CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Accounting standards are statements of agreemeswdgty concerning the treatment of events
and transactions in the financial statements ofvasit entities (Asechemie, 1996, p.22). In
Nigeria, there was a body, known as the Nigeriagodating Standards Board (NASB) that
developed and issued accounting standards, knowmeaStatement of Accounting Standards’
(SAS). However, in 2012 fiscal year, Nigeria addpt@nd implemented the international
accounting standards. To allow for effective impéatation, the NASB was restructured into the

Financial Reporting Council of Nigeria (hereafténe Council’).

Formally, the International Accounting Standard&S) are formulations of a body, known as

the ‘International Accounting Standards Commiti@e, simply, the ‘Committee’) and came into

existence in 1973. The Committee issued IAS Nd.1X(hereafter, the ‘old IAS”); then, in 2001,

this Committee was restructured into the IntermaticAccounting Standards Board (IASB). This

new body, adopted the old IAS and revised, exteratechodified them. The new accounting

standards issued by this new body constitute thierhational Financial Reporting Standards’
(IFRS). They comprise the old IAS, the revised &%, and the new accounting standards
issued by the IASB. Under this new structure, tR®S Foundation oversees the mode of

operations of the IASB.

The IFRS are principles-based, suggesting thatapeep of financial statements need to
interpret, examine the circumstances, and selebbice. Simply, IFRS accounting policies have

several alternatives for different circumstancesttes preparers of financial statements must
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select an appropriate choice based on the circumeestaf the transaction. However, they are
carefully developed to reveal a company’s econguogition and performance. So, irrespective
of the accounting choice that a preparer of thanfomal statements select, the underlying
economics of the firm is revealed; moreover, tlmewrnstance under which an accounting choice
is selected must be disclosed. Specifically, #R3 accounting policies address measurement,
valuation, presentation and disclosures but athete relate to the underlying economics of the
company, not corporate social responsibility disates. The United Nations, through a group of
experts, develops accounting standards that addoegerate social responsibilities, and Nigeria
has also adopted them since 2008 (‘Nigeria FiZd08). Even before this time, the Nigeria
Company Law, known as the Companies and Allied &éatAct (CAMA), requires companies
to report on corporate social responsibility. Tkisidy is concerned with both accounting

standards—those developed by the IASB and the tUN&ions.

During the regime of the NASB, the modus operands wo spot circumstances, consider the
perverse behaviour of businessmen in Nigeria (thatulture), the comprehension skills of
readers of financial statements, and peculiartiethe Nigerian economy, and recommend an
accounting choice among those provided in the AI8. lin blunter terms, Nigerian domestic
accounting standards were some adaptation of théA8 before the adoption of the IFRS in
2012. However, when Council took over from NASBcliose not to adapt but to adopt. So, in
essence, the study is comparing the adapted old Wh&h reflects the cultural and economic
development of Nigeria, with the IFRS, which faitstake into cognisance the peculiarities of
the economy or the culture. This state of affairaynsound unsatisfactory but this is the

backcloth of the study and must be borne in mindppreciate the meaningfulness of the results



and the recommendations thereon. It is not unlikedy the NASB would have adapted the IFRS
if not the formal declaration of adoption, but nothdebar the Council from adapting. In fact,
the Financial Reporting Act (FRC Act, 2011) alloadaptation. The mandate given to Council is
to ensure consistency with the requirements ol RS accounting policies, which implies that
Council is to develop and issue domestic accounstamdards for the nation but without
compromising the IFRS. There is a due process éenAbt, which Council must follow to
formulate and issue domestic accounting standaktlether the choice of Council to adopt
without adjustment is representative of the cultudavelopments for which accounting in
Nigeria must catch up with is a matter for debathijch is better thrown open at this time.
Nihilism or value judgement would unavoidably beatved in this debate but what is important
is whether a greater number of people think thit tiodus operandi sustains the cultural and

economic development of the nation.

Moving on, at adoption, all companies listed on thgerian Stock Exchange were mandated to
restate the accounting amounts in the 2011 finhstaéements, which had been prepared using
Nigerian domestic accounting standards, to IFR®@aing amounts. Thus, different financial
statements were prepared from the same set ofattimiss but under different accounting rules
or accounting standards. This intervention or eygovides the research setting to embark on
the study. However, there are concomitants vargabfeerating within this background that can
supervene to distort or suppress the results ahthestigation. First, a strong enforcement of the
IFRS accounting policies is a sine qua non to obtailid, or at least reliable, results. The
purpose of enforcement is compliance, and compéiaadhe responsibility of the accountants

who prepare the financial statements for managerbentwhether they are qualified and



experienced to apply the new IFRS is an importaaiten Educational institutions in the country
(universities, polytechnics, and colleges of edocatoffer formal knowledge of accounting to
individuals who choose the accounting professionaddition, two main professional bodies
were licensed to train accountants for the nat{@h:ithe Institute of Chartered Accountants of
Nigeria (ICAN Act, 1965) and (2) the Association Métional Accountants of Nigeria (ANAN
Act, 1993). The Council is the institution respdusifor the enforcement of the IFRS accounting
policies. At present, the Council enforces commenhrough licensed professionals in
independent practice, who prepare the financiatestants for management. Generally,
institutional enforcement is ‘arm-chair enforcemettie real monitors of compliance are the
external auditors. In some cases, they assist aoyigoaccountants to learn complex standards
and even set up their accounting system so asejpape IFRS-compliant financial statements
(Brown & Tarca, 2005). Hodgdon, Tondkar, AdhikamdaHaress (2009) find that audit firm size
is positively related to IFRS compliance. Misighg Tucker and Yukseltirk (2013) find that
audit identity influences disclosure compliance.en€rally, the big audit firms have more
informative, experienced, and analytical staff tonmor compliance with accounting standards.
Moreover, the judicial system needs to be effici@nta violation to be actionable. The rule of
law (that is a country’s law and order traditiomdathe integrity of the legal environment
characterise an efficient judicial system (La Pokiapez-De-Silanes, Shleifer & Vishny, 1998).
A country is either of common law or civil law, atite view expressed in the literature is that
institutional enforcement is stronger in common leawuntries (Hope, 2003; Gaio, 2010). The
‘common law system’ is based on precedents frontiaiddecisions gtare decisis-stand by the
things decided) whilst the civil law system is k@ rules which are continually updated to

specify all matters capable of being brought befoosurt (La Porta, Lopez-De-Silanes, Shleifer



& Vishny, 1998). Though Nigeria is a common law oty by British affiliation, there is no

reason to suppose that equity is associated mdfre psecedents than rules which define the
tactics of the game. Thus, the strength of instih#l enforcement and efficiency of the judicial
system are background factors that must be corsidehen evaluating the results of this study.
However, a large number of companies in the sample audited by the Big 4, and when it is
considered necessary to detect the effect of aelitity on the results, this variable is included

in the design. Thus, the enforcement variable tsmach a suppressor or distorter to the results.

This study is designed to investigate the qualitydomestic accounting standards and the
International Financial Reporting Standards (IFRBj)e study also investigates the accounting
amounts in the annual financial statements prepased the domestic accounting standards on
one hand and the IFRS accounting policies on therdtand. The ‘accounting amounts’ are the
aggregate assets, liabilities, equity and inconmelding their ratios) reported in annual

financial statements of companies listed on theeN#gn Stock Exchange (hereafter, sometimes,
‘the financial statement elements’). Furthermotee study investigates compliance with the
corporate social responsibilities disclosures oé tbnited Nations and in the CAMA.

Specifically, the study investigates the IFRS amwpeffect on the magnitude of the accounting
amounts, the impact on the distributional forms atability of the financial ratios, the value

relevance of the accounting amounts and earningsgesnent under both accounting standards,
the adoption effect on the national income stassttapital maintenance in the IFRS accounting

policies, and compliance with corporate socialldsare under both regimes.



1.2 Statement of the Problem

An accounting change can occur owing to new problemajor developments in an economy,
perverse behaviour of businesspersons (culturefheoemergence of new categories of assets
and liabilities resulting from societal values (Bsemie, 1996, p.196). The NASB had always
sought better accounting methods to respond tahblenges of new problems and cultural and
economic developments of Nigeria. The only phenanan Asechemie’s theory of accounting
change that is completely lacking in Nigerian doteesccounting standards is the new category
of assets and liabilities introduced by the IASBeflefore, whether the emergence of new
categories of assets and liabilities affects thgregpte assets, liabilities, equity, income and
ratios, is an empirical question that ought to beedted. Moreover, the IASB requires that the
assets and liabilities be valued at fair value.sT$uggests that assets and liabilities that were
hitherto valued at historical cost are now to bleied at fair value. This shift from historical cost
to fair value can change the distributional fornd atability of the financial ratios because when
some components of a financial ratio are measurddstorical cost (for example, assets in the
balance sheet) and others at current cost (for pleamevenue and expenses in the income
statement), the distribution of the ratio tends bi® skewed and unstable, but when all
components of a ratio are measured at current testlistribution would tend to be normally
distributed and stable overtime. Thus, it oughto® detected whether the adoption of IFRS

affects the distributional form and stability afidincial ratios.

Moreover, lyoha (2011) observes that the managermé&rtompanies operating in Nigeria
manipulate earnings to cover up poor cash flow froperations (a phenomenon known as

‘earnings management’). The adoption of the IFR&uanting policies suggests, therefore, that



earnings management would be less, or that marasicipants would place higher value
relevance on the accounting amounts. If this imation is correct, then it ought to be detected
whether the adoption of IFRS accounting policiesudtoreduce earnings management and

increase market value relevance.

Furthermore, it is believed that the IFRS Foundatioes not take sufficiently into account the
concept of capital maintenance (Jermakowicz, 2@80dom, 2011; Strampelli, 2011) due to fair
value accounting. The main points raised in therdilure are that companies might distribute
dividends from fair value profit, and fair valuecaanting is subjective. Financing dividends
from fair value profit or gain is not in consonanegh the capital maintenance concept which
requires that dividend be paid out of operatiomafip Financing dividends by fair value profit
does not protect creditors; it is even exploitatieshareholders when the amount of dividend
paid is influenced by fair value loss. It may lvgued, however, that fair value profits or losses
do not affect or alter the cash position of a conydaut if a company has sufficient cash to back
up profits, management might be tempted to payddivils that are financed by unrealised profit,
hoping that such an action will elevate their stpckes ¢f. Bloom, 2011). The IASB believes
that this matter cannot be handled by the accogmiofession alone (IASB Speech, 2015). If,
however, this argument is to be excused, thenvédire accounting practice should be objective.
In addition, management should demonstrate thaatheunt of capital claimed to have been
maintained agrees with managerial strategies. hctrete terms, the inactiveness of the IASB
can be excused if there is objectivity in fair valpractice and management has shown that
capital maintained agrees with operational strategiTherefore, whether fair value gains/profits

influence dividend distribution, whether managerigeaiaim of capital maintenance aligns with



managerial strategy, and whether management isctolgein the practice of fair value

accounting is an empirical question that oughte@bswered.

Moving on further, Nigeria is the country in Africgith the highest economic growth (‘BBC
News’, 2014). Economic growth is based on nationabme statistics (for example, gross
domestic product), and accounting provides the datanational income accounting, for
example, the value added of each firm is the douation of each firm to economic growth or the
gross domestic product (Asechemie, 1996, p.144¢réfbre, whether the adoption of the IFRS
accounting policies increase or decrease the grossestic product (GDP) of Nigeria is an
empirical question that ought to be answered. Morthis point, the IFRS accounting policies
consider issues of corporate social disclosuresideithe financial statements (IFRS Foundation,
2014, p. A593), but the CAMA and the United Nati@tsept social disclosures as elements of
corporate financial reporting (Schedule 5, part@AMA; United Nations Conference on Trade,
Aid and Development [UNCTAD], 2005). The United iais has used a group of experts to
develop accounting standards for corporate soespansibility, known as the ‘International
Standards on Accounting and Reporting’ (ISAR), avideria has also adopted therseé
‘Nigerian First’, 2008). Therefore, it ought to kbetected whether companies comply with the
corporate social disclosure requirements of thetddniNations and the CAMA despite the
declaration by the IFRS Foundation. This reseassigament is important because the Council
never took responsibility to enforce compliancetsat even external auditors are under no

obligation to ensure compliance.



1.3 Objectives of the Study

The overall aim of the study is to provide empiriesidence which either justifies the holistic
adoption of the IFRS or the need to adapt the IRRSsuit the cultural and economic
development of Nigeria. This objective is signifitdecause Larson (1993) finds that African
countries that adapt the IFRS experienced highenauic growth than those that adopt the

IFRS. The specific objectives are:

1. To ascertain whether an accounting change dweetttion of new categories of assets and
liabilities affects the aggregate assets, liab#itiequity, income and their ratios in a country
that adapted the old IAS.

2. To learn whether the shift from the historicastcto fair value leads to temporal stability and
normal distribution of financial ratios.

3. To provide the value relevance attributable tgeNan domestic accounting standards and the
IFRS, and hence concludes on which is higher.

4. To learn whether IFRS adoption leads to lesaiegs management using firms in Nigeria
where earnings management has been an issueandbenting profession.

5. To learn whether the codification of fair valaecounting has reduced subjectivity, whether
fair value losses and profits influence dividenggribution, and whether managerial claim of
capital maintenance aligns with managerial strategi

6. To learn whether the adoption of IFRS increasafecreases the GDP of Nigeria.

7. To learn whether companies comply with the CABI#Ad the United Nations corporate social
disclosure requirements despite the IFRS declaratimat they are outside the financial

statements.



1.4 Research Questions

The fundamental questions that trigger this studyas follows.

1. What are the adoption effects of IFRS accounpoigcies on the financial statement elements,
their ratios and the accounting measurement pargtlig

2. What are the adoption effects of IFRS accounpnoticies on the distributional form and
stability of the financial ratios?

3. What is the adoption effect of IFRS accountimdigies on value relevance of accounting
information to market participants in Nigeria?

4. What is the adoption effect of IFRS accountinfjgies on earnings management in Nigeria?

5. What is the adoption effect of the IFRS accountpolicies on the capital maintenance
concept in the accounting profession?

6. What is the adoption effect of the IFRS accaumpolicies on the national income statistics of
Nigeria?

7. What is the adoption effect of the IFRS accowmpolicies on compliance with the corporate

social disclosure requirements of the CAMA andUim#ed Nations?

1.5 Statement of Hypotheses
The structural hypotheses of the study are expdegseconform to the scientific method of

negation.

1. The transition to IFRS does not affect the foliahstatement elements, the ratios and the
conservatism paradigm.
2. The distributional forms and stability of thendncial ratios do not differ under Nigerian

domestic accounting standards and the IFRS.
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3. There is no significant difference between tladue relevance of the accounting amounts
under Nigerian domestic accounting standards aadRRS.

4. Earnings management under Nigerian domesticuaticy standards and the IFRS do not
differ significantly.

5. IFRS accounting policies do not impair the cpraintenance concept in the accounting
profession.

6. The value added of each firm to the gross dampstduct does not differ significantly under
the Nigerian domestic accounting standards antHR8.

7. The voluntary declaration of the IASB on corgeraocial disclosure does not affect

compliance with the requirements of the CAMA anel thited Nations.

1.6 Significance of the Study

The IASB has emphasised the need to understandnipect of IFRS as they are adopted in
particular regions (IASB, 2004, par. 93) becausmemic and political institutions do not differ
significantly within a region. Nigeria is a promirtecountry in Africa; in fact, it is the country
with the highest economic growth in Africa (‘BBC W€, 2014). Therefore, the study is
significant. First, on the adoption effect of tl&RIS on the financial statement elements and their
ratios, the study helps the International Account8tandards Board (IASB) to understand the
aspect of its accounting innovation that is mo$iuential in Nigeria. This is so because the
study has identified the emergence of new categaiessets and liabilities as the mechanism
that is entirely new to the accounting professinrNigeria. Second, the investigation on the
adoption effect of the IFRS on the distributionalni and stability of financial ratios is

practically important to financial analysts. Whemabysts use financial ratios to compare the
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economic position and performance of a firm witran industry, they assume that the
distributions of the financial ratios approximaten@mal distribution. Even when analysts use
financial ratios to predict some event such as aate failure, they assume that the
characteristics of these ratios remain stable oweraind within groups; for example, the current
ratio should remain as liquidity ratio, not solvgngroup now and later, liquidity group.

Succinctly put, temporal and group instability edfect the accuracy of prediction. In a word or
two, if the results of the study reveal that the@obn of the IFRS accounting policy leads to
stability and normality, then analysts can compgrenomic position and performance of firms
within an industry. Moreover, the prediction acayaf models which use financial ratios as
inputs would improve. This state of affair sustaihe establishment of industry norms, which
help a capital market to fully reflect news aboutaanpany’s performance so that any outliers
would quantify the magnitude of news effect Beaver, 1968; O’'Connor, 1973; Barnes, 1987).
Therefore, the Financial Reporting Council of Nigecan use the results to call for the
establishment of industry norms to improve capitealrket efficiency. Third, on the adoption

effect of IFRS on value relevance, both the IASH #re Financial Reporting Council of Nigeria

can use the results to learn the perception of egé&rticipants in Nigeria. The quality of the

accounting amounts and future prospects of the &rm the two major criteria that market
participants consider when making investment dexssi Therefore, the results of the study help
standard setters to rank the financial reportingtesy and future prospects of a firm in stock
price determination. Fourth, on the IFRS adoptiffiect on earnings management, the study
provides evidence to call on the Financial Repgrt@ouncil of Nigeria to adapt the IFRS

accounting policies to suit the cultural developtmand other characteristics of the economy.

This is so because the preparers of the finantaé¢mments (that is management) have greater
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opportunity to manipulate earnings during the IFB@me. Fifth, the investigation on the capital
maintenance concepts provides empirical evidenctherfears expressed in the literature over
the subjectivity of fair value accounting and th&tribution of dividends from fair value profit or

loss. The IASB can use this evidence to justifyititeoduction of fair value accounting. Sixth,

the Financial Reporting Council of Nigeria can tise results of the investigation of the IFRS
adoption effect on the GDP of Nigeria to rethink Itolistic adoption of the IFRS accounting
policies. If the adoption of the IFRS decreasesGbé of Nigeria, then adaptation is relevant to
boost the economic position of Nigeria. Seventk, tmited Nations can use the results of the
investigations on compliance with corporate sodigtlosures to evaluate the extent to which

listed firms in Nigeria are willing to comply witthe corporate social disclosure requirements.

1.7 Scope of the Study

Each of the research questions have an agendd) aioav the limits or the extent to which they
have been answered in this study. On Research iQueste, which addresses the adoption
effect of IFRS on accounting amounts, the investbgaruns on three issues: (1) the IFRS
adoption effect on the aggregate financial statérelaments, (2) the IFRS adoption effect on
the financial ratios; (3) the impact of IFRS accium policies on the accounting measurement
paradigm. On the adoption effect of IFRS accounfpiogicies on the distributional form and
stability of financial ratios, that is Research &u@n 2, the discussion thrashes around the
distributional forms of the financial ratios, tenmgb stability, and group stability. The third
research question, which is on the adoption eféédi-FRS on value relevance of accounting
amounts, the plan is to determine the value relevaattributable to the financial reporting

system under Nigerian domestic accounting standandsthe IFRS accounting policies. The
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focus of the fourth research question (earningsagament) is to learn whether management
instructed the accountants who prepare the finhrst@ements to manipulate the earnings
stream to achieve a target or recognise lossdgegotcur. The fifth research question, which is
on capital maintenance, has three schemes of igagen: (1) the association between changes
in dividend distribution and changes in fair vajuefit/losses; (2) the gap between the double-
entry method of income determination and the ssr@pproach; (3) the association between
changes in equity and changes in working capitaé $cope of the national income question,
which Research Question 6 addressed, is to determirether the value added to the gross
domestic product differs when domestic accountitendards or the IFRS are used. The
direction of discussion on the seventh researctstopre on the ‘corporate social disclosure
guestion’ is whether each company complies withctirporate social disclosure requirements of
the United Nations and the CAMA. The social issolesoncern in this study are those that apply
to manufacturing companies, and include: (1) emplayt creation and labour practices, (2)
environment, (3) trade and linkages, (4) welfarealth and safety, and (5) government and

community contribution.

The capital maintenance question, which Researd@stigun 5 addressed, was investigated using
banks and insurance companies because fair vatoeiating is much pronounced in this sector.
Other research questions were investigated usingufaeturers of consumer, industrial and
pharmaceutical products for similarity of accougtprocess and the non-cyclical nature of the
products. The purpose is to suspend the effedheirtdustry on the results of the study. Also,
only healthy firms were included in the sample, whdealthy firms’ are those with a positive

operating margin ratio so as to eliminate outl@nge the study analyses descriptive statistics.
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1.8 Limitations of the Study

The limitations of this study are defined in terofsexternal validity; that is, generalizability of

the research findings to a wider population that skudy applies. First, the IFRS accounting
policies are barely three years old in Nigeriafant, the adoption is still at the experimental
stage. It is possible that adoption will make morpact with time. Second, the study is
conducted in Nigeria, which is just one of the deping countries in the world. The IASB has
expressed interest in how the IFRS accounting igsliare impacting on various regions of the
world (IASB, 2004, Para. 93). Nigeria is just ommiatry in Africa or in West Africa, and is not

the only country that adapted the old IAS as domestcounting standards. Thus, the findings
from Nigeria alone may be insufficient to genemlibe impact of IFRS on the accounting

amounts and accounting quality; nevertheless,ttidysets the ball rolling.

1.9 Organisation of the Study

The remainder of this study is structured as folo®hapter 2 conceptualises the study in terms
of economic measurement, value relevance, earmraggmgement, the normal distribution, fair
value accounting, capital maintenance and incomeerménation, accountability and
stewardship, and corporate social disclosures tiéaries of accounting change are discussed to
provide a theoretical orientation for the studys@lthe results of the literature reviewed on each
of the empirical questions are reported. Chaptéestribes the design and method conceived to
test each of the structural hypotheses of the siuldist Chapter 4 introduces the data, presents
the results, and relates the figures to possibichudogical meaning within the broader
framework created in Chapter 2. Chapter 5 sumngriBe study, restates the findings and

concludes.
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CHAPTER TWO
REVIEW OF RELATED LITERATURE

2.1 Conceptual Framework

2.1.1Economic measurement and financial ratios

The accounting process assigns values to resoaraksheir consumption. This is known as
economic measurement. An entity’s resources irclpmbperty and money raised from the
general public which either gives equity rights owee assets or liability on management.
Management’'s use of an entity’s resources creatpsnses to generate revenue, leading to
profit, which becomes the reward of the ownersdsence, economic measurement involves the
assignment of values to equity capital, liabilitiassets, revenue and expenses. The peoifit is

a residual concept, which is the excess of revavae expenses. IFRS adoption produces two
concepts of profit: operating profit which is th&cess of revenue over expenses, and ‘net
income’, which is the sum of operating profit artties comprehensive income. This study toed
the line of Stent, Bradbury and Hooks (2010) whopmed a macro approach and, accordingly,
the study takes the aggregate assets, liabiliigsity, operating profit and net income as the
financial statement elements for evaluation. The ltems on the face of the financial statements
are not appropriate to evaluate impact of outpotesithe two regulatory regimes differ on

reporting categories.

The aggregate financial statement elements camenarised in the form of ratios, known as
accounting ratios or financial ratios. This praetis supported because financial statement
numbers constitute a system (Most & Lewis, 198231). The accounting equation depicts a
relationship between the financial statement eldsjetherefore, it is logical to represent

financial statements in the form of ratios. Thidsating relationship supports trend analysis,
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prediction and other applications; for example,aficial ratios can be used to match
accountability with stewardship, predict corpordistress, and so forth. Financial ratios have
been used to investigate the status of a compamyexample, the ability of a firm to pay its

debts, managerial success, compliance with regaa{iBarnes, 1987).

There are two principal uses of a financial ratwhittington, 1980): (1) the traditional,
normative use that involves the comparison of m’'rfinancial ratio with a norm, and (2) the
positive use whereby ratios are used to forecasin@ial variables or predict the status of a
company. The number of financial ratios that camdleulated from a set of financial statements
can be astronomical so that there is the need ¢aifgpthe object of analysis. In general
appraisal, analysts tend to gauge liquidity, rdddt maturity structure, asset structure and equity
cushion. Misirhglu, Tucker and Yikselturk (2013) selected the mirratio to measure short-
term liquidity; long-term to equity to gauge finaalcrisk; short to long-term debt to proxy debt
maturing structure; equity to total assets to aca@ompany’s equity cushion, and non-current
assets to total assets to gauge a company’s agsdtiee. However, in normative use, financial
ratios are used to learn about the performancleeotdmpany in terms of its financial position in
the industry. The return on capital employed (RO@Ex key financial ratio to investors and
lenders, and used primarily to assess whethertprafie sufficient to warrant the amount of
funds invested in a business. To investors, ROGRkeageturn received for placing funds at risk
and, often, it is compared with other companieswithe industry, or other industries, or even
in other economies (Pizzey, 2001, p.68). In manalgassessment, ROCE is used to investigate
the efficiency of management in employing fundscethat its disposal by providers of capital,

and in this sense, it is a primary ratio which ¢endecomposed into secondary and tertiary
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ratios; for example, the ratio of operating praditsales, known as the ‘net profit ratio’, is a key
secondary ratio used to explain changes in ROCECRR@ calculated as ‘operating profit to
capital employed’, but the definition of capital gloyed varies among authors with varying
explanations. Usually, when the focus is on thalleyvners of the firm, capital employed is
defined as ‘shareholder fund’ but in the normatige, it is the sum of fixed assets and working
capital. The normative use of capital employed mreguinterest to be added back to operating
profit in the calculation of ROCE because capitalnbt inputted at net. Net comprehensive
income rather than net operating income may béecle capital employed but this would limit
the usefulness of the ratio to comment on mandgsfieiency of use of capital employed. If net
comprehensive income is the measure of operatioen tapital employed should include

shareholder fund plus all liabilities, or the suffixed and current assets.

A key aspect of performance liguidity—the ability of the firm to pay its way in the shoun.
The focus is on the availability of cash to repagddors and the adequacy of working capital
resources to finance the level of activity requibgdnanagement. Typical liquidity ratios are the
current assets to current liabilities, operatinghciow to total assets, working capital to total
assets, and the quick ratio. The ratio of curresess to current liabilities, operating cash flow t
total assets, and working capital to total assetgarticularly useful for aggregate models. The
use of defensive assets (cash and cash equivasetisato predict events have been criticised
because they represent static, not stock of fuBdsnes, 1987). Thus, the quick ratio, which is
based on specific components of working capitajhnbe useful in cash models such as credit
risk applications. The current ratio is the firsttnic of distress prediction (Horrigan, 1968); the

net operating cash flow to total assets is a gaediptor of future returns on capital employed
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(Fadel & Parkinson, 1978); the ratio of operatiaglc flow to total debts is the most powerful

ratio for predicting financial distress (BeaverG6)

A further key aspect of performance is long-ternivesacy, which focuses on long-term
obligation of the firm as well as the relative inn@amce of ownership. The purpose of assessing
ownership is to learn the risk associated with stwvent. A company that is financed largely by
debt capital is riskier than that which is finandachely by equity capital because when assets
are charged as security for loans, actions of mansagn such assets may be inhibited. Typical
ratios which investors use to gauge solvency irellothg-term debts to total equity, total debts
to total equity, and operating cash flow to totabts. The first two ratios, known as ttebt-
equity ratios, is the best predictor of financial distrés®rrigan, 1965). The higher the debt
ratio, the larger the volatility of net earningsadable to stockholders, and the volatility of
earnings stream that accrues to stockholders isasune of financial risk (Drury, 1978). Put in
some other form, the debt-equity ratio is a prexdiaf financial risk. According to Beaver
(1966), the most powerful ratio for the predictioinfinancial distress is operating cash flow to
total debts, which investors used for the assesswiewhether the resources of the company
generate sufficient cash to meet both short ang term obligations, followed by net operating
income to total assets, then total debts to tasé®, working capital to total assets, the current

ratio, and the no-credit interval.

In finance and accounting literature, financialaatare classified into groups but there appears
to be no consensus. An objective classification oféered by Horrigan (1965) who classified

financial ratios into two groups: (1) liquidity, @rf2) profitability. The liquidity group was sub-
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classified into short-term and long-term liquidigtios whilst the profitability category was sub-
classified into return on investment, turnoveraiht assets, and profit margin, along the lines of
thedu ponttriangle of ratios system. However, a single raaa fall into two or more categories,
and ratios within a category are highly correlatddrrigan, 1965), suggesting that a single ratio

is sufficient to represent a group but the reabf@m is how to select the representative ratio.

In this study, the selection of accounting ratieedifor the evaluation of the Nigerian Generally
Accepted Accounting Practices (NG-GAAP) and theermational Financial Reporting
Standards (IFRS) is based on their utility as regabin the literature. The study adopts Horrigan
classification, and selects ratios from the ligyidisolvency and profitability groups. In the
liquidity groups, the selected ratios are operatiagh flow to total assets, current assets to
current liabilities, and working capital to totads@ts. The solvency group ratios, on the other
hand, are total debt to total equity, operatindidasw to total debts, and long-term debts to total
equity. The profitability group ratios are operating ptdb sales (profit margin or profit ratio),
operating profit to net operating assets (ROCE) asales to net operating asset (capital

turnover).

2.1.2The normal distribution

The normal distribution is bell-shaped; that id)as a single peak and falls off on either sides of
the peak such that the two sides are roughly theesdhe overall shape of a distribution is

important because it tells whether the mean anddata deviation are appropriate statistical

summaries for its description. A cross-sectionatribution of a financial ratio is expected to

approximate a normal distribution because the sife@many living things of the same species
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tend to be symmetric (Moore, 1995, p. 21). Firmghimi an industry are of the same species;
therefore, the magnitude of a ratio compiled frdmeirt annual report and accounts should
approximate a normal distribution. Moreover, a fical ratio is the result of some chance
outcome arising from business transactions, andeh#re normal distribution should be a good
approximation ¢f. Moore, 1995, p.63). The idea beneath the normatisumption that is said to
underlie the cross-sectional distribution of a ficial ratio is that few firms perform below and
above expectation but majority of the firms shoaliiain average expectation, and this is
plausible because of some minor variability of talpntensity among firms in the industry. In
practice, there might be some slight departure ftbim overall pattern but not a sufficient
condition to discard the normality assumption.ihe lwith this observation, the study is designed
to test whether the cross-sectional distributiorfirmdincial ratios depart badly from the normal
distribution to take advantage of its great anefftopportunity in normative and positive use of

financial ratios.

However, certain financial ratios are affected mgtitutional constraints so that severe
departures from ‘typical ratio’ values do not occiar example, lending institutions will use
some of these ratios in financing decisions antreguire certain ratio controls as part of a debt
covenant (Buckmasters & Saniga, 1990). Capitaksire ratios would tend to approximate the
normal distribution because most companies plair tepital structure. Deakin (1976), for
example, finds that the ratio of total debts t@lt@ssets is normally distributed. Management
knowledge of the use of a financial ratio can dffés distributional form; for example, if
management is aware that banks use the curreattoatissess ability to pay debts, there will be

the tendency to manage earnings so as to imprevetin. Absent window dressing, the current
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ratio is more likely to be skewed because of theraction of a number of external and internal
factors affecting its components (Buckmasters &igan1990), suggesting that IFRS adoption
which is reported to reduce earnings managememtegfample latridis, 2010; Elias, 2012)
should cause skewness of the current ratio. Fiaanaiios with total assets as denominator are
likely to be skewed because of historical cost antiag rules (Buckmasters & Saniga, 1990). If
this inclination is correct, then IFRS adoption @himandates fair value accounting should
restore normality in the distribution of ratios raytotal assets as denominator. Under historical
cost accounting, income is measured at currenepimt assets at historical cost whereas fair
value accounting measures both components at ¢uoreres. Furthermore, some companies
treat ratios as guidelines or targets to be reachethg the planning and budgeting operation.
The distributional form of such ratios may not depseverely from the normal distribution.
Generally, financial ratios that are not affected ibstitutional constraints tend to be badly

skewed (Buckmasters & Saniga, 1990).

2.1.3Value Relevance

The term ‘value relevance’ refers to the informatigss of accounting data in relation to market
value or stock return. Anandarajan and Hasan (26&fipe value relevance of accounting data
‘as the power of specific financial statement numebguch as reported earnings to explain
changes in equity values’ (p.270). The inherenumgdion is that earnings have information

content to investors, and is impounded in stockegsi However, opportunity available to

manage earnings can affect value relevance of atiogudata. The degree of loopholes in

accounting standards depends on whether the cosndfycode or common law origin, whether
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the financial statements support the tax laws, whéther the companies is equity or loan

financed, and the auditor’s identity (Anandarajaki&an, 2010).

The absence of opportunity to manipulate earniagaiindicator of value relevance. The basic
purpose for which earnings are manipulated is thuece tax burden or avoid breach of debt
covenants (Scholes, Wilson & Wolfson, 1992; Watssimjves & Marston, 2002; lyoha, 2011).
Thus, if the need to minimise tax burden or avaigabh of debt covenant is absent, then one
should expect higher value relevance (Alford, Joredtwich & Zmijewski, 1993; Ali &
Hwang, 2000; Jennings, Mayhew & Tse, 2004). Maripad) earnings to reduce tax liability is
possible only if the financial statements provide tax base on which tax liability is determined.
If the determination of the tax base has no commeatith the choice of accounting method,
managers will not be inclined to manipulate earsitg reduce tax burden. What, perhaps, is
possible is to prepare separate set of financéstents that cater to tax purpose and the other
to meet mandatory external reporting but the cbgtreparation can inhibit the practice. The
need to manipulate earnings to avoid breaching cai@nants arise when the primary source of
funding is loan rather than equity; thus, one sti@dpect higher value relevance of accounting
data when a company is equity financed. Nevertbel@anagers tend to manipulate earnings to
avoid adverse implications on the profit figuresaH& Wang, 1998; Aboody & Kaznik, 2000;

Watson, Shrives & Marston, 2002).

Generally, accounting rules do not cover all caseshat there is some loophole to prop up
earnings management but this is prevalent in cage than in common law countries. The
accounting rules in common law countries are depeloon a case by case basis to cover all

possible scenarios and even when new forms of&dctions emerge, regulations are issued to
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address them. Thus, one should expect value retevah accounting data to be higher in
common law countries (Ball, Kothari & Robin, 200Guenther & Young, 2000; Jennings,
Mayhew & Tse, 2004). Moreover, in code law coumstr@ecounting standards are developed to
meet regulatory needs of the government; in copt@smmon law countries have standard
setting bodies constituted of both private and govent agents that develop accounting
standards that cater to both regulatory and primiessneeds. The value relevance of accounting
data is higher when both the private and governragants set standards (Ali & Hwang, 2000;
Hung, 2000). Furthermore, one should expect a higakie relevance of accounting data from
companies with foreign investors because stockeprieflect quality of earnings and equity,
which is a major attraction to investors. Also,astors are likely to place more reliability on the
financial statements when the auditor is one of Big 4 (that is Klynveld Peat Marwick
Goerdeler [KPMG], Arthur Andersen, Ernst & Young&¥|, Deloitte Touche [D&T], and
PricewaterhouseCoopers [PwC]) because it is witleld that these auditors have a name to

protect.

In this study, leverage, auditor’s identity andeign ownership are accounted for in the research
setting but the availability of loopholes in thex taystem to manage earnings is a constant
because all participating companies have equal roppity. The concomitant effect of the

influence of the government and private bodieshim standard setting process is also constant

because the research setting is provided by aesoagintry.

2.1.4Eamings Management
The term ‘earnings management’ refers to intentiamipulation of the results (Grecco, 2013).

It does not amount to fraud because the act isepraed within the confines established by
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accounting standards but it masks the truth, amdcéhea form of dishonesty. Earnings
management exists because accounting rules damwet all possible scenarios; therefore, once
management finds some economic and financial ineentto embark on the practice, it is
perpetrated. The implementation of IFRS is expetteteduce earnings management because

there are more disclosures to cover all possildpHoles available for earnings management.

The technique used to perpetrate earnings managestnalter the accruals so as to smooth
income; for example, defer revenue recognitiondread the effect of ‘undesired news’ as a
cushion to report small positive profit or lossisltechnique of earnings management, known as
the use of ‘discretionary or abnormal accrualsh sgnal confidence of persistence earnings
over the future, and this would be good newfs Ronen & Sadan, 1981; Francis, Olsson, &
Schipper, 2006). The cross-sectional Jones Modasle§l 1991) is frequently used to estimate
the magnitude of discretionary accruals. Howevlae dones model is often modified by
adjusting the change in revenue for change in vabées to correct for the possibility that
discretion could be exercised over revenues (DechBlwan, & Sweeney, 1995; Zeghal,
Chtourou, & Fourati, 2012). Francis, LaFond, Otsg€oSchipper (2005) argue that uncertainty
in accruals is best captured by the modified Decl&oWichev (2002) model (‘DD model’).
McNicholas (2002) adds the change in revenues awgk groperty, plant, and equipment to the
original DD model, arguing that these variables ianportant in forming expectations about
current accruals over and above the effects ofatipgy cash flows. McNicholas entered these
variables into the DD model and detected that #pgamatory power increases significantly, thus
reducing measurement error. However, some reseaarcise the quality of the accruals rather

than the magnitude of the accruals (for exampladisaLaFond, Olsson & Schipper, 2005; Van
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der Meulen, Gaeremynck & Willekens, 2007; ZeghddtadDrou & Fourati, 2012) on the ground

that earnings that map more closely into cash flakesof better quality.

A technigue often used to examine earnings manageimdo focus on targets toward which
firms might manage earnings (latridis, 2010; Zegl@tourou & Fourati, 2012). The small
positive earning is identified in the literature agommon target, since corporate management
prefers to report small positive earnings rath@nthegative earnings (Burgstahler & Dichev,
1997; Leuz, Nanda & Wysocki, 2003; Burgstahler,I®al.euz, 2006). The approach to detect
this dimension of earning management is providetldnyg, Raedy & Yetman (2003) and Barth,
Landsman & Lang (2008). The variability of the chann net income scaled by total assets has
been used as a measure of earnings management Nauda & Wysocki, 2003; Lang, Raedy
& Wilson, 2006; Barth, Landsman & Lang 2008; Ahmédeel & Wang, 2010). A lower
variance is an evidence of earnings smoothing (ZegiChtourou & Fourati, 2012;
Dimitropoulos, Asteriou, Kousenidis & Leventis, &)1 Another measure often used to
surrogate earnings smoothing is the ratio of theakdity of the change in net income to the
variability of the change in operating cash floviatr{dis, 2010; Zeghal, Chtourou & Fourati,
2012) which appears more objective than the folmeenuse it ensures that volatility of earnings
is not driven by volatility in the operating caslow (Lang, Raedy &Wilson, 2006; Barth,
Landsman &Lang 2008). A further measure of earngsmgeothing is the Spearman correlation
between accruals and cash flows (Ball & Shivakurgaf)5; latridis, 2010). A more negative
correlation indicates earnings smoothing becauseagexs increase accruals to smooth poor

cash flow outcomes (Land & Lang 2002; Myers J., Myle & Skinners, 2007).
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2.1.5Fair Value Accounting

‘Fair value’ refers to exit values of financial assand liabilities, and ‘fair value accounting’ or
mark-to-market accounting the adjustment of assets and liabilities ttectfexit values, with
the resulting loss (decrease) or gain (profit) exdento the accounts. It applies to both financial
and non-financial assets and liabilities. In opgarptassets such as properties, plant and
equipments, revaluation loss goes to profit or Issgement whilst a revaluation surplus is
reported in ‘other comprehensive income’. HoweWea, revaluation model is not adopted such
that all assets are measured at cost, fair valweuating requires the asset to undergo
impairment test, and if the asset is impaired,Jéks be recognised in the statement of profit and
loss with the written down value of the asset reggbmet of impairment; that is, recoverable
amount. In the case of financial assets, the fuwerloss or gain may go to the income statement
or other comprehensive income, depending on howfitiencial assets are classified. The
classification of financial assets and liabilitiesshould reflect management intents and
commitments. In the periods before 2013 financgslets were classified into four groups: (1)
held at fair value through profit or loss, (2) dahble-for-sale, (3) held-to-maturity, and (4) loans
and receivable. Securities held for trading purgafiento the first group, and the resulting fair
value losses or gains go to the income statememtother comprehensive income. Moreover,
such trading security cannot be reclassified inteeio groups. After 2013, the classification
scheme changed such that all financial assets esigrthted as ‘held at fair value’ or ‘held at
amortised cost’, but the preparers of the finanstatements can still choose to designate
financial assets held for trading purpose as ‘hatdfair value through profit or loss'.
Consequently, all financial assets are either nredsat fair value or at amortised cost, and a

financial asset measured at fair value cannot lpairad. In the case of financial liabilities, the
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classification before 2013 has been ‘held at falug’, and ‘held at amortised cost’, but as from
2013, all financial liabilities are measured at @tised cost’; however, the preparer of the
financial statements is still allowed to designditeancial liabilities (for example trading

securities issued) as ‘financial liabilities atrfaalue through profit or loss’. Management can
decide to hedge against adverse effect of faireyadiue to fluctuation in market interest rates,
known as ‘fair value hedge’. The gain or loss an Yalue hedge goes to the income statement,

not ‘other comprehensive income’.

Ball (2006) noted that fair value measurement abf@matic to implement because of absence of
active liquid markets but IFRS 13 (Fair Value Meaasoent) has straightened the

implementation procedures. The standard advisepréparers of the financial statements to use
observable market prices and absent this, the wdislermarket price of similar items should be

used. However, when quoted market prices of theteiss of similar assets are unavailable, a
financial model should be used. Nevertheless Mvauwes, using financial models, are subjective
because input variables are internally generatmdetample, the expected cash flows from an

asset.

2.1.6Capital Maintenance and Income determination

In IFRS Conceptual Framework, ‘capital’ has two motations: (1) financial capital, and (2)
physical capital. The former refers to funds inedsin the entity, and can be surrogated by
equity and loan, or assets whilst the latter referthe productive capacity of the entity, and can
be surrogated by units of output. According to IFR®nceptual Framework, ‘capital

maintenance’ refers to return on capital (IFRS MKation, 2014, p.A46). In some other form,
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capital maintenance refers to profit generatednieyuse of capital. The IFRS Foundation puts it
this way:
An entity has maintained its capital if it has ascim capital at the end of the period as it had at
the beginning of the period. Any amount over andvabthat required to maintain the capital at

the beginning of the period is profit (IFRS Foundiat 2014, p.A47).

In some other calibration, profit is achieved wiiles equity value is higher at the end of a period
than at its beginning (Hicks, 1975, p.172). The bagis in the IFRS Conceptual Framework is
‘equity capital’, and excludes loan capital becaoseviders of loans receive interest which is an
operational expense. The net profit, after loarergdgt has been met, represents capital
maintenance. Components of equity in a typicalriasheet of an enterprise at the close of the
accounting year include subscribed capital, revelnaand other reserves, previous years’ profit
(that is retained earnings), and net results ferygmr. On yearly basis, these components change
due to the influence of various levels of trangaxtiand events occurring in an enterprise, and
the most common causes of change include additemmtibutions by shareholders, redemption
of own shares in the open market, net profit os lfzg the year, revaluations, and changes in
accounting policies (Buk, 2012, cited in Nowak, 2P1With the recent adoption of IFRS,
information about changes in equity components a@adsactions charged directly against
equity, for instance, prior year adjustments duertors and revised estimates is disclosed in the

‘statement of changes in equity’.

The management of the enterprise distributes agptiop of the net profit to owners of the entity
(that is, the shareholders) and retains the rereaiasl reserve. Common law forbids payment of

dividends out of capital as this would amount ttume of capital to owners of the entity. The
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purpose is to protect creditors who should have theney returned to them before the owners.
So, to preserve the order of distribution in liqatidn, common law disallows the payment of
dividends out of capital, but profit. Thereforegditors are interested in the way and manner
income is determined and its distribution as diudke to shareholders, and as a result, the
determination of ‘distributable profit' becomes antral focus in economic measurement. In
accounting history, two methods were documentedth@ surplus approach, and (2) the double
account system (Ardern & Aiken, 2005). The formezasures profit as the difference between
the net assets at close and beginning of busifess additional capital contributed during the

year, whereas the latter measures profit as thereifce between revenue and cost.

In determining distributable profit under the dailsiccount system, costs are matched against
revenue to produce ‘gross profit’, and expensesnaatched against revenue to produce net
profit. In the matching process, exceptional anttaexdinary items are marked clearly on the
face of the income statement, but IFRS disallows practice, and directs that the income
statement be separated into two parts: statemergradft or loss, and statement of other
comprehensive income. This division of the incortagesnent creates two concepts of profit in
the literature: (1) traditional net income, basedtloe statement of profit or loss statement, and
(2) statement of other comprehensive income, basdtie sum of profit from trading and other
income. The purpose of the separation is to matkgains which might not be realised in the
immediate period; for example, unrealised gain ebt dnstruments held till maturity is reported
in the statement of other comprehensive income dsutrealisation firms up, the gain is

transferred to the statement of profit or loss.
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The surplus approach is characterised by econoalitation of assets and liabilities (market
values). Thus, entities incorporate changes invillae of all of their assets, including current
and non-current assets, in the computation of p(afidern & Aiken, 2005). In addition, more
importance is attached to the balance sheet treustdtement of profit or loss. In Ardern and
Aiken’s view, the statement of profit or loss egisb verify the accuracy of the calculations
which underlie the surplus approach. Therefore,nithe IASB emphasises fair value as well as
requires management to provide summary quantitdia about what is managed as capital, the
accounting profession intends a shift from the dewrcount system to the surplus approach.
This intentional shift is also suggested by the BASsoidance of the ‘profit and loss liability
method’ for the ‘balance sheet liability method’ dgtermining tax payable. However, prior to
the adoption of IFRS, there had been some elem@ntaixed methods; for example, the
accounting profession permits periodic valuationas$ets and liabilities under historical cost
accounting. Thus, the adoption and implementatidaiovalue accounting is an actualisation of

a plan that has been on the list of the accoumtintession.

Generally, fair values approximate market prices aslong as they are objectively determined,
they can reflect changes in value and, hence, sEsveconomic reference to periodic capital
maintenance (Hopwood, 1987, p.211) but the accogmgrofession believes that the essence of
economic measurement is the periodic matching ostsco(efforts) against revenue

(accomplishment). Thus, the accounting professepacted the surplus approach at the outset
and focused on the double account system whichheatperiodic costs against revenues to
determine distributable profit. Under the doubleamt system, the statement of profit or loss is

more important than the balance sheet becauseritharg goal of accounting is measurement,
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but as the focus shifts more towards valuation,oaeting goal now emphasises both

measurement and valuation, though more on valuation

The surplus approach and the double account sydemot produce the same profit figure due to
unrealised gains or losses (Arden & Aiken, 20@®teris paribustherefore, the exclusion of
these items from the traditional net income mayl lEaproximate profits under both methods.
Therefore, any significant difference should suggbe subjectivity inherent in fair value
practice. Gazzola and Amelio (2014) believe thaigaificant difference indicates risk exposure
but both the statements of profit or loss and otteenprehensive income report both unrealised
gains and losses, for example, unrealised profitlasases on debt instruments held for trading
are reported in the statement of profit or losg,the statement of other comprehensive income.
In blunter terms, the size of the other comprehengicome is not an accurate or objective
surrogate of risk exposure of the company in cwiem) interest rates, pension liabilities,

derivatives or some other adverse exposure.

2.1.7 Accountability and Stewardship

In accounting and business literature, the ternewardship’ and ‘accountability’ are used
interchangeably for lack of agreement on what tmeglly mean (Abdel-Khalik, 2011).

Accountabilityin the context of accounting and business meaestain how capital entrusted
on management is maintained. The preparation apdeptation of financial statements by
management is a discharge of the accountabilitetfom. Stewardship on the other hand,

emphasises the managerial strategy employed totaurainvested capital. What is important to

note, however, is that both terms describe ‘managétnansparency’. In order words,
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accountability and stewardship are dimensionsasfgparency but the aim of financial reporting
is to hold management accountable for capital stgtlion them without explaining the strategy
used to maintain the capital. This appears to logiaal objective because managerial strategy is
a key resource which should not be disclosed irrotd outperform competitors. Nevertheless
(and this is important), current and prospectiveestors desire to know theutput not
‘outcome’ of managerial strategy for this does awtount to divulgence of skills. If managerial
output has quality, then the outcome will be pusitifor example, the company’s share price
would increase. Abdel-Khalik (2011) proposed a measto evaluate theoutcome of
stewardship. According to Abdel-Khalik, stewardskgn be evaluated using an index which
pools both fair value and historical informatiodQI=(FV -HC)/HC,or (FV/HC)-1where SQlis
stewardship quality indexFVis future value;HCis historical cost. A positivesQlis a good
indicator of stewardship quality. Abdel-Khalik’sestardship index is a useful outcome index,
and in terms of the firm as a whole, it can be egped as: [market value of shares — book value

of shares] + book value of shares; or, as [mark&tesof shares + book value of shares] —-1.

However, Abdel-Khalik’'s stewardship index is an cmrhe index, not an output index.
‘Outcome’ measures the perception or value of daesgcnot a group of some current or
prospective investors. From the managerial pointi@fv, ‘Output’ is the product of stewardship
and can be measured by changes in working capéEduse it is the working of circulatory
capital that increases invested capital. Thus, gbsnn working capital should correlates
positively with changes in invested capital as adidator of good stewardship, but this
relationship might not hold with Abdel-Khalik outoe index either because of capital market
imperfection or some internal factors. Neverthelessa test of transparency, changes in equity

should correlate with changes in working capitdiariges in equity should correlate with
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changes in average share prices; and changes kingarapital should correlated with changes
in average share prices. If all relationship isrsy; then management displays good stewardship

and the capital market is efficient.

2.1.8Social and Environmental Disclosures

Social and environmental disclosures in corporatantial reporting fall within the domain of
social accounting, which is a branch of corporateoanting that reports on the responses of
corporate entities to social concerns (Asechenfi86,1p.7). These concerns, which cover social
and environmental, vary from one society to angtti@refore, each society must establish the
limits of social concerns that corporations areeet@d to report on; theagcial accountingnust
proceed to set out the items to be disclosed iparate reports, the valuation principles
applicable to those items, and the format for tiseldsures. Social issues cover decisions on
employee welfare, work safety process, and corpaegponsibility to host communities whilst
environmental issues relate to corporate respoasenvironmental pollution. However, in
practice, social issues which corporations resgorahd report on are defined by the morals of

management and public policy.

Nigeria has long expressed interest in corporatgakdisclosure; for example, the Companies
and Allied matters Act, or CAMA, mandates compart@eprepare a statement of value added as
well as report on employee welfare and work prosadsty. Table 2.1 specifies the social issues
required in CAMA. The requirements in Table 2.1 descriptive or qualitative but the statement
of value added provides financial data on socslés. CAMA did not specify a format but the
Nigerian Statement of Accounting Standard Numbg RS 2) did. The statement reports on the

wealth created and its distribution to various stedtders. The figure for value added shows the
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contribution of the business enterprise to theonatiincome of the country. The distributions to

employees in the form of wages, salaries and peasiepresent employees’ share of the wealth
created, and may be used as the basis of negot@tiancreases in salaries. It is also a measure
of employees’ satisfaction with the distributionvedalth created by the business enterprise. The
taxes paid by the business enterprise represemrgment’s share of the wealth created. Thus,

the value added model specifies financial data.

However, environmental pollution did not receivéeation in corporate financial reporting in
Nigeria. In 2008, the Federal Executive Council rapps of a corporate social responsibility
policy, and the Ministry of National Planning Conssion adopts the minimum environmental
and social disclosure requirements of the Unitetidda for all corporations (‘Nigerian First’,
2008). The United Nations Conference on Trade, &ndl Development (UNCTAD) has a
working group of experts on International StandaofisAccounting and Reporting (ISAR),
known as ‘Intergovernmental Working Groups on In&ional Standards of Accounting and
Reporting’. This working group has provided guidaran corporate responsibility indicators (
CRS indicators) in annual reports on key topicshsae contribution to economic development,
human rights, labour practices, human capital dgmknt, health and safety, community
support, value chain, and corruption. Table 2.Z@més the core indicators selected for each of
the area on corporate responsibility reporting. Trttergovernmental Working Groups on ISAR
encourages management to demonstrate how and toewteat they fulfil their responsibilities
towards their stakeholders—a group of people whe aifected by the operation of the
corporation, and can influence a corporation withoecessarily holding equity share of the
corporation. According to UNCTAD (2005), social aedvironmental disclosures increase
public recognition of an enterprise’s commitmentmproves its reputation, enhances its
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employees’ motivation, and reduces the risk of konivith third parties. UNCTAD identifies
nine areas of corporate responsibility reportirig: Workforce profile; (2) workforce turnover;
(3) training; (4) employee representation; (5) orgation of working hours; (6) health and
safety; (7) geographical spending; (8) value ch@hrases of non-compliance with regulations,
based on stakeholders’ need. The key stakeholdets rieed social and environmental
information include investors and financial ingiibms, business partners, consumers,

employees, surrounding community, civil societyasngations and governments.

According to the Intergovernmental Working Groups 5AR, investors and financial
institutions are primarily concerned with the metlermpact that corporate responsibility (CR)
issues can have on a company’s valuation. Busipadsers such as suppliers, customers, and
joint venture partners are concerned with infororaton CR issues to assess risks that might
affect the enterprise’s operations. Consumers nefximation on product safety measures,
product liability and product warranty issues agsifrom past purchases. Employees need
disclosure on employee issues for benchmarkingnagabther enterprises, industries, or
countries. An enterprise surrounding community ngeriested in issues related to economic
development; for example, jobs, health, and saféiyil society organisations such as activists
and non-governmental organisations (NGOs) needde wange of CR issues, which include
labour practices, anti-corruption efforts, and emwmental protection. These organisations use
these strands of information for benchmarking (cangon with other companies’ performance)
of an enterprise’s records in this area. Thus] arganisations seek information on CR policy

and its implementation. The government wants infdiram on an enterprise’s social engagement
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to help formulate social and economic policies i®ahtifies gaps in regulation and enforcement.

In some countries, some government offices use isfieimation when choosing suppliers.

TABLE21
Qualitative Social Issues in the Companies and Add Matters Act

S/IN Information Required

1. Activities of the company in the area of resbamd development.

2. Particulars of donations and gifts made for pumpose.

3. Charity.

4 Statements on arrangements made, or facilitiegiged, by the company for the training of
employees during the year.

5. Employee involvement and training.

6. Employment of disabled persons:

(@) Applications from disabled persons

(b)  Number of disabled persons employed during/des.

(c) Continued employment of those that have becdmabled while in the employment of the
company.

(d)  Training, career development and promotioniséloled persons employed.

7. Statement of arrangements to secure or protwguiioyees against risk of health and safety.

8. Employee welfare covering:

(@) Housing

(b)  Medical care

(c) Pension

9. Statement of action taken to introduce, mairaaith develop arrangement aimed at:

(@) Providing employees systematically with infotima on matters concerning them.

(b)  Consulting with employees or their represeneatiso that their views may be taken into account
in making decisions that are likely to affect thaterest

(c) Encouraging the involvement of employees in ttwanpany’s performance through such

(d)

schemes as employees share scheme.
Creating a common awareness on the part oéraployees of the financial and economic
factors affecting the performance of the company.

Source: Schedule 5, Part Ill of CAMA

2.1.9The Economy and Economic Growth

The termeconomyrefers to the financial affairs of a particulacsby, for example, the economy

of Nigeria. The economy is complex and, hence néedse co-ordinated to attain economic
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growth. In fact, a fundamental objective of econgisiiis to manage the economy towards
economic growth. The environment and the househal@s the basic components of any
economy. The environment provides land and othermeterials which households exploit to
produce goods and services for consumption. Thdsheehouseholds are many and of several
types; therefore, for ease of access to variegpnumptions, specialisation develops, leading to
trade by barter or some other medium of exchangesinbsas. Starkly, households specialise to
create businesses, propping up mass productionadsgand services. This breeds competition
as there are more goods and services than cambared, and to increase competitive strength
several households pool their productive skillscteate business firms to earn distributable
profit. Thus, the economy consists of household$ lamsiness firms as separate entities but
together they function as a system; for examplesibolds own the land and the raw materials
on it, which may be sold to business firms to aeat¢alth in some other form, or leased to earn
rental income. Further, households provide servarework for business firms, and in return
earn wages including gratuity, pension or whateart of the wealth from sale of land, the
rental income, or the wages is spent on purchaséseooutput of firms (that is the goods or
services of firms). The unspent part is depositétl financial institutions for safekeeping, earn
interest or both. A production firm or a financiaktitution is in business to meet the needs of
households, other firms or institutions and, henbeth production firms and financial

institutions constitute the business sector of@memy.

In addition to business firms, households creatgoaernment to provide an enabling
environment for safety and conduct of business,ciwhis the co-ordinating function. A

government is empowered by taxes, fees or othentey from households and business firms
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and spends the revenue to provide infrastructuiel as roads, hospitals, schools, power and
safety that support the development and condudbusiness. However, like households, a
government can set up business firms to producelgg@nd services. The creation of a
government adds a third sector to the economy;, thaseasing the level of interactions within
the system; for example, parts of the wealth ofsetwlds and business firms are spent on taxes,
government pays pensions, gives subsidies to assifirens so as to produce goods or services
for households consumption at affordable rate, @epbsits its revenue in financial institutions
for safekeeping or some other purpose. Speciamisd¢ads to mass production of goods and
services but might not cover the variety of needshouseholds, business firms or the
government. This allows for exports and imports—ataas with excess goods, services, and
natural resources export whilst countries in neagart. In fact, every country exports and

imports.

The gross domestic product GDP) is the output ef ¢ébonomy, and changes in the GDP
overtime is a measure of the output performancth@feconomy (Akpakpan, 1999, p.195). In
economics literature, three approaches are avaikabtetermine the GDP: the output, income,
and expenditure approaches. The output approachthseconcept of the value added of each
firm to determine the GDP. Under the income appgnp#tee distribution of value added is what
each production factor gets. The expenditure agbreams up the expenditure on final goods
and services. In fact, the statement of value adalegs into cognisance all three approaches; for
example, cost of goods consumed in the productiongss is deducted from sales to arrive at
value added; then, the value added is distributedng the factors of production. In this study,

the value added model is employed to derive theevatlded of each firm to the GDP.
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Table 2.2
Core Indicator for Corporate Social Disclosure

Group Sub-group Indicator
Contribution to 1. Total sales (contribution to GDP)
Economic development

2. Value of imports vs. exports (contributiontialance of
payments

3. Number of employees (contribution to job ciaat

4. Total of all salaries and pension paymentsit(daution

to local economic activity)

Human rights Security 7. Number of enterprise operations with armed
security(with breakdown by type of security: compan
employees, contractor, government)

Labour practices Equal 8. Number of female employees (with breakdown by

opportunity  function)

Workforce 9. Employee turnover rate (with breakdown by fuorcyi

turnover

Collective 10. Percentage of total employees covered by aatnlé

bargaining bargaining agreement (with breakdown by employee
function)

Human capital 11. Training hours for internal training (wit heflakdown by

development employee function)

12. Expenditure on internal training (with breakaholy
employee function)

Health and safety 13. Expenditure on employeetiheald safety
14. Work days lost due to accidents, injuries dinéss

Community support 15. Donations to civil societjthh breakdown by type and
nature)

Value chain 16. Number of enterprises in the ddpativalue chain
(with breakdown by supplier, distributor and looal)

Corruption 17. Number of convictions for violat®aof corruption
related laws or regulations and amount of fines
paid/payable

Source: UNCTAD, International Standards on Accounting &weporting, ISAR, /29, 2005

2.1.10Information overlioad

Information overload arises when the supply of infation exceeds the individual’'s capacity to
process information within the available time (Siha#, 1980; Schick, Gordon & Haka, 1990).
It has been observed that task performance impragethe amount of information expands
(Schroder, Driver & Struefert, 1967) but when sypptceeds the preparer’s capacity to process

information requirements, performance decline. \tisilials can only process about six or seven
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chunks of information at one time (Chewning & H#rr#990), and they spend more total time

to make decisions relative to those with lower infation loads (Casey, 1980).

Information overload arose either because the peepdack the skill to apply the accounting
standards or the cost of provision of informatiequired is costly (Eppler & Mengis, 2004).
Preparers of the financial statements might negfeancial information that is costly to
produce, and hence such information constitutesrnmition overload. In addition, some
required information in the IFRS may be less im@airt The point being emphasised is that the
rate at which information is processed can be acatd by eliminating less important
information or information too expensive to produdéen disclosure requirements contain less
important information and strands of informatiomttlare costly to produce, the reporting entity
adopts less cogitative demanding model that filimus such chunks of information so that
processing rate is accelerated. This theorisaion consonance with the neologism that people
do not make decisions based on what optimises magsobut what will bring enough
satisfaction— satisficing. The point is that demns are often made in complex environments in
which there are high degrees of uncertainty. Thegioen analogy is that people will not look
for the sharpest needle in the haystack but opghfofirst one they find that is sharp enough. The
fact is that processing capacity is an importaotdiain the efficient functioning of the capital
market, but is affected by information overload dimel capability of the decision maker (Eppler

& Mengis, 2004).

The deletion of costly information from accountistandards does not affect capital market
performance because share prices do not absorbirsocimation. A user who desired omitted
chunks of information would need to look elsewhanel, hence, incurs additional cost, but the
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market prices of shares do not impound the cosixtrcting information from external source,
so that such ‘extra costs’ is of little use to nerkarticipants. The capital market finds such
financial information too costly to extract, anchibe not impounded on share prices (Morunga &
Bradbury, 2012). This phenomenon has been deschibdtk literature as ‘market anomalies’,
which affects the validity of the efficient markbypothesis gee for example, Bernard &

Thomas, 1990; Hand, 1990; Sloan, 1996; Bloomfizf)2).

2.1.11Fm-specific Factors and Compliance level

The literature identifies several characteristitérans that influence compliance with disclosure
requirements. Auditors are the monitors of comméermeasurement, valuation, presentation
and disclosure compliances. In some cases, thést asmpany’s accountants to learn complex
standards and even set up their accounting systeas 40 prepare IFRS-compliant financial
statements (Brown & Tarca, 2005). Hodgdon, TondRdhikari & Haress (2009) find that audit
firm size is positively related to IFRS compliandésirlioglu, Tucker & Yukselturk (2013) find
that audit identity influence disclosure complianc&enerally, the big audit firms have more
informative, experienced, and analytical staff tonmor compliance with accounting standards,
but they might not enforce social and environmedtstlosure as the IFRS has declared them
voluntary. However, companies that desire inteamati recognition might comply with the
UNCTAD model of social and environmental disclosubecause voluntary disclosure is driven
by the desire for increased international expo$doeing & Guenther, 2003). Moreover, CAMA

mandates descriptive social disclosures on emplagfare and work process safety.

Large firms disclose more information than smalinB because large firms engage in more

activities. The IASB has developed separate acamyiistandards for small firms because firm
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size is an important determinant of disclosure actwbunting policy choice (Rahman, Pererra &
Ganesh 2002). Also, a company that is highly edfiitgnced will disclose more information
than that which is highly debt financed because&bamd other creditors receive information on
their debts directly from management, and they e\an sit on the board of companies. Thus,
more disclosures are required when a company igyequented than when a company is
creditor oriented f. Ball, 1995). Put simply, leverage or gearing cdfec disclosure
compliance. Further, the industry type can affestldsure compliance due to differing nature of
activities; for example, Reverte (2009) finds tleatvironmental sensitivity of the industry of
operation influences corporate social disclosum@ctwes. Rahman, Pererra & Ganesh (2002)
also note that the nature of activities within adustry could be a reason for the diversity in both
the amount and type of disclosure and measuremadtiges among firms. Foreign shareholders
in a board can influence compliance because theg beeater exposure to international market

(Misirhoglu, Tucker & Yukselturk, 2013).

2.2 The Conceptual Model of the Study

Figure 2.1 is a conceptual diagram or model, shgwie variables that characterise financial
statements and accounting quality, and their iatationships. The model depicts two broad
brush concepts: financial statements and accoumpiradity. Financial statements in the study
address the aggregate accounting amounts andrétieis, which constitute the outputs of the
accounting process. These outputs are evaluatedufality under Nigerian GAAP and IFRS.
Quality issues relate to earnings management, ma&eae relevance of accounting amount,
economic growth and distributional properties o# fimancial ratios. The measurements and

valuations which go into the preparation of thefinial statements are disclosed under IFRS and
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Nigerian GAAP, and hence disclosure compliance lsancompared. In addition, social and

environment disclosures are required under CAMAENCTAD.

Figure 2.1
Conceptual view of Events associated with IFRS adoption

Nigerian GAAP

Vs
IFRS
\/
. . . . \/
| Financial Statements | Accounting Quality |
! v ! ! v 4 4 v !
Financial Statement ME::]Z:EZM Value Economic Ratios
Elements & & Relevance Stability &
. Growth e e .
ratios Distributions
\ 4 4 + A4 4 A
Financial
Statements
A
Measurement . Social
Disclosure
& - C li - &
Valuation ompliance Environmental
A A
Nigerian GAAP UNCTAD
Vs &
IFRS CAMA

Source: researcher, 2015

2.3 Theoretical Framework
The general position of this study is that IFR%usinstrument of accounting evolution and, as
such, must be understood within a general framewbdccounting change. On this premise, we
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discuss both Asechemie and Hussein models of atiogunhange to provide a theoretical
orientation for the study. As a further orientatimnthe study, we discuss Dunning’s eclectic
worldview on foreign direct investment, or FDI, position IFRS as a key driver of economic
growth. The section ends with Pawson and Tilleyethod of realistic evaluation to provide a

methodological guide for the design of the study.

2.3.1 Asechemie model of accounting change

In accounting history, certain events impact onoaating thought and practice (Asechemie,
1996, p.19). First, the challenge of new problemepportunities, and the need to provide more
efficient means can cause accounting to changhligaria, for example, when society finds it
justifiable for a company to transfer the managdanoérpension funds to a neutral body, the
Nigerian Accounting Standards Board (NASB) respandeith SAS 8 (Accounting for
Employee’s Retirement Benefits) to account for thed in both the sponsoring company’s
financial statements and in the books of the tmusteanaging the funds. Second, major
developments in an economy can also spur accoualtiagge; for example, corporate failure in
the face of ‘good accounting figures’ led the IA%® promote fair value accounting. Third,
perverse behaviour of business persons can lead &mcounting change. In Nigeria, during the
era of the Structural Adjustment Programme, NASBeobked that the banks’ management were
imprudent in their treatments of interests andgpals received on doubtful credits, and this led
to SAS 10 and 15 (Accounting by Banks and Non-BBmancial Institutions Part | & 1l) and
the Prudential Guidelines for Licensed Banks byGeatral Bank. Fourth, the emergence of new
categories of assets and liabilities resulting freatietal values can propel an accounting

change. The International Accounting Standard NQAS 1) recognises several categories of
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assets and liabilities which previously were notNigeria GAAP. Prior to the adoption and

implementation of IFRS, the accounting professiomigeria was responsive to new forms of
transactions and any other development in the engndhe modus operandi of the Nigerian

Accounting Standards Board (NASB) was to adaptifi&to suit peculiarities of the Nigeria’'s

economy without a compromise; for example, all SBA& a section dedicated to explain
compliance with IAS and any pertinent operatioa in Nigeria. This modus operandi caught
up with cultural developments in Nigeria accountirf§uccinctly put, to a large extent, Nigerian
GAAP converged with the IAS. Therefore, what proetpNigeria to adopt and implement IFRS
is the need to recognise new forms of transactamscategories in the IFRS Framework. The
assets and liabilities are the outputs of fair galaccounting, with increased disclosure
requirements for the purpose of transparency, tareased disclosures can lead to information
overload, which can prop up disclosure practices thffer from the requirements even among

homogeneous firms.

However, the accounting change driven by the IFR8ams to economic measurement and
valuation of assets and liabilities, not socialemwvironmental. In Nigeria, societal values for
corporate social responsibility influence corponaporting in these areas. The requirements to
report on employee welfare and work safety processe already enshrined in the Companies
and Allied Matters Act, or CAMA. Also, the UnitedaNons Conference on Trade, Aid and
Development, or UNCTAD, desires the management ntities to be environmentally and
socially friendly, and has come up with corporatzial and environmental disclosures

requirements.
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On the basis of this exposition of the stimularft@counting change, we infer that Nigeria’'s
choice for full adoption of IFRS is anchored on tle2d to recognise new forms of measurement
and valuation, and in line with our conjecture, design the study to test the outputs and
outcomes of the accounting amounts, their ratiag, disclosure requirements under Nigerian
GAAP and IFRS. In consonance with Karl Popper smeof negation, measures of output and
outcome are tested for differences, and those dhat significant remain in the stock of

knowledge as explanatory factors for Nigeria’s ckaintil further test refute them.

2.3.2Hussein model of accounting change

Hussein (1981) identifies and explains six charaties that influence support for an accounting
change. These are (1) relative advantage, thathis, degree to which a proposed standard is
perceived to be superior to the present practi2g;r€levance, that is, the degree to which
financial statements based on the proposed stamquawide information pertinent to decisions
concerning (a) valuing the firm, (b) managing themf and (c) evaluating management
performance; (3) reliability, that is, the degree which information provided in financial
statements based on the proposed standard isrtmeebias and verifiable; (4) comparability,
that is, the degree to which the proposed stanmaobnsistent with existing values and past
experiences; (5) communicability, that is, the @egto which a proposed standard is easy to
understand and describe to others; (6) radicalnéss, is, material departure from existing

practice.

In line with Hussein's radicalness, the study iswduected to provide evidence of material
departure from IFRS. The study examines the injoitsthe computation of the GDP, aggregate

financial statement elements and their ratios, isgsnmanagement, value relevance of equity
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and earnings, stability of the financial ratioshwit groups and their distributional form in order
to deduce whether there is any material departara Nigerian GAAP due to the adoption of
IFRS. In addition, the study provides evidence amss#in’s reliability. The study is also
designed to show that fair values assigned to aisset liabilities are free from management’s
bias by equating the profit figures obtained unither surplus approach and the double account
method. The underlying premise is that when ursedliprofits or losses are set aside, the two
methods are ‘roughly’ equivalent so that any sigaiit difference measures subjectivity of fair
value practice. Moreover, management claim of eapitaintenance is verified by correlating
changes in equity capital with changes in workiagital. Furthermore, the alleged payment of
dividend from fair value profits is tested by cdateng changes in the size of dividend paid with

changes in unrealised profits or losses.

Hussein explains that accounting change, as arvatiom, can be studied by focusing either on
results of the change or the process itself. Thidysfocuses on the results of the change; for
example, the financial statement elements, theiioga earnings quality, value relevance,
disclosure compliance and economic growth eventinaite IFRS adoption. However, the study
examines the process underlying the surplus appraad the double account method to learn
any cause of difference, which is ascribed to Ureee profits and losses, and by draining
differences off the process, it becomes legitintatequalise background and, hence, test the
significance of difference in profit figures. More®y, by correlating changes in equity and
changes in circulatory capital, the study focuseshe managerial process of maintaining equity
capital, and by correlating changes in dividendtriistions and changes in unrealised
profits/losses, the study tests whether managempetect creditors in consonance with the

capital maintenance doctrine.
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2.3.3Dunning’s eclectic paradigm

This paradigm holds that foreign direct investmgeat$=DI, result from ownership, location, and
internationalisation advantage (Gordon, Loeb & ZRD12). The search for market, resources,
efficiency, and strategic assets, is the forcermRDI (Dunning, 1998; 2000; 2001). One of the
key determinants that international investors wsgauge these variables is the GDP, and IFRS
adoption can alter the GDP per capita; hence thasables, which drive FDI flows, are affected
(Preobragenskaya & McGee, 2004; Gordon, Loeb & 2012). If the implementation of IFRS
affects the GDP, then IFRS is an indirect driveFBAl flow. The argument is that international
investors lack sufficient information to evaluate@untry’s market, resources or efficiency of
management; therefore, the IASB intervened to seinmum disclosure requirements, which
should reveal all strands of information necessamake investment decisions. Put succinctly,
this explanation which is grounded on principaltg#gamework, states that IFRS increase
information disclosure and, hence, reduce the mé&tion gap between principal (investors) and
agents (management), which should now lead to pottfolio and foreign direct investments
(cf. Meser, Veith & Zimmermann, 2015). The principaéds information about the business and
the agent satisfies this need by financial repgrbat agents can be economical with the truth
because there is always the tendency to expropit@teprincipal. Thus, both disclosure and
expropriation are agency cost but the latter faweigh the former so that IFRS is seen to

reduce agency cost.

The board system which comprises audit committeéernal and external auditors, are
mechanisms of the principal to stop managementange shareholders from misconduct but as

Waring observes, human beings are sometimes campesometimes collaborative, often both
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(Waring, 1973). Boards become redundant when tiseaelominant active shareholder (Brewer,
1997). The flurry of bank recapitalisation and adi&tion which occurred in Nigeria during

2004-2006 substantiates this statement. Most ob#m&s affected were family businesses with
boards constituted to meet statute requirements fainily owners of these banks sponsor board
members who must remain loyal at all times. Therdbaystem is now seen as deficient, and

Brewery has called for replacement by a formal cattes of advisors.

Audit committee can call upon the internal audttmrcarryout an investigation on any issue that
is not clear to it (CAMA, 2004, s.359). Thus, memsbef audit committees need no accounting
knowledge except, perhaps, knowledge of the ingustwhich the company operates. However,
reliance on the internal auditor for investigatisra quirk on corporate governance because the
internal auditor is a management employee and isolden to management. Corporate
governance ethics require the internal auditorefmort any alarm on financial misappropriation
to the audit committee rather than management listdoes not raise the serpent tail above
waters. There is always some informal relationdlgfween external auditors and management,
and this can affect the truth. Therefore, mechasisih corporate governance need to be
complemented with adequate information disclosure reduce the risk associated with
uncertainty, and this should attract capital to dbenestic market. More to this point, with low
level of disclosure or weak enforcement mechanisigorporate governance, international
investors are not willing to enter into the marlatd for investors who do not care a damn, they
demand higher risk premium but with IFRS disclosemnpliance, information is readily

available to decide whether a company is good dr &ad this should reduce risk premium.
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2.3.4Redlistic evaluation

The method of realistic evaluation, designed by $tawand Tilley (1997) for the evaluation of
public policies and programmes, guides the condiitiie study. ‘Realistic evaluation’ has three
elements: context, mechanisms and outcomes, whieHack into a systemMechanismsre the
causes of outcomes (that is the events experiemcéae real world), and can occur only in
specific contexts, not in all contexts. Mechanigongduce outputs which society evaluates as
effective or ineffective. As an example, an edunal system produces graduates (the outputs),
which are employed in commerce and industry. Tise edth which graduates secure jobs and
employers’ perception of the quality of graduates measures of outcomes. In this study, the
IFRS is spotted as an instrument of accounting gaga mechanism) which produces financial
statement amounts (outputs) for investors and otismrs to evaluate (outcomes). Two
fundamental issues emerge from this analysis. Tisé questions whether the outputs of the
accounting change differ significantly from that thie old system. If they are not, then one
should expect little or no improvement in the omtes. The second issue addresses the quality
of outcomes, based on remarkable differences betwatputs of the old and new system. An
accounting change is justified only if the outpiuntsn the new process are of higher quality. The
thesis is that if the outputs of the accountingcpss are of high quality, then the outcomes
should be of high quality. In concrete calibratioristhe accounting amounts under Nigerian
GAAP and IFRS differ, and the accounting amountdeunFRS is of higher quality then market
value relevance of the accounting amounts undeSIBibuld be higher. In the spirit of realistic
evaluation, the financial statement elements aed #ccounting ratios have been identified as

the outputs from the application of the IFRS fosemsment vis-a-vis the outputs of Nigerian
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GAAP. If the results from the assessment are audstg, then, higher quality earnings and

increased market value relevance of equity andregsrare expected.

2.4 Empirical Review

2.4.1 Rnancial statement elements and ratios

Several studies have been conducted to detecffdat of transition from domestic accounting
standards to IFRS. The data are cross-sectionaibdisons of the financial statement amounts
and the ratios. These studies compare the crosisisg@cdistributions of the accounting figures
under the domestic accounting standards and IFSi8g appropriate descriptive statistics based
on either the change distribution or a distributadnGray’s comparative index, and inferential
test results. Table 2.3 is a summary of major skidn the adoption effect of IFRS on financial
statement elements and ratios by country and fgsihrrespective of the legal system and
source of finance to companies, there appears tmdbenajor differences in findings; for
example, the effects on assets and indebtedneSpam and UK are essentially the same
(Gaston, Garcia, Jarne & Gadea, 2010) though thdtseare somewhat different in terms of
equity and profitability. Gaston, Garcia, Jarne &d@a (2010) report that the transition to IFRS
in the UK increases assets and liabilities bute@ses equity and profitability. Silvap Couto &
Cordeiro (2009) and Istrate (2014) also detect an incre@as®uity but decrease in net income

and profitability.

A decrease in equity and an increase in profitgbdr vice versa is incongruent and, in fact, the
results of concomitant studies fail to sustain fhastern; for example, latridis (2010) and Lueg,

Punda & Burkert (2014) detect increase in both tggand net income in the UK. Hung &
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Subramanyam (2007), Lantto & Sahlstrom (2009) ardled Ernstberger & Froschhammer

(2009) also detect increase in equity and profiitghin code law countries. This appears a rather

subtle point and is worth thinking through.

Table 2.3
Studies on adoption effect of IFRS on Financial Sement Elements and Ratios by countries and findirsy
S/IN Authors & countries Major findings
1. Jermakowicz & Gornik- Increase in earnings & equity.
Tomaszeaski, 2006; EU
countries.
2. Hung & Subramanyam, 2007jncrease in equity, income, total assets, & li¢ib#i.
Germany.
3. Haller, Ernstberger & Increase in net income and equity.
Froschhammer, 2009;
Germany.
4, Godwin, Ahmed & Heaney, Increase in liabilities, equity, profit, no effeoh assets & the
2008; Australian. ratio of operating profit to total assets.
5. Lantto & Sahlstrom, 2009; Increase in long-term debts, equity, total lialght increase in
Finland. operating profit to sales, net income to equityt, hol effect on
current ratio.
6. Silva, Do Couto & Cordeiro, Increase in assets, liabilities & income but deseem equity;
2009; Portuguese decrease in gearing ratio.
7. Stent, Bradbury & Hooks,Increase in assets, liabilities, equity & profittlbdecrease in
2010; New Zealand. equity but no effect on revenue; increase in nefifpto equity,
leverage, net profit to sales.
8. Gaston, Garcia, Jarne &Assets, liabilities, or indebtedness increase ith loountries but
Gadea, 2010; UK & Spain  solvency decreases.
9. Lueg, Punda & Burkert,Increase in net profit to equity, operating proditsales, but no
2014; UK. effect on current ratio.
10. Grossman, Smith & Tervo,No differences in financial statement numbers.
2013; U.S.
11. Misirhglu, Tucker and Increase in assets, equity, long-term debts tatyduit no effect
Yukselturk, 2013; Turkey.  on liabilities, retained earnings & current ratio.
12. Istrate, 2014; Romania. Increase in equity l@wdrage but decrease in net income &
return on equity.
13.  Baki, Uthman & Sanni, 2014;No significant differences in financial ratios.

Nigeria.

Source Review of empirical studies on aggregate acoguaathounts and ratios by the researddé52

The US has not adopted the IFRS and as such stuskesultinational companies that prepared

financial statements in US GAAP and restated toSRBR detect the effect of adoption on the

accounting amounts. One such study conducted bgsBran, Smith & Tervo (2013) detects no

impact, suggesting that the US GAAP and the IFRSnat essentially different though value
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relevance might differ due to societal values. Igeiia, Baki, Uthman & Sanni (2014) compile
a time series distribution of some financial rafi@sn the accounting records of a single oil firm
that voluntarily adopted IFRS and test for the ddwopeffect without a control for time series
differences. The object of the study is to detketimpact of IFRS adoption on time series ratios,
not to evaluate the accounting change. Thusstidy is the first to fill this glaring hole in the

literature.

2.4.2Financial ratios stability and distributional forms

Several studies have been conducted on the distmial properties of financial ratio
distributions. Table 2.4 summarises the studiethbyne and findings. An examination of Table
4 shows that the distribution of a financial ratieviates significantly from the normal
distribution. Only Horrigan (1965) & O’Connor (1978nd approximate normality. However,
these studies were not designed to detect normaditgn objective but as part of preliminary
analysis to select appropriate statistics. Deaknotevthe seminar paper on the normality
assumption that is said to underlie the distributid financial ratios (Deakin, 1976) and detects
non-normality but Bird & McHugh (1977), in a clostudy, find approximate normality.
However, subsequent studies corroborate Deakisigdtee Both Frecka & Hopwood (1983) and
Ezzamel, Mar-Molinero & Beecher (1987) replicateakia’s study and observe similar results.
Other independent studies also confirm Deakin'sltegBougen & Drury, 1980; Buckmasters

& Saniga, 1990; Martikainen, Perttunen, Yi-Olli,@unasekaran, 1995; Akintola, 1998).

Outliers appear to be the major cause of non-natyrahd instability of financial ratios within
groups; for example Martikainen, Perttunen, YlitO8 Gunaekaran (1995) examine the
distributions of 10 financial ratios and detect wramality for six, and approximate normality

in return on investment, return on equity, quickarand the current ratio. However, all ratios
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became normally distributed when outliers were ified and eliminated. Further, they find that
financial ratios within a group tend to be morebktawhen outliers have been eliminated.
Nevertheless, Bougen & Drury (1980) and Ezzamelr-Malinero & Beecher (1987) detect
non-normality even after the elimination of outheilhe industry effect is likely to account for
the non-normality observed in previous studies bgeathere is large variability of capital
intensity among companies producing different potsl{Buckmasters & Saniga, 1990) though
Deakin (1976) was inconclusive as to whether thimgavere normally distributed within an
industry. Nikkinen & Sahlstrom (2004) examine thstrbution of financial ratios across firms
in different countries and find non-normality, segting that the accounting environment affects

the distributional form of financial ratios.

A further study of Table 2.4 shows that there iscnasensus on the number of financial ratio
groups or the ratios that should go into a group.ti® basis of pragmatic empiricism (logic),
Horrigan (1965) classifies financial ratios into otwbroad brush groups: liquidity and
profitability, with the former sub-classified inghort and long term, based on maturity period,
and the latter into return on investment, capitaindver, and profit margin. Pragmatic
empiricism can be contentious and, in fact, thered consensus. A data orientation approach
has also be used to group financial ratios, leadomgeveral groups but there is still no
consensus; for example Pinches, Mingo & Carrutfie®33) follow a data orientation approach
and obtain seven groups but Laurent (1979), folhgwthe same approach, identifies 10 groups

whilst Johnson (1978, 1979) identifies nine factors
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Table24
Studies on Distributional Characteristics and Stalfity of Financial Ratios

S/N Studies Theme Major findings
1. Horrigan (1965) Cross-sectional distributionatterns of 17 financial ~ Positively  skewed, but approximate normal
ratios. distributions.
2. O’Connor (1973) Cross-sectional distributiori6ffinancial ratios, tested Some positively skewed; some negatively skewed;
as a preliminary analysis in a study. overall, they approximate a normal distribution.
3. Deakin (1976) Cross-sectional distribution offibancial ratios that  Detected non-normality due to outliers; total debts
normally featured in distress prediction studies. total assets ratio follows a normal distribution.
4. Frecka & Hopwood (1983) Replicated Deakin study. Detected non-normality due to outliers
5. Ezzamel, Mar-Molinero & Replicated Deakin study Detected non-normality eaféer eliminating outliers.
Beecher (1987)
6. Bougen & Drury (1980). Cross-sectional distrnbntof 7 financial ratios Detected non-normalityea\after eliminating outliers.
7. Buckmasters & Saniga Distributional form of 41 financial ratios and siléip Detected non-normality and stability for majy of the
(1990) financial ratios.
8.  Akintola (1998) Cross-sectional distribution6ofinancial ratios Detected non-normality excegt ¢trrent ratio.
9. Martikainen, Perttunen, Yli- Cross-sectional distribution of 10 financial ratios Detected non-normality in 6; became normal after
Olli & Gunaekaran (1995) stability properties of financial ratios eliminating outliers; the financial ratios becontede
after eliminating outliers.
10. Pinches, Mingo & Classification of financial ratios using explorator Identified seven factors; financial ratios are alver
Caruthers (1973) factor analysis. time.
11. Johnson (1978, 1979) Classification of finah@#os using exploratory Identified nine factors; stability over time.
factor analysis.
12. Chen & Shimerda (1981) Classification of finahecatios using exploratory Detected instability of financial ratios.
factor analysis.
13. Cowen & Hoffer (1982) Inter-temporal stabiliif/financial ratio classifications. Detected inslijpof financial ratios.
14. Martikainen & Ankelo, Financial ratio behaviour in terms of classificatio Financial ratios are instable; instability more
(1991); Martikainen, pronounced for firms about to fail.
Puhalainen & YIi-Olli
(1994)
15. Pohlman and Hollinger, Classification of financial ratios using confirmgto A priori categorization confirmed.
(1981) factor analysis.
16. Luoma and Ruuhela (1991) Classification ofricial ratios using confirmatory Detected profitability and liquidity as clusterspori
factor analysis. dimension confirmed.
17. Kanto and Martikainen Classification of financial ratios using confirmato A priori categorization confirmed.

(1991)

factor analysis.

Source:Review of empirical studies on distributional feytemporal stability, and group stability of fiialvatios by the research@1®
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In practice, logic or pragmatic empiricism guidesalgsts and investors in the selection of
financial ratios for use. On this, a useful reskaassignment would be to reconcile the two
approaches; that is, use a data orientation apiprimaconfirm the financial ratios in a pragmatic
group as well as determine whether they remain fiithin a group. Accordingly, Chen &
Shimerda (1981) use judgment to reconcile categdrésed on logic and data orientation with
10 representative financial ratios as well as us#ienatory factor analysis to confirm the ratios
but detect high instability within groups. Also, Wen & Hoffer (1982) examine inter-temporal
stability of financial ratios and obtain concomitaasults. Some studies attribute instability of
financial ratios within groups to distress (for eyge Martikainen & Ankelo, 1991; Martikainen,

Puhalainen & Yli-Olli, 1994).

In multivariate studies that use financial ratissrguts, an important assignment is the selection
of a representative financial ratio within a gro@enerally, financial ratios within a category are
doing the same thing so that a surrogate mustlbeted to avoid multicollinearity effect on the
results of prediction. Horrigan (1965), Pohiman &llithger (1981), and Kanto & Martikainen
(1991) find that financial ratios within a groupednighly correlated. Horrigan (1965) suggests
that the selection of a surrogate financial ratomT a group be based on empiricism but this can
be subjective. A plausible scheme would be to heeriean value of all ratios within the group

or a data orientation approach may be used.

In multivariate studies that use financial ratissrguts, an important assignment is the selection
of a representative financial ratio within a gro@enerally, financial ratios within a category are
doing the same thing so that a surrogate mustlbeted to avoid multicollinearity effect on the

results of prediction. Horrigan (1965), Pohiman &llihger (1981), and Kanto & Martikainen
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(1991) find that financial ratios within a groupednighly correlated. Horrigan (1965) suggests
that the selection of a surrogate financial ratomT a group be based on empiricism but this can
be subjective. A plausible scheme would be to heertean value of all ratios within the group

or a data orientation approach may be used.

2.4.3IFRS and Value relevance

Studies on value-relevance of accounting data exarhie association between securities prices
and accounting measures (Holthausen & Watts, 2001.presumption of value relevance tests
is that accounting data are more informative t@sgtors if they exhibit a higher association with
share prices or returns (Lang, Raedy & Wilson, 208 ‘accounting measure’ is defined as
value-relevant if it has a predicted associatiothvghare prices (Barth, Beaver & Landsman,
2001). Such accounting measures must reflect irdoaom relevant to investors in valuing a firm,
and is measured reliably enough to be reflecteshare prices (Palea, 2013). Stock prices and
stock return are summary measures of equity vahek change in equity value that reflect
investors’ capital allocation decisions whilst eags and equity book values are accounting
amount or data (Barth, Landsman, Lang & William812). Ohlson (1995) runs a regression of
earnings and book value of equity against stockegrio detect value relevance but Brown, Lo
and Lys (1999) criticise this model, arguing thatle difference across stock prices is a
correlated omitted variable that increases the ficomfit of determination. They recommend

deflating the regression variables by past priasotatrol for scale effects.

The literature on value relevance is replete wititls return models but several authors have
argued for a valuation model. Lev & Ohlson (1982jug that valuation models are less sensitive
to model specification. Rees (1997) considers thaation approach as more convenient than
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the more usual stock returns-based analysis, onngsothat the parameters estimated using
valuation models are reasonably close to thoseotagdrom theory, and that the explanatory
power of such models is relatively high. Kothari &mmerman (1995) also promote the
superiority of valuation models over the return mledLandsman & Magliolo (1988) argue that
the advantages of one approach over the othengayely dictated by what the researcher wishes
to assume. Gu (2005) suggests that the choicettedrdevels or returns model depends on the
researcher’s belief and research question at hathérrthan any scale factor concerned. Given
this historic debate, there appear to be no thieatgustification for the superiority of return

models over valuation models.

Value relevance models, whether stock-return anatadn base methodology, can take a simple
form whereby market value or stock return is exgedsas a linear function of book values and
earnings, or a linear combination of book valuenegs, research and development expenditure,
dividends, capital contributions, and other infotima (Akbar, Stark & Shah, 2011). The
inclusion of many control variables in a model gases the explanatory power (Akbar & Stark,
2003) but such proxies can include idiosyncrasfesegression of book value of equity and
earnings on stock return or share prices have theesubject of studies on ‘value relevance’ but
Akbar, Stark and Shah (2011) partition earninge tdsh flow and current accruals, and show
that these have separate value relevance, andricyter, cash flows have incremental value
relevance relative to both earnings and funds fldthis is expected because cash flow is an
economic outcome (Barth, Landsman, Lang & Willian212). Value relevance relates
exogenous market variables to accounting measwuresxternally validate these accounting
measures, and this is logical because accountiragunes are intended to provide the market

with new information or to confirm market expeataus, and hence they influence market
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valuation. However, a germane question is whetlérevrelevance models holds during times
when market values behave erraticatlf/ Elias, 2012). Table 2.5 is a summary of major gsidi

on value relevance.

In the United Kingdom (U.K.), latridis (2010) inuegates value relevance of the accounting
amounts under U.K. accounting standards and IFR&e€eTregression models were estimated for
results to carryout the comparison. In the firsdelpthe book value per share and net profit per
share were regressed on share price; in the senoddl, net profit divided by beginning of year

share price was regressed on stock return withangideration for cash dividend received; and
in the third model, book value per share and to#dlprofit per share were regressed on stock
returns. A separate regression model was estinfategre-official and official periods so that

explanatory powers and coefficients are comparextder to detect higher value relevance.

latridis finds that the adoption of IFRS has lednmore value relevant accounting measures.
Clarkson, Hanna, Richardson & Thompson (2011) conhau similar study in Europe and
Australia. The study involves firms from 15 couesriamong which the U.K., Australia and
Ireland are the common law countries. They find tha adoption of IFRS has no impact on
value relevance of market participants in commaw dauntries. In addition, after adoption and
implementation, value relevance of market participan the two groups of countries became
equal, suggesting that IFRS enhances comparabiigghal, Chtourou & Fourati (2012)
replicate this study, comparing characteristicaafounting numbers in the pre-mandatory IFRS
adoption period (2002-2004) and the post-mandafeiRS adoption period (2006-2007) and

find less value relevance after the implementatibl-RS.
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Table 2.5
Studies on adoption effect of IFRS on Value relexiee

S/IN Authors & countries Major findings

1. latridis, 2010, U.K. Increased value relevance.

2. Clarkson, Hanna, Richardson and No impact on value relevance of common law countries;
Thompson, 2011; Europe and value relevance of code law countries becomes equal to that
Australia. of common law countries.

3.  Zeghal, Chtourou & Fourati, 2012; Less value relevance.

Europe and Australia.

4, Gaston, Garcia, Jarne & Gadea, 201Btore value relevance in both countries.
Spain and U.K.

5. Elias, 2012; Australia. Increased value relevance.

6. Dimitropoulos, Asteriou, Kousenidisncreased value relevance.
and Leventis, 2013; Greece.

7. Liu, C., Yao, Hu, & Liu, L., 2012; Higher value relevance.

China.

8.  Elshandidy, 2014; China. Increased value relevance.

9. Elbannan, 2011; Egypt. Decrease in value relevance.

10. Outa, 2011; Kenya. Mixed results: some metrics indicatginaincrease; some

decrease.

11. Ames, 2013; South Africa. No improvement in value @aiee.

12. Anandarajan & Hasan, 2010; Egyptncrease disclosure leads to more value relevance; legal and
Israel, Jordan, Lebanon; Moroccogconomic environment, foreign ownership and multinational
Tunisia, and Turkey. activities influence value relevance.

13. Khanagha, 2011; Bahrain and Unitedalue relevance increase in Bahrain but decline in UAE.

Arab Emirate (UAE).

14. Eng, Sun & Vichitsara, 2014; U.S. No significanfatince in value relevance.

15. Barth, Landsman, Lang &Williams, With firms from code law countries, U.S. GAAP have higher
2012; U.S. value relevance than IFRS; comparable results are obtained

for firms with common law countries.

16. Grossman, Smith & Tervo, 2013No significant difference in value relevance.

U.S.

Source Review of empirical studies on value relevanearaings and equity by the researddds2

Gaston, Garcia, Jarne & Gadea (2010) compare thédemveen book value and market value

under local GAAP and IFRS for Spain and the Unika&dgdom. Spain is a code law country

whilst U.K. is a common law country. They find thhe gap between book value of equity and

market value of equity is higher under IFRS thardamnlocal GAAP in both countries,

suggesting that the implementation of IFRS impactsvalue relevance of accounting data in

both countries. Elias (2012) also investigatesitigact of mandatory adoption on accounting

guality in Australia and finds increased value valece. Dimitropoulos, Asteriou, Kousenidis, &

Leventis (2013) employ a before-and-after impleragonh design to examine accounting quality
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in financial statements prepared under Greece atiogustandards and IFRS. Greece is a code
law country and is a member of European Unionhm study, the pre-IFRS period is 2001 to
2004 whilst the post-IFRS period is 2005 to 2008eyl use the explanatory power of a
regression of net income and book value of equitystomck prices with proxies to control size,
risk, growth and profitability to detect value red@ce and find that the adoption of IFRS leads

to greater value relevance of earnings and boakegal

Liu, C., Yao, Hu & Liu, L. (2011) examine the impaxf IFRS on accounting quality in China.
The Chinese economy is highly regulated; it is sifeesd as an emerging economy. They find
improvement in accounting quality with significanthigher value relevance of reported
earnings. Also in China, Elshandidy (2014) invesitg value relevance of accounting data after
the adoption of IFRS. The study uses a before-#ied-@esign to detect whether convergence of
IFRS with Chinese Accounting Standards leads tdidrigvalue relevance. The study also
includes companies operating in Hong Kong, so tiet analysis includes Hong Kong
accounting standards. The study finds that accogrdata are value relevant under the Chinese

and Hong Kong accounting standards but value rat®/acrease after convergence.

In Egypt, Elbannan (2011) investigates value releeain the regime of IAS during the period
1997 to 2006. The government sets accounting stdsdarough a ministerial body. However,
in the absence of Egyptian accounting standardgrnational Accounting Standards are
adopted. Egypt adopts IAS-based standards in 29Bich are later revised in 2002 and 2006.
The study uses a market value model, where Tobjimssused to generate a measure of market
value. The study finds that the implementation A% laffects firms’ market value negatively.

Outa (2011), using listed firms in Nairobi, Kengampares financial statements prepared under
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pre-IFRS and post-IFRS adoption to learn whetheoaating quality has improved as a result of
the implementation of IFRS. The outcome of the wtgows mixed results: some metrics
indicate a marginal increase in accounting quaktyme decrease. Ames (2013) investigates
accounting quality in financial statements of firmperating in South Africa. The study
compares financial statements prepared beforediygtian of IFRS with those prepared after the

adoption. The study finds no improvement in vaklevance.

Anandarajan & Hasan (2010) investigate how vallevesce of accounting data is influenced
by transparency, legal environment, source of auiog standards, and extent of foreign
ownership in the local market. The study also itigeses how institution specific characteristics
such as size, risk, openness, economic environ@edtthe extent of multinational activity
impact value relevance. Companies were drawn astosk exchanges in Egypt, Israel, Jordan,
Lebanon, Morocco, Tunisia, and Turkey. The studasures accounting quality with CIFAR
accounting index, which is produced by the ‘Cerfbe International Financial Analysis &
Research’. The CIFAR index measures the propodio85 financial disclosures included in a
representative sample of companies annual repBdsntries with higher CIFAR indexes are
characterised by relatively greater financial disares; that is, more transparent, more intensive,
and higher quality. The study finds that value valece is affected by disclosure requirements of
a country’s standard board. In particular, valuevance is more significant in countries that
require greater disclosure of financial informatexmd lowest in countries that had lesser levels
of disclosure. Value relevance is greater whenpteate sector is involved than when it is
purely government determined. Further, legal emvitent influences value relevance. Also, the

involvement of foreign equity holders in local fisnnfluenced value relevance; however, with
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respect to institutional specific characteristicaue relevance is not influenced by size and risk

but by the extent of openness, economic environnagiak multinational activity.

Khanagha (2011) investigates value relevance obuatng data to market participants in
Bahrain and the United Arab Emirates (UAE). TheseMiddle Eastern countries. Companies
in Bahrain are required to comply with IFRS in 2004ilst those in UAE in 2003. The author
uses the earning return model developed by EastHiargs (1991) as modified by Biddle, Seow
and Siegel (1995), and the popular price model tblattes share prices to earnings and book
value of equity to study value relevance on a leetord-after design. They complement their
analysis with a portfolio approach that distingeisiiong and short terms value relevance. The
study finds that in Bahrain value relevance of actimg data increases after the implementation

of IFRS but in UAE there is a decline in value valece after the reform.

There are no studies in the literature that comphariéed States, or U.S, accounting standards
with IFRS using only U.S. firms because the courdryet to adopt IFRS. The studies in the
literature use an indirect approach which involthe use of non-U.S. firms that prepare
financial statements in IFRS and restate them 8. @ccounting standings. Moreover, the
restatement requirement has been cancelled, aademilt the management of a non-U.S. firm
operating in the U.S. can decide to prepare firsrstatements using U.S. accounting standards
or IFRS. Eng, Sun & Vichitsara (2014) compare vaklevance of accounting data of non-U.S.
firms that adopt IFRS with those that adopt U.Soaating standards, and find no significant
difference. A pertinent question on this study feether the firms in both samples are equivalent

in essential aspects; for example, size, audiidestity, and so forth. Barth, Landsman, Lang
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and Williams (2012) match a sample of U.S. firmd ann-U.S. firms using size and industry as
matching coefficients. They find that U.S. accongtdata generally have higher value relevance
than IFRS accounting data with firms from code lesuntries but comparable results are
obtained for firms from common law countries. Hoeeuthis study also suffers from unmatched
samples due to different reporting incentives amireement mechanisms. Grossman, Smith &
Tervo (2013) compare the value-relevance of IFR3 ttamarket participants in the U.S. They
use a multivariate framework to compare abnormairns of European firms that prepare
financial statements restated to U.S. accountiagdstrds with U.S. firms listed in the New York
Stock Exchange. They find that market participasisnot place a premium on IFRS-based
financial information than U.S. accounting stangdapdsed financial information. Again, this
study suffers from the same methodological flawseobed in Barth, Landsman, Lang &
Williams (2012). There are several other studieva@une relevance in the U.S. but because the
approach is not directly on the U.S. firms whiclkgare financial statements in U.S. accounting

standards and the IFRS, these studies are noteedusre.

2.4.4IFRS and Eamings management

There are several studies in accounting literatwehave investigated earnings management but
the review is limited to those conducted to detibet effect of IFRS adoption on earnings
management. Some of these studies were conductedydbe time when the adoption of the
international accounting standards was voluntaog,mandatory. At that time, firms apply the
international accounting standards because theg haentives to do so, not because of the
change in the financial reporting system. Howetlggse studies control the intervening effects

of voluntary incentives in order to obtain relialsksults. In addition, these studies use match
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samples of two groups where one group consistgrafusing domestic accounting standards
and the other using the international accountiagddrds. Also, these studies draw firms across
different countries so that there is the need tleeeisuspend or control the effects of intervening
variables, for example, differences in economicir@mmnent, enforcement mechanism, and
judicial system (for example Barth, Landsman & LaBg08). Some studies use voluntary and
mandatory firms in order to detect the effect dR8-adoption on earnings management. They
form two primary groups: voluntary and mandatorp@ers and two sub-groups: pre-adoption
and post-adoption, whereby each firm acts as its oantrol. In these studies, the firms are
either drawn across countries (for example Hougé,Qunstan, & Karim, 2012; Ahmed, Neel

& Wang, 2013; Rao & Warsame, 2014; Christensen, Wéalker & Zeng, 2015) or, limited to
an individual country (for example latridis, 2010y, Yao, Hu & Liu, 2011; Elbannan, 2011,
Elias, 2012; Ames, 2013; Dimitropoulos, Asteriowgusenidis, and Leventis, 2013). The present
study falls into this last category. Table 2.6 issammary of recent studies on earnings

management.

The findings in the literature are mixed. Barthnlaman & Lang (2008), which used matched
group of firms from 21 countries, find that firmgying the international accounting standards
evidence less earnings management and higher velieance. Ahmed, Neel & Wang (2013)
using the firms as their own control, drawn acr@ countries, detect higher earnings
management during the IFRS regime. Rao & Warsa®®4(? using firms as their own controls,
drawn across 21 African countries, detect lessiegsmrmanagement and higher value relevance
of earnings. Christensen, Lee, Walker & Zeng (2airav firms from Germany, make the firms
act as their own control but partition the firmsoirvoluntary and resisters (that is mandatory

adopters), and detect less earnings managementidy the firms are voluntary adopters in
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the pre-IFRS and post-IFRS. Capkun, Collins & Jeamj(2012), drawing firms from 29
countries, partitioned voluntary firms into latedagarly adopters, plus mandatory adopters, and
find that IFRS adoption lead to higher earnings ag@ment. The explanation for the mixed
findings has been ascribed to weak enforcement amesims and inefficient judicial systems
even though these studies included controls inr tdesign. Houge, Zijl, Dunstan & Karim
(2012) detect less earnings management, using filrag/n across 46 countries, only when
strong investor protection mechanism exists. leri@010) in the United Kingdom; Zeghal,
Chtourou & Fourati (2012) in Australia and Eurojgias (2012) in Australia; Dimitropoulos,
Asteriou, Kousenidis & Leventis (2013) in Greeced &recco (2013) in Brazil, all detect less
earnings management during the IFRS regime. Asid® fChristensen, Lee, Walker & Zeng
(2015), these country-specific studies have a modedoluntary and mandatory firms in both

dichotomy of the pre-and post-IFRS adoption.

Table 2.6
Studies on adoption effect of IFRS on Eamings Magement
S/IN Authors & countries Major findings

1. latridis, 2010; U.K. Less opportunity for earningsamagement; more timely loss

recognition.

2. Zeghal, Chtourou & Fourati, Less earnings smoothing; less managing toward a target; decrease
2012; Australia and 15 EU in absolute discretionary accruals; increase in accruals quality.
countries.

3. Elias, 2012; Australia. Less earnings management; earlydosgnition; increase value

relevance.

4. Dimitropoulos, Asteriou, Less earnings management; more timely loss recognition.
Kousenidis, & Leventis, 2013;

Greece.

5. Grecco, 2013; Brazil. Less earnings management.

6. Elbannan, 2011; Egypt. No evidence of reduction in egsmmnagement.

7. Outa, 2011; Kenya. Mixed results: some metrics indicate desnings management;

some increase.

8. Ames, 2013; South Africa. No improvement in earningaagement.

9. Liu C., Yao, Hu, & Liu, L., Less earnings management.

2011; China.
10. Rao & Warsame, 2014 Less earnings management

11. Christensen, Lee, Walkerless earnings management with voluntary adopters
& Zeng (2015)
Source Review of empirical studies on eamings manademet-RS adoption by the researchiéi?
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In other words, some firms in the pre-IFRS or g&&S period include firms which had earlier
applied IFRS even before the accounting changenbeaaandatory. A mixed of firms that
applied the IFRS before the accounting change wadensompulsory and firms that waited till
the mandatory pronouncement can drive the resiils study. Capkun, Collins & Jeanjean
(2012) who took this heterogeneous feature of fiimte account detected higher earnings
management. Christensen, Lee, Walker & Zeng (28&gct higher earnings management with

mandatory adopters but less earnings managemedntaliintary adopters.

2.4.5IFRS and Capital maintenance

There are no prior empirical studies on this tagictudy but the literature is reviewed on fair

value and capital maintenance to establish theemaacies levelled against the IASB or its
Foundation. The perceived role of fair value actimgnin the 2007-2009 financial crisis is the

precipitator of the inadequacies levelled agaihst tASB. The usual explanation is that the
write-down of assets due to fair value accountingdes subscribed capital, and that this can
force companies to sell assets at ‘fire sale’ griaed, hence, set off a downward spiral—a
contagion (Laux & Leuz, 2010). Whilst some beli¢lat fair value accounting is a major cause
of the financial crisis (for example McMahon, 208trampelli, 2011) others believe that fair

value accounting has nothing to do with the ciiBisom, 2011; Barth & Landsman, 2010; Ball,

2008; Laux & Leuz, 2010; Abdel-Khalik, 2011; UniteStates Security and Exchange

Commission [US SEC], 2008).

The two most cited causes of the crisis are risklamerage. McMahon (2011) argues that fair

value accounting makes risk and leverage to drepdihg to improper decisions, which
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exacerbated the crisis. Further, McMahon argues uhdercapitalisation and equity-lacking
guality is caused by the Financial Accounting Stadd Boards (FASB) of the United States of
America and IASB forcing all paper gains to equrgther than banks making poor decisions of
their own. In contrast, Ball (2008) argues that B®7-2009 financial crisis is due to sharp
reduction of cash flow expectations and increagedodnt rates. According to Ball, fair value
accounting helps inform potential lenders of dexlin asset values and, hence protect them
against wrong economic decisions. Bloom’s anal{Bisom, 2011) substantiates Ball's view.
According to Bloom, there is no evidence that failue caused the financial crisis but changes
in fair value affected companies’ net income, aapital maintenance. Like Ball, Bloom blames
the financial managers of financial companies wiedgr to pay dividends to their shareholders,
hoping that such an action would elevate theirksfweces rather than retain the cash to preserve
capital. Laux & Leuz (2010) did an extensive reviamd analysis of the empirical evidence
surrounding the financial crisis and concluded ttaat value accounting is unlikely to have
contributed to its severity in any major way. Bddehner, Burks & Easton (2012) examine fair
value provisions of the US GAAP to learn whetheatapletes regulatory capital. Using a sample
of 150 banks holding companies with large port®laf non-Treasury Available-For-Sale and
Held-To-Maturity securities, they find no suppast the claim that fair value provisions deplete
capital. Further, they find no evidence to suppimetclaim that fair value losses caused ‘fire sale’
of assets. Abdel-Khalik (2011) argues that failueahccounting is not the cause of the financial
crisis because accounting is not the source ofsoerimakers’ failure to manage risk but a
mechanism of measurement, valuation and reportioyvever, Abdel-Khalik holds that fair
value accounting and financial reporting ignore thierent owners of the firm and emphasise

potential investors only, and suggests that diseceosequirements include both historical and
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market value information for current owners to assthe stewardship of management. The
author explains that unrealised gains or lossesctagquity capital because they do not have
corresponding changes in tangible assets, and stsgthat the distribution of cash dividends be

restricted to earned income.

The SEC of the United States conducted a studgamlwhether fair value accounting was a
precipitator of the financial crisis (U.S. SEC, 8D0The study finds that less than half of the
financial assets and less than a fifth of the litds held by banks were recorded at fair value,
suggesting that fair value accounting has nothindd with the financial crisis. The SEC now
believes that the explanatory factors of the crisexe the liquidity positions of financial

institutions, asset quality, lending practicesk msanagement practice, and a failure of financial

institutions to extend credit, not fair value acctng (Strampelli, 2011).

In the United States, the Financial Accounting 8tads Board (FASB) sets financial accounting
standards. The FASB is a private sector organisagmpowered by the SEC, and is a strong
actor in the agenda to international accountingreagence. Therefore, if the SEC has dismissed
allegations against fair value as a precipitatothef financial crisis, then fair value accounting
has come to stay. Perhaps, what needs to be dotte nstigate its impact on the capital
maintenance doctrine. According to Strampelli (20Xuring phases of economic instability,
fair value accounting introduces market volatilipto the financial statements. Unrealised
profits and losses are recorded, and with markatdir performance of companies become
volatile, and this can cause errors in securityicreatings ¢f. Bloom, 2011). Unrealised fair
value losses reduce a company’s assets value,earue hhe equity capital. The consequence of

which is a premature recapitalisation, re-orgarosadr liquidity. The payment of dividend from
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unrealised fair value profits violates the prineipf capital maintenance. Strampelli (2011)
recommends that distributable profit be establisbgddeducting the positive and negative
variations of fair value recorded in the incomdestaent to guarantee the protection of creditors.
Also, Abdel-Khalik (2011) recommends that realisetti unrealised components of earnings
should be disaggregated and reported separat@yhardistribution of dividends be restricted to
realised earnings only. This study provides emairevidence that the IASB might consider to

heed the call on inadequate capital maintenance.

2.4.6IFRS and economic growth

One key objective of the IASB is for entities’ fim@al statements to provide useful data for the
preparation of national income statistics but nalgthas tested the adoption effect of IFRS on
national income accounting. Tangential studies wdsther IFRS adoption leads to increased
foreign direct investment; for example, Gordon, lha& Zhu (2012) conduct a study to learn
whether IFRS adoption influences FDI, and whetlmer ¢ffect defer between developed and
developing countries, and find that IFRS adopt®pasitively associated with increase in total
FDI inflows but only for developed countries. Zel8riAbdelbaki (2013) conduct a study to
determine the factors underlying the decision topadFRS and find that economic growth is a

key driver.

Zaidi & Paz (2015) report empirical studies on ddeption effects of IFRS on economic growth.
They report that in Africa, Larson (1993) conduatsross-sectional study to determine whether
economic growth rates of countries that adopt IA&dfrom those of non-adoptee countries,
and finds that countries which adapt IAS with atiients to meet local environmental factors

experience better economic growth than countriasdither adopt them without adjustments or
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do not adopt them at all. This result implies thatull adoption of IFRS in Africa without
adjustment to cater to peculiarity of the economl not lead to economic growth. In Gordon,
Loeb and Zhu’s study, growth was observed onlydevelopment countries. Woolley (1998)
examines the differences in economic growth ratsvéen IAS adoptee and on-adoptee of
Asian countries and finds no significant differen£aidi & Huerta (2014) examine the adoption

effect of IFRS on economic growth and find a pesitielationship when enforcement is strong.

Efficient capital markets promote economic growftcountries (Lee, 1987) and this requires a
well-developed accounting structure (Zaidi & Pa2l%), suggesting that IFRS adoption should
lead to higher economic growth, but this inferedoenot hold for Africa countries (Samuels &
Piper, 1985; Hove, 1989). Larson & Kenny (1995) dut a study that involves 27 Africa
countries to learn whether IAS adoption affect ggmarket development and economic growth,

and find no association.

2.4.7 Corporate social responsibility disclosure

The literature is replete with studies on IFRS cbhamge but scanty on compliance with
corporate social disclosure. Table 2.7 presentemséjidies conducted on compliance with IFRS
economic disclosure and social disclosure. Stre@&rgant (2000) investigate compliance with
IAS using companies with and without United Stdisteng or fillings. They also investigate the
extent of voluntary disclosure provided by compani&iming to follow IAS and the factors
associated with voluntary disclosures. They findttthe extent of compliance with IAS is
greater for companies with US listings; also, éhbiglevel of compliance was detected when an

auditor states that the financial statements am@caordance with IAS, or that the International
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Standards of Auditing (ISA) were followed when canting the audit. Street & Gray (2002)
investigate the extent of compliance with IAS ahd factors associated with compliance. They
find a significant extent of non-compliance with SAdisclosure requirements. Key factors
associated with levels of compliance include Igtistatus, auditor identity and country of
domicile. Rahman, Pererra, & Ganesh (2002) compao®unting regulations and accounting
practices of Australia and New Zealand to learnekient of disclosure compliance. They also
examine firm-specific factors associated with actmg practice harmony. They find that
regulatory harmony (that is similarity of the remuments under both GAAP) can improve
practice harmony, and that accounting practice bagmis associated with firm-specific
characteristics. In China, Peng, Tondkar, VandeanL8mith & Harless (2008) investigate two
aspects of compliance with IFRS: (1) the level offian’s compliance with accounting
regulations,compliance and (2) consistency of firms’ accounting choieesler two sets of
accounting regulatiorgonsistencyThey use the reconciliation schedule of net inedratween
Chinese GAAP and IFRS (earnings gap) to measurddfjeee of convergence. In addition, they
calculate comparability and consistency indicem&asure compliance and comparability. They
detect significant improvement in consistency ofplegation of accounting methods and
compliance but more firms comply with Chinese GAARN IFRS. Glaum & Street (2003)
investigate compliance with both International Aacbng Standards and US GAAP for
companies listed on the Germany’'s New Market. Aesgjon of firm-specific and macro factors
against compliance index was also embarked upory Tind that companies listed in
Germany’s New Market comply more with US GAAP tHAS. They conclude that the market
in which firms are listed influence compliance.dddition, they detect that auditor identity, not

firm size, is an important explanatory factor ofrgmiance with accounting standards. Al-
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shammari, Brown & Tarca (2008) investigate the l@fecompliance with IAS in six Gulf Co-

operation Council states from 1996 to 2002. Theg that compliance increase overtime.

Table 2.7
Studies on disclosure compliant with IFRS and UNCAD

S/IN Authors Major findings

1. Street & Bryant, 2000. Compliant with IAS is greater fmmpanies with U.S.
listings; audit influences compliance.

2. Street & Gray, 2002. Listing status, auditor’s idgntand country in which the
firm is domicile influence compliance.

3. Rahman, Pererra, and Ganesh, 2002.  Similarity of diselosaquirements in both GAAPs
improves practice harmony; accounting practice harmony is
associated with firm-specific characteristics.

4, Peng, Tondkar, Vander Laan Smith & China, there is consistency of applications of accounting

Harless, 2008. methods but more firms comply with Chinese GAAP than
IFRS.
5. Glaum & Street, 2003. The market in which firms are listdédences compliance;

auditor’s identity influences compliance.

6. Al-Shammari, Brown & Tarca, 2008. In the six Gulf Guemtion Council States, compliance
improves within the period of 1996 to 2002 studied.

7. Hodgdon, Tondkar, Adhikari & Compliance is positively related to auditor’s choice.
Haress, 2009.
8. Misirhcglu, Tucker and Yikseltlrk, Lack of skills or resources to cope with IFRS affects
2013. compliance. Firm-specific factors that affect compliance
include auditor’s identity, firm size, and foreign ownership
9. Bahadir & Demir, 2014. Compliance level is positivelyoagsted with the Big 4s but

negatively associated with leverage. Profitability, company
size, and age were not significantly related to compliance

level.

10.  Agyei-Mensah, 2013. Finds significant improvementghia quality of financial
disclosures in Ghana.

11. Santo, Ponte & Mapurunga, 2014. Low level of coamgle in Brazil; auditor’s identity explains
compliance.

12. Morunga & Bradbury, 2012. In New Zealand, annual repod accounts increase by
92%, implying information overload.

13. Reverte, 20009. Size, higher media exposure and environreensitivity of

the industry of operation influence corporate social disclosure
practices, not profitability or leverage. The most influential
characteristics are media exposure, followed by size and the
industry.

14. latridis, 2013. Environmental performance, investorsércgption &
corporate governance are positively linked to environmental
disclosure; in turn, environmental disclosure influence value
relevance and stock valuation.

15. Vander Laan, Gouldman, & Tondkar)n European and Australia firms, corporate social disclosure
2014. increases in shareholder oriented countries, suggesting that
shareholders approve of disclosures of social issues.

Source. Review of empirical studies on consistency aswbdiure compliant with IFRS and UNCTADthe researcher,
2015
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Hodgdon, Tondkar, Adhikari, and Haress (2009) erarnthe impact of auditor choice on IFRS
compliance. In detecting the impact, they controsgible concomitant variables (firm size,
profitability, leverage, and degree of internatiodeversification). They find that compliance

improves, and is positively related to auditor cleoi

In Turkey, Misirh@lu, Tucker & Yukseltirk (2013) examine disclosummpliance with IFRS
as well as firm-specific factors that can influerammpliance. Six firm-specific factors were
investigated: (1) auditor identity, (2) firm siZ8) gearing, (4) free-float, (5) foreign ownership,
and (6) industry type. The study detects some ciamg improvement, and observes that the
vast majority of the disclosure items required BR$ were not disclosed, and attributed the
failure to lack of skills or resources to cope WIERS, or irrelevance of the standard to the
nature of an individual company. Specific factoetedted to influence compliance were auditor
type identity, firm size, and the degree of foremmnership of shares of the company. Also in
Turkey, Bahadir & Demir (2014) investigate comptanwith IAS and firm-specific factors
influencing compliance. They find that complianegdls range from 64 to 92 per cent, with an
average of 79 per cent. Compliance level was dedeitt be positively related to being audited
by one of the Big 4 auditing firms but negativelgsaciated with the level of leverage.

Profitability, company size and age were not sigaiftly related to compliance level.

Agyei-Mensah (2013) investigates the quality ofcasting disclosure in financial statements
prepared by firms listed in the Ghana Stock Exckamgpre-IFRS and post IFRS-adoption
period. In the study, ‘quality of disclosure’ igelttly measured by assigning scores to qualitative

characteristics of relevance, faithful represeatgtunderstandability and comparability present
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in the financial statements including the notethtdaccounts. The quality of disclosure in each
period and concomitant variables, which includesitisty, profitability, leverage, size, auditor
type, and leverage, are regressed on the indexsofodure of each firm. The author finds
significant improvement in the quality of financiisclosure after adopting IFRS. Santo, Ponte
& Mapurunga (2014) examine levels of disclosured &ey factors influencing disclosure
requirements in Brazil—a code law country which @eéd IFRS in 2010. The study used non-
financial firms adopting IFRS the first time. Thesearch questions address level of compliance
with the IFRS disclosure requirements, and the feharacteristics that explain disclosure
compliance levels among firms. They identify 638cthsure required items from IFRS and 366
from Brazilian GAAP, and detect a low level of cdmpce with the IFRS disclosure
requirements. On firms’ characteristics that inflce compliance level, only audit (that is,
whether the audit is by one of the Big 4—Ernst &u¥ig, Deloitte, KPMG, and PwC) is found

to explain compliance level.

Morunga & Bradbury (2012) examine the length of wainreport and accounts of companies
operating in New Zealand before and after implemugon of IFRS. New Zealand adopted IFRS
in 2007 but early adoption was in 2005. The autta®s argued that length of annual report and
accounts is an element of information overloadthia study, sections on financial statements,
policies, and notes are compared. The financiakstents compared are the profit or loss,
balance sheet, comprehensive income, and cashwlulg policies compared are classified as
general, IFRS transition, financial instrumentg] antical statements. They find that 92 per cent
of the sample had annual reports which increaséshith. This increase is attributed to increase

in the financial statements and notes of the anmyairt, especially notes to the accounts.
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In Spain, Reverte (2009) examines whether indushgracteristics and media exposure are
potential determinants of corporate social respmiitsi (CSR) disclosure practices. The
characteristics investigated are size of the fimegsured by the natural logarithm of market
value of the firm), industry environmental sensiliy profitability, ownership structure,
international listing, and media exposure. Theseatteristics are regressed against CSR ratings
using multiple regression equation. The study finldat larger size, higher exposure, and
environmental sensitivity of the industry of op@atinfluence CSR disclosure practices, not
profitability or leverage. The most influential chateristics are media exposure, followed by

size and the industry.

In Malaysia, latridis (2013) examines the assoaratbetween environmental disclosure and
environmental performance on one hand, and thecas®mm between environmental disclosure
and corporate governance on the other hand. A phailtiegression is used to model the
association expressed in each case, with sevarabtoariables: audit quality, the proportion of
common equity held by managers and institutiona¢$tors, change in management, return on
assets, leverage, and size. Environmental dis@dostore is calculated for each company in the
sample, following the scheme of the Global Repgrtimitiative (GRI). Environmental
performance is measured by the total amount ofrdama waste produced in tonnes deflated by
net sales whilst corporate governance is measuyethd existence of audit committee, the
existence of independent and non-executive diredtothe board and in the audit committee.
latridis finds that companies with high environmantisclosures are positively linked to

environmental performance, and effective corpogatesrnance.
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latridis goes further to examine the financial ibtttes of companies with different
environmental disclosure scores. The objectiveoideairn whether companies with effective
environmental disclosure and corporate governaace liess capital constraint. This objective is
logical because, on voluntary basis, companiedatied social and environmental information
about their operation to seek investors’ recognitiBnvironmental disclosure quality (measured
by GRI scores), environmental performance, theselisting status of the company, and several
of the control variables included in the former lgsis are regressed on scores indicating the
extent to which each company faces capital comstraihich is assigned based on Kaplan and
Zingales index. latridis finds that firms with efteve environmental and corporate governance
structures are likely to face less capital constsai Other issues investigated are the value
relevance of environmental disclosures, and inve'sfgerceptions of environmental disclosure.
latridis finds that environmental disclosures pdaviincremental information that is value
relevant and positively related to stock valuatiatso, environmental disclosures are positively

associated with investors’ perceptions.

Van der Laan, Gouldman & Tondkar (2014) investigateether firms’ corporate social
disclosure (CSD) policies are affected by the meogtadisclosure requirements of IFRS. They
examine the level of CSD provided by large Europemach Australian firms for two years prior to
adoption of IFRS (2003 — 2004) and two years foifgvadoption (2006—2007). The design
partitioned controls into two: (1) shareholder-atedl countries, and (2) stakeholder-oriented
countries. They find that CSD increased in shaadroloriented countries, suggesting that

shareholders approve of disclosures of social sssue
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2.5 Summary of Literature Review and Emerging issues

2.5.1 hnancial statement elements and ratios

The International Financial Reporting Standardsiasgruments of accounting innovation, the
adoption of which must be justified on pragmatigine degree to which the financial statement
elements and ratios differ under existing and pseplcstandards is a practical evidence to sustain
an accounting change. This premise has triggenestaestudies into the adoption effect of IFRS
on the financial statement elements or the findneios (see, among others, Jermakowicz &
Gornik-Tomaszeaski, 2006; Hung & Subramanyam, 2(&tént, Bradbury & Hooks, 2010;
Misirlioglu, Tucker and Yukselturk, 2013; Lueg, Panda & Butk2014). The findings vary
across countries. In Germany, Australia, FinlanelwN ealand, and the United Kingdom (or ‘the
UK’), IFRS adoption leads to increase in equity aanings (Hung & Subramanyam, 2007;
Godwin, Ahmed & Heaney, 2008; Lantto & Sahlstr6r@02; latridis, 2010; Stent, Bradbury &
Hooks 2010). In Turkey, IFRS increases equity but rfeafon earnings (Misirlgu, Tucker
and Yukselturk, 2013) whilst in Portuguese, IFR8rdases equity but increases earnings (Silva,
Do Couto & Cordeiro, 2009). IFRS increases aggeegasets and liabilities except in Australia
and Turkey. In the UK and Finland, the operatingfiprmargin ratio and return on capital
employed increase; gearing increases in New ZeaaddTurkey but decreases in Portuguese.
The variation in results has been ascribed todgallsystem and the primary source of finance;
for example, Nobes and Parker (2010) find a canelebetween equity financing, common law,
and similarity to IFRS, suggesting that IFRS makesmpact when companies rely on equity
financing and situate in countries of common lavgiarbut concomitant research findings are
incongruent. The transition to IFRS in the UK, whis the originating country for common law,

even affects the financial statement elements atdsr(Lueg, Punda & Burkert, 2014; latridis,
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2010). The United States (or ‘the US’) and the UK the major key players in the development
of the IFRS; therefore, their domestic accountitagndards are not essentially different from the
IFRS. New Zealand domestic accounting standarddFER8 are similar yet Stent, Bradbury &
Hooks (2010) detect impact on the aggregate fimhistatement elements and ratios. The results,
using companies that rely on debt financing andasit in countries of code law origin (that is
the French model), are not different: In Germanwlahd and Spain, the transition to IFRS
affects the financial statement figures, includthg ratios. These strands of evidence suggest
that IFRS makes impact on the accounting amounttuding their ratios, irrespective of the
legal system or the dominant source of funding; émev, the degree of impact is higher when
companies rely on debt financing and situate inntdes of code law origin. A fundamental
guestion, however, is whether IFRS makes impadhermaccounting numbers in countries that
adapt the old IAS. This question is fundamentalabse Larson (1993) finds that developing
countries that adopt the International Accountirtgn8iards with adjustments to meet local
environmental factors experience better econonoevtir than countries that either adopt them
without adjustments or do not adopt them at allm®@stic accounting standards in previous
studies are independent of the old IAS but Nige@#AP depend on the old IAS; for example,
common or code law countries that are developece h@sources to develop accounting
standards from scratch, and to this extent, mighthbp domestic accounting standards that are
similar or differ from IFRS but independently. landrast, the developing countries simply adapt
the old IAS for lack of resources (Larson, 1993d,ahence, have long depended on the
International Accounting Standards; for example, khgerian Accounting Standards Board had
always adapted the old IAS to suit the peculiasityhe Nigerian economy, or any new forms of

transactions peculiar to her culture until the nzaod; adoption. Nigeria adopts and implements
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the IFRS in 2012 fiscal year, and at this perib&, WASB has not updated the Nigerian GAAP
so that it provides a research setting to test kérdERS makes impact in countries which adapt

the old IAS as domestic accounting standards.

2.5.2Financial ratios stability and distnbutional forms

The normative and positive uses of financial ratiely on the assumption that the normal
distribution underlies the distributions of all dincial ratios (Whittington, 1980). This is a
fundamental assumption insofar as it underlies t@m@cand prediction. In the traditional or
normative use, a firm’s financial ratio is compaxeith the industry norm which is an industry
average, established from a cross-sectional disioitp of the ratio compiled from the records of
firms within an industry. The positive use of figad ratios, on the other hand, requires that the
ratios be stable overtime for it to consistentlggyct a phenomenon or remain within a category
of ratios; for example, the current ratio shouldskeble overtime for it to consistently belong to
the liquidity group or predict distress. Coincidaht, a violation of the normal distribution
affects temporal and intra-group stability of fie&l ratios (Martikainen, Perttunen, Yi-Olli &
Gunasekaran, 1995); hence, the normality assumgiocrucial to both traditional and positive

analysts.

The normal distribution is characterised by the maad standard deviation so that when the
distribution of a financial ratio approximates amal distribution, the industrial average should
be the mean and the standard deviation a measustability. Some amount of variability
characterises the distribution of a financial rdtexause it is the result of some chance outcome

arising from business transactions. This instabilit a financial ratio distribution causes

81



variability in financial ratio grouping; hence, sgal ratios can belong to one group and a single
ratio can belong to two or more groups; for examgile ratios of operating cash flow to total
assets and working capital to total assets mayng c¢apital turnover group of ratios, the
liquidity group or even the solvency group. Howevaultiple ratios in a group can be a blessing
and a curse; for example, analysts can evaluatemés fprofitability using different financial
ratios within the profitability group but when ibmes to prediction the choice of which ratio to
select in a group becomes an issue. Horrigan (1fa6d9 that financial ratios within a group are
highly correlated, suggesting that a single repredize ratio in a group is sufficient for the
purpose of building a parsimonious model. Thus|yst& with the objective of predicting some

phenomenon must embark on the selection of a satedopancial ratio in each group.

A germane question is, ‘should refutation or theuagption be dismissed?’ This question is
significant because the dominant finding in therhature is that the distributions of many
financial ratios are non-normal (see, among othBesakin, 1976; Bougen & Drury, 1980;
Frecka & Hopwood, 1983; Ezzamel, Mar-Molinero, Besg 1987; Buckmasters & Saniga,
1990; Akintola, 1998). If refutation is admittetien it suggests that industry norm ratios cannot
be established for performance evaluation. The m#eeath the assumption of normality in the
distributions of financial ratios is that few firmia an industry perform below and above
expectation due to some minor variability in capiéensity among the firms but majority of the
firms should attain average expectation, whichnsideal description for performance of any
family of living things €f. Moore, 1995, p.21). Therefore, the normal distitutprovides a
theoretical orientation which cannot be dismisskdt it cannot be verified also because

phenomena are the outcomes of context-specific amsmms (Pawson &Tilley, 1997). What is
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logical to do is to ascribe non-normality in obssthdata to some black box that one can fiddle
to achieve desired results. Transformation and avingg are suggested methods to restore
normality but this would suggest that industry nerdo not apply to all firms in an industry; for
example, distress firms or highfliers but they Inglao the family. The elimination of outliers to
restore normality would have been a legitimate ghia do if ratio norms were to apply to
different industries: pigs, pears, pipes, peas janckets may be temporarily transformed to
pounds sterling or the US dollar due to heterodgnmit this becomes illogical when the objects
are of the same species. Thus, if the normativpositive use of financial ratios is a desired
objective then management must order transactmre®nform to normality rules, or standard

setters must observe normality rules when formuggdiccounting standards.

Non-normality, and hence instability, in the distrdions of financial ratios has been ascribed to
differences in size of firms (Horrigan, 1965). Tinéernational Accounting Standards Board, or
the IASB, develops separate accounting standardsnfiall-medium and large firms in order to
sustain the normality assumption. Moreover, diffiees in size of firms become constant when
the relationship between two variables from finahstatements is expressed in the form of a
ratio, and this rules out ‘size’ as an explanattagtor for non-normality. Also, Horrigan
proposes differences in accounting methods as secalunon-normality but the application of
accounting methods in an industry is a constanalmee custom and habit explain practices
within an institution (Potts, 2007), suggestingtthéthin an industry practices should become
stable. Another explanatory factor for non-nornyadind instability is the presence of outliers in
a financial ratio distribution (Deakin, 1976; Frac& Hopwood, 1983; Martikainen, Perttunen,

Yi-Olli & Gunasekaran1995). An outlier is a ratio either far below droge the industry norm,
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suggesting that it requires the existence of amstrgg norm to identify outliers. The standard
practice is to establish the industry norm for toorasing only healthy firms. Once this has been
done, it becomes unjustifiable to spot some obsens as outliers for they all belong to the
family (that is the industry). The standardizatmiaccounting practice which is driven by the
IASB should help detect outliers and hence conteibiio efficient functioning of capital market
because an efficient market would reflect outliershare market prices. Thus, industry ratio
norms are required to improve capital market pentorce. A fourth explanatory factor for non-
normality of a financial ratio is that the relatstp between the components of a ratio is non-
proportional (Barnes, 1982; Ezzamel, Mar-MolinerdB&echer, 1987). A ratio is a measure of
some relationship between two components that iemgoptional; for example, the relationship
between age and income can be expressed as pn@atided age and income are proportionally
related otherwise some other form must be estintatedpress the relationship. Thus, the thesis
is that when the relationship between the two camepts of a ratio is non-proportional, a cross-
sectional distribution of the ratio would be nommal. However, ratios calculated from
financial statements do not violate the proportibpa&riterion because the accounting amounts
constitute a systentfi Most & Lewis, 1982, p. 31). To explain, age andome trail a pattern
which constitutes a system, hence the relationséipyeen age and income can be expressed as a
ratio. Stated succinctly, when a pattern that ctutes a system exists, the proportionality

assumption is not violated.

Based on the backcloth that the IASB standardasesunting practice among firms of similar
sizes, it becomes important to establish whetheaniial ratio distributions differ under

domestic accounting standards and the IFRS. Thdtsewould provide evidence to call for
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industry norms to improve capital market efficienapd hence sustains the dogged pursuance of
accounting change by the IASB. Industry norms hf market to fully reflect news about a
company’s performance, and outliers quantify theymtade of news effectc{. Beaver, 1968;
O’Connor, 1973; Barnes, 1987), hence industry noatios are imperatives to sustain the
IASB'’s touted benefit of capital market efficienayising from the adoption of IFRS. It requires
an industry norm to detect outliers. Moreover, tesults would have implications for the
development of a surrogate financial ratio in eéiolancial ratio group; for example, if the
financial ratio distributions under IFRS are mageporally stable and this turns up in the form
of group stability, then this would be ‘hard evidento develop a representative ratio in each

group for financial modelling.

2.5.3IFRS and Value relevance

Value relevance of accounting data has becomeiealapsue in accounting literature due to the
global adoption of the International Financial Rejmg Standards. The premiss that underlies
value relevance test is that accounting data ane nmdormative to investors if they exhibit a
higher association with share prices, stock retantscash flows (Lang, Raedy & Wilson, 2006;
Barth, Landsman, Lang & Williams, 2012). The vatakevance concept is based on perception
of market participants on firms’ economic positiamd performance overtime which the
financial reporting system discloses. Investors ihoorshare prices, calculate stock returns, and
observe cash flows from operation to form perceptm performance of firms. The critical
mandate of studies on value relevance is to deteder which regulatory regime is value
relevance higher, suggesting that the financiabmapy system is the cause of ‘higher/lower

value relevance’. The consistent networks of tgstralue relevance models have been to
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compare explanatory power and/or regression coefic of the model used, and conclude on
which regulatory regime produces higher value @bee. This working method fails to take us
far enough to make complete descriptive statemanbsit value relevance; for example, is the
financial reporting system the only explanatorytdador difference in value relevance? If the
answer is negative, what amount of value relevaacattributable to other information not
captured by the accounting amounts? If IFRS acaogiolicies provide more information to
market participants, then what is the exact amotidifference in value relevance? Answers to
these questions are required to describe ‘whatdrappo value relevance because as Ohlson
(1995) points out, information about the future gmects of the firm is not recognised in the
financial statements. Prior studies specify theutepprice model, omitting other information
available to market participants which may not hbgen reflected in accounting amounts used
for the value relevance model (Myers, 1999). Psimdies tend to use six months share prices
after the fiscal year end so that information ikyfavailable to market participants but even at
that future prospect of the firm is not capturedttsy accounting amounts in the value relevance
model (Ohlson, 1995, 2001). It is important to detthe value relevance attributable to the
future prospect of the firm by market participabtg no prior studies reported such values or the
amount by which value relevance differs. Prior digries may have been made in the
peripheral shadows inasmuch as these studiesdfaspécify the amount of value relevance
attributable to the financial reporting system atlder information not reflected by accounting
amounts used in the value relevance model or thet@mount by which value relevance differ
between the regulatory regimes. This explanatianngcessary condition to draw inferences on
value relevance based on the financial reportirsgiesy, assuming arguendo that accountants are

free to make value statements from the results wiodel. A sufficient condition would be to
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allow the financial reporting system to prance dbiouthe research setting so that the value
relevance models become predictors. Put in a r@seprestion format, ‘if market efficiency is

kept constant and the financial reporting systemllswed to vary in the background of the
experiment, does a value relevance model hold®elfnhswer is affirmative then value relevance
model should predict the financial reporting systemder observation. This predictability test is
a sufficient condition to check on the findingsancounting literature especially when these
studies infer less accounting quality to the IFRSthee domestic accounting standards (for

example Barth, Landsman & Lang, 2008).

This study estimates value relevance of earningsclianges in equity for Nigerian domestic
accounting standards and IFRS and equalize badkdréon detect the extent to which the

financial reporting system explains difference mue relevance. Barth, Landsman, Lang &
Williams (2012) use a regression of stock priceeguity book value and net income, stock
return on net income and change in net income,fatude operating cash flow on net income.
All models were used in this study but only the yap price model has explanatory power to
predict value relevance in both regimes. The pnumlel was estimated separately for each
regulatory regime and evaluated in terms of exptagapower and regression coefficient of
earnings and book value; then, the price model agdied to estimate the amount of value
relevance for each regime. Next, the financial repg system of IFRS is made to play by the
rules of Nigerian domestic accounting standardse@feer, ‘NG-GAAP’) on the thesis that if the

financial reporting system is the only explanatéagtor for the difference in value relevance
then the amount of value relevance should now etial for the NG-GAAP otherwise some

other factor is beneath value relevance of accogramounts. Furthermore, the price model was
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made to predict the regulatory regime for whiclapplies following a logistic approach. The

study finds that value.

This study is the first to offer a complete destwoip of value relevance attributable to the
financial reporting system. Moreover, the topiozafue relevance of accounting amounts has not
been investigated in Nigeria, and this is a glaringle in the literature because the
informativeness of accounting amounts varies ammarket participants in countries around the

globe (Anandarajan & Hasan, 2010).

2.5.4IFRS and Eamings management

The use of opportunistic discretion, which is doeallowable alternatives in the financial
reporting system, to manipulate the stream of egmto attain a target is referred to as earnings
management. The medium for earnings managememe iniancial reporting system which has
accounting standards as the datum of accountingunement. A fundamental question is, ‘why
do managers of firms mask performance through ithen€ial reporting system?’ The obvious
answer is that there are allowable alternativesthe accounting standards which offer
opportunity to manipulate earnings, and managersbelcause they want to increase their
compensation (the bonus hypothesis), avoid a breadebt covenants (the debt hypothesis) or
avoid the transfer of wealth to external partidse (political hypothesis), or seek external
recognition in the capital market (the market hjaesis) (Fields, Lys & Vincent, 2001), or
exploit the minority shareholders. The fundamemga¢stion now boils down to whether the
removal of accounting alternatives (or accountihgices) from the accounting standards can

eliminate earnings management? The answer is ttauating standards cannot be devoid of
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choices because they must be principles-based lmittig/possible is to limit the choices to those
that fully reflect a firm’s economic position andrfprmance, and this is what the International
Financial Reporting Standards are. The IFRS eliteinar remove allowable accounting

alternatives that fail to reflect the underlyingoromics of a firm and require accounting

measurements that better reflects a firm’s econquosition and performance (Barth, Landsman
& Lang, 2008). Even at that, the allowable choiogsy not portray the same picture of the
underlying economics of a firm. Moreover, the agdants who prepare the financial statements
for managers might not comply with the IFRS onmmstion of management, for accountants eat
with kings even though they are not kings, espciwhen enforcement mechanisms are weak
(for example the external audit function, markegulation, absence of corporate governance

rules) or the judicial system is inefficient.

The topic of earnings management becomes topicahceounting literature because the
2007-2009 financial crisis is linked to deficierxi® accounting standards (McMahon, 2011).
Consequently, it becomes important to establishthgrethe current international accounting
standards eliminate the opportunity to manage BgsniA supporting theory is that the IFRS
require recognition of accounting amounts that iatended to faithfully represent a firm’s

underlying economics and remove allowable accograiternatives that do not reflect a firm’s

economic position and performance; however, an sipgatheory is that the flexibilities of the

IFRS prop up opportunity to manage earnings (Badimdsman & Lang, 2008; Capkun, Collins
& Jeanjean, 2012). The IFRS, like many domestioanting standards of developed countries
which are independently developed of the intermaiostandards, are principles-based,

suggesting that preparers of the financial statésnererpret, examine the circumstances, and
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select an accounting choice from the alternatidesvable. Nevertheless, if it is correct that
IFRS retain only alternatives that fully reflectiem’s economic position and performance, then,
irrespective of the accounting choice, the IFRSukhdead to less earnings management,
assuming arguendo that accountants who prepardirthecial statements for management

comply or institutional mechanisms are strong dadjaidicial system is efficient.

The results of the literature reviewed have rewkedleat many country-specific studies on
earnings management are methodologically flawedh whe inclusion of both voluntary and
mandatory adopters. Only Christensen, Lee, WalkeZehg (2015) take this fundamental
omission into account. Also, this study takes thethodological flaw in country-specific studies
into account. Only firms that adopt the IFRS atte# mandatory pronouncement provide data
for the analysis. However, unlike Christensen, L@&lker & Zeng's study, the domestic
accounting standards of Nigeria are adaptatiorhefdld IAS, domestic accounting standards
that were developed independently of the old IASChina (as an example) where the domestic
accounting standards differ vastly from the old JA% C., Yao, Hu, and Liu L. (2011) detect
less earnings management and higher value relevAnoes (2013), in South Africa, detects no
evidence of less earning management because tleadahccounting standards harmonized
with the IFRS to a large degree. This country-dpestudy is different: (1) Nigeria adapted the
old IAS to suit the perverse behaviour of businessim the country (culture) and to catch up
with economic development (for example instabiiityprices), and (2) unlike South Africa, the
domestic standards were not updated by adaptingaWwdAS (or IFRS) to suit the peculiarity of
the economy before the mandatory adoption. It ifl teeyield to the question of adapters

because Larson (1993) finds that Africa countriesat tadapt the old IAS recorded higher
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economic growth than countries which neither adomt adopt but fail to adjust. Two other
studies which use adapters are those conductedbbyrian (2011) in Egypt and Outa (2011) in
Kenya, and in both studies, there was no evidehtess earnings management. The orientation
of Egyptian firms is debt-financing and this muaivé accounted for the results. In Kenya, the
IFRS lack legal backing; moreover, there is grossrtage of qualified accountants in the
country (Outa, 2011). All of these reasons accdantthe borderline discovering in the two
adapters countries. Rao & Warsame’s study (Rao &@fae, 2014), which pulls firms across
adapter countries, suffers from poor design. Nagefirms (as an example) were not represented
in their study because the country adopts IFRSJtR2their study uses 1995 to 2005 data, and
before the mandatory adoption in Nigeria, only oilefirm (Oando Plc) and about five banks
voluntarily adopted IFRS, and even the latter wext@uded in their design. In blunter terms, the
study fails to capture Nigeria and, perhaps, séweheer African countries. Moreover, voluntary
and mandatory firms were included in both pre-aastpFRS dichotomy of their design without
a control for their interactiorcf. Houge, Easton & Zijl, 2014; Christensen, Lee, Walk&Zeng,
2015). Furthermore, a sample with few represergafitms from each country lacks valid

generalization at both the country and regionatlev

2.5.5IFRS and Capital maintenance

Capital maintenance is a key concept of the Intevnal Financial Reporting Standards, or the
IFRS; for example, the preparer of the financiateshents (hereafter ‘management’) is required
to provide summary quantitative data about whabesg managed as ‘capitalsde IAS 1).
However, there is a major concern that the IFR8atdake sufficiently into account the concept

of capital maintenance (Bloom, 2011; Strampelli. POdue to fair value accounting. The thesis
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is that fair value losses reduce the value of apamy's assets as well as net income. A
persistent fall in market value of a company’s t&sseill reduce capital to a level that

shareholders might begin to consider recapitatisatie-organisation or liquidation, even though
the company did not actually suffer the losses,tlier decline in market value may be due to
some temporary events—external or internal. Indame vein, fair value profits increase the
assets value of a company as well as net incontkethaas can influence the amount of cash
dividend paid to shareholders. In a word or twe, distribution of dividends from profit that is

influenced by fair value profit does not proteceditors of the company; contrariwise, the
distribution of dividends from profit that is infmced by fair value loss is exploitative of

shareholders. Thus, there is some truth in thesrsnt that fair value profit or loss might

influence the payment of dividends and this woutd be in consonance with the notion of
capital maintenance (Jermakowicz, 2004; Stramp2lll,1). Therefore, it ought to be detected
whether changes in dividends correlate with chamgesirealised profits or losses. The thesis is
that if changes in dividend paid are associateth witanges in unrealised profit, then there is
evidence that unrealised profits influence the sizelividend paid to shareholders. It may be
argued, however, that fair value profits or losdesnot affect or alter the cash position of a
company but if a company has sufficient cash tk hgcprofits, management might be tempted
to pay dividends that are financed by unrealisexfitproping that such an action will elevate

their stock pricescf. Bloom, 2011).

The IASB appears inactive about the allegation whdequate attention to the capital

maintenance system because the sole purpose dindreial statements is to inform, not to
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determine distributable profit or erosion of sulised capital. To quote Hans Hoogervorst,
chairperson of the IASB:

(...). I share the concerns of those who are worgbdut excessively generous dividends and
unjustified share buy-backs. But this should notdealt with by phoney accounting. It should be
dealt with by legislation and by regulators astie tase in most countries in the world (IASB
Speech, 2015).

This escapist argument, however, is not catchingneafar as the financial statements remain
the only valid instruments to determine distriblgaprofits or impairment in subscribed capital
due to losses. Nevertheless, assuming arguendah®atASB is correct, then disclosure to
inform should be complete; for example, the staténoé changes in equity discloses the value
and structure of owners’ equity as well as its ¢femnover a period but it fails to align any
changes in capital with changes in circulatory wagkcapital, as working capital is the means
by which management increases equity capital. AdeiKhalik (2011) observes, accountability
is not stewardship; therefore, providing summargrditative data about whatever is managed as
capital is accountability but lacks explanations h@w capital is managed. The statement of
changes in equity is fundamental because the lemg-financial goal of a business entity is
increase in equity (Nowak, 2013) but additionakhtisure on stewardship is important to check
on management’s claim of whatever is reported gstatamaintenance. The accounting
standards recognise innovative qualities so thigiroand persistence of accounting practices
could come to play (Hopwood, 1987) but there isriked to provide data for shareholders to
adjudge whether management claims of capital maamee is real. The accounting profession
has suffered scandals in the past due to collapserpanies in the face of ‘good accounting
figures’; therefore, what the accounting professi@eds is a reporting model that is based on

accounting practices relevant to both managemeategies and accountability. Management
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has a freedom to act, implying that management aygsly strategies to increase resources;
however, there should be congruency between maahgtategies and increase in resources as
a test of transparency and accountability (stewmpdlswhich in the first place led the IASB to
increase the disclosure requirements. The IFRS €pinal Framework holds that the objective
of financial reporting is to provide financial infaation that is useful in making decisions and in
evaluating whether the management has made efficrezffective use of the resources entrusted
to it. In some other words, the IFRS Conceptuahfenaork emphasises decision usefulness and
stewardship. If this inclination is correct, thénought to be detected whether management’s
claim of capital maintenance is supported by itsnagerial strategy. The thesis is that if
managerial strategy corroborate management claicamfal maintenance, then the statement of
changes in equity provides sufficient informatiam the maintenance of subscribed capital and

this would sustain the inactiveness of the IASB.

Furthermore, the concept of capital maintenancdshtblat in order to protect creditors, dividend
should be paid out of profit, not capital. This gesgts that profit should be determined at the end
of a target period to decide on the amount of @ndl to pay shareholders. The literature
documents two methods of profit determination: tfi§ surplus approach, and (2) the double
account system. The former method values assetfiadmiities at market prices and determine
profit as the difference in net asset valuationspéed at the beginning and end of the financial
period (Kehl, 1976). In contrast, the double actosystem places most importance on the
financial transactions in which the specific repagtentity is directly involved, and little or no
emphasis on the current market values of assetcudarly non-current assets. The double

account system is driven primarily by the convemttd revenue recognition and the matching
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principle of relevant costing (Ardern & Aiken 200%)nd the production of a detailed profit or
loss statement is integral to the objective of doeble entry system, namely, to demonstrate
stewardship or accountability about how capitadediby companies is used, and to distinguish

capital from revenue expenditure (Morris, 1993).

The accounting profession had rejected the sumpiysoach on grounds that it fails to match
periodic costs against revenues (Ardern & AikenQ®)O0but fair value accounting and the
requirement to provide summary quantitative datecapital that is claimed to be maintained
(IAS 1) are characteristics of the surplus appro@ldnes & Aiken 1994); thus, there is a
paradigm shift from the double account system tweshimethods. The codification of fair value
rules inlFRS 13to avoid the touted abuse (kaya, 2013) substastifie paradigm shift assertion
but remains an open ground for mischief becausal@evassigned on what an asset would be
sold for is hypothetical and subjective no mattez tictiveness of the market (King, 2008).
Therefore, it ought to be determined the extenthech fair value accounting has closed the gap

between the surplus and double account system.

The motivation for this study came from the IASEiois to work in the public interest by
fostering trust, growth and long-term financiallsligy in the global economy (IASB Speech,
2015). This claim calls for empirical evidence ifet IASB’s claim of transparency,
accountability, and efficiency is to be admitted rasl. Thus, the study tests whether the
codification of fair value accounting has reducedbjsctivity; whether fair value losses and
profits influence dividends distribution; and whethmanagerial claim of capital maintenance
aligns with managerial strategies. On the firsteobye, the distribution of net income plus tax

expense under the double entry and the surplusoaetivere compared to learn the extent to
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which fair value accounting has closed the gap eetwthe two methods of profit determination.
The thesis being that if the gap is insignificdrert there is objectivity in fair value accountiitg.

is fair to generalize the two approaches becawsasitin the statement of profit or loss are at
current prices, and with fair value accounting, rile¢ assets are also at current prices. Moreover,
fair value gains and losses are now recorded inirtbeme statement so that any significant
difference will indicate the extent to which managmt’'s estimate of fair values is subjective.
On the second objective, the study correlates adwing dividends with changes in unrealized
profit or loss, the thesis being that if changesinnealized profit are associated with changes in
dividends paid, then there is some evidence thedalimed profit or loss influences the size of
dividend paid to shareholders. On the third obyegtithe critical mandate is to explain
stewardship in terms of capital maintenance andageanmal strategy, the thesis being that if
management’s claim of capital maintenance is genthen changes in equity should correlated
with changes in working capital since the circaatof working capital is the means by which
management can increase capital, and this woutthkgiewardship to market participants, and
hence explains value relevance of stewardship.g=sestional distributions of changes in equity
and changes in working capital were correlatec#or the extent to which management’s claim
of capital maintenance agrees with the strateggronnd to increase capital resources. Then, a
regression of stewardship on changes in equityiteddamaintenance) and changes in working
capital (managerial strategies) was embarked upa@axplain value relevance of management’s

stewardship.

2.5.61IFRS and economic growth
The International Accounting Standards Board, @ ASB, argues that the IFRS accounting
policies are indirect drivers of economic growtiA$B Speech, 2015). The thesis is that
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international investors lack sufficient informatiom evaluate a country’s market, resources or
efficiency of management; hence, the IASB intergetteset minimum disclosure requirements,
which should reveal all strands of information rsesay to make investment decisions. In
concrete terms, IFRS accounting policies increaBamation disclosure and, hence, reduce the
information gap between principal (investors) amgerds (management) but whether this

reduction in information asymmetry leads to higgeonomic growth is an empirical question.

The explanation of the IASB is grounded on the @pal-agency framework. The principal
needs information about the business of the enserpand the agents satisfy this need by
financial reporting but agents can be economic#h whe truth because of goal conflict, which
leads to expropriation. Increased disclosures re@xpropriation; hence, IFRS is seen to reduce
agency costs. The mechanisms of corporate govezremecseen to be inadequate or inefficient.
Internal and external auditors are mechanisms &xlclon management’s expropriation but
human beings are sometimes competitive, sometimkeborative, often both (Waring, 1973).
Even the board system is deficient. Boards aren@aot when there is a dominant active
shareholder (Brewer, 1997). The introduction of iawmmmittees into the mechanism of
corporate governance does not raise the serpémibtare waters for members are directors and
sponsored shareholders who are in no technicaltiposio detect the truth. Therefore,
mechanisms of corporate governance need to be eomepted with adequate information
disclosure to reduce the risk associated with daicegy, and this should attract capital to the
domestic market, and hence economic growth. Withlével of disclosure or weak enforcement

mechanisms of corporate governance, internatianadstors are not willing to enter into the
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market and for investors who do not care a damg temand higher risk premium but with

IFRS disclosure compliance, information is readiailable to make investment decisions.

The results of the few empirical prior studies asetdd on this research assignment corroborate
the IASB’s claim though, in some cases, with arifie example, Larson (1993) detects higher
economic growth only when the IFRS are adjustethé®t the peculiarities of the economy;
Gordon, Loeb & Zhu (2012) detect higher economimagh only for developed countries. This
study re-checks the results of prior studies onrdsearch assignment that IFRS accounting
policies lead to higher economic growth. The thesthat if IFRS is the real driver of economic
growth, then the contribution of firms to the graksmestic product at adoption should be equal
on the average otherwise the detected economictigravay be more apparent than real—a
spurious growth. In other words, because IFRS aoloptffects the accounting amounts, national
income statistics are also affected but this migbt suggest higher economic growth. The
motivation for this study is that international @stors use the gross domestic product to gauge a
country’s markets and resources (Gordon, Loeb & 20012); therefore, if IFRS adoption alters
the value of the gross domestic product, then thehntouted internationalization advantage of
the IASB, is affected negatively. The value addedaxh firm is the contribution of each firm to
economic growth (Asechemie, 1996, p.144). Thussthdy compares the value added by each
firm to the gross domestic product when domesteoanting standards and IFRS were used to
prepare the financial statements. The idea berbkatlest is that it is valid to compare economic
growth if accounting standards do not distort thetiamal income statistics at equilibrium

otherwise results from comparison of economic ghoare spurious.
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Companies report value added to the gross donyastituict via the statement of value added but
the IASB excludes this fundamental statement frdva tequirements of external financial
reporting:

Many entities also present, outside the financiatesnents, reports and statements such as
environmental reports and value added statemeatscylarly in industries in which environmental
factors are significant and when employees arerdeghas an important user group. Reports and
statements presented outside financial statemeatsuwside the scope of IFRS (IFRS Foundation,
2014, p. A593).

Yet, the Board claims to develop accounting steagl¢ghat facilitate the preparation and use of
national income statistics. How? The Accountingn8tads Steering Committee (1975) had
recommended the statement of value added or, sitiyWAS’, to cater to this objective but
the IASB conceives of this statement as being detsif the corporate financial statements. In
the enterprise theory of the firm, the firm is s@sra social institution operated for the bendfit o
many groups in society: shareholders, employeegergment, customers and creditors. The
VAS is the only financial statement that operatlm®s this social responsibility concept of the
enterprise (Hendriksen, 1977, p.494). Using valdded of each firm to determine the national
output avoids double counting which results frone tale of intermediate goods between
industries (Asechemie, 1996, p. 150). Thus, italhpanies in a country prepare a statement of

value added, the process of national income acsaunould be facilitated.

The VAS is too important for the IFRS Foundatiordexlare optional. First, it provides data on
factor substitution within a firm. To illustrateishpoint, consider the sample VAS at Figure 2.2.
Using these data, labour lost one per cent poomh {81 per cent in 2011 to 30 per cent in 2012;

expansion and maintenance lost 5 per cent poiots #6 per cent (that is 18% + 8%) in 2011 to
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21 per cent (that is 12% + 9%) in 2012. The grolastl by labour and expansion/maintenance is
gained by the government and capital provider. Gawent gained 4 per cent points from 5 per
cent in 2011 to 9 per cent in 2012; capital prowigi@ns 2 per cent points from 35 per cent (that

is 10% + 25%) in 2011 to 37 per cent (that is 483%) in 2012.

Figure 2.2
Sample Value Added Statement
2012 2011

Amountt Proportion  Amourit Proportion
Revenue 116,707,394 97,961,260
Bought in materials and services
—local (46,427,944) (38,834,195)
—imported (27,267,205) (23,209,890)

43,012,245 35,917,175
Finance income 909,074 23,758
Value Added 43,921,319 100% 35,940,939 100%
Distribution of Value Added:
To Employees:
Wages, salaries & end of service benefits 13,248,045 30% 419230 31%
To providers of Finance:
Interim dividends 1,188,984 3 1,188,984 3
Finance costs 1,848,471 4 3,338,782 10
Government as taxes 3,832,968 9 1,702,580 5
Retained in the business:
Depreciation 3,935,671 9 2,993,306 8
Amortization 105,390 - 105,390 -
Proposed final dividend 14,664,141 33 8,758,852 25
To augment reserves 5,097,649 12 6,548,112 18
Value Added 43,921,319 100% 35,940,933 100%

Source Nestle Nigeria plc, Annual Report and Accounts for the gaded 2012
*Amounts in thousands of Naira.

Though these strands of evidence do not suggetstr fagbstitution, a decrease in labour share
overtime without a corresponding increase in thaeslof other factors would signal a shift from

manual to technological base process. With theeatrrinsights, nevertheless, the increasing
share of government has to be justified otherwtisgould be reduced in some realistic manner;
for example, by a renegotiation of wages and sdaot, perhaps, indulge in some tax evasion if

labour were silence. Second, the VAS provides ttattudy import substitution. The format of

100



the VAS, recommended by the Accounting Standarderi®ty Committee ([ASSC] 1975),
requires purchases of goods and services to baateganto import and local value. This
division permits a ratio of local to import matésiand services to be calculated as a measure of
self-reliance, or the extent to which the local teo of goods manufactured in a nation is
increasing over time. Moreover, the division pr@sda measure of inter company economic
integration which is important for the internalipat of the multiplier, for if companies within a

country patronize one another, the value of thentgis national product will increase.

Third, the VAS provides data to gauge performame activity of companies (ASSC, 1975,
p.49); for example, the figure for value added goater to the net output of the firm, and by
relating other key figures such as capital emplayed labour costs to it, significant indicators of
performance may be obtained. Summarily put, the VA& viable source of national income
statistics and metrics of social accounting, incigdperformance measurement. The IASB’s
exclusion of the statement from the requirementsxdérnal financial reporting amounts to

misuse of the world’s mandate of standard setting.

Nevertheless (and this is crucial), companies dimgran Nigeria are complying with the
nation’s company law requirement, that is, the Canigs and Allied Matters Act (CAMA) to
produce a statement of value added as a compohannhoal financial statements. This provides

a research opportunity to compare the value addades for NG-GAAP and IFRS at adoption.

2.5.7 Corporate social responsibility disclosure
Information on corporate social issues is needeass®ss risks that might affect the company’s

operations; for example, existing and potentiaksters would like to know the relationship of
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management with customers, employees and the hmsimanities to choose less risky
investment portfolios. Thus, corporate social isscen affect a company’s valuation. However,
the International Financial Reporting StandardsherIlFRS, omit corporate social disclosure in
corporate financial reporting on grounds that tegués are outside the financial statements
(IFRS Foundation, 2014). This view might have ariskue to the practice in the United
Kingdom where environmental accounting reports @esented in separate volumes from the
financial accounts. This practice, however, dodsrale out the possibility of integrating social
disclosures into financial reports; for examples policies relating to social accounting may be
presented in the part dealing with Statement ofofioting Policies, the Notes on the Accounts
may show any material contingent liabilities in pest of social matters, and the financial
statements can include social responsibility castpart of administration expenses. The
Chartered Association of Certified Accountants e tUnited Kingdom organizes ‘Green
Accounting’ competition to stimulate progressiveagiice among firms in environmental
accounting, and this may have influenced the ayeadf a separate volume for environmental

accounting.

The International Accounting Standards Board viexternal financial reporting as a private
contract between the management and the ownetseoéritity (the classical perspective) but
believes that corporate financial reporting shalkb service the financial markets through the
provision of information relevant for economic gribwand development (the market
perspective). However (a very important ‘howevett)is well to yield the focus of the entity

itself. The Accounting Standards Steering Committeées:

102



Economic entities compete for resources of manpowemagement and organizational skKills,
materials and energy, and they utilize communitynesv assets and facilities. They have a
responsibility for the present and future livelidso of employees, and because of the
interdependence of all social groups, they arelimgin the maintenance of standards of life and
the creation of wealth for and on behalf of the pamity.
This ecological view of the Accounting Standardeefihg Committee cannot be dismissed
because the reporting organization is located withicomplex ecology of mutual dependence,
interacting with people, material environments attter organizations. In these interactions, the
reporting organization takes from and gives teslogy in both obvious and subtle exchanges.
Thus, the reporting organization has a respongilidwards all elements of its ecology, not only
towards its owners. The United States has a comp@a@cial performance agenda touching on
employee welfare, environment, sex discriminatiequal opportunity, racial discrimination,
product quality, safety and drugs. In Nigeria, like United Kingdom, public policy emphasizes
employee welfare and environment. In the area gfleyee welfare, legislation has gone beyond
the usual labour laws to require management torrepoits treatment of employees in annual
financial reports. There are also pieces of letislaregulating industrial pollution even though
there is no requirement to report on activitiesrmated with pollution in financial statements.
Although there are laws and programmes intendeddoce the drug problem, which has caused
much damage to Nigeria abroad, there is no didokerevidence that drugs and women affairs
are legitimate elements in corporate social peréooe that require reporting in annual financial

statements.

Social issues in corporate financial reporting ¥ethin the domain of social accounting, which
is a branch of corporate accounting that reportshenresponses of corporate entities to social

concerns (Asechemie, 1996, p.7). These concernshvdover social and environmental, vary
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from one society to another so that each societst mstablish the limits of social concerns that
corporations are expected to report on. Then, bacieounting should proceed to set out the
items to be disclosed in corporate reports, thaatan principles applicable to those items, and
the format for the disclosure. Appropriately, Nigenas established the social issues of concern
that corporate entities must report on (CompanmesAllied Matters Act [CAMA], Schedule 5,
part Ill) but there is no adequate responsive $@aeounting by the accounting profession in
Nigeria. The Nigerian Accounting Standards Boandtlee NASB, specified the content and
format of the statement of value added, which imancial statement in social accounting, but
fails to specify the contents and format of iterh€@porate social responsibilities. As a result,
companies develop templates that carry the des@jpfualitative information set out in
CAMA. This was very unsatisfactory state of affal8siccour came to the accounting profession
when the National Planning Commission adopts th@imum environmental and social
disclosure requirements of the United Nations fbrcarporations (‘Nigeria First’, 2008);
however, the adoption was more in principle as N#SB never took up the enforcement
responsibilities. Therefore, whether the companmeglement the adoption of the corporate
social disclosure of the United Nations is an erogir question. Moreover, the voluntary
declaration of the International Accounting StandaBoard on corporate social disclosures has
expanded the complexity of this empirical questwhich is fundamental because the Financial
Reporting Council of Nigeria, which replaces the 38 is silent on the declaration, suggesting
that compliance with corporate social disclosureomional. Few studies have investigated
compliance with the corporate social disclosure tlié United Nations. Reverte (2009)
investigates characteristics that explain disclesuactices; latridis (2013) examines association

between environmental disclosure, performance amgbocate governance; Van der Laan,
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Gouldman and Tondkar (2014) compare compliance hafreholder-oriented countries with
compliance of creditor-oriented countries. The otwe of the present study is different: it
examines compliance with the corporate social dsgke of the United Nations and whether the
IASB voluntary declaration detracts from complian€ais is fundamental because the United
Nations can use the results to evaluate the estewhich listed firms in Nigeria are willing to

comply with the corporate social disclosure requeats for all corporate entities.
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CHAPTER THREE
METHODOLOGY

3.1 Design of the Study

There are seven research questions and hypottetas study; therefore, separate designs were
conceived for each research question and the pmmdéng hypothesis. The scope of the
research question and the hypothesis dictate thigrd¢hat was conceived to accomplish the
purpose. Generally, the study is an event studgrevkhe event of study is the adoption of the
International Financial Reporting Standards (IFRS)ent study takes an experimental design of
either pretest-posttest design or posttest design m this study, both were adopted, depending
on the nature of the research question and thethgpis. In the case of the pretest-posttest
design, data were collected on each of the vasatblat characterise the adoption of the IFRS
before and after the adoption, and changes in @nahles were observed to learn any effects.
The pretest data were obtained from the finandatements prepared under Nigerian domestic
accounting standards whilst the posttest data vedtained from the financial statements
prepared using the IFRS accounting policies. Tiradiand their transactions remain the same;
therefore, the accounting amounts and their qualtyuld be the same, and if there are any
differences, then the experimental treatments shdod the cause of the differences. An
intervening event is an experiment; therefore, itmeoduction of the IFRS constitutes an
experimental treatment; for example, companies waeparing financial statements using
Nigerian domestic accounting standards; then, IERBtroduced and the same companies were
mandated to restate the financial statements eariégpared using Nigerian domestic accounting
standards to IFRS financial statements. Thus, thereepeated measurement on the same
transactions but under different rules or reging&sce both the companies and transactions are

the same, each company, therefore, acts as itscowinol. In other words, a company in the
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design provides both experimental and control d@ataanalysis where the control data are the
pretest and the experimental data are the posttédt.some research questions and hypotheses,
only a posttest design is used, meaning that tteewdare collected from the financial statements

prepared after the adoption of the IFRS accourgoigies.

The IFRS was mandated for listed companies in 28tal year, in which case, these companies
were required to implement IFRS retrospectivelytite opening financial statements. The
statement of financial position or the balance shegst show the current period (that is 2012
fiscal year) and two comparative periods (that @@ and 2011 fiscal years). The income
statement must show the current period (that i2Jxcal year) and one comparative period
(that is 2011 fiscal year). So also is the statenoérash flow. This mandatory preparation of
financial statements for the year of adoption piesiboth pretest and posttest data for analysis.
In the case of pretest-posttest design, a uniwaaaalysis was conducted but for posttest design,
a multivariate analysis was embarked upon. Howehwere are cases when both univariate and
multivariate analyses were triangulated for religbiof results; for example, if the test of a
hypothesis involves comparing correlation coeffitseof variables in the pretest and posttest, a
temporary transformation to Fisheis done, and if appropriate, a multiple regressinalysis is
embarked upon. The reason for this treatment istiieae are many ifs and buts that bedevil the
use of correlations; for example, comparing coti@arequires one to calculate the standard
error between coefficients but the standard erfdh® Pearson correlation depends on itself and
the sample size, and this makes the correlationoapp rather messy. Moreover, differences of
correlation demands rather large samples if theytarbe convincingly different from chance

differences (Burroughs, 1975, p.27). The data ibistions are cross-sectional, not time series.
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This means that each company in the sample pro\adgidgle year data for analysis. Even in
cases where a company provided several yearsalptaled cross-sectional analysis, not panel,
was embarked upon. In the remainder of this sectiom specific design that applies to each

research hypothesis is presented and explainead@rstand the testing procedure.

Ho:x: The transition to IFRS does not affect the finahstatement elements, the ratios and the

conservatism paradigm.

Table 3.1 is the design layout to test this stmaitbhypothesis, which has been expressed in the

nullifiable form.

. Table 3.1 _
Cross-sectional data structure for testing Hy,

Financial Reporting System

Listed companies NG-GAAP IFRS Change effect
1 data data data
n data data data

Source: Researcher’s conceptualisation, 2015

The data are aggregate assets, liabilities, equitpme, and ratios selected from profitability,
liquidity, and solvency. The change effects aréediéinces. Some companies in the sample will
have a decrease in their financial statement elesreerd some an increase. The significance of
the difference between the number of firms thatoles decrease and increase is tested using the
Wilcoxon signed rank test at alpha level of 5 pemtcOn the question of whether the IFRS has

shifted the accounting measurement paradigm fronsewatism to valuation, a conservative
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index CIl) was calculated for each financial statement efémaffected by the transition,

following Gray (1980). ACI for total assets, for example, was calculated as:

TAns ~ TAIFRS.
TA g

CI(TA)=1-

According to Gray, the CI describes economic meament behaviour of the accounting
profession. ACI less than 0.95 indicates conservatism (signeduggesting that IFRS adoption
has no effect on conservatism. On the other har@l, greater than 1.05 indicates optimism
(signed +), suggesting that IFRS adoption affdaésdonservatism concept; andCathat falls
within the range of 0.95-1.05 (signed ‘zero’) iratties that IFRS adoption does not make the

accounting profession conservative or optimistai(ik neutral).

Ho2: The distributional forms and stability of the dimcial ratios do not differ under Nigerian

domestic accounting standards and the IFRS.

The design layout conceived to test this hypothegsesented at Table 3.2.

Table 3.2
Data layout for testing Hy,
V1 V2 V3 . . ) V9
V1 data data data . . - data
V2 data data data . . . data
V3 data data data . . . data
V9 data data data data data data

Source: Researcher’s conceptualisation, 2015
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The design layout at Table 3.2 was implementedraggdg for each regime (that is NG-GAAP
and IFRS). In other words, analysis was conductgzhrmtely for each regime to determine
group stability and temporal stability. V1, V2, V3. . V9 are financial ratios selected from
profitability, liquidity, and solvency groups. Tliata are correlation coefficients secured under
the analytical scheme of factor analysis. The measof each financial ratio were intermingled
and rotated to determine their factor loadings,clwtwere used to determine group stability. On
temporal stability, the standard deviations of eadss-sectional distribution were compiled and
observed to learn whether the trend is stable iowert On the question of whether the
distribution of ratios approximates the normal mlsttion, the efficient Shapiro-Wilk test was
conducted as a test of strict normality, whilst thBo of moment coefficient of skewness to the
standard error was used to conclude whether appedgi normality exists in any ratio

distribution.

Hos: There is no significant difference between thlu@aelevance of the accounting amounts

under Nigerian domestic accounting standards aadHRRS.

Table 3.3 depicts the design structure conceivedsioHs.

Table 3.3
Design structure for testing Hy;

NG-GAAP IFRS

Price model: Ri=fo+BBVE, +ANIy  data data
Stock return model: Rix =50 + BNl Peal+AIANI /R,]l  data data
Cash flow model: CRi =60 +BNIy/TA,  data data

Source: Researcher’s conceptualisation, 2015
The data are measures of value relevance. Follo®arth, Landsman, and Lang (2008), value

relevance models were used to secure data intadélsgn for analysis. The models were
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estimated for each regime. The mean value of easttighor was plugged into each estimated
equation to obtain value relevance. Thus, the thmeelels produce three values for value

relevance, which were observed to learn the regfvaeproduced the higher value relevance.

The financial reporting system is not the only dacthat explains value relevance (Ohlson,
1995). Therefore, to learn the value relevancabatable to the financial reporting system,
backgrounds were equalised: the mean of each poediom the IFRS is plugged into the
regression model for the NG-GAAP to obtain an agerarediction, which should equal the
average obtained earlier for the IFRS. Any diffeeim amount represents some other factors
which account for difference in value relevancer (bxample market expectation of future

prospect of the firm).

Hos Earnings management under Nigerian domestic aticmustandards and the IFRS do not

differ significantly.

Table 3.4 presents the deign layout to test H

_ Table 34 .
Design layout for testing Hy,

Financial Reporting System

Listed Companies NG-GAAP IFRS
1 data data
n déta data

Source: Researcher’s conceptualisation, 2015

The data are measures of changes in earnings atkfiat total assets, changes in cash flow

deflated by total assets, cash flow from operatubeftated by total assets, total accruals deflated
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by total assets, and discretionary accruals. THate entered into the design for analysis in two
stages. At stage one, factors that influence egshioash flow, and accruals were allowed to
prance about in the research setting; at stage th,data were disinfected of possible
background operational factors, which include sizérms, growth, turnover, and leverageeé
Pandey, 1993, p.560). Discretional accruals wetamagd using the cross sectional Jones
Model (Jones, 1991). For each of the researchiar{@arnings, operational cash flow, total and
discretional accruals), the standard deviationsraedns were calculated. If the magnitude of the
standard deviation relative to the mean is highntpreparers are, perhaps, instructed to report
within a constricted range, and this would be ewtdeof manipulating earnings to attain a target,
and if not, then firms recognise losses as theyirocEo probe further, the ratio of standard
deviation of earnings to standard deviation of dé&sh was examined on the thesis that if firms
recognise large losses as they occur, then thre shtuld be high otherwise low. To clinch these
results, the frequency of small profit and largssks were observed in the earnings stream on
grounds that if firms manipulate earnings towardsaseget, small profit should dominate
otherwise large losses. These frequencies were a@upusing a logit model whereby the

frequencies of small profit and large losses pratie regulatory regime.

Hos: IFRS accounting policies do not impair the cdpitaintenance concept in the accounting

profession.

Three deigns were juggled out to test this hypashdsach design addressed a scope of the
hypothesis. The first design (Table 3.5a) is theéadstructure to test whether fair value
accounting practice is subjective. The net incomi@ie tax reported in the financial statements

is the output of the double entry system. Compaedigures were calculated using the surplus
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approach. Then, the Wilcoxon Z-test was conducte8 ger cent alpha level to weigh the
difference between the median net incomes. If ifferdnce is non-significant, then fair value

accounting is objective.

Table 3.5a
Tactina whathar fair valiin an~aniintina nrantina 1o acrthiantiva fAr H
1 SOl Iu WIICUITI 1dll valuc auvuuuliul IH |JI auvluue 1o OUUJC\JLIVU [\V]] 05
Double entry system Surplus approach
Listed companies (Earnings) (Earnings)
1 data data
n data data

Source: Researcher’s conceptualisation, 2015

The second design (Table 3.5b) is the data laymuédst whether fair value profit and losses
influence dividend distribution. Changes in unreadi gains or losses and changes in dividends
were calculated from the financial statements pegpdor the period 2013 and 2014, and
correlated following Pearson Product Moment procedé significant correlation coefficient

indicates that fair value gains/losses influensgdéind distribution.

Table 3.5b
Design layout to test whether fair value profits and losses influence dividend distribution for Hos
Listed companies ~ AUnrealised profit/losses ADividend
1 data data
n data data

Source: Researcher’s conceptualisation, 2015

The third design (Table 3.5c) is the data structoréest whether reported increase in equity
capital aligns with financial management strate@ilanges in equity and changes in working

capital were calculated and correlated. A significaorrelation coefficient indicates that
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management claim of capital maintenance is supgpob¢ managerial strategy otherwise

reported increase in capital lacks strategic sastes, trust, growth or financial stability.

Table 3.5¢
Design to test whether reported increase in equity aligns with financial management strategy
Listed companies AEquity AWorking Capital
1 data data
n data data

Source: Researcher's conceptualisation, 2015

Hos: The value added of each firm to the gross domegstduct does not differ significantly

under the Nigerian domestic accounting standardslanIFRS.

Table 3.6 presents the data structure to test Hie data are the value added to, or eroded from,

the GDP at transition.

Table 3.6
Data structure to test Hyg

Listed Companies  NG-GAAP IFRS Change effect
(Value Added) (Value Added) (Differences)

1 data data data

n data data data
Source: Researcher’s conceptualisation, 2015

The change effects are the differences betweervdhe added/eroded under NG-GAAP and

IFRS. The significance of the change effect iss@sising the Wilcoxon signed rank test.
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Ho7: The voluntary declaration of the IASB on corperaocial disclosure does not affect

compliance with the requirements of the CAMA anel thited Nations.

The designed conceived to test;hH)presented at Table 3.7.

Table 3.7
Data structure for the test of Hyy

Employment&  Welfare, health &

Listed companies  Trade & Linkages  Labour practices Safety Environment  Govt & Community
1 data data data data data
N data data data data data

Source: Researcher's conceptualisation, 2015

The financial statements prepared within the pe20di0 to 2011 (pre-IFRS adoption) and 2013
to 2014(post-IFRS adoption) were read to spot itemsorporate social disclosures. A spotted
item goes into one of the five categories shownth@ design (that is trade and linkages;
employment creation and labour practices; welfdrealth and safety; environment; and
government and community contribution). Then, a glence score was calculated for each
category per company. Each company in the sampldupes two compliance scores, one being
for the period before the adoption and the othtardhe adoption of the IFRS. The Wilcoxon z-
test was applied at the 5 per cent level to weighdifference in compliance scores. In addition,
a regression of compliance score on audit ideniéyerage, size, foreign ownership, and free

float was embarked upon to learn whether theserfaafluence compliance.
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3.2 Population and Sample Design

The population consists of all companies listedlenNigerian Stock Exchange as at 2012/2013
fiscal year. Table 3.8 presents these companiemdystrial sectors. A separate sample was
designed for each research question and the condsp hypothesis. Overall, two independent

samples were designed.

Table 3.8
Companies in Nigerian Stock Exchange Market by Indatrial Sectors
N/S  Industrial Sector Number of companies listed
1. Agriculture 5
2. Construction/Real Estate 9
3. Consumer Goods 33
4. Banking and Insurance Services 48
5. Health Care 10
6. ICT 11
7. Industrial Goods 23
8. Natural Resources 5
9. Oil & Gas 10

SourcelThe Nigerian Stock Exchange FactBook 2012/2013.

The first sample is an amalgam of manufacturersasfsumer, industrial and pharmaceutical
products. This pull of manufacturers into a pooljustified on three grounds. First, these
companies share similar accounting process sodiffarences in application of accounting
standards cease to operate in the background agpaessor or distorter variable. Second, the
products of these companies are non-cyclical inneathat is, their demand is non-dependent on
the level of economic growth. The purpose of tliestion criterion is to eliminate outliers since
descriptive statistics provide the basis for infgiad tests. Third, the amalgam satisfies sample
adequacy requirement for statistical analysis;eoample, Hair, Black, Babin, Anderson and
Tatham (2006, p.112) recommend a minimum of 50 masens to embark on a factor analysis.

Some of the research questions or hypotheses eeguiross-sectional distribution of financial
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ratios; therefore, to meet sample adequacy regemgnsimilar firms must be pulled into a pool
to constitute a sample for conducting a factor ysial Based on the pool, the sample size is now
66 companies in the manufacturing industry. Howeaérthe time of fieldwork, one company
has been delisted, reducing the number to 65. ®ftlmber, five companies neither submitted
their annual report and accounts to the Stock Enghaor published it on the Internet. Thus, the
effective number of companies that participatethsstudy is 60, representing about 90 per cent
of the companies in the consumer, industrial ararplaceutical products. However, with some
research questions or hypotheses, the sample sigdusther reduced by the number of firms
that reported negative operating profit marginaalihe second sample is an amalgam of banks
and insurance companies. This sample was constitoteanswer the research questions that
address capital maintenance. All 49 firms in thmarficial service sectors provided data for the
analysis. These companies were appropriate bedawmse&lue accounting is more pronounced
with financial assets and liabilities (WhittingtoR008) and companies into financial services
deal more in financial instruments. However, on theearch question and hypothesis that
address national income statistics, an amalgarmmeotfwwo samples was formed. Overall, a total of
109 firms, consisting of 60 manufacturing firms a#fl companies into financial services

participated in the study (see Appendix A).

3.3 Selection of Financial Ratios and Measurement

The unit of analysis in some research questionshgpdtheses are financial ratios. Therefore, a
conceptual approach was adopted to select keysr#tiat are appropriate for the study. The
selection criterion is the utility of the ratio esported in the literature review chapter (Chapter

2). In addition, the financial ratios were selectedorm three pragmatic groups: Profitability,
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liquidity, and solvency (Horrigan, 1965). Table d@sents the key ratios and the measurement

procedure adopted.

Table 39
Participating Financial Ratios
S/IN Ratio Measurement
1. Profit margin operating profit + sales
2. Return on capital (ROCE) operating profit + (gieng assets + working capital)
3. Capital turnover sales + (operating assets kiwvgrcapital)
4. Current ratio total current assets + total aurhabilities
5. Cash flow ratio operating cash flow + total euwtrliabilities
6. Working capital ratio working capital + (operagiassets + working capital)
7. Cash flow to debt ratio operating cash flow tataebts
8. Gearing ratio long-term debt + total equity
9. Indebtedness total debt + total equity

Source; Based on resullts of literature review

The first three ratios characterise profitabilitiye next three characterise liquidity; the lase¢hr
characterise solvency. In addition to these ratsmsne market based ratios were selected for

analysis. These are the earnings per share arasets per share ratios.

3.4 Data Collection

The annual report and accounts are the source taf fda the conduct of the study. A large

number of the annual report and accounts were dmged from the websites of the

participating companies but some were obtained ftben Stock Exchange Library at Lagos.

Many financial statements were downloaded fromaaini Financials:

[www.africanfinancials.com]

Stock prices and other information about listed panies were obtained from Cash Cratft:
[http://lwww.cashcraft.com/plistorder.php.]

Stock prices were collected at three distinct pkrigl) stock prices of six months after the fiscal

year end of each accounting firm, (2) stock priseginning nine months before the fiscal year
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end of each accounting firm, and (3) stock priae¢hmonths after the fiscal year end of each

accounting firm.

The physical mode of data collection is to readfih@ncial statements of each company to spot
the raw data needed to conduct the investigatiormwAdatasheet was constructed to collect data
from each company. A separate raw datasheet wagnedsto collect data for each reginse¢
Appendix B). This appendicular instrument was usedollect direct accounting figures from
the financial statements and notes to the accodnseparate data instrument was designed to
collect data on corporate social disclostseeAppendix C). The data collection instrument at
Appendix C was applied to collect data from anmeglorts and account prepared before and
after IFRS adoption by firms. The reports, prepangtthin the period 2010 to 2011 (pre-IFRS
adoption) and 2013 to 2014 (post-IFRS adoption)ewead to spot items of corporate social
disclosure. A spotted item goes into one of fivaegaries: (1) trade and linkages, (2)
employment creation and labour practices, (3) welfaealth and safety, (4) environment, and
(5) government and community contribution. The redsa of information under each category
were carefully selected such that they apply torelhufacturing companies in the sample. Each
company gets a score of one per item of socialalisce otherwise zero. Then, a compliance
score is calculated for each category per companth@ number of items disclosed + no. of

items in the category.

Raw data collected were either used to measureesi@arch variables directly or their proxies. If
variables are measured directly, the data genefateghalyses are primary data but if variables

are measured indirectly using their proxies thea dginerated for analysis are secondary data.

119



The study used both primary and secondary datariduct various analyses to answer research

guestions or clinch hypotheses.

3.5 Statistical Analysis

With some research questions and hypotheses, pggerstatistics (mean, standard deviation,
the minimum value, the median, the maximum vale,range, and the interquartile range) were
calculated to summarise the distribution of dathen, the efficient Shapiro-Wilk test is
conducted to learn whether to conduct parametricomparametric test. The Shapiro Wilk test
was chosen because it can detect normality in botall and large number of observations.
Other tests are the chi-square goodness-of-fit,Kibkenogorov-Smirnov test, and the Geary’s
test. The chi-square test requires a large numbebgervations; the Kolmogorov-Smirnov test
is too liberal, accepting normality a little morbah necessary; the Geary's test is too
conservative, rejecting normality a little more rihaecessary (Burroughs, 1975, p.372). The
Wilcoxon Z-test for related sample was the main test conducted¢chwhpplies when each
sample member produces a pair of data for anal{B@vetter & Wallnau, 2004, p.344). In this
study, to answer some research questions andtest lsypotheses, each company produces data
under Nigerian domestic accounting standards aR& 160 that the WilcoxoB-test applies.

Both simple and multiple regression analyses werelgcted. In both cases, the least squares
method was used to estimate the regression caeftsi The independentest and thd--test
were conducted to learn whether regression coeffisi are significant, and whether the
regression equation has explanatory power. Multiple simple regression analyses are
appropriate when the goal of analysis is explanatprediction or both (Hair, Black, Babin,

Anderson & Tatham, 2006, p.204). An estimated regjom equation is subjected to a number of
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diagnoses. First, partial regression plots weresttaoted to assess whether the relationship
between one explanatory variable and the respoasable, holding other explanatory variables
constant, is linear. Second, Levene’s F-test wasletted to detect whether variances are equal
(that is a test to detect whether the assumptiahehomoscedasticity holds). Third, a normal
probability plot was constructed and the standadlieesidualsstudent ¥ compared with the
normal distribution to learn whether the assumptibat the distribution of the explanatory
variables, response variable, or both follow a rarrdistribution. Fourth, tolerance was
calculated and evaluated at a cut-off threshold.20 to detect the presence of multicollinearity,
and if present, variance inflation factor was chlted and square rooted to detect the extent to
which multicollinearity inflated the standard errand hence the effect antest result of
significance of regression coefficients. Fifth, teefficient of determination was calculated and
anF-testconducted at the conventional level to evaluageatimount of explanation made by the

regression equation.

A logit analysis was embarked upon for some rese@oestions and hypotheses. A logit model
of analysis is appropriate when the response Marigh dichotomous (Hair, Black, Babin,
Anderson & Tatham, 2006, p.302). In this studyo@timodel procedure was followed when the
response variable is the regulatory regime, whimbkton the value of Nigerian domestic
accounting standards or IFRS. Unlike the multipkgression procedure, the maximum
likelihood procedure was followed to estimate thgitl coefficients, and multicollinearity effect
was evaluated at a threshold of 0.80. The hio ratid Nagelkerke Rvere calculated to evaluate
the explanatory power of the logistic models. Ti2¢og Likelihood (-2LL) was not calculated

because a step-wise order was not followed to ¢éiméeexplanatory variables into the analysis.
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Factor analysis was also embarked upon far. HOvery specific terms, factor analysis was used
as a confirmatory data orientation technique in tbsearch question that addresses group
stability of financial ratios. A confirmatory ap@ch was followed because the factors (that is
profitability, liquidity, and solvency) and the &ncial ratios that characterise each were
determineda priori. The literature has established that the profitgldactor is characterised by
the profit margin ratio, return on capital, and itpturnover. Also, the liquidity factor is
characterised by the current ratio, cash flow ratma the working capital ratio whilst the
solvency factor is characterised by cash flow tbtdatio, the gearing ratio, and indebtedness
(seeTable 3.9). If this classification is correct, théhe financial ratios within a category should
group together as a test of stability; furthermdhe total percentage of trace as an index of

relationship should be high, and the factor loadihguld have like signs.

In conducting the factor analysis, both orthogarad oblique rotation methods were used. The
initial preferred method is orthogonal becausediactvere considered unrelated but when a
feasible solution was hard to emerge, an obliquinoaewas resorted to. A financial ratio having
a loading of +60 and communality of 0.50 is conmedestatistically and practically significant.
The matrix of factor solution was subjected to fwonary diagnoses. First, partial correlations,
measures of sampling adequacy, and the result mieBdest of sphericity were inspected to be
sure the results are reliable. Second, eigenvalufstors must be greater than 1 and percentage
of total variance for which the factors accountidtdde at least 60, to be sure all factors (that is

profitability, liquidity and solvency) have pradiicsignificance.
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Hair, Black, Babin, Anderson and Tatham (2006, p)lfecommend a minimum of five
variables for each factor but each factor in thiglg (that is profitability, liquidity or solvency)
has three variables for analysis. To the pernicketycalamity befell due to violation of this
requirement because all financial ratios are kelycamts, implying that practical significance is
preferred to statistical; for example, the thredHol factor loading is .60 based on a sample size
of 60. Moreover, Hair, Black, Babin, Anderson & ham’s advice holds for exploratory factor
analysis, not confirmatory. The Kaiser-Meyer-Olkireasure of sampling adequacy is adequate
in all instances of the factor analysis, and thetlBi#'s test of sphericity shows that the existing

structure supports factor analysis.
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CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS

4.1 Development and Test of Hypothesis 1
The research question addressed by Hypothesis ‘Wisat are the adoption effects of IFRS
accounting policies on the financial statement eletsy, their ratios and the accounting

measurement paradigm?’

Nobes (2001) advances two reasons to explain tipadtmof IFRS on financial accounts: (1)
rules that are covered in IFRS are missing from ekiio accounting standards, and (2) domestic
rules follow tax regulations whereas IFRS are @pitarket oriented. The Nigerian Accounting
Standards Board (NASB) had always adapted the ABltb new transactions peculiar to the
Nigerian economy and to suit the peculiarities led £conomy. To this extent, one does not
expect the transition to IFRS to affect the accmgnnumbers. However, the International
Accounting Standing Board (IASB) has made extensaxésions to the old IAS, and this can
affect the numbers. So, on the basis that the NAiiBot update the domestic standards in line
with the latest revisions of IASB, one should expie transition to impact on the financial
statement elements and their ratios. Thus, thectigeis to detect whether the transition to IFRS
affects the financial statement elements and tfaios. However, in line with the Popperian

method of negation, the hypothesis is stated imthifiable form:

Hox: The transition to IFRS does not affect the finahstatement elements, the ratios and the

conservatism paradigm.

The analysis was conducted separately for the ¢iahstatement elements and for the ratios to

satisfy Pepper’s multiplicative corroboration ragment (Pepper, 1992), these being equivalent
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accounting amounts. Pepper’s corroboration asm#gsland Finley (2011) argue that aggregate
financial statement elements do not control fore silifferences across firms, and are more
subjective to the distorting effects of extremeuesl On this premiss, it becomes necessary to
re-test the adoption effect on financial ratios.aABandsome bonus, the results are extended to
evaluate the extent to which IFRS adoption affélaésconservatism concept. The raw data for
the analysis are presented at Appendices D angppgedix D presents the financial statements
elements whilst Appendix E presents the finanaébs, which runs from 2008 to 2014. These

financial ratios were used in various tests.

The financial statement elements at Appendix Dthesfinancial statement elements at First
Time Adoption, and they are the aggregates: tssd@ T A, total liabilities, TL; total equity, TE;
operating profit OP, and net income\l. In order to compile a cross-sectional distribaitod any
financial statement element (or ratio), the finahstatement element under Nigerian domestic
accounting standards (NG-GAAP) is subtracted frdva tinancial statement element under
IFRS, and the result divided by the financial staat element under NG-GAAP as a measure of
‘effect’; as an example, the adoption effect of §Bn total asset is [Total Assets under IFRS —
Total Assets NG-GAAP] + Total Assets under NG-GAARe adoption effect is calculated for
each firm in the sample and compiled into a crestisnal data distribution; then,&hapiro-
Wilk test is conducted to determine whether the distribut@pproximates the normal
distribution. The result of the Shapiro-Wilk test used to select the appropriate statistical
summaries and statistical tests. If the ShapirdeWwakt result shows that the data distribution
approximates a normal distribution, the mean aaddsird deviation are selected and the related

samplet-testconducted but if non-normally distributed, the ma@drange and interquartile range
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are selected and tiWilcoxon signed rank tesbnducted. The standardised Wilcoxon test result,
that is thez-statistic, was used both for interpretation andnpgotation of effect size. The
descriptive statistics are used to assess the toadgnof the effect of IFRS adoption whilst the
sign of change (+ or —) obtained when a financiatesnent element under Nigerian GAAP is
subtracted from the financial statement elementeudERS is used to gauge the direction of
impact. The proportion of companies in the samgfleceed by the adoption of IFRS is also
reported to gauge the size effect. Table 4.1 pteseme statistical summaries and results of
normality test, the results of statistical testsl @ne effect size. Panels A and B present the
descriptive statistics whilst Panel C presentsstiadistical test results as well as the effect,size

which is a measure of practical significance.

Table4.1

Adoption Effect of IFRS on Assets, Liabiliies, Eqity, Operating profit & Net income

Magnitude of change ATA ATL ATE AOP ANI
Panel A: Descriptive statistics and Normality test

mean 0.251 0.084 -0.028 0.548 0.724
standard deviation 0.532 0.210 0.218 1.957 6.240
minimum -0.573 -0.775 -0.999 -0.870 -17.366
maximum +2.646 +0.522 0.377 9.999 27.912
range 3.218 1.298 1.375 10.869 45.278
interquartile range 0.365 0.195 0.118 0.186 0.314
Wilk w 0.663 0.813 0.754 0.458 0.458
p-value 0.0005 0.0005 0.005 .0005 0.0005
Panel B: Direction of change

positive (+) 45 (74.2%) 45(74.2%P4(40.3%) 24(40%) 27(45.2%)
negative (-) 15(25.8) 10(17.1)  36(59.7) 36(60) 316%
no change 0(0.0) 5(8.6) 0(0.0) 0(0.0) 02(3.2)
Total (N) 60(100%) 60(100%) 60(100%) 60(100%p0(100%)
Panel C: Statistical tests

z-statistic 4.409 0.551 1.260 0.866 0.315
p-value [2-tailed] .001 .0005 351 .502 .817
effect size .56 .07 .16 A1 .04

Source. computed from the data at Appendix D
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4.1A IFRS Transition Effect on Financial Statement Elemets

4.1A.1IFRS transition effect on total assets

In Table 4.1, the statistical summaries and testulte in columnATA describe the cross-
sectional data distribution of total assets for ¢lnéire sample. About 7der centof the sample
recorded an increase in total assets whilst @ércentrecorded a decrease; thus, the total assets
of all firms are affected by the transition. Thetdbution is badly skewedv= 0.66, p < 0.05),
suggesting that the range, the interquartile reemye a nonparametric test are the appropriate
statistics for the analysis. The range and intetdearange are quite large (3.22, 0.37),
suggesting that the transition to IFRS affectedabgets of companies by a large and varying
amount. The largest effect was observed for a copnpiaat recorded an increase of about 265
per cent followed by another at about 1@&r cent only one company recorded a decrease of
about 57per cent which is somewhat substantial. The reconciliatooyes of these companies
disclosed some large misclassifications of transadtems attributable to classification errors.
The standardised result of tkéilcoxon signed rank teshows that the adoption effect of IFRS

on total assets is both statistically and pradiicagnificant,z = 4.41,p < .05;effect size= 0.56.

4.1A.2 IFRS adoption effect on total liabiliies

ColumnATL in Table 4.1 presents the statistical summaares results of tests conducted on the
cross-sectional distribution of the transition etfen total liabilities. About 74er centof the
firms in the sample recorded an increase in to#ddilities, 17 per centrecorded a decrease
whilst 9 per centexperienced no effect. Overall, over 91 per cémh® firms in the sample have
their aggregate liabilities affected by the transit The distribution is non-normally distributed
(w=0.813p < .05); therefore, the range and interquartileyeaare appropriate to summarise the
distribution. The range and interquartile range ameall (1.30, 0.12), suggesting that the
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transition effect on aggregate liabilities is snmaald evenly spread across the companies in the
sample. An inspection of thigox plot which was one of the SPSS output from the amglysi
revealed three extreme cases. Only one companydext@ large decrease of 7pér centin
liabilities, which was due to reclassification afceuals and large amount owed related parties
and other creditors. Generally, aggregate liabgiincreased moderately but two firms recorded
some substantial increase of over gar cent The standardised result of the related sample
Wilcoxon signed rank teshows that the transition effect on aggregatdlili@s is statistically
significant,z = 0.55, p < 0.05; nevertheless, the result is prawtically significantgeffectsize=

0.07.

4.1A.3IFRS adoption effect on total equity

ColumnATE in Table 4.1 describes the cross-sectional datizibution of total equity for the
entire sample. 6Per centof the firms recorded a decrease in equity wHisper centrecorded
an increase suggesting that the transition effecttatal equity varies across entities. The
distribution is non-normally distributedv(= 0.75, p <.05), suggesting that the range and
interquartile range are appropriate statistical mames. The range and interquartile range are
small (1.38, 0.12) implying that the effect is shifar the participating firms except for one
company that experienced ‘stellar improvement’dnity. A further probe revealed that the firm
had been experiencing financial difficulties: Themfs total equity before the mandatory
adoption was a woeful negative figure which impyeemendously after the adoption. The
adoption of IFRS almost erodes the negative equihat does this suggest? This might signal
transition earning managemeunt.(Field, Lys & Vincent, 2001). Nevertheless, the tssof the

related sampléVilcoxon signed rank testhows that the transition effect on equity is both
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statistically and practically nonsignificat= 1.26, p > 0.05¢ffect size= 0.16, suggesting that

the change effect on total equity is immateriataoclude that the transition makes an effect.

4.1A.41FRS adoption effect on operating profit

ColumnAOP in Table 4.1 presents the statistical summanesresults of tests conducted on the
cross-sectional distribution of the transition effeon trading profit. 40.Qper centof the
companies in the sample recorded an increase iratopg profit whilst 60.(er centrecorded a
decrease; thus, the transition to IFRS affected¢@ihpanies that participated in the study. The
distribution is widely non-normain= 0.46,p < .05); therefore, the range and interquartilegean
are appropriate to summarise the distribution. femge is large and the interquartile range also
somewhat large (10.87, 0.19), suggesting thatréresition effect on operating profit is large and
varies widely across the companies in the sampie. sfandardised result of the related sample
Wilcoxon signed rank teshows that the transition effect on operating ipisfboth statistically
and practically nonsignificant, = 0.87, p > 0.05effect size= 0.11, suggesting that the change

effect on operating profit is immaterial to coraduthat the transition makes an effect.

4.1A.5IFRS adoption effect on netincome

ColumnANI in Table 4.1 presents the statistical summaaies results of tests conducted on the
cross-sectional distribution of the transition effen net income. About 4per centof the
companies recorded an increase p82 centrecorded a decrease whilsp8r centrecorded no
effect. Overall, 97 per cent of companies in thenga have their net income affected by the
transition. The distribution is badly skewed € 0.46,p < .05); therefore, the range and
interquartile range are appropriate to summarigedistribution. The range and interquartile

range are large (45.29, 0.31), suggesting thatreesition effect on net income is large and
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varies widely across the companies in the sampie. sfandardised result of the related sample
Wilcoxon signed rank teshows that the transition effect on net incomeath statistically and
practically nonsignificantz = 0.32, p > .05effect size= .04, suggesting that the change effect on

net income is immaterial to conclude that the titeors makes an effect.

4.1B IFRS Transition Effect on Financial Ratios

Table 4.2 presents the statistical summaries aswltref tests conducted on the cross-sectional
distribution of the transition effect on financraltios. Panel A presents the statistical summaries
and normality test whilst Panel B presents the remalb observations that recorded an increase,
a decrease or no change. Panel C presents thésrestiie standardised result of #&lcoxon

signed rank tesaind the effect size.

4.1B.11FRS transition effect on profitability ratios

Three profitability ratios were involved in the d&ysas: the operating profit margin, return on
capital employed, and capital turnover. The cresdignal distribution of the operating profit
margin ratio, or OPM, is non-normally distributedder both regimesw =0.78,p <.05[NG
GAAP]; w = 0.73, p < .05 [IFRS]. Therefore, the median or the intamjle range is an
appropriate statistical summary to compare the thatributions. The interquartile range
decreased slightly (0.17 vs. 0.14), indicating équmiability around the median value. The
operating profit margin increased for about 57 gt of the observations, decreased for 40 per
cent, and about three per cent remained unaffeCeerall, the median of the operating profit
margin increased from 10 per cent to 13 per cenhthmiincrease is statistically and practically

non-significantz = 1.81,p >.05,effect size= 0.23.
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Table4.2
Adoption Effect of IFRS on profitability, liquidity and Solvency ratios

Panel A: Descriptive Statistics & Normality test
Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E

GAAP NG IFRS NG IFRS NG IFRS NG IFRS NG IFRS NG &R NG IFRS NG IFRS NG IFRS
mean 0.10 0.13 0.26 0.44 2.32 2.00 1.34 1.26 0.28 0.12.330 0.33 0.25 0.24 0.41 0.42 1.45 1.60

SD 0.19 0.18 0.35 0.97 1.79 1.56 0.72 0.58 0.37 0.91.720 0.94 042 0.25 1.05 0.50 1.38 1.30
median  0.10 0.12 0.20 0.22 1.75 1.67 1.16 1.27 0.26 0.17.190 0.22 0.26 0.22 0.20 0.28 1.13 1.33
Min. -0.70 -0.70 -1.03 0.01 -1.11 -1.01 0.10 0.07 -1.060.53 -1.56 -0.80 -2.30 -0.44 -114 -148 -3.04 60.3
Max. 0.50 0.49 1.03 5.84 7.73 7.54 3.74 1.64 1.51 7.04254 556 0.86 0.83 7.81 2.13 8.86 8.02
range 1.20 1.19 2.06 5.84 8.84 8.86 3.64 2.57 2.57 757815 635 3.16 1.27 8.94 3.62 1190 7.66
IQR 0.17 0.14 0.28 0.28 2.37 151 0.96 0.89 0.31 0.34520 050 031 0.32 0.47 0.39 1.16 1.19
Wilk w .79 73 .85 .34 91 .90 .94 .99 .92 0.36 .73 bS51 1 .7 .99 44 .80 72 75

p-value .00005 .0005 .0005 0.0005 .009 .003 .004 .64 .00D005 .0005 .0005 .0005 .89 .0005 .0005 .0005 .0005

Panel B:Direction of Change

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E
Positive (+) 34(56.5%) 33(54.8%) 27(45.0%) 24(40.0929(48.4%)  23(38.7%) 26(43.5%) 42(69.4%) 41(67.7%)
negative (-) 24(40.3) 27(45.2) 33(55.0) 34(58.0) 31(51.6) 37.3p1 34(56.5) 18 (30.6) 19(32.3)
no change 02(3.2) 0(0.0) 0(0.0) 2(2.0) 0(0.0) 0(0.0) 0(0.0) (0.0) 0.(0.0)
Total (N) 60(100%) 60(100%) 60(100%) 60(100%) 60(100%) 60¢ap0 60(100%) 60(100%) 60(100%)
Panel C: Statistical tests

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E
z-statistic 1.81 0.94 -1.65 -0.75 -0.86 -1.5 -1.65 2.56 2.26
p-value .18 .45 21 .45 .39 A3 .89 .01 .02
effect size .23 0.12 21 A3 A1 .19 21 .33 .30
Source: computed from the cross-sectional ratio distidng at Appendix E

Note:

OPM, operating profit margin; ROCE, return on calp@mployed; CT, capital turnover; CR, currentaa€FR, cash flow ratio; WCR, working capital ratioF/D,
cash flow to debt ratio; GR, gearing ratio; D/Eataebt to equity, SD, standard deviation; IQRelquartile range
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The cross-sectional distribution of the return apital employed or ROCE is non-normal under
both GAAPs though much more widely non-normal urtlerlFRS regimew =0.85,p <.05[NG
GAAP]; w = 0.34,p < .05 [IFRS], suggesting that the two distribusashould be compared
using the median or the interquartile range. Therquartile range remained unchanged,
indicating equal variability around the median. RO@creased for about 55 per cent of the
observations and decreased for about 45 per cehtating that all companies that participated
in the study are affected. The median value of EQtreased from 20 per cent to 22 per cent
but the increase is both statistically and pratiiceon-significant,z = 0.94,p >.05, effect size=

0.12.

The cross-sectional distribution of capital turnodenon-normal under both GAAPs though not
badly skewedw =0.91,p <.05[NG GAAP];w = 0.90,p < .05 [IFRS], suggesting that the two

distributions should be compared using the mediath® interquartile range. The interquartile

range under IFRS is smaller [3.37 vs. 1.51] indngatess variability. Capital turnover increased
for 45 per cent of the observations and decreasedlfout 55 per cent, indicating that all

companies in the study are affected. The medidmevaf capital turnover decreased by 8 per
cent but the increase is both statistically andtorally non-significantz = 1.65,p >.05, effect

size=0.21.

4.1B.21FRS transition effect on Liquidity ratios
The liquidity ratios are the current assets to enirdiabilities or current ratio, cash flow to
tangible assets or cash flow ratio, and workingte&o tangible assets or working capital ratio.

The cross-sectional distribution of the currentorander IFRS regime is normally distributed,
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= .99, p > .05 but only slightly non-normal under Nigeri@AAP, w = .94, p < .05. This
suggests that the mean and standard deviationoack gatistical summaries, and the related
test is also appropriate; moreover, the t-testbmnobust against normality in this circumstance
(seeMoore, 1995). Thus, both theest and théVilcoxon signed rank testere conducted for
reliability of result. The standard deviation aheé interquartile range under IFRS are smaller,
indicating less variability. The current ratio irased for 40 per cent of the observations and
decreased for 58 per cent with only one observatgmnaining unchanged. The mean of the
distribution decreased by 8 per cent though nonHstgnt, z = 0.75p > .05, effect size= 0.01;

or,t(61) = 0.92p > .05.

The cross-sectional distribution of the cash flatiar is non-normally distributed under both
GAAPs: w =0.92, p <.05[NG GAAP];w = 0.36, p < .05 [IFRS], suggesting that the two
distributions should be compared using the mediath® interquartile range. The interquartile
range under both GAAPs is small, indicating lessaldity. The cash flow ratio increased for
about 48 per cent of the observations and decrefaseabout 52 per cent, indicating that all
companies in the study are affected. The medidmevdecreased by 9 per cent though not

statistically and practically significarg= 0.86,p >.05,effect size= 0.11.

The cross-sectional distribution of the working itapratio is non-normally distributed under
both GAAPs:w =0.73,p < .05[NG GAAP];w = 0.51,p < .05 [IFRS], suggesting that the two
distributions should be compared using the mediath® interquartile range. The interquartile
range under both GAAPs is small, indicating lessakdity. The working capital ratio increased

for about 39 per cent of the observations and @sexk for about 61 per cent, indicating that all
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companies in the study are affected. The mediduevdecreased by 3 per cent but non-

significant,z= —-1.5,p >.05,effect size= 0.19.

4.1B.3IFRS transition effect on Indebtedness ratios

Three ratios were used to gauge indebtednessotél)debt to equity, (2) long-term liabilities to
equity (i.e. gearing), and (3) the cash flow toakodebt which, though not a measure of
indebtedness, shows the extent to which availa@dé eneets indebtedness. The distribution of
the cash flow to total debt for Nigerian GAAP isdbaskewedw = .71,p < .05 but normally
distributed for the IFRSy = .99,p > .05. Therefore, the median and the interquarditeye were
used as the appropriate descriptive statisticeratian the mean and standard deviation. About
44 per cent observed an increase in this ratiosiveil per cent observed a decrease. The median
ratio decreased from 26 per cent to 22 per cenhbusignificant, statistically and practicalby,

= -1.65, p > .05¢ffect size= .21.

The cross-sectional distribution of the gearingorég widely non-normally distributed for both
GAAP, w =0.44,p < .05[NG GAAP];w = 0.80,p < .05 [IFRS]. Therefore, the median and the
interquartile range are appropriate statistics. A9 per cent of the firms observed an increase
in this ratio whilst 31 per cent observed a de@edaste median ratio changed from 20 per cent
to 28 per cent, and this shift was significant, 2.56, p < .05effect size= .33. On the ratio of
total debt to equity, the cross-sectional distidmg for both GAAPs are widely non-normal,
=0.72,p < .05[NG GAAP];w = 0.75,p < .05 [IFRS]; therefore, the median and intergleart
range are appropriate statistics. About 68 per gttite firms observed an increase whilst 32 per
cent observed a decrease, and the median rattedsfibm 1.13 to 1.33, that is, increased by 20

per cent, and this shift was significant, z = 2j26; .05,effect size= .30.
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4.1 CAdoption Effect of IFRS on Conservatism and Sharedsed Ratios

A conservative index (Cl) for a financial statemefment was calculated by subtracting its
IFRS value from the Nigerian GAAP value, dividingetdifference by the absolute value of the
Nigerian GAAP, and subtracting the quotient fronepfor example, a Cl for aggregate total

TAyc — TA

assets or TA, is computed@gTA) =1-
|TANIG|

IFRS ' (seeGray, Linthicum & Street, 2009).

Conservatism test was conducted on total assetsliabtities, these being the financial
statement elements that are affected by the transib IFRS. The CI describes economic
measurement behaviour of the accounting professidl. less than 0.95 indicates conservatism
(signed -), suggesting that IFRS adoption has fextebdn conservatism. On the other han@) a
greater than 1.05 indicates optimism (signed +ygssting that IFRS adoption affects the
conservatism concept; andCa that falls within the range of 0.95-1.05 (signedrd’) indicates
that IFRS adoption does not make the accountingegsmn conservative or optimistic(i.e.
neutral). The standardisedlilcoxon z- testwas conducted to weigh the significance of the

direction of measurement perception. Effect size walculated to gauge practical significance,
using the relatiod/VN . Table 4.3 presents the statistical summaries mslt of tests

conducted on the cross-sectional distributionshef transition effect on conservatism and the

share-based ratios.

The distribution of the conservative index (Cl) faoth assets and liabilities are non-normally
distributed (v [assets] = .66, p < .000%; [liabilities] = .81, p < .0005), suggesting thaetrange

and interquartile range are the appropriate siEistsummaries. On the basis of Gray’s
measurement (Gray, 1980), the medians of bothildigibns are in the optimism domain but

more pronounced for the total assets. This prafilews that a shift from the conservatism
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concept is more pronounced in the measurement sgtsaghan liabilities. The standardised
results of the binomial test shows that the skittath statistically and practically significant:

3.40,p < .05, effect size= .43.

Table4.3
IFRS Adoption Effecton Conservatism, eamings peshare and net assets per share
conservatism EPS NPS

Assets Liabilties NG IFRS NG IFRS
Panel A: Descriptive statistics and normality test
mean 1.25 1.08 3.00 295 1840 20.78
standard deviation 0.53 0.21 6.19 6.72 2390 25.76
median 1.07 1.06 1.05 084 940 940
minimum 0.43 0.23 -0.71 -1.33 1.79 1.79
maximum 3.65 1.52 30.14 33.97 97.07 98.27
range 3.22 1.30 30.85 35.30 95.28 96.27
interquartile range 0.37 0.20 269 259 12.17 23.40
Wilk w .66 .81 .52 .53 .67 .68
p-value .0005 .0005 .0005 .0005 .0005 .0005
Panel B: Direction of change
conservatism (+) 04(6.5%) 04(6.5%) 20(34.0%) 43%d).
optimism (-) 31(51.6) 31(51.6) 27(45.0) 9(14.5)
neutral (0) 25(41.9) 25(41.9) 13(21.0) 8(14.5)
Total (N) 60(100%) 60(100%) 60(100%) 60(100%)
Panel C: Statistical tests
z-statistic 3.39 3.39 -2.36 4.80
p-value [2-tailed] .009 .009 .076 .0005
effect size 43 43 .30 .61
Source: computed from the data at Appendices D & E
Note:

Conservatism is measured by Gray index; EPS, eggiar share; NPS, net assets per share.

The share-base ratios are the earnings per shdreedrassets per share, which are published
stock-ratio statistics. Tests were conducted orh ratios to reaffirm the findings that the
transition to IFRS makes no impact on both opegaéind net income but only on total assets.
Already, the tests on indebtedness re-verifieditigings that the transition to IFRS affects total
liabilities whilst the tests on operating profitdanet income reconfirm the claim that total equity
remained unaffected but further testing is requif@dboth operating profit and net income.

There remains for reconfirmation the result onasstets.
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The cross-sectional distributions of earnings peres for both GAAPs are badly skewed=
0.52,p < .05[NG GAAP];w = 0.53,p < .05 [IFRS]. 34 per cent of the firms observed an
increase in earnings per share; 45 per cent, easer 21 per cent, no change. The median
decreased from 105 per cent to 84 per cent butigmensignificant, z = —2.36, p > .0&ffect
size= .30. The cross-sectional distributions of neets per share for both GAAPs is also badly
skewedw =0.67,p < .05[NG GAAP];w = 0.68,p < .05 [IFRS]. 71 per cent of the firms in the
study observed an increase; 14.5 per cent, a degr&d.5 per cent, no change. Thus, about 85
per cent of the firm's net assets per share areci@fl by the transition, though the median
position remained unchanged. The standardisedtsesitheWilcoxon signed rank testhows

that the effect is significant,= 4.8,p < .05.

4.2 Development and Test of Hypothesis 2

This hypothesis addresses the research questiohat'\dre the adoption effects of IFRS
accounting policies on the distributional forms atability of the financial ratios? A priori, the
financial ratios were categorised into three pragmagroups: profitability, liquidity, and
solvency. On the solvency ratios, the study hypades that the IFRS adoption improves their
stability and distributional forms because managenmpéan the capital structure of their firms;
for example, the ratio of total debts to total é&sseorking capital to total assets, and long-term
debt to total equity, long-term debt to total assgpproximate a normal distribution (Deakin,
1976; Frecka & Hopwood, 1983; Buckmasters & Sani@®0; Martikainen, Perttunen, Yi-Olli

& Gunasekaran, 1995). These ratios have total assethe denominator component and should
be skewed due to historical cost accounting rutésBuckmasters & Saniga, 1990) but IFRS
mandates fair value accounting which requires lbothponents to be measured at current prices.

Thus, the transition to IFRS should improve thdisitg and distributional forms of the solvency
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ratios due to fair value accounting and manageiplanining of the capital structure of firms. On
liquidity ratios, the structural hypothesis is tH&RS adoption improves their stability and
distributional formsceteris paribus Generally, financial institutions exercise cotgrover the
liquidity ratios as part of debt covenants so thatompanies that situate in countries where debt
is the primary source of finance, these ratio wdahth a peak at the centre with few companies
on either side, suggesting a normal distribution. equity-financed firms, on the hand,
institutional constraints would be lacking so thaich variability is expected in the distribution
of liquidity ratios. However (an important ‘howet)etrade creditors use liquidity ratios to make
decision on whether to supply raw materials toftime so that management treats these group of
ratios as targets during planning and budgetingcégethe distributional form of these ratios
should not depart severely from the normal distidyy for example, the current and quick ratios
often approximate a normal distribution (Martikainéerttunen, Yi-Olli & Gunasekaran 1995;
Akintola, 1998). Nevertheless, the current ratiaggimibe skewed due to the interaction of a
number of external and internal factors affectitsgcomponents (Buckmasters & Saniga, 1990).
Generally, management treats profitability ratisggaidelines to be reached during the planning
and budgeting period; therefore, one does not éxjhese groups of ratios to depart severely
from the normal distribution; for example, Martikan, Perttunen, Yi-Olli & Gunasekaran
(21995) find the return on capital employed to appr@ate a normal distribution. Moreover, the
result of the investigation on the adoption eff@ictFRS on the financial statement elements has
shown that the transition to IFRS does not affeetgrofitability ratios. This position leads to the
hypothesis that the transition to IFRS does notadetfrom the normality assumption that

underlies the distribution of the profitability ias. Thus, in sum, the study hypothesises that:
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Ho2: The distributional forms and stability of the dimcial ratios do not differ under Nigerian

domestic accounting standards and the IFRS.

The analysis was conducted separately to dete@dehstability, within group stability and the
distributional form of the financial ratios. Thewadata for the analysis are presented in

Appendix E.

A cross-sectional distribution was compiled for lea the nine ratios defined in Table 3.2 at
page 112. The accounting periods are 2Q081 (Nigerian GAAP); 2011-2014 (IFRS regime).
Analyses were conducted separately for each redgimeach regime, the relative size of the
standard deviation to the mean and the trend irstévedard deviations were observed to learn
whether temporal stability exists prior to the siion to IFRS and after the transition. Then, the
distributional forms of the ratios were investighigsing the ratio of the moment coefficient of
skewness to the standard error (designkdeand the efficient Shapiro-Wilk normality test.&'h
distribution of a financial ratio may be non-norigalistributed but whether it approximates the
normal distribution is another kettle of fish; fexample, Horrigan (1965) and O’Connor (1973)
detect non-normality but conclude that the distidns of the ratios approximate the normal
distribution. Thus, the result of the Shapiro-Widist is used to learn whether the distribution of
a financial ratio is normally distributed whilstettmagnitude of K is used to conclude whether a
distribution approximates the normal distributiorSpecifically, the criterion ratid& =3/SE
where B is the moment coefficient of skewness, and SE @-6)/(n + 1)(n + 3)f% was

constructed. K < 3 indicates approximate normaittyerwise non-normality.
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To learn whether financial ratios are more stahlt@iw groups under IFRSactor analysisvas
embarked upon separately for each regime. Thehlasare the nine financial ratios whilst the
factors to be extracted are profitability, liquydénd solvency. The cross-sectional distributions
of all nine financial ratios in 2008, 2009, 201@&011 calculated from the financial statements
prepared using Nigerian GAAP were subjected toofaenalysis to detect ratios that group
together and the factor they explain. This expenime repeated with the same cross-sectional
distributions of all nine financial ratios but calated from the financial statements restated to
IFRS in 2011, and then 2012, 2013 and 2014. Thenmedion of ratios within a category for
stability is based ora priori knowledge and statistical results. A priori, theias within
profitability, liquidity and solvency are known;dtefore, the ratios within each category should
group together as a test of stability. Statisticatthe ratios within each group should be highly
correlated (Horrigan, 1965) and the total percemtafgvariance explained should be high or the
signs of factor loading should be the same to etdi¢hat the ratios are related. The results of
Nigerian GAAP and IFRS were compared to concludevbich regime financial ratios are more

stable.

4.2 .1 Adoption effect on temporal stability and distributional forms of financial ratios

Table 4.4 and Table 4.5 present the results foefiig GAAP and IFRS respectively. Temporal
[in]stability in the two regimes is examined usihg trend in the series of standard deviations. A
higher standard deviation indicates a higher instyabUnder Nigerian GAAP, the standard
deviation of operating profit margin rose by 20 pent, then decreased by over 60 per cent, and
rose again by over 300 per cent. However, aft@sttian (i.e. 2012 upwards) temporal stability

was experienced. This may indicate less earningsageament during IFRS regime, and in fact,
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the trend in standard deviation of return on ca@taployed series is corroborative. The high
standard deviation relative to the mean during NegeGAAP regime indicates that the return
on capital employed is manipulated as managemegaap to be working within a constricted
range. There was temporal instability in the duttion of the capital turnover ratio under
Nigerian GAAP but became stable on adoption of IFE%rall, this profile suggests absence of

or less earnings management during IFRS regime.

The cross-sectional distribution of the operatingfipmargin is non-normally distributed in both
regimes but approximates the normal distributiosame instances; for example under Nigerian
GAAP, the operating profit margin approximates leemal distribution in 2008, 2009 and 2010
(K < 3;p < .05 for allWg except in 2011K >3; W = .90, p < .05). Also, it approximates the
normal distribution under IFRS in 2012 and 2013d&mNigerian GAAP, the return on capital
employed is normally distributed in 2008 € 3; W = .98,p > .05); non-normally distributed in
2009, K > 3; W =.42,p < .05); non-normally distributed in 2010 and 2qpXk .05 for allWwg

but approximates the normal distributid € 3 in both instances). In contrast to IFRS, #tenn

on capital employed is normally distributed in 20K3< 3; W = .97, p >.05); non-normally
distributed in 2011, 2012 and 201#< .05 for allWg but approximates the normal distribution
in 2012 and 2014K( < 3 in the two instances). These profiles sugtiedtthe adoption of IFRS
makes no impact on the distributional form of theemating profit margin ratio and return on
capital employed. In both regimes, the cross-geatidistribution of the capital turnover ratio is
normally distributed in three instances and appnates the normal distribution in one instance;

thus, the distribution of the capital turnover éolls a normal distribution.
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Table44

Temporal Stability and Distributional Forms of Financial Ratios: Nigerian GAAP (2008—-2011)

PanelA: 2008-2009

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E

Year ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09 ‘08 ‘09
mean 0.14 0.15 0.10 12 2.50 2.11 155 1.9 0.18 0.21 303 0.36 0.12 0.18 0.48 0.53 2.21 2.46
SD 0.05 0.06 0.04 21 0.89 0.95 0.45 0.69 0.08 0.12 120. 0.10 0.08 0.11 0.21 0.33 0.82 0.78
Msk 0.31 0.37 0.05 6.26 -0.01 0.17 1.22 .33 -0.10 -.62 .55 -0.74 A4 282 042 0.20 0.62 0.14
SE 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 300 0.30 0.30 0.30 0.30 0.30 0.30 0.30
K 1.03 1.23 0.02 20.9 0.03 0.06 4.07 11 0.3 2.1 18 25 1.47 0.94 1.4 0.67 2.07 0.47
w .96 .96 .98 422 .96 .96 0.91 .98 .90 .94 .73 95 97 . .70 .94 .97 .93 .97
p-value .03 .03 ..60 .0005 .03 .06 .0005 .32 .0005 .005 0500 .02 .15 .0005 .007 .07 .001 .18
N 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60
Panel B2010-2011

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E
Year ‘10 ‘11 ‘10 11 ‘10 11 ‘10 ‘11 10 11 ‘10 ‘11 ‘10 ‘11 ‘10 11 ‘10 11
mean 0.11 0.11 0.09 .15 2.63 1.85 1.6 1.76 0.12 024 104 044 0.16 0.25 0.45 0.42 1.85 1.82
SD 0.02 0.09 .02 .04 0.99 0.66 0.55 0.58 0.09 0.13 20.1 0.15 0.06 0.10 0.45 0.46 0.59 0.66
Msk -0.45 -1.21 -0.79 .35 0.314 0.45 1.09 0.98 0.91 209 0.52 .88 0.24 -3.43 1.18 2.92 0.62 -0.01
SE 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 0.30 .300 0.30 0.30 0.30 0.30 0.30 0.30 0.30
K 15 4.0 2.6 1.17 1.05 15 3.6 3.3 3.0 3.0 1.7 29 8 0 114 4.0 9.7 2.07 0.03
w .97 .90 .92 .88 .96 .97 .88 .92 .96 .93 .98 .87 .95 .65 .86 72 .92 .98
p-value .14 .0005 .001 .0005 .061 .089 .0005 .001 .029 .001 .242 .0005 .014 .0005 .0005 .0005 .001 .23
N 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60 60

Source: computed from the cross-sectional ratio distiiing at Appendix E

Note:

(1) SKis moment coefficient of skewness; SE is stanearor of the moment coefficient of skewnedsis Shapiro-Wilk statisticK is the ratio ofSKto SEin

absolute value.

(2) OPM is operating profit to sales; ROCE is opatpprofit to operating assets; CT is sales torafieg assets; CR is current assets/current lies}iCFR is cash
flow to current liabilities; WCR is working capité operating assets; CF/D is cash flow to totditsleGR is long-term debts to equity; D/E is tatabts to total

equity.
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Table4.5
Temporal Stability and Distributional Forms of Financial ratios: IFRS (2011-2014)

PanelA: 2011-2012

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E
Year ‘1 12 11 ‘12 ‘11 ‘12 ‘11 ‘12 ‘11 ‘12 ‘11 ‘12 ‘11 12 ‘11 ‘12 ‘11 ‘12
mean 011 013 012 010 174 217 1.76 1.87 0.20 015 420 046 024 020 0.36 0.52 1.88 211
SD 0.09 003 003 003 064 064 0.58 0.57 0.09 0.08 120 010 0.08 010 031 0.24 0.66 0.57
SK -1.21 085 1.04 057 049 0.3 0.95 0.69 0.83 -36 0.24 052 006 -041 1.83 0.108  -1.16 -0.39
SE 030 030 030 030 030 0.30 0.30 0.30 0.30 030 300 030 030 030 0.30 0.30 0.30 0.30
K 40 238 35 1.9 16 043 3.2 23 2.8 2.1 0.8 173 .210 14 6.1 0.36 54 1.3
w .90 .87 .90 .95 .95 .97 .92 .95 .94 67 .98 .85 .98 .92 84 95 .97 .94
p-value 0005 .0005 .0005 .012 011  .073 .001 .013 .004 0500 .60 .0005 .50 .001  .0005 .02 .09 .005
PanelB: 2013-2014

Ratio OPM ROCE CT CR CFR WCR CF/D GR D/E
Year 13 ‘14 13 14 13 14 13 14 13 14 13 14 13 ‘14 13 14 13 14
mean 013 011 012 009 229 255 @ 1.99 2.03 0.21 018 440 032 025 021 052 0.63 2.16 2.39
SD 0.03 002 004 002 064 070 057 0.49 0.09 010 .100 011 0.09 010 0.24 0.17 0.57 0.50
SK 063 1.62 051 .65 013 -0.02 0.69 0.06 -.32 -64 540 078 -041 294 0.10 0.08 -0.39 -0.25
SE 030 03 030 030 030 030 0.30 0.30 0.30 030 300. 030 030 030 0.30 0.30 0.30 0.30
K 21 54 1.7 2.2 04  0.05 2.3 0.2 1.0 2.1 1.8 26 4 1. 98 0.3 0.3 1.3 0.82
w 96 .88 .97 .90 .97 .98 .95 .98 .68 41 .85 76 209 .44 .97 .94 .94 0.95
p-value .03 .0005 .15 0005 .07 57 .02 .36 .0005 .0005 0500 .0005 0.001 .0005 .07 .003 .006 0.01
Source: computed from the cross-sectional ratio distiing at Appendix E

Note:

(1) SKis moment coefficient of skewness; SE is stanearor of the moment coefficient of skewnegdsis Shapiro-Wilk statisticK is the ratio ofSKto SEin
absolute value.

(2) OPM is operating profit to sales; ROCE is opatpprofit to operating assets; CT is sales torafieg assets; CR is current assets/current lies}iCFR is cash
flow to current liabilities; WCR is working capité operating assets; CF/D is cash flow to totéitsteGR is long-term debts to equity; D/E is tatabts to total
equity.

143



Under Nigerian GAAP, the standard deviation of tuerent ratio series fluctuates within the
period; the cross-sectional distribution was nommral in three instances (2008, 2010 and 2011:
K > 3; p < .05 for allWsstatistics) and normally distributed in one ins&u(2009: K < 3w =

.98, P > .05). In contrast to IFRS regime, the enfrrratio was fairly temporally stable;
approximated the normal distribution in three insts k < 3 through 2011 to 2013), and
became fully normally distributed in 201d< 3; W = .98,p > .05). Stated succinctly, the current
ratio is non-normally distributed under both regai®it approximates the normal distribution
after the implementation of IFRS, suggesting tfRS3 improves the distributional form of the
current ratio. The standard deviation of the cdskv fseries also fluctuates under Nigerian
GAAP (though not badly) but the cross-sectionaltriigtion approximates the normal
distribution K < 3 in all instances) though non-normally disttdali < .05 for allWsin all
instances). In contrast, the standard deviatioth@fcash flow series under IFRS fluctuates less
and also approximates the normal distribution. Thass-sectional distribution of the working
capital ratio also sustains this pattern except thavas normally distributed in 2010 under
Nigerian GAAP and in 2011 when the figures werdatesl using IFRS accounting policies.
Thus, IFRS improves the temporal stability of therent ratio, the cash flow ratio, and the
working capital ratio; nevertheless, their crosstis@al distributions are non-normal but

approximate the normal distribution.

Temporal stability of the cash-to-debt distributisressentially the same under both regimes but
under Nigerian GAAP, the cash-to-debt ratio is natyndistributed in 2008K < 4; W = .97,p
>.05) and non-normally distributed in other yedrewever, the distribution approximates the

normal distribution in two instances (i.e. 2009 &@d.0). In contrast to IFRS, the distribution is
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normally distributed in 2011K( < 3; W = .98, p > .05) and non-normal in other years but
approximates the normal distribution in 2012 andl®0The gearing ratio sustained this
distributional pattern: Under Nigerian GAAP, théieas normally distributed in 200K(< 3; W

= .97,p> .05) and non-normally distributed in other years. Intcast to IFRS, the distribution of
the ratio is normally distributed in 201R & 3, W = .97,p >.05) and non-normal in other years
except that it approximates the normal distributior2012 and 2014. Temporal stability of the
indebtedness ratio under both regimes are fairpparable; however, under Nigerian GAAP,
the distribution of the indebtedness ratio is ndlyndistributed in two instances (2009 and 2011:
K < 3;p > .05 for allWg; non-normally distributed in other years but apgmates the normal
distribution K < 3 in all instances). In contrast to IFRS, thstribution is non-normally
distributed in all instances but approximates tbemal distribution (2011 through 2014). These
profiles indicate that the cash-to-debt ratio, gwprand indebtedness are non-normally

distributed but approximate the normal distribution

4.2.2 Adoption effect on financial ratio stability within groups

Table 4.6 and Table 4.7 presents the factor loadiegulting from the factor analysis of the nine
financial ratios calculated from the financial staents prepared under Nigerian GAAP and
IFRS, respectively. In Nigerian GAAP regime, théure on capital employed (ROCE) the

operating profit margin (OPM) and the capital tweoratio (CT), all group together in two

instances; that is, in 2008 and 2010 accounting.y8apriori, these ratios characterised
profitability; that is, profitable firms tend to lpesitively correlated with operating profit margin

return on capital employed and capital turnover.
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Table 4.6
Group Stability of Financial Ratios : NIGERIAN GAAP (2008 —2011)
Panel A: 20082009

2008 Accounting Year 2009 Accounting Year
Var. Factor 1 Var. Factor2 Var. Factor 3 Var. Factor 1 Var. Factor 2 Var. Factor 3
Ratios I h> Ratios | h* Ratios | h* | Ratios I h*>  Ratios I h*  Ratios I h?
ROCE 955  .922 CFR 942 891 DIE .766 .63B CT .867.752 WCR .936 .876 D/E .900 .812
OPM 932 884 WCR 931 .868 OPM 865  .751 CFR 32.9 872 GR .803  .745
CT .888 .806
Eigenvalue 2.80 1.87 1.87 2.24 1.89 1.61
% variance 30.6 20.6 14.7 23.3 20.7 19.8
PanelB:201(-2011

2010 Accounting Year 2011 Accounting Year
Var. Factor 1 Var. Factor 2 Var. Factor 3 Var. Factor 1 Var. Factor 2 Var. Factor 3
Ratios I K Ratios I K  Ratios I 1] Ratios I 1] Ratios I 1] Ratios I 1]
OPM 950 929 GR 898  .814 CF/D .813 .693 OPM 745 .603VCR .889 838 DIE 835  .710
ROCE 939 908 DIE .867  .768 CFR .790 .697 ROCE .715 5 .60CFR .793 677 GR 814 677
CT .888  .811 CR .609 .380
Eigenvalue 2.91 1.58 1.31 2.42 1.91 1.14
% variance 30.4 19.1 15.0 22.9 21.3 16.4
PanelC: Diagnostic statistics
Year of cross-sectional distribution 2008 2009 2010 2011
KMO 597 .506 .657 .563
Bartlett's test x?(36,N=60)=2653 x?(36,N =60) =1656 ¥?(36,N=60)=2355  x?(36,N =60)=1277
p-value .0005 .0005 .0005 .0005

Source: computed from the cross-sectional ratio distidmg at Appendix
Note:

E

(1) Loadings are significant at a threshold of ®BtO is the Kaiser-Meyer-Olkin Measure of Samplisdequacy
(2) OPM is operating profit to sales; ROCE is ofiagaprofit to operating assets; CT is sales torajieg assets; CR is current assets/current ligsijiCFR is cash
flow to current liabilities; WCR is working capitéd operating assets; CF/D is cash flow to tot&itsteGR is long-term debts to equity; D/E is tatabts to total

equity.
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Table4.7
Group Stability of Financial Ratios : IFRS (2011 -2014)
Panel A: 2011-2012

2011 Accounting Year 2012 Accounting Year
Var. Factorl Var. Factor 2 Var. Factor 3 Var. Factor 1 Var. Factor 2 Var. Factor 3
Ratios I h*>  Ratios I h*>  Ratios | h*> | Ratios I h*>  Ratios I h>  Ratios | h?
CFR 929 .864 ROCE .794 .680 D/E .824 .692 ROCE 2 .92.859 WCR .780 .686 D/E .920 .855
WCR 913 .840 CR .651 428 GR .781 .620 OPM 908 28.8 CFR .726 .668 GR .892 .807
CF/D .618 516 OPM .642 471 CT .743 573 CF/ID 43.6 .429
Eigenvalue 2.47 1.70 1.39 2.73 1.82 1.48
% variance 24.7 20.7 16.4 28.0 19.8 19.2
PanelB:201:-201¢

2013 Accounting Year 2014 Accounting Year
Var. Factor 1 Var. Factor 2 Var. Factor 3 Var. Factor 1 Var. Factor 2 Var. Factor 3
Ratios I K  Ratios I K  Ratios I 4 Ratios I 4 Ratios I 4 Ratios I 1]
OPM .820 .703 WCR .817 .687 D/E .894 .819 OPM .880 .780 CFR 763 .684 DIE 856  .755
ROCE 772 684 CFR 775  .669 GR .887 797 ROCE .842 .713 CF/D .673 481 GR .652 446
CT .686 .548 CF/D .651 .482 CT .748 575 WCR .633 470
Eigenvalue 2.43 1.80 1.48 2.37 1.45 1.44
% variance 23.4 20.2 19.7 25.8 16.5 16.0
PanelC: Diagnostic statistics
Year of cross-sectional distribution 2011 2012 2013 2014
KMO 501 617 .554 .554
Bartlett's test x%(36,N=60)=1547 x%(36,N=60)=1875 x%(36,N=60)=1343 x%(36,N =60)=1213
p-value .0005 .0005 .0005 .0005

Source: computed from the cross-sectional ratio distiiing at Appendix E

Note:

(1) Loadings are significant at a threshold of &BtO is the Kaiser-Meyer-Olkin Measure of Sampliidequacyh’ is the communality
(2) OPM is operating profit to sales; ROCE is ofingpprofit to operating assets; CT is sales torafiieg assets; CR is current assets/current liesijiCFR is cash
flow to current liabilities; WCR is working capitéd operating assets; CF/D is cash flow to totdltsteGR is long-term debts to equity; D/E is tatabts to total

equity.
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In 2009, the ROCE left the scene for lack of exataom, and in 2011, capital turnover was
usurped by the current ratio though only partiadigntified with the other profitability group of
ratios. In contrast, under IFRS regime, the retamcapital employed, the operating profit
margin, and the capital turnover, all group togetinethree instances (2012, 2013 and 2014)
except in one instance (2011 accounting year) wherapital turnover was also usurped by the
current ratio. A priori, the current ratio belortgsthe liquidity group, not profitability group. So
what it is that brings the current ratio togeth@hwthe profitability group? The year 2011 is the
accounting year in which the preparers of the fonanstatements are mandated to restate the
accounts to IFRS accounting policies. The techntcahsformation may explain the slight
instability experienced in the profitability growgs ratios under the IFRS regime during 2011.
Under Nigerian GAAP, there was some amount of bikta in the profitability group of ratios

as ROCE and capital turnover sometimes lack seafiicexplanations to be included in the
group. In both regimes, the ratio of operating proiargin dominates based on the magnitude of
factor loadings as only in two instances (one dacthe two regimes) is the return on capital
employed marginally better. This profile suggestst tthe operating profit margin ratio is the
profitability group surrogate and, coincidentalily,the design of the study, healthy firms were

selected to participate in the study based onigesiperating profit margin.

In the Nigerian GAAP regime, the cash flow ratiodatte working capital ratio, all group

together to explain liquidity in three instancesept in 2010 when no clear category emerged
for the liquidity group. In contrast to IFRS regintlee cash flow ratio, working capital ratio, and
the cash-to-debt ratio all group together in altamces; however, whilst the 1st-two ratios

belong to the liquidity group of ratios, the lasta solvency ratio, a priori. Nevertheless, the
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cash-to-debt ratio can qualify as a liquidity ratieofar as cash is a component of liquidity. In al
three instances of association with liquidity unttex Nigerian GAAP, the working capital ratio
dominates, suggesting it as the group surrogateier IFRS regime the cash flow ratio is the
group surrogate as the working capital ratio desgdasubstantially in explanation of liquidity in
2014. This, perhaps, may be due to the emphastasinflow by the IFRS accounting policies.
The working capital ratio is an aggregate modellstithe cash flow ratio is based on a specific

component of working capital.

In Nigerian GAAP regime, the ratio of long term teb equity (i.e. gearing) and the ratio of
total debt to total equity group together in thmestances (2009, 2010 and 2011) except in one
instance (in the 2008 financial year) when the Inteéness ratio was completely independent of
other financial ratios. A priori, these ratios aelvency ratios. The gearing ratio lacked
sufficient explanation to be included in the solaergroup in 2008. In contrast, these ratios
group together under IFRS regime in all instante®oth regimes, the indebtedness ratio is the

group surrogate and this supports the practiceqdrting it in published accounts.

Under Nigerian GAAP, profitability is most importaboth to preparers and investors. This
remains so under IFRS except in 2011 when the ats@ue restatement. Based on the restated
figures, liquidity is most important but profitaityl resurfaces thereafter. In all instances under
both regimes, the minimum percentage of total vaeaexplained by profitability was 21 per
cent whilst the maximum is 31 per cent. This isofekd by liquidity which explains less than 22
per cent of total variance in all instances, amhtiolvency. The importance of profitability over

other factors can spur earnings management to @aiussy picture of performance.
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4.3 Development and Test of Hypothesis 3

This hypothesis addressed the research questidmt'W the adoption effect of IFRS accounting
policies on value relevance of accounting inforoatto market participants in Nigeria? The
accounting profession in Nigeria has been respertsinew forms of transactions and any other
developments in the economy. Nigeria adopts theSIBRcause of the need to recognise new
forms of transactions and categories in the IFRhé&work but whether these new forms of
transactions and categories, including increassclatiures, lead to higher value relevance is an
empirical question. The investigation of the adopteffects on the financial statements elements
has revealed that the IFRS accounting policies ainpa the aggregate assets and liabilities, not
equity or earnings. Stent, Bradbury & Hooks (20H3sert that the test for market value
relevance of equity and earnings is meaningful onhen IFRS adoption impacts on the
magnitude of the financial statement elementshif inclination is correct, then the finding that
IFRS fails to impact on equity and earnings sugg#sit IFRS accounting policies would also
not impact on value relevance of these accountmguats. Thus, the study hypothesises that
market value of earnings and equity does not difignificantly for NG-GAAP and IFRS,
ceteris paribusi.e. the study expects no increase in value agleg of earnings and equity

provided the models of value relevance hold.

HOs: There is no significant difference between theu@aelevance of the accounting amounts

under Nigerian domestic accounting standards amdRRS.

Barth, Landsman, Lang & Williams’ models of valudeavance are the metrics used to measure
value relevance of earnings and equity. Curremntiegs and book value at a specific time period

explain a firm value (Stark & Thomas, 1998). Whasjuity book value represents the resources
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that a firm can allocate to generate future easjir@rnings is a proxy for current value of the
firm (Berger, Ofek & Swary, 1996). Thus, value k&ace models associate economic outcomes
with earnings and equity book values (for instanBeyth, Landsman, Lang & Williams,
2012).These models are based on the explanatorgrpofwearnings and changes in equity to
explain share prices, stock returns and cash fl&gsation 4.1 is a price model which predicts
share prices based on earnings and equity:

Pt =80+ BIBVE]  +BoNIj { +Ei f covvmroimreessssimeesssscessssossosnennnoo 41

P = stock prices; BVE = equity book value per shhile= net income per share. To be sure, the
capital market has fully reflected accounting imfiation in the financial statements, Barth,
Landsman, Lang & Williams (2012) collected stoclces of 6 months after the fiscal year end

of each accounting firms.

Barth, Landsman, Lang & Williams (2012) use thddwing return model that includes firms

with negative income per share (loss firms):

Rit=Bo+ LNl /Pita+ P2 AN (/P g+ B3Loss ; + B4Loss ; ONI; ¢ /P g + BsLoss { OANIG ¢ /Piig + & oo 42
Pt ~Pita*Divi¢ : . .
R;; = Stock return, calculated as= = —; P4 =stock price beginning nine months
It

before fiscal year end?, = stock price three months after fiscal year ends4’as an indicator

variable which equals one if net income per shaftated by share price (i.e. NI/P) is negative
and zero otherwise. This variable was includedérhodel to allow the coefficients of NI/P and
ANI/P to differ for loss firms. In this study, ontjaree firms recorded a loss, and were deleted
from the analysis. Thus, the return model used stated in Equation 4.3.

Rit =B+ BLNIj t /Pi g + B BNt /Pi £ +Ejt cooreeeomsreiiomrmm 43
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Equation 4.4 is a cash flow model that predictsifeitcash flows from operation based on net
income:
C':I,t:lBO +,32 Nli,t/TAi,t-l+£i,t ................................................................................... 44

CF, = Operating cash flows scaled by lagged total assets/TA;,=net income scaled by

lagged total assets.

Separate models were estimated for NG-GAAP and JlER8 the coefficients of each predictor
and the adjustedk?compared for explanatory power. Then, to estimaéamounts of value
relevance for each regime, the mean of each poetiialistribution is plugged into each model
to obtain the average value of each predicted blri@.e. share price, stock return, cash flow).
Now, if (in fact) the difference in value relevante caused by difference in the financial
reporting system, then equalising backgrounds shegualise value relevance. The mean of
each predictor from IFRS is plugged into the regjmes model for NG-GAAP to obtain an
average prediction, which should equal the aveddgained earlier for IFRS. Any difference in
amount represents some other factors which acctmntlifference in value relevance. By
plugging the means of each predictor’'s distributitom the IFRS regime into the regression
model for the domestic accounting standards, th@nfiial reporting system is made to play by
the rules that apply to NG-GAAP, so that any ddfage is an estimate of value relevance that

cannot be attributed to difference between thenfired reporting systems.

Next, the validity of the value relevance modelgested using a logistic regression technique. If
(in fact), the models hold, then they should detbet regulatory regime to which they were
applied to make predictions. Equations 4.5, 4.6 4ifdexpress the various logistic regression

equations that are applicable.
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Logiti t= p(|FRS:l):,BO +,B:|_BVEi t +'BZNIi t +,B3P| t +€i,t ........................................................ 45
Logit; = P(FRS=1)=Bo + BNl /Py 1 +BoONI (3 /R +BaR; (& fovvmrrivrnssnn 46

Logit ¢ = PIFRS=1)=Bg + BUNI; 1/ TA| { +BoCR { +£] oo 47

The hit ratio, Nagelkerk&?, Hosmer and Lemeshow?were interpreted as metrics of validity

of the value relevance models. In particular, Hasamel Lemeshow tests whether the difference
between the predicted and the observed eventsgigfisant. This analysis benefits from

multicollinearity check using a collinearity tabtelerance and variance inflation factors.

The data for these analyses are presented in Agesn® and F. Appendix F presents stock
price information and some raw data computed froppehdix A which has been used to
estimate value relevance model. The compute variiviction of the statistical software (SPSS
20) was used to calculate some inputs which arsmmin in the Appendices. Table 4.8 presents
the results. Panel A presents the results for tive pnodel. The relationship between book value
of equity per share and share price is negativeveder, this predictor is not statistically
significant for NG-GAAP (t= —-0.78p>.05) except for IFRS (t = —3.46,<.05). Thus, changes
in equity lack generalizability during the regimé domestic accounting standards. Only net
income per share is a significant predictor in botigimes. Overall, the price model has
explanatory power for share prices in both reginedue relevance of earning is higher under
IFRS regime [{nc-caap = 17.1 vs.Birrs = 43.38). On the average, value relevance unde&IF
accounting policies is higher by 42.72 per share aduwvhich the financial reporting system
accounts for 98.7 per cent whilst expectations afkat participants about the future prospect

and earnings not accounted for in the financidkestents represent 1.3 per cent.
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Table 4.8: Value Relevance Statistics

Panel A: Price Model: p, =3, + B,BVE, + B,NI, +¢&,

NG-GAAP IFRS accounting policies

Predictors/statistics Tolerance  VIF  Mean SD Tolerance  VIF Mean SD
NI 0.509 1964 2.92 5.10 0.573 1.746 2.98 5.92
BVE; 0.509 1964 9.84 9.94 0.573 1.746  15.39 18.79
Base line prediction - - 47.67  86.15 - - 93.30 233.87
Regression results S t-stat p-value S t-stat p-value
Constant 0.604 1.896
NIt 17.098 23.97 .0005 43.383 19.25 .0005
BVE; -0.284 -0.776 446 -2.646 -3.464 .0020

R?= .98;F(2,57) =539.21p< .05 R?=.96;F(2,57) = 257.879,p< .05
Value relevance NG-GAAP IFRS Difference
Amounts 47.74 90.46 42.72
Equalizing 47.74 47.18 0.56
Panel B: Retum Model: R; ; = 5o + B NIj ¢ /Py .1+ B AN ¢ /Py _q +&jt

NG-GAAP IFRS accounting policies

Tolerance  VIF Mean SD  Tolerance VIF Mean SD
NI ¢ /Pig 0.402 2.485 0.06 0.10 0.936 1.069 0.07 0.08
ANyt /Py 0.402 2.485 0.03 0.17 0.936 1.069 -0.04 0.34
Base line prediction - - 0.08 0.21 - - 2.94 21.75
Regression results S t-stat p-value S t-stat p-value
Constant 0.084 2.949
NI /Pita -0.140 -0.19 .85 0.268 0.004 0.996
ANl /Py 0.104 0.24 .82 0.773 0.054 0.957

R?=-0.02; F(2,54) = 0.198,p > .05

R2=-0.10; F(2,54) = 0.002,p > .05

PanelC Chit =Bo* B2 Nljt [TAj g *4it-

NG-GAAP IFRS accounting policies
Mean SD Mean SD
Nit/TAjitq 0.137 0.108 0.113 0.117
Base line prediction 0.181 0.201 0.107 0.148
Regression results S t-stat p-value S t-stat p-value
Constant 0.003 0.085
Nit/TAjs 1.309 4.63 .0005 0.190 0.15 0.48

R2=0.47F(2,57) = 21.39,p < .05

R2=-0.02F(2,57) = 0.509,p > .05

Source. AppendicesDand E
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Panel B presents the results of the stock modeboth regimes, the model lacks explanatory
power for stock return; therefore, the resultsrastinterpreted. Panel C presents the results for
the operating cash flow model. In the IFRS, the ehtacks explanatory power but is significant
for the NG-GAAP; therefore, the results are alsbinterpreted. Thus, the only valid model is

the price model.

Table 4.9 presents the logistic regression resuttsn the price model is used to predict the
regulatory regime.

Table 4.9: Diagnostic statistics & results of logis analysis
Panel A: Correlation Matrix

Variables NIt BVE; ¢ Pt
NIt 1.00
BVE; -.58 1.00
Pt -.86 0.056 1.00
Panel B: Observed vs. predicted
Predicted

Observed NG-GAAP IFRS
NG-GAAP 19(79.2) 5
IFRS 11 13(54.2)
Panel C: Logistic results Logitj y = p(IFRS=1) =y + B1BVE;  + BoNlj  + B3P ¢ +&j ¢ -

B Waldstat p —value
NIt -0.664 4.06 .04
BVE; 0.067 2.67 .10
Rt 0.018 3.71 .04

Constant -0.199
*hit ratio in parentheses; Nagelkerké= .23; Hosmer & Lemeshow? = 699 p=.54

overall percentage = 66.7%
Source: Appendices D and E

Panel A presents the correlation matrix. Earningg stock prices are highly correlated and
move in the same direction. A sensitivity analysias embarked upon with the aim of
determining which variable to drop but NagelkerKehBs the highest value when both variables

entered into the model; therefore, these varialvkae retained in the analysis. In Panel B, the hit
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ratios appear in parentheses. Overall, the logilehcorrectly classified 66.7 per cent of the
analysis sample and 23 per cent of the variatidhenprediction of IFRS is accounted for by the
logit model. All cells in both regimes have lesartHive observations; therefore the Hosmer and
Lemeshow test results do not apply. Panel C presiet main results of the logistic model.
Earnings and price are significant predictors ef iagulatory regime but book value of equity is
not. However, on the average, this profile shoves the price model is valid for the comparison

of value relevance in both regulatory regimes.

4.4 Development and Test of Hypothesis 4

This hypothesis addresses the research questidrgtia/the adoption effect of IFRS accounting
policies on earnings management in Nigeria?’ Firsnstatements are prepared to serve
different groups, suggesting that managers can pukaie information pertinent to a group to
mask performance. The fundamental question is vendtie International Financial Reporting
Standards, or the ‘IFRS’, can avert such a praciieeo conditions must be operational before
this can happen: first, the standards must sealllugpvailable opportunities; second, there must
be strong institutional enforcement to ensure caampk with fair value rules. With respect to
the first, the omission that needed to be ‘seafédsothe opportunities available to use accruals
to smooth earnings for whatever purpose. The IFRS pinciples-based, suggesting that
preparers interpret, examine the circumstance,safett a choice; thus the opportunity to use
accruals to smooth income can never be eliminatasinuch as several choices are available for
different circumstances. Regarding the secondaticeunting measurement paradigm (known as
‘conservatism’) is a loophole to manage earninggtds a pre-determined target. Resources

(for instance, trade investments) are carried stohcal cost with embedded secret reserves
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which managers may call upon at bad economic titnesask performance (IASB Speech,
2015). In clearer terms, managers can sell tradestments at year end to improve earnings,
given that they were carried at historical coshe TFRS accounting policies, to some extent, has
shifted the accounting measurement paradigm fronsexwatism to valuation so that managers
are forced to undertake periodic valuation of asaat liabilities. Succinctly stated, the storyline
that underpins the concept of earnings manageraghat earnings manipulation exists because
IFRS are principles-based which give room for pregaof financial statements to select the
choice that best suits the information need ofrgettagroup (government, banks, shareholders,
etc). Prior to the adoption of the IFRS, the moadpsrandi of the Nigerian Accounting Standards
Boards, or the ‘NASB’, is to spot circumstancesybec to the Nigerian economy, review the
applicable International Accounting Standards, apecifies appropriate choices. This restricts
the choice gamut and, hence less earnings manageiesa operational mode of NASB is
equivalent to the current working method of the Roundation insofar they limit accounting
choice methods to only those that truly reflectrexoic position and performance of firms. In
line with this inclination, the Council adopts tl&RS without adjustments to suit the culture and
peculiarity of the economy but whether the limoas in the accounting choices by the IFRS
Foundation are sufficient to catch up with cultueald economic developments of Nigeria
remains to be detected. An obvious fact is thatitéion of accounting choices does not
eliminate flexibility, which is the main featureahprops up earnings management. Thus, in the
light of the flexibility feature in both standardsypothesizing a direction is unclear but when
culture and economic development are brought ineobltasket of facts, the inclination is that
earnings management should be less under Nigeoarestic accounting standards than IFRS.

However, in a Popperian manner, the study hypatkeghat:
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Hos Earnings management under Nigerian domestic aticmustandards and the IFRS do not

differ significantly.

The research mandate is to detect whether thess finanipulate their stream of earnings or
recognize losses as at when due, not to explaintidjirms manipulate earnings. A systematic
approach that links the metric of earnings manageéntea psychological meaning is adopted.
The critical mandate is to find out whether firmampulate their stream of earnings to attain a
target or whether they recognise losses as theyrodtie working method is to examine the
standard deviation of earnings relative to the ntedearn whether these firms manage earnings
within a constricted range. If firms manipulatereags to attain a target, the standard deviation
would be high relative to the mean because theapeep of the financial statements, perhaps,
were instructed to report within a constricted mrand this would be sonpeima facieevidence

of earnings management otherwise the standard taeviaf earnings stream would be low
relative to the mean. As a further probe, the rafistandard deviation of earnings stream to the
standard deviation of cash flow from operation, tbe ratio of variability of earnings to
variability in operating cash flows, was observedlgarn whether firms actually manipulate
earnings to attain a target or recognise lossetheg occur, the thesis being that if firms
recognise losses, then this ratio should be higaratise low (Ball & Shivakumar, 2006). Then,
to complement these results, the frequency of langses and small positive profit in the
earnings streams were observed. The thesis isf tivahs manipulate earnings to attain a target,
then small positive profit should dominate, anfirihs recognise large losses as they occur, then
large losses should dominate in the earnings st{@amh, Landsman & Lang, 2008). Then, to
obtain conclusive evidence, operating factors whikhe earnings stream but not attributable to

the financial reporting system, are removed, usagression techniques. These factors, which
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include industry growth and firm characteristicsgerev identified from financial management
literature. Discounting these factors from the &®® stream is important because the
participating firms are some amalgam of manufaotufirms drawn from different industrial
sectors. Companies in growth stage, for exampleayd reinvest earnings rather than pay
dividends, so that their earnings stream is vetgtie. In this situation, high variability will rto

be a good evaluative factor of earnings managerremnthermore, the rate at which the earnings
of a mature company grow is nearer the rate of iromwthe overall economy. A good proxy to
remove the effect of growth companies from the iegs1stream would be the ratio of value
added to total assets but previous studies useatioeof sales to total assets. The value added is
the contribution of a company to the GDP; howewetompany sale is as good as the value
added. So, like previous studies, the ratio ofssaleotal assets and changes in sales deflated by
total assets were included in the design to distnéarnings stream of industry growth. Firm
characteristics such as size, number of competitewvs!| of fixed investments, and government
regulations, can affect earnings stream. Sincesfiwmere pulled from different manufacturing
sectors to form a pool for the analysis, the effexftfirms’ characteristics were removed from
the stream of earnings in a number of ways. Rinstchoice of firms was restricted to those with
non-cyclical products (i.e. firms with product saleot correlated with the level of the gross
domestic product); second, a number of variableseviecluded in the regression design to
remove the effect of firms’ characteristics frone tbarnings stream. On size, previous studies
use the natural logarithm of the market value dfitygbut this appears inappropriate as the
sample is an amalgam of leveraged and non-leverfagesl For a leveraged firm, the value of
the firm is the sum of the market value of equitd aebts, and for non-leveraged firms, its value

is the market value of equity shares. The firmthasample include both debts and equity shares
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so that using the market value of equity as a nreasiusize is inappropriate; hence, the natural
logarithm of total assets was used as the meadwsigen The use of debt does not change the
stream of earnings (Pandey, 1993, p. 560) bufaettf earnings inasmuch as interest is deducted
from operating income. The ratio of total debtsetuity was included in the design to remove
the effect from earnings stream. Levels of investitmewere included in the design by
segregating firms that issue new shares duringpéme®d and observing whether new external
finance affects earnings and operating cash flawe firms fail to provide clear information on
new debt instrument issued within the period so tiva percentage change in total indebtedness
was used. The study did not include free float aoditor identity in the regression analysis
because they explains why managers are [un]ablmaoipulate earnings. The analysis was
repeated on the residual streams after removirfg@lrs that possibly influence the volatility of
earnings cash flows, and accruals. In examiniegetfrnings stream for evidence of earnings
management or timely loss recognition, the earngtgsam is assumed to contain small profit if
net income scaled by total assets lies betweerd®@4&11, or large losses if greater than or equal
to —0.21 (see Barth, Landsman & Lang, 2008). Initamid the degree of earnings manipulation
to attain a target or timely loss recognition assed with each regime was compared using a

logit model whereby small profit and large lossesdpct the regulatory regime.

The units of analysis are change in net incomeatkflby total assetalll), change in cash flow
deflated by total assetaCF), cash flow from operations deflated by totadeds (CFO), total
accruals deflated by total assets (ACC), and discrary accruals (DACC). These units entered
into the analysis in two stages. At stage one,ofacthat influence earnings, cash flow, and

accruals were not considered. Discretionary acsr(@ACC) were estimated using the cross
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sectional Jones model (Jones, 1991). The resifiaasthe discretionary accruals were used as
estimate of discretionary or abnormal accruals,(s¢so, latridis, 2010; Zeghal, Chtourou &

Fourati, 2012).

1
ACCy; =ﬁo{ X

},fleREvi,t = 48
it-1

Where: ACC,,is accrual in yeat scaled by lagged total assets g, );

AREV is annual change in revenue scaled by laggetidesets.

PPE is property, plant, and equipment in yeacaled by lagged total assets.

At stage 2, ACCANI, ACF and CFO entered into the analysis net of passitfluence from
background operational factors. After the removalogperational influences, the resultant
variables became: ACC CFG*, ANI*, andACF*. Again, the cross sectional Jones model was

used to estimate DACCas shown in Equation 4.9

DACCH = ACCHt - (B 1
At

}ﬁlAREV“ # BoPPE) oo 49
where ACC;, =ACC,, (B, + BSIZE, , + B,GROWTH,, + B, TURN,, +B,LEV,, +BEISUE,  +
B,DISSUE,,)

The influence of operational variables on earnstgsam was removed using Equation 3:

NI ¢ =ANI;  =(Bo + BiSIZE;  + B,GROWTH ( + BsTURN, ; + B4CFO,  + B5LEV, ( + BeEISSUE; +
BrDISSUE, (). vvvvveeveosmseeseenssssessesssssssessessssmsessessssssessessssssssssssssssessenseessnnessensansss .10

Whilst the distorting effect from operational factoon cash flow stream was removed using
Equation 4.11:

ACF{ =ACF, { ~(Bo + BiSIZE,  + B,GROWTH,  + BTURN; , +B,4LEV,  + BsEISSUE , +
BEDISSUE, ).t oms e 411

Operating cash flow was disinfected using Equadidn.:
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C'::t =CR = (Bo + BiSIZE; ; + BoGROWTH; ; + B3TURN; { + B4LEV;; + B5EISSUE ; + BgDISSUE; ;)....412

In Equation 4.9 to 4.12, Size is the natural lagani of total assets, growth is the percentage
change in sales, TURN is the ratio of sales deflatetotal assets, LEV is the ratio of total debts
to equity, EISSUE is a dummy variable which takestlwe value of 1 if the firm issued new

shares otherwise 0, and DISSUE is the percentaayggehin liabilities.

The extent to which the frequency of small positprefit predicts the regulatory regime was
estimated using Equation 4.13:

logit; ; : pr(IFRS; =1) = By + BSIZE;; + B,GROWTH, ; + BzLEV;  + B, TURN; ; +B5EISSUE,; +
BeDISSUE,  + B7CF O + BgSPQ ¢ + 6 { crvvvvvvverevvvvommvessssssmmessssmsssssssssssssssssssssssss oo 413

IFRS takes on a value of 1 so that the predic&f(Xi.e. small positive profit), predicts the
extent to which firms manipulate earnings towardsnaall positive profit during the IFRS
regime. ‘SPO is a binary variable that takes on the value df det profit scaled by total assets
is between 0 and 0.01 (small profit) otherwise zf@ig profit). A positive SPO coefficient
indicates that earnings stream under IFRS regiméaots more small positive profit, indicating

that there was more earnings manipulation towatdsget during the IFRS regime.

The extent to which the frequency of large losseslipts the regulatory regime was estimated
using Equation 4.14:

logit; ; : pr(IFRS; =1) = By + BSIZE;; + B,GROWTH, ; + BzLEV;  + B, TURN; ; +B5EISSUE;; +
BeDISSUE,{ + B7CFO,  + BaLNEG { + & crvesersresrrrrrmssrrsreeessseeeenereessssseessssssonsennnnnnmnnnne A1

Where “LNEG’ is a dummy variable indicating a measure of tinlegs recognition, and takes
on a value of 1 if net profit scaled by total assstless than —0.20 (small losses) otherwise zero

(big losses). A positive LNEG coefficient indicatdsat earnings stream under IFRS regime
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contains more small losses, indicating that theas l@ss timely loss recognition during the IFRS

regime.

The study also calculated the Pearson correlatetwden total accruals and operating cash
flows, or discretionary accruals and operating dashlis, to learn whether the role of accruals to
reduce variability in cash flow from operation wasserved properly in both regimes (Dechow,
1994) but not as evidence of earnings managemedheanagnitude of signed correlation fails to
truly reflect the intention to manipulate (Bartrgridsman, & Lang, 2008). Moreover, the sample
size was too small to embark on such dubious caswardubious because the standard error
of the Pearson correlation depends on itself ardsdmple size, which should be sufficiently

large.

A cross-sectional distribution design was followedthe premise that these firms belong to one
industry, suggesting that they are similar in egakoharacteristics; for example, the tendency to
manipulate earnings or not to manipulate earnifgs. management of a few firms may exhibit
extremities but on the average the underlying atarstic of earnings management (i.e. the
tendency to manipulate or not to manipulate) dotemaln other words, the cross-sectional
distributions of financial ratios within an indugt@pproximate a normal distribution. Moreover,
elsewhere, it has been shown that the normal bligioin provides a theoretical orientation for
the study and pragmatic use of financial ratiofirafs within an industry; that is, it may not be a
perfect fit, or even badly skewed, for a samplefbuthe entire population, the distributions of
financial ratios approximate the normal distribati®Specifically, cross-sectional distributions

were compiled for net income, cash flow from operat and total accruals, all deflated by total
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assets, for the period of 2010, 2011 (NG-GAAP),28fd 2014 (IFRS). The transition year (i.e.

2012 fiscal year) was omitted to keep the effedtarisitional earnings management constant.

The data for the analysis required to detect whiethenings management was less under IFRS
are presented in Appendices D, F, and G. The dafgpendix G are the distribution of the
variables in the various regression and logisticdel® Tables 4.10 and 4.11 present the
diagnostic statistics in panels. These statisetate to the various disinfectants of earningsh cas
flows and accruals. The purpose is to learn whetmewnarious factors which were proposed to
influence earnings stream, cash flows and accr@alsgocumented in financial management
literature, distort or suppress the results, if taten into account. The profile at Panel A shows
that the changes in earnings stream is causeddngel in sales and the positive operating cash
flow in the current year, and this position remdirsd in both regimes. Nevertheless, assets,
indebtedness, capital turnover, and external fieaflom shares or debt instruments do not
significantly caused variations in earnings strahuring each regime even though they affected
earnings differently. At Panel B, changes in opegacash flows is also caused by changes in
sales and external finance from new issue of sharesth regimes but the effect of other factors
varies with the regime. Overall, these factors dbaaused significant variations to changes in
cash flows. At Panel C, the changes in sales peS§itaffected the operating cash flows of the
current year of the NG-GAAP but this was negatimethe IFRS regime. Overall, the message
from the diagnostic statistics is that an amalgdnfirms into the production of non-cyclical
products is legitimate for the analysis of earningenagement without controls. However, both

strategies were triangulated for reliability ofuks.
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Table 4.10
Diagnostic statistics on eamings and cash flows

ANIi,t =By +,6’18IZEi’t +,6’ZGROWTHi't +,6’3TURNi't +,6’4CFOi't +,6"._-)LEVi't +

Panel A:
[?GEISSUELt +,87DISSUE|'t +Ei ¢
NG-GAAP IFRS Accounting policies

B t-stat B t-stat p-value
CONSTANT 3.220 0.871
SIZE -0.176 -0.31 -0.091 -0.55 .59
GROWTH 0.739 0.17 0.898 0.88 .39
TURN -0.772 -1.09 -0.070 -0.24 .82
CFO 0.694 0.28 0.391 0.45 .66
LEV -0.252 -0.44 —-0.065 -0.52 .61
EISSUE -0.525 -0.33 -0.634 -1.46 16
DISSUE -1.533 -1.00 -0.680 -2.05 .06

R?=12; F(7,52) = 0.33p =.93

.387; F(7,52) = 1.53p = .22

.ACFQ =, + BSIZE ; + B,GROWTH ; + B;TURN; { + B4LEV;,

+

Panel B:
BsEISSUE, + B;DISSUE, +¢;
NG-GAAP IFRS Accounting policies

B t-stat B t-stat p-value
CONSTANT -0.817 0.637
SIZE 0.327 0.59 —-0.066 -0.12 91
GROWTH -4.823 -1.20 -0.438 -0.69 .50
TURN -0.672 -0.98 1.140 1.21 24
LEV 0.462 0.86 -0.356 -0.89 .38
EISSUE -1.318 -0.82 -0.768 -0.52 .61
DISSUE -0.261 -0.17 0.990 0.86 .40

R®=.151; F(6,53) = 0.92p = .77

R®=.235; F(6,53) = 0.92p = .50

CFQ =5, +BSIZE; + B,GROWTH, + B;TURN;  + B,LEV,; +

Panel C:
BsEISSUE, + B;DISSUE; +¢;,
NG-GAAP IFRS Accounting policies

B t-stat B t-stat p-value
CONSTANT 0.436 -0.504
SIZE -0.028 -0.55 0.070 1.65 A2
GROWTH 0.544 +1.47 -0.007 -0.025 .98
TURN -0.059 -0.94 0.136 1.83 .08
LEV -0.069 -1.41 -0.057 -1.81 .09
EISSUE -0.008 -0.05 -0.102 -0.87 .09
DISSUE 0.110 +0.81 0.000 -0.87 .40

R®=.213; F(6,53) = 0.81p = .81

R® =.323; F(6,53) = 1.43p = .26

Source. Appendices D, F &G



Table4.11

Diagnostic statistics on accruals, logistic resuftand eamings management statistics

ACC; { =By + BSIZE; { + ByGROWTH, ; + BaTURN;  +B4LEV, ( +

Panel A:
,85EISSUELt +,B6DISSUELt té&it
NG-GAAP IFRS Accounting policies

B t-stat p-value B t-stat p-value
CONSTANT -0.482 0.273
SIZE 0.045 1.32 .20 -0.041 -0.78 .45
GROWTH -0.306 -1.24 .23 0.358 1.06 31
TURN 0.086 2.06 .05 0.001 0.015 .99
LEV 0.029 0.89 .39 0.034 0.88 .39
EISSUE 0.034 0.35 73 0.056 0.39 .70
DISSUE 0.005 .060 .95 -0.035 -0.31 .76

R?=.279; F(6,53) = 1.16p =.37

R?=.161; F(6,53) = 0.58p=.75

Panel B:

BsEISSUE, + BgDISSUE, + 5;CFQ  + 5SPQ +¢&i,

pr10)=p, + BSIZE ; + BGROWTH, + BsTURN; + B4LEV,  +
BsEISSUE, + B;DISSUE, +B,CFQ + BLNEG,  +&;,

pr0)=p5o + BSIZE  + [,GROWTH, + B3TURN, + S4LEV +

Logistic results on target analysis Logistic results on timely loss

B Wald-stat  p-value B Wald-stat p-value
SIZE 48.549 .000 .996 -0.443 0.233 629
GROWTH -655.106 .000 .996 -9.215 2.730 .098
TURN 24.849 .000 .999 -2.503 2.899 .089
LEV 96.917 .000 .996 0.250 0.170 .680
EISSUE -21.424 .000 .999 0.908 0.266 .606
DISSUE -31.108 .000 999 0.694 0.294 .588
CFO -216.146 .000 999 -1.444 0.173 678
SPO/LNEG 83.078 .000 .999 0.009 0.000 .994
CONSTANT 10.023 5.782

Nagelkerke R= 1.00; overall percentage 100%

Nagelkerke R= 0.462; overall percentage = 77.4%

Panel C. Eamings management statistics [Withoutantrols]

NG-GAAP IFRS
Mean QANI) 0.355 -0.122
SD(ANI) 1.903 0.587
SD (ANI)/SD(ACFO) 0.962 0.313
Freq (SPO) 1.4(0.35) 1.6(0.40)
Freq(LNEG) 8.82(0.63) 4.2(0.60)
Corr(ACC,CFO) -0.849 -0.786
Corr(DACC, CFO) -0.831 -0.772
Total (N) (60) (60)
Panel D: Eamings management statistics [With corls]
Variability (ANI) 3.188 0.211
Variability (ANI)/Variability(ACFO) 0.958 0.078
Change in SPO NA +PBs
Change in LNEG NA +PBs
Corr(ACC,CFO) -0.878 -0.846
Corr(DACC, CFO) -0.855 -0.824

Source Appendices D, F &G
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The main results on earnings management are pegsahtPanel C and Panel D of Table 4.11.
At Panel C, 21 firms reported positisédI for the NG-GAAP and 24 firms for the IFRS out of

the 60 firms, and four reported small profit withive range of 0-0.01 in each regime. 38 firms
reported negativaNI out of which 14 reported small losses less th@r20 for the NG-GAAP.

In contrast to IFRS, 36 firms reported negatiél out of which seven reported small losses.
Thus, there appears to be evidence of less earmagagement during the NG-GAAP regime.

At Panel D, after the removal of possible factdrattcan supervene to distort or suppress
earnings, more small profit and small losses wéxseosed during the IFRS regime, suggesting
that firms tend to manage earnings towards smallitpor recognise large losses less timely

during the IFRS regime.

Using the mean and standard deviation of earnitrgara as metrics of earnings management,
the storyline in Panel C of Table 4.11 is that Sr@ngage in earnings management in both
regimes as the standard deviations relative tortbans are high, suggesting that preparers were
reporting within a constricted range. However, ltingher ratio of standard deviation of earnings
to standard deviation of operating cash flows f@-SAAP shows that firms recognize large
losses more timely and this position is confirmgdh®e higher variability of earnings stream and
the ratio of variability of earnings stream to thariability of operating cash flows when
concomitant influence were removed from earningsasth. In both regimes, firms properly use
accruals to smooth the variability in cash flowstlzes correlation coefficients between accruals
and operating cash flows, or discretionary accraald operating cash flows, remain negative
irrespective of the regime. Although the correlatis less for the IFRS regimes, this does not

amount to less earnings management but that ascivete properly used to smooth the
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variability in operating cash flowsée Dechow, 1994; Barth, Landsman & Lang, 2008). If,
however, less negative correlation indicates lessiegs management, then this goes to explain
that firms manage earnings towards a target durotg regimes but the preparers are unable to

cover this up during the IFRS regime.

4.5 Development and Test of Hypothesis 5

This hypothesis addressed the research questiohat'¢ the adoption effect of the IFRS
accounting policies on the capital maintenance ephim the accounting profession? The study
hypothesises that:

Hos: IFRS accounting policies do not impair the cdpit@intenance concept in the accounting

profession.

This hypothesis is a subsumption of three operatiabjectives. The first objective is to
ascertain whether changes in dividend correlatld alianges in unrealised profits or losses. If
changes in dividend paid are associated with cleamganrealised profit, then there is evidence
that unrealised profits influence the size of dend paid. The second objective is to determine
whether management claim of capital maintenancaupported by its managerial strategy. If
managerial strategy corroborates management claicaptal maintenance, then the statement
of changes in equity provides sufficient information the maintenance of subscribed capital
and this would tend to sustain the inactivenesshef IASB. The third objective is to learn
whether the introduction of fair value accountirggictlosed the gap between the double entry
method and the surplus approach method of proférdenation. If the difference in profit is

insignificant, then there is objectivity in fairluas assigned to assets dadilities.
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To determine whether fair value accounting haseddbe gap between the double entry system
and surplus method of income determination, theimeme before tax under the double entry
system and the corresponding net income under ul@us approach were obtained for each
company in the sample for the period 2011 (Nigedamestic accounting standards or ‘NG-
GAAP’), 2012 and 2013 fiscal years (IFRS accounpajcies). Net income under the surplus
method is calculated as net assets at close disttad year less net assets at beginning and any
value of shares issued during the year. A separass-sectional distribution was compiled for
(1) double entry net income, and (2) surplus methetdincome. Then, summary statistics were
calculated for each cross-sectional distributione Z-test was conducted at an alpha level of 5
per cent to weigh the significant difference betwdbe median net incomes under both

approaches.

To learn whether fair value gains and losses initeedividend distributions, unrealised gains
and losses, and dividends paid were handpicked trammfinancial statements for the period
2013 and 2014 and changes in unrealised gains s®, land changes in dividends were
calculated, and correlated following Pearson produwoment procedure. Finally, to learn
whether management claim of capital maintenansepported by managerial strategy, changes
in equity was correlated with changes in workingita, following the Pearson product moment
procedure. A high correlation indicates changeedquity and working capital are explanatory
factors of capital maintenance and this would biglence that management claim of capital
maintenance is supported by managerial strateggnetbe reported increase in capital lacks
strategic sustenance, trust, growth or financiabisty. Market perceptions of stewardship and

share prices are economic amounts, and if thisn®ct, then a high correlation is expected and
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this would validate Abdel-Khalik measure of stewsnigp as economic amounts of
accountability; thus, share prices and stewardghgdity index (SQI) were correlated. Further,
the cross-sectional distribution of changes in ggand SQI were correlated to detect value
relevance of capital maintenance; changes in wgrkipital and SQI were also correlated to
learn whether managerial strategy has value retevém market participants. On the premiss
that SQI and share prices are economic valuegrasgion of SQI and share prices on changes
in equity and working capital were embarked upoqudion 4.15 is a regression of SQI on

changes in equity and working capital:

SQIit =B+ BlAEQUITYit +B,AWCAPITAL it TEf o 4.15

Where SQI = [(market value of shares/book valushares) —1]. A positive SQI is an indicator

of stewardship quality (Abdel-Khalik, 2011).

Equation 4.16 is a regression of changes in stoale$ on changes in equity and working

capital:
P, =By + BAEQUITY ( + ByAWCAPITALjf +Ejt ovvvrssvvnssisnsssvsnssne 14.16
Where apr, sl ; Py is stock price, 6 months before the fiscal yeat; d is stock price, 3

0
months after the fiscal year end. The purpose enture accounting information is in the public

domain (Barth, Landsman, Lang & Williams, 2012).

The data for the confirmation of this structurapbthesis are presented at Appendix H. These
data were used to compile the distribution requttedonduct the analysis. Table 4.12 presents

the results.
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Table 4.12: Analysis of capital maintenance Results

Panel A: Descriptive statistics

NG-GAAP [2011] IFRS Accounting Policies [2012 & 2(A
Double-entry Surplus Double-entry Surplus Doutiiig-e Surplus
Mean 7,284,407 -1,214,490.83 10,985,686.70 7,358,610 4347841.33 10,521,984.67
SD 17,874,900.17 31,836,860.39  29,670,616.05  19,76x387 43,320,502.42 33,886,410.08
Min. —29,342,364 -136,844,060 —-2,975,472 -3,367,910 643,4 —-14,335,243
median 903,868 385,388 3,066,650 807,296 3,884,345.50 16830
Max. 68,491,298 59,966,618 153,440,190 101,396,903 31(Hh65 155,621,043
Range 97,833,662 196,810,678 156,415,662 104,764,813  534(0,01 169,956,286
IQR. 9,710,034 4,881,541 6,351,774 6,732,458 11,070,475 6,802,241
Wilk W 776 581 414 447 413 458
p-value .0005 .0005 .0005 .0005 .0005 .0005
Panel B: Direction of difference [double-entry — @plus]
Positive (+) 5(9%) 11(20%) 10(19%)
Negative (-) 49(91) 43(80) 44(81)
Ties (0) 0(0%) 0(0%) 0(0%)
Total (N) 54(100%) 54(100%) 54(100%)
Panel C: Statistical test
z-stat -4.412 -2.649 -2.6
p-value [2-tailed] .0005 .008 .009
Panel D: Pearson Correlation analysis
AFGAIN ADIV AEQUITY AWCAPITAL ASQI AP
AFGAIN 1 -.059 -.35 .128 -.081 -.063
(.783) (.094) (.551) (.707) (.770)
ADIV 1 .058 321 -.175 -.353
(.789) (.126) (.414) (.091)
AEQUITY 1 .382 -.057 -.051
(.066) (.792) (.812)
AWCAPITAL 1 -.015 -.003
(.943) (.989)
ASQI 1 501
(.013¥
AP 1
Panel D:SQli; =By + BIAEQUITY jy + Bo,AWCAPITAL j; +€jt
B t-stat p-value
Constant 5.494
AEQUITY -1.126 -0.25 .80
AWCAPITAL 0.027 0.03 .98
R?=.003 F (251)=.035 p>.05
§ t-stat p-value
Constant -0.131
AEQUITY 0.096 0.63 .54
AWCAPITAL .030 1.04 31

R?=.099 F (251) = .116, p>.05

Source Appendix H
*correlation is significant at = .05 (2-tailed)p-value in parentheses
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Panel A through C present the results on the festether fair value accounting has closed the
gap between the double entry method and the suaplpoach. The diagnosis statistics at Panel
A show that the cross-sectional distributions aye-normally distributed; therefore, the median

and the interquartile range are the appropriatensanmy statistics. The interquartile range and

median under the double entry method are abouetwicler the surplus approach. The median
difference is significantZ = —4.41,p <.05, suggesting a wide gap between the net inaorder

the two methods. After adoption, the disparity ledw the medians widen even deeper; for
example, in 2012 (the transition year), the nebme under the double entry method was over
three times that under the surplus approach, ar2Di8B, the gap increases to over 6 times.
However, the interquartile range appears tighteteunthe IFRS accounting policies though not
much. In both replications after IFRS adoption, difeerence in means is significant at an alpha
level of 5 per cent, suggesting that IFRS adopsiahfails to close the gap between the double

account method and the surplus approach.

Panel C presents the results of the Pearson cioreknalysis embarked upon. The results show
that changes in dividends and changes in fair vghies/losses are not significantly correlated
(Corr = -.06,p >.05), suggesting that fair value gain or losssdoet influence the value of
dividend distribution to equity shareholders. Alsbhanges in equity and changes in working
capital are not significantly correlated at the wamtional level (Corr = .38y >.05), implying
that management claim of capital maintenance failign with reported financial management
strategy. Changes in equity, changes in workingtalamll are non-correlated with changes in
stock prices and SQI, suggesting that market ppatits do not place a premium on reported
capital maintenance or financial management styatddowever, market perceptions of
stewardship and stock prices are statisticallyetated at the conventional level (Corr = 5,
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<.05), implying that both stewardship quality artdck prices are economic amounts. The
regression results confirm the correlation analySisanges in equity and changes in working
capital are not associated with stewardship anckgiaces as economic amounts. Thus, capital

maintenance and financial management strategyntecket value relevance.

4.6 Development and Test of Hypothesis 6

The research question addressed by this hypotlse8i¢hat is the adoption effect of the IFRS
accounting policies on the national income stasstf Nigeria?’ The evidence in the literature
reveals that IFRS is a key driver of economic ghgvior example, Gordon, Loeb & Zhu (2012)
find that IFRS adoption influences the flow of figre direct investments (FDI); Zaidi & Huerta
(2014) detect a positive association between ecangnowth and IFRS. If these results are
correct, then it is reasonable to point out thatdadoption of IFRS accounting policies does not

alter the national income statistics of a natiomug; the study hypothesises that:

Hoe: The value added of each firm to the gross domgstduct does not differ significantly

under the Nigerian domestic accounting standardsten|FRS.

The data for the test of this hypothesis are pteseait Appendix I. The data are the value added
of each firm under Nigerian domestic accountingidéads and the IFRS. Two cross sectional
distributions of value added were compiled and sanmed using descriptive statistics; then, the
Wilcoxon z-testwere conducted to learn whether the differencealue added is significant.
This inferential test was selected because thdtrekthe efficient Shapiro-Wilk test revealed

that the distributions were badly skewed. Tabl&fesents the results. The value added of 54
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per cent of the firms in the sample increase, 3%cpat decrease, and 7 per cent recorded a tie.
The distribution of value added in each regimeasdlyp skewed [f < .05), suggesting that the
median and interquartile range are appropriateesrciibe the distributions. The value eroded
from the national product is larger under IFRSthetvalue added is also larger; however, on the
average, value added for the domestic accountemgdatds is higher, though the difference is
statistically nonsignificanz = 0.30,p > .05.

Table 4.13: Value Added Statistics

Panel A: Descriptive statistics & normality test e-FRS Post-IFRS
mean 13,163,872.49 12,796,353.08
standard deviation 27,891,264.48 28,259,518.33
minimum -419,226 -5,138,524
median 1,982,669 1,877,822
maximum 142,740,171 142,841,064
range 143,159,397 147,979,588
interquartile range (IQR) 11,551,376 8,161,087
Wilk W .526 516
p-value .0005 .0005

Panel B: Direction of impact

Increase (+) 64(54%)

Decrease (-) 46(39)

No effect (0) 8(07)

Total (N) 118(100%)

Panel C: Statistical test

z-statistic 0.297

p-value [2-tailed] .766

Source computed from the data at Appendix |

4.7 Development and Test of Hypothesis 7

This hypothesis addressed the question, ‘what @sattfoption effect of the IFRS accounting
policies on compliance with the corporate sociachtisures requirements of CAMA and the
United Nations?’ The Federal Executive Council agps of a corporate social responsibility

policy, and the Ministry of National Planning Conssion adopts the minimum environmental

174



and social disclosure requirements of the Unitetddda (‘Nigeria First’, 2008). Thus, like the
IFRS adoption, Nigeria also adopts the corporaseldsure of the United Nations and, hence,
the study expects compliance by reporting entittdswever, neither the then NASB or the
recently constituted Financial Reporting Councisuases the responsibility of enforcement;
therefore, auditors are under no obligation to m&ocompliance. The possibility of non-
compliance increases with the voluntary declaratbthe IASB on corporate social disclosure
because in the present era, the accounting professibound by pronouncements of the IASB
so that a voluntary requirement may impact practdevertheless, Marston & Shrives (1991)
observe that if companies anticipate net benefitpublishing information that exceeds the
minimum requirements then they occasionally makentary disclosure. Moreover, companies
that desire international recognition might compiyh the corporate social disclosure because
voluntary disclosure is driven by the desire focreased international exposure (Young &
Guenther, 2003). Furthermore, the United Nationpleamizes that corporate social disclosure
increases public recognition of an entity commitmeimproves its reputation, enhances
employees’ motivation, and reduces the risk of konfvith third parties (UNCTAD, 2005).

Thus, the study hypothesizes that:

Ho7: The voluntary declaration of the IASB on corperaocial disclosure does not affect

compliance with the requirements of the CAMA anel thited Nations.

Annual financial statements prepared within thaquef010 to 2011 (pre-IFRS adoption) and
2013 to 2014 (post-IFRS adoption), were read td g€pms of corporate social disclosure. A
spotted item goes into one of five categoriestrdde and linkages, (2) employment creation and
labour practices, (3) welfare, health and safety, €nvironment, and (5) government and
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community contribution. Each firm in the sample sget score of one per item disclosed
otherwise zero. Then, a compliance score is calaléor each category per company as the
number of items disclosed + no. of items in theegaty. The data for analysis are the cross-
sectional distributions of compliance score pemfiwhich consists of the sum of compliance
score for all categories. The data are presentedppendix J. These data are the compliance
score of each firm under Nigerian domestic accognstandards and the IFRS. Thus, each
company in the sample produces two compliance score being for the period before IFRS
adoption and the other after the IFRS adoptionmi8ary data were calculated separately for
each period, and differences obtained and testesidaificance using the Wilcoxaf-testat 5
per cent alpha level. When the results show thahsfi disclosed more corporate social
information in the post-IFRS, an improvement index,was calculated for categories in which
there were clear improvements following Misigha Tucker & Yukselturk (2013):

e social items reported in both periods are marked and counted, a

* social items reported only in the post-IFRS are marked and counted, b

e social items reported only in the pre-IFRS are marked and counted, C

» All social items applicable to all firms but not reported are counted and marked, d

Then, the improvement indgw!) was obtained asd—
a+b+c+d

The literature identifies several factors that cfect compliance. First, auditors are the
monitors of compliance. Hodgdon, Tondkar, Adhilk&rHaress (2009) find that audit firm size
is positively related to IFRS compliance. Also, Misglu, Tucker & Yukseltirk (2013) find
that audit identity influences disclosure complencGenerally, the big audit firms have more
informative, experienced, and analytical staff tonmor compliance with accounting standards,
but they might not enforce social and environmedistlosure as the IFRS has declared them
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optional. Large firms disclose more informationrtteamall firms because large firms engage in
more activities. The IASB has developed separatewating standards for small firms because
firm size is an important determinant of disclosamed accounting policy choice (Rahman,
Pererra & Ganesh, 2002). Also, a company that gblhiequity financed will disclose more
information than that which is highly debt financeecause banks and other creditors receive
information on their debts directly from managemetd they may even sit on the board of
companies. Thus, more disclosures are required \&hlmmpany is equity oriented than when a
company is creditor orienteccf( Ball, 1995). Put simply, leverage or gearing cdfech
disclosure compliance. Foreign shareholders inadoan influence compliance because they
have greater exposure to international market flbglu, Tucker & Yukseltirk, 2013). Also,
ownership structure, surrogated by free flo=t, can influence the volume of corporate social
disclosure. Therefore, a regression of compliamoeeson each of these factors was embarked

upon. Equation 4.17 is the regression model:

corg = + [Laualty + everagg + p,Size; + oreignOwarsnip +FkE, + & ovviiieiiian
CScorg =5y * Ajaudiyy + /5, R *P3sizg +SyForeignOwarshig, +FF + & 417

csore, IS the compliance score for firmat timet.

audite adummyvariablethattakeson thevalueof 1 whenthefirm isauditedby oneof theBig 4,i.e.
" | Deloitte,Ernst& Young,KPMG andPwCotherwise)

Leverage totaldebt tototalequity
Sizeis thenaturalogarithmof thefirm market vale.

adummyvariablethattakeson thevalueof 1whenaforeignersitson theboard,

ForeignOwrrship= .
g P {otherwse)

The industry type can affect disclosure compliadoe to differing nature of activities; for

instance, Reverte (2009) finds that environmentalssivity of the industry of operation
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influences corporate social disclosure practicdsoARahman, Pererra & Ganesh (2002) note
that the nature of activities within an industryuttb be a reason for the diversity in both the
amount and type of disclosure and measurementiggachmong firms. Therefore, to keep the
effect of industry constant, the analysis was iesil to only manufacturing firms. Table 4.14

presents the results.

Table 4.14: Corporate social disclosure statistics

Panel A: Descriptive statistics & normality test e-ARS PostIFRS
mean 1.824 2.355
standard deviation 0.745 1.362
minimum 0.72 0.72
median 1.69 2.11
maximum 3.57 8.01
range 2.85 7.29
interquartile range (IQR) 1.37 1.64
Wilk W .94 .79
p-value .081 .0005
Panel B: Improvement/detraction statistics
Improvement (+) 50(81%)
Detraction (-) 2(06)
No effect (0) 10(13)
Total (N) 62(100%)
Panel C: Statistical test
z-statistic 4.408
p-value [2-tailed] .0005
Panel D: Corporate social disclosure improvemeexi
Disclosure category DI
Employment creation and labour practices 0.29(5®plations)
Welfare, health and safety 0.33(35 observations)
Environment 0.43(35 observations)
Government and community contribution No effect
Trade and linkages No effect
Panel ECScorg =5, + Bjaudit, + Soleveragg + B3sizg + S,ForeignOwarship +FF; | &t

B t-stat p-value Tolerance VIF
constar -4.118
audit 0.742 1.305 .20 - -
leverage -0.052 -0.025 .98 931 1.075
size .820 3.182 .004 .691 1.445
ForeignOwieership -0.373 -0.632 .533 - -
FF 1.443 .835 411 713 1.403

RZ =70, F (556)=4.717, p=.004
Source computed from the data at Appendix J
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The descriptive statistics are presented in PaneP#-IFRS adoption, the distribution of
compliance scores follows a normal distributivi£ .94,p > .05), suggesting that the mean and
standard deviation are appropriate statistical sares of the data. However, post-IFRS, the
distribution is non-normally distributed = 80, p < .05) though not badly skewed. In terms of
the mean and standard deviation, the average canggliscore in the post-IFRS period is higher
but the pre-IFRS period is characterized by unifte® in corporate disclosure practices. This
profile is sustained by the median and interquantdnge. Corporate social disclosure items
increase by 81 per cent, decrease by 6 per cemtnareffect on 10 per cent of the total social
disclosed items (see Panel B). Overall, corporatgak disclosure practices improve during the
post-IFRS adoption period € 4.4,p < .05). However, the improvement is observed amith
certain reporting categories: (1) employment cogatind labour practices, (2) welfare, health
and safety, and (3) environment, and this resuhflaenced by size of the firms in the sample,

not dependent on audit identity, foreigner sittomgthe board, or capital/ ownership structure.

4.8 Discussion of Findings

4.8.1IFRS adoption effect on financial statement elements ametios

The transition effect led to an increase in tosseds suggesting that many items now meet asset
recognition criteria under IFRS, not Nigerian GAARhis appears to be the general trend in the
findings of studies that address the direct imgdctFRS on the accounting figures (Hung &
Subramanyam, 2007; Silva, Do Couto & Cordeiro, 2088nt, Bradbury & Hooks, 2010;
Gaston, Garcia, Jarne & Gadea, 2010; MigilipTucker & Yukselturk, 2013). Only Godwin,
Ahmed and Heaney (2008) and Grossman, Smith ancbT2013) detected no effect. This state

of affair raises a question on the conservatisncepn The results reveal that IFRS accounting
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policies morph to a significant shift from the censtism concept to realistic valuation. IFRS
incorporated many ifs and buts in measurement ascés which expanded the leeway with
which preparers of the financial statements th@ashund, the rule being that preparers remain
consistently severe or consistently lenient. Thé also affected the measurement of liabilities,
for example, management disclosed contingenciesolften, provisions are not made. A typical

disclosure on contingencies reads:

Pending litigation and claims
The Company is engaged in lawsuits that have aiisghe normal course of business. The

contingent liabilities in respect of pending litigan and other possible claims amounted to
N813 million as at 31 December 2012 (20&E5Nmillion). In the opinion of the directors, and
based on independent legal advice, the Compangtiexpected to suffer any material loss
arising from these claim. Thus no provision hasbeade in these financial statements

This practice is not in consonance with the coretesmn concept; hence it represents a major

shift to optimism.

Aggregate liabilities increase but moderately; @lith the inferential test result is statistically
significant, theeffect sizeis nonsignificant, suggesting a possibility of effect. In fact,
Misirlioglu, Tucker & Yukselturk (2013) find no effect butet general trend in most research is
an increase in liabilities (Hung & Subramanyam, 20Bodwin, Ahmed & Heaney, 2008; Lantto
& Sahlstréom, 2009; Silva, Do Couto & Cordeiro, 20@®%ent, Bradbury & Hooks, 2010; Gaston,
Garcia, Jarne & Gadea, 2010). The results of mstindebtedness using the financial ratios are

corroborative.

There was no effect on total equity. This findirgydt variant with that established in the
literature. Although previous studies find an irage effect of IFRS adoption on total

equity(Jermakowicz & Gornik-Tomaszeaski, 2006; Hu&g Subramanyam, 2007; Haller,
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Ernstberger & Froschhammer, 2009; Godwin, Ahmed &aikkty, 2008; Stent, Bradbury &
Hooks, 2010; Misirhglu, Tucker & Yukselturk, 2013; Istrate, 2014), SilvDo Couto &
Cordeiro (2000) find a decrease. The most notieeaffect is due to movement/reclassification
in reserves but on the average, they decreaseetpiity but the general finding in the literature
is an increase; thus, the result of this studyedsfffrom others except Silva, Do Couto &
Cordeiro; nevertheless, statistical test resuksndises the trend so that the study settles on ‘no

effect’ as a conclusion.

The range and interquartile range of net inconmaush larger than those for operating profit for
one of two reasons: either the companies with megatofits have other sources of income that
now swamp the losses or the positive profits offbet losses with the interquartile range
carrying excessive weights. Overall, the transitoiFRS makes no impact on operating profit
and net income and this corroborates the ‘no effecequity’. Also strengthening this result is
the profitability ratio analysis. The transition RS makes no significant impact on
profitability ratios, including the earnings pefasé. In essence, profitability is unaffected; hence
equity should be unaffected as well. This pattdroasroboration spreads across the findings in
the literature; put otherwise, when net income @ases equity also increases, and when net
income decreases equity decreases; or when nehencunaffected, equity is also unaffected,
this being the way the operating profit, net incomarnings per share and equity behasee (
Jermakowicz & Gornik-Tomaszeaski, 2006; Hung & Smbanyam, 2007; Godwin, Ahmed &
Heaney, 2008; Haller, Ernstberger & Froschhamm@92 Lantto & Sahlstrom, 2009; Stent,
Bradbury & Hooks, 2010) but Silver, Do Couto andro (2009) and Misirlgu, Tucker and

Yukseltirk (2013) discover polar results: equitgmased but income increased and vice versa,
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dismantling the established relationship. This rather subtle point, though not expanded upon

here, is worth thinking through.

4.8.2IFRS adoption effect on distributional forms and shbility of financial ratios

The adoption of IFRS improves both temporal andugretability of ratios in the profitability
group. This is due to the codification of fair valuules by the International Accounting
Standards Board (IASB) which brings uniformity infir value practice. When revenue and
profit are measured at current prices but assetustdrical prices or at abused fair values,
instability would characterise the distribution girofitability ratios. Nevertheless, the
distributions of profitability ratios are non-norllyadistributed but approximate the normal
distribution. The IFRS improves both temporal andug stability of the cash flow and the
working capital ratios but only temporal stabilitg the case of the current ratio. Their
distributional forms are non-normal under both megs; however, they better approximate the
normal distribution under the IFRS regime. It appdhe distributions of liquidity ratios tend to
follow the normal distribution; for example, Frecka Hopwood (1983) detect approximate
normality in the distribution of the working capiteatio; Martikainen, Perttunen, YIi-Olli &
Gunaekaran (1995) detect normality in the distidutof the current and quick asset ratios;
Akintola (1998) also detect normality in the distriion of the current asset ratio. Given this
approximation to the normal distribution before after the adoption of IFRDS, one expects
group stability (Martikainen, Perttunen, YIi-Olli &unaekaran, 1995) but this is not quite so for
the current ratio—a source of worry. The curretibres a popular liquidity ratio and, in fact, the
first metric of distress prediction (Horrigan, 1968t it fails to group together with its fellows;

why? Factor analysis, as a working method, didtake us far enough to clear the way for a
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psychological solution. Well, as Burroughs notétthere is no reason to suppose that
mathematical elegance is related to psychologicaammg’ (Burroughs, 1975, p.283). The
current ratio is a deviant (possibly) due to thenptex interactions between and among a
number of external and internal factors in its comgnts (Buckmasters & Saniga, 1990). The
distributions of the solvency ratios are stable roree and within groups. Although their

distributional forms are non-normal, they approxienghe normal distribution. This finding

holds irrespective of the regime. Deakin (1976) Badkmasters & Saniga (1990) also find that
the distribution of the gearing and indebtednesizgaapproximate the normal distribution but
Frecka & Hopwood (1983) detect skewness in theildigion of the cash-to-debt ratio. Perhaps,
the suspension of the industry effect and the adiopmif the IFRS accounting policies improve
the distribution of the cash-to-debt ratio to ngep@ximate the normal distribution. On the use
of financial ratios as inputs into predictive ma&jehe operating profit margin, cash flow ratio
and the indebtedness ratio are the most appromilategates to maximise the utility of such
models. However, before the adoption of IFRS, therkimg capital ratio (i.e. the ratio of

working capital to total assets) is the represergattio for the liquidity group but the cash flow

ratio now usurps this ratio, this being due toehghasis placed on the cash model by the IASB.

4.8.3 IFRS adoption effect on value relevance

The study had hypothesized that market values rofirggs and equity do not differ based on the
results of the IFRS adoption effect on the aggeegasets and liabilities, not earnings or equity.
However, the results are contrary to expectation.pd@ssible explanation is that market

participants placed higher premium on the increadiedlosure of IFRS accounting policies,

which now provides information about the future gpects of the firm. In other words, IFRS
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adoption does not affect equity or earnings butiticeeased disclosure in the IFRS accounting
policies explains the higher value relevance oletim the IFRS regime. The study illustrates
Ohlson’s argument that the price model should becifipd to include other information not
recognised in the financial statements (Ohlson,519%here is publicly available information
about the future prospects and earnings of theéyewtnich is not captured by the financial
statements and this must be considered in setti@grarket value of the firm otherwise false
conclusion may be drawn on account of differenaesexplanatory power or regression
coefficients of the variables in the value relevanrodels (Ohlson, 2001). As the initial results
of this study show, the explanatory power of theggmodel for the NG-GAAP was slightly
higher and if this were to be the basis of the tumion, the discovery would have been made in

the peripheral shadows.

4.84 IFRS adoption effect on eamings management

The study detects evidence of earnings managemebbth regimes but more pronounced
during the regime of the IFRS accounting policiBisis findings agree with Capkun, Collins &
Jeanjean (2012), Ahmed, Neel & Wang (2013), Houfjg, Dunstan, & Karim (2012), and
Christensen, Lee, Walker & Zeng (2015); nevertrslegilst these studies compare domestic
standards that are independently developed of WheAS with mandatory and/or voluntary
adopters, this study compares domestic accountarglards that are adaptation of the old IAS

with mandatory adopters.

However (and this is crucial), the result from tlgidy does not suggest that the IFRS
accounting policies are of lower quality rathegetrmanagement embedded in smooth earnings

is a desired accounting attribute inasmuch as ERSIlimit management discretion to report
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earnings that are less reflective of the firm’s remoic performance. Moreover, earnings
management is a desired tool to reduce the taxebur@legally) and avoid premature
recapitalisation or takeover. The study conceiveseatationship between accounting quality and
earnings management for earnings management is oime rather a legitimate accounting
function in society, for accountants are not kihgs they eat with kings; they are available to
manage earnings to lessen the tax burden of theyboisies or ‘improve performance’ to avoid
premature recapitalisation, takeover, or whatever.keep the economy going. To Barth,
Landsman & Lang (2008); Chen, Tang, Jiang & LiQ1@); Ahmed, Neel & Wang (2013) and
many others, accounting standards that reduce reaahdiscretion over accounting choices or
inherently disallows smoothing or overstatementariings are of higher quality. These metrics
are appropriate to gauge and monitor accountingpusit of any accounting process, not
outcomes. The ‘accounting quality concept’ is mdlato perception of society on accounting
outputs. The graduates of an educational institugs an example) are the outputs but the ease
with which the graduates secure employment angeheeption of the standards of graduates are
measures of quality of outputs. Manipulating acdmgnamounts, which are outputs of the
accounting process, using some mathematical elegai@not produce outcomes that equal
accounting quality. The argument, summed up inogidtic calibration, is that, ‘If earnings
management for domestic accounting standards i®rldhan IFRS, then IFRS accounting
policies are of lower quality; earnings managementthe domestic accounting standards is
lower; therefore, IFRS accounting policies areafér quality’. This conclusion fails to sustain
the premiss on grounds that the ‘guality concegptralated to the perception of society on
accounting outputs, not based on mathematical m&atipn of accounting amounts only, unless

the manipulation captures the perception of sorietyexample, market participants. In blunter
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terms, the premiss is unsound; though logicalaiisfto take us far enough into the concept of

accounting quality.

4.8.5IFRS adoption effect on capital maintenance

The results do not support the alleged fear thatvielue gain influences dividend distribution
but fair value is highly subjective despite the ifiodtion of the rules guiding application. A
random inspection of the financial statements shihata large number of banks and insurance
companies estimate fair values using financial nedéhis perhaps, explains the large
discrepancy between net income under the doublg-eand surplus methods. In countries with
active liquid markets, the results might differ. eTfact that management claim of capital
maintenance is not associated with financial mamage strategy rings a bell that the IASB
needs to do more in the area of capital maintendncaddition to the statement of changes in
equity (as an example), management might providensary data on fund stability. A possible
scheme is to report the ratio of internally gereatdtinds to total funds. If this is done overtime,
users of financial statements could evaluate stalof funds to the company. Ceteris paribus, an
investor would prefer a company with a higher rationternally generated funds to one with a
lower ratio. This is because internally generateddfis more regular and dependable than
external source, and more under the control of gamant. The statement of cash flow does not
tell the whole story about financial stability; fmistance, it fails to depict the interaction among
the various elements of working capital. The pgained by one component is lost to the other
component, for example, if non-liquid funds inceaiquid funds would decrease and vice
versa, and this has financial implication. When lieptid funds increase, total fund ‘soften’ for

management to invest, for example, carry more sibdarge holding gains are expected.
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Therefore, management might need to complemenstidiement of changes in equity with a
statement of changes in circulatory capital for reisef financial statements to assess

improvement and deterioration in working capitahafompany.

4.8.61FRS adoption effect on national income statistics

IFRS adoption decreases the national income statisff a country though the decrease is
nonsignificant. If the difference were significatihe economic ranking of Nigeria, vis-a-vis
other nations, based on gross domestic productidh@ave been affected due to IFRS adoption.
Although the difference in value added is nonsigaiit, differences are likely to be significant
in countries where domestic accounting standardferdvastly from the IFRS. Nigerian
Generally Accepted Accounting Practices are adaptadf the old International Accounting

Standards; hence, the difference in value addedrsignificant.

4.8.7IFRS adoption effect on corporate social disclosure

There was no effect on trade and linkages, theoredeing that Nigerian company law (the
Companies and Allied Matter Act [CAMA]) and its destic accounting standards (SAS 2)
require entities to report the statement of valdeea, which capture most of the social items in
this category. On government and community contigo the reason for the no effect is likely
to be due to the tax exempt status accorded tcsifanthis category by the Federal and States
Governments. Simply, donations or contributionsctommunity development are deductible
from taxable income. Although there was no requeetito report on activities connected with
pollution in annual financial statements, some cangs reported policies on environmental

treatments both before and after the IFRS adopltiongh there was more disclosure during the
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latter period; moreover, some companies providédopmance data on pollution controls. A
predominant feature observed in corporate socstlasure is that a large proportion of the
companies provide only descriptive information witle costs of such actions and arrangements
not disclosed in any of the functional categorieshie income statements. One doubts, bitterly,
whether these policies on social concerns wereaalgtumplemented. Companies ought to report
qualitative, financial and non-financial data redgtto actions and arrangements for social
concerns as required by the Intergovernmental Wigrikeroup of Experts on International
Standards of Accounting and Reporting of the UnNietions. The IASB cannot be indifferent to
the opinions or questions of the public interespasons and groups affected by environmental
decisions of the firm have a legitimate interesthiase decisions. All that the IFRS Foundation
need is to insert, in the IFRS accounting policesstatement of compliance with the social
disclosures of the Intergovernmental Working GraafpExperts rather than declaring them
outside the scope of financial statements. Thidadaiton connotes that social disclosures are
optional so that auditors are under no obligatioremforce compliance as companies prepare
IFRS financial statements to satisfy current antepiial owners of the firm, but even at that
investors should be allowed to choose less potuititvestments or be able to determine, over
time, the relation between an enterprise’s enviremia impact and its financial position and

performance.
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CHAPTER FHVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS

5.1 Summary of Findings

This research study is designed to detect the itrgdabe adoption of the International Financial
Reporting Standards (IFRS) on the accounting quahd financial statements. On the financial
statements, the agenda are the aggregate finastaiggment elements, the financial ratios,
temporal and group stability of the financial rati@nd the accounting measurement paradigm
(conservatism). On accounting quality, the agenda the market value relevance of the
accounting amounts, the opportunity to manage egsni maintenance of the capital
maintenance doctrine, and the effect on the ndtiocame statistics of Nigeria. As a handsome
bonus, the study extends the IFRS adoption effactarporate social disclosures in annual
financial statements. Data were gathered from dnrium@ancial statements which span

2009-2014. The results of the data analysis ledledollowing findings:

1. The transition to the International FinanciapBeing Standards (IFRS) increases aggregate
assets and liabilities, not equity or earningselntédness ratios, not profitability or short-term
solvency; and shifts the accounting measuremenadpan from conservative to realistic

valuation model.

2. The IFRS improves both temporal and group stgluf financial ratios in the profitability and
long-term solvency categories. However, in the stegm solvency category of financial ratios,
the IFRS improves both temporal and group stabdityhe cash flow and the working capital
ratios but only temporal stability in the case fué turrent ratio. On the use of financial ratios as
inputs into predictive models, the operating praiérgin, cash flow ratio and the indebtedness

ratio are the most appropriate surrogates to masirtiie utility of such models. In addition, the
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adoption of the IFRS accounting policies has trammséd financial ratios distributions into

approximately normal distribution.

3. Market value relevance of earnings and equitykbealue is higher under the IFRS. On the
average, value relevance under the IFRS accoumpitigies is higher by 42 per cent out of
which the financial reporting system accounts f8r79per cent whilst expectation of market

participants about the future prospect and earraegeunts for the remainder.

4. There is evidence of earnings management undgriin domestic accounting standards and

the IFRS but more pronounced during the IFRS regime

5. Fair value accounting practice is widely subyectbut unrealised profits or losses do not
influence dividend distribution; however, managemelaim of capital maintenance is not
associated with financial management strategy. blagre market participants do not place a
premium on reported capital maintenance or findnmanagement strategy. Thus, capital
maintenance and financial management strategy taakket value relevance. In addition,

stewardship quality and stock prices are economiguats.

6. IFRS accounting policies decrease the valuehef gross domestic product though not

statistically significant.

7. Corporate social disclosure on employment avaatind labour practices; welfare, health, and
safety; and environmental disclosures improve durihe IFRS regime. However, the

improvement is associated with size of the firnt, anadit identity, ownership or capital structure.
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5.2 Impilications of findings

1. The IFRS accounting policies increase assetsratabtedness ratio and shifts the accounting
measurement paradigm from conservative to reahgtication model. Nigeria had adapted the
old International Accounting Standards (or ‘the tA&’); thus, the implication of this finding is
that for companies that situate in countries thdapa the old accounting policies, their

indebtedness and assets increased.

2. The IFRS accounting policies improves the dstibnal forms and stability of the financial
ratios. The implication is that the IFRS accountpalicies support both the traditional and
positive uses of financial ratios, and this is ukébr the efficient functioning of the capital
market. This finding suggests that industry normaficial ratios can be established which
investors can use to evaluate the economic posimohperformance of companies listed on the

Nigerian Capital Market.

3. On the average, market value relevance of eggrand equity book value are higher under the
IFRS by-Mi2.72 per share out of which the financial repgrtsystem accounts for about 99 per
cent, suggesting that market participants placeighen premium on financial statements
prepared using the IFRS accounting policies. Thgligation is that the market participants in
Nigeria place less emphasis on future prospectsheffirm, suggesting that the financial

reporting system is the single explanatory fadtat £xplains value relevance in Nigeria.

4. Earnings management is higher under the IFR8uating policies than under the Nigeria

domestic accounting standards. The reason for ithithat the then Nigerian Accounting
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Standards Board (NASB) adapted the old Internatidwaounting Standards (or, simply, ‘the
old IAS’). Thus, the implication of this finding that the Financial Reporting Council of Nigeria
(or simply, ‘the Council’) should adapt the IFRStbat the opportunity to manipulate earnings

will also be reduced.

5. Unrealised fair value profits or losses do méiuence dividend distributions. The implication

is that IFRS accounting policies are not destrectv the capital maintenance doctrine as is
widely reported in the literature. However, thediimg that reported increase in capital fails to
align with financial management strategy implieattfFRS accounting policies do not entirely

guarantee trust, growth and financial stability.

6. The IFRS accounting policies decrease the ratimcome statistics of Nigeria, though not
significant. This might have grave consequencehendomineering position of Nigeria as the

economy with the highest economic growth in Africa.

7. Corporate social disclosure increased duringlRS regime despite the declaration by the
IASB that issues of social concerns are outsidefittencial statements. This finding provides
evidence to clinch anecdotal claims that even & ahsence of laws some agents would still

operate to meet the information needs of theirgipeis.

These findings and their implications are usefultfe IASB that seeks to understand how the
IFRS accounting policies impact on different regiai the world (IASB, 2004, Para. 93). The

IASB and the Council (as an example) can use tfiedmgs to justify their dogged pursuance of
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the accounting change. Moreover, there has bearsaion of insufficient attention of the IASB
to the concept of capital maintenance. The IFR®@ting policies emphasise that assets and
liabilities be reported at fair value (market value financial reports. The justification for the
change in measurement is that conservatism off@seaopportunity for managers to create
secret reserves which are used to mask perfornduragg poor economic times (IASB Speech,
2015). This justification appears not to be catghom as there is hue and cry from lenders and
other creditors about managers paying dividends fiar value profit. The results show that fair
value profits are not associated with dividendrdistion, and hence this finding is very useful

for the IASB to continue to pursue fair value aquing.

Furthermore, the findings that financial ratiostbeapproximates the normal distributions under
the IFRS accounting policies offer a licence to IA8B to mandate the Financial Reporting
Council of Nigeria to develop industry norm ratitws improve the efficiency of the Nigerian
capital market. Such a call is logical becauseeqiuires an industry norm ratio for a capital
market to fully reflect ‘bad and good news’ about@mpany performance in share prices.
Moreover, the finding that the ratios are tempgratable justifies the practice of building
models to predict financial distress. A major regoient of inputs into a prediction model is that
the inputs should be stable overtime and within dinévzerse of population. The study also
establishes the operating profit margin ratio,dhsh flow ratio and the indebtedness ratio, as the
objective surrogate of the profitability, liquidignd solvency groups of ratios. This finding is
useful for practitioners in the field of finance.model that is developed to predict or forecast
corporate failure, for example, would require arespntative ratio from each pragmatic group of

ratios (profitability, liquidity, and solvency). Bte there are multiples ratios within a group, the
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analysts face the challenge of selecting a reptaes ratio from each group as inputs into the
model. This finding has helped analysts with theio of ratios that should serve as inputs into

models of corporate distress predictions.

5.3 Conclusion

This study addresses seven broad brush objeclinesfirst objective is the impact of the IFRS
adoption on the financial statement elements, tinantial ratios, and the conservatism
measurement paradigm of accounting. To achieveothjective, cross-sectional distributions of
aggregate financial statement elements and rateve wompiled from the financial statements
prepared under Nigerian GAAP and IFRS. Then, thangh effects were computed and
evaluated to learn whether the accounting amoustaféected and whether IFRS adoption shifts
the accounting paradigm from conservatism to ogtilmibased model. The study finds that the
transition to IFRS increases aggregate assetsianitities, not equity or earnings; indebtedness
ratios, not profitability or short-term solvencyydashifts the accounting measurement paradigm
from conservative to realistic valuation model. Thenclusion, drawn starkly, is that a
developing country that adapts the IFRS as domastiounting standards stand to reap higher

economic efficiency.

The second objective is the adoption effect onnitvenality assumption that is said to underlie
the distribution of financial ratios, and the temgdand group stability which also underlie their
taxonomy. To achieve this objective, cross-sedliatistributions of financial ratios, which
cover Nigerian GAAP (2008-2011) and IFRS (2011-30kre compiled from the financial

statements of healthy manufacturing firms. Thedsem the series of standard deviations were
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examined and a factor analysis embarked upon tectdéemporal and groups stability. In
addition, the distributions were examined for thernmality assumption using the efficient
Shapiro-Wilk test and the ratio of the moment doefht of skewness to the standard error. The
study detects approximate normality, temporal amdupg stability, in the distributions of
financial ratios. The conclusion, drawn starkly,tlgt the normal distribution may not be a
perfect fit for the distribution of financial rasdut it does provide a theoretical orientationisTh

has pragmatic implications for the normative andigpge uses of financial ratios.

The third objective is the IFRS adoption effectroarket value relevance of earnings and equity
book value attributable to IFRS accounting policéesl domestic accounting standards. Prior
studies compare explanatory power or regressiofficieats of models used but fail to specify
the amount of value relevance attributable to thanial reporting system. In contrast, this
study estimates the price model for each regimeeadlsas the amount of value relevance. Then
IFRS financial reporting system is made to playtlwy rules of the domestic standards on the
thesis that if the financial reporting system is timly explanatory factor for the difference in
value relevance then the amount of value relevahoeld be equal otherwise some other factor
is beneath value relevance. The study detects highlee relevance under the IFRS which
accounts for about 99 per cent whilst market exgiegts of future prospects of the firm
accounts for the remainder. The conclusion is RRS offer a robust financial reporting system

that discloses a firm’s underlying economics asduture prospects.

The fourth objective is the adoption effect on @aga management. The critical mandate is to

find out whether firms manipulate their stream afrengs to attain a target or whether they
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recognise losses as they occur. Cross-sectionaibdisons of earnings, operating cash flows,
and accruals were compiled under domestic accayrgtandards and IFRS. The standard
deviation of earnings relative to the mean, theraf variability of earnings to variability of
cash flows, and the frequency of small profit aacyé losses in the stream of earnings were
examined for evidence of earnings management t@atdrget and timely loss recognition. The
study detects earnings management under both redgotemore pronounced for the IFRS. This
finding points to African countries to adapt thdRIF accounting policies to suit the peculiarities

of their economy rather than adoption.

The fifth objective is the adoption effect on thepital maintenance concept in the accounting
profession. The agenda are objectivity in fair ealaccounting, the association between
unrealised profits or losses and dividend distrdt and value relevance of management
stewardship. The study compares profit under thébleentry and surplus methods as a test of
objectivity; correlate changes in unrealized profilosses with changes in dividend distributions
as a test of violation of the capital maintenancetine; correlate changes in equity with

changes in working capital as a test of growth stesdvardship. The study finds that fair value
accounting practice is widely subjective but unesal profits or losses do not influence

dividend distribution; however, management claintapital maintenance is not associated with
financial management strategy, suggesting the rdeedummary data on fund stability in

addition to the statements of cash flow and chaigegquity.

The sixth objective is the adoption effect on tlagianal income statistics of Nigeria. To achieve

this objective, cross sectional distributions ofueaadded to the gross domestic product were
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compiled from the financial statements preparedgisiomestic accounting standards and IFRS
for comparison. The result reveals that IFRS actingrpolicies decrease the value of the gross
domestic product though not statistically signifitaThe result, however, is likely to be
significant in countries where domestic accountstgndings differ vastly from the IFRS, for
Nigerian domestic accounting standards were adaptaif the old International Accounting

Standards.

The final objective of the study is the IFRS adopteffect on corporate social disclosure in
annual financial statements. The IASB has declatattments of social disclosure as statements
outside financial statements, and this can affeattce. The social disclosure issues of concern
are those mandated by the United Nations and thep@pies and Allied Matters Act.
Qualitative, financial and non-financial disclossirdased on core indicators developed by the
United Nations Conference on Trade, Aid and Develept, were garnered from financial
statements prepared before and after IFRS adop@eerall, corporate social disclosure on
employment creation and labour practices; welfaealth and safety; and environment, improve
during the IFRS regime. This improvement is assediavith size of the firm, not audit identity,
ownership or capital structure. This finding prasdevidence to clinch anecdotal claims that
even in the absence of laws some agents wouldogtdtate to meet the information needs of
their principals; however, in line with organizatiagheory, policies are needed to guide the

actions of man, including the learning organization
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5.4 Recommendations

The overall aim of this study is to provide empfie@vidence to justify the decision of the
Financial Reporting Council of Nigeria, or simpthe ‘Council’, to adopt the IFRS rather than
adapt. The findings of this study are empiricaldevice to call on Council to adapt the IFRS to
suit the cultural development and peculiarity ot thigerian Economy. Thus, the study

recommends that:

1. Council should consider the financial literadyeaders of financial statements in Nigeria and
recommend the statements of value added and samdepplication of funds as additional

financial statements to those specified in the IFRBiework.

2. Council should call for the establishment ofustity norm ratios to improve the efficiency of
the Nigerian Capital Market. The adoption of IFRE transformed the distributions of financial
ratios into approximately normal distribution, ahds supports comparison of economic position
and financial performance of firms based on industrms. Moreover, Council needs to specify
key financial ratios that the preparers of the ritial statements must report in their annual

financial statements. A free float analysis wil@be useful to enhance economic decisions.

3. Council should identify circumstances pecula@thte Nigerian economy, consider the perverse
behaviour of businessmen in Nigeria (culture), aestricts accounting choices in the IFRS

accounting policies to reduce earnings management.

4. Council should consider the instability of mscand balance of payment (economic
developments), and mandate firms to report theitrdzution to the gross national product, and
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decompose purchases and sales into foreign and focathe Nigerian to assess their

contributions to the balance of payment problem.

5. In addition to the statement of equity and cHstv in the IFRS Framework, the Council
should mandate companies in Nigeria to report summata on fund stability so that users can
evaluate management ability to respond both to-tenm and to short-term opportunities in

financial or product markets.

6. The Council should develop standards on sossalds of concern to the Nigerian society. The
CAMA has specified these issues but it remainsG@ouncil to work out the indicators to be
reported in the annual financial statements. ThenCib may adapt, not adopt, the core indicators

of the United Nations, and monitor compliance tigloexternal auditors.

7. The practice of monitoring compliance througlofessional independent practice is not
sufficient. There is always some informal relatioipsbetween professional service providers
and the management of companies so that this meditcompliance might be ineffective. The
Council should consider segregating the marketHerindigenous auditors and the Big 4. The
Council might consider the classification of firiméo appropriate categories; for example, Class
A: multinational firms, Class B: indigenous firntSlass C: small/medium firms. The Big 4 may
be allowed to audit companies in Class A and CkEsbut indigenous audit firms should be
restricted to companies in Class B and Class G ifddel of segregation is obtainable in China

and works perfectly well. The council might alsonsmler setting up a training school for
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external financial reporting. This can generateenee for the government and, in addition,

becomes effective monitors of compliance with betbnomic and social disclosures.

5.5 Contributions to Knowledge

The study is the first to revisit the fundamentakwmption that is said to underlie the
distributions of financial ratios after the IFRSoation. The issue appears to have been forgotten
because a large number of studies find that theiltliions of the financial ratios are non-
normally distributed but a global adoption of RS provides a watershed to revisit the issue.

Thus, the study fills this glaring hole in accougtiiterature.

The study contributes to the literature on valuevwance of earnings and equity book value
immensely. It is the only study in the literatun®i only in Nigeria) that attempts to estimate the
value relevance attributable to the adoption of fRRS and domestic accounting standards.
Studies in the literature simply compare the exglary powers of the value relevance models
used and draw conclusions. It is not unlikely tbamclusions based on explanatory powers are
made on the peripheral shadows inasmuch as thediesfail to explain the proportion of value

relevance attributable to the financial reportingtem and the market expectation of future

earnings not recorded in the financial statements.

Again, the study is the first to investigate theopttbn effect of the IFRS on earnings

management. Prior to the adoption of the IFRS, ay(#011) reported that the preparers of the

financial statements manipulate earnings to evagestand some other reasons but this study
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detects that earnings manipulation is even highdeuthe IFRS regimes. This explains why the

study recommends that the Council adjusts the [teRSit the peculiarities of Nigeria.

On the adoption effect of the IFRS on compliancthworporate social disclosures of the United
Nations, the study is also the first to investighaie fundamental research assignment. Generally,
the literature is scanty of empirical studies onpooate social disclosures; therefore, this study
expands the literature as well as set the balinglin Nigeria. Also, the study is the first to
investigate the IFRS adoption effect on the natieameome statistics of Nigeria. This study is
fundamental because Nigeria is currently the cqumith the highest economy growth in Africa,
and the adoption of the IFRS can detract or impsdies position. Finally, the study is the first
to provide empirical evidence to allay the fearpressed in the literature that fair value gains
lead to generous outflow of dividends to equityrshalders. Recently the Chairperson of the
IASB, Hans Hoogervorst, admitted this claim butdsanthing could be done and advised
government of each country to address the issub legislative approach (IASB Speech,
September, 2015). Now, the IASB has evidence tw dnaon to announce to the world that fair

accounting does not influence the size of dividgrald to shareholders.

5.6 Suggestion for further studies

This study has opened up opportunities both toarebers in Nigeria, Africa and outside Africa.
First, the study finds that the adoption of IFRS@réases the gross domestic product of Nigeria
though the decrease is nonsignificant. Althoughdifierence in value added is nonsignificant,
differences are likely to be significant in couaiwhere domestic accounting standards differ

vastly from the IFRS. Nigerian Generally Acceptedcdunting Practices are adaptation of the
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old International Accounting Standards; hence,difierence in value added is nonsignificant.
Thus, other countries need to replicate the studgdnclude on this fundamental empirical

guestion.

Second, as announced earlier in Chapter One, udg & conducted in Nigeria, which is just one
of the developing countries in the world. The IA8BBs expressed interest in how the IFRS
accounting policies are impacting on various regiaf the world (IASB, 2004, Para. 93).

Nigeria is just one country in Africa or in Westr&fa, and is not the only country that adapted
the old IAS as domestic accounting standards. Ttiesfindings from Nigeria alone may be

insufficient to generalise the impact of IFRS oa #tcounting amounts and accounting quality;
nevertheless, the study sets the ball rolling. Alication is required in Ghana and other
countries in Africa with equity-financed firms thatere unable to harmonize with the IFRS
before mandatory adoption. Then, within Nigeriae tstudy may be replicated with some
expansion of the periods in both the Nigerian ddimesccounting standards and the IFRS

accounting policies.
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APPENDIX A: LIST OF COMPANIES IN THE SAMPLE DESIGN
PART I: MANUFACTURING INDUSTRY

NAME OF COMPANY

DN Tyre & Rubber
Champion Breweries
Golden guinea

International Breweries

Jos International Breweries
Nigerian Breweries

Premier Breweries
Seven-UP Bottling Company
Big Treat

10. Dangote Flour Mills

11. Dangote Sugar Refinery
12.  Flour Mills of Nigeria

13. Honeywell Flour Mills

14. P.S. Mandrides

15. Multi-Trex Integrated Foods
16. National Salt Company

17. Northern Nigeria Flour Mills
18.  Union Dicon Salt

19. UTC Nigeria

20. CadBury Nigeria

21. Nestle Nigeria

22. Nigerian Enamelware

23. VitaFoam Nigeria

24. Vono Products

25. PZ Cussons

26.  Unilever

27.  African Paints

28. Ashaka Cement

29. Berger Paints

30. Chemical and Allied Products
31. Cement Company of Northern Nigeria
32. Dangote Cement

33. DN Meyer

34.  First Aluminium

35. IPWA

36. Paints & Coatings Manufacturers
37. Portland Paints & Products
38. Premier Paints

39. Lafarge Cement Wapco

40. Cutix

41. Nigerian Wire and Cable

2]
S°.°°.\‘.C”SJ".4>P°!\’!“|E
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Continuenext page

42.
43.
44.
45.
46.
47.
48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.

60

Avon Crowncaps & Containers
Poly Products

Beta Glass

Greif

West African Glass Industry
Nigerian Ropes

Nigerian Sewing Machine
Stokvis

Rokana Industries

Afrik Pharmaceuticals
Adswitch

Morison Industries

Evans Medicals

Fidson Healthcare
GlaxoSmithKline Consumer
May & Baker

Neimeth International Pharmaceuticals

Nigerian-German Chemicals
Pharma-Deko

Continuefrom previouspege

SOURCE The Nigerian Stock Exchange FactBook 2012/2013.
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APPENDIX A: LIST OF COMPANIES IN THE SAMPLE DESIGN

PART II: FINANCIAL SERVICES

2]
@@NP’P"P@N!“'E

NAME OF COMPANY

Access Bank

Diamond Bank

EcoBank

Fidelity Bank

Guarantee Trust Bank

Skye Bank

Enterprise Bank

Sterling Bank

United Bank for Africa

Union Bank

First Bank

Wema Bank

Zenith Bank

Keystone Bank

Unity Bank

African Alliance Insurance
Allco Insurance

Continental Reinsurance
Consolidated Hallmark Insurance
Cornerstone Insurance
Custodian and Allied Insurance
Equity Assurance

Great Nigeria Assurance
Gold link Insurance

Guinea Insurance
Investment and Allied Insurance
International Energy Insurance
LASACO Assurance

Law Union & Rock Insurance
Linkage Assurance

Mansard Insurance

Mutual Benefits Assurance
NEM Insurance

Niger Insurance

OASIS Insurance

Prestige Assurance

Regency Alliance Insurance
Sovereign Trust Insurance
Staco Insurance

Standard Alliance Insurance
UNIC Insurance

Unity Kapital Assurance

222

Continuenext page



Continuefrom predouspage
43. Universal Insurance Company
44. WAPIC Insurance
46. FBN Holdings
47. FCMB Holdings
48. FCMB Group
49. Stanbic IBTC

SOURCE The Nigerian Stock Exchange FactBook 2012/2013.
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Appendix B
Raw datasheet per company. NIGERIAN GAAP

Financial statement Elements 2008
1. Foreigner sits on the board
2. Number of shares closely held
3. Number of shares issued
4, Book value of shares
5. Price per share March
6. Market value of equity
7. Auditors
8. Revenue/Turnover
9. Operating profit
10. Net income
11. Retained profit
12. Tax to Govt
13. Dividends
14. | Earnings per share
15. | Depreciation
16. Employee expense
17. Loan interest
18. | Value added
19. | Net operating cash flow
20. | Operating assets
21. Total current assets
22. | Total assets
23. | Accounts receivables
24. | Long-term liabilities
25. | Total current liabilities
26. | Total liabilities
27. | Total equity
28. | Net unrealised gains and losses
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Appendix B
Raw datasheet per company: IFRS

Financial statement Elements

N
o
W

1. Foreigner sits on the board
2. Number of shares closely held
3. Number of shares issued
4, Book value of shares

5. Price per share March

6. Market value of equity

7. Auditors

8. Revenue/Turnover

9. Operating profit

10. Net income

11. Retained profit

12. Tax to Govt

13. Dividends

14, Earnings per share

15. Depreciation

16. Employee expense

17. Loan interest

18. Value added

19. Net operating cash flow
20. Operating assets

21. Total current assets

22. Total assets

23. Accounts receivables

24, Long-term liabilities

25. Total current liabilities

26. Total liabilities

27. Total equity

28. Net unrealised gains and losses
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APPENDIX C: Data collection instrument for CSD in Annual Report

SIN
A
1.
2.

agrwNdE DT

ocoukrwhEO

P
REowox~

Nooos~wdhdEDO

Noos~whEm

Discussion Topic

Enterprise and Location Information
Enterprise location
Surrounding communities

Trade and Linkages

Value added

Value of imports

Value of exports

Local purchasing
Imported material/services

Employment creation and labour practices
Policy on training and development
Total workforce
Males in the workforce
Females in the workforce
Number of physically challenged in employment
Number of staff promoted
(a) Physically challenged
(b) Healthy
Employee turnover
Percentage of employees covered by collectiveeagent
Mechanism for dissemination of information
Partnership scheme
Recognition award scheme

Welfare, Health and Safety

Policy on occupational health and safety
Programmes to prevent severe and fatal injury
Quantitative data on performance

Cost of employee welfare

Cost of employee health

Cost of employee safety

Projects on employee welfare, health and safetgified

Environment
Policy on environmental sustainability reported
Environmental projects reported

Steps taken to reduce environmental impact efaions reported

Environmental audits conducted reported
Quantitative data on environmental performaep®rted
Catastrophe reserve

Waste management

NG-GAAP IFRS

— ————
[ O S S S S—
[ O S [ Sy S—

—
—_

— e, —,— — e ——

[ O S S I Sy S S—T S— [ Oy T S S Sy S— S—

—
—_
—r——_e—_ e, ——_,— —
(W ST Ny SN Sy S— y S—
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APPENDIX C continued from previous page

SN Discussion Topic NG-GAAP IFRS
Govemment and Community Contribution
Social responsibility projects reported
Donations amounts

Information on violation of related laws
4, Amounts of fines paid/payable

whN =

—_ ———
[ S S i —

SOURCE Data and indicators based on:

1. Companies and Allied Matters Act, 1990 (amended)

2. SAS 2: Information to be disclosed in FinanS8tdtements

3. United Nations Conference on Trade and Developr@eidance on CR indicators in Annual Report930
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Appendix D: Financial statement elements (NigernaGAAP)

SIN

© 0N Ok wNPRE

DA DWW WWWWWWWWNRNRNNNRNNNRNNRRRRR R B B B
NP OO NOORWONEOO®NOORWDMDREO®OOONOORMWNREO

Assets
69,106,905

32,279,958
76,942,793
102,534,172
1,058,098
49,020,984
172,508,941
943,686
3,358,028
18,938,442
2,082,112
2,843,667
44,330,405
152,577,460
179,171
16,172,268
10,237,378
34,362,766
2,147,509
61,232,633
398,699,629
9,743,721
36,043,806
32,697,381
1,908,728

6,738,651,040

14,452,434
2,924,512
114,389,432
2,398,339
10,046,709
1,553,731
9,446,106
11,354,595
935,438
10,237,378
34,362,766
2,147,509
61,232,633
398,699,629
9,743,721
47,930,278

Liabilities
29,615,380
18,922,677
52,254,906
62,181,668

676,476
31,635,628
90,193,144

357,908

1,996,526
12,041,703
1, 002,300

977,800
35,801,289
82,194,736

205,987

6,735,648
6,417,947
15,315,611
1,139,115
39,180,140
228,403,570
3,805,104
16,425,550
15,265,826
9,101,170

5,565,525,466

11,537,172
1,525,571
118,500,394
1,591,909
4,259,217
1,788,625
5,986,106
223,593
974,244
1,002,300
977,800
35,801,289
82,194,736
205,987
6,735,648
6,417,947

Equity
29,615,390
9,664,678
23,492,887
40,352,504
1,356,613
17,385,356
80,016,501
511,229
1,361,502
6,862,220
1,533,871
1,678,755
10,213,291
56,066,041
-67,705
11,172,596
3,228,064
19,047,155
1,078,732
26,032,991
297,053,675
5,938,617
36,425,550
17,431,555
2,029,809
7,003,598,422
1,302,657
1,457,653
78,436,237
594,822
5,784,492
587,384
2,927,005
9,816,805
6,307,426
6,417,947
15,315,611
1,139,115
39,180,140
228,403,570
3,805,104
16,425,550

228

Trading Profit
10,554,219

8,196,217
21,712,045
14,671,195

87,941
2,600,712
8,896,718

153,177

47,331
1,449,247

412,860
364,442

5,225,101

11,663,019
-48,409
2,092,485
122,862
4,763,702
302,298
4,031,407
117,332,350
17,418

4,877,070

4,523,742
-1,254,807

2,541,438,793
743,572

1,218,698

57,248,331
6,338
3,127,339
121,088
582,604
88,860
82,604
14,671,195
87,941
2,600,712
8,896,718
153,177
47,331
1,449,247

Netame
7,111,318
18,808,764
1,329,451
14,671,195
87,941
2,600,712
8,896,718
84,326
5,043
67,939
308,861
244,615
2,068,534
8,524,680
-52,983
1,545,780
546,759
3,572,709
156,885
787,484
125,478,962
-368,809
3,334,237
3,812,826
-1,825,759
2,304,516,057
147,347
1,005,282
38,408,847
-97,974
2,154,077
-107,630
321,644
-66,400
-206,082
5,043
67,939
308,861
244,615
2,068,534
8,524,680
-52,983



Appendix D: Financial statement elements (NigeraGAAP) continue
43.
44,
45,
46.
47.
48.
49.
50.
51.
52.
53.
54,
55.
56.
57.
58.
59.
60.

172,539,746
941,609
3,369,113
20,203,112
2,879,366
77,728,293
106,009,667
2,167,153
47,930,278
172,539,746
941,609
3,369,113
32,279,958
76,942,793
102,534,172
1,058,098
49,020,984
172,508,941

15,315,611
1,139,115
39,180,140
228,403,570
1,908,728
6,738,651
14,452,434
2,924,512
114,389,432
2,398,339
10,046,709
1,553,731
9,446,106
11,354,595
935,438
10,237,378
34,362,766
3,369,113

15,265,826
9,101,170
11,172,596
3,228,064
19,047,155
1,078,732
26,032,991
297,053,675
5,938,617
36,425,550
17,431,555
2,029,809
7,003,598,422
1,302,657
19,047,155
1,078,732
26,032,991
297,053,675

Appendix D: Financial statement elements (IFRS)

SIN

© XN kN PRE

NNNRPRRRRRRRRPR
NP OOXNO MWD ERO

Assets
72,814,721

32,249,928
77,728,293
106,009,667
2,167,153
47,930,278
172,539,746
941,609
3,369,113
20,203,112
2,879,366
2,656,559
48,485,662
65,211,835
274,741
18,021,590
10,116,222
65,211,835
2,286,067
70,379,238
524,045,921
9,838,766

Liabilities
33,681,012
22,615,278
54,518,309
67,398,153

1,029,940
30,914,264
92,500,212

357,909

2,015,968
12,447,478

1,345,495

977,805
38,178,068
18,484,903

274,829

6,694,378

6,998,755
18,484,903

1,207,335
44,026,646

229,727,875
3,909,371

Equity
39,133,709
9,634,650
23,209,984
38,611,514
1,137,213
17,016,014
80,039,534
509,152
1,353,145
6,229,671
1,225,010
1,596,793
10,307,595
46,726,932
-88
11,327,212
3,117,467
16,726,932
951,756
26,352,592
208,238,023
5,929,396

229

412,860
364,442
5,225,101
11,663,019
-48,409
2,092,485
122,862
4,763,702
743,572
1,218,698
57,248,331
6,338
3,127,339
121,088
582,604
88,860
82,604
14,671,195

Trading Profit
10,921,229

8,197,694
21,514,273
21,895,799
63,941
2,740,875
8,200,458
143,496
279,003
1,551,763
423,944
381,501
1,678,471
4,537,574
-55,757
2,223,343
1,351,294
4,144,287
314,144
4,614,915
117,742,261
75,944

1,545,780
546,759
3,572,709
156,885
787,484
125,478,962
-368,809
3,334,237
3,812,826
-1,825,759
1,908,728
6,738,651
14,452,434
2,924,512
114,389,432
2,398,339
10,046,709
1,553,731

Netame
7,244,056
21,137,275
5,597,613
14,214,620
73,970
2,726,599
8,200,458
79,014
-135,716
1,247,747
607,800
192,009
1,678,471
2,728,857
-5,000
1,774,660
600,573
2,784,554
190,976
920,383
120,941,567
-395,717



Appendix D: Financial statement elements (IFRS)ontinue

23.
24,
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

49,149,109
35,124,607
6,958,425

12,576,092,328

14,288,312
3,067,148
215,447,123
2,728,698
10,046,942
1,686,271
9,300,970
18,182,327
933,361
20,203,112
2,879,366
2,656,559
48,485,662
65,211,835
274,741
18,021,590
10,116,222
65,211,835
2,286,067
49,020,984
172,508,941
943,686
3,358,028
18,938,442
2,082,112
2,843,667
44,330,405
152,577,460
179,171
16,172,268
10,237,378
34,362,766
2,147,509
61,232,633

17,932,912
19,177,693
9,050,920
5,567,938,757
12,704,989
1,468,474
137,142,382
2,049,602
4,382,386
2,159,362
6,538,377
180,980
1,425,652
30,914,264
92,500,212
357,909
2,015,968
12,447,478
1,345,495
977,805
38,178,068
18,484,903
274,829
6,694,378
6,998,755
18,484,903
1,207,335
20,203,112
2,879,366
2,656,559
48,485,662
65,211,835
274,741
18,021,590
1,345,495
977,805
38,178,068
18,484,903

31,216,197
23,994,931
2,092,495
7,638,709,969
1,583,323
1,598,672
78,304,741
679,096
5,664,556
740,347
2,762,593
10,073,211
6,251,478
80,039,534
509,152
1,353,145
6,229,671
1,225,010
1,596,793
10,307,595
46,726,932
3,117,467
16,726,932
951,756
26,352,592
208,238,023
5,929,396
2,015,968
12,447,478
1,345,495
977,805
38,178,068
18,484,903
274,829
2,762,593
10,073,211
6,251,478
80,039,534

230

633,039
4,431,702
-1,251,538

3,294,392,133

719,903
1,277,365
56,997,812
17,504
2,999,753
132,006
864,980
100,480
65,088
143,496
279,003
1,551,763
423,944
381,501
1,678,471
4,537,574
5,370,757
2,223,343
1,351,294
4,144,287
314,144
4,614,915
180,980
1,425,652
30,914,264
92,500,212
357,909
2,015,968
12,447,478
1,345,495
977,805
38,178,068
18,484,903
274,829

609,532
4,287,779
-1,193,780

2,304,399,274
-2,172,888
1,078,276
38,408,847

-61,251
2,232,793

-87,880

342,002

-56,600

-212,550
5,597,613
14,214,620

73,970
2,726,599
8,200,458

79,014

-135,716
1,247,747

607,800

192,009
1,678,471
2,728,857

147,347
1,005,282
38,408,847

-97,974
2,154,077

-107,630

321,644

-66,400

-206,082

5,043
14,214,620
73,970
2,726,599



Appendix E: Operating Profit Margin

SIN

© ONo Ok wNPR
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2008
0.0532
0.3238
0.2476
0.0124
0.0401
0.0658
0.1498
0.2216
0.1810
0.0842
0.0804
0.0792
0.0974
0.0037
0.2151
0.1514
0.1827
0.0873
0.1875
-0.2649
0.1644
0.0087
0.2292
0.0995
0.1042
0.4978

0.002
0.0740
0.1458
-0.7006
0.1826
0.0750
0.2826
0.2531
0.0047
0.3230
0.0041
0.0057
0.2749
0.0121
0.2010

NG- GAAP
2009 2010

0.1794 0.0991
0.1454 0.1498
0.2364 0.2216
0.2146 0.1810
0.0664 0.0842
0.1074 0.0804
0.0972 0.0792
0.1135 0.0974
0.0567 0.0037
0.1432 0.2151
0.0762 0.1514
0.0830 0.1827
0.1878 0.0873
0.1820 0.1875
0.0160 -0.2649
0.2292 0.1644
0.1175 0.0087
0.1517 0.2292
0.5083 0.0995
0.0358 0.1042
0.1075 0.4978
0.0655 0.002
0.1207 0.0740
0.0581 0.1458
0.2880 -0.7006
0.2419 0.1826
0.2327 0.0750
0.0546 0.2826
0.2630 0.2531
0.3022 0.0047
0.0201 0.3230
0.0398 0.0041
0.0554 0.0057
0.1606 0.2749
0.0802 0.0121
0.2184 0.0532
0.3051 0.3238
0.1747 0.2476
0.0957 0.0124
0.1994 0.0401
0.1216 0.0658

2011
0.0546
0.2630
0.3022
0.0201
0.0398
0.0554
0.1606
0.0802
0.2184
0.3051
0.1747
0.0957
0.1994
0.1216
0.1193
0.4877
0.0088
0.0088
0.1419
-0.6988
0.2367
0.0727
0.2962
0.2749
0.0174
0.2910
0.1174
0.0248
0.2184
-0.0400
0.0277
0.5185
0.0754
0.0478
0.1600
0.1093
0.1981
0.2909
0.2530
0.2815
0.1128

231

2011
0.1019
0.1498
0.2227
0.1880
0.0659
0.0912
0.0777
0.0912
0.0022
0.1500
0.2909
0.1606
0.0802
0.2184
0.3051
0.1747
0.0957
0.1994
0.1216
0.1193
0.4877
0.0088
0.0088
0.1419
-0.6988
0.2367
0.0727
0.2962
0.2749
0.0174
0.2910
0.1174
0.0248
0.2184
0.1120
0.1019
0.1498
0.2227
0.1880
0.0659
0.0912

2012
0.1528
0.1601
0.2227
0.1683
0.0683
0.0814
0.0601
0.1365
0.0835
0.1082
0.1132
0.0862
0.1729
0.1807
0.0835
0.2508
-0.0400
0.0277
0.5185
0.0754
0.0478
0.1600
0.1093
0.1981
0.2909
0.2530
0.2815
0.1528
0.1601
0.2227
0.1683
0.0683
0.0814
0.0601
0.1365
0.0835
0.1082
0.1132
0.0862
0.1729

0.1807

IFRS
2013

0.1794
0.1454
0.2364
0.2146
0.0664
0.1074
0.0972
0.1135
0.0567
0.1432
0.0762
0.0830
0.1878
0.1820
0.0160
0.2292
0.1175
0.1517
0.5083
0.0358
0.1075
0.0655
0.1207
0.0581
0.2880
0.2419
0.2327
0.1794
0.1454
0.2364
0.2146
0.0664
0.1074
0.0972
0.1135
0.0567
0.1432
0.0762
0.0830
0.1878
0.1820

2014
0.1600
0.1093
0.1981
0.2909
0.2530
0.2815
0.1643
0.0950
-0.1266
0.0291
0.3326
0.1300
0.0984
0.1988
1.2193
4.5359
2.2484
1.8405
1.7944
2.0259
6.5258
0.1282
0.0962
0.2897
0.2828
0.2004
0.6435
0.2340
0.0042
0.4815
0.0032
0.0230
1.0320
0.102
-0.1339
-0.3095
0.1945
0.0115
0.0467
0.1757
0.0082



SIN

42.
43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008
0.0600
0.0400
0.2000
0.1800
0.1100
0.1400
0.0400
0.0900
0.1600
0.1400
0.3000
0.0600
0.2000
0.1300
0.0700
0.2300
0.1600
0.1300
0.2100

Appendix E: Operating Profit Margin continue

NG-GAAP
2009 2010

0.1193  0.0792
0.4877  0.0974
0.0088  0.0037
0.0088  0.2151
0.1419 0.1514
-0.6988  0.1827
0.2367  0.0873
0.0727  0.1875
0.2962  -0.2649
0.2749  0.1644
0.0174  0.0087
0.2910  0.2292
0.1174  0.0995
0.0248  0.1042
0.2184  0.4978
-0.0400 0.002

0.0277  0.0740
0.5185  0.1458
0.0754  -0.7006

2011
0.0991
0.1498
0.2216
0.1810
0.0842
0.0804
0.0792
0.0974
0.0037
0.2151
0.1514
0.1827
0.0873
0.1875
-0.2649
0.1644
0.0087
0.2292
0.0995

232

2011
0.0777
0.0912
0.0022
0.1500
0.2909
0.1606
0.0802
0.2184
0.3051
0.1747
0.0957
0.1994
0.1216
0.1193
0.4877
0.0088
0.0129
0.1419
-0.6988

2012
0.0835
0.2508
-0.0400
0.0277
0.5185
0.0754
0.0478
0.1600
0.1093
0.1981
0.2909
0.2530
0.2815
0.0835
0.2508
-0.0400
0.0277
0.5185
0.0754

IFRS

2013
0.3289
0.7595
0.4103
0.2984
0.1131
0.1333
0.1454
0.3956
0.4964
0.1538
0.1556
0.2394
0.0655
0.1323
0.3634
0.0950
-0.1266
0.0291
0.3326

2014
0.0532
0.3238
0.2476
0.0124
0.0401
0.0658
0.0792
0.0974
0.0037
0.2151
0.1514
0.1827
0.0873
0.1875
-0.2649
0.1644
0.0087
0.2292
0.0995



Appendix E: Retum on Capital Employed (ROCE)

SIN

©CoNoGA~AODPE

BN D WWWWWWWWW®ORNNRNNNMNNNNNNRERRRRRRR R P
NP OOoNOORWNDMPEPEOOONOGORWDNDREOOONOORMWDRO

2008
0.1800
0.1100
0.1500
0.1900
0.1300
0.2000
0.1278
0.1884
0.2488
0.2823
0.0972
-1.0315
0.1467
0.0434
0.2023
0.1907
0.1828
0.3788
0.0029
0.1288
0.2549
0.7772
0.1278
0.1884
0.2488
0.2823
0.0972
-1.0315
0.1467
0.0434
0.2448
0.6734
0.3977
0.3667
0.5495
0.1111
0.1764
0.2657
0.0289
0.1278
0.1884
0.2488

NG- GAAP
2009 2010
0.0282  0.3751
0.3349  0.5898
0.3791  0.4668
0.0128  0.4921
0.3012  0.5020
0.0835  0.1935
0.2448  0.3004
0.6734  0.2836
0.3977  0.3188
0.3667  0.1293
0.5495  0.1123
0.1111  0.1820
0.1764  0.1364
0.2657  0.1595
0.0289  0.0802
0.1278  0.2158
0.1884  0.2812
0.2488  0.2853
0.2823  0.3360
0.0972  0.0473
-1.0315  0.1980
0.1467  0.1419
0.0434  0.1466
0.2023  0.0374
0.1907  0.7223
0.1828  0.6601
0.3788  0.3772
0.0029  1.2305
0.1288  2.692
0.2549  1.2715
0.7772  0.2393
0.2393  0.2818
0.2818  0.8201
0.8201  0.9156
0.9156  0.0042
0.0042 0.4815
0.4815 0.0032
0.0032 0.3012
0.0230  0.0835
1.0320 0.2448
0.2023 0.6734
0.1907  0.3977

2011
2.4708
4.4963
1.7944
2.0259
6.5258
1.3823
2.2262
2.7288
7.7338
0.5941
1.2446
1.3618
3.2345
0.5184
3.8940
0.8924
4.9931
0.8826
1.9169
1.7540
0.7609
1.4011
1.7397
1.7480
-1.1094
1.3101
3.7554
2.9020
3.6183
0.8960
1.4906
0.6340
4.0821
3.8940
1.4201
0.6713
0.7688
1.5729
1.1246
1.27
1.4925
0.6022

233

2011
0.3320
0.2256
0.5500
0.0131
0.3417
0.0825
0.0198
-0.0002
0.1341
-0.1521
0.0346
0.1613
0.008
0.0995
0.035
0.0562
-0.0404
0.1091
0.2122
0.0295
0.0489
0.0394
0.0909
0.0418
0.0921
0.3516
0.0801
0.0077
0.0839
0.0075
1.1571
0.0182
0.2297
-0.0224
0.0950
-0.1266
0.0291
0.3326
0.1300
0.0984
0.8960
1.4906

IFRS
2012 2013
0.2601 0.3289
0.7129 0.7595
0.4959 0.4103
0.3657 0.2984
0.1105 0.1131
0.1337 0.1333
0.1850 0.1454
0.2498 0.3956
0.1660 0.4964
0.0364 0.1538
0.3028 0.1556
0.2200 0.2394
0.2604 0.0655
0.0834 0.1323
0.4272 0.3634
0.1548 0.0950
0.4111  -0.1266
0.0762 0.0291
0.2422 0.3326
0.1997 0.1300
0.3341 0.0984
0.0123 0.1988
0.0185 0.1830
0.1901 0.2415
0.7023 1.3193
0.3934 0.5689
5.8358 0.5180
0.7358 0.3289
0.9032 0.7595
0.0159 0.4103
0.4641 0.2984
0.2159 0.1131
0.2100 0.1333
0.0632 0.1454
0.2120 0.3956
0.2601 0.4964
0.7129 0.1538
0.4959 0.1556
0.3657 0.2394
0.1105 0.0655
0.1337 0.1323
0.1850 0.3634

2014
0280.
3340.
3790.
0128.
3010.
0838.
2448,
6732
3970.
3660
5498.
1110
768.1
2650.
289.0
1278.
0.1884
2488.
282G.
0970.
1.0315
1460.
043a.
202G.
1900
1828.
3788.
.0029
288.1
2540.
0.7772
0.2393
0.2818
0.8201
0.9156
0.0042
0.4815
0.0032
0.0230
1.0320
0.0282
0.3349



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008
0.3320
0.2256
0.5500
0.0131
0.3417
0.0825
0.0198
-0.0002
0.1341
-0.1521
0.0346
0.1613

0.008
0.0995

0.035
0.0562
-0.0404
0.1091

Appendix E: Retum on capital employecbontinue

NG-GAAP
2009 2010
0.0282 0.3751
0.3349 0.5898
0.3791 0.4668
0.0128 0.4921
0.3012 0.5020
0.0835 0.1935
0.2448 0.3004
0.6734 0.2836
0.3977 0.3188
0.3667 0.1293
0.5495 0.1123
0.1111 0.1820
0.1764 0.1364
0.2657 0.1595
0.0289 0.0802
0.1278 0.2158
0.1884 0.2812
0.2488 0.2853

2011
1.4779
2.1619
1.5416
1.5504
1.2063

1.972
1.4257
2.1042
1.3963
2.9903
24772
3.5278
2.8606
2.0887
2.2298
1.3313
0.0087
0.9997

234

2011
0.2601
0.7129
0.4959
0.3657
0.1105
0.1337
0.1850
0.2498
0.1660
0.0364
0.3028
0.2200
0.2604
0.0834
0.4272
0.1548
0.4111
0.0762

IFRS

2012

0.3289
0.7595
0.4103
0.2984
0.1131
0.1333

0.1454
0.3956
0.4964
0.1538
0.1556
0.2394
0.0655

0.1323
0.3634

0.0950
-0.1266
0.0291

2013

0.1498
0.2227
0.1880
0.0659
0.0912
0.0777
0.0912
0.0022
0.1500
0.2909
0.1606
0.0802
0.2184
0.3051
0.1747
0.0957
0.1994
0.1216

2014
2200.
2604d.
083a.
427Q.
1548.

110.4
076Q.
2422
1990.
.3340
012aG.
0186.

900.1
7023

200.2
2604a.
0.0834
427Q.



Appendix E: Capital Tumover

SIN

©CoNogA~AODPE

DD DWW WWWWWWWWRNNRNNNNNNNNERRRRRRRRP R
NP OOoONOOORWODMEOOONDORONEOOOONOOGORWDNPREO

2008
0.8300
1.8800
3.9000
2.3000
3.8700
1.4100
1.3300
2.3400
3.7700
3.6100
2.5900
3.5900
3.0400
4.5200
2.1000
3.0000
1.5100
1.1200
3.2500
1.2300
3.2800
3.2800
1.3800
2.4700
1.2300
1.0500
3.5300
1.7100
1.5400
3.4300
0.7091
1.1120
1.8196
0.3634
3.5430
1.2790
4.2972
0.3820
1.9922
1.6740
0.6849
1.3923

NG- GAAP
2009 2010
0.5295  1.4739
1.0342 21921
1.5309  0.7264
0.3404  0.8759
3.3630  5.0089
1.2695  0.9416
2.4708  2.3924
44963  1.8800
1.7944  0.6609
2.0259  1.3210
6.5258  1.8421
1.3823  2.1671
22262  1.2149
2.7288  0.6446
7.7338 25106
0.5941  2.7283
1.2446  1.6213
1.3618  1.4739
3.2345  2.1921
0.5184  0.7264
3.8040  0.8759
0.8924  5.0089
49931  0.9416
0.8826  2.3924
1.9169  1.8800
1.7540  0.6609
0.7609  1.3210
1.4011 3.0900
1.7397 2.4984
1.7480 5.6205
-1.1094 0.9031
1.3101 1.4739
3.7554 2.1921
2.9020 0.7264
3.6183 0.8759
0.8960 5.0089
1.4906 0.9416
0.6340 2.3924
4.0821 1.8800
3.8940 3.0900
0.5295 2.4984
1.0342 5.6205

2011
2.4708
4.4963
1.7944
2.0259
6.5258
1.3823
2.2262
2.7288
7.7338
0.5941
1.2446
1.3618
3.2345
0.5184
3.8940
0.8924
4.9931
0.8826
1.9169
1.7540
0.7609
1.4011
1.7397
1.7480
-1.1094
1.3101
3.7554
2.9020
3.6183
0.8960
1.4906
0.6340
4.0821
3.8940
1.4201
0.6713
0.7688
1.5729
1.1246
1.27
1.4925
2.4708

235

2011
2.5537
4.7593
1.8690
1.9452
1.6762
1.4562
2.3800
2.7387
7.5424
0.2426
1.0408
1.3698
3.2458
0.3820
1.4003
0.8863
4.2972
0.3820
1.9922
1.6740
0.6849
1.3923
2.1130
1.3395
-1.0052
1.6618
4.3191
2.4844
3.2849
0.9140
1.5946
1.9140
3.2061
0.4820
1.4023
2.5537
4.7593
1.8690
1.9452
1.6762
1.4562
2.3800

IFRS
2012 2013
2.1521 0.6630
4.7430 1.1202
1.8427 2.1404
1.7729 1.5259
1.6559 0.0970
1.6372 3.7413
2.3922 0.4589
2.8975 1.9561
5.9430 0.8417
1.4221 0.6466
1.3751 1.8976
2.7761 0.3423
0.3787 1.0120
0.7320 0.3213
4.3517 1.1212
0.3787 0.1169
3.1632 0.097
1.0506 1.2141
0.6414 0.0459
1.7228 0.6828
2.0593 0.8757
1.2428 0.764
1.6742 2.0232
1.2193 1.4348
4.5359 0.8324
2.2484 1.5755
1.8405 1.4556
2.1521 0.9374
4.7430 1.0037
1.8427 1.0806
1.7729 2.3211
1.6559 0.861
1.6372 1.479
2.3922 2.0042
2.8975 2.0021
5.9430 0.7319
1.4221  0.658
1.3751 1.0237
27761 0.4734
0.3787 1.7011
0.7320 1.0919
43517 2.3999

2014
4908.
6340.
0824.
8948.
4201.
671G.
7688.
5729.
1248.
27 1.
4925,
4779.
1619.
5418.
5501.
2063.
721.9
4257.
1042.
3968.
9902.
772.4
5278.
860B.
2.0887

2208,

3318.
0.0087
0.9997
1.4906
0.6340
4.0821
3.8940
1.4201
0.6713
0.7688
1.5729
1.1246

1.27

1.4925
1.4779
2.1619



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008
3.2849
0.9140
1.5946
1.3751
2.7761
0.3787
0.7320
4.3517
0.3787
3.1632
1.0506
0.6414
1.7228
2.0593
1.2428
1.6742
1.2193
4.5359

Appendix E: Capital Tumover continue

NG-GAAP
2009 2010
0.7091 2.0902
1.1120 4.0561
1.8196 1.9750
0.3634 2.2929
3.5430 7.5572
1.2790 1.8012
4.2972 3.0900
0.3820 2.4984
1.9922 5.6205
1.6740 0.9031
0.6849 1.4739
1.3923 2.1921
2.1130 0.7264
1.3395 0.8759
-1.0052 5.0089
1.6618 0.9416
4.3191 2.3924
2.4844 1.8800

2011
-1.1094
1.3101
3.7554
2.9020
3.6183
0.8960
1.4906
0.6340
4.0821
3.8940
1.4201
0.6713
0.7688
1.5729
1.1246
1.27
1.4925
1.4779

236

2011
0.7609
1.4011
1.7397
1.7480
-1.1094
1.3101
3.7554
2.9020
3.6183
0.8960
1.4906
0.6340
4.0821
3.8940
1.4201
0.6713
0.7688
1.5729

IFRS
2012
1.4221
1.3751
2.7761
0.3787
0.7320
4.3517
0.3787
3.1632
1.0506
0.6414
1.7228
2.0593
1.2428
1.6742
1.2193
4.5359
2.2484
1.8405

2013
1.1202
2.1404
1.5259
0.0970
3.7413
0.4589
1.9561
0.8417
0.6466
1.8976
0.3423
1.0120
0.3213
1.1212
0.1169
0.097
1.2141
0.0459

2014

12486

27 1.
4925.
4779.

1612

5416.
5501.
2063.
9721.
425%.
1042.
3963.
9903.
4772.

5278

B.860
0887.
22938.



Appendix E: Current Ratio

SIN

©oNoGA~AODPRE

BN DWW WWWWWWWWNRNNRNRNNNNNNRERRRRRRR R
MNP OOV NOORWNMEOONDORAWNMEO®O®NDORWNREO

2008
0.4047
1.0832
1.1207
0.6780
2.0050
1.8682
2.0232
0.8610
0.9880
0.9648
1.4365
0.8423
1.7246
1.7011
1.5755
0.8303
0.8691
1.8821
0.6827
0.7678
0.3213
2.4000
1.0590
1.4790
1.8442
1.0652
0.6630
1.1202
2.1404
1.5259
0.0970
3.7413
0.4589
1.9561
0.8417
0.6466
1.8976
0.3423
1.0120
0.3213
0.4047
1.0832

NG- GAAP
2009 2010
28321  1.1553
0.7803  1.6449
0.8964  1.1554
0.7499  3.5332
1.9579  1.2770
22243  2.4520
15410  0.8976
1.8864  2.2300
1.8197  1.2144
1.1272  1.3096
0.7000  1.2397
1.4664  1.8841
1.9270  1.5945
0.8772  1.6132
0.4568  0.3054
35054  1.8155
1.4660  1.0578
-3.0424  0.3043
0.6029  2.1685
1.9882  1.0729
0.8041  1.2128
1.1297  2.3315
15889  1.0953
0.7689  0.9577
0.6407  1.1553
0.4935  1.6449
0.8758  1.1554
4.4838  3.5332
0.7947  1.2770
8.8566  2.4520
1.0466  0.8976
15108  1.2144
2.6768  1.3096
0.7363 1.8012
2.1762 3.0900
1.6244 2.4984
2.0424 5.6205
2.8321 0.9031
0.7803 1.4739
0.8964 2.1921
0.7499 0.7264
1.9579 0.8759

2011
2.0232
0.8610
0.9880
0.9648
1.4365
0.8423
1.7246
1.7011
1.5755
0.8303
0.8691
1.8821
0.6827
0.7678
0.3213
2.4000
1.0590
1.4790
1.8442
1.0652
0.6630
1.1202
2.1404
1.5259
0.0970
3.7413
0.4589
1.9561
0.8417
0.6466
1.8976
0.3423
1.0120

0.3213
1.1212
0.1169
0.097
1.2141
0.0459
0.6828

2.0232
0.8610

237

2011
1.8588
0.8536
0.8950
0.6367
1.4262
0.8679
1.5722
1.6953
1.5755
1.1781
0.2566
1.8571
0.5057
1.4525
0.2946
2.4401
1.1209
1.4525
1.8231
1.0631
1.0327
1.1207
1.3761
1.6939
0.0681
0.3204
0.3008
2.0773
0.6088
0.7708
1.8880
0.8908
1.0100

1.4022
1.1007

1.8588

0.8536

0.8950

0.6367

1.4262

0.8679
1.5722

IFRS
2012 2013
1.7729 0.6023
1.6559 1.2001
1.6372 1.8204
2.3922 0.6920
2.8975 2.0864
5.9430 1.9083
1.4221 0.0838
1.3751 0.0681
2.7761 0.6367
0.3787 0.3007
0.7320 0.5057
4.3517 0.6346
0.3787 0.768
3.1632 1.8588
1.0506 1.2316
0.6414 0.8679
1.7228 1.5755
2.0593 1.4581
1.2428 0.895
1.6742 1.4262
1.2193 1.0611
4.5359 2.3402
2.2484 2.65
1.8405 1.4525
1.7729 1.8821
1.6559 2.0773
1.7583 0.5753
0.5562 0.8099
1.9737 0.9023
2.6393 0.2946
1.1919 1.6953
1.9737 3.1807
1.2139 2.4401
1.4354 1.9454
1.5426 1.2001
0.9251 1.8204
2.0641 0.6920
1.8233 2.0864
1.4867 1.9083
0.8429 1.7583
1.4409 0.5562
0.6549 0.6023

2014
4320.
4520.
8342.
995D.
4860.
8902.

0004.
1802.
7455,

0265.
1190.
7458,

508.4
6135.

2425,
7968.

6268.

4028

152.1
510@.
4962.
8498,
30.15

508@.
9556.
2448,
8378.
6129
924Q.
3288.
6369.
2723.
4982.

1.4342

1.972
1.4257
2.1042
1.3963
2.9903
24772

3.5278
1.4320



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008
1.0312
1.3563
0.8100
1.6503
1.0633
1.2921
1.1701
1.3221
1.4564
1.2803
1.7112
0.8412
1.7406

1.10
1.4521
0.9488
1.4902
1.0121

Appendix E: Current ratio continue

NG-GAAP
2009 2010
2.0259 2.4188
6.5258 0.9861
1.3823 1.0284
2.2262 1.2144
2.7288 1.3096
7.7338 1.2397
0.5941 1.8841
1.2446 1.5945
1.3618 1.6132
3.2345 0.3054
0.5184 1.8155
3.8940 1.0578
0.8924 0.3043
4.9931 2.1685
0.8826 1.0729
1.9169 1.2128
1.7540 2.3315
0.7609 1.0953

2011
0.8757
0.764
2.0232
1.4348
0.8324
1.5755
1.4556
0.9374
1.0037
1.0806
2.3211
0.861
1.479
2.0042
2.0021
0.7319
0.658
1.0237

238

2011
1.3823
2.2262
2.7288
7.7338
0.5941
1.2446
1.3618
3.2345
0.5184
3.8940
0.8924
4.9931
0.8826
1.9169
1.7540
0.7609
1.4011
1.7397

IFRS

2012

1.9766
0.6617
1.0467
0.6287
1.5447
0.7436
1.3225
1.7928
1.6925
0.7383
1.7583
0.5562
1.9737
2.6393
1.1919
1.9737
1.2139
1.4354

2013

0.8611
1.9880
1.3939
0.7971
1.2566
4.6484
0.6411
3.0841
0.3987
0.8029
1.9443
0.3597
2.0725
1.6059
1.0174
0.9395
0.5825
0.7992

2014
4525.
821.8
0773.
575G.
8090.
902G.
2940.
6953.
1803.
4402.
9451.
001.2
204.8
20.69
0862.
9088.
588.7
556Q.



Appendix E: Cash flow Ratio

SIN

©CoNoGA~AODPRE
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2008

.0401
.0302
.0540
.0660
.0510
.0640
.0430
.0390
.0490
.0200
.0140
.0310
.0501
.0900
.0500
.0700
0210
11020
.0900
.0400
.0340
.0200
.0206
.0310
.0120
.0510
0410
.0210
.0402
.0301
.0401
.0502
.0430
0610
.0120
.0401
.0301
.0290
11100
.0304
.0401
.0302

NG- GAAP
2009 2010
11030 0871
.0904 .0826
.0688 0784
.0860 1621
.0820 1010
1023 1734
1112 .0520
.0755 .0992
0782 .0420
.0605 1022
.0305 1052
.0905 .0300
.0103 .0209
0578 0236
.0514 0321
0311 0313
.0190 .0650
11039 0742
.0345 .0603
.0491 .0893
.0599 .0988
.0307 1143
.0345 .0903
.0359 .0607
1025 .0931
0432 0675
.0535 .0804
.1002 0971
0425 1026
.0648 .0684
.0406 0821
.1064 .1003
.0797 1034
.0503 .0920
0447 .0892
.0938 0632
.0561 0322
.0901 1052
0442 .0901
.0600 .0987
11030 0871
.0904 .0826

2011
2112
.8755
3782
.3405
4305
.0905
.0103
1578
.5514

-.0311

.0190
.1639
4345
2491
.0599
.3073
.3449
.3592
2251
.2323
.5350
1302
.0025
.3848
4064
1764
.7966
.6503
.8447
.1938
.5613
.1900

1442
.0600
1322
.1430
.5604
.4388
.1860
.1820
2112
.8755

239

2011
.2012
.8642
.3736
.3206
.4305
.0905
.0103
.1566
5214

-.0311

.0190
.1608
4545
2491
.0602
.3073
.3449
.3592
.2251
.2323
4350
.1302
.0025
.3856
4164
1764
.7054
4503
.8042
.1938
.5613
.1900

1442
.0600
1322
.1430
.5604
4388
.1860
.1820
.2012
.8642

2012
.0312
1042
.0736
1205
2342
.0915
.0103
1226
.0214

-.3311

.0150
.1008
.1045
.1049
.0802
1073
.0449
.0692
.0251
.1023
.1035
1102
.0225
.0256
.0216
.1064
.1054
.0503
.0804
.1038
.0661
.0980

.1022
.0630
.1024
.0930
.0604
.0888
.1062
.1022
.0623
.0911

IFRS
2013

.0382
1112
.0806
1275
2412
.0985
0173
1296
.0284
-.3241
.0220
1078
1115
1119
.0872
1143
.0519
0762
0321
1125
1192
0315
.0346
.0306
1154
1144
.0593
.0894
1128
0751
1070
1112

.0720

1114

11020

.0694

.0978

1152

1112

1022

.0382

1112

2014
.0402
.0618
.0916
.0846
.0908
.0868
.0366
.0204
.0864
0460

.0316
.0202
.0610
.0800
.0888
.0346
.0506
.0844
.0464
.0903
.0282
.0563
.0224
.0362
.0325
.1032
.0588
.0624
.0402
.0904
.0643
.0203

.0764
.0846
.0288
.0822
.0942
.1048
.0453
.0606
.0402
.0618



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008

.0411
.0420
.0250
.0210
.0330
.0700
.0220
.0300
.0820
.0610
.0523
.0330
.0200
0171
.0220
.0200
.0170
.0210

Appendix E: Cash flow ratiocontinue

NG-GAAP
2009 2010
.0800 1136
.0974 .0221
.0758 1213
.0490 .1050
.1090 1202
.1039 .1063
.0948 .0793
.0425 .0888
1115 .0443
.0978 .0803
.1068 .0511
.0575 .0553
.0473 .0565
.0948 1104
.0914 .0993
.0459 .0488
.0560 .0324
.1001 .1003

2011

.1023
2112
.8755
.3782
.3405
4305
.0905
.5514
.0311
.0190
.1639
4345
.2491
.0599
.3073
.3449
.3592
2251

240

2011

.1023
2112
.8755
.3782
.3405
4305
.0905
.5514
.0311
.0190
.1639
4345
.2491
.0599
.3073
.3449
.3592
.2251

2012

.0555
.0720
.0425
.0302
.0105
.0251
.0304
.0182
.1036
.0435
.0249
.0566
.0307
.0345
.0492
.0223
.0463
.0538

IFRS

2013

.0673
.0961
.0605
.0770
.0475
.0352
.0155
.0301
.0354
.0232
.1086
.0485
.0299
.0616

.0357
.0395
.0542
.0273

2014

.0883
.0306
.0306
.0522
.0405
.0304
.0200
.0308
.0304
.0208
.0908
.0460
.0345
.0604
.0353
.0344
.0326
.0302



Appendix E: Working capital Ratio

SIN

©CoNoGA~AODPRE

BN D WWWWWWWWWRNNRNNNNNNNNERRRRRRR R R
NP OOoOoNOOORERONEO®O®ONDOTORAWONEOOOONOOGORWDNPREO

2008

.1067
.1304
.0945
1152
.1043
.1138
.0931
.0635
.0980
.0824
.0353
.0484
.1004
.1263
.0913
.1058
.0991
2191
.2925
.1590
.0901
.0637
.0947
.0861
.0471
.1649
.0852
.0861
.0714
.0920
.0908
1011
.1012
.1260
.0637
.0837
.0967
.0651
.3420
.0620
.0835
.1007

NG- GAAP
2009 2010
1122 1343
1045 1173
.1065 2137
1042 1453
1021 2988
1337 2315
1271 3001
1056 3726
1149 3126
1220 2649
1138 2112
1602 0419
0312 3694
1153 3136
11095 1486
.0924 .0806
.0353 4253
1184 1246
.0939 1119
0629 2839
.0913 2400
.0658 2509
.0891 2118
.0819 11920
1293 2293
.0959 1675
.0901 2342
1237 1273
.0895 2243
.0961 2067
.0947 2383
1165 2918
1085 2245
.0961 2021
0714 1656
1139 2056
.0908 1719
1011 3042
1012 1349
1126 1640
1073 2066
1126 1416

2011
6171
.9156
4049
4220
.5738
.1060
.0212
.1653
.6795
-.1024
.0353
.3842
.4386
.3629
1.9126
.3581
4291
4191
.3925
.5159
.6201
.2637
.1095
4610
5471
.3649
.8852
.8605
9714
.2039
.6908
2011
1512
1126
.1637
.5837
.6237
.5651
.2420
.2021
1337
6171

241

2011
3171
.5156
4049
4220
4738
.1060
.0212
.1653
4795
-.1024
.0353
.3842
.4386
.3629
.2126
.3581
4291
4191
.3925
.3159
.5201
.2637
.1095
4610
5471
.3649
.5852
4605
.6714
.2039
.6908
.2011
1512
1126

1637
.5837
.6237
.5651
.2420
2021
1337
6171

2012
.0517
1113
.0949
.1305
.2798
.1081
.0289
.1303
.0795
-.1024
.0343
.2802
.1386
1629
.1013
.1584
.0889
.0982
.0823
.1188
1261
1200
.0709
.0462
.0548
1109
1163
.0961
.1001
1103
.0992
.1002
1104
.0986

1144
1204
.0982
1102
1101
1199
1107
1271

IFRS
2013

.0647
.1243
.1079
.1435
.2928
1211
.0419
.1433
.0925
-.0894
.0473
.2932
.1516
.1759
1143
1714
.1019
1112
.0953
.1318
1371
.1310
.0819
.0572
.0658
1219
1273
1071
1111
1213
.1102
1112
1214
.1096
.1254
1314
.1092
1212
1211
.1309
1217
.1381

2014
.0808
.1042
.1060
.0985
.2024
.1202
.0643
1162
.0908
4180
.1023
.1032
.1062
.1204
.1100
.1041
.0864
.0936
.1033
.1044
1162
.0988
.1022
.1028
.0955
.1282
.2066
.1064
.0988
.1264
.1036
.0864
1244
.1036

.0964
.1338
.1182
.1230
.0998
.1005
.1282
.0886



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008

.0504
.0815
.0955
1143
.0638
.0431
.1035
.1180
.0924
.0667
.0960
.0255
.0652
.0557
.0562
.0912
.0953
.0995

Appendix E: Working capital ratio continue

NG-GAAP
2009 2010
.1054 .2736
.0731 .2183
1291 2176
1223 .2189
.1061 1769
.0734 1330
.1284 .1439
1167 .1048
.1280 .1850
.1029 2223
.0820 1745
.1024 1272
.1269 .1206
.0866 .2556
.0954 .1876
1173 .2323
.0896 1316
.0926 .1049

2011
.9156
4149
4220
7738
.1600
.6312
1353
.1842
4386
4629
.3126
.3581
4291
4191
4925
3159
5201
.6637

242

2011

.9156
4149
4220
7738
.1600
.6312
.1353
.1842
.4386
4629
.3126
.3581
4291
4191
4925
.3159
.5201
.6637

2012

.1260
.2009
1130
.0971
.1680
1302
.0935
1122
.2305
.2608
.0918
.2500
.0981
.0884
.3001
.1096
.1280
.2009

IFRS

2013

.1350
.2099
1220
1061
1770
1392
.1025
1212
.2395
.2698
.1008
.2590
1071
.0974
.3091
.1186
1370
.2099

2014
.0924
.1032
.1064
.0946
.0818
.0964
.1001
.9364
1122
.1036
.0964
1102
.0983
.1022
.1036
.0884
.1044
.0986



Appendix E: Cash flow/total debt Ratio

SIN

©CoNoGA~AODPRE

WWWWWWWWWNRNNNNNMNNNNNRERPRREPERERRERERLPRPR PR
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A N B W
NP S o

2008

.0322
.0212
.0581
.0486
.0210
.0360
.0400
.0406
.0579
.0171
.0297
.0568
.0861
.0283
.0214
.0861
.0437
.0990
.0618
.0609
.0567
.0397
.0650
.0761
.0820
.0349
.0679
.0345
.0473
.0260
.0588
.0454
.0582
.0832
.0745
.0557
.0614
.0654

.0355
.0463
.0428
.0106

NG- GAAP
2009 2010
.0882 .0557
.0399 .0113
.0801 1377
.0305 1764
.0113 .0691
.0461 .1487
.0207 .0733
.0463 .1370
.0395 .1066
.0341 .0495
.0243 .1337
.0682 1744
.0094 .1169
.0541 .0487
.1526 .0149
.0593 .1230
.0618 .0228
.0339 .1097
.0246 .1536
.0637 1447
.2042 .1566
.0507 .0593
.0221 .1535
.0222 .0875
.0366 .0839
.0305 .0610
.0256 .1150
.0209 .0216
.0257 .0651
.0447 .0378
.0121 .0416
.0366 .1091
.0222 .1887
.0434 1133
.0446 .0770
.0652 .0466
.0559 .0195
.0302 .0737
.0461 .0144
.0620 .1569
.0652 .1887
.0313 .0549

2011
.3074
.5631
.3951
3413
2429
.0682
.0094
.2541
-.4526
-.0293
.0318
.1639
.2246
1264
-.2415
.6507
1521
.5522
.2664
.3046
.7256
.2088
-.0057
4473
-.0721
.3366
1822
.6335
4457
.1852
.8559
1302
1461
.2620
.1082
.5882
.2099

.2801

-.2305
.2013
2461
.3074

243

2011
.3074
4631
.2951
3413
.2429
.0682
.0094
.2541
.2526
-.0293
.0318
.1639
.2246
.1264
-.2415
.2507
1521
.3522
.2664
.3046
4256
.2088
.0057
3473
.0721
.3366
.1822
.3335
4457
.1852
.3559
.1302
1461
.2620
.1082
.3882
.2099

.2801
.2305
.2013
.2461
.3074

2012
.2094
.3624
.0961
1014
1140
.0882
.0194
2541
.1506
-.2293
1118
.1639
.0284
.1063
-.2415
.0582
.1024
.0502
.1064
.1046
.0256
.1098
.0157
.0473
.0781
.1166
.1024
1135
.1057
.0952
.0669
.1002
.0361
.2810
.1082
.0288
1124

.2661
.2305
.2013
.2062
.2084

IFRS

2013
.2134
.3664
.1001
.1054
.1180
.0922
.0234
.2581
.1546
-.2253
.1158
.1679
.0324
.1103
-.2375
.0622
.1064
.0542
.1104
.1086
.0296
.1138
.0217
.0533
.0841
1226
.1084
1195
1117
.1012
.0729
.1062
.0421
.2870
1142
.0348
.1184

2721
.2365
.2073
2122
2144

2014
.0210
.0366
.0802
.1052
.1082
.0908
.0482
.0658
.1062
3200
.0886
.1044
.0640
.8202
4360
.0440
.0864
.0848
.1002
.0992
.0366
.1042
.0482
.0436
.0830
.1032
.0623
.0682
.1002
.0240
.0802
.0640
.0444
.1004
.1020
.0282
.1001

1022
.1000
1032
.1066
.0982



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008

.0479
0471
.0497
.0268
.0261
.0283
.0244
.0661
.0537
.0399
.0281
.0609
.0267
.0597
.0250
.0561
.0320
.0349

Appendix E: Cash flow/total debt ratiocontinue

NG-GAAP
2009 2010
.0242 .1630
.0535 .0628
.0322 .0497
.0277 .0936
.0216 .1847
.0401 .1966
.1028 .0993
.0182 1935
.0280 1275
.0455 .0790
.0514 .0496
.0269 .0550
.0476 .1830
.0352 .0828
.0491 .0697
.0359 1136
.1984 .1047
.0593 .0166

2011
.5631
3951
3413
2429
.0682
.0094
.2541
-.4526
-.0293
.0318
.5522
.2664
-2.3046
7256
.2088
-.0057
4473
-.0721

244

2011

.5631
3951
.3413
2429
.0682
.0094
.2541
4526
.0293
.0318
.5522
.2664
.3046
.7256
.2088
.0057
4473
.0721

2012

.4006
.3052
.2303
.2024
.0608
.0194
.2040
.2106
.0293
.0326
.0821
.2844
.3246
.2206
.2023
.0165
.0883
.0631

IFRS

2013
.4086
3132
.2383
.2104
.0688
.0274
.2120
.2186
.0373
.0406

.0901
.2924

.3326

.2286
.2103
.0245
.0963
0711

2014
.1102
.1000
.1200
.1082
.0864
.0602
.0886
.0886
.0486
.0634

.0988
.1000

.1022

.1202
.0998
.0463
.0900
.0820



Appendix E: Gearing Ratio

SIN

©CoNoGA~AODPRE
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2008

.6600
.3000
4200
.7000
.8400
.6400
.8321
.9200
.6000
.5430
.3290
4420
.3200
.2000
4020
.3060
.6320
.6440
.8300
.6220
.5400
.4000
.6000
.6400
.8800
.5000
.6000
.7000
.9000
.3500
.7900
.6100
.4000
.2000
.1800
.3200
.2500
4200
.3300
.6000
.6400
4400

NG- GAAP
2009 2010
6523 5527
1644  .0676
2016  1.7421
4518 3812
5305  .6701
6248 2921
0916  1.0141
0140  .5567
5747  1.3519
5746  1.2599
3440  1.0073
4286  1.1261
5145 5634
6620  .2988
2545  1.1025
8317  1.2646
4821  .8619
0165  .7992
6042 .4645
8866  .0782
1.1361  .4530
2764 2204
0684  .8079
2386  .8957
3498  .1421
0839 3854
3974 1071
0966  .0727
.0000  .0200
1769  1.7621
7426 4012
5375  .0200
8053 1121
1290  1.0341
6474 .0200
1.2011  .3719
1224 2799
1.1000 .0273
0244 1461
1.0244  .0200
9123 3188
4244 1225

2011
.0916
.0140
5747
5746
3412
4286
.5145
.2301
.2545
.8317
4821
.0165
.6042
.8866
1.1361
.2764
.0684
.2386
.3498
.0839
3974
.0966
1120
1769
.7426
5375
2.8053
1290
.6474
1.2011
1224
1.1000
.0244
1.0244
.0864
0679
1.7120
2760
3069
5074
4617
2713

245

2011
.0916
.0140
5747
5746
3412
4286
.5145
.2301
.2545
.8317
4821
.0165
.6042
.8866
1.1361
.2764
.0684
.2386
.3498
.0839
.3974
.0966
1120
1769
7426
.5375
.8053
1290
.6474
2011
1224
.1000
.0244
1.0244
.0864
.0679
1.7120
.2760
.3069
.5074
4617
2713

2012

.2016
.3400
.6002
4806
4012
.8406
.5045
.0301
.2045
.8618
4801
.2065
.6042
.8066
.6461
.3664
.3684
.2386
.3408
.2439
3974
.3066
4020
.9069
.8026
.9237
.8053
.2090
.6406
.6401
.3022
.3400
.6044
.2844

.1064
.2071
.7020
.3662
.3606
.5004
4012
.6413

IFRS
2013

1726
3110
5712
4516
3722
8116
4755
.0011
1755
8328
4511
1775
5752
7776
6171
3374
3394
2096
3118
2149
3684
2776
4430
9479
8436
9647
8463
2500
6816
6811
3432
3810
6454
3254
1474
2481
7430
4072
4016
5414
4422
6823

2014
.6226
4810
.6012
.6210
.9022
.8006
.4966
.4006
.3602
.8022
.4500
.6075
.5062
.8046
.6084
.4060
.6604
4500
.4050
.8804
.4602
.6600
4830
.9000
.8036
.9002
.8064
.3600
.6840
.6044
.5200
.4008
.4000
.6002

.6682
.6000
7201
4044
4036
.5462
.8066
.5200



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008

.3000
.1600
.2400
.2400
.4000
.5200
.3000
.3400
.2300
.2000
.2300
.3300
4200
.1800
.3600
.3400
.6000
.5600

Appendix E: Gearing ratio continue

NG-GAAP
2009 2010
4616 .2846
.7118 .0819
.7905 .0200
.8848 4845
.3516 .0982
.2640 .0200
.8347 .2404
.8346 .8279
.2600 9157
.6886 1621
7745 4054
.2600 1271
.5145 .2788
1.0917 .0825
7421 .2446
.2765 .0419
.8642 .0200
1.1466 4445

2011
.0983
.6341
.3364
2141
.6138
.0496
.1550
.2308
.1093
.6367
.2249
.0947
.2088
.2860
1942
1212
.3218
1273

246

2011

.0983
.6341
.3364
2141
.6138
.0496
.1550
.2308
.1093
.6367
.2249
.0947
.2088
.2860
1942
1212
.3218
1273

2012

.6082
.8441
4864
4441
.6430
.3096
.6250
.8808
4090
.6400
.8601
.6040
.9002

.9264

.8042
.6212
4018

.8801

IFRS

2013

.6492
.8251
4674
4251
.6240
.2906
.6060
.8618
.3900
.6210
.8411
.5850
.8812

.9074

.7852
.6022
.3828

.8611

2014

.6240
.8200
.5002
.8044
.8036
.6404
.6066
.8000
4000
.6000
.8201
.9200
.8866
.9002
.7066
.6360
.4088
.8000



Appendix E: Debt/Equity Ratio

SIN
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2008
3.6713
2.7688
2.5729
1.1246
3.2700
2.4925
1.4779
3.1619
1.5416
1.5504
1.2063
1.9720
1.4257
2.1042
1.3963
2.9903
2.4772
3.5278
2.8606
2.0887
2.2298
1.3313
2.0087
2.9997
3.1773
1.2305
2.6920
1.2715
3.6360
1.6130
1.7755
1.1129
1.2382
1.5644
1.5735
2.3335
1.5470
1.5971
1.6819
1.9752
1.4395
3.8113

NG- GAAP
2009 2010
29132  1.5233
1.3358  1.7270
1.9461  3.0572
2.8321  1.2882
27803  2.3761
2.8964  1.0855
1.7499  2.7309
9579 2.7266
22243  2.6624
25410  2.9667
2.8864  2.5334
3.8197  2.9721
21272  1.2025
2.7000  1.6474
2.4664  2.0451
3.9270  2.7419
28772  1.6307
9568 1.1212
2.5054  1.8736
24660  2.6285
3.0424  1.5488
1.6029  1.1087
1.9882  1.1165
1.8041  2.1900
21290  1.9539
15889  1.2799
27689  2.5878
1.6407  1.6033
2.4935  1.8070
2.8758  3.1372
3.4838  1.3682
2.7947  1.4561
2.8566  1.1655
1.0466  2.8109
25108  1.8066
3.6768  1.7424
2.7363  2.0467
41762  1.6134
1.6244  2.0521
2.0424  1.2825
27832  1.7274
1.2058  2.1251

2011
.7499
1.9579
2.2243
1.5410
1.8864
1.8197
1.1272
.7000
1.4664
1.9270
1.8772
4568
2.5054
1.4660
3.0424
1.6029
1.9882
.8041
1.1297
1.5889
1.7689
.6407
1.4935
2.8758
1.4838
2.7947
2.8566
1.0466
1.5108
2.6768
1.7363
2.1762
1.6244
2.0424
.8427
.8288
2.4574
1.2895
2.7298
1.2883
1.7950
2.3396
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2011
1.7499
1.9579
2.2243
2.5410
1.8864
2.8197
1.1272
7300
1.4664
2.9270
1.8772
4568
2.5054
2.4660
2.0424
1.6029
1.9882
8041
1.1297
1.5889
1.7689
6407
1.4935
2.8758
1.4838
2.7947
2.8566
1.0466
1.5108
2.6768
1.7363
2.1762
1.6244
2.0424
8427
.8288
2.4574
1.2895
2.7298
1.2883
1.7950
2.3396

2012
1.7880
2.0082
2.0282
2.6200
2.0062
2.8204
2.1002
8804
1.6408
2.8640
1.8840
1.0044
2.6240
2.6330
2.6020
1.8642
2.9056
1.1084
1.0882
1.8006
2.0842
1.1208
1.6042
2.8065
2.4642
2.8820
2.8686
1.1052
1.5648
2.4508
1.7844
2.8224
1.9204
2.2234
1.8406
1.8202
2.4574
1.3000
2.7298
1.4603
1.8830
2.4438

IFRS
2013

1.8370
2.0572
2.0772
2.6690
2.0552
2.8694
2.1492
9294
1.6898
2.9130
1.9330
1.0534
2.6730
2.6820
2.6510
1.9132
2.9546
1.1574
1.1372
1.8496
2.1312
1.1678
1.6512
2.8535
2.5112
2.9290
2.9156
1.1522
1.6118
2.4978
1.8314
2.8694
1.9674
2.2704
1.8876
1.8672
2.5044
1.3470
2.7768
1.5073
1.9280
2.4888

2014
37D.8
8209.
1820.
4462.
664D.
8002.
62883.
2.9080
8861.
805B.
9982.
08.36
8832.
8802.
8208.
9002.
906D.
2.060
0002.
8002.
0002.
38.08
6002.
8002.
5002.
6202.
9068.
1042.
6008.
044D.
8032.
8002.
8023.
6002.
1.6648
1.0002
2.5604
1.3000
2.8808
2.0014
2.9006
2.0225



SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

2008
2.9088
1.7129
1.2646
3.4100
2.6325
1.6179
4.3019
1.6816
1.6904
1.3463
2.1120
1.5657
2.2442
1.5363
3.1303
2.6172
3.6678
3.0006

Appendix E: Debt/Equity ratio continue

NG-GAAP
2009 2010
2.8161 1.8219
2.7021 1.7107
2.6503 1.2012
3.7664 2.9536
1.6199 1.7085
1.8279 1.6288
2.0943 1.1887
2.4110 2.1965
1.7564 2.2700
2.6897 1.0339
3.9972 1.3599
2.5700 1.6678
2.3364 1.5833
3.7970 1.7870
2.7472 1.1172
1.3268 1.3482
2.3754 1.4361
3.3360 1.1455

2011
1.8928
2.4463
1.6746
1.5696
2.2817
1.0930
2.2785
2.3226
1.3710
2.6229
2.8556
1.5554
2.2001
2.7776
1.4416
1.9128
1.1034
2.8459
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2011
1.6029
1.9882
.8041
1.1297
1.5889
1.7689
.6407
1.4935
2.8758
1.4838
2.7947
2.8566
1.0466
1.5108
2.6768
1.7363
2.1762
1.6244

2012
1.8086
2.4082
2.6041
2.6690
2.2440
1.2812
2.2086
2.3006
1.3820
2.8444
2.8002
2.6224
2.2881
2.6246
2.0626
2.0000
1.6304
2.8006

IFRS

2013

1.8536
2.4532
2.6491
2.7140
2.2890
1.3262
2.2536
2.3456
1.4270
2.8894
2.8452
2.6674
2.3331
2.6696
2.1076
2.0450
1.6754
2.8456

2014
8061.
643B.
4494
7062.
036D.
0002.
01P.1
3022.
4081.
6602.
8068.
2242
626D.
8248.
224D,
2829,
8821.
6042.



Appendix E: Eaming per share & Net Assets Per shar

2011 NG-GAAP 2011 IFRS 2011 NG-GAAP 2011 IFRS

EPS EPS NAPS NAPS
1. .00 .00 5.76 6.07
2. 100.00 -135. 4.27 8.52
3. 825.00 964. 97.07 98.06
4, .00 -103. 69.52 71.87
5. 1.00 3.0 16.70 34.20
6. 508.00 503.00 6.18 6.04
7. 14.00 12.00 73.89 95.37
8. 59.00 62.00 1.79 1.79
9. 3.00 3.00 18.84 18.91
10. 34.00 34.00 5.09 3.83
11. 4.00 -12.00 2.33 2.33
12. 1.00 117.00 11.96 12.22
13. 21.00 101.00 69.20 75.69
14. 68.00 101.00 50.83 29.12
15. 1.00 1.00 2.39 3.66
16. 1.00 1.00 32.35 36.05
17. 1.00 2.00 12.50 12.35
18. 2.00 1.00 17.26 29.12
19. 1.00 1.00 5.37 5.72
20. 8.00 7.00 12.25 14.08
21. .00 -17.00 25.74 33.83
22. 1.00 1.00 4.31 4.66
23. 1.00 82.00 11.35 12.38
24. .00 .00 10.45 12.72
25. .00 12.00 2.12 7.73
26. 3.00 4.00 0.88 10.01
27. .00 2.00 6.84 6.76
28. 0.59 69.20 5.22 5.48
29. 1.45 50.83 15.13 28.49
30. 21.21 2.39 7.38 8.40
31 9.95 32.35 3.79 3.79
32 1.39 12.50 5.24 6.25
33 30.14 17.26 9.40 9.40
34. 3.81 5.37 8.68 8.68
35. 0.15 12.25 2.82 3.66
36. 0.03 25.74 5.76 6.07
37. 0.02 4.31 4.27 8.52
38. 0.25 11.35 97.07 98.06
39. 1.23 10.45 69.52 71.87
40. 3.23 2.12 16.70 34.20
41. 2.84 9.88 6.18 6.04
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42.
43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.
56.
57.
58.

2011 NG-GAAP
EPS
69.20
50.83
2.39
32.35
12.50
17.26
5.37
12.25
25.74
4.31
11.35
10.45
2.12
9.88
6.84
5.22
15.13

Appendix E: Debt/Equity ratio continue
2011 NG-GAAP

2011 IFRS

EPS
0.62
1.46
20.81
9.64
1.01
33.97
3.51
0.15
0.03
-0.26
0.25
1.05
2.62
1.29
-0.82
3.55
0.69

250

NAPS
21.21
9.95
1.39
30.14
3.81
0.15
0.03
0.02
0.25
1.23
3.23
2.84
-0.71
3.09
0.67
1.60
0.39

2011 IFRS

NAPS
9.64
1.01

33.97
3.51
0.15
0.03
-0.26
0.25
1.05
2.62
1.29

-0.82
3.55
0.69
1.29
0.48
5.27



Appendix F; Stock Price Information
Stock Price: PO = stock price beginning 9 month bae fiscal year end; P1 = stock price 3 months aftiiscal
year end; P2= stock price 6 months after fiscal yeand.

NG- GAAP IFRS

SIN PO P1 P2 PO P1 P2
1. 15.67 12.50 12.87 10.80 9.90 9.49
2. 24.50 24.30 27.00 60.61 45.15 54.00
3. 359.10 425.50 400.00 990.03  1050.00 1150.00
4. 170.00 245.00 170.00 255.00 200.00 170.00
5. 4.93 4.34 231 2.99 4.00 3.46
6. 57.10 95.00 65.45 83.00 78.00 39.39
7. 2.50 2.18 1.36 1.90 1.83 1.36
8. 30.79 26.36 26.36 23.80 19.75 18.05
9. 8.00 8.52 10.43 8.70 8.90 9.00
10. 38.00 39.10 47.50 99.00 109.50 111.00
11. 13.00 14.07 12.71 14.43 19.00 16.30
12. 5.87 5.06 3.06 3.66 3.90 4.00
13. 20.00 24.00 23.25 20.90 16.06 28.51
14. 2.86 2.55 5.11 5.60 4.10 5.48
15. 12.46 15.50 16.00 9.05 8.75 8.20
16. 120.00 124.00 129.99 190.00 241.93 240.00
17. 0.53 0.66 0.50 0.50 0.50 0.50
18. 33.00 30.00 30.00 40.50 36.00 31.92
19. 25.37 23.13 17.95 45.50 78.55 80.00
20. 13.00 11.35 9.75 9.09 9.75 11.21
21. 7.10 6.44 5.70 19.05 26.70 24.23
22. 31.76 38.00 34.12 37.00 40.62 40.00
23. 74.58 77.14 87.50 165.00 152.98 171.99
24, 5.50 5.25 5.25 12.21 12.21 11.00
25. 15.67 12.50 12.87 10.80 15.67 12.87
26. 9.49 12.50 27.00 170.00 24.50 27.00
27. 54.00 24.30 400.00 3.46 359.10 400.00
28. 1150.00  425.50 170.00 39.39 170.00 170.00
29. 170.00 245.00 231 1.36 4.93 2.31
30. 3.46 4.34 65.45 18.05 57.10 65.45
31. 39.39 95.00 1.36 9.00 2.50 1.36
32. 1.36 2.18 26.36 111.00 30.79 26.36
33. 18.05 26.36 10.43 16.30 8.00 10.43
34. 9.00 8.52 47.50 4.00 38.00 47.50
35. 111.00 39.10 12.71 28.51 13.00 12.71
36. 16.30 14.07 3.06 5.48 5.87 3.06
37. 4.00 5.06 23.25 8.20 20.00 23.25
38. 28.51 24.00 511 240.00 2.86 5.11
39. 5.48 2.55 16.00 0.50 12.46 16.00
40. 8.20 15.50 129.99 31.92 120.00 129.99
41. 12.21 12.21 11.00 16.82 0.53 0.50
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Appendix F; Stock Price Information Continue

NG-GAAP IFRS
SIN PO P1 P2 PO P1 P2

42. 10.80 54.00 60.61 24.30 45.15 27.00
43. 60.61 1150.00 990.03 425.50 1050.00 400.00
44.  990.03 170.00 255.00 245.00 200.00 170.00
45.  255.00 3.46 2.99 4.34 4.00 2.31
46. 2.99 39.39 83.00 95.00 78.00 65.45
47. 83.00 1.36 1.90 2.18 1.83 1.36
48. 1.90 18.05 23.80 26.36 19.75 26.36
49, 23.80 9.00 8.70 8.52 8.90 10.43
50. 8.70 111.00 99.00 39.10 109.50 47.50
51. 99.00 16.30 14.43 14.07 19.00 12.71
52. 14.43 4.00 3.66 5.06 3.90 3.06
53. 3.66 28.51 20.90 24.00 16.06 23.25
54. 20.90 5.48 5.60 2.55 4.10 5.11
55. 5.60 8.20 9.05 15.50 8.75 16.00
56. 9.05 240.00 190.00 124.00 241.93 129.99
57. 190.00 0.50 0.50 0.66 0.50 0.50
58. 0.50 31.92 40.50 30.00 36.00 30.00
59. 40.50 80.00 45.50 23.13 78.55 17.95
60. 45.50 11.21 9.09 11.35 9.75 9.75
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Appendix F: Data for value relevance test NG-GAAP

SIN

©CeEoNGOR~ONPRE

A DDA WWWWWWWWWWNRNNNNNMNNNNNRERRRRR R R R
WP OWONOORWNMREOOXNOOAEW®NEO®OO®NOOGOROWDNEREO

2011

BVPS
3.29
1.28

29.64

27.36
2.19

34.27
0.97
7.64
7.94

18.68

22.35
3.94
9.57
2.52
5.21

19.18
2.81

10.48
5.57
5.57
0.62
2.60

10.37
2.18
3.29
4.88
1.98

45.34

32.10
2.59

40.51
0.79
8.31

11.32

31.41

31.91
4.58

22.89
2.30
2.81

74.94
2.20
6.95

2010

NIPS
0.59
1.45
23.73
9.95
0.33
3.81
0.15
0.03
1.23
2.84
3.09
0.67
1.79
0.39
0.16
8.10
-0.17
1.05
1.22
1.83
0.07
1.80
5.08
0.81
0.59
1.13
1.28
28.08
7.88
0.34
4.23
0.17
1.34
1.12
6.36
2.66
0.51
1.17
0.14
0.90
12.36
0.05
0.56

2011

NIPS
0.94
221
19.08
12.16
0.30
5.37
0.16
2.56
2.00
1.63
2.95
0.82
151
0.33
0.75
6.80
-0.12
1.50
0.43
1.00
0.09
3.15
4.01
0.62
0.94
0.99
0.64
28.05
5.18
0.42
1.14
0.24
-1.25
0.68
3.22
4.78
0.89
2.04
0.37
0.83
10.93
0.01
1.00
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2010 2011
DIVO [D]AVA
1.00 0.60
2.14 1.10
12.55 12.55
8.95 9.54
0.11 0.13
1.82 1.61
0.00 0.00
0.09 0.14
0.50 0.70
0.10 0.25
0.36 0.38
0.30 0.30
0.00 0.34
0.12 0.16
0.28 0.54
2.00 2.25
0.00 0.00
0.68 0.86
0.13 0.12
1.00 0.00
0.00 0.00
2.20 1.80
3.54 1.25
0.50 0.50
1.00 0.60
0.50 0.60
1.40 1.40
20.00 32.93
7.84 7.00
0.15 0.16
1.86 2.09
0.07 0.12
0.40 0.40
0.36 0.58
0.82 1.12
0.40 0.34
0.30 0.30
0.45 0.42
0.00 0.00
0.00 0.00
3.00 7.00
0.00 0.00
0.43 1.50

2010

ANI/Pit-1

-0.02
-0.01
0.00
0.00
0.02
-0.01
-0.03
-0.03
-0.05
0.02
0.00
-0.03
0.01
0.06
-0.06
0.00
0.79
-0.01
0.07
0.06
-0.03
-0.01
0.00
0.06
-0.02
0.0917
0.0106
0.0283
0.0203
0.1405
0.0137
0.1263
-0.0525
0.0782
0.0325
0.3313
0.2432
0.0976
0.0661
0.0917
0.0575
0.0200
0.0247

2011
ANI
-0.37
-0.34
0.24
-0.18
0.10
-0.29
-0.06
-0.99
-0.39
0.74
0.05
-0.18
0.19
0.18
-0.79
0.19
0.42
-0.30
1.84
0.83
-0.22
-0.43
0.27
0.31
-0.37
-0.12
-0.50
0.00
-0.34
0.24
-0.73
0.41
-1.93
-0.39
-0.49
0.80
0.75
0.74
1.64
-0.08
-0.12
-0.80
0.79

2011

CF
-0.14
0.41
0.34
0.23
0.07
0.01
0.10
-0.22
0.11
0.25
0.59
0.10
0.30
0.20
-0.18
0.32
0.08
0.00
0.24
0.18
0.21
0.41
0.27
0.46
-0.14
-0.04
0.22
0.16
0.12
-0.05
0.12
0.17
-0.05
0.24
0.13
0.24
-0.04
0.22
0.16
0.12
-0.05
0.12
0.17

2011

R
0.04
0.22
0.50
-0.09
0.69
-0.13
-0.14
0.15
0.04
0.11
-0.09
0.22
-0.05
0.29
0.05
0.25
-0.06
-0.08
-0.13
-0.09
0.25
0.05
0.05
-0.16
0.04
0.31
0.56
0.40
0.34
0.07
0.01
0.25
-0.45
0.16
0.36
0.65
0.15
0.55
0.27
-2.30
0.31
0.56
0.40



Appendix F: Data for value relevance testontinue

SIN

44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60

2011

BVPS
32.10
2.59
40.51
0.79
8.31
11.32
31.41
31.91
4.58
34.27
0.97
7.64
7.94
18.68
22.35
3.94
34.27

2010

NIPS
7.88
0.34
4.23
0.17
1.34

1.12
6.36
2.66
0.51
3.81
0.15
0.03
1.23
2.84
3.09
0.67
3.81

2011

NIPS
5.18
0.42
1.14
0.24
-1.25

0.68
3.22
4.78
0.89
5.37
0.16
2.56
2.00
1.63
2.95
0.82
5.37

2010 2011
DIVO DIVl
7.84 7.00
0.15 0.16
1.86 2.09
0.07 0.12
0.40 0.40
0.36 0.58
0.82 1.12
0.40 0.34
0.30 0.30
1.82 1.61
0.00 0.00
0.09 0.14
0.50 0.70
0.10 0.25
0.36 0.38
0.30 0.30
1.82 1.61
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2010
ANI/Pit-1
0.0203
0.1405
0.0137
0.1263
-0.0525
0.0782
0.0325
0.3313
0.2432
-0.01
-0.03
-0.03
-0.05
0.02
0.00
-0.03
-0.01

2011
ANI
-0.34
0.24
-0.73
0.41
-1.93
-0.39
-0.49
0.80
0.75
-0.29
-0.06
-0.99
-0.39
0.74
0.05
-0.18
-0.29

2011

CF
0.12
-0.05
0.12
0.17
-0.05
40.2
0.13
0.24
-0.04
0.01
0.10
-0.22
0.11
0.25
0.59
0.10
0.01

2011

R
0.34
0.07
0.01
0.25
450
0.16
0.36
0.65
0.15
-0.13
-0.14
0.15
0.04
0.11
-0.09
0.22
-0.13



Appendix F: Data for value relevance test IFRS

SIN

©CeEoNGOR~ONPRE

A DDA WWWWWWWWWWNRNNRNNNMNNNNNRERRRRR R R R
WP OWONOORWNMEOOXNOOAEW®WNEO®OO®NOOGOROWDNERO

2011

BVPS
4.88
1.98

45.34

32.10
2.59

40.51
0.79
8.31

11.32

3141

31.91
4.58

22.89
2.30
2.81

74.94
2.20
6.95
3.69
7.52
3.45
1.69

22.74
2.38
3.29
1.28

29.64

27.36
2.19

34.27
0.97
7.64
7.94
18.68

22.35
3.94
9.57
2.52
5.21
19.18
2.81
10.48
5.57

2010

NIPS
1.13
1.28
28.08
7.88
0.34
4.23
0.17
1.34
1.12
6.36
2.66
0.51
1.17
0.14
0.90
12.36
0.05
0.56
1.76
1.32
1.43
2.02
5.03
1.02
0.59
1.45
23.73
9.95
0.33
3.81
0.15
0.03
1.23
2.84
3.09
0.67
1.79
0.39
0.16
8.10
-0.17
1.05
1.22

2011

NIPS
0.99
0.64
28.05
5.18
0.42
1.14
0.24
-1.25
0.68
3.22
4.78
0.89
2.04
0.37
0.83
10.93
0.01
1.00
0.48
1.53
0.64
2.37
5.62
0.70
0.94
221
19.08
12.16
0.30
5.37
0.16
2.56
2.00
1.63
2.95
0.82
151
0.33
0.75
6.80
-0.12
1.50
0.43

255

2010 2011
DIVO [D]AVA
0.50 0.60
1.40 1.40
20.00 32.93
7.84 7.00
0.15 0.16
1.86 2.09
0.07 0.12
0.40 0.40
0.36 0.58
0.82 1.12
0.40 0.34
0.30 0.30
0.45 0.42
0.00 0.00
0.00 0.00
3.00 7.00
0.00 0.00
0.43 1.50
0.15 0.00
0.00 0.70
0.00 0.00
1.02 2.50
3.00 3.00
0.90 0.70
1.00 0.60
2.14 1.10
12.55 12.55
8.95 9.54
0.11 0.13
1.82 1.61
0.00 0.00
0.09 0.14
0.50 0.70
0.10 0.25
0.36 0.38
0.30 0.30
0.00 0.34
0.12 0.16
0.28 0.54
2.00 2.25
0.00 0.00
0.68 0.86
0.13 0.12

2010

ANI/Pit-1

0.09
0.01
0.03
0.02
0.14
0.01
0.13
-0.05
0.08
0.03
0.33
0.24
0.10
0.07
0.09
0.06
0.02
0.02
0.01
0.17
0.03
0.06
0.03
0.06
3.29
1.28
29.64
27.36
2.19
34.27
0.97
7.64
7.94
18.68
22.35
3.94
9.57
2.52
521
19.18
2.81
10.48
5.57

2011
ANI
-0.12
-0.50
0.00
-0.34
0.24
-0.73
0.41
-1.93
-0.39
-0.49
0.80
0.75
0.74
1.64
-0.08
-0.12
-0.80
0.79
-0.73
0.16
-0.55
0.17
0.12
-0.31
-0.01
-0.01
0.00
0.00
0.08
-0.01
0.22
-0.08
-0.05
0.00
0.06
0.20
0.04
0.29
-0.01
0.00
-1.60
0.02
-0.02

2011

CF
0.10
-0.04
0.22
0.16
0.12
-0.05
0.12
0.17
-0.05
0.24
0.13
0.24
0.03
0.08
-0.09
0.24
0.09
0.21
0.03
0.12
-0.27
0.01
0.38
0.37
0.10
0.01
0.03
0.03
0.11
0.01
0.13
-0.06
0.08
0.03
0.25
0.23
0.13
0.09
0.09
0.05
0.02
0.03
0.01

2011

-0.84
-15.43
60.00
-54.97
1.05
-4.97
0.00
-4.03
0.27
10.51
4.59
0.32
-4.81
-1.50
-0.30
51.96
0.00
-4.46
33.05
0.73
7.65
3.68
-12.00
0.06
0.04
0.22
0.50
-0.09
0.69
-0.13
-0.14
0.15
0.04
0.11
-0.09
0.22
-0.05
0.29
0.05
0.25
-0.06
-0.08
-0.13



Appendix F: Data for value relevance testontinue

SIN

44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60

2011

BVPS
2.59
40.51
0.79
8.31
11.32
31.41
31.91
4.58
22.89
7.94
18.68
22.35
3.94
9.57
2.52
5.21
7.94

2010

NIPS
0.34
4.23
0.17
1.34
1.12

6.36
2.66
0.51
1.17
1.23
2.84
3.09
0.67
1.79
0.39
0.16
1.23

2011

NIPS
0.42
1.14
0.24

-1.25
0.68

3.22
4.78
0.89
2.04
2.00
1.63
2.95
0.82
151
0.33
0.75
2.00

2010 2011
DIVO DIVl
0.15 0.16
1.86 2.09
0.07 0.12
0.40 0.40
0.36 0.58
0.82 1.12
0.40 0.34
0.30 0.30
0.45 0.42
0.50 0.70
0.10 0.25
0.36 0.38
0.30 0.30
0.00 0.34
0.12 0.16
0.28 0.54
0.50 0.70

256

2010
ANI/Pit-1
0.14
0.01
0.13
-0.05
0.08
0.03
0.33
0.24
0.10
7.94
18.68
22.35
3.94
9.57
2.52
5.21
7.94

2011
ANI

0.24
-0.73
0.41
-1.93
-0.39
-0.49
0.80
0.75
0.74
-0.05
0.00
0.06
0.20
0.04
0.29
-0.01
-0.05

2011 2011
CF R

0.12 1.05
-0.05 -4.97
0.12 0.00
0.17 -4.03
-0.05 0.27
0.2410.51

0.13 4.59
0.24 0.32
0.03 -4.81
0.08 0.04
0.03 0.11
0.25 -0.09
0.23 0.22
0.13 -0.05
0.09 0.29
0.09 0.05
0.08 0.04



Appendix G: Data for Eamings Management test: IFRS
9ALL

SIN

=

©oNG R~ WN

BA DD WWWWWWWWWRNRNNNNNNNNNRRRRRR R R B
WP OOXNOORAWNMEOO®®NDDOAORWNEO®OOONOOGORWDNPREO

AUD

=

ORr RPRPRRPRRPRRPRRRRORORRPRRPRPRPRPRPRPLROORRPRORRPRRPRRPRRPRRRRPRLRORORERERLR

ACF
6.52
-0.85
-0.44
-0.28
0.41
2.11
0.07
-0.60
5.64
-0.64
-0.50
0.88
0.46
0.01
3.69
0.68
-0.40
-0.11
0.97
-0.67
-0.14
0.46
1.28
0.71
1.04
6.52
-0.85
-0.44
-0.28
0.41
2.11
0.07
-0.60
5.64
-0.64
-0.50
0.88
0.46
0.01
3.69
0.68
-0.40
-0.11

CF

0.09
-0.04
0.22
0.14
-0.33
0.10
-0.05
0.07
0.11
-0.05
0.11
0.11
0.20
0.03
0.08
-0.10
0.20
0.09
0.20
0.05
0.12
-0.26
0.01
0.38
0.34
0.09
-0.04
0.22
0.14
-0.33
0.10
-0.05
0.07
0.11
-0.05
0.11
0.11
0.20
0.03
0.08
-0.10
0.20
0.09

ACC
0.03
0.09
-0.01
-0.07
0.34
-0.05
0.06
0.05
-0.16
0.10
-0.03
-0.05
-0.14
0.04
-0.01
0.18
-0.01
-0.09
-0.12
0.02
0.01
0.34
0.53
-0.21
-0.19
0.03
0.09
-0.01
-0.07
0.34
-0.05
0.06
0.05
-0.16
0.10
-0.03
-0.05
-0.14
0.04
-0.01
0.18
-0.01
-0.09

257

0.16
0.11
0.04
0.16
1.02
0.17
0.11
1.19
1.32
0.03
0.00
0.34
0.19
0.00
0.04
-0.05
0.30
-0.03
-0.13
-0.10
-0.06
-0.04
0.08
-0.12
0.38
0.16
0.11
0.04
0.16
1.02
0.17
0.11
1.19
1.32
0.03
0.00
0.34
0.19
0.00
0.04
-0.05
0.30
-0.03

Turn
0.97
1.22
1.35
0.83
0.52
0.86
0.99
1.28
2.13
0.85
0.31
0.52
1.41
0.30
1.23
0.59
0.39
1.06
1.41
1.06
0.96
0.76
2.27
1.06
0.90
0.97
1.22
1.35
0.83
0.52
0.86
0.99
1.28
2.13
0.85
0.31
0.52
1.41
0.30
1.23
0.59
0.39
1.06

Size
7.99
7.66
8.03
8.12
6.70
7.81
8.36
6.24
6.69
6.56
8.54
7.43
7.04
7.85
6.36
7.73
8.98
6.92
7.71
7.46

10.20
7.39
6.49
8.40
7.10
7.99
7.66
8.03
8.12
6.70
7.81
8.36
6.24
6.69
6.56
8.54
7.43
7.04
7.85
6.36
7.73
8.98
6.92

Growth
-0.08
-0.07
0.08
-0.11
0.01
0.21
-0.06
0.16
-0.22
0.14
0.09
0.09
0.00
-0.03
0.03
0.37
0.00
0.06
0.02
-0.15
-0.01
0.06
0.13
0.06
0.04
-0.08
-0.07
0.08
-0.11
0.01
0.21
-0.06
0.16
-0.22
0.14
0.09
0.09
0.00
-0.03
0.03
0.37
0.00
0.06

AREV
-0.18
-0.11
0.10
-0.18
-0.38
0.05
-0.11
-0.29
-0.48
0.13
-0.49
-0.10
-0.15
-0.08
-0.06
0.53
-0.15
0.07
-0.01
0.28
-0.06
0.01
0.11
0.07
-0.05
-0.18
-0.11
0.10
-0.18
-0.38
0.05
-0.11
-0.29
-0.48
0.13
-0.49
-0.10
-0.15
-0.08
-0.06
0.53
-0.15
0.07



Appendix G: Data for Eamings Management testontinue
9ALL

SIN
44
45
46
47
48

49
50
51
52
53
54
55
56
57
58
59
60

AUD

[E=Y

P PR RPRRPRRPRORORRAQRERERPR

ACF
-0.13
0.33
0.27
0.21
0.04

0.00
0.10
-0.27
0.11
0.20
0.50
0.10
0.25
0.14
-0.16
0.42
0.08

CF
0.23
-0.16
-0.02
-0.06
0.01
0.05
-0.01
0.27
-0.01
-0.14
-0.32
-0.04
-0.14
-0.07
0.17
-0.10
-0.12

ACC
0.38
0.31
0.15
0.20
0.84
0.24
-0.01
-0.23
-0.08
0.42
0.06
0.07
0.28
0.90
0.39
0.24
-0.04

258

0.50
-0.03
0.06
-0.02
-0.81
-0.89
-0.61
-1.85
0.45
0.84
0.30
9.07
1.59
0.13
0.31
1.57
0.46

Turn
1.54
1.70
1.27
1.23
0.67
1.06
1.67
3.77
0.91
0.41
1.45
1.38
0.60
1.20
0.63
0.59
0.88

Size
7.84
7.51
7.89
8.01
7.69
8.24
5.97
6.53
6.42
8.18
6.94
7.01
7.54
6.33
7.79
8.60
6.99

Growth AREV

0.18
0.17
0.22
0.02
0.12
0.13
0.10
0.11
-0.08
0.42
0.14
0.01
0.08
0.09
-0.09
0.16
0.01

-0.06
0.10
-0.03
-0.07
-0.11
10.2
-0.22
0.51
0.06
0.08
0.01
0.07
0.42
-0.04
1.10
-0.15
-0.06



Appendix G: Data for Eamings Management test: NG-@AP

SIN

=

©oNG R~ WN

BA DD WWWWWWWWWRNRNNNNNNNNNRRRRRR R R B
WP OOXNOORAWNMEOO®®NDDOAORWNEO®OOONOOGORWDNPREO

AUD

=

PP ORRPRRPRRPRRRPRRRORORRPRRPRPRPRPRPLPOORRPRORRPRPRRPRRRRPREPRLORORLERELR

ACF
0.50
-0.03
0.06
-0.02
-0.81
-0.89
-0.61
-1.85
0.45
0.84
0.30
9.07
1.59
0.13
0.31
1.57
0.46
-1.01
0.53
0.94
-0.63
-0.04
1.32
1.36
0.50
-0.03
1.59
0.13
0.31
1.57
0.46
-1.01
0.53
0.94
-0.63
-0.03
0.06
-0.02
-0.81
-0.89
-0.61
-1.85
0.45

CF

-0.13
0.33
0.27
0.21
0.04
0.00
0.10
-0.27
0.11
0.20
0.50
0.10
0.25
0.14
-0.16
0.42
0.08
0.00
0.21
0.15
0.15
0.33
0.46
0.36
-0.13
0.33
0.25
0.14
-0.16
0.42
0.08
0.00
0.21
0.15
0.15
0.33
0.27
0.21
0.04
0.00
0.10
-0.27
0.11

ACC
0.23
-0.16
-0.02
-0.06
0.01
0.05
-0.01
0.27
-0.01
-0.14
-0.32
-0.04
-0.14
-0.07
0.17
-0.10
-0.12
0.10
-0.09
0.03
-0.14
0.01
-0.13
-0.15
0.23
-0.16
-0.14
-0.07
0.17
-0.10
-0.12
0.10
-0.09
0.03
-0.14
-0.16
-0.02
-0.06
0.01
0.05
-0.01
0.27
-0.01

oALL

259

0.38
0.31
0.15
0.20
0.84
0.24
-0.01
-0.23
-0.08
0.42
0.06
0.07
0.28
0.90
0.39
0.24
-0.04
-0.08
0.01
0.03
0.15
0.57
0.85
0.46
0.38
0.31
0.28
0.90
0.39
0.24
-0.04
-0.08
0.01
0.03
0.15
0.31
0.15
0.20
0.84
0.24
-0.01
-0.23
-0.08

Turn
1.54
1.70
1.27
1.23
0.67
1.06
1.67
3.77
0.91
0.41
1.45
1.38
0.60
1.20
0.63
0.59
0.88
1.83
0.95
1.12
0.69
1.47
1.98
0.96
1.54
1.70
0.60
1.20
0.63
0.59
0.88
1.83
0.95
1.12
0.69
1.70
1.27
1.23
0.67
1.06
1.67
3.77
0.91

Size
7.84
7.51
7.89
8.01
7.69
8.24
5.97
6.53
6.42
8.18
6.94
7.01
7.54
6.33
7.79
8.60
6.99
7.56
7.51
10.09
7.16
6.47
8.06
7.00
7.84
7.51
7.54
6.33
7.79
8.60
6.99
7.56
7.51
10.09
7.16
7.51
7.89
8.01
7.69
8.24
5.97
6.53
6.42

Growth
0.18
0.17
0.22
0.02
0.12
0.13
0.10
0.11
-0.08
0.42
0.14
0.01
0.08
0.09
-0.09
0.16
0.01
0.05
0.15
0.24
1.07
0.18
0.22
0.09
0.18
0.17
0.08
0.09
-0.09
0.16
0.01
0.05
0.15
0.24
1.07
0.17
0.22
0.02
0.12
0.13
0.10
0.11
-0.08

AREV
0.07
-0.06
-0.04
-0.08
-0.24
-0.23
0.09
0.36
-0.06
0.10
-0.03
-0.07
-0.11
-0.21
-0.22
0.51
0.06
0.08
0.01
0.07
0.42
-0.04
1.10
-0.15
0.07
-0.06
-0.11
-0.21
-0.22
0.51
0.06
0.08
0.01
0.07
0.42
-0.06
-0.04
-0.08
-0.24
-0.23
0.09
0.36
-0.06



Appendix G: Data for Eamings Management testontinue

SIN
44
45
46
47
48

49
50
51
52
53
54
55
56
57
58
59
60

AUD

[E=Y

OR RPRPRRPRRPRRRPRRPRRLRORELORLERLPR

ACF
-0.02
-0.81
-0.89
-0.61
-1.85

0.45
0.84
0.30
9.07
1.59
0.13
0.31
1.57
0.46
-1.01
0.53
0.94

CF
0.21
0.04
0.00
0.10
-0.27
0.11
0.20
0.50
0.10
0.25
0.14
-0.16
0.42
0.08
0.00
0.21
0.15

ACC 9ALL
-0.06 0.20
0.01 0.84
0.05 0.24
-0.01 -0.01
0.27 -0.23
-0.01 -0.08
-0.14 0.42
-0.32 0.06
-0.04 0.07
-0.14 0.28
-0.07 0.90
0.17 0.39
-0.10 0.24
-0.12 -0.04
0.10 -0.08
-0.09 0.01
0.03 0.03

260

Turn
1.23
0.67
1.06
1.67
3.77
0.91
0.41
1.45
1.38
0.60
1.20
0.63
0.59
0.88
1.83
0.95
1.12

Size
8.01
7.69
8.24
5.97
6.53
6.42
8.18
6.94
7.01
7.54
6.33
7.79
8.60
6.99
7.56
7.51

10.09

Growth AREV

0.02
0.12
0.13
0.10
0.11
-0.08
0.42
0.14
0.01
0.08
0.09
-0.09
0.16
0.01
0.05
0.15
0.24

0.07
-0.06
-0.04
-0.08
-0.24

.230

0.09
0.36
-0.06
0.10
-0.03
-0.07
-0.11
-0.21
-0.22
0.51
0.06



Appendix H: Financial statement element for the corputation of capital maintenance inputs
Fixed Assets

SIN

©CoNogA~AODPR

A D W WWWWWOwWWWWNNNNNNMNNNNRPRRERRERPRR PR
FPOOONSPTRERONPLPOODNDANRWONELOORNDOAWNEO

Fixed Assets

2013
26,250,037

23,224,938
65,878,425
88,112,852
34,969,128
70,264,835
348,989
678,886
876,309
123,128,764
9,864,569
2,582,637
48,649,149
555,701
17,351,051
452,046,889
5,028,674
18,607,026
16,929,458

6,816,998,216

15,496,354
414,158
142,348,420
5,749,055
72,814,721
32,249,928
77,728,293
106,009,667
2,167,153
47,930,278
172,539,746
941,609
3,369,113
20,203,112
2,879,366
2,656,559
48,485,662
65,211,835
274,741
18,021,590
10,116,222

2014
29,346,717

24,830,779
67,514,854
90,683,405
36,085,450
80,421,776
769,917
728,107
878,958
120,154,329
9,666,496
2,672,818
49,747,587
547,040
15,353,413
526,721,478
5,182,030
18,513,248
16,132,914

7,198,910,753

18,677,771
399,746
153,366,133
6,683,479
33,681,012
22,615,278
54,518,309
67,398,153
1,029,940
30,914,264
92,500,212
357,909
2,015,968
12,447,478
1,345,495
977,805
38,178,068
18,484,903
274,829
6,694,378
6,998,755

Equity
2013
53,817,512
4,375,444
40,594,801
46,039,111
18,553,083
98,943,111
597,554
1,773,962
2,476,257
92,641,665
12,455,803
3,286,321
47,162,040
775961
18,233,825

571,562,826

4,621,308
31,749,548
23,994,931

8,284,619,000

9,380,173
1,268,148
93,447,892
6,892,626
1,583,323
1,598,672
78,304,741
679,096
5,664,556
740,347
2,762,593
10,073,211
6,251,478
80,039,534
509,152
1,353,145
6,229,671
1,225,010
1,596,793
10,307,595
46,726,932

261

Equity
2014
58,526,202
7,478,808
35,939,643
45,061,717
20,605,248
96,651,666
699,703
1,480,063
2,459,830
276,664,338
13,753,157
3,747,004
51,261,632
924602
14,074,523
638,543,114
4,652,178
27,607,313
11,542,026
9,4454658
11,269,923
1,180,573
112,359,185
6,307,306
2,740,875
8,200,458
143,496
279,003
1,551,763
423,944
381,501
1,678,471
4,537,574
2,740,875
8,200,458
143,496
279,003
1,551,763
423,944
381,501
1,678,471

Cufsstts
2013
5%280,
18,401,32
4181085,
34298,
204452,
106286
716,661
3,262,150
2,040,378
886,63
12,5@4,59
6,212,526
18685,
1,287,370
333066,
93920
2,925,028
314220,
2648381,

7,958,806,666

6,684,31
2,554,585
66637
5,682,112
1,468,474
137,142,382
2,049,602
4,382,386
2,159,362
6,538,377
180,980
1,425,652
30,914,264
92,500,212
357,909
2,015,968
12,447,478
1,345,495
977,805
38,178,068
18,484,903



42. 18,021,590 33,681,012
Appendix H: continue
43. 10,116,222 22,615,278
44, 65,211,835 54,518,309
45, 2,286,067 67,398,153
46. 49,020,984 1,029,940
47. 172,508,941 30,914,264
48. 943,686 92,500,212
49. 3,358,028 33,681,012
50. 18,938,442 6,998,755
51. 2,082,112 18,484,903
52. 2,843,667 1,207,335
53. 44,330,405 20,203,112
54. 152,577,460 2,879,366
55. 18,021,590 2,656,559
56. 10,116,222 48,485,662
57. 65,211,835 65,211,835
58. 2,286,067 6,998,755
59. 49,020,984 18,484,903
60. 34,650,320 24,830,240
Appendix H: continue
SN Current Assets
2014
61. 30,654,765
62. 18,571,159
63. 37,045,050
64. 40,840,041
65. 27,732,657
66. 141,505,096
67. 970,022
68. 4,200,045
69. 2,075,700
70. 25,299,262
71. 17,472,739
72. 7,720,151
73. 21,693,256
74. 1,541,326
75. 32,810,175
76. 117,883,370
77. 2,747,226
78. 32,654,512
79. 12,336,296
80. 7,405,955
81. 5,575,071
82. 2,576,122
83. 45,285,469

80,039,534

509,152
1,353,145
6,229,671
1,225,010
1,596,793

10,307,595
46,726,932
3,117,467
16,726,932
951,756
26,352,592
208,238,023
5,929,396
2,015,968
12,447,478
1,345,495
977,805
38,178,068

Current liabiliies

2013
27,578,687
28,077,640
33,233,095
51,275,097
27,503,156
81,893,577

399,744
1,172,959,
798,623
39,334,496
4,760,565
5,212,095
7,733,336
829,846
29,526,728

150,992,846

2,919,699
15,072,479
14,386,781
4,101,945
7,859,335
1,684,573
86,834,468

262

6,229,671

1,225,010
1,596,793
10,307,595
46,726,932
3,117,467
16,726,932
951,756
26,352,592
208,238,023
5,929,396
2,015,968
12,447,478
1,345,495
6,229,671
1,225,010
1,596,793
10,307,595
46,726,932

33,681,012

22,615,278
54,518,309
67,398,153
1,029,940
30,914,264
92,500,212
33,681,012
22,615,278
54,518,309
3,369,113
20,203,112
2,879,366
2,656,559
48,485,662
65,211,835
3,369,113
20,203,112
2,879,366

Current lifigls
2014
34,532,088
31,370,833
44,638,052
44,248,479
28,059,339
116,115,447
696,154
3,110,795
922,893
36,526,476
9,423,313
6,664,532
8,128,613
971,609
32,973,836
205,829,677
2,790,155
20,712,273
14,042,218
3,496,155
6,604,447
1,825,999
100,295,715



84.

5,622,868

Appendix H: continue

85.
86.
87.
88.
89.
90.
91.
92.
93.
94.
95.
96.
97.
98.

99.

100.
101.
102.
103.
104.
105.
106.
107.
108.
109.
110.
111.
112.
113.
114.
115.
116.
117.
118.
119.
120.

64,522,412

18,571,159
58,526,202
7,478,808
35,939,643
45,061,717
20,605,248
96,651,666
699,703

1,480,063
2,459,830
276,664,338
13,753,157
3,747,004
15,345,786
3,747,004
51,261,632
924602
14,074,523
638,543,114
8,128,613
53,817,512
4,375,444
40,594,801
46,039,111
18,553,083
98,043,111
597,554
1,773,962
2,476,257
92,641,665
12,455,803
3,286,321
47,162,040
775961
18,233,825

3,806,716

27,578,687

28,077,640
1,480,063
2,459,830

276,664,338
13,753,157
3,747,004
51,261,632

924602

14,074,523
638,543,114
4,652,178
27,607,313
11,542,026

13,867,300
2,015,968
12,447,478
1,345,495
2,015,968
12,447,478

51,261,632
58,526,202

7,478,808
35,939,643
45,061,717
20,605,248
96,651,666

699,703

1,480,063

2,459,830
276,664,338

13,753,157
3,747,004
51,261,632

924602

14,074,523

263

5,346,115

34,532,088

31,370,833
2,459,830
276,664,338
13,753,157
3,747,004
51,261,632
924602
14,074,523

638,543,114
4,652,178
27,607,313
11,542,026
9,445,658,415
11,269,923
14,074,523
638,543,114
4,652,178
27,607,313
14,074,523
18,695,688
29,346,717
24,830,779
67,514,854
90,683,405
36,085,450
80,421,776
769,917
728,107
878,958
120,154,329
9,666,496
2,672,818
49,747,587
547,040
15,353,413



Appendix I: Value Added

SIN

121.
122.
123.
124.
125.
126.
127.
128.
129.
130.
131.
132.
133.
134.
135.
136.
137.
138.
139.
140.
141.
142.
143.
144.
145.
146.
147.
148.
149.
150.
151.
152.
153.
154.
155.
156.
157.
158.
159.
160.
161.

2011
32,728,935
47,522,592

33,070
1,963,004
30,214
88,000,705
691,732
24,920
13,553,995
36,627
-83,887
-419,226
1,296,922
106,903
3,279,266
2,028,459
817,288
450,392
-336,637
827,542
1,361,246
1,982,669
476,927
1,174,442
26,182,717
12,923,727
5,702,936
14,376,614
568,975
2,412,961
38,106,893
-342,917
19,180,965
12,028,303
46,641,358
294,962
8,409,846
5,584,764
4,480,888
575,013
2,562,855

NG- GAAP

SIN
42.
43.
44,
45,
46.
47.
48.
49
50.
51
52.
53.
54,
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71,
72.
73.
74,
75.
76.
77.
78.
79.
80.
81.
82.

264

2011
1,782,202
6,308,673

142,740,171
1,038,445

11,600,103
5,423,352
806,065

102,429,077
1,984,515

5,934
1,579,198
2,096,652

474,344
889,845
18,228,108
13,121,705
6,215,875
13,951,839
572,025
2,175,671
1,579,198
33,070
1,963,004
30,214
88,000,705
691,732
24,920
13,553,995
38,821,925
294,962
7,026,817
6,114,381
4,657,525
575,987
331,831
1,877,822
6,203,808
142,841,064
1,032,829
588,760
2,349,855

SIN
81.
82.
83.
84.
85.
86.
87.
88.
89.

90.
91.
92.
93.
94.
95.
96.
97.
98.
99.

100.

101.

100.
102.
103.

104.
1065.

106.

107.
108.

109.

110.

111.

112.
113.
114,

115.

116.
117.
118.

2011
47,928,590
1,958
1,831,222
41,430
89,427,268
907,330

31,374
13,732,800
69,311

-61,504
-5,138,524
6,175,225
113,276
5,232,039
2,443,745
554,581
-212,748
99,342
1,034,350
1,579,198
2,096,652
474,344
889,845
18,228,108
13,121,705
6,215,875
13,951,839
572,025
2,175,671
35,940,933
1,032,829
12,514,264
5,423,352
826,932
108,069,689
1,032,829
12,514,264
5,423,352
826,932



Appendix I: Value Added

S/N

©CoNoGA~AODdPE

DA WWWWWWWWWWNRNNRNRNNNNNNRRRRRRRR R
POOONOORWNMREOOXNDORAWNMEO®O®NDORWNEO

2011
39,825,462
47,928,590

1,958
1,831,222
41,430
89,427,268
907,330
31,374
13,732,800
69,311
-61,504
-5,138,524
6,175,225
113,276
5,232,039
2,443,745
554,581
-212,748
99,342
1,034,350
1,579,198
2,096,652
474,344
889,845
18,228,108
13,121,705
6,215,875
13,951,839
572,025
2,175,671
35,940,933
-128,922
8,456,049
8,121,540
38,821,925
294,962
7,026,817
6,114,381
4,657,525
575,013
331,831

S/N
42.
43.

44,
45.
46.
47.
48.
49
50.
51.
52.
53.
54,
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.
72.
73.
74.
75.
76.
77.
78.
79.
80.
81.
82.

265

IFRS
2011
1,877,822
6,203,808
142,841,064
1,032,829
12,514,264
5,423,352
826,932
108,069,689
264,471
5,933
1,963,004
30,214
88,000,705
691,732
24,920
13,553,995
36,627
-83,887
-419,226
1,296,922
106,903
3,279,266
2,028,459
817,288
450,392
7,026,817
6,114,381
4,657,525
575,013
331,831
1,877,822
6,203,808
264,471
5,933
1,963,004
30,214
88,000,705
691,732
24,920
13,553,995
36,627

SIN
81.
82.
83.
84.
85.
86.
87.
88.
89.

90.
91.
92.
93.
94.
95.
96.
97.
98.
99.

100.
101.
100.
102.

103.

104.
105.
106.
107.

108.

109.
110.
111.
112.

113.

114.

115.

116.
117.

118.

2011
817,288
450,392

-336,637
827,542
1,361,246
1,982,669
476,927
1,174,442
26,182,717
12,923,727
5,702,936

14,376,614

568,975
2,412,961

38,106,893
-342,917

19,180,965

12,028,303

1,579,198
2,096,652
474,344
889,845
18,228,108
13,121,705
6,215,875
13,951,839
572,025
2,175,671
35,940,933
-128,922
8,456,049
8,121,540
38,821,925
294,962
13,121,705
6,215,875
13,951,839
572,025
13,121,705



Appendix J: Data for Corporate Social Disclosure tst

S/IN

=

©CeEONTOA~ODN

DA D WWWWWWWWWONNRNNNNNNNNRERRRRRR R R R
MNPOO®®NORWOWNEOOOONOGORWNEO®OONOOGORWDDREO

T(PRE)
1.73
2.04
2.76
3.57
1.69
1.87
1.81
1.05

2.4
1.548
2.61
1.07
1.91
2.11
1.44
2.99
2.86
0.83
1.23
2.58
1.12
1.31
1.41
2.94
1.06
2.66
1.21
1.27
1.12
1.64
0.72
1.44
2.99
2.86
0.83
1.23
2.58
1.12
1.31
1.44
2.99
2.61

T(POST)
1.96
2.22
2.9
3.57
1.69
2.13
2.11
0.96
3.49
2.35
3.05
2.2
2.08
3.38
2
3.73
8.01
0.83
1.32
3.05
1.12
1.4
2.31
3.36
1.2
3.27
1.59
1.82
1.41
1.78
0.72
2
3.73
8.01
0.83
1.32
3.05
1.12
1.4
2
3.73
3.05

AUDIT

[

P RPFRPOORPRRFRORRLRFPORPRRRPRRPRRPRPRPRLROORRPORRPRPRRLPRPRPRRPORORERLEPREPR

266

FO

PP PRPRPRRPLPRPRRRPLPPRLRORPOOCORPRRORPRRERRREPRPPRLRBORRPRRRERERRRERREE

SIZE
7.84
7.51
7.89
8.01
6.02
7.69
8.24
5.97
6.53
6.42
8.18
6.94
7.01
7.54
6.33
7.79
8.60
5.80
6.22
7.51
7.20
5.80
6.47
8.06
7.00
6.78
5.33
5.42
5.9
6.82
6.22
6.33
7.79
8.60
5.80
6.22
7.51
7.20
5.80
6.33
7.79
8.18

LEV
0.20
0.40
0.30
0.40
0.42
0.30
0.32
0.20
0.09
0.15
0.21
0.16
0.20
0.23
0.30
0.19
0.32
0.21
0.19
0.21
0.30
0.12
0.42
0.32
0.13
0.18
0.22
0.3
0.42
0.19
0.09
0.30
0.19
0.32
0.21
0.19
0.21
0.30
0.12
0.30
0.19
2.61

FLOAT
0.28
0.4
0.6
0.52
0.22
0.2
0.4
0.1
0.36
0.25
0.4
0.3
0.2
0.4
0.3
0.4
0.42
0.3
0.52
0.6
0.3
0.6
0.3
0.52
0.3
0.4
0.2
0.2
0.36
0.2
0.2
0.3
0.4
0.42
0.3
0.52
0.6
0.3
0.6
0.3
0.4
3.05



Appendix J: Data for Corporate Social Disclosure st

SIN

43.
44,
45,
46.
47.
48.
49,
50.
51.
52.
53.
54.
55.

56

57.
58.
59.

60
61

62.

T(PRE)
1.91
2.11
1.44
2.99
2.86
0.83
1.23
2.58
1.12
1.31
1.41
2.94
1.06
2.66
2.11
1.44
2.99
2.86
0.83
1.87

T(POST)
2.08
3.38

2
3.73
8.01
0.83
1.32
3.05
1.12

1.4
2.31
3.36

1.2
3.27
3.38

2
3.73
8.01
0.83
2.13

267

AUDIT

oorRrPrPFPFPPRPPRPRPPOORPFPOPRPRPFPPREPR

T
o

PrRPPRPRPPPORPRPOFRPRPRPPRPPPPPRPPRPRO

SIZE
7.01
7.54
6.33
7.79
8.60
5.80
6.22
7.51
7.20
5.80
6.47
8.06
7.00
6.78
7.54
6.33
7.79
8.60
5.80
7.69



