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ABSTRACT

The study examnedthe level of conpliance with financial reporting standards of quoted non-
financia firns in Ngeria and examned the extent of financia reporting quality anong the
firns. It also deter mined the factors influencing financial reporting quality of quoted non-
financia fir ns andinvestigatedthe i mpact of financial reporting quality on share val ues of t he
quoted non-financial firms in Ngeria These were wth a viewto deter nining the effect of
financial reporting quality onthe fir ns’ value of quoted non-financia firns bet ween 2002 and

2017.

The study e npl oyed secondary data. The popul ation of this study was 176 quoted non-financial
firns listed onthe N geria Sock Exchange. Hftyfir ns were purposively selected based onthe
availability of conplete financial infor nationforthe sanpled period Data on cashflowaccrual
raiq statements of financial position accrual ratio as proxies of financia reporting quality,
firns’ size, auditors’ type, share values, board size, leverage, audit commttee size, age and
firns’ liquidity were sourced fromt he audited annual financial report of the fir ns and fact book
of Ngeria Sock Exchange. Data collected were anal ysed usi ng percentages fixed effect nmodel,

randomeffect nodel and pooed OLS et hod

The results showedt hat the conpliance of fir ns had beeni ncreasi ng over the years withlncone
Tax (1 AS 12) havingthe hi ghest level of conpliance of 100 %a nongt he six sa npl ed standar ds.
Also results on the extent of financial reporting quality established that the level of
mani pul aion of financial state ment had beenreducing every year andit had beenreducedto 0%
inbath years 2016 and 2017 respectivel y. Further nore, results reveal ed that bothleverage and

size of the firm(t =-03412 p >0.05 t =0.1325 p > 0.05) respectively, had no significant
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i npact onthe financial reporting quality of quated non-financial firns in N geria Hnally, result
showed t hat the financial reporting quality had significant positive effect onthe share val ue of

firns (t =2 1385 p <005).

The study concl udedt hat fi nancial reporting quality has a positivei npact onthe market val ue of

quoted non-financia firns in N geria
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CHAPTER ONE

INTRODUCTI ON
11 Backgroundtothe Sudy
N geria Capital market has been established to be infor mation inefficent ( Nwosa & Gseni,
2011). Accordingtothe Efficient Mrket Hypothesis, (Fama 1991) stated that share val ue
reacts conpletelyandi nmediatel ytoall infor nationavailabletothe narket. Efficdent Mr ket
Hypothesis (EVMH states that an operationally efficent stock market is expected to be
externally and i nfor nationally effident. Therefore, share val ue is an unbiased esti nate of all
the available pieces of infor mation onthe expected future cash flows and the esti nated risk
invol vedin buyingsuch ashare (Reilly & Brown, 2003). Therefore, efficent nmarket provides
infor nation regarding the intrinsic value of the security which is equivalert to its price.
Anot her perspective was presented by Lo (1997), that the market efficencytheory states t hat
only the newy arrived infor mation is capable of changing security price. Consequertly,
anal ysis of available infor mationto deter mne the intrinsic val ue of a firm will not worththe
effort in an efficdent market, as the analysts wll not beat the market by naking abnor nal
profit. This i nplies that the investars wll be discouraged to anal yze or gather infor nmation,
having realizedthat that theinfor mati on gat hered and anal yzed has beenreflectedinthe price
of t he securityandt he priceis an unbiased esti mate of t hetrue val ue of the share (Fama, 1965;

Lo, 1997).

The infor mation required inthe capital market to which price should respondtois supplied
through financia report of thelistedfir ns. Accordingtothe World Bank Report (2004) havi ng
investigatedthe H nancial Reporting environnent in N geria the report revealedt hat financial

anal ysts, creditors and other stakehol ders hel dthe viewt hat the financial state ments are not of
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quality and standard Hence, the financia statementsin N geria are not regarded as credible
and there was an observation that multinational firns prepared nore quality financial
statenents conpared to other firns in Ngeria On these bases, the |ow quality financial
staenents prepared for consunption in Ngeria Capita Murket may be responsibe for
inefficdency of Capital Market. Thereis a growngewvidencethat disclosure generallyi nproves
transparency and thus reduces information problens (Healy & Palepuy, 2001). The
mani pulaion of financial statenent should not even occur as the International H nancial

Reporting Sandard (I FRS) has stipulated a framewor k and ol ecti ve for financial Reporting

The general objective of financial reportingisto make available financial infor nati on about t he
reporting entitythat is useful to current and potentia i nvestors, financiers and ot her creditorsin
maki ng choi ces about providingresourcestothe entity (I ASB 2005). Athoughit relies onthe
assunptionthat theinformational need of i nvestorsisthe same as ot her stakehol ders as defined
bythe Revised Conceptual Frarmework of fi nancial reporting users do not havethe capabilityto
force the entity to supply them with the required infor mation to nmake decisions about their
invest nents. Itis of ut most i nportancet hat the infor mati on suppliedt hrough financial reporting

shoul d nat be less than being credible.

Incorporation of firns which has characterized the twenty first century firns segregates
manage nent fromownership As aresult of this separation the nanage nent of a fir mowes the
owners and stakehol ders t he responsi hilityto give accurate account onthe resources that have
been placedintheir care whichis done infor mof financia statenent. Hnancial Reportingis a
means through which infor nation both quantitative and qualitative is communicated to
sharehol ders and other interested parties about the perfor mance of an entity in for m of

stewardship account. Choi (1973) defined financial reporting as a “publication of economc
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infor mation which relates to businesses quartitative or non-quartitative that can help usersin
making economec decisions”. The coverage of the definition was extended by definingit as a
process where firns communicate wth outside stakehol ders ( M Kinnon, 1984). It could be
inferred fromt he definitions that consuners of financia state ments are many, especiallythose
that placetheir confidence and assess ment onthe reliability of financial state nents li ke fi nanci al
anal ysts, equity anal ysts and tax assessors. The i nportance of financial statenent whichis an
output of financia reporting cannot be overenphasized Hnancial Satenent is an i nportant
infor mation that (potertia) investors need in making an inforned decision Anal ysts and
stockbr okers anal yze this infor nation and make recomnendationtotheir clients on whether to
buy, sell or hold a particdar financial instrunent. It gives informetion not only about
profitability but alsoreflects fir ns’ abilityto generate cashflowand neet expenditure as at when
due. The owners are keenlyinterestedint he feedback fromreporting because fi nancia reporting
provides anindicator to showt he nanage nent and utilization of t he resources of the fir ns. The
infor nation from financia statenent is also used to appraise the performance of the
manage ment andtheir rewards infor mof bonuses are deter mned using perfor mance discl osed
infinancial state nent which could be a source of incentiveto nanipulatefinancial infor mation

discl osed

12  Statenent of Probdem

Athough both International Accounting Sandard Board (I ASB) and Hnancial Reporting
Council of N geria(FRCN) point out the essence of high-qualityfinancial reporting, one of the
ways of deter mninga financia staterment wth high qualityisthe application of and conpliance
with accounting standards that underlie preparation of financial statements alongside wth

Generally Accepted Accounting Principles ( GAAPS). Evaluating financia reporting quality

© Obafenn Awd owo University, lle-lfe Ngeria
For noreinfor mati on contact ir-hel p@adife edu ng



I OBAFEMI AWOLOWO
UNIVERSITY

4
cones wth challenges. Earnings persistence, accrual model, timely loss recognition and
s oot hness are nethods t hat have been adopted by different authors. It should not be expected
that the proxies wll workthe sane inall situations as they have their i ndi v dual shortcom ngs

(Dechowet d, 2010). Most studies apply the Jones and Mbdified
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