and other lenders of funds as well as 
minimization of operating expenses for performance improvement and profitability. 
 

Large firms may exercise economies of scale, have good knowledge of markets and are capable of 
employing competent managers for better performance. However; large firms can be less efficient than 
smaller ones, because of the loss of control by managers over strategic and operational activities 
(Driffield, Mahambare& Pal, 2005). In addition, the amount of cash a company has at hand or can 
generate quickly reveals how healthy the company is financially. High levels of available cash indicate 
that the business can pay off debt easily as at when due. The types of assets a company has and the 
marketability of those assets are where a discussion of financial liquidity begins. Liquidity refers to the 
firms’ ability to convert its current assets into cash in order to meet its day-to-day operations for better 
financial performance (Tatahi & Heshmati, 2009). Most studies carried out on dividend policy have 
concentrated on developed economies of Western Europe and North America but with little attention on 
Africa region. A study of dividend policy of listed firms in Africa has become pertinent in view of the 
growing investments in the continent. A well regulated stock market is a vehicle for economic 
development, and should have a by-product effect on the dividend policy of public companies. The 
differences in the dividend policy in different companies in Africa, has been noticed. Studies such as 
Soodur, Mannick and Sewak, (2016),Velnampy (2013) and Yensu and Adusei (2016) have focused on 
various implications of dividend policy in developing economies particularly in Africa. The irregularity of 
dividend in the region has in most cases been an intentional policy of the management of various 
companies. According to Agyei and Edward (2013), the outline of dividend policies does not only 
fluctuate over time, but also across countries, especially between developed, developing and emerging 
markets. Recent developments such financial recession, economic meltdown, inconsistent economic 
policies, insolvency and bad management strategies among others have led to inconsistent characteristics 
among firms in sub-Saharan African thereby giving rise to the need of inquiries of this nature. To this 
end, this study seeks to evaluate firm characteristics and dividend policies of some listed manufacturing 
outfits in sub-Saharan Africa.The following null hypotheses are tested in the study: 
 

H01: there is no significant impact of liquidity on the dividend policy of quoted manufacturing firms in 
Sub-Saharan Africa. 

H02: there is no significant impact of ownership structure on dividend policy of quoted manufacturing 
firms in Sub-Saharan Africa. 

H03: there is no significant impact of firm’s size on the dividend policy of manufacturing firms quoted in 
Sub-Saharan Africa. 

H04: there is no significant impact of financial leverage on the dividend policy of quoted manufacturing 
firms in Sub-Saharan Africa 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Corporate Dividend 
 

Corporate dividend has a long history that is bound up with the development of the corporate form itself. 
Corporate dividends date back at least to the early sixteenth century in Holland and Great Britain when 
the captains of sixteenth century sailing ships started selling financial claims to investors, which entitled 
them to share in the proceeds, if any, of the voyages (Velnampy, 2013). At the end of each voyage, the 
profits and the capital were distributed to investors, liquidating and ending the venture’s life. By the end 
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of the sixteenth century these financial claims began to be traded on open markets in Amsterdam and 
were gradually replaced by shares of ownership. It is worth mentioning that even then many investors 
would buy shares from more than one captain to diversify the risk associated with this type of business. 
At the end of each voyage, the enterprise liquidation of the venture ensured a distribution of the profits to 
owners and helped to reduce the possibilities of fraudulent practice by captains (Asif, Rasool& Kamal, 
2017). However, as the profitability of these ventures was established and became more regular, the 
process of liquidation of the assets at the conclusion of each voyage became increasingly inconvenient 
and costly. The successes of the ventures increased their credibility and shareholders became more 
confident in their management, whichwhich British East India Company issued its first joint stock shares 
with a nominal value. “No distinction was made, however, between capital and profit” (Velnampy, 2013). 
According to Asif, et al., (2017), the Dutch East India Company was the first recorded public company 
ever to pay regular dividends in the financial history of the world. The company is said to have paid 
annual dividends worth around 18 percent of the value of the shares for almost 200 years of existence. 
 

Dividend Policy 
 

Dividend policy is a statement guiding the payment or appropriation of profit between the firm and its 
shareholders. It is a statement clarifying the proportion of profit that should be paid out as dividend to 
shareholders taking cognizance of the organization’s environment and the expectations of the 
shareholders. It is a statement that compromises the two extreme of zero percent dividend (retain all) and 
hundred percent dividend (pay-out all) (Asif, et al, 2017). Dividend policy assists management in 
decision making as regards to what to do with profit earned during a financial period. According to Miller 
& Modigliani (1961), the dividend policy of a firm determines the magnitude of the earnings distributed 
to shareholders. The net operating profit or profit after tax (PAT) has to be intelligently apportioned 
between dividend payments and investment. It also determines the amount of dividend payment to be 
made to the shareholders, the date of payment of dividends and the effect of the dividend policy on the 
value of the firm. According to Das (2017), Dividend payout policy of any organization depends on the 
expected cash inflows and can be defined as the percentage of amount distributed among shareholders out 
of profit. This implies that without profit, there will be no dividend. Dividends are normally paid either in 
form of cash or stock dividend that might be stock of other company as well, which is subsidiary of 
parent company announcing dividend. In general, investors will not invest in a company, which does not 
have fair dividend policy or will definitely divest from such. This could clarify why firms adhere to 
certain dividend strategy and management tries to at-least maintain a constant amount of dividend payable 
within a specified period. The several types of dividend policies are subsequently discussed. 
 

Constant Pay-out Dividend Policy 
 

This is a policy of paying constant percentage of earnings as dividend. A company could have a policy of 
paying out 20% of its earnings as dividend. With this policy, dividends fluctuate with earnings. This kind 
of policy will not favor an investor who is seeking a level of dividends as a steady source of income. 
Thus, most firms do not follow such policy (Baker, Kent, Theodore Gary, 2015).  

Regular Dividend Policy  
 

This is the most common dividend policy and it involves paying a regular steady dividend. With this 
policy, once a company begins with a particular level of dividend, shareholders can be sure that it will not 
reduce and will be sustainable in the future. The dividend may grow at a steady rate. Management should 
avoid cutting dividend. Once the dividend goes up, the firm will make efforts to ensure that it does not go 
down. However, if earnings drop below the estimated dividend sustainable level consistently, the firm 
might eventually consider a cut in dividends (Das, 2017).  
 

Multiple Increase Dividend Policy  
 

This is a policy whereby a firm announces frequent but small dividend increase just to give an impression 
of growth and movement. A firm that follows this policy believes that the stock market will consistently 
respond to dividend increase.  

https://en.wikipedia.org/wiki/Dutch_East_India_Company
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Regular plus Extra Dividend Policy  
 

This is a policy whereby a firm pays extra dividends. The firm will divide its announced dividend into 
two portions- a regular dividend and an extra dividend. The regular dividend will continue to be paid at 
the announced level and the extra dividend will be made as circumstance will permit (Baker, 2015). The 
extra dividend is considered to have a signaling effect. 

 

The Residual Dividend Policy  
 

This is a dividend policy whereby the company chose to rely on internally generated equity to finance any 
new capital projects. Dividend payment will only come as residual after all capital projects have been 
met. The residual dividend model requires the company to attempt to maintain a target capital structure 
before making any dividend contributions (Asif, et al., 2017). 

Firm Characteristics 
 

Firm characteristics are the firm’s resources and objectives that influence the performance of 
organization, Hoque and Christy (2011). These firm characteristics include structure, market and capital- 
related variables. Structure related variables include firm size, ownership and firm age. Market related 
variables include industry type, environmental uncertainty and market environment. Capital related 
variables include capital density and liquidity. Structure related firm characteristics include size, age and 
ownership. The size reflects how large an enterprise is in infrastructure and employment terms. Firm 
characteristics can be in form of enterprise size which is significantly linked to a better business 
performance (McMahon, 2015). High performance reflects management effectiveness and efficiency in 
making use of company’s resources and this in turn contributes to the country’s economy at large. 
Empirical literature examines how financial and non-financial characteristics, such as leverage, liquidity, 
size; age and diversification have an influence on the firms’ financial performance and growth. These 
characteristics can be easily measured by using available data from respective firms. Kaguri (2013) also 
stated that these firm characteristics have an influence on firms’ financial performance and growth. Dean 
et al., (2015) acknowledged that relationship between firm characteristics and entrepreneurial 
performance is a controversial issue in the field of research. However, Dean, Bulent and Christopher 
(2015) in their study, stated that firm characteristics are the essential determinants of firm performance as 
well as its success. 
 

Liquidity 
 

Liquidity measures the ability of a firm to meet its short term obligations are they become due. Liquidity 
plays an important role in the uplift of an organization (Iqbal, Khan, Ullah and Zeb, 2016). It is a measure 
which shows the ability of a firm having enough cash to meet immediate cash needs of the firm. Liquidity 
ratios can give different signals to different firm stakeholders. On the other hand, high liquidity ratio can 
mean too much “free cash”, or remaining unsettled accounts receivables that can turn to bad debts. 
However, high liquidity ratios show a low default risk in payment of short-term obligation for the firm. 
According to Brigham & Houston (2007), firms with high liquidity can borrow easily by pledging its 
assets to fund future investments or in order to fulfill its debt obligations as a result of its possession of 
many liquid assets that can be easily converted to cash.  Short term obligation signifies obligations that 
mature within one accounting year. Short also reflect the operating cycle: buying, manufacturing, selling 
and collecting. Liquidity ratios compare current liabilities with current assets that are available to meet 
current liabilities. Therefore, firms with high liquidity ratios appear to have low default risk, they can 
employ high leverage depending on the level of liquidity ratio. Since liquidity is vital in determining the 
effectiveness of firms, it becomes necessary for firms to maintain a balanced liquidity ratio in order to 
meet their short term obligations. According to Bhunia (2010), due to the relationship between liquidity 
and the day to day operations of the firm, it is imperative for both internal and external analysts to study 
liquidity and the purpose of liquidity management. 
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Ownership Structure of a Firm  
 

The link of ownership structure with dividend payout has been closely monitored by many researchers. 
Ownership structure of a business has to do with whether the business is privately owned and controlled, 
owned by partners or the public and managed by appointed agencies. Some researchers have tried to 
explore the agency cost theory in the perspective of ownership structure leading to the emergence of two 
broad categories – Institutional Ownership and Managerial Ownership (Syed, Wasim&Barqir, 2011). 
Institutional investors play an effective role at monitoring management than the individual investors. 
Because of their investment size and the resources at their disposal, institutional investors have better 
incentive and capabilities to collect and evaluate information pertaining to their investments. They also 
possess the clout to discipline management and even bring about the changes when management performs 
inadequately Since institution manage larger pool of funds and investment of funds is higher therefore to 
avoid risk they should allocate resources to monitoring (Green, 2003). Muhammad (2012) commented 
that the institutional investors act as a controlling indicator to overinvestment problems. Institutional 
investors, with more available recourses and knowledge, not only can do monitoring but sometimes they 
influence corporate information which individual investors cannot (Syed, et al, 2011). Leuz and Roberts 
(2000) in their study concluded that institutional shareholders in order to reduce agency costs prefer the 
free cash flow distribution in the form of dividends. They also pointed that institutional investors offer 
important monitoring services and operate as self-control measure to opportunistic behavior of managers 
and helps in reducing agency cost. 
 

Regarding managerial ownership, several researches argued differently about a manager’s role in 
ownership. The ownership hat being on the heads of managers may help in elimination of free cash flow 
problem and may better support the mutual interest of management and shareholders. Thus it results in 
high payout ratio keep more shares with the mangers (Syed, et al, 2011). Researchers have suggested 
dividend payment as an apparatus to control the management compass as the inside ownership provide 
direct opportunity to use internal funds on unprofitable projects. This approach anticipates negative 
relationship between insider ownership and dividend payout. Short, Zang and Keasey (2002) in their 
study on the potential relationship between ownership structures and dividend policy, made use of well-
established dividend payout models. They adapted the full adjustment, the partial adjustment (Lintner, 
1956), the Waud (Waud, 1966) and the earnings Trend Models with a sample size of 211 companies 
quoted on the London Stock Exchange for the period 1988 to 1992. Their findings constantly produced a 
strong backing for the hypothesis that a negative relationship existed between dividend payout policy and 
managerial ownership. Harjito (2009), also revealed a significant negative effect of managerial ownership 
on dividend policy. 
 

Firm Size 
 

The firm size reflects how large an enterprise is in infrastructure and employment terms. Shaheen and 
Malik (2012), described the size of a firm as the quantity and range of production capability and potential 
a firm possesses or the quantity and diversity of services a firm can alongside make available to its 
clients. Firm size plays a noteworthy and critical role in explaining the kind of interaction the firms has 
within and outside its operating environment. Babalola (2013) argues that the larger a firm is, the more 
the influence it has on its stakeholders, and so large firms tend to do better than smaller firms. Firm size is 
one of the most dominant characteristics in organizational studies. Firm size has also been shown to be 
related to industry- sunk costs, concentration, vertical integration and overall industry profitability. Bigger 
firms are more likely to have more levels of management, greater number of departments, improved 
specialization of skills and functions, greater centralization and better administration than small 
companies (Kavitha, 2014). 
 

Firm size is measured using the natural logarithm of total assets. Bolach, Ihsan and kakakel (2017), in 
their study, emphasized that larger firms are less susceptible to bankruptcy as they are more diversified 
compared to smaller firms which often try to overcome the costly gap of information when they try to 
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better deal with lenders of the firms for external financing. As a result, smaller firms often rely less on 
outside sources of financing than firms with big size which have lower information asymmetries, in turn, 
increasing their access to debt market as the associated cost of debt financing is low in such cases. 
Furthermore, larger firms may have lower variation sin earnings which make financial leverage a good 
option of financing. 
 

Financial Leverage  
 

Financial leverage is the degree to which a company uses fixed-income securities such as debt and 
preferred equity. The more debt financing a company uses, the higher its financial leverage. A high 
degree of financial leverage means high interest payments, which negatively affect the company's bottom-
line earnings per share. Financial leverage enables firms to use external funds to acquire additional assets, 
which in turn increase the net worth of the company. The use of financial leverage to control a greater 
amount of assets (by borrowing money) will cause the returns on the owner's cash investment to be 
amplified. That is, with financial leverage, an increase in the value of the assets will result in a larger gain 
on the owner's cash, when the loan interest rate is less than the rate of increase in the asset's value, on the 
hand, a decrease in the value of the assets will result in a larger loss on the owner's cash (Uwuigbe, Jafaru, 
&Ajayi, 2012). Research studies have documented the relationship existing between financial leverage 
and dividend policy. DeAngelo, Skinner and DeAngelo (2004) observed significant correlation between 
the dividend payment decision and the ratio of earned capital to total controlling capital, size of the firm, 
profitability of the company, growth rate, leverage and cash in hand and previous dividend payment 
history. The dividend payment has a hidden management opportunity as with the retention of the 
earnings, increases the money managers control upon the retained earnings which may be applied for 
better investment opportunities but may also be disbursed without any suitable monitoring. Leverage 
(LEV) also influences the dividend behavior of companies, provided the level of leverage is high, which 
means that investment in the firm is comparatively riskier in the manners of cash flow. The negative 
impact of leverage upon the dividend payment was documented by Fama and French (2001) study, which 
found that companies with a past of higher leverage normally pay lower dividend to avoid the higher cost 
of raising external capital for the company. 
 

The negative association of dividend and leverage was also supported by Priya and Nimalathasan (2013) 
who hypothesized that if a firm has higher operating and financial leverage, other things kept equal, the 
firm will choose lower dividend payout policy to lower its costs of external financing. His findings were 
based on his hypothesis that dividend payout is a significantly negative function of firm’s past and 
expected future growth rate of sales, a significantly negative function of its beta coefficient by the 
influence of financial leverage, a significant negative function of the percentage of stock held by insiders, 
and significantly positive function of the firms’ number of common stock holders. 
 

Theoretical Discussion  
 

This study was anchored on the signaling theory, pecking order theory and the Agency theory.The 
signaling theory considers that Insiders obtain both positive and negative private information, and they 
must decide whether to communicate this information to outsiders. Signaling theory focuses primarily on 
the deliberate communication of positive information in an effort to convey positive organizational 
attributes. Most times, dividend payments are used as a signal by the management to the outsiders that the 
firm is performing well, thereby increasing its chances of getting more investors. The pecking order 
theory backs the explanation on the type of capital structure decision by managers.  The use of debt 
financing may result in substantial costs including bankruptcy costs and debt agency costs incurred as 
debt holders have to bear higher risk. Additionally, similar to the use of debt, dividend payout policy is 
not costless. Since external capital is raised to pay for the dividends, substantial flotation costs will be 
paid to investment bankers (Crutchley& Hansen, 1989). As such, firms may find that it is optimal to 
utilize the combination of debt and dividend as well as managerial ownership to control agency conflicts 
in the firm. This theory will be used to support the negative effect of leverage on dividend policy. 
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The Agency theory assumes that a human being is rational, self-interested and opportunistic Einsenhardt, 
(1989).the principals (shareholders) own the company, but the agents (managers) control it. The 
relationship brings about the need for agency costs.  It holds that payment of dividend reduces free cash 
flow available for management to pursue their personal opportunistic consumption and suboptimal 
investments Rozeff (1982).Payment  of dividend forces management to go to the capital market in order 
to raise needed capital for investment hence ensuring that only viable projects are undertaken. The 
company should pay the shareholders profits that rightly belongs to them and let them make their own 
investment decisions. When a company is controlled by a majority of insiders; there is less need to pay 
dividends to reduce agency costs. At the contrary, agency cost will become higher when the shareholding 
structure of a company is dispersed and hence higher dividend payout. 
 

METHODOLOGY 
 

This study adopted ex-post facto design. Ex-post facto research design is used to refer to studies which 
investigate possible cause and effect relationships by observing an existing condition or state of affairs 
and searching back in time for plausible casual factors. The target population of this study consisted of a 
total of one hundred and forty-two (142) manufacturing companies listed on their respective stock 
exchanges as at 17th January, 2019. The manufacturing sector was selected as a result of its level of 
importance in aiding the development of an economy and its impact on the society as a whole. In 
promotion of statistical efficiency, a non-probabilistic sampling technique of purposive sampling was 
employed to select the manufacturing companies adopted for this study. Purposive sampling technique 
allows members of a population to be selected based on identified characteristics and event criterion. The 
sample units for the study was selected from the population based on the event criterion of companies that 
have consistently been trading on the selected stock exchanges for the period under study (2008-2017). 
Thus, twenty (20) companies representing about 14% of the population was adopted for the purpose of 
this study. 
 

RESULT AND DISCUSSION 
 

The descriptive analysis of the panel data obtained is done through numerical representation which shows 
the mean, maximum, minimum and standard deviation of all variables of Firm Characteristics measured 
by Liquidity, Ownership Structure, Firm size, financial leverage and Dividend policy measured by 
dividend payout ratio. 
 

Table 1       Descriptive Statistics Result  
Variable Obs Mean Std. Dev. Min Max 
Liquidity 200 1.375 1.812 0.110 13.538 

Own. Struct. 200 0.021 0.084 0 1 
Firm Size 200 21.557 2.946 14.006 26.669 
Leverage 200 15.133 49.020 0 329.255 

DPR 200 4.051 35.134 -1.683 363.946 
Source: Researcher’s Computation, 2019       *Observations: 200 
 

From the reported descriptive statistics in Table 1., Liquidity (LIQ) of the sampled firms used is within 
the range between 0.110 and 13.538. This indicates that there is a wide gap between the minimum and 
maximum values of liquidity. The standard deviation of 1.812 is not too large compared to the mean of 
1.375 and this suggests that there is a slim dispersion from the mean and the variable and this implies low 
volatility. Ownership structure (OWN.STRUCT.)reported a mean value of 0.021 and standard deviation 
of 0.084. The standard deviation measures the extent of dispersion from the mean. This is seen and 
confirmed from the difference and distances between the minimum and maximum values of 0 and 1 
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respectively and this implies low unpredictability. Firm size (FS) also reported a mean value of 21.557 
and a standard deviation of 2.946. This confirms the low unpredictability as the difference between the 
minimum and maximum values of 14.006 and 26.669. 
 

From the reported descriptive statistics, Leverage (LEV) shows a range between 0 and 329.255. This 
indicates that there is a wide gap between the minimum and maximum values of financial leverage. The 
standard deviation of 35.134 is too large compared to the mean value of 4.051 and this suggests that there 
is a wide dispersion from the mean and the variable which implies a high unpredictability. 
Dividend payout ratio (DPR) reported a mean value of 4.051 and a standard deviation of 35.134. The 
standard deviation measures the extent of dispersion from the mean. This is seen and confirmed from the 
difference and distances between the minimum and maximum values of -1.683 and 363.946 respectively 
and this implies a high unpredictability between the variables. 
 

Test of Hypothesis One 
 

Table 2:          Regression Analysis for Model 1 
Variable Coefficient Std Error T Probability 
Liquidity -1.322 1.375 -0.96 0.337 
Cons 5.870 3.122 1.88 0.062 
F statistics 0.93 
Prob(f-statistics) 0.337 
R2 0.005 
Dependent Variable: DPR; Obs: 200     p<0.05 
Source: Researcher’s Study, 2019 
DPRit=α1 + β1 LIQit + µit 
DPR= 5.870 -1.322 + µ 
 

Interpretation 
 

The result of the regression analysis on Table 2 shows that liquidity (LIQ) has a negative (-1.322) effect 
on dividend payout ratio (DPR). This is indicated by the sign coefficient that β1 = -1.322<0. This result is 
not consistent with the a priori expectation as it was expected that Liquidity of a firm will have a positive 
significant effect on its dividend payout ratio, hence the increase or decrease the dividend payout rate i.e. 
the more liquid a company is, the more it can pay dividend and the less liquid it is, the less its ability to 
pay dividends. 
The negative coefficient of model one from Table 2 is insignificant. This is determined from the t-
statistics result (t=-0.96) which is less than the t-tabulated (t=1.96). This is further confirmed by the 
probability values of t-statistics (p-value=0.337) which is higher than the 5% level of significance. We 
therefore infer from the result of this model that the effect of liquidity on dividend payout ratio is negative 
and not significant. . The R2of 0.005 explains that only 00.5% of the total variation is explained by the 
independent variable while the balance of 99.5% is explained by factors outside this study. 
 

Test of Hypothesis Two 

Table 3         Regression Analysis for Model Two 
Variable Coefficient Std error  T-Statistics Probability 

Own. Structure 52.266 29.469 1.77 0.078 

Cons 2.945 2.549 1.16 0.249 

F 3.15 

Prob(f-statistics) 0.078 

R2 0.016 
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Dependent Variable: DPR; Obs: 200     p<0.05 
Source: Researcher’s Study, 2019  

DPRit= α2+ β2 OSit + µit 

DPR= 2.945+ 52.266+ µ 
 

Interpretation  
 

The result of the regression analysis on Table 3 shows that ownership structure (OWN. STRUCT.)has a 
positive effect on dividend payout ratio (DPR). This is indicated by the sign coefficient that β2 = 52.266. 
This result is consistent with the a priori expectation as it was expected that ownership structure of a firm 
will have a positive significant effect on its dividend payout ratio, hence increase or decrease the dividend 
payout rate. The positive coefficient of model two from Table 3 is insignificant. This is determined from 
the t-statistics result (t=1.77) which is less than the t-tabulated (t=1.96). This is further confirmed by the 
probability values of t-statistics (P-value=0.078) which is higher than the 5% level of significance. We 
therefore infer from the result of this model that the effect of ownership structure on dividend payout ratio 
is positive and insignificant. . The R2of 0.016 explains that only 1.6% of the total variation is explained 
by the independent variable while the balance of 98.4% is explained by factors outside this study. 
 

Test of Hypothesis Three 
 

Table 4        Regression Analysis for Model Three 
Variable Coefficient Std Error T-statistic Probability 
Firm size -0.075 0.847 -0.90 0.930 
Cons 5.658 18.439 0.31 0.759 
F-statistics 0.01 

0.9300 
0.0000 

Prob(f-statistics) 
R2 
Dependent Variable: DPR; Obs: 200     p<0.05 
Source: Researcher’s Study, 2019  

DPRit= α3 + β3 FSit+ µit 
DPR= 5.658 - 0.075 + µ 
 

Interpretation  
 

The result of the regression analysis on Table 4 shows that firm size (FS) has a negative (-0.075) effect on 
dividend payout ratio (DPR). This is indicated by the sign coefficient that β3 = (-0.075) < 0. This shows 
that a 1% increase in firm size will lead to 7.5% decrease in DPR. This result is inconsistent with the a 
priori expectation as it was expected that the size of a firm will have a positive effect on its dividend 
payout ratio. The negative coefficient of model three from Table 4 is insignificant. This is determined 
from the t-statistics result (t=-0.90) which is less than the t-tabulated (t=1.96). This is further confirmed 
by the probability values of t-statistics (P-value=0.920) which is higher than the 5% level of significance. 
We therefore infer from the result of this model that the effect of firm size on dividend payout ratio is 
positive and insignificant.The R2of 0.0000 explains that there is no constitution of FS in DPR. The 100% 
is explained by factors outside the study. 
 

Test of Hypothesis four 
 

Table 5:  Regression Analysis for Model Four 
Variable coefficient Std Error T-statistic Probability 
Leverage 0.413 0.042 9.91 0.0000 
Cons -2.194 2.132 -1.03 0.305 
F 98.20 

0.0000 Prob(f-statistics) 



Effect of Firm Characteristics on Dividend Policy of Quoted Manufacturing Firms in Sub-
Sahara Africa 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 258 
 

R2 0.3315 
Dependent Variable: DPR; Obs: 200     p<0.05 
Source: Researcher’s Study, 2019 

DPRit= α4+ β4LEVit+ µit 

DPRit= -2.194+ 0.413 + µit 
 

Interpretation  
 

The result of the regression analysis on Table 5 shows that leverage (LEV) has a positive (0.413) effect 
on dividend payout ratio (DPR). This is indicated by the sign coefficient that β4 = 0.413 ˃0. This result is 
inconsistent with the a priori expectation as it was expected that leverage will have a negative 
insignificant effect on dividend payout ratio, hence increase or decrease the dividend payout rate.The 
positive coefficient of model four from Table 5 is significant. This is determined from the t-statistics 
result (t= 9.91) which is higher than the t-tabulated (t=1.96). This is further confirmed by the probability 
values of t-statistics (P-value=0.000) which is lower than the 5% level of significance. We therefore infer 
from the result of this model that the effect of leverage on dividend payout ratio is positive and 
significant. The R2 of 0.3315 explains that only 33.15% of the total variation is explained by the 
independent variable while the balance of 66.85% is explained by factors outside the study. 
 

Discussion of Findings 
 

This study was set out to examine the effect of firm characteristics on dividend policy of selected quoted 
manufacturing firms in Sub-Sahara Africa. The first part of this chapter dealt with the descriptive 
statistics and the second part dealt with the empirical analysis. The first part dealt with descriptive 
analysis in terms of numerical representation. The results of the summary statistics of all variables 
obtained from sampled for the period under study is shown on Table 1, which shows the positive 
minimum values of the firm characteristics proxies of  LIQ, OWN STRUCT, FS and LEV showed that 
the firms did not decline in their performance during the period under review. In the same vein, the 
negative minimum value of dividend policy proxy of -1.683 showed that some firms had a low rate of 
dividend payment during the accounting years under review. The low rate of dispersion from the mean 
among the independent and dependent variables confirms a low rate of variations within the data set. 
Liquidity when regressed with dividend payout ratio in Table 1 showed a negative insignificant effect 
with dividend payout ratio. This suggests that the ability of a firm to pay its short term obligation as at 
when due does not influence the dividend decisions made by managers. This result is consistent with 
those of Maziar, Nazrul, and Junaina, (2018); John and Muthusamy (2010) and Tariq (2015); which 
revealed that liquidity has a negative significant impact on dividend policy as opposed by  Botoc and 
Pirtea (2014); Kibet (2012); Bierman, (2013) and Afza and Mizra (2010),  which showed a that liquidity 
has a positive effect on dividend pay-out decisions hence, dividend is more dependent on a company’s 
cash flows which reveal a company’s capacity to pay dividends rather than current earnings which can be 
easily manipulated through accounting. This however suggests free cash flow may not still improve the 
dividend payments as most of the companies may still not significantly improve their dividend payout 
even with positive free cash flow.  
 

The regression analysis shown in Table 2 showed that Ownership Structure (OWN. STRUCT.)has a 
positive effect on dividend payout ratio. This result is consistent with the a priori expectation of the 
study. This however suggests, that the ownership structure of a firm i.e. managerial ownership has an 
impact on the dividend payout ratio decisions made by managers in a firm. Our finding is consistent with 
those of Sumail (2018), Syed, Ullah, and Hasnain, (2011); Hong & Nguyen (2014), whose study shows 
the impact of managerial ownership on dividend policy. These studies show a positive relationship of 
managerial ownership on dividend policy. Ownership structure however, showed an insignificant effect 
on dividend policy. This study however showed an insignificant impact of managerial ownership on 
dividend pay-out. From Table 3, Firm size (FS) has a negative effect on dividend payout decisions made 
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by managers. This further explains that the size of the firm measured by total assets has no effect on the 
dividend payout decision hence, the size of the firm are more likely to not affect the size of dividend paid. 
However, this effect is not significant. This result is inconsistent with the a priori expectation that firm 
size will have a positive impact on dividend policy. This result is however consistent with those of 
Rafailov and Trifonova (2018); Oyedeko and Adeneye (2017) and Yensu and Adusei (2016) whose 
regreesion results showed a positive significant relationship between firm size and dividend policy. 
Leverage (LEV) reveals a positive significant effect on dividend payout decisions. This finding is 
consistent with the a priori expectation as it was expected that leverage would have a negative effect on 
dividend payout decisions. As opposed by studies such as Al-Sabah (2015); Asad and Yousaf (2014); 
Nnadi, Wogboroma and Kiabel (2012); Uwuigbe (2013), this study is in line with that of Odum and 
Odum (2017) which showed a positive significant effect of a firm’s leverage on dividend payout 
decisions. This suggests that some companies may use part of their long term debts to pay dividends in 
order not to send a negative signal to investors and potential investors out there. 
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Abstract 
 

This study examined the effect of audit quality on real earnings management of listed financial institutions in Nigeria: 
evidence from deposit money banks. Specifically, the study focused on audit firm size, audit fees and auditors’ industry 
specialization as independent variables and real earnings management as dependent variables proxied by discretionary 
accruals. Ex post facto research design is adopted, population and sample size included all the 13 listedDMBs in Nigeria. 
The study covered the period 2011 to 2020. Secondary data were extracted from the annual accounts of banks for the 
period of the study. The study employed the use of multiple regression techniques to analyze the data with the aid of 
STATA version16. The result showed that audit firm size and auditors’ industry specialization have a significant effect on 
real earnings management while audit fees showed a positive insignificant effect on real earnings management of listed 
DMBs in Nigeria. Based on the findings, the study concluded that audit firm size and auditors’ industry specialization 
have a significant influence on real earnings management among listed DMBs in Nigeria. The study also, concluded that 
audit fees do not exert any significant influence on the real earnings management of banks in Nigeria. The study 
recommended that efforts should be made with respect to legislation towardsstrengthening auditors’ quality in Nigeria 
since it is viable corporate governance tool for enhancing reported earnings quality.  
 

Keywords: Earnings Management, Audit Quality, Deposit Money Banks, Nigeria 
 

INTRODUCTION 
 

The global financial crisis that started in 2007/2008 have attracted a great deal of attention and scrutiny 
by investors, the media, governments, and others, on various aspects of accounting, auditing, and 
financial reporting. The effectiveness of the corporate governance function, auditor quality and the 
regulatory framework has also, become a global concern. This is because the global financial crisis 
resulted in the downfall of many high-profile companies, with many critics blaming auditors for their 
failure in preventing such a crisis from happening. Therefore, codes of best practices for auditing and 
financial reporting have been developed in different countries in order to curb the spate of vicious 
corporate collapses that pervade the globe in the past decade and to guarantee integrity of auditors’ 
reports in relation to corporate earnings. Audit quality is referred to as the market-assessed joint 
probability that a given auditor will discover a breach in the client’s accounting system and will report the 
breach (DeAgenlo, 1981). Audit quality also, depicts the degree to which a set of inherent characteristics 
of an audit fulfills its requirements. The audit of a company’s accounts is a monitoring and control 
mechanism that diminishes information asymmetry and protects the interests of the principal. Thus, the 
audit process assesses the probability of material misstatements and reduces the possibility of undetected 
misstatement to an appropriate assurance level. 
 

On the other hand, earnings management (EM) is a strategy used by company managers to deliberately 
manipulate company earnings to match a predetermined target (Merchant&Rockness,1994; Okolie, 2014). 
It connotes the planning and execution of certain activities that manipulate or smooth income, achieve 
high earnings level and sway the company’s stock price. EM is primarily achieved by managed actions 
that make it easier to achieve desired earnings levels through accounting choices inherent in Generally 
Accepted Accounting Principles (GAAP). This is commonly occasioned by discretionary accruals 
manipulations that are likely to present some problems for a true and qualitative earnings report in an 
emerging market such as the Nigerian Stock Exchange (NSE). Furthermore, the banking sector of the 
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economy has also witnessed the problem of earnings manipulation. For instance, Fin Bank Plc., Oceanic 
Bank Plc., Intercontinental Bank plc. and non- banking firms. For example, Cadbury plc manipulated its 
financial statement to boost its image as well as push its stock price. As a result, the company inflated its 
turnover, profit and other performance indices. The following dilemma has raised a serious question about 
the effectiveness of auditors’ role in monitoring and controlling managerial opportunistic behavior, 
because the responsibility of the audit mechanism in ensuring the quality of reported earnings has 
received considerable scrutiny due to recent corporate accounting scandals.  
 

Several other studies have examined the effect of audit quality on earnings management in Nigeria such 
as Okolie, Izedonmi and Enofe (2013) and Okolie (2014). However, these studies focused more on 
accrual-based earnings manipulation as a proxy of earnings management. This approach limits the 
generalizability of findings concerning the effect of audit quality on real earnings management of firms in 
Nigeria in general and listed deposit money banks which are a constant target of earnings manipulation. 
This constitutes one of the gaps in the literature that this study intends to fill.  This study highlights the 
methodological gap that the study intends to address. These studies also, focused more on audit firm size, 
audit fees and auditor tenure even though the literature has listed other proxies of audit quality. This 
approach limits the general ability of findings concerning the effect of audit quality on earnings 
management of firms in Nigeria. A study that includes a variable such as auditor industry specialization, 
is desirable as it provides a better understanding of the effect of audit quality on earnings management of 
firms in Nigeria. This is important because given the complex nature of banks operations, industry 
specialist auditors are expected to play a prominent role in mitigating real earnings management of 
companies operating in the sector due to their specific knowledge of the industry. The conflicting results 
of prior studies require that further studies be done to confirm or refute aspects of extant literature relating 
to audit quality and earnings management especially, in developing economies like Nigeria. The audit 
quality variables to the best of our knowledge have not been captured altogether in any research work 
relating to real earnings management in Nigeria (that is, based on the literature reviewed). Therefore, the 
combined effect of these variables on real earnings management is hoped to yield an effective result 
different from anotherresearch. The main objective of the study is to effect of audit quality on real 
earnings management of listed deposit money banks in Nigeria the question to be answered is how does 
audit quality (proxied by audit firm size, audit fees, and auditor industry specialization) affect real 
earnings management of listed deposit money banks in Nigeria? 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Audit Quality 
 

There is no universally accepted definition of audit quality hence, the controversy. But the definition that 
is popular and generally used in research context is that of DeAngelo (1981). He defined audit quality as 
the market-assessed joint probability that the auditor will discover a breach in the financial statement and 
report the breach. Audit quality measures based on this definition is indirect method of measuring audit 
quality with the aid of indicators. However, DeAngelo's definition is the most cited definition of audit 
quality, the dilemma is that audit quality according to this definition, cannot be observed let alone 
measured.  Also, Seyyed (2013) provided further explanation that, audit quality could be a function of the 
auditors’ ability to detect material misstatements and reporting the errors, both definitions laid emphasis 
on two of the most significant aspects of audit quality, specifically auditors’ ability or auditors’ effort, and 
auditors’ independence.  
 

Audit Fees  
 

International Standards on Auditing defines Audit fees as “the amount that remunerates the financial 
auditor’s activity, the certification of financial statements. The code of Ethics for professional accountants 
stated that audit fees should be calculated in an objective way and the auditor’s independence should not 
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be influenced by them. AL-Khaddash, Nawas and Ramadan (2013) defined audit fees as all charges that 
the companies pay to the external auditors against the audit services and non-audit services, e.g. 
management advisory and consultants. The Securities and Exchange Commission (SEC) defined audit fee 
as the fees paid for annual audits and reviews of financial statements for the most recent fiscal year. 
Chersan et al. (2012) also defined audit fee as the sums payable/paid to the auditor, for the audit services 
offered to the auditee. Meanwhile, according to the rules of ethics of public accountant’s compartment, 
the fee amount may vary depending on the risk assessment, the complexity of services provided, level of 
expertise required to perform such services, the related cost structure of the CPA firm and other 
professional considerations. In this regard, Code of Ethics for Professional Accountants (IFAC, 2010) 
provides that “when entering into negotiations regarding professional services, a professional accountant 
in public practice may quote whatever fee is deemed appropriate” (Section 240). The amount of audit fee 
can vary depending on the complexity of services, assignment risk, the cost structure of Public 
Accountants Firm, the required level of expertise, and other professional considerations.  
 

Audit Firm Size 
 

The difficulty in measuring audit quality has led many researchers to use audit firm size as a surrogate. 
Large audit firms are assumed to perform more powerful tests. Therefore, larger audit firms are more 
likely to be associated with more precise information than other smaller audit firms, all else being equal 
(Beatty, 1989; Titman &Trueman, 1986). Analytical research has suggested that audit firm size and audit 
quality are positively related.  For example, DeAngelo, (1981) proposes that larger firms provide higher-
quality audits because larger audit firms have fewer incentives to compromise their standards to ensure 
retention of clients in comparison with smaller firms. Similarly, Dopuch and Simunic (1982) argues that 
audit quality is a function of the number and extent of audit procedures performed by the auditor and that 
larger firms have more resources with which to conduct tests. Moore and Scott (1989) demonstrate 
analytically that audit firm size and the extent of audit work are positively related.  Further, if audit firm 
size and audit quality are positively related, we would expect to find larger differences between forecasted 
and reported incomes for companies audited by large auditors than for companies audited by small 
auditors, after controlling for client characteristics such as risk.  
 

Auditor Industry Specialization 
 

Industry specialist auditors are auditors who have gained great training and experience concentrated in a 
specific industry.  Solomon et al. (1999) find that industry specialist auditors have more accurate non-
error frequency knowledge than non-industry specialists. Owhoso, Messier and Lynch (2002) suggest 
that industry specialists can more effectively detect seeded errors in staff work papers during the audit 
review process.  Low (2004) finds that auditors’ industry specialization improves their audit risk 
assessments.  Hammersley (2006) finds that matched specialists (i.e., specialists working in their 
industry) develop more complete problem representations about the seeded misstatement when they 
receive partial- or full-cue patterns than when they receive no-cue patterns, whereas mismatched 
specialists are not able to develop more complete problem representations even when they receive full-
cue patterns.  These behavioral auditing studies suggest that auditor industry specialization can enhance 
the effectiveness of auditors’ work as a result of their greater industry-specific knowledge. There is also 
a stream of archival auditing research that examines the effect of auditor industry specialization on 
financial reporting quality.  Balsam, Krishnan, and Yang (2003) investigate the association between 
earnings quality and auditor industry specialization and found that clients of industry specialist auditors 
have higher earnings quality than clients of non-specialists.  Dunn and Mayhew (2004) examine the 
effect of auditor industry specialization on clients’ disclosure strategy and found that analysts’ rating of 
disclosure quality is higher for clients of industry specialist auditors than for clients of non-specialists in 
unregulated industries where enhanced disclosures add more value than in regulated industries.  
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Real Earnings Management 
 

Basically, EM has numerous classifications and one of the earnings management activities is called real 
activities manipulation or real earnings management. Xuerong and Li (2017) define Real earnings 
management (REM) as management operational activities to alter reported earnings in a particular 
direction, which is achieved by overproducing inventory to lower the cost of goods sold (COGS) or 
cutting discretionary expenses (i.e., advertising expenditures, research and development, deferred taxes) 
to achieve a specified earnings level. Examples of real activities manipulation include but not limited to 
earlier spending on maintenance or research and development (R & D) when reported earnings are 
higher than expected to reduce earnings number to desired level. Merchant and Rockness (1994) 
described Earnings Management as any action on the part of management which affects reported income 
and provides no true economic advantage tot he organization and mayinfact in the long-term be 
detrimental. 
 

Empirical Review 
 

Okolie (2014) examined the impact of Audit Quality on Earnings response coefficients of 57 companies 
listed on the Nigerian Stock Exchange (NSE) between 2006 and 2011 using multiple regression analysis. 
The result of the test showed that Audit Quality exerts a significant impact on the ERC of listed 
companies in Nigeria. This present study is however different because it is sectorial specific. Also, the 
timing difference is significant as the findings in 2014 cannot be conveniently used to decide on 
current earnings management issues. Onaolapo, Ajulo and Onifade (2017) investigated the effect of 
Audit Fees and earnings quality of Cement Manufacturing Companies in Nigeria using OLS model 
estimation technique. The result showed that Audit fees have a significant effect on earnings quality. 
Although this study is current, the use of Cement Companies makes a major difference with this study as 
there is a problem of sectorial peculiarities. 
 

Bhattachaeya (2011) examines the effect of auditor industry specialization (as a proxy for audit quality) 
and Earnings Response Coefficient (ERC) in New Zealand. This study is carried out with a sample of 
NZX listed companies for the period 2000 to 2009. Using an established model (Balsam, Krishnan and 
Yang, 2003), the study finds that the industry specialization of auditors is not a significant factor that 
influences ERC in New Zealand. This study was carried out in New Zealand while the current study is 
conducted in Nigeria which brings about the problem of external validity. Because, given the 
differences in economic and social cultural attributes of these countries the findings of New Zealand 
cannot be applied here for policy and economic decision purposes.  
Junaidu and Olanrewaju (2018) assessed the effect of audit firm size on Earnings Managementof Eight 
(8) Listed Oil and Gas Marketing Companies in Nigeria using panel data over the period of seven years 
(2010-2016). The study adopted the use of descriptive statistics, correlation matrix and robust fixed 
regression for data analysis. Findings revealedthat audit firm size have nosignificant onearnings 
management. The current study is on audit quality and earnings management of listed deposit money 
banks which brings about the problem of sectorial peculiarities. 
 

Theoretical Framework 
 

Essentially, agency theory, signaling theory, and auditors’ theory of inspired confidence justify the key 
function of auditing as a mechanism for mitigating information asymmetries among related parties. For 
this study, only signaling theory is discussed. Also, signaling through auditor choice stands on the agency 
theory, and is a manner by which managers and/or directors may impart to the market additional 
information about their company and their own behaviour. Signaling theory suggests that companies with 
good performance use financial information disclosure to send signals to the market. Craven and Marston 
(1999) show that firms will attempt to accept the same level of disclosure as similar firms operating in the 
same industry since if a firm does not keep up with the same level of disclosure as others, it may be 
perceived by stakeholders that it is hiding bad news or negative information.As the types of financial 
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statements produced have become standardized, potential information differentiation that a company can 
use to send a signal to the market through its financial statements is reduced. Companies are thus, 
provided an incentive to signal, other than through transparency in their notes to the accounts and other 
voluntary disclosures, through their choice of auditor. Moreover, even voluntary disclosures that may be 
used as signals achieve enhanced credibility in the presence of a quality auditor.  A high-quality audit 
sends a signal to the market that the financial statements are more credible than those audited by lower-
quality auditors. The market perceives audit firm size and specialist auditors to be of a higher quality than 
others and rewards (punishes) companies with larger improvements (or falls) in share prices accordingly 
(Teoh and Wong, 1993; Krishnan & Yang, 1999; Menon and Williams, 1994). Furthermore, signaling 
theory does not actually require higher audit quality, it merely needs the market to believe that Top Tier 
firms are associated with higher audit quality because of the fee premiums they are able to command 
(Moizer, 1997). It has been shown that the market’s perception of the quality of the company’s auditor 
influences that company’s share price. As such, directors and management may want to signal to the 
stakeholders that their interest is being well monitored. Therefore, signaling should, theoretically, affect 
the demand for audit quality over and beyond the monitoring function alone. 
 

METHODOLOGY 
 

The study adopts a descriptive ex-post facto research design. The study covers a period from 2011 to 
2020. The population includes all the thirteen Deposit Money Banks DMB’s listed on the floors of 
the Nigerian stock exchange throughout the period of the study. Secondary data were extracted from 
the annual accounts of banks for the period of the study. The study employs the use of multiple 
regression technique to analyze the data with the aid of STATA version13. The econometric model 
of the study is stated below.  
 

DACCit= β0+β1AFit+β2AISit+ β3AFSit+ β4BKZit+ β5LEVit+ eit  
 

Where: 
 

DACC= Discretionary Accruals 
AF= Audit Fees 
AI= Auditor industry Specialization 
AFS= Audit Firm Size 
BKZ= Bank Size 
LEV= Leverage 
β0= is theintercept 
β1-β5= arethe parameters estimate or coefficients in equation 
μ= error 
 
Control Variables: Certain exogenous factors may impact on earnings management of a company. Such 
control variables to be examined in this study will include Leverage (LEV), and Bank Size (FZ). The 
variables of the study consist of Dependent Variable which is accrual quality measured by discretionary 
accruals using Sarawornrawanich (2011), This was done by conducting the analysis in two stages- 
extracting the residuals from the model first and then run the regression with the model of the study. 
 

∆TCA=β0it+β1CFOit-1 + β2CFOit + β3CFOit +εit 
All variables are scaled by average total assets (Assetsj,t + Assetsj,t-1) / 2 
 Where ∆WC= change=f (∆CAj,t - ∆CLj,t - ∆Cashj,t + ∆STDEBTj,t) 
∆CAj,t =firm j’s change in current assets between year t-1 and year t 
 ∆CLj,t =firm j’s change in current liabilities between year t-1 and year t  
∆Cashj,t =firm j’s change in cash between year t-1 and year t  
∆STDEBTj,t =firm j’s change in short-term debt between year t-1 and year t 
CFOit-1= preceding year cash flow from operation  
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CFOt= current year cash flow from operation,  
 

The measurement and construct validity of all the variables and the specific review of the various 
proxies for estimating audit quality are contained in table 1 below.  
 

Table 1: Measurement Of Variables/ Construct Validity 

SN  Variable Definitions  
 
Measurement  

 
Construct validity source  

1  Real earnings Management 
(REM) 

Discretionary   Accruals Sarawornrawanich (2011) 

2  Audit Firm Size (AFS) 

Dichotomous: ‘1’ if company 
is audited by a Big4, ‘0’ 
otherwise  

DeAngelo, 1981; Deis and Giroux, 
1992;  
Becker et al, 1998; Francis and 
Krishnan,  
1999; Krishnan and Schauer, 2000; and  
Krishnan, 2003   

3  
A measure of  
Auditor  
Independence  (AF) 

Natural Log of the Audit 
Fees Paid by the company.  

Palmrose, 1988, Copley (1991), 
Frankel et al, 2002; Li & Lin, 2005; 
Gerayli et al, 2011  

4  

Auditor industry specialization 
(AIS) 

Measured by dichotomous 
variable 1 for the companies 
audited by industry specialist 
auditors and 0 fornon-
specialist auditors.      

Zhou and Elder (2001); Krishnan and 
Yang 2003).   

5  Bank Size (BKZ) Natural log of company Total 
Assets  

Bauwhede et al, 2000; Gerayli et al, 
2011  

6  Leverage (Lev.) TotalDebts Equity  Becker et al (1998), Watts & 
Zimmerman, (1986)  

 
RESULTS AND DISCUSSIONS 
 

This deals with analysis and interpretation of data extracted from the annual reports and accounts of the 
sampled banks for the purpose of testing the hypotheses formulated earlier in the introductory chapter as 
captured in the model. The section analysed the descriptive statistics from the sample and data collected. 
Discussion of findings and the various robustness tests were also, captured in this section. 
 

Table 2. Descriptive Statistics 
VARIABLE  Obs Mean Std. Dev. Min Max 

REM 91 .5222685     .1591353       .1098     .799997 

AUDFSZ 91 .7362637     .4430993 0 1 

AUDFEES 91 4.305451     .7429223     .498654 7.6789 

AUS 91 .6373626 .4834249            0 1 

FS 91 7.619637     1.591327      4.5782     11.6274 

LEV 91 .4196141     1480042 .123889     .723746 
Source: Stata Output, 2022 
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A total number of thirteen deposit money banks (13) were sampled over a period of ten (10) years 
yielding a total of 91 firm-year observations. In respect to real earnings management, table 1 shows a 
mean of 52%. This showed the real earnings management for the DBMs stood at an average 55% and 
standard deviation of 15% and hence, it can be said that the data had little variations. The study showed 
that the lowest REM was 10% and the highest within the period was approximately 80%. The table also, 
showed that audit firm size has an average of 73% and an SD of 44% signifying that within the period of 
the study about 73% of the deposit money banks used Big4. The percentage of the standard deviation 
showed that there were no much variations in the data. Again, the result depicted a mean of 4.3054 for 
audit fees which signal thaton average the industry paid 4.3054 billion in audit fees. The value of SD 
stood at 74% which signifies the variance in individual fees charged by different banks within the period. 
Result shows that 498 million and 7.6 billion were the highest and lowest audit fees paid respectively. 
The study showed that auditors industry specialization has a mean of 63% indicating that 63% of the 
banks used industry specialist auditors within the period of the study. The result also, indicated that at 
least one bank used industry specialist auditors every year within the period of the study. The standard 
deviation of 48% shows the levels of difference in compliance level from the mean. The study observed 
that average firm size stood at 7.6196 and a standard deviation of 1.5913. The study shows that the lowest 
assets value within the period was 4.578 trillion and the highest was 11.627 trillion.   Finally, the study 
showed that average total debt equity was 41% which shows that 41% of capital for the banks within 
period of the study was debt equity. The lowest was 12% while the maximum debt equity capital was 
72%. 
 

Table 3 Correlation Matrix 
 REM AUDFSZ AUDFEES AUS FZ LEV 
REM 1.0000      
AUDFSZ -0.0247    1.0000     
AUDFEES 0.0689   -0.1142    1.0000    
AUS -0.2009    0.2747    0.0345 1.0000   
FS 0.0909    0.4403    0.0962 0.1130    1.0000  
LEV -0.2762    0.173 0.0365 0.0015    0.3735    1.0000 
Source: Stata Output, 2022 
 

The correlation matrix table 2 revealed that the correlation coefficient between real earnings management 
and audit firm size stood at -0.0247. The result implied that audit firm size has a negative relationship 
with REM of DBMs in Nigeria. Study also, shows that audit fees have a coefficient 0.0689 which shows 
that audit fees have a 7% relationship with REM. Table 2 also, shows that the correlation coefficient of 
between REM auditor industry specialization is -0.2009. This means that auditor industry specialization 
relates with REM to the level of -20%. The coefficient between REM and bank size stood at 0.090. This 
means that 9% of REM can be guaranteed by banks size. The study result, finally, shows that leverage has 
a negative relationship with REM to the tune -27%. That there is no positive relationship between real 
earnings management and leverage. 
 

Table 4 Tolerance and Variance Inflation Factors  
Variable VIF       1/VIF   
AUDFMZ 1.37     0.727993 
AUDFZ 1.05 0.955389 
AUS 1.09     0.917540    
FS 1.43     0.698017 
LEV 1.17     0.858327 
Mean VIF 1.22  
Source: STATA Output Result 2022 
 

From Table 3, VIF values for all the independent variables were consistently below the benchmark of 10 
which is considered harmful for regression analysis. This is supported by a mean VIF value of 1.02 which 
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is above the benchmark of 1 considered suitable for regression analysis. Also, the TV for all the variables 
was above 0 and close to 1 which is recommended for regression analysis. The table shows good 
indicators that multicollinearity is not a problem among independent variables. Meanwhile, the Breusch-
Pagan / Cook-Weisberg test for heteroscedasticity shows a chi2(1) of 0.23 and a Prob > chi2 of 0.122 
which means there is no problem of heteroscedasticity among the data inferring that the data is 
homogeneous in nature. 
 

Hauseman Specification Test    
The Hausman Specification test was conducted to ascertain between the fixed and random effect models 
which was more appropriate for interpretation. The result of the Hausman Test revealed that the value of 
chi2 is 1.20 and a corresponding prob>chi 0.944. The significant value as reported by the probability of 
chi2 that the Hausman test favours the random effect model. However, since the hypotheses for study are 
stated in null form, the study went further to conduct the lagrange multiplier test to ascertain whether is 
appropriate to interpret the pool OLS or random effect model. The Breusch and Pagan Lagrangian 
multiplier test for random effects shows a chi2 of 0.10 and a corresponding probability of 0.0720 which 
indicates that the pooled OLS is appropriate for the study.  
 

Table 5: Summary of pooled OLS Result Regression Result 
 Coef. t P>|t| 
AUDFMZ -.0537889 -2.51 0.013 
AUFZ .0142768 0.66 0.510 
AUS -.076079 -2.25 0.027 
FMZ .0248769 2.11 0.038 
LEV -.3993318 -3.50 0.001 
R-squared 0.1762   
Adj R-squared 0.1277   
Prob > F    0.0050   
Source: STATA Output Result 2022 
 

A close look at the result presented in table 4 review that the R2 value is 0.1762 which indicates that the 
audit quality attributes along with the control variables(firm size and leverage) can explain only about 
17% of the total systematic variation of earnings management among listed deposit money banks in 
Nigeria. This implies that about 83% of the total systematic variation in the dependent variable has been 
left unaccounted for by the model hence captured by the stochastic error term. This implies that other 
factors not included in the model mostly accounts for earnings management in the area covered by the 
study. On the basis of the overall statistical significance of the model, it was observed that the probability 
of F-statistics is 0.0050 which is significant at 5% level of significance. Table 4 describes the result of the 
pooled OLS regression conducted for the study. The analysis in table 4 shows a negative but significant 
relationship between audit firm size and real earnings management with a coefficient value of-.0537889 
and probability of F-statistics of 0.013 which is considered significant at 5% level of confidence. This 
implies that the Big4 audit firms have a negative influence on real earnings management of listed DBMs 
in Nigeria. Although they are still significant according to the result of the study in affecting earnings 
management. Based on the result of the pooled OLS regression, the study rejected the first null 
hypothesis.  Implying that audit firm size is a good indicator of real earnings management. This result 
confirms the findings ofOkoli (2014). 
 

Table 4 also, indicates that audit fees havea positive insignificant effect on audit quality of listed DMBs in 
Nigeria as evidencedby the coefficient value of.0142768with a p-value of 0.510 which is insignificant at 
5% level of significance. This implies that if the percentage of audit fees increases, there is the likelihood 
of having improved earnings management. However, it will be insignificant as depicted by the result of 
the study. In this circumstance, the study accepts the null hypothesis which states that audit fees have no 
significant effect on real earnings management of listed deposit money banks in Nigeria. This is 
consistent with the findings ofOnaolapo, Ajulo and Onifade (2017). Table 4 indicates that auditors’ 
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industry specialization has a negative but significant effect on real earnings management among listed 
deposit money banks in Nigeria. This is evidenced by a coefficient of -.076079 and p-value of 0.027 
which is significant at 5% level of confidence. This implies that irrespective of the fact that auditors’ 
industry specialization has a negative effect on earnings management, it is significant in influencing real 
earnings management. Given this circumstance, the study rejects that null hypothesis which states that 
auditors’ industry specialization has no significant effect on earnings management of listed DMB in 
Nigeria. This finding collaborates with that ofBhattachaeya (2011). The control variable- firm size (FS) 
has asignificant positive effect on real earnings management of listed DMB in Nigeria with the 
probability value of 0.038. While leverage has negative significant (0.001) effect on real earnings 
management of listed DMB in Nigeria. 
 

CONCLUSION AND RECOMMENDATIONS 
 

This study examined the connection between audit quality, as one of the important features of corporate 
governance, and real earnings management among DMB in Nigeria. The study focused on audit firm size, 
audit fees and auditors’ industry specialization as independent variables and real earnings management as 
dependent variables proxied by discretionary accruals. Based on the findings, the study concluded that 
audit firm size and auditors’ industry specialization have a significant influence on real earnings 
management among listed DMB in Nigeria. It therefore, means that these variables are determinants of 
real earnings management. The study also, concluded that audit fees do not exert any significant influence 
on real earnings management of banks in Nigeria. It therefore, imply that audit fees cannot be explored as 
a surrogate for reported earnings quality in the banking industry. Based on the findings and conclusion of 
the study, it is recommended that; 
 
i. That deposit money banks should employ the services of Big4 auditors since it is found that it 
significantly influences earnings management. This could be that Big4 auditors have the resources, 
experience, and expertise alongside that comes to play in improving reported earnings quality. 
ii. The study also, recommends that increased auditors’ fees should not be considered by banks as a way 
on improving audit quality and ultimately earnings quality. 
iii. Banks should hire auditors with industry specialization since they have a better understanding of the 
specific industry peculiarities and operations distinct from other sectors.     
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Abstract 
 

This study examined effect of human resource accounting on financial performance of Nigerian Banks using Access Bank 
Plc as the case study. The broad objective of the study is to examine the impact of human resource accounting on the 
financial performance of deposit money banks in Nigeria. the specific objectives are to examine the effect of staff cost on 
return on asset of Access Bank Plc; to determine the effect of staff cost  on the net profit margin of Access Bank Plc. The 
study adopted Ex-Post-Facto research design. The data for this study were extracted from the published annual reports 
and accounts of Access Bank Plc. The analysis revealed that staff cost has negative and significant effect on the financial 
performance of Access Bank Plc. The study thereby recommended that Nigeria Banking industries should imbibe to the 
culture of capitalizing and reporting investment on human resource that can improve the quality and productivity. This 
will impact positively on their financial performance consequently on the share price value.  
  
Keywords: Human resource Accounting, Financial Performance, Net profit margin, and Return on assets 
 

INTRODUCTION 
 

Human resource accounting involves accounting for expenditure relating to human beings in an 
organization. All organizational resources must be assembled together in other to achieve organizational 
set goals and objectives. The assembling begins and ends with human beings. 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 severe financial crisis if it does not have right 
people to manage and conduct its affairs. Irrespective of how technologically advanced a company may 
be, the value of human resources has in no way diminished. The inability of accountants and accounting 
policy formulators in formulating and evolving a generally accepted system of valuing and recording this 
important asset known and referred to as human resources is still of great concern. In the past years, the 
concept of human resource accounting has grown rapidly because of the role it plays in determining an 
entity’s total value. Human resource cost accounting has 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. Akintoye, 2012 described human 
resource accounting as accounting for human asset related expenditure against traditional accounting 
which merely expenses such costs and reduce profits which to our mind sub optimize financial reporting. 
It is accounting for investment on organizational personnel for the purpose of maximizing shareholders 
value and the achievement of the overall goals of the organization.  
 

The assessment of corporate performance may not be conclusive without the consideration of the 
invaluable impact of human beings. In contemporary 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. 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, 
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Ihendinihu and Azubike (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 assets in the statement of financial position of corporate entities. Every organization, whether in the 
production or services industry expressively record their human capital as the most valuable asset. The 
role of people begins to yield meaningful result even when procurement of machine and other productive 
equipment is yet to be done. The acquisition of right people sets the pace for the acquisition of right 
machine and the right use of the machine to achieve good result in terms of organizational performance. 
Irrespective of the volume of capital mix, level of current and non-current assets in an entity’s disposal, 
without human efforts known as human capital (resources) production or effective service delivery will 
not take place yet this valuable asset cannot trace its root to the financial position statement of companies.  
 

The idea of human resource accounting has been over emphasized in the time past even in our 
contemporary accounting literature, yet it still lacks general acceptability regarding capitalization. Many 
researchers have researched and recommended the recognition of the accounting of investments made on 
organizational personnel otherwise known as human capital/resources 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. 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. Expensing human costs instead of capitalization is seen by various scholars as a distortion 
of the financial statements presented by the shareholders. To this therefore, the study seek to establish 
specifically the effect of personnel cost on net profit margin, return on asset and return on equity of listed 
microfinance banks in Nigeria. Thus, the broad objective of the study is to examine the effect of human 
resource accounting on the performance of deposit money banks. Specifically, this study seeks to; 
examine the effect of staff cost on return on asset of  Access Bank Plc and investigate the effect of staff 
cost on net profit margin of Access Bank Plc. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Human Resources Accounting  
 

According to Micah, Ofurum and Ihendinihu (2012) Human Resources (HR) are the energies, skills, 
talents and knowledge of people which, can be applied to the production of goods or services by an 
organization. They further state that human resources accounting (HRA) is the process of identifying and 
measuring data about human resources and communicating this information to interested parties. It is 
widely acknowledged by some business practitioners and researchers that human resources are essential 
to the success or failure in any organization. Enofe, Mgbame and Otuga (2013) asserted that human 
resource accounting is the process of identifying and measuring data about human resources and 
communicating this formation to interested parties. Appleby (1994) and Akintoye (2012), observed that 
until when other assets are combined human asset, the complete potential of an organization cannot be 
realized. Human Resources Accounting (HRA) helps agreement to formulate strategic policies for human 
resources most especially where it is necessary to identify, measure disclose realistic data about the 
composition of employees within an organization, where they are recognized as an intangible asset.  
 

Human Resource Accounting in this concept measures the cost incurred by an organization to recruit, 
select, train and develop human asset. Also, it involves calculating the economic value of employees to 
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the organization. mas (2016) argued that reporting on human assets usually includes a profile of human 
assets, the compensation pattern, . ing and manpower development events and polices, human asset 
productivity, human asset value, and the total wealth of organization. Flamholtz, Bullen and Hua (2002) 
underpinning the HRA is that the people in a company (the human urces) represent a certain value that 
can be compared to other resources. Brummet (1970), stated that there should be italization of the firm's 
training and development of people and they should be treated as assets for the purpose of human urce 
accounting, this can be capitalized and shown on the statement of fmancial position under the heading 
human asset distinguished from physical assets and that the human asset should be amortized and written 
off according to the ventional accounting method. 
 

Banking  
 

Banking represent the means and methods through which funds are obtained, controlled, allotted and used 
(Ciuhureanu, Balteş & Brezai, 2009), a bank can be associated with a financial service conglomerate 
which is able to provide basic financial services and other functions within the economic, political, legal 
and international environment that determines its profit and expansion opportunities, interest rates, 
exchange rates and the particular resources a bank need (Drigă, 2006). The efficiency and effectiveness of 
the banking system is a key determinant of the economy growth of a nation (Dura & Drigă, 2015). The 
existence of an effective banking industry is a panacea to growing any nation’s economy. The pivot of 
any economic development is the financial sector through its creditable roles in intermediating 
funds/capital from the surplus units to deficit units. These two laudable and reliant functions bring the 
banks face to face and in contact with the public who come to obtain their services. However, the roles of 
mobilizing deposit (surplus) and directing such deposit to the deficit sectors of the economy makes DMBs 
to attend to a large number of customers who they may not, most of the time, personally know, or whose 
identity may not be immediately known to the banks. This shows that banks may not be familiar with the 
true identity of these customers all of whom either have genuine/honest or fraudulent intentions 
(Dimejesi, 2014). 
 

Performance  
 

The term performance is often used to describe how well a thing, an establishment or entity has done over 
time. Every sphere of live has presumed performance indices. To an agriculturist, performance is 
measured in terms of volume of yield in output whereas in profit making organizations, profits, customer 
turnover, and sales volume may provide an index of performance. Non-profit entities may use number of 
membership and service to society such as scholarships, provision of social amenities, among others as 
measures of performance. For incorporated entities performance measures such as profit after tax, 
earnings per share, share value, share price, return on asset, return on equity, etc are common. (Fry and 
Smith, 1987) posit that accounting related measures have the advantage of being comparable both to 
industry norms and to historical performance. 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. Competition, concentration, efficiency, productivity and 
profitability according to Bikker (2010) are banks’ performance expression style. They argue that the key 
reason banks are seen as special, given their pivotal role in providing credit to enterprises is because 
shareholders of a bank are entitled to the bank profits and as a result, their interest will always be to 
maximize these profits. They can achieve this by maximizing revenue and minimizing costs. This implies 
that the performance of an entity is what the entity hopes to achieve for being in business which also 
stand as a point of attraction to stakeholders and other prospective investors. 
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Staff Cost  
 

Staff Cost measures the total remuneration, in cash or in kind, that accrues to employees in return for their 
work during the accounting period, regardless of when they are paid (Landefeld, Moulton, Platt & 
Villones, 2010). As such, the treatment of compensation is consistent with the treatment recommended by 
the System of National Accounts 2008, in which compensation reflects total remuneration and is 
measured on an accrual basis. Staff Cost consists of the earnings of employees, but it does not include the 
earnings of the self-employed. Employee’s compensation is equal to the sum of wages and salaries and of 
supplements to wages and salaries. Wages and salaries, which generally accounts for over 80 percent of 
compensation, consists of cash remuneration of labor (including sick or vacation pay, severance pay, 
commissions, tips, and bonuses), and in-kind remuneration of labor such as transit subsidies and meals. 
Organizations compensate its employee to promote its image in the environment just to remain friendly as 
a corporate entity.  
 

Supplements to wages and salaries consists of employer payments that are made on behalf of employees 
but are not included in the regular wage payments provided directly to employees specifically, employer 
contributions for employee pension and insurance funds and employer contributions for government 
social insurance. Because these payments are made for the benefit of employees and because the value of 
the contributions is typically determined, in some fashion, by their labor, they are treated as 
compensation. Two measures of compensation are compensation earned by all of the employees of 
resident. And the one earned by none resident. That is, it excludes compensation received from the rest of 
the world, and it includes compensation paid to the rest of the world. “Compensation of employees” is the 
measure of the compensation paid by resident and nonresident employers to resident employees. 
 

Human Resource Accounting and Net Profit Margin  
 

To make the accounting for the cost of human Resource more meaningful and to justify its inclusion in 
statement of financial position as asset, the cost incurred need to be classified into two categories; Capital 
Expenditure and Revenue Expenditure, (capital expenditure and revenue expenditure) according to 
nature. Net profit margin (NPM) on the other hand is one of the most closely followed numbers in 
finance. Shareholders look at net profit margin closely because it shows how good a company is at 
converting revenue into profits available for shareholders. Capital Expenditure.This aspect/element of the 
cost that is expected to give or generate future benefit that will exceed current accounting period. It 
includes; Acquisition, recruitment, development, retention, training and retraining. Net profit margin is 
the percentage of revenue remaining after all operating expenses, interest, taxes and preferred stock 
dividends (but not common stock dividends) have been deducted from a company's total revenue. The net 
profit margin, also known as net margin, indicates how much net income a company makes with total 
sales achieved. A higher net profit margin means that a company is more efficient at converting sales into 
actual profit.  
 

Net profit margin analysis is not the same as gross profit margin. Under gross profit, fixed costs are 
excluded from calculation. With net profit margin ratio all costs are included to find the final benefit of 
the income of a business. Similar terms used to describe net profit margins include net margin, net profit, 
net profit ratio, net profit margin percentage, and more. To calculate net profit margin and provide net 
profit margin ratio analysis requires skills ranging from those of a small business owner to an experienced 
chief finance officer (CFO). As a result, this depends on the size and complexity of the company. Net 
profit margin is one of the most closely followed numbers in finance. Shareholders look at net profit 
margin closely because it shows how good a company is at converting revenue into profits available for 
shareholders. One of the most important concepts to understand is that net profit is not a measure of how 
much cash a company earned during a given period. This is because the statement includes a lot of non-
cash expenses such as depreciation and amortization. To learn about how much cash a company 
generates, you need to examine the cash flow statement. Net profit margin is often used to compare 
companies within the same industry, in a process known as "margin analysis." Net profit margin is a 
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percentage of sales, not an absolute number, so it can be extremely useful to compare net profit margins 
among a group of companies to see which are most effective at converting sales into profits. The net 
profit margin is important to evaluate in lending decisions because it effectively shows the firm’s 
potential net worth based on earnings. This has a direct effect on capital reserves, which means the higher 
the profit margin, the more likely the business will be able to remain resilient in periods of unexpected 
losses. 
 

Human Resource Accounting and Return on Asset  
 

Human Resource Accounting has significant relationship with return on asset. This is because the 
amortized value of HRA is recorded as expenses in the statement of firm position while the revenue 
expenditure is charge to revenue in the statement of comprehensive income. This will be the only the 
human resource cost is represented in the financial statements. ROA on the other hand tells you what 
earnings were generated from invested capital (assets). ROA for public companies can vary substantially 
and will be highly dependent on the industry. This is why when using ROA as a comparative measure, it 
is best to compare it against a company's previous ROA numbers or against a similar company's 
ROA.Return on assets (ROA) is an indicator of how profitable a company is relative to its total assets. 
ROA gives a manager, investor, or analyst an idea as to how efficient a company's management is at 
using its assets to generate earnings. Return on assets is displayed as a percentage and its calculated as: 
ROA = Net Income / Total Assets In basic terms, ROA tells you what earnings were generated from 
invested capital (assets). ROA for public companies can vary substantially and will be highly dependent 
on the industry. This is why when using ROA as a comparative measure, it is best to compare it against a 
company's previous ROA numbers or against a similar company's ROA. Remember that a company's 
total assets are the sum of its total liabilities and shareholder's equity. Both of these types of financing are 
used to fund the operations of the company. Since a company's assets are either funded by debt or equity, 
some analysts and investors disregard the cost of acquiring the asset by adding back interest expense in 
the formula for ROA. In other words, the impact of taking more debt is negated by adding backs the cost 
of borrowing to the net income, and using the average assets in a given period as the denominator. Interest 
expense is added because the net income amount on the income statement excludes interest expense. 
 

Return on Capital Employed  
 

Bankers, investors, and business analysts use return on capital as a profitability performance indicator to 
assess a company's efficiency in utilising available resources and financial strength, or to compare the 
efficiency of a number of alternative investments. Every investor's primary concern would be the amount 
of money he would receive as a return on his investment rather than the profit made by the company in 
which he invested. According to Pandian (2005), return reflects the entire efficiency of a company's 
capital investment. According to Atrill (2006), return on capital employed (ROCE) is a key measure of 
business performance because it expresses the link between net profit before interest and taxes generated 
over time and the average long-term capital invested in the business. Viewed from the entire business 
perspective the ROCE is a primary measure of profitability of returns to all supplies of long-term finance 
before any deduction for interest payable to lenders or payments of dividends to shareholders are made. It 
assesses the effectiveness with which funds have been deployed by company profit (output) with capital 
invested (input). 
 

Theoretical Framework 
 

Human Capital Theory  
 

The human capital theory on its part is based on the assumption that organizations would take decision 
regarding the amount of investments that would be made on human capital based on the anticipated future 
benefits and or returns from such investment. Investments in human capital in this regards includes 
training and development costs. Flamholtz and Lacey, 1981 in Bassey and Tapang (2012) opine that 
investments in human capital includes all costs related to eliciting productive behaviours from employees, 
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including those related to motivating, monitoring and retraining them. Organizations therefore commit 
their resources to training employees’ specialized skills while at the same time; they make a comparison 
between their investments in the firm’s human capital and the potential future returns and benefits 
accruing from such investments. Efforts are expected to be made to ensure that any of such acquired skills 
from training are retained in the investing company and not transferred to other companies. The theory is 
relevant to this study because it borders on human resource accounting.  
 

Stakeholder Theory  
 

Stakeholder theory suggests that all stakeholders have a right to be provided with information on how 
organizational activities impacted on them, even if they choose not to use it (Deegan, 2000). The various 
interest groups deemed to have an interest in controlling certain aspects of an organization can be 
efficiently communicated with via the annual report (Guthrie, Perry & Riccert, 2004). Also, companies 
will voluntarily disclose information such as human capital to meet the demands of stakeholders who 
have power to control resources required by the organization. Stakeholders should also be seen not just 
existing, but as making legitimate impacts on the firms. The relationship should be seen as a two-way 
relationship. What stakeholder wants from the firmmay vary. Some will actively seek to influence what 
the organization does and others may be concerned with limiting the effects of the organization’s 
activities on themselves. Relations with stakeholders can also vary; possible relationship can include 
conflicts, support, regular dialogue and joint enterprise. 
 

Empirical Review  
 

Ilaboya (2019) explores the extent to which large top companies have adopted socially responsible 
reporting practices with a focus on human resource reporting within corporate annual reports. The results 
found that human resource disclosures lack overall consistency and comparability. Quantities indicators 
are disclosed by few companies in the sample, with further concern evident with a lack of attention paid 
to disclosures relating to equal opportunities, work life balance and integration of disadvantaged groups. 
Khan and Ali (2020) in an article of human resource disclosure practice of top Bangladesh companies; the 
study analysed the disclosure practice of the sampled companies. The study investigated the level of 
human resources accounting disclosure around top leading companies in the developing countries. The 
study used content analysis method with a sample of 52 companies and for the period of 3 years. The data 
collected from the top manufacturing companies and service companies listed on the Dhaka Stock 
Exchange, the method of selection was on the basis of the market capitalization, the study also examined 
the trend of human resources accounting disclosure. The findings revealed that human resources 
accounting disclosure was not as low as reported. The studies concluded that most of the companies 
disclose information on human capital in the area of employee training, number of employees training, 
career development, opportunities that firm provide and employee recruiting policies. Vafaei, Taylor and 
Ahmed (2018) examined human resource accounting disclosure practices in listed companies. The studies 
used listed companies in Britain, Australia, Hong Kong and Singapore as sample and employee content 
analysis to examine content in their annual reports. The studies aimed at exploring the extent of human 
resources related information disclosure as contained in companies’ annual reports and the extent at 
which the information disclosed contributed to the core valuerelevance of earnings and equity of entities. 
The results revealed that human resources information is significantly related to the market price of the 
companies that is human resources accounting disclosure is a value relevant in companies in two of the 
four countries and in non –traditional sectors.  
 

Adebawajo, (2019) studied human resources accounting and corporate performance. The studied 
investigated the effect of human resources accounting on the performance of business in Nigeria. The 
studies adopted an empirical Ex-post factor research design, on a sample of 18 listed Banks in Nigeria 
capital market. The studies employed primary data with the aid of a well-constructed questionnaire 
designed to collect relevant information from the respondents on a six steps, Likert Scale and validated 
through peer review with Cronbach Alpha Coefficient of 0.807 and 0.870 for human resources and 
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organization performance respectively. The hypotheses were tested using simple regression model. The 
result of the analyses confirmed that human resources accounting significantly affects the banks 
performance and also human capital related information is relevant to the market value of the sampled 
Banks in Nigeria. Salman and Dandago (2021) investigated human resources accounting disclosure in 
financial reports of Nigerian companies, the study used a sample size of 50 companies listed in the 
Nigeria Stock Exchange Market, the study also employed content analysis method and 17 indexes were 
employed to show the extent of disclosure. The results show that Nigerian companies commonly 
expressed in narrative and qualitative rather than in quantitative or monetary terms of human resources 
disclosed. The results further showed that, companies in Nigeria selected any methods favourable to them 
in disclosing human resources accounting information, and more than half of the companies sampled have 
been disclosing information on 7 items to 16 items out of 17 items. The studies concluded that the level of 
human resources accounting disclosure is below the average. Cornier, Aerts and Magnan (2022) study the 
attributes of social and human capital disclosure. The study posits that disclosure strategy will affect 
simultaneously market value and disclosure decision of the firm. The sample consist of 155 non-financial 
companies quoted in the Toronto Stock Exchange, the result showed that quantitative disclosure reduces 
share price volatility for social capital disclosure as well as human capital disclosure, the result also 
suggest that efficient good governance will lead to more transparency in quantitative human resources 
disclosure while the extent of Chief Executive Officer stock options will lead to less transparency in 
social capital disclosure.  
 

Monteiro and Aibar-Gusman (2019) studies the determinants of human resources accounting disclosure. 
The studies focused on the profitability as one of the determinant, the authors sampled 109 large firms for 
the period of three (3) years, the results revealed that firm’s profitability are positively associated with the 
level of human resources accounting disclosure, the studies concluded that market value of the firm 
increases as the level of human capital disclosure increasesrelationship exist between firm size, 
profitability and human resources accounting disclosure but no relationship was found between company 
age and human resources accounting disclosure. Gon (2017) studied intellectual capital performance of 
commercial banks in Malaysia using a sample of all listed Banks for the period of three (3) years; the 
study adopted efficiency coefficient refers to as Value Added Intellectual Coefficient (VAIC). The results 
showed that the sampled Banks had greater capital efficiency than structural and capital employed 
efficiencies. Moreover, domestic banks were found to be less efficient compared to foreign banks, the 
result also confirmed a high rate of human resource disclosure and the banks score a high mark of 
significant relating the average disclosure rate to firm profitability. This finding was consistent with the 
findings of Mohiuddin, Najibullah, and Sahid (2006) they study human resources accounting disclosure in 
Bangladesh for the period of four years using the sample of all listed Banks, they found that there is a 
significant relationship between human resources accounting disclosure and the Banks performance. 
Fernando and Macagnan (2018) studied the factors explaining the level of voluntary human capital 
disclosure in the Brazilian capital market. The study explored 145 annual reports of 29 companies listed 
in the Brazilian stock market for the period of five (5) years, 2005-2009. The studies aim to investigate 
the factors that determines voluntary information disclosure by using content analysis of the indicators of 
human capital disclosure. The results indicated that the factors of size, leverage of company registered to 
the stock market explaining the level of voluntary human resources disclosure.  
 

MEHTODOLOGY 
 

For this study, the research design adopted is the Ex-Post Facto. The Ex-Post Facto design was used 
because the study is a quasi-experimental study examining how independent variables affect a dependent 
variable. This study is built on a multiple regression model and made use of econometrics procedure in 
estimating the relationship between the variables under study 
 

Model One 
 

The fundamental relationships between the dependent variable and independent variables are specified as 
and the functional form of the model is specified as:  
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SC= f (ROA)……………………………………….……………..  (3.1)  
The mathematical form of the model is specified as: 
SCt = β0 + β1 ROAt….……………………...………………...…….  (3.2) 
This econometric form of the model is specified as:  
SCt = β0 + β1ROAt + µt.................................................................…. (3.3) 
    β1> 0,  
Where: 
ROA = Return on Asset (Proxy of financial performance) 
f= functional relationship 
SC= Staff Cost(Proxy of human resource accounting) 
β0= Constant 
β1, = are the relative slope coefficients and partial elasticity of the parameters.   
µt = stochastic error term  
 

Model Two 
 

The fundamental relationships between the dependent variable and independent variables are specified as 
follows: 
The functional form of the model is specified as:  
SC = f (NPM)……………………………………….……………..  (3.1)  
The mathematical form of the model is specified as: 
SCt = β0 + β1 NPMt….……………………...………………...…….  (3.2) 
This econometric form of the model is specified as:  
SCt = β0 + β1NPMt + µt.................................................................…. (3.3) 
    β1> 0,  
Where: 
 

NPM = Net present margin (Proxy of financial performance) 
f= functional relationship 
SC = Staff Cost(Proxy of human resource accounting) 
β0= Constant 
β1, = are the relative slope coefficients and partial elasticity of the parameters.   
µt = stochastic error term  
 
RESULT AND DISCUSSION  
 

Unit Root Test 
Table 4.1 Summary of Regression Result  
VARIABLES ADF test  

Statistics 
5% critical  
Value 

Order of  
Integration 

ROA -2.928847 -1.950117 Level form I(0) 
NPM -5.564711 -3.476372 First Order I(1) 
SC -6.483724 -3.485774 Level form I(0) 
 
From the result of the stationarity test conducted through Eviews statistical software, return on asset and 
staff cost  are stationary at level form whereas net present marginis stationary at first difference. 
Since all the variables are not stationary at level, there is a need to conduct a cointegration test so as to 
ascertain if there is long run relationship among the variables under study. 
 

Co-integration Test 
 

To test for co-integration among the variables, we carried carry out ADF test on the regression residuals 
as proposed by Gujarati (2004). The ADF unit root test on the residuals work with the same decision rule 
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as unit root test. Accept the null hypothesis if the Augmented Dickey-Fuller test statistics is lower than 
the 5% level of significance, otherwise, reject the null the hypothesis.  
The co-integration test result is summarized as follows: 
 

Table 4.2: Co-integration Test Result 
 

Null Hypothesis: ECT has a unit root  
Exogenous: Constant, Linear Trend  
Lag Length: 0 (Automatic - based on SIC, maxlag=9) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -5.846221  0.0458 
Test critical values: 1% level  -4.245815  
 5% level  -3.286601  
 10% level  -5.110320  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
Augmented Dickey-Fuller Test Equation  
Dependent Variable: D(ECT)   
Method: Least Squares   
Date: 05/09/22   Time: 20:54   
Sample (adjusted): 2010 2021   
Included observations: 11 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     ECT(-1) -1.158799 0.169149 -6.850776 0.0000 
C -0.258999 0.467072 -0.554516 0.5829 
@TREND("2011") 0.012296 0.020625 0.596166 0.5550 
     
     R-squared 0.579902     Mean dependent var -0.027927 
Adjusted R-squared 0.555190     S.D. dependent var 2.001280 
S.E. of regression 1.334735     Akaike info criterion 3.492947 
Sum squared resid 60.57157     Schwarz criterion 3.623562 
Log likelihood -61.61952     Hannan-Quinn criter. 3.538995 
F-statistic 23.46674     Durbin-Watson stat 2.020903 
Prob(F-statistic) 0.000000    
           

In the e-views generated co-integration test result above, the ADF test statistics (-5.846221) is greater 
than the 5% critical value (-3.286601) in absolute terms. This implies that the residuals are stationary (that 
is, the variables are co-integrated or that the linear influence of the independent variables cancels out) and 
the variables have long-term relationship. 
 

Regression Model 1 
In the regression result, the variables under consideration return on asset (dependent variable) and staff 
cost as the independent variable. 
 

The regression results are presented as follows:   
Table 2: Regression Result for Model one 
Dependent Variable: ROA   
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Method: Least Squares   
Date: 05/09/22   Time: 21:44   
Sample: 1999 2022   
Included observations: 12   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -5121.257 2902.920 -1.764174 0.0938 
SC -23.36000 0.921379 -25.35329 0.0000 
     
     R-squared 0.971290     Mean dependent var 55685.79 
Adjusted R-squared 0.969779     S.D. dependent var 43111.23 
S.E. of regression 7494.549     Akaike info criterion 20.77213 
Sum squared resid 1.07E+09     Schwarz criterion 20.87161 
Log likelihood -216.1074     Hannan-Quinn criter. 20.79372 
F-statistic 642.7894     Durbin-Watson stat 0.723100 
Prob(F-statistic) 0.000000    
          Source: Researcher’s computation using Eviews, 2022 

 

Equation: ROA = -5121.257 -  23.36000(SC) 
 

Table 2 indicates that a negative and significant relationship exist return on asset and staff cost of the 
Access Bank PLC  as the coefficient of SC is seen to be -23.36000. The constant term is estimated to be -
5121.257 which implies that if the independent variable (Staff cost) is zero, return on asset (ROA) will 
take the value -5121.257. More so, the study reveals that a unit increase in recurrent government 
expenditure will lead 23.36000 decrease in return on asset. The findings of R2 also reveals that the rate at 
which the independent variable (staff cost) explains what happens on the dependent (return on asset) is 
97.1290% which is considered to be high. 
 

Regression Model 2 
In the regression result, the variables under consideration are net present margin (dependent variable) and 
staff cost as the independent variable. 
 

Table 3: Regression Result for model two 
 

Dependent Variable: NPM   
Method: Least Squares   
Date: 05/09/22   Time: 21:46   
Sample: 12011 2021   
Included observations: 12   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -4231.860 10499.86 -0.403040 0.6914 
SC -72.77733 11.00175 -6.615070 0.0000 
     
     R-squared 0.697255     Mean dependent var 55685.79 
Adjusted R-squared 0.681321     S.D. dependent var 43111.23 
S.E. of regression 24336.99     Akaike info criterion 23.12778 
Sum squared resid 1.13E+10     Schwarz criterion 23.22725 
Log likelihood -240.8416     Hannan-Quinn criter. 23.14936 
F-statistic 43.75915     Durbin-Watson stat 0.511682 
Prob(F-statistic) 0.000002    
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          Source: Researcher’s computation using Eviews, 2022 
 
Equation: NPM = -4231.1860 – 72.77733(SC) 
Table 3 indicates that a negative and significant relationship exist between net present margin and staff 
cost as the coefficient of SC is seen to be -72.77733. The constant term is estimated to be -4231.860 
which implies that if the independent variable (staff cost) is zero, net present margin (NPM) will take the 
value -4231.860. More so, the study reveals that a unit increase in staff cost will lead 72.77733 decrease 
in net present margin. The findings of R2 also reveals that the rate at which the independent variable (staff 
cost) explains what happens on the dependent (NPM) is 69.7255% which is considered to be high. 
 

Discussion of findings  
 

The study reveals that staff cost havenegativeeffect on the return on asset of Access Bank PLC such that 
an increase in staff cost will lead to decrease in the return on asset of Access Bank Plc. Also staff cost has 
significant effect on the return on asset of Access Bank Plc because the probability value (0.0000) is less 
than 0.05 level of significance. The study equally reveals that staff cost has negative relationship on the 
net present margin of Access Bank Plc which implies that a unit increase in staff costwill lead to decrease 
in the net present value of Access Bank Plc. Also staff cost has significant effect on the net present 
margin in Access Bank Plc because the probability value (0.0000) is less than 0.05 level of significance. 
 

CONCLUSION AND RECOMMENDATIONS 
 

Based on the findings of this study, we conclude that staff cost has negative relationship on the return on 
asset of Access Bank Plc within the period under study. 
We conclude that staff cost has negative relationship on the net present margin of Access Bank Plc within 
the period under study. From the findings of this study, the following recommendations are given; 
 

i. Nigeria Banking Industry should imbibe to the culture of capitalizing and reporting investment on 
human resource that can improve the quality and productivity. This will impact positively on their 
financial performance consequently on the share price value.  

ii. Organizations should consider establishment and development costs of human resources as 
strategic investment options necessary for providing competitive edge in today’s world of 
business. 
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Abstract 
 

Non-Financial Institution firms in Nigeriaemploy more than 80% of the Nigerian labour force but recent happenings have shown that 
all may not be well as many of the listed firms had closed down operations while a handful of them has been involuntarily delisted 
from The Nigerian Exchange.Taking cognizance of the fact that inefficient companies are usually the product of poor corporate 
financial management practices of which working capital management forms an integral part, this study investigated effect of working 
capital management on financial performance of non-financial institution companies in Nigeria from 2012 to 2021. The study adopted 
ex-post facto research design and panel regression analysis technique to analyse the secondary data obtained from The Nigerian 
Exchange. The results revealed relationship between Trade Receivable collection Period and Financial Performance proxied by 
Gross Margin of listed Non-Financial Institution Companies in Nigeriais positive and significant. On the contrary, the relationship 
between Inventory Turnover Period and Financial Performance of listed Non-Financial Institution Companiesin Nigeria is negative 
and statistically insignificant. The study therefore recommends quotedNon-Financial Institution companies in Nigeria continue to 
maintain Trade Receivables CollectionPeriod to sustain profitability and reduce Inventory Turnover Period to decrease the cash 
conversion cycle.  
 

Keywords: Gross Margin, Trade Receivable Collection Period, Inventory Turnover period, Non-Financial 
Institutions  
 

INTRODUCTION 
 

Non-Financial Institutions playindispensable role towards economic growth and development of nations by creating 
goods and services to satisfy human needs, recruiting and rewarding households in form of wages, salaries or other 
benefitsin order to earn adecent living and above all, contribute a great deal of revenue to government through 
payment of taxes with which the authority uses toexpand its services and consequently boost economic activities 
(Nahid et.al. 2012, Jason & Chris 2014)For corporate organisations to meet the expectation of economic 
agents,efficient and effective management of working capital and profitability is key. Companies invest significant 
proportion of their capital on property, plant and equipment but improper management of theingredients needed for-
the-day-to-day creation of goods and/or provision of serviceswill render all the committed resourcesa waste.In other 
words, working capital management is a vital tool used to analyse the financial performance of companies as they 
conduct their daily business activities with a view to maintaining a balance between profitability and liquidity while 
keeping optimal levels of current assets and liabilities. Effective Working capital management system is an 
excellent mechanismfor improvingprofitability and enables corporateorganisations to make available adequate 
cashflows to take care of operating expenses and short debt commitments. The two majorapproaches of working 
capital management are individual working capital management and ratio analysis. The key performance ratios for 
managing working capital includes, inventory holding period, trade receivable collection period, Trade payable 
payment period and liquidity ratios. Taking cognizance of the fact improper handling of working capital 
components can impede the continuity of firm’s operation and its market value, financial managers use ratioanalysis 
to identify areas of attention, such as accounts receivables and payables management, inventory management and 
cash managementto attain optimal performance (Ogundipe,et, al. 2012, Daniel& Amos 2014). Accordingly,a linear 
relationship exists between liquidity management and profitability particularly when the production outfit has to 
make timely and regular disbursement to the various stakeholders.Performance of business organisations is 
influenced by factors beyond and within management control such as unfavorable government policies, market 
preferences and perception, risk management of firms, ownership structure, and other firm’s attributes and policies.  
 

However, management adopts both classical and modern ratios some of which include Gross Margin, Return on 
Assets, Current Ratio, Quick Ratio, Economic Value Added and Market Value Added to determine financial 
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performance (Nduta, 2015). In essence,Financial Performanceof business organizations reveals the strength and 
extent of business solvency and it is affected by the way and manner the working capital is managed especially non-
financial institution companies. Having realized free cashflow enhances shareholders wealth vis-à-vis the current 
economic challenges,companies have no better option than to manage working capital by way of investing cash into 
higher value-added investments(Mukhopadhyay 2004, Joseph& Amah 2016).Indisputably, inefficient companies 
are usually the product of poor corporate financial management practices, and in many business organisations, stock 
of working capital stands as the major element of financial management. Simply put, the eventual going concern 
status and the degree to which the fortunes of corporations can be turned around is anchored on working capital 
management. In Nigeria, Non-Financial Institutionshirenot less than eighty percent of the labour force which 
explains their failurewillshake the economy to its marrow. Unfortunately, reasons not far from inability to manage 
working capital properly in some Nigerian firms has led to a number of viable investments with high rate of return 
shut down operations in frustration(Salandeen, 2001).Precisely, between 2015 and 2021 a number of tenfirms were 
shutdown in the Food, Beverage and Tobacco Industry, the affected firms include; Deli Foods Ltd, Bendel Brewery 
Ltd, Pal Brewery Plc, UTC Food Plc and Portharcourt Flour Mills Ltd, and this further exacerbated unemployment 
challenge in Nigeria. Inaddition,listed Non-Financial Firms had reduced considerably in number from 130 in 2018 
to 106 in 2021 many of which were involuntarily delisted from The Nigerian Exchange(Patience 2018, NGX 
2021).Undoubtedly, many empirical studies in working capital management and financial performance had been 
carried out both locally and internationally, the fact remains the controversy on what constitutes optimaldecision 
level to influence profitability in the application of working capital management techniques such as working capital 
ratio, current and acid test ratios, liquidity index, creditors cover and  current capital ratios remains inconclusive in 
the extant literatures coupled with the fact that many corporations do ignore the relationship between working 
capital management and financial performance when the tools are adopted. Also, many of these studies in the past 
focused less on Non-Financial Institution firms but more on other sectors or industries.Therefore, this study will 
empirically examine the effect of working capital management on financial performance as it applies to listed Non-
Financial Institutions in Nigeria with the undermentioned objectives: 
 

i. To investigate the relationship between Trade Receivables Collection Period on Gross Margin of Non-
Financial Institution firms in Nigeria. 

 

ii. To examine the relationship between inventory holding period and Gross Margin of Non-Financial 
Institution firms in Nigeria. 

LITERATURE REVIEW  
 

Conceptual Framework  
 

Working Capital Management 
 

Working Capital is a component of capital employed by corporate organisations and is usually defined as the excess 
of current assets over current liabilities which enable the smooth managementof day-to-day, weekly and monthly 
activitiesof a company.  In essence, working capital management encompasses managing current assets and 
liabilities in order to make available sufficient liquidity for firms tooperate smoothly (Oye 2002;Lambe 2021; 
Korankye et al 2013).The expected relationship between short term Assets and Liabilities is that current assets 
should double current liabilities otherwise called ideal current ratio (2:1). Also, the ideal acid test ratio is such that 
the relationship between current assets (net of inventory) and current liabilities should be equal (1:1). However, the 
thresholds vary in practice depending on the nature of each company or business organisation, some firms often 
record much lower ratios (Oye, 2002). To achieve efficient andeffective working capital management system, 
managers of firms resources should focus on controlling accuratelyprofitability maximization and liquidity tradeoff 
(Raheman &Nasr,2007). Working Capital Management is a very crucial and sensistive issue in financial 
mangement in that an optimal level is expected to contribute postively to firms value(Kaddumi & Ramadan, 2012; 
Deloof, 2003;Gill et al.,2010;Olaniya, et al.,2020).  In managing corporate organisations, a mismatch between 
assets and liabilities could occur that would results in short run profitability but accompany with serious liquidity 
crisis. Analysing the theories of working capital management strategies involing  risk and return tradeoffs,it could 
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be deduced excessive working capital level results in cash idleness and the maintainance of  high working capital 
threshold as a result of excessive inventory level  could be a potential beckon for mismanagement, theft and other 
income leakages. Conversely, insufficient working capital brings about stunted growth, reduce operating 
efficiencies, and thereby decrease profitability.Precisely, an agrressive strategy of working capital management that 
invest less in working capital results in higher risk and returns and vice versal conservative working capital 
management system with high investment in working capital is can result in  low risk and return (Kaddumi & 
Ramadan,2012;Olaniya, et al., 2020) 
 

Inventory Holding Period 
 

Inventory is one of the cardinal components of working capital that requires optimal management startingfrom the 
point of raw materials to finished goods stage. Managing working capital starts with control of inventory through 
timely procurement, proper storage, and efficient usage to maintain effective flow of finished goods while meeting 
timely commitment of the company and avoiding excessive working capital in inventory holding since that can lead 
to cash conversion cycle delay and also worsen obsolesce risk and increase working capital needs thus, reduce 
profitability(Omesa et al,2013; Bans-Caballero et al,2012). The main objective of inventory management is to 
minimise  storage costs while keeping inventory level that will meet sales requirements of an organisation. The 
tradeoff between revenue and cost in working capital managment shows a company that maintain more inventory 
could make more revenue but it could also be more risky(Deloof, 2003).Inventory Turnover Period (ITP) measures 
on the average the duration in days between the purchase of inventory items and their conversion into cash.  It is 
pertinent to note that the duration of the operating cycle determines the amount of investment needed in working 
capital. To reduce Inventory conversion period, production cycle can be shortened by more proper production 
planning or by contracting out part of the production process. For instance, using Just-in-Time production method 
or productiontechniques responsive to revenue level changes, the volume of inventory in the production process will 
decrease (Mohammed & Uche (2015) 
 

Trade Receivables Collection Period 
 

Trade Receivables constiute a significant part of  short term asset on one hand, and working capital on another hand. 
This  represents  the amount the customers are owing the business. An effective trade receivables management 
corporate  strategy ensures timely collection and prevention of bad debts for the company. As each organisation has 
a distint trade cylce, they must endeavour to level up their respective cycles with that of the industry for operational 
efficiency(Makori & Jagongo, 2013). A longer trade receivable period will bring about delay in cash collections 
thereby affect the cash coversion cycle of the firm.  While conducting business evaluation, it is important to check 
receivables turnover to anscertain the working capital managemnt efficiency in collecting  payments for credit sales 
given by the firm and equally determine the bad debts incured by the organisation. (Omesa, et al, 2013). Therefore, 
Trade Receivable Collection Period is the average duration in days it takes management to collect payment from 
goods and services sold to customers and it also help to measure how the customers are paying up. There is an 
agreement among researchers that financial performance of corporate entities is better with shorter trade receivables 
collection periods and this has propelled many firms to evolve strategies for reducing Trade Receivable collection 
periods with a view to improving liquidity and profitability(Boisjoly, 2009) 
 

Financial Performance 
 

Financial Performance determines the results of a firm’s corporate strategies or operations in accounting numbers 
for decision making (Eshna, 2017 cited in Babatunde 2020). These indicators are both accounting and market based 
such asGross Margin, Return on Capital Employed, Return on Assets, Shareholders Value and Return on 
Investment. To properly determine the effect of working capital management on financial performance, ratios such 
as Gross Margin, Net Margin, Return on Capital Employed, Return on Assets and Return on Equity can be 
considered (Haruna, 2016). Firms’ Financial Performanceinfluenced by both internal and external factors is a 
subjective measure of how efficient and effective a company can utilize assets from its ordinary business activities 
to generate revenues and maximize shareholders’ value. (Ndunta 2015). Whereas the external factors such as market 
perceptions and preferences, unfavourable government policies and economy of the nation affecting a business are 
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generic and beyond the control of management, the internal factors which includes ownership structure, corporate 
governance practices, risk management, capital structure and business policies are under management control. 
Financial performance in Non-Financial InstitutionEntities  ishighly influenced by working capital 
policiestheyadopt; this is informed by the fact that working capital constitutesa significant proportion of short-term 
assets and current liabilities. The key short term asset instruments that occur on day-to-day basis include Cash & 
Cash Equivalents, inventories, and accounts receivables. How effective a company manages its inventory goes a 
long way in determining the overall revenues. For instance, keeping low inventory levels can result in stock outs 
thus lead to sales loss, on the hand, maintaining high inventory levels may lead to tying up huge amounts of capital 
thereby lead to increase costs of short-term financing and loss of investments opportunities (Horne & Wachowiz, 
2005).  
 

Gross Margin 
 

This study will adopt Gross Profit Margin as a measure of Financial Performance. Gross Margin represents how 
much a business has made after removing cost of sales from revenue. The division of Gross Profit by revenue 
enables management to ascertain how much they have realized on the margin after deducting costs relating to core 
operations(Bark &DeMarzo, 2011). Gross Margin is an important indicator of how well a firm controls cost. The 
higher the Gross Margin, the better management is perceived to control costs.   Therefore, Gross Profit Margin and 
inventory levels have direct relationship (Hampus & Micael, 2014). This is relevant in the sense most Non-
Financial Institution Companies depends largely on supply chain strategies and also highly affected by sales.   
 

Empirical Review 
 

Mohammed et al. (2021) investigated the Impact of Working Capital Management on Profitability of Maruti Suzuki 
in India from 2014 to 2018. The observed variables were Gross Margin, Inventory turnover Period, Return on 
Assets, Net Profit Margin, and the explanatory variable was proxied by Inventory Turnover Ratio and Inventory 
Turnover Period.  Employing descriptive statistics and correlation technique to analyse the secondary data obtained 
from audited Financial Statements of Maruti Suzuki from websites, findings revealed Inventory Turnover Ratio is 
positively related with each of Gross Margin, Net Margin and Operating Profit Ratio while Inventory Conversion 
Period has negative relationship with all the dependent variables. Olaniyan et. al (2020) conducted a study on the 
relationship between Working Capital Management and Profitability of Listed Manufacturing Firms in Nigeria from 
1988 to 2019. The independent variable (Working Capital Management) was disaggregated into Cash & Cash 
Equivalets balances(C&CE), inventory (Inv), Trade Receivables (TR) and Trade Payables (TP) while the dependent 
variable (Financial Performance was proxied by Gross Operating Profit (GOP). Employing Auto-Regressive 
Distributed Lag (ARDL) method to analyse the secondary data collected from Audited Annual Accounts of the 
selected companies, they found C&CE, TR, INV and TP positively and significantly impact GOP in both short and 
long run and thereby recommend management increase investment in working capital to improve profitability of 
listed Manufacturing Companies in Nigeria.   
 

Abdul-Khadir, et. al. (2020) carried out empirical study from 2006 to 2016 on the relationship between working 
capital management and Financial Performance of listed Conglomerate Companies in Nigeria. Adopting 
quantitative data obtained from ten listed Conglomerate Companies’ audited financial statements, and structural 
equations modelling  and  Trade Receivables Collection Period(TRCP),Trade Payables Payment Period(TPP), 
Inventory Turnover Period(ITP) and Cash & Cash Equivalets Conversion Cycle(C&CECC) to measure working 
capital management, and  Return on Assets(ROA), Return on Equity (ROE) and Return on Investment(ROI) as 
proxies for financial performance, they found effect of CCC and TPP on ROA and ROI is positive and significant, 
ITP and TRCP is negative and significant, CCC and TPP is positive and insignificant while ITP and TRCP is 
negative and insignificant. The overall result revealed significant relationship between working capital management 
and financial performance of listed conglomerate companies in Nigeria. They recommend management of listed 
conglomerates in Nigeria maintain working capital management corporate policies that optimally reduce Trade 
Receivables Collection Period, increase Trade Payables Payment Period, decrease Inventory Turnover Period and 
reduce the cash conversion cycles increase shareholders’ value 
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Mohammed (2020) sought to know how working capital Management affects Profitability of Industrial Companies 
listed in Amman Stock Exchange (ASE) for a period of 5 years (2013-2017).  Applying thirty-three firms’ sample 
size, two models and multiple regression to analyse the panel data obtained from ASE, findings showed other than 
Cash Conversion Cycle which has no impact on Net Profit Margin, other independent variables proxies by Trade 
Receivables Collection Period, Trade Payable Payment Period, Inventory Turnover Period impact positively and 
significantly the two dependent variables measured by Return on Assets and Net Profit Margin and therefore, 
recommends, financial managers of Industrial Firms Listed in ASE maintain reasonable or  minimal level of Trade 
Receivables Collection Period and Inventory Turnover Period to increase profitability. Babatunde (2020) 
investigated the impact of working capital management on financial performance of Deposit Money Banks Listed in 
Nigeria from 2010 to 2019. Working capital management was measured by Loan to Deposit Ratio (LTD) and Cash 
Ratio (CR) while Net Interest Margin (NIM), Return on Equity (ROE) and Operating Margin (OPM) were proxies 
for financial performance. Adopting descriptive statistics, correlation analysis and multiple regression to analyse 
secondary data obtained from audited financial statements of sampled banks, results showed LDR positivelyand 
insignificantly affects NIM whereas CR and BS have positive and significant effect on NIM, considering general 
outcome, working capital management have significant effect on NIM. Similarly, LDR and BS positivelyand 
insignificantly affect ROE while relationship between ROE and CR is negative and insignificant. Working capital 
management(jointly) and ROE have insignificant relationship. Finally, LDR and BS exert negative and insignificant 
influence on OPM while positive and insignificant relationship exist between CR and OPM, working capital 
management(jointly) and OPM have significant relationship. He recommends financial managers of listed deposit 
money banks in Nigeria evolve corporate strategy that will always make adequate liquidity available to avoid stock 
out thus improve profitability. 
 

Daniya et. al (2018) investigated the effect of working capital management on Financial Performance of quoted 
conglomerate firms in Nigeria from 2005 to 2014. Employing  Descriptive statistics and Ordinary least Square 
Regression to analyse the quantitative data sourced from the audited Financial Statements of the companies, 
findings revealed positive and insignificant relationship between Cash Conversion Cycle and working capital 
management while Trade Receivable Collection Period, Trade Payable Payment Period and Size are negatively and 
significantly related with the observed variable (working capital management). To enhance financial Performance, 
the study recommends quoted conglomerate firms in Nigeria should maintain or further reduce the existing Trade 
Debtors’ Collection Period. Joseph and Amah (2016) carried out an investigation to determine the relationship 
between working capital management proxied by Average Payment Period (APP) and Average Collection Period 
(ACP) and financial performance represented by Earnings Per Share (EPS) and Return on Capital Employed 
(ROCE) of quoted manufacturing companies in Nigeria.  Using multiple regression technique to analyse 
quantitative data obtained from audited financial statements of selected firms, they found working capital 
management (APP and ACP) exerts significant impact on financial performance (EPS and ROCE) and therefore, 
recommend management of listed manufacturing firms in Nigeria hire the services of professionals to manage their 
inventory to avoid stockout to enhance profitability. Ndunta (2015) determined the effect of Working Capital 
Management on Financial Performance of Listed Manufacturing Companies in Kenya for a period of five years 
(2010-2014). Adopted in the analysis were population of 10, sample size of 8, Descriptive Statistics, Correlation 
Analysis, Multiple Regression and secondary data obtained from Audited Financial Statements of manufacturing 
companies quoted on Nairobi Security Exchange.   The results showed Current Ratio and Current Liabilities to 
Total Liabilities Ratio have a positive and significant relationship with Return on Assets thus, recommends 
management adopts conservative strategy maintaining   high Cash & Cash Equivalent and   high Inventory reserves 
for better financial performance of Listed Manufacturing Companies in Kenya.   
 

Theoritical Framework 
 

Contingency Theory 
 

Contingency Theory was propounded by Saxber in 1979 and it states in orderto attainhighest effectiveness, working 
capital management strategies must be made tofit the contingencies, hence companies that match their circulating 
capital with the current environment derive maximum output.The theory advocates consideration should be given to 
influences of external factors such as economic conditions, industry structure, sociocultural trends and demographic 
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trends in determining corporate working capital management strategy. Therefore, Contingency Theory 
succinctlytreats companies as flexibly coupled aggregates whose different working capital components may be 
finetuned or adjusted.  
 

Configurational Theory  
 

Shortell (1977) developed Configurational Theoryon  the premise of putting into  consideration the alignment 
between corporate design parameters and its context variables in determining level of working capital management.  
The theory states since firms take their meaning from the whole system and cannot be understood inisolation, the 
likely impact of different internal control mechanismssuch ascoordination systems,reward/incentive systems and 
work specification systems of companies and their external environment must be given priority in order to 
determine an efficient and effective working capital management strategy.  
 

Risk and Return Theory 
 

Risk and Return Theory was developed by Zariyawati et al. (2009) andthe theory stipulates higher riskinvestments 
can result in higher return, that a company with high liquidity level in working capital can always settle its short-
term obligations and maintain profitability at the same time.  In essence, the greater the value of working capital, the 
more liquid is the company thus, minimizes the risk of becoming technically insolvent. Therefore, there is an 
inverse relationship among liquidity, working capital and risk in that if liquidity or working capital increases, the 
company’s risk declines. The theory of Risk and Return will underpin this study.  
 

METHODOLOGY 
 

This study adopts Ex-Post Facto Research Design using panel data for a period of 10 years (2012 to 2021). Ex-Post 
Facto study seeks to show possible relationship by observing state of affairs or an existing condition by searching 
backward for probable contributing factor (Kerlingere & Rint 1986 cited in Joseph and Amah 2016).  Joseph and 
Amah (2016) employed ex-post facto research design to carry out similar study. Data for thisstudy isobtained from 
published audited annual financial statements of sampled firms. The observed variable (financial performance) is 
measured by Gross Margin while the Explanatory variable (working capital management) is proxied by Inventory 
Turnover Period and Trade Receivables Collection Period all used to carry out related study in the past by Hampus 
& Micael, (2014). The control variable is firm size. Population of the study is 106 listed Non-Financial Institutions 
for the period and a sample size of 20 firms is selected using purposive sampling technique.Purposive Sampling 
Technique was adopted in choosing the sample size becauseit consists of 20 firms quoted on The Nigerian 
Exchange for the past ten years to avoid the challenge of incomplete data as the data of unquoted firms are not 
easily assessable by the public.  
 

Model Specification: 
 

This study adopted the model ofJoseph and Amah (2016) with modification as follows. 
 
GM=f (TRCP, ITP, BS) ……………………….……… (1) 
 
GM= β0 + β1TRCP + β2 ITP+ β3FS…….……………… (2) 
 
Where GM=Gross Margin=Gross Profit/Revenue 
 TRCP= Trade Receivables Collection Period=(Trade& Other Receivables/Revenue) X 365days 
 ITP= Inventory Turnover Period=(Closing Inventory/cost of sales) X365days 

BS= Firm Size= log of Revenue 
 

RESULT AND DISCUSSION  
 

Descriptive Statistics  
 

Descriptive Statistics presents the mean, minimum, maximum and standard deviations of variables used for the 
study and they are tabularly represented below.  
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Table 1: Descriptive Statistics 
 GM TRCP ITP BZ 
 Mean  0.278233  0.983705  0.778464  93532955 
 Median  0.250705  0.666080  0.703073  9186380. 
 Maximum  0.804645  8.035393  6.166533  1.38E+09 
 Minimum -2.056876  0.007441  0.003991  924125.0 
 Std. Dev.  0.262900  1.230785  0.680268  1.98E+08 
 Skewness -3.372314  3.486600  3.405225  3.440652 
 Kurtosis  32.68767  17.57191  23.48716  16.83025 
     
 Jarque-Bera  7723.733  2174.719  3884.215  1988.568 
 Probability  0.000000  0.000000  0.000000  0.000000 
     
 Sum  55.64654  196.7411  155.6927  1.87E+10 
 Sum Sq. Dev.  13.75416  301.4514  92.09001  7.83E+18 
     
 Observations  200  200  200  200 
Source: Eview 10 Output (2021) 
 

Table 1 showsdescriptive statistics of effect of working capital management on financial performance of listed Non-
Financial Institutions in Nigeria from 2012 to 2021. Mean and Median determine measure of location or values at 
the centre of a frequency distribution. The highest and lowest values of mean are 93532955 and 
0.278233representingFirm Size(BZ) and Gross Margin (GM) respectively. Also, 9186380 and 0.250705 were 
recorded for the highest and lowest medianvalues. The maximum and minimum values for GM, TRCP, ITP, BZ are 
0.804645, 8.035393, 6.166533, 1.38E+09 and -2.056876, 0.007441, 0.003991, 924125.0 respectively. Standard 
Deviation measuresthe spread of the series; higher value of standard deviation indicates higher dispersion from the 
mean while a lower standard deviation value signifies lower dispersion from the mean. The highest and lowest 
standard deviation recorded were1.98E+08 and 0.262900 for BZ and GM respectively. Skewness measures the 
distribution of series or how well the data is distributed, a value less than zero is said to be normal while abnormal if 
value is greater than zero,and a value greater than zero is better. Values of 3.440652 and-3.372314 were the highest 
and lowest Skewness obtained as stated in table 1 above. Kurtosis which determines the pickiness or fitness and 
flatness of the distribution recorded 32.68767 and 16.83025 as highest and lowest values forGM and 
BZrespectively. Abnormal kurtosis is ideal and it is achieved when the kurtosis value is greater than 3 while a value 
less than 3 is adjudged to be normal kurtosis. Jarque-Bera measures the difference between kurtosis and skewness 
and the highest and lowest values got were 7723.733 and 1988.568forGMand BZ. In terms of probability, a value 
less than 5% represents abnormal distribution data and if otherwise, the result is said to be normal and abnormal 
value is idea. The value of 200 observations was as a result 20 Non-Financial Institutions sampled for a period of 10 
years (2012 – 2021). 
 

Table 2: Correlation Analysis 

 
Source: Eview 10 Output (2021) 

Covariance Analysis: Ordinary
Date: 08/20/22   Time: 05:31
Sample: 2012 2021
Included observations: 200

Correlation
Probability GM TRCP ITP BZ 

GM 1.000000
----- 

TRCP 0.141332 1.000000
0.0459 ----- 

ITP 0.419908 0.381589 1.000000
0.0000 0.0000 ----- 

BZ 0.089101 -0.197950 0.022354 1.000000
0.2096 0.0050 0.7534 ----- 
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As shown in Table 2 above the correlation between TRCP and GM, ITP and GM, BZ and GM, ITP and TRCP, BZ 
and GM, BZ and TRCP, BZ and ITP are 0.141332, 0.419908, 0.381589, 0.089101, -0.197950, 0.022354 
respectively. Correlation shows the extent of relationship between variables and is one of the techniques employ to 
detect multicollinearity in data.  
 

Table 3: Hausman Test 

 
Source: Eview 10 Output (2021) 
In order to make selection between Fixed Effect and Random Effect models two hypotheses were made and the 
result in Table 3 was used to make the decision. The hypotheses are stated below: 
HO: Random Effect Model is more appropriate at 5% level of significance 
H1: Fixed Effect Model is more appropriate at 5% level of significance 
 

In table 3, chi-square statistic of 76.185011 is significant with P value of 0.0000. Therefore, Fixed Effect model is 
more appropriate and ishereby selected for further analysis.  
Table 4: Panel Regression Result(Fixed Effect) 

 
Source: Eview 10 Output (2021) 

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 76.185011 4 0.0000

Dependent Variable: GM
Method: Panel Least Squares
Date: 08/20/22   Time: 04:57
Sample (adjusted): 2013 2021
Periods included: 9
Cross-sections included: 20
Total panel (balanced) observations: 180

Variable Coefficient Std. Error t-Statistic Prob.  

C -2.181451 0.680897 -3.203789 0.0016
LOGTRCP 0.038450 0.019380 1.983974 0.0490

LOGITP -0.033230 0.032224 -1.031201 0.3040
LOGBZ 0.144389 0.041115 3.511817 0.0006
GM(-1) 0.173859 0.073134 2.377248 0.0187

Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.598782     Mean dependent var 0.275896
Adjusted R-squared 0.539628     S.D. dependent var 0.265940
S.E. of regression 0.180442     Akaike info criterion -0.463246
Sum squared resid 5.079269     Schwarz criterion -0.037518
Log likelihood 65.69211     Hannan-Quinn criter. -0.290631
F-statistic 10.12243     Durbin-Watson stat 2.109458
Prob(F-statistic) 0.000000
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As indicated in table 4 above, coefficient of determination(R2) is 0.59 which explains about 59% of total variations 
in observed variable (GM)is explained by the variations in the explanatory variables TRCP, ITP and the control 
variable BZ while the remaining 41% of the variation represents the error term. The Adjusted R2 of 0.53 shows the 
line of best fit is highly fitted.  
 

Discussion of Findings 
 

This study empirically investigated effect of working capital management on financial performance of non-financial 
institutions in Nigeria from 2012 to 2021 employing panel series data and regression analysis technique.Financial 
performance was measured by Gross Margin(GM) while Working capital management was proxied by Trade 
Receivable Collection Period(TRCP) and Inventory Turnover Period(ITP) with Firm size(BZ) as a control variable. 
The effect of explanatory variable on observe variable was analyzed in terms of strength and significance while 
using panel regression analysis to determine the relationship among the variables.  As shown in table 4 above,  
TRCP recorded a beta of 0.038450 with a P value of 0.0490. This explains increasing TRCP by 1 day holding other 
variables constant  will positively increase GM by 3.8% and the effect is statistically significant. While this finding 
is in line with previous studies conducted by Joseph and Amah (2016) and Olaniyan et al. (2020), it contrasted with 
the work of Daniyan, et al. (2018) and Abdul-Khadir (2020).  Also, ITP values of -0.033230beta coefficient and P 
value of 0.3040 signify an increase in ITP by 1 day will bring about a corresponding decrease of 30% in GP holding 
other variable constant and the effect is insignificant. This result is in consonance with related study carried out by 
Mohammed (2021) but disagree with the work of Daniyan, et al. (2018) and Joseph and Amah (2016). 
 

CONCLUSION AND RECOMMENDATIONS 
 

Financial Performance of business organizations reveals the strength and extent of business solvency and it is 
affected by the way and manner working capital is managed by cooperate organisations. Indisputably, inefficient 
companies are usually the product of poor corporate financial management practices, and in many firms, stock of 
working capital is a major element of financial management. This study therefore, examined the relationship 
between working capital management and financial performance of listed non-financial institutions in Nigeria from 
2012 to 2021 using data obtained from audited financial statements of 20 quoted firms under non-financial 
institutions. It was discovered Trade Receivable Collection Period is positively related to financial performance of 
Non-Financial Institution firmsin Nigeria while Trade Payable Payment Period is negatively related to financial 
performance. This reveals current working capital corporate strategyof Non-Financial Institution firms in Nigeria 
increases profitability by delayingcredit sales collection and reduces it by taking longer time to convert inventoryto 
sales. It is recommended Non-Financial Institution companies continue to maintain Trade Receivables Period to 
sustain profitability. Also, Inventory Turnover Period should be reduced to decrease the cash conversion cycle. 
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Abstract 
 

This paper examines the effect of environmental accounting disclosure on sustainable development in Nigeria. The 
study used content analysis research design. The extant literature reviewed that the efforts made by the Nigerian 
companies to make environmental  disclosures deserve appreciation, but in most cases the quality and quantity of 
disclosures are not satisfactory as observed that environmental accounting has positive impact on sustainable 
development in Nigeria. The paper concludes that the effect of Environmental accounting disclosure is that 
organizations can track their environmental data and other green house gas (GHG) emission against reduction 
targets, and facilitates environmental reporting to provide sustainability related data that is comprehensive, 
auditable, and timely to advance and strengthen the interdependent and mutually reinforcing pillars of sustainable 
development -economic development, social development and environmental protection in Nigeria. The paper 
recommends that a standard should be developed by regulatory bodies to guide the practices of Environmental 
Accounting.  
 

Keywords: Environmental Accounting disclosure, Sustainable Development, Environmental issues 
 

INTRODUCTION 
 

Most environmental degradations and emissions are anthropogenic, an advent traceable to the 
industrial revolution of late 18th century where economic activities in many communities moved from 
agriculture to manufacturing. Industrialization has brought factory pollutants and greater land use, 
which have harmed the natural environment (Mastrandrea and Schneider, 2008). In particular, the 
application of machinery and science to agriculture has led to greater land use and, therefore, 
extensive loss of habitat for animals and plants. These factors, in turn, have caused many species to 
become extinct or endangered. Indeed, the use of natural resources including energy is indispensable 
to economic development, (Akinbami and Adegbulugbe, 1998), and not devoid of environmental 
consequences as traceable to the environmental degradation and atmospheric pollution experienced in 
Nigeria. Yet, Nigeria as a developing country must continue to advance economically and this 
requires increased exploitation of natural resources. Evidentially, there exist a polarity between 
Nigeria’s GDP and energy consumption, as they are highly correlated. But the exposure here is that, 
most of the natural resources consumed are nonrenewable and are under threat of depletion, and a 
persistence of future generations to meet their own needs. Sustainable development is development 
that meets the needs of the present without compromising the ability of future generations to meet 
their own needs (WCED, 1987). According to WCED (1987), Adams (2006) points out that many 
companies are adopting new methods and techniques in their financial disclosure and information 
about the core activities and the impact that these have on the environment. As a result of this, 
stakeholders, suppliers and governmental institutions want a better understanding of how companies 
manage their resources to achieve their goals to accomplish sustainable development. 
 

According to common definitions, there are three key dimensions of sustainability. Every dimension 
focuses on different subsets. According to Ernest and Young (2011), they are: 
 
Environmental factors  Social      Economic 
energy   Community investment   accountability/transparency 
 
water   working conditions    corporate governance 
 
greenhouse gases  human rights and fair trade   stakeholder value 
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emissions   public policy     economic performance 
 
hazardous and diversity      financial performance 
      
non hardous waste  
 
recycling   safety & packaging   anticorruption 
 

As a result of the triple bottom level (TBL) reporting (as coined by Elkington, 1997), and in order to 
render and guarantee consistency in social and environmental information, the Global Reporting 
Initiative (GRI) was established with the goal to provide guidelines to organizations disclosure on 
sustainability. In some countries, guidelines were developed to complement the GRI. The GRI states 
that “reporting on economic, environmental and social performance by all organizations is as routine 
and comparable as financial reporting (GRI, 2013). There are two key concepts in sustainable 
development. The first is the concept of needs, in particular the essential needs of the world’s poor, to 
which overriding priority should be given. Secondly, the idea of limitations imposed by the state of 
technology and social organization on the environment’s ability to meet present and future needs. 
Korowitz (2012) point out that sustainable development may involve improvements in the quality of 
life for many but may necessitate a decrease in resource consumption. 
 
Recently, there have been increased hue and cry about climate change in the world, as it has been 
highly inimical to our existence; ocean levels keep rising, global warming keeps threatening; yet, 
natural resources like the forest, serving as natural processor that regulates an appealing atmosphere is 
being cut down, and the capacity of trees which removes carbon dioxide from the earth is being 
diminished. According to Uwaegbulam (2011), major parties have been at loggerheads for years and 
warning as climate disasters are becoming direr. Ban (2007), in his address at the release of the 
Intergovernmental Panel on Climate Change (IPCC) Fourth Assessment Synthesis Report, said that 
“slowing and reversing these threats posed by climate change are the defining challenge of our age”. 
The primary way companies can contribute to solutions is to reduce carbon dioxide and other 
greenhouse gas emissions in their own operations and supply chains. Consequently, corporate climate 
reporting on carbon emissions has become a major focus, as disclosure prompts corporate 
responsibility – in this instance, GHG emissions reduction. There are positive indicators of 
environment accounting practices in companies and business organizations in developing countries, 
yet the practice of environment accounting is not serious enough, as there are no specialized activities 
in companies or factories to apply it, nor is there planning or research to specially target and define 
the consumers, public, or owners’ needs. Rather, the practice is carried out in an improvised 
andrandom manner. Accounting technology which is expected to keep up with societal demands and 
proffer solution to socio-economic and environmental challenges is advocating environmental 
accounting: a panacea for sustainable development, as this paper would underscore. 
To this end, the following associated hypotheses underlines the study: 
 

H01: There is no significant relationship between environmental accounting disclosure and 
sustainable development in Nigeria. 
 

H02: There are no consequences to non-compliance with environmental accounting disclosure. 
 

LITERATURE REVIEW 
 

Conceptual Framework 
 

Sustainable Development  
 

Sustainable development design systems ensure the Bio diversity and life support for healthy ECO 
systems. Healthy ECO systems translate to our health and future survival, simply because human 
beings are a smaller aspect of a larger ecology. Unsustainable development began when the 
conception of progress was defined as industrial growth and economic expansion. The education 
system and public relations campaign promoted "consumption". Corporate priorities were allocated to 
profit through what can only be described as "inappropriate technologies". Through systems, 



Effect of Environmental Accounting Disclosure on Sustainable Development in Nigeria 

Bingham University Journal of Accounting and Business (BUJAB) Vol. 7, No. 1, ISSN: 2346-7428 Page 298 
 

manufacturing and construction that today still causes acid rain, ozone depletion, and climate change 
and leaves a toxic aftermath that permanently affect humans and Eco immune systems (Damanhur, 
1991). Sustainable development is a design involving a social, economic and environment that meets 
the needs of the present without compromising the ability of future generations to meet their own 
needs. This is not a new concept. 
 

The native American Iroquois confederacy has a tenet it mandates its chiefs to follow, one to which 
people today are now paying attention to; It simply states that a chief must consider how each of his 
actions will affect his descendants seven generations into the future. At present the goals of this 
design are being sort after by the United Nations and are implied by governments. To Zimmerman 
(2008), the UNEP is the tool of the UN in encouraging sustainable development—increasing 
standards of living without destroying the environment. Esan (1998) was of the view that sustainable 
development is concerned with technologies for pollution reduction; monitoring of technologies to 
optimize energy mix; peoples’ participation in environmental degradation; modern technologies of 
biomass, wind, solar energy, thereby reducing the ecological and environmental hazards and risk 
emanating from the use of fossil fuel and nuclear energy in Nigeria. 
 

Environmental accounting 
 

Environmental accounting covers information relating to all aspects of the environment. It includes 
environment-related expenditure, environmental benefits of products and details regarding sustainable 
operations (Irish times, 2000). According to the world conservative union (n. d) consumption of 
natural capital- the depletion of natural capital - forests, in particular - is accounted for as income. 
Thus the accounts of a country which harvests trees very quickly will show quite high income for a 
few years, but nothing will show the destruction of a productive asset, the forest. Whereas in 
accordance with conventional business accounting principles, the gradual depletion of physical 
capital- machines and other equipment – are treated as depletion rather than income. However, most 
experts on environmental accounting agree that the depletion of natural capital should be accounted 
for in the same way as other productive assets Yakhou and dorweiler (2003) specified that 
Environmental accounting is an inclusive field of accounting. It provides reports for both internal use, 
generating environmental information to help make management decisions on pricing, controlling 
overhead and capital budgeting, and external use, disclosing environmental information of interest to 
the public and to the financial community. Environmental Accounting enables organizations to track 
their environmental data and other greenhouse gas (GHG) emissions against reduction targets, and 
facilitates environmental reporting to provide sustainability related data that is comprehensive, 
auditable, and timely to advance and strengthen the interdependent and mutually reinforcing pillars of 
sustainable development - economic development, social development and environmental protection 
in Nigeria, (UNCTAD, 2003). 
 

Consumers and investors are demonstrating increased interest in supporting responsible business 
practices and are demanding more information as to how companies address risks and opportunities 
relating to environmental issues (Kercher, 2006). Wayman (2008), in his study, examined the 500 
companies in Europe and America between September 2006 and December 2007, and found 67 per 
cent (335) issuing environmental reports. Of these 335 CR reports, 87 per cent address climate 
change, with 78 per cent publishing quantitative GHG emissions data; 65 per cent include a specific 
climate change section; and 41 per cent address climate change in the CEO or Chairperson 
introduction. However, only 16 per cent assign management responsibility for addressing climate 
change. A closer look at their operations shows that organizations with increased report on 
environmental issues and global warming are receiving increased patronage from stakeholders. 
Investors increasingly require that companies pursue environmental accounting strategies that reduce 
the damage caused to the environment while increasing or at least not decreasing shareholder value. 
The aim of environmentally sound management is to increase environmental report by reducing the 
environmental impact while increasing the value of an enterprise, (Schaltegger and Sturm 1989). 
According to Yakhou and Dorweiler (2003), companies are expected to engage in environmental 
accounting to; reassure consumers that they take their responsibilities seriously; comply with national 
guidelines; comply with financial reporting requirements; and to express the company’s 
environmental concerns and communicate them to a range of stakeholders. 
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More so, the theoretical justification of the removal of resources from environment in the comparative 
benefit of the removed resources and in the ability to ensure that the environment is generally not 
worse off, (Middleton,1995); the benefit from mining, he said, must be worth the impact of mining on 
the environment and damages done to the environment if the environment could be restored. 
Emphasis on social contract theory and quality of life theory holds the notions that sovereignty 
resided in the people for whom governments were trustees and that such governments could be 
legitimately overthrown if they failed to discharge their functions to the people (Katznelson, 2008). 
Ramanathan (1976) further explained the relationships of Social contract theories, viewing a company 
as an integral part of the society that the society supports and is expected to follow the law of that 
society. It is expected that they contribute to the society proportionately enough to what the society 
has given to them. In the same vein, Quality of life theory is about the expectation of society. 
‘Unrestrained economic development evident from environmental pollution and social ills triggered 
society’s negative attitude towards industrialisation’ which associated with environmental pollution 
and social ills and therefore seen to reduce quality of life and increase Social costs. The extent to 
which an organization balances back the quality of life of people in the environment where it operates 
is a good yard stick for measurement here. 
 

Principles of Environmental Accounting Statement 
 

The basic principles of Environmental Accounting statement includes; 
 

(i) Element: 
Elements are the broad areas or groupings of financial and/or environmental issues of concern to 
stakeholders (e.g. global warming contribution, energy requirement, waste, assets, liabilities, equity, 
income and expense, etc.). 
 

(ii) Item: 
An item or a group of items is information that is related to a specific element (e.g. a specific 
greenhouse gas, an energy source used, a type of waste, sales, cost of goods and services purchased). 
A given element may have several items or a group of items. 
 

(iii) Indicator: 
An indicator is a specific measurement of an individual element that is used to track and demonstrate 
performance related to the element via recognition and measurement of items. A given element may 
have several indicators based on different items. To normalize a dynamic development over time, 
indicators use a reference item to exclude effects of quantitative changes in activities and to make 
them comparable; examples include "per tonne", "per unit of net value added" or "per unit of sales". 
As per definition, environmental accounting indicators are set in relation to a financial item, i.e. 
indicators are ratios composed of an environmental item divided by a financial item, (GRI, 2001). 
 

(iv) Recognition and Measurement: 
Measuring performance and setting targets is a critical component for organizations to become more 
productive, more profitable, and more sustainable, (Edward, 2011); and an item can be incorporated if 
the item satisfies the criteria for recognition and has a value that can be measured in physical or 
monetary units with reliability. Environmental accounting enhances the quality of decision-making, 
requiring organizations to establish a baseline (standard) of its greenhouse gas emissions, energy 
usage, resource usage and other key environmental indicators, and set reductions targets and a 
realization of the importance of changing unsustainable consumption and production patterns 
alongside protecting and managing Nigerian natural resources. These accounting information are 
necessary for accountabil ity, comparability and probity; and when not made available, could be 
tantamount to being bias, non-transparent, fraudulent, and liable to risk; which could dissuade 
patronages from consumers, suppliers, investors, surrounding communities and possible sanction from 
government who are becoming conscious of organization’s contribution to sustainable development 
(Beredugo & Mefor 2012).  
 

Sustainable development is concerned with technologies for pollution reduction; monitoring of 
technologies to optimize energy mix; peoples’ participation in environmental degradation; modern 
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technologies of biomass, wind, solar energy, thereby reducing the ecological and environmental 
hazards and risk emanating from the use of fossil fuel and nuclear energy in Nigeria (Esan, 1998). 
Beredugo and Mefor (2012) was of the view that shareholders increasingly require companies to 
manufacture goods efficiently and at competitive prices without harming the environment. The aim is 
to enhance sustainable development by reducing the environmental impact while increasing the value 
of an enterprise, satisfying human needs, contributing to the quality of life and resource intensity 
through environmental performance reporting occasioned by the ratio between an environmental 
variable and a financial variable that measures the environmental performance of an enterprise with 
respect to its financial performance. 
 

Environmental accounting disclosure Issues 
 

The following are generic environmental issues identified by the UNCTAD as impediments to 
sustainable development: 
 

i. Global warming contribution; 
ii. Energy use; 
iii. Water use; 
iv. Ozone depleting substances; 
v. Materials usage. 
 

Contribution to global warming.\ 
 

Greenhouse gas (GHG) emissions include carbon dioxide (CO2), methane (CH4), nitrous oxide 
(N20), hydro- and perfluorocarbons (HFCs, PFCs) and sulfur hexafluoride (SF6) emissions from fuel 
combustion, process reactions and treatment processes. The climate change issue related to increasing 
concentrations of greenhouse gases is a global concern and – because it is closely linked to emissions 
from energy sources – is relevant across businesses. The definition of the GHG emissions covers the 
gases detailed in the Kyoto Protocol and their relative contributions are commonly accepted as 
detailed in the work of the Intergovernmental Panel on Climate Change. The concept of the 
“boundary fence” is very important for this indicator. This generally applicable indicator covers only 
emissions from direct corporate activities, although companies may choose to track significant GHG 
emissions from suppliers such as electricity providers and also from product use where they feel they 
are relevant, (www.ghgprotocol.org). This protocol will provide further detail on comprehensive 
GHG reporting. However, the Amount of GHG emissions to air from fuel combustion, process 
reactions and treatment processes, including CO2, CH4, N20, HFCs, PFCs and SF6 are to be reported 
in metric tons of CO2 equivalents in connection with the value added to get the net value added per 
unit of metric ton contributed to global warming. 
 

Depletion of nonrenewable energy resources 
 

To Muller and Sturn (2001), Energy consumption is a global issue and relevant to all businesses 
across sectors. The total energy consumed equals energy purchased or obtained (e.g. coal, natural gas) 
minus energy sold to others for their use (e.g. electricity, steam). The definition agreed for general 
applicability relates solely to energy consumed and transformed on site, which means that electricity 
companies would report the purchased energy amount and subtract energy sold, keeping generation 
and transfer losses as part of their consumption. Companies could further elaborate on energy use by 
identifying separately the renewable energy consumption and a breakdown into different types of 
energy sources such as natural gas, oil and others. This can be reported in units of gigajoules (or other 
appropriate multiplier of joule) and to get the net value added per unit of gigajoules requires 
information on value added (Net Sales - Costs of Goods Purchased). 
 

Depletion of fresh water resources 
 

Water consumption is the sum of all fresh water purchased from a water supplier or obtained from 
surface or ground water sources. Availability of fresh water is a global issue. Even though for many 
areas there may be no local concern about availability, it is increasingly costly to generate clean 
water. “Fresh water” includes water used for cooling purposes even if there is no physical contact to 
process materials, (UNCTAD, 2003). The Sum of all fresh water purchased from public supply, or 
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obtained from surface or ground water sources (including water for cooling purposes) are expected to 
be reported in cubic meters. And the net value added per cubic meter got through the ratio of total 
cubic meter of water consumed over value added as the case may be. 
 

Depletion of the ozone layer 
 

Ozone depleting substance (ODS) emissions are a global concern, defined in the Montreal Protocol 
which lists the groups of gases that are contributing to the effect and describes their impact potential. 
This issue has relevance across business, even though the markets of the most dangerous gases have 
been strongly reduced and less harmful alternatives introduced. Even though the effect will be visible 
in the stratospheric ozone layer over many decades or even centuries, the indicator might lose its 
relevance in the near future, when policies to eliminate ODS from applications continue to be 
implemented successfully on a global scale, (Muller and Sturn 2001). The Amount of ODS emissions 
to air from processes and losses/replacement from containments (chillers) are to be reported in metric 
tons of CFC11 equivalents. And the value added per unit of metric ton of CFC11 calculated using the 
ratio of the total emissions of depletion substance all over net value added. 
 

Material usage 
 

Resources such as the Sum of weight of all materials purchased or obtained from other sources, 
including: raw materials for conversion, other process materials (such as catalysts, solvents), pre- or 
of metric ton per net value added disclosed. 
 

The accounting professions focus has largely been confined more to the short -term accounting for 
environmental effect of a company on its environment, and even these effects have not been without 
criticism (Gray, 2010). Little attention has been given to the broader question as to how the 
accounting function and profession can assist with evaluating the larger threats long term from 
environmental damages such as damage to t errain, air water, noise, visual and aesthetic and other 
forms of pollution,and solid-waste production. Environmental accounting linking the environment and 
financial performance can be used to forecast the impact of environment issues on future financial 
performance, thereby creating room for making informed investment decisions (Beredugo and Mefor, 
2012). The environmental accounts allow the brining together, in a single accounting framework, of 
information on a range of natural resources (for example water, minerals, energy, timber, fish, oil, 
land and ecosystems) and human activities (e.g, pollution and waste, production, consumption and 
accumulation). UNCTAD (2003), posit that environmental accounting enable organizations to track 
their environmental data and other greenhouse gas (GHG) emission against reduction targets, and 
facilitates environmental reporting to provide sustainability related data that is comprehensive, 
auditable, and timely to advance and strengthen the interdependent and mutually reinforcing pillars of 
sustainable development - economic development, social development and environmental protection 
in Nigeria. 
 

METHODOLOGY 
 

The study adopted the survey research design of secondary sources. Secondary data were from 
previous researchers contributions. A sample size of 400 respondents was used after applying the 
Yaro Yamani sampling determination techniques on a population size of three million people. Data 
collected were analyzed using Pearson correlation coefficient, student t-test and MANOVA at 95% 
level of confidence. The Pearson correlation coefficient and student were denoted as: 
 
r = n ΣXY – ΣXΣY) and t t= r√n-2 
 
√ nΣX2 - (ΣX) 2 nΣY2 - (ΣY) 2 1- r 2 
 

RESULTS AND DISCUSSION 
 

The valid questionnaires retrieved was 379, representing 95% of the distributed; while results on 
questions relating to environmental accounting and reporting accentuating reductions in emissions, 
material usage, energy usage, and tree felling. 
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Test of Hypotheses 
 

Hypothesis 1 
Ho1: There is no significant relationship between environmental accounting disclosure and 
sustainable development in Nigeria. 
 

The calculated Pearson Correlation Coefficient (r-cal.) used to evaluate the correlation between the 
dependent variable and the explanatory variable is given as 0.74 see table 4.03 in the appendix; and 
the application of the r-cal. to test the level of significance between the variables via the student t-test, 
is presented as follows: 
 

tt= r√n - 2 = 0.74√4 - 2 = 1.0465 = 2.313 
 

1 - r2 1 - (.74)2 0.4524 
 

The result shows that environmental accounting disclosure is positively associated with sustainable 
development in Nigeria, as the calculated t-value of ‘2.313’ was greater than the critical- value ‘1.96’ 
needed for significance at 0.05% alpha level of significance. The study therefore rejects the null 
hypothesis and accepts the alternative hypothesis that states that there is a significant relationship 
between environmental accounting disclosure and sustainable development in Nigeria. 
 

Hypothesis 2 
Ho2: There are no consequences to non-compliance with environmental accounting disclosure . 
 

A one-way between-groups multivariate analysis of variance (MANOVA) is performed to test 
Hypothesis 2. 
 

The sample size of valid respondents is 387, preparers (accountants) are 97, auditors are 95 and 
accounting information users (stock brokers, financial analyst, bankers, educators, consumers, 
surrounding communities, business partners, employees, civil society organisations and regulators) 
are 195. The large number of cases makes it ideal to use MANOVA in testing the hypothesis. The 
questionnaires were utilized as dependent variables, while occupation stands as the independent 
variable. 
 

Multivatriate Test for Hypothesis 2 
 

The multivariate tests of significance are conducted using Wilks’ Lamda. This is employed to check 
for statistically significant differences. If the significant level is less than 0.05, then it can be 
concluded that there is a difference among the groups (Pallant, 2004). However, the result from table 
4.05 shows that the Wilks’ Lamda value is 0.574 with a significant value of .000; which is lower than 
0.05; therefore there is a statistically significant difference in the perception of preparers, auditors and 
users of accounting information on the consequences for non-compliance with environmental 
accounting disclosure Thus, for Hypothesis 2, Ho is rejected and H1 is accepted. 
 

CONCLUSIONS AND RECOMMENDATIONS 
 

The purpose of this study was to examine whether there exist a relationship between environmental 
accounting disclosure and sustainable development in Nigeria and to evaluate whether environmental 
accounting prompt compliance with societal expectations of the environment and if noncompliance 
attracts consequences. This paper has examined the effect of environmental accounting diclosure on 
sustainable development in Nigeria and efforts to experiment this new area of corporate reporting in a 
developing country such as Nigeria is encouraging. In conclusion, it may be said that the efforts made 
by Nigerian companies to make environmental disclosures deserve appreciation, but in most cases, the 
quality and quantity of disclosures are not satisfactory as environmental accounting has positive 
impact on sustainable development in Nigeria. From the empirical results, the stakeholders affirmed 
that environmental accounting disclosure is positively related to sustainable development and there 
are consequences to non-compliance. Unsustainable consumption of natural resources, increased 
contribution to GHG, contribution to ozone layer depletion amongst others are prevalent in Nigeria 
and serve as impediments to favorable business climate and human inhabitation in general. At present, 
the possible means of averting the prevailing menace is outright reduction of organizational activities 
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in relation to the aforementioned problems and to rekindle this desire, investors and stakeholders are 
swaying organizations to account on their environmental activities. 
 

Environmental accounting disclosure has enhances the quality of decision-making, requiring 
organizations to establish a baseline (standard) of its greenhouse gas emissions, energy usage, 
resource usage and other key environmental indicators, and set reductions targets and a realization of 
the importance of changing unsustainable consumption and production patterns alongside protecting 
and managing Nigerian natural resources. This accounting information are necessary for 
accountability, comparability and probity; and when not made available, could be tantamount to being 
bias, not transparent, fraudulent and liable to risk; which could dissuade patronages from consumers, 
suppliers, investors, surrounding communities and possible sanction from government who are 
becoming conscious of organization’s contribution to sustainable development. Stakeholders 
increasingly require companies to manufacture goods efficiently and at competitive prices without 
harming the environment. The aim is to enhance sustainable development by reducing the 
environmental impact while increasing the value of an enterprise, satisfying human needs, 
contributing to the quality of life, and resource intensity through environmental performance reporting 
occasioned by the ratio between an environmental variable and a financial variable that measures the 
environmental performance of an enterprise with respect to its financial performance. Measuring 
performance and setting targets is a critical component for organizations to become more productive, 
more profitable, and more sustainable. Monitoring key metrics such as energy, waste, material and 
water leading to reductions in greenhouse gas emissions, waste management, and material usage with 
operational efficiency improvements and cost savings. When armed with factual data, Nigerian 
organizations can benchmark and effect behavioral change to reduce environmental impacts.  
 

It is therefore recommended that standard/baseline on environmental issues be identified and the use 
of Graphical indicators be adopted illustrating to users on a timely basis whether the organization is 
performing above, below, or in-line with the targets so that corrective actions can be taken as needed 
to successfully execute on sustainability initiatives. This corrective action is to be conducted through a 
constant reduction of resources and emissions in all the organizations value chain and progressively 
producing goods and services as though they were consuming more environmental resources. This is 
indeed in line with the assertion by the UNCTAD which requires decreased environmental impacts 
while increasing the added value by the enterprise such that in both the short and long run, the 
Nigerian Economy would experience a constant and viable social, economic and environment that 
meets the needs of the present without compromising the ability of future generations to meet their 
own needs which sustainable development stands for. 
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The study examined the effect of creative Accounting and earnings management on financial reporting quality of listed 
manufacturing firms in Nigeria, Professional and ethical issues in creative accounting, and their effects on modern 
financial reporting. In the light of these, the study define Creative Accounting, listed the types of Creative Accounting 
methods, highlighted the impacts of creative accounting on financial reporting and provided some examples of how 
accounts can be fiddled. The study reiterated the fact that Accountancy profession and practice are faced with the 
challenges of living up to expectation in the rapid advances in technology and business methods and often times, the 
Accounting standards lag behind such growths and development. As such, research and education are needed to update 
the accountant, to develop his initiative and innovations to enable him cope with the challenging and growing business 
environment. There also the need for the review of the concepts of “True and Fair”, and materiality the as they affect 
published financial statements. 
 

Keywords: Creative Accounting, Earnings Management, Financial Reporting Quality, Manufacturing 
Firms 
 

INTRODUCTION 
 

Creative accounting and earnings management are euphemisms referring to accounting Practices that 
should follow the letter of the rules of standard accounting practices, but certainly deviate from the spirit 
of these rules. They are characterized by excessive complication and the use of novel ways of 
characterizing income, assets or liabilities and the intent to influence readers towards the interpretations 
desired by the authors. Creative accounting involves the manipulation of company’s records toward a 
predetermined target. Financial information manipulation is usually aimed at misleading the users of 
financial reporting through the provision of information that affects their decision making. The terms as 
generally understood refer to systematic misrepresentation of the true income and assets of corporations 
or organizations. It could also be construed as window dressing of account, cooking of account, creating 
of figures or manipulating of figures being reflected in Financial Statement, (Bernstein, 1987). Creative 
accounting is at the root of a number of accounting scandals and many proposals for accounting reform-
usually centering on an updated analysis of capital and factors of production that would correctly reflect 
how value is added. 
  

Earnings management usually involves the artificial increase (or decrease) of revenue, profit, or earnings 
per share figure through aggressive tactics. Aggressive earnings management is a form of fraud and 
differs from reporting error. Management wishing to show earnings at a certain level or following a 
certain pattern seeks loopholes in financial reporting standards that allow them to adjust the numbers as 
far as it is practicable to achieve their desired aim or to satisfy projections by financial analysis. These 
adjustments amount to fraudulent financial reporting when they fall outside the bounds of acceptable 
accounting practice. The manufacturing sector is a critical growth driver for any country. The sector is 
regarded as a basis for determining a nation’s economic efficiency, notwithstanding there exist gross 
under-performance of the real sector, particularly manufacturing firms. Firms are expected to meet 
shareholder’s expectation because shareholders are concerned with firm’s long term survival. As a way to 
preserve the value of principal-agent relationship, financial statements may be distorted by directors to 
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achieve a targeted objective (Bowen et al., 2008). However, inadequate or misleading income disclosure 
may result when income is deliberately and artificially presented (Ashari et al., 1994). Also expenses can 
be postponed or understated, which has the same effect as misleading income disclosure. Financial 
statement is arguably the most useful and important to all users especially for the shareholders or 
investors in decision making process because they can obtain useful information about the effectiveness 
of the organisation (Khamangy and Sadeeg, 2015). Creative accounting may lead shareholders and 
investors to have inadequate information when evaluating organizational effectiveness. The Cadbury saga 
in Nigeria revealed a significant overstatement of its financial figures over several years. The unpleasant 
circumstances are similar to Enron’s case in the United States of America, where the company, which 
rose to the peak as America seventh largest company in just fifteen 15 years, was discovered to have 
manipulated the company’s profit (Amatorio, 2005). According to Sanusi and Izedomi (2014), the 
challenge of creative accounting is the conflict of interest among the various stakeholders in business. The 
conflict is so wide as it is seen in the situation where, management’s interest lies in the payment of less 
tax and dividends as against the shareholders’ interest of getting more dividend and employees interest of 
earning better salary and higher profit share all at the same time. However, creative accounting satisfies 
one group’s interest at the expense of the others. According to Fizza and Qaiser (2015), corporate 
governance is expected to be able to control the practices of creative accounting because transparency in 
the financial reporting is of utmost importance as individual, potential investors, creditors and regulators 
have to make investment decisions based on corporate published financial reports (Wokukwu, 2015). 
Aside from corporate governance, the activities of the external auditors should also guide against creative 
accounting, if done properly. There are both positive and negative perspectives of creative accounting 
practice. Both the management and the owners of the firm may benefit from creative accounting practice. 
According to Gabar (2015) and Gaara et al. (2015), the misuse of creative accounting techniques worries 
users of accounting information as it also affects the reliability on the financial statement. Several authors 
have tried to investigate the concept of creative accounting and the various techniques used by 
management to manipulate financial statements. Moreover, most studies on creative accounting are of 
foreign origin (Fizza and Qaisar, 2015). It is against this background that this study investigated the effect 
of creative accounting effects of creative accounting and earnings management on financial reporting 
quality of listed manufacturing firms in Nigeria. 
 

Creative accounting involves the manipulation of company’s records toward a predetermined target. 
Financial information manipulation is usually aimed at misleading the users of financial reporting through 
the provision of information that affects their decision making. This study evaluated the effects of creative 
accounting and earnings management on financial reporting quality of listed manufacturing firms in 
Nigeria for the period of 2011 to 2021. Having said this, the questions to ask are whether creative 
accounting has a relationship with Corporation’s Earnings? and does creative accounting have any 
relationship on financial reporting either positively or negatively. These are the ponderable questions the 
research has to address as we progresses. One commonly accepted incentive for the systemic over-
reporting of corporate income which came to light in 2002 was the granting of Stock options as part of 
executive compensation packages. Since stock prices reflect earnings stock options could be most 
profitably exercised when income is exaggerated, and the stock can be sold at an inflated profit. light in 
2002 was the granting of Stock options as part of executive compensation packages. Since stock prices 
reflect earnings stock options could be most profitably exercised when income is exaggerated, and the 
stock can be sold at an inflated profit. According to Healy and Wahlen (1999) “earnings management” 
occurs when managers use judgement in financial reporting and in structuring transactions to alter 
financial reports to either mislead some stakeholders about the underlying economic performance of a 
company or influence contractual outcomes that depend on reported accounting figures. Auditors need to 
distinguish between fraud and error by identifying the presence of intention. The main forms of earnings 
management are as follows; Unsuitable revenue recognition; Inappropriate accruals and estimates of 
liabilities; Excessive provisions and generous reserve accounting and Intentional minor breaches of 
financial reporting requirements that aggregate to a material breach. 
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LITERATURE REVIEW 
 

Conceptual Review 
 

Creative Accounting 
 

Creative accounting involves both performance statements and financial positions manipulation. 
Accounting manipulation is the deliberate alteration and falsification of financial information to satisfy 
the management with the intention to deceive users either by creating conceivable position of the firm to 
outsiders or satisfying the expectation of owners of the organisation. According to Paolone and 
Magazzino (2014), accounting manipulation can be categorised into two separate groups: creative 
accounting (by maintaining the legitimacy of accounting practices) and accounting fraud (by violating the 
accounting policy and principles or earnings manipulation). Creative accounting also referred to as 
income smoothing, earnings management, earning smoothing, financial engineering and cosmetic 
accounting is one of the emerging issues in financial reporting. Stolowy and Breton (2004) described 
creative accounting as an assemblage of procedure in order to change the profit by either increasing or 
decreasing the financial record.  
 

Farlex (2012) defined creative accounting as the practice of recognizing revenue as well as manipulation 
of expenses in a way that makes a company appear better than it actually is, while still conforming to the 
Generally Accepted Accounting Principles (GAAP). In support of this definition, Ali et al. (2011) 
submitted that creative accounting practices are done with the intention of making the financial statements 
appear better and financially stronger, on one hand, or financially weaker, on the other hand, depending 
on management’s desire. Ezeani et al. (2012) posited that creative accounting was responsible for various 
financial crises and portend a serious challenge to the accounting profession. They further argued that 
when creative accounting is done with extreme negative intentions, it affects the credibility of financial 
statements  and  decisions  of  its  users. This is because the accounting principles and standards are 
manipulated to hinder the reliability, objectivity and comparability of such statements. Hence decisions 
based on such financial reports may be misleading and faulty. 
 

Investment Decisions 
 

Investment decisions or analysis needs to do with an effective investment of capital (Pandey 2005). 
Investment decisions concern the distribution and utilization of resources and fund for future returns 
(Chen, 2013). The choice on whether or not to make investments is based on the investors’ goal; the 
capacity to finance the investment and how to fund the investment. For a good investment decision, the 
investor needs to see, completely and correctly understand the possible opportunities of the investment 
and this investment decision should not be rushed as a bad investment decision can lead companies to 
bankruptcy (Virlics, 2013). Investment decision cannot be made in a vacuum by relying upon the analysis 
and complex models, thus investors must be watchful and up to date to achieve the desired goals (Farooq 
and Sajid, 2015). Entities owe an obligation to completely reveal matters concerning their activities to 
help investors in making informed choices (Anaja and Onoja, 2015). Investors are rational beings and 
they apply financial techniques and plan their investments on risk-return basis (Okere et al., 2018). 
Corporate organizations have the duty to thoroughly plan and distribute their audited report to investors 
and different clients. Investment decision includes the dedication of current assets into long term projects 
for future advantages. Investment decision is extremely crucial and caution must be taken in light of the 
fact that huge, rare and hard-earned resources are included, permanent in nature, hazardous and have long 
term suggestion which no investor would need to be stood up to with if negative outcomes happened 
(Patrick et al., 2017). 
 

Wealth creation in a capitalist economy like Nigeria is based on trust. Investors invest their resources in 
companies and they produce goods and services to benefit the nation as a whole. Good investment 
decision is based on information provided by organisations to existing and potential shareholders. 
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Therefore, good information provided is essential to effective growth of capital markets and a productive 
allocation to economic resources. The investor must have confidence in the financial information 
provided before they can invest their resources and this is largely dependent on availability of accurate 
and timely reliable information. It is a matter of great concern to parties who are interested in the financial 
statements of entities when the system cannot be relied on as a result of creativity and deceitfulness of 
financial managers to deliver inaccurate information to enable  investor   evaluate  the  investment  
opportunities (Ahmed, 2017). Investment will lead to increase in employment and development of the 
economy. This is why it is important to all stakeholders in the development of the Nigerian economy to 
discourage creative accounting knowing that capital formation process depends largely on investors’ 
confidence in financial information provided. This should be an issue of great concern to professional 
accountants, stakeholders and federal government to protect investor from fraudulent firms or individuals 
who may want to defraud investors to enrich themselves. This will make investors more enlightened and 
able to guard against losing their investment (Essien and Ntiedo, 2018). The circumstances surrounding 
the business entity could cause operators of financial statements to indulge in creative accounting in order 
to meet up with the situational demand. Such circumstances 
can be briefly mentioned and explained thus; Agency Relationship; Vagueness of accounting rules; 
Advancement of technology and business methods; and Stewardship and Resource Allocation Conflict. 
 

Agency Relationship 
 

This is a situation where the management is separated from the owner of business. In this case, there is 
pressure on management to report impressive results to stake holders and other interest groups. On the 
contrary, a sole proprietor cannot give himself flattering results. This relationship as originally set out by 
Alchian and Demsetz (1972) and extended by Jensen and Meckling (1976), individuals are seen to be 
rational, maximizing beings who seek to promote self interest above all else. Firms necessarily exist as a 
means of controlling the destructive opportunism of individuals especially those acting in the capacities of 
agents (Bernstein, 1987). Under agency theory, cost not ethics provides the only restraint on the self 
interest behavior of the agent. Since agents in this situation are constraint to impress investors and lenders 
and they are interested in high benefits, the agents are compelled to give an impressive report against their 
ethical values. Further, differences in interpretation of generally accepted accounting practices and 
standards create loopholes for the promotion of self interest. 
 

Vagueness of Accounting Rules 
 

The vague and flexible terms at which legislations and accounting rules are framed make them incapable 
to guide accounting practice. These standards and regulations only require consistent use and not 
standardization of accounting methods. The standards are vague because they only give impression of 
uniformity but allow a wide variety of accounting treatment for any particular accounting issue. The 
concepts of materiality and “true and fair view” leave room for subjective Judgement and manouvre in 
practice. Other concepts of these nature are conservatism principle and reporting inventory at lower cost 
and net realizable value. 
 

Advancement of Technology and Business Methods 
 

Growth in business methods is advancing faster than the legislations and prescribed accounting rules or 
guidelines. This leaves the professional with the only option of innovative methods to account for new 
accounting issues that arise. 
 

Stewardship and Resource Allocation Conflict 
 

Investors require impressive results of constant growth of a corporation in order to commit their 
resources. In this case, managers are enticed to adjust and give flattering results to reflect steady growth 
in order to obtain finance from investors. This amounts to creative accounting because in the actual sense, 
they are supposed to report on the actual performance no matter how unstable and unflattering the results 
may be. 
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Methods of Creative Accounting 
 

Creative accounting exists in numerous ways due to the volume of estimates that require judgement and 
experience in drawing up a set of periodic financial statements. The following are few examples of 
methods of creative accounting. 
 

Income Smoothing 
According to Mathews, and Perera (1996), income smoothing is the process of deflating the reported 
profits of a business in good period and deferring them to loss making periods in an effort to portray a 
“stable income steam” over the years. This is possible because of the flexibility of matching concept, and 
investors prefer it as it purports a stable, strong and growing business. Also, that managers receive better 
in case of profit sharing scheme between managers and owners. Income smoothing can be separated into 
“real” and “artificial” smoothing, (Igiril, 1967). In real smoothing, particular experience can be deferred 
to the following period e.g. advertising, while artificial smoothing is by way of shift in income through 
different policies from one period to the other e.g. depreciation method. 
 

Window – Dressing and Secret Reserves 
These involve the adjustment of financial statements of a company to achieve the maximum effect on the 
financial position at a particular date. This adjustment could be on any item on the balance sheet or profit 
and loss account. Example, a company may decide to inflate its sales by selling to its related company. 
This provision usually cushions the impact of such item on the profit when it actually takes effect, 
example provision for bad debt. 
 

Off Balance Sheet Financing 
This is a situation where total debts of a company increases but the increased borrowing is not reflected in 
the financial statements of the company. That implies better gearing of the company than it actually is to 
enable it acquires more loan or funds. In such cases, the subsidiary with low gearing may be used to 
borrow for the parent with high gearing and the inter company debts are eliminated at consolidation. 
 

Pooling Versus Purchases Methods 
Pooling is the accounting for a merger of two companies where there is no goodwill created which 
increases future income because no amortization of good-will is needed. Moreso, all pre and post 
acquisition reserves and earning are distributed to the share holders. These features make pooling of 
interest a useful tool for creative accounting in all forms of take overs. 
 

Impact of Creative Accounting in Modern Financial Reporting 
The tendency to indulge in creative accounting is more in failed or failing corporations than in healthy 
ones. There have been several studies to prove the above assertion. The studies that have been carried out 
have ranged from income smoothing tendencies between management controlled and owner-controlled 
firm, (Gilling, 1977) to whether failed companies are more prone to creative accounting. 
 

Theoretical framework 
 

Legitimacy theory 
 

Legitimacy theory was derived from the concept of organisational legitimacy which was defined by 
Dowling and Preffer in 1975. Legitimacy theory posited that organisations frequently seek to ensure that 
they operate within the limits and norms of their respective societies. The legitimacy theory is a device 
that supports organisations in implementing, developing voluntary social and environmental disclosures 
in order to accomplish their social contract that enables the recognition of their objectives and the survival 
in an unstable environment. Legitimacy theory according to Dowling and Preffer (1975) and Guthrie et al. 
(2007) is a situation which exists when an entity’s value system is harmonious with the value system of 
the larger social system of which the entity is a component. Legitimacy theory results from the model of 
organisational legitimacy. This theory can be seen from two levels: institutional level (concerned with 
how organisational structures gain support and empowerment by the community at large which eventually 
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make organisations seem natural and meaningful) and organisational level (concerned with how 
organisations, through their activities and procedures, establish, maintain, extend and protect their 
legitimacy). 
 

In support of the legitimacy theory, Mousa and Hassan (2015) submitted that it may help to explain the 
motivations of companies to engage in environmental reporting and also provide a foundation for 
understanding how and why companies may use external reports to benefit themselves. By extension, the 
financial statements are expected to notify the stakeholders on the present financial position of the 
organisation and also determine whether  or   not  the  organisation  is   a   going  concern. Therefore, 
financial statements are prepared to disclose the present position of a company; it reveals if the business is 
making profit and providing a return on shareholder’s investment. However, prior studies have shown that 
this is not always the case as creative accounting is sometimes used by companies to manipulate profit 
figures which distort the true financial health of the company. 
 

METHODOLOGY 
 

This study adopted ex-post facto research design. The population of the study is all the 66 manufacturing 
firms listed on the Nigerian Exchange Group(2021). However, to conduct a meaningful research, fifteen 
manufacturing firms were randomly selected based on full data availability. Data were extracted from the 
annual report for the period of 2011 to 2021. The research objective was achieved using the panel 
ordinary least square method. The panel data method is widely recommended for it is useful when data is 
a combination of time-series and cross-sectional features. 
 

Model specifications 
 

This study adapted the econometric model of Umobong and Ibanichuka   (2016).  The    functional    
relationship    between   the dependent and independent variable, the disturbance, co-efficient and 
intercepts for accounting manipulations and financial performance for the purpose of the research is as 
stated below: 
 

INVD =  f (CA, FSIZE)                                       (1) 
 

INVDit = β0 + β1CAit + β2FSIZEit + Uit            (2)  
 

Where: 
 

INVD: Financial Reporting Quality 
CA: Creative Accounting 
FSIZE: Firm Size 
 

The dependent variable in this study is creative accounting. However, based on prior literature, it was 
observed that the Modified Jones model is the most famous and most frequently used model for detecting 
earnings management. Based on the nature of the study at hand and the data set available, this study used 
the OLS regression method to analyse the secondary data. The Modified Jones Model was adopted to 
determine the unrestricted element of accruals as it is easier to handle earnings via credit sales than cash 
collections, aside from controlling for endogeneity bias in the creative. Also, it is commonly used for 
addressing problems relating to management unrestricted behaviors. For the calculation of earnings 
management, the cash flows statement approach is adopted in this study for the calculation of total 
accruals. 
 

TA/A(t-1) = β1{1/At-1} + β2 {(Δ in REV- Δ in REC)/At-1) + β3{PPE/At-1} + €it           (i)                         
 

where: 
 

TAit = Total accruals in year t for firm i 
ΔREVit = Revenue in year t less revenues in t-1 for firm I (change in revenue) 
ΔRECit = Receivables in year 1 less receivables in year t-1 for firm 1 (change in receivables) 
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PPEit = Gross property, plant and equipment in year t for firm 1. 
Ait-1 = Total assets in year t-1 for firm in year t-1 for firm I (total assets for previous year) 
β1, β2, β3 = represents firms’ specific parameters 
€ = residual here represents the firm specific discretionary portion of accruals. 
 

However, while the right side of the equation represents the non-discretionary accruals (NDA), the net 
result for the left side of the equation amounts to the total accruals (TA). Nevertheless, taking the 
difference between the total accruals and the non-discretionary accruals; it amounts to the discretionary 
accruals (DA) which is basically used in this study to represent earnings management. Hence, the higher 
the value of discretionary accruals, the more likely the presence of earning manipulation and vice versa as 
depicted in equation (ii): 
 

DAi-t = TACit/Ait-1 - αt [1/Ait-1] + α1i [(ΔREV- ΔREC)/Ait-1] + α2i [PPEit/Ait-1] + Ïµit      (ii) 
 

The Control variable is Firm Size: Natural logarithm of total asset of a firm 
 

RESULT AND DISCUSSION 
 

Descriptive tests 
 

The descriptive statistics is presented for the variables as shown in Table 1. The result revealed that INVD 
has a mean of 10.34906bn with standard deviation of 0.762962 while the Maximum and minimum values 
are 11.23634 and 6.803184 respectively. DA has a mean of 7.199381bn with standard deviation of 
0.471315, while maximum and minimum values are 7.951755 and 6.229177 respectively. Also FSIZE 
has a mean of 24.92738bn with standard deviation of 1.047088, while maximum and minimum values are 
26.63037 and 20.21717 respectively. The Jacque-Bera statistics shows the normality level of the data set 
and INVD and FSIZE are significant at 5% level and DA is insignificant at 5% level of significant. 
 

Correlation analysis 
 

The table shows the correlation between the independent variables. It also reveals if there exists 
multicollinearity between the variables under study. It can be seen that discretionary accrual (DA) has a 
positive relationship with firm size (FSIZE). Also, in relation to the 80% multicollinearity benchmark by 
Okere et al (2018), the analysis shows an absence of multicollinearity. 
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RESULT AND DISCUSSION 
A closer examination of the regression result shows that creative accounting has a positive but 
insignificant relationship with dependent variable (INVD) (t-stat = 0.887593 and p value = 0.3788>0.05) 
(Table 3). On the other hand, firm size positive sign was equally appropriate but significant to the 
dependent variable (INVD) (t-stat = 10.42165 and p value = 0.0000<0.05. thus indicating the quantum 
and quality of Financial Reporting Quality for the period under review. Considering the individual 
coefficient of the explanatory variables, the result that is explicit in the study is that firm size is a strong 
factor in the determination of. The coefficient of the variable is significant at the 5% level and also has a 
positive sign/effect indicating that as firm size increases for the manufacturing companies, creative 
accounting also increases significantly. Firm size has a significant impact on creative accounting. The R-
Squared and adjusted R-Squared are 75 and 74%, respectively. This depicts that 74% of changes in the 
dependent variable can be explained by the independent variables, while  the  remaining  26%  can  be 
 explained by  factors other than the independent variable. The F-statistics value of 79.05127 at 5% 
implies that a strong relationship exists between the dependent variable and the independent variables, 
while the p-val. of 0.0000 also implies a significant effect. Therefore, it can be expressed that there is a 
significant effect of creative accounting (DA, FSIZE) on investing decisions in listed manufacturing firms 
in Nigeria. The Durbin Watson of 0.93 reflects presence of positive serial autocorrelation in the data set 
and this is often present in time series data. 
 

Examining the coefficients, the result revealed that discretionary accruals has a positive but insignificant 
relationship with investing decisions of listed manufacturing firms in Nigeria. This depicts that a unit 
change in creative accounting (DA) would  bring  about  a 12% increase in investing decisions by 
shareholders in listed manufacturing firms in Nigeria. The control variable (FSIZE) has a positive and 
significant relationship with investing decisions by shareholders in listed manufacturing firms in Nigeria. 
Accounting as a socially constructed discipline has no immutable laws and truths (Solomon, 1971). Its 
principles and guidelines/standards which are framed in broad terms, are subject to varying interpretations 
especially between preparers and users of the financial statements. To unify these differences will amount 
to endless rules for each specific situation and reduces accounting function to a rule-following exercise 
without professional judgement aspect which is so important in a profession. Given this situation, 
therefore, the Accountant’s professional duty and moral obligation to perform ethically and reflect the 
true and fair state of affairs of the company and uphold the integrity of the profession. In this way, the 
amount and level of creative accounting depends solely on the ethical attitude of the Accountant. 
 

There has been legal professional move to control creative accounting. From the accounting discipline’s 
point of view, principles, concepts and doctrines are necessary for some form of coherence and 
uniformity to exist. To ensure adherence to the generally accepted principles or concepts or doctrines, 
some form of professional and legal guidelines or rules are required. In Nigeria, there have been various 
legislations like the Company and Allied matters Act (CAMA) (1990) which laid down rules for 
disclosure in financial statements and where appropriate, the audit of the statements. In New Zealand, the 
financial reporting Act, 1993 now explicitly requires all financial and group financial statements of 
reporting entities to comply with GAAP. If, in compliance with GAAP, the financial statements do not 
give a true and fair view of the matters to which they relate, the directors of the reporting entity must add 
such information and explanations as will give a true and fair view. (Sections II (i), II(2), 14(2). 
Legislations like the financial Reporting Act places responsibility on the Accountant or Auditor to ensure 
that Creative Accounting practices are minimized to give way to the true and fair view of the report. 
These legislations are not without problems. Example, problems like the cost and length of Litigation and 
the need to prove beyond reasonable doubt that Creative Accounting was involved may deter stakeholders 
from bringing a charge against a Creative Accountant. 
 

Evaluating the analysis, the R-squared and adjusted R-squared are 75 and 74% respectively. This depicts 
that 74% of changes in the dependent variable can be explained by the independent variables. The F-
statistics is 79.05127 and significant at 1, 5 and 10% level. This shows the statistical significance of the 
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model. Therefore, it can be expressed that there is a significant effect of creative accounting (DA, FSIZE) 
and Earning Management on Financial Reporting Quality of listed manufacturing firms in Nigeria. The 
Durbin Watson is 0.93 which shows presence of positive serial autocorrelation in the data set and this is 
often present in time series data. Examining the coefficients, it can be seen that discretionary accruals has 
a positive but insignificant relationship with Financial Reporting Quality of listed manufacturing firms in 
Nigeria real. This depicts that a unit change in creative accounting (DA) would bring about a 12% 
increase Quality of Financial Reporting in listed manufacturing firms in Nigeria. The control variable 
(FSIZE) has a positive and significant relationship with Financial Reporting Quality of listed 
manufacturing firms in Nigeria. The results of the findings are consistent with the study of Essien and 
Ntiedo (2018) on the extent of accounting reports and disclosures provision to shareholders and other 
interested parties with reliable information could permit informed investment decisions and true valuation 
of firms which found that creative accounting is euphemism and contributes 90% to the unfair reporting 
of firm’s operations. In consonant with our study is the work of Ubogu (2019) which further buttressed 
the point that a positive and significant relationship exists between creative accounting and decision 
making of an organization as only well and legally audited financial statements should be relied on by 
shareholders in making important decision. However, Fizza and Qaisar (2015) submitted that creative 
accounting plays significant role in financial reporting but has been negatively correlated that means more 
managers involved in it may decrease the value of financial information. 
 

CONCLUSION AND RECOMMENDATIONS 
This study examined the effect of creative accounting on investment decision in listed manufacturing 
firms in Nigeria. Using panel regression analysis, it was discovered that creative accounting has a positive 
but insignificant effect on investment decision in listed manufacturing firms in Nigeria. This depicts that 
there are positive benefits of earnings management which is dependent on the motive of management. A 
company tries to gain greater investors’ confidence by increasing its market share when assessing the 
financial statement through smoothing of its income. The following recommendations are made in line 
with the findings: 
 

(i) There is urgent need for monitoring companies’ activities in order to raise the quality of 
financial reporting in Nigeria. This can be achieved in determining which accounting 
manipulation is kept within the limits of legality (creative accounting and which one is 
violation of accounting principles and policies (Accounting Fraud). 

 

(ii) Emphasis should be placed on the enforcement of code of corporate governance and ethics by 
entities, through enactment of relevant law by the legislatures. Also all changes in accounting 
regulations and standards as well as ethical standards by regulatory authorities should be 
enforced to prevent entities from employing misleading reporting practices of creative 
accounting (Nag, 2015; Amat and Gowthorpe, 2010). 

 

(iii) Proper internal control mechanisms should be put in place by companies, to check the 
problem of profit smoothing and other creative accounting practices, which had been 
responsible for several collapses of companies in Nigeria and beyond. 

 

     (iv) The Financial Reporting Council of Nigeria and other regulatory bodies should be more 
proactive in the discharge of their duties, as this will check negative manipulations of 
financial information by preparers for selfish gains. 
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