VALUE RELEVANCE OF ACCOUNTING INFORMATION OF LISTED INDUSTRIAL GOODS FIRMS IN NIGERIA

Abstract
Activities in the Nigerian Stock Exchange (NSE) in the past years show that the Nigerian Industrial Goods firms is one of the sectors that contributed to the drop in the Nigerian Stock Exchange Turnover Ratio from 21.86% in 2008 to 13.26% in 2009, attributing to the decline in stock prices.. Therefore, this study examined the extent to which share price of the Listed Industrial Goods firms in Nigeria are associated with fundamental accounting variables (that is, earnings per share, Book value per share and dividends per share). The thesis investigates the value relevance of accounting information in Listed Industrial Goods firms in Nigeria using data obtained from the Nigerian Stock Exchange (N S E) fact book 2011, annual report of the firms for the period 2007-2013, and daily price list on the Cash Craft website. The study is based on the semi-strong form of Efficient Market Hypothesis applying the Ohlson (1995) valuation model. Initially, Ordinary Least Square (OLS), Fixed Effects (FE) and Random Effects (RE) models were employed as tools of analysis but after conducting relevant tests, REM is used in testing the hypotheses of the study The population of the study consisted of all the twenty-five(25)firms that are listed on the Nigerian stock exchange under industrial goods sector of the economy. After applying filtering method, 16 firms were selected as sample of the study. The result revealed that all the explanatory variables statistically and significantly influence the explained variable. This implies that accounting information published by listed industrial goods firms in Nigeria have high value relevance to the investors in making their investment decision on the firms. Specifically, earnings per share are the most value relevant accounting information followed by dividend per share, then book value per share. It is therefore recommended that the management of Nigerian industrial goods firms should maintain stability and consistency in their earnings by maintaining uniform accounting policy and diversification of operations, which will go a long way in increasing market value of the firms. The accounting standards setters should also enhance the quality of the financial reporting in order to increase the value relevance of financial statements.
CHAPTER ONE

INTRODUCTION

1.1 Background to the Study
Accounting is regarded as the language of business used by corporate firms in communicating their financial positions to their users through the publication of annual financial statements containing the required financial accounting information (Davis, 2019). Financial accounting information is the product of corporate accounting and external reporting systems that measures and publicly discloses audited, quantitative data concerning the financial position and performance of publicly held firms. These financial statements, according to the Generally Accepted Accounting Principles (GAAP), have certain qualitative characteristics that should be met in order for it to succeed in its purpose. The statement should disclose reliable, relevant, comparable, timely and understandable information (ICAN, 2014).

For any accounting information to meet up with the above qualitative characteristics, it must be prepared and made public for the consumption of its target users. These users need different information at different times and as such, it is mandatory for preparers of these financial statements to prepare and present reliable information to assist them in their decision making (ICAN, 2014). Reliability has to do with the quality of information which assures that information is reasonably free from error and bias and faithfully represents what it is intended to represent. The International Accounting Standard Board (IASB) Framework (2011) shows that accounting information is only relevant when usersare able to evaluate past, present or future events in taking economic decisions. These users could be owners, managers, or employees Value relevance refers to the ability of accounting information to be reflected in stock values (Francis & Schipper, 1999). Value relevance has to do with the summarization of accounting information which affects stock values in such a way that the investors can come up with an informed decision, that has to do with an organization. Valuation study is mainly aimed at relating accounting numbers to a measure of firm value with a view to assessing the characteristics of accounting numbers and their relation to value of the firm (Barth, 2000). If accounting information is prepared in such a way that it plays the roles expected of it, it will lead the investors to come up with the right investment decision that at the end will give them higher returns on investment and minimize risks of the investment. Value relevance is seen as proof of the quality and usefulness of accounting numbers and as such, it can be interpreted as the usefulness of accounting data for decision-making process of investors and its existence is usually by a positive correlation between market values and book values (Takacs, 2012).

Studies on value relevance of accounting information are motivated by the fact that listed companies use financial statements as one of the major media of communication with their equity shareholders and public at large (Vishnani & Shah, 2008). For instance, in Nigeria, Companies and Allied Matters Act (CAMA, 1990) and the subsequent amendments require the Directors of all companies listed on the Nigerian Stock Exchange (NSE or the Exchange) to prepare and publish annually the financial statements. Beyond this, the Exchange mandates all companies listed on first tier market to submit quarterly, semi-annual and annual statements of their accounts to the Stock Exchange. Companies on second tier market are to submit their statements of accounts annually to the Stock Exchange.

Accounting information is any information obtained from the accounting system of a firm whether contained in a financial statement, a special report, or verbal statement (William, 1968). However, for the purpose of this research, accounting information refers to written information contained in a complete or partial financial report, which include balance sheet and profit and loss account or fund flow statement. This study investigated whether these various items of financial statements are value relevant to investors/shareholders or not.

Individuals or organizations embark on investment decisions for several reasons. Some investors are only interested in the return on investment, that is, how far is the firm able to pay dividends to its stockholders. To these set of investors, dividend payment is their target whenever they are faced with investment decision. And as such, dividend per share will be the most value relevant accounting information. This means that there will be a significant impact of dividends per share on share price of the industry under consideration. Investors will always be keen and alert as to dividends announcement of their investing firms. Their investment decisions are always geared towards which firm pays higher dividends and how stable is the trend of dividends payment (Karki & Adhikari, 2014).

Other investors consider value of the firm and how the firms gains wide acceptability from within and outside the country regardless of whether or not the firm pay dividend constantly. Proponents of this school of thought prefer long run benefits that accrue to them and therefore look at the firm‟s book value in their investment decision.

This study is meant to test whether accounting information used – earnings per share, book value per share and dividend per share has significant impact in the decision making of prospective investors to invest in a firm and the existing investors to retain or increase their investment in their firms.

1.2 Statement of the Problem

Accounting information value depends on how well it meets the need of the users in taking relevant decisions. Therefore, the flow of reliable information is crucial to the growth of the Nigerian Stock Exchange without which investors may decide to keep liquid cash rather than investing them in viable stocks that yield high returns on investment. Really, the exchange will not function well in the absence of relevant and reliable accounting information as required by Law of the Country (CAMA, 1990).

Activities in the exchange in the past years show that the Exchange has recorded a drop in its Turnover Ratio from 21.86% in 2008 to 13.26% in 2009, contributing to the decline in stock prices (NSE Fact book, 2011). The Industrial Goods sector is one of the sub sectors that recorded low turnover from 2008 to 2011 (NSE Fact book, 2012).

As a result of the nature of businesses of the Industrial Goods firms, it is expectd that their financial statement shall contain accounting information that shows the true and fair value of the firms' assets base. This will give prospective investors the ability to assess these firms based on the reported financial information. Notwithstanding, researches in the Industrial Goods Sector are minimal and focus mainly on some of its sub sectors not the sector as a whole. Some researchers focused on building materials only (Maradun, 2009), others studied some sampled firms in the NSE (Oyerinde, 2010; Abiodun, 2012; Olugbenga & Atanda, 2014) Abubakar (2010) used New Economy firms as domain of his study. There is the need to know what is actually happening in the sector which resulted to this low turnover in order to help the firms improve their performances.

While studies on the value relevance of the accounting information has focused on the developed markets in North America and Europe, in developing markets like Nigeria only few researches were conducted. Some of the few studies in Nigeria are that of Oyerinde (2009), Abubakar (2010), Oyerinde (2011), Abubakar (2011), and Abiodun (2012). The period covered by these studies stopped at 2009, which is not current. While Oyerinde‟s (2009) period of study was 2001 to 2004, Abubakar (2011) studied the period 2006 to 2008, and Abiodun‟s (2012) study covered the period of 1999 to 2009.

In addition, these studies produced mixed results individually and collectively on the relationship between accounting information and share price of various firms. While Oyerinde (2009) and Abubakar (2011) found that accounting information of some sampled firms in the NSE, especially earnings has value relevance, Abubakar (2010) documented that accounting information of listed new economy firms in Nigeria have no value relevance. On the other hand, the study of Abiodun (2012) revealed that, earning is more value relevant than book value. These mixed results were obtained because of different firms used in the studies.

Because of this lack of consensus in the literature, it can be said that the accounting information of Industrial Goods firms contained relevant information for decision making purposes? To what extent does the accounting information of Industrial Goods firms in Nigeria dictate or influence the share price of the firms? Is the value relevance of all accounting information of Industrial Goods firms in Nigeria the same? That is why investigation of the value relevance on financial information with relevance to the stock prices is an important issue for a developing country like Nigeria.

1.3 Objectives of the Study

The main objective of the study is to assess the value relevance of accounting information disclosed in the financial statements of firms listed in the Nigerian Industrial Goods sector. The specific objectives based on the identified problem are to:

a. evaluate the effect of earnings per share on share prices of firms listed in the Nigerian Industrial Goods sector;

b. determine the effect of book value per share on share price of firms listed in the Nigerian Industrial Goods sector;

c. assess the effect of dividends per share on share prices of firms listed in the Nigerian Industrial Goods sector;

1.4 Hypotheses of the Study

In order to validate data analysis, the following null hypotheses were tested:

H01: Share prices of firms listed in the Industrial Goods sector are not significantly affected by their earnings per share;

H02: Share prices of firms listed in the Industrial Goods sector are not significantly affected by their book value per share;

H03: Share prices of firms listed in the Industrial Goods sector are not significantly affected by their dividend per share;

1.5 Significance of the Study
Industrial Goods sector in Nigeria is regarded as the bedrock of economic and technological advancement but yet, little is known about the ability of accounting information to explain changes to the security prices of firms listed in this sector. The little evidence obtained from value relevance researches in this area is obtained from the US or Western European countries whose markets are more sophisticated compared to most developing countries.

The significance of this study cannot be overemphasized. This study aimed at providing empirical evidence on the relationship between share price and accounting information under the Nigerian condition. This evidence will enlighten individual and corporate investors on their investment decision as well as aid planning of their investment. This research will help the preparers of accounting information and standards setters to further enhance value relevance of the most widely used accounting number by providing a guide as to which accounting data is or is not valued by investors.

Also, the study assisted in testing the application of existing valuation theories under intense conditions not present in developed economies where most of the prior studies were carried out. The research also assisted the national standards setters in setting uniform accounting standards based on the nature of demand placed on accounting information by their local investors, stakeholders and the general public. Specifically and more importantly, the Nigerian Accounting Standards Board will benefit from the study as it will serve as a feedback channel to the board on which accounting number is most

widely used for equity valuation in Nigeria. Finally, the study will fill the gap in the existing literature by investigating the value relevance of accounting data in the Nigerian Industrial Goods Sector.

1.6 Scope of the Study
The study examined value relevance of accounting information. It laid emphasis on firms listed in Nigeria under the Industrial Goods sector only and covered a period of seven years (2007-2013). This period was chosen because it is a period within which the Nigerian Industrial Goods sector recorded low turnover in the Exchange. The Nigerian Industrial Goods sector remains a minor catalyst in the growth and development equation within the period of our study. The sector contributed from 1.34% to 4.16% to Gross Domestic product in 2010 (NSE Fact book, 2012).

Share price is the dependent variable of the study while earnings per share, book value per share and dividends per share are independent variables of the study. Earnings per share is the ratio of earnings after tax but before extra-ordinary items to the latest outstanding ordinary shares in issue. Book value per share is the ratio of the shareholders‟ fund of each firm to the latest outstanding ordinary shares in issue. Dividend per share is the ratio of dividends declared for the year to outstanding ordinary shares in issue.

It is important to note that earnings per share and dividend per share are income statement figures which reflect activities of the firms within one accounting year, while book value per share is a balance sheet item which reflects activities of the firm beyond one accounting period. Therefore, this study covered branch of financial accounting with special reference to firms‟ financial reporting as specified by the IAS I.

Earnings per share, book value per share and dividend per share are not the only accounting information variables. But the study is limited to these three independent variables because most of the literature reviewed focused on a combination of two or all of these variables depending on the model chosen by the researcher. And as such, the research decided to use the three so as to enable a comparison of the work with the literature reviewed and arrive at conclusions.

The industrial Goods sector listed on the NSE comprises of four different sub sectors namely: building materials, the electrical and electronics products, the packaging/container, and the tool and machinery (NSE Fact book, 2012). The sector is made up of a category of companies that are involved in the tools, materials, components, machinery, and other products used in construction, manufacturing and other industrial applications. Their products are different from the consumer goods sector, which are meant to be bought by the general public. As at 2013, the sector is considered for expansion by the NSE because there are 100 companies currently eyeing listing in the sector. According to the than NSE Director General, Oscar Onyema, as part of the efforts to make the sector more attractive for investors thereby encourage more listings, the NSE introduced the NSE Industrial index. This index comprises the most capitalized and liquid companies in the industrial goods sector. It is because of this raft attention given to the industrial goods sector that our study aimed at studying the sector as a whole.

CHAPTER TWO

LITERATURE REVIEW

2.1 Literature Review and Theoretical Framework

The famous works of Ball and Brown (1968); and Beaver and Dukes (1972) focused attention on the value-relevance of earnings. Ball and Brown showed that the information content of the earnings figure is related to stock prices but they did not refer to any theory. On the other hand, Beaver observed both price and volume reactions to earnings reports. Several studies previously show that earnings and cash flows in terms of their information content provide incremental information when used together (Rayburn 1986; Wilson 1986; Bowen, Burgstahler, & Daley, 1987; Livnat & Zarowin 1990; Percy & Stokes 1992).

Using price and return models and data from US markets, some studies found that earnings and book value are largely irrelevant in wireless communication industrial sector (Amir & Lev, 1996). The incremental value relevance of earnings is declining and that of book value is increasing in the industrial and services sectors (Francis & Schipper, 1999), while a weak association has been found between these accounting variables and market values (Lev & Zarowin, 1999).

Collins, Maydew, and Weiss (1997) suggest that using book value of equity to evaluate firm with small size, intangible intensities and reporting negative earnings is more appropriate than using earnings in the  light  of  investors☂  point  of  view.  Further,  they  document  the  relative  value  tradeoff  between earnings and book value coefficients when earnings are negative. This relationship is found to persist even after size, risk and earnings persistent are taken into account. Gee-Jung and Kwon (2009) conduct an empirical research and established that book value is the most value relevant variable and cash flows have more value relevance than earnings. Further it states that combine value relevance of book value and cash flows is more value relevant than that of book value and earnings.

Omura, T (2005) examines the value relevance of annually reported book value of five (5) Japanese firms from 1995 to 2004 and documented that the book value of net assets has relevance for market value in the long run. It was also established that mandatory International Financial Reporting Standards (IFRS) adoption increases value relevance significantly but it is limited only in the valuation of book value of equity (Misirlioglu, Yukseltuk, & Guermat, 2009). However, the study is foreign-base and, therefore, cannot be applicable in the Nigeria context.

Oyerinde (2009) conducted a study to investigate the value relevance of accounting data in Nigerian emerging markets in order to determine whether there is a relationship between accounting numbers and share prices. The study found that there is a significant positive relationship between share prices and earnings for the period 2001 to 2004. The author expanded the domain of the study two years later by investigating the value relevance of accounting data in the Nigerian stock market, with a view to determining whether accounting information has the ability to capture data that affect share prices of firms listed on the Nigerian Stock Exchange (NSE). The study also examined the difference in perception of institutional and individual investors about the value relevance of various items of financial statements in equity valuation. The findings show that there is a significant relationship between accounting information and share prices of companies listed on the NSE (Oyerinde, 2011). This finding is consistent with Maradun (2009) who found that there is a positive relationship as well as significant impact between earnings and share price of building materials firms in Nigeria. The problem with the above studies is that the data used stopped at 2008 of which current studies might produce different results.

Karunarathne and Rajapakse (2010) studied the value relevance of earnings and cash flow in determining stock prices by paying attention to firm size effects on value relevance. The authors used both return model and price model to determine the value relevance of financial statement information and found that the value relevance of accounting information under the price model has more explanatory power than that of the return model, earnings per share was found to be more relevant in the study. On the contrary, Belesis and Sorrs (2010) established that both earnings and book values are value relevant and can explain the share price in the same degree. However, the major limitation of this study is that it made use of data from all business sectors except banking, finance, and insurance, which makes it impossible to pin the findings to a specific industry.

Abubakar (2010) conducted an empirical investigation using Ohlson model on the value relevance of accounting information of listed new economy firms in Nigeria. The study aimed at establishing the level at which accounting information of the firms such as book values and earnings per share influence the share price valuation. The study found that accounting information published by the firms in Nigeria has no significant value relevance to the users of the information. However, the firms considered in this study are new economy firms known as Telecommunication, Media and Technology (TMT) firms whose assets are largely intangible and are not included in the financial statements.

Another study by the same author revealed that book value per share; basic earnings per share and change in earnings per share are significant in determining share price of some selected listed Nigerian banks. The result was obtained from an experiment conducted to determine the extent of value relevance of Salisu Human Resources valuation model (popularly known as Salisu HRV Model). The experiment showed that the overall significance of the accounting information is stronger when Human

Resources value is included compared to where it is not included in the financial statements of the selected banks (Abubakar, 2011).

Abiodun (2012) conducted a study on the value relevance of accounting information in corporate Nigeria using simple descriptive statistics coupled with the logarithmic regression models. The study covered the period between 1999 and 2009, and taking 40 companies from various sectors of the Nigerian economy as samples. The study revealed that earnings is more value relevant than book values and by extension that, the information contained in the income statements, which is proxied by the earnings, dictates the corporate values of firms in Nigeria more than the information contained in the balance sheet, proxied by the book values.

Rahman, (2012) examines the value relevance of earnings and book value of equity (individually and in aggregate), relative to price and return models, for Jordanian industrial companies for the period 1992 to 2002. The main findings of this paper are twofold. First, relative to price model, the value relevance of both earnings and book value (individually) have increased, whilst the value relevance of earnings increased and book value became irrelevant in their combination. Secondly, relative to return model, the value relevance of earnings either individually or in aggregate has increased while that of book value has declined. Overall, it is found that earnings are more important in explaining the variance in share price and return than book value. Furthermore, the results indicate that earnings and book value individually are more value relevant in price model. In contrast, these variables in aggregate are more value relevant in return model. The study shows that earnings help more in explaining market values in Jordanian industrial companies. This paper is the first in using price and return models in one study in Jordan.

The theoretical motivation for this study is valuation theory developed by Ohlson (1995) to examine the value-relevance of earnings and book value of equity. Ohlson (1991) argues that due to the dividend policy irrelevance concept presented in Miller and Modigliani (1961), the value of a firm should not be calculated based on dividends, but based on a more fundamental variable, which does not depend on dividends. Based on the analysis, Ohlson (1991) concludes that the variable ♣earnings is a good replacement for dividends because earnings do not depend on dividends and could be used to estimate company value.

Several valuation studies adopted the Ohlson☂s theoretical model (e. g. Collins et al 1997; Barth et al 1998; Collins et al 1999; Abubakar, 2012). In the empirical model, market price is a linear function of earnings and book value of equity. This is popularly known as Edward, Bells and Ohlson (EBO) model. As a continuation of his study from 1991, Ohlson (1995) defines a valuation model, which is based on residual income.

In other to find out the extent to which accounting information prepared and published by the listed new Nigerian conglomerate firms are relevant to achieve the objective of this study, value relevance theory is used by applying Price Model as advocated by Ohlson (1995). The Ohlson Price Model uses book values, earnings, and change in earnings to determine how they affect the share price. The price model investigates the impact of accounting information on the market valuation of equity stock; furthermore, a price model examines the impact of not only earnings but also book value of equity on stock performance. Traditionally, earnings and book values are considered to contribute to value relevance (Ohlson, 1995). Currently, however, the main financial statements include income statement, balance sheet and cash flow statement. Thus, the study used the price model that shows all of the main financial statement.

2.2.Conceptual Issues

2.2.1 Macro-Manipulation and Designed Accounting: Implications for the relevance of accounting information

The opportunity to present a picture that sends a signal that shapes peoples’ perceptions of managerial performance and mislead information users is presented by designed accounting. It takes different dimensions such as income smoothing, creative accounting, earnings management etc. (Belkaoui 2004). Although these dimensions share similar basis, they are applied in different situations to different objectives. While Earnings Management is done by “structuring transaction to alter financial reports to either mislead some stakeholders or to influence contractual outcomes that

depend on reported accounting numbers” (Kepsu, 2012 p. 25), income smoothing involves “deliberate choice and timing of transactions that can affect cash flows and control underlying events” (Belkaoui, 2004 p. 56). It is basically done to moderate yearly fluctuations in income by shifting earnings from peak years to less successful periods (Copeland, 1968) hence aligning reports of wide variations among periods to bridge the gap of a sharp decrease in earnings reported by during those periods. Creativity in accounting takes a dimension of exploiting the loopholes and flexibilities in accounting rules. It implies a “liberal interpretation of accounting rules allowing choices that may result in a depiction of financial situations that are more optimistic than the real situations” (Belkaoui, 2004 p.57) perhaps to make some financial gains or deceive users of accounting data. Copeland (1986) cited in Amat & Gowthrope (2002) considers that

“it involves the repetitive selection of accounting measurement or reporting rules in a particular pattern, the effect of which is to report a stream of income with a smaller variation from trend than would otherwise have appeared” (p.5)

Regardless of whatever form it takes however, the effect of designed accounting is felt more by the output it produces for users to rely upon. It has though been argued that designed accounting is sometimes done for positive intension such as: to ensure the reporting of stable earnings, to avoid payment of tax or to increase the confidence of shareholder in the performance of the enterprise (see Niskanen & Keloharju, 2000; Herrmann & Inoue, 1996; Amat&Gowthrope2002), the bottom line still remains that designed accounting dampens the values of accounting data.

The case of fraud in Enron is one of the most widely reported cases with major inputs from designed accounting. “Enron took full advantage of accounting limitations in managing its earnings and balance sheet to portray a rosy picture of its performance” (Healy & Pelepu, 2003 p.10). The scheme was perfectly orchestrated so as to recognize, in present terms, forecast of prices and interest well into the future. Special Purpose Entities (SPEs) were also set up to disguise arms-length transactions as related party’s transactions. The Entity concept of accounting was abused to make this a reality. It took the forms of “failure to consolidate entities, selective use of the equity method of accounting for entities, and failure to eliminate the effect of transactions among the entities” (Cunningham & Harris, 2006 p.41). More so, “Mark-to-market accounting” was aggressively implemented in Enron. Mark-to-market accounting is operated to report derivatives at fair market values instead of historical costs (Cunningham & Harris, 2006). This happened in Enron with ease because active markets did not exist for contracts that sometimes had terms as long as 20 years as Cunningham & Harris (2006) succinctly elucidate:

“How did mark-to-market accounting work in Enron? Assume Enron had two option contracts matched over the same time period for the same amount of commodity; one contract was to buy the commodity and the other contract was to sell the commodity. Enron would look into the future, assume both contracts were exercised and net the results. After allowing for delivery costs and for reserves for other unforeseen costs, the net income(loss) was estimated over the life of the matched contracts. Then this estimated net income (loss) was discounted for the time value of money, to its present value and recorded as a gain (loss). The method required that each year the estimated future earning be re-estimated and marked up or down” (p.40)

Given these antecedents, the value-relevance of accounting data is threatened as widely supported in the finance and economics literatures. Avenues have been created for critics overtly and covertly to castigate the data produced by the traditional accounting methods. Wai (2008) considered that “accounting information constitutes a noisy representation of economic reality due to the spectrum of accounting alternatives available to meet a diversity of information needs” (p.179). Illustrating the “noise” in accounting information, Wai (2008) explained that:

“two key accounting summaries of a firm’s economic reality, net income and net assets, have been called noisy signals of wealth due to the sheer number of options available in constructing accounting numbers – e.g. LIFO versus FIFO in inventory evaluation, straight line depreciation versus reducing balance depreciation – to meet a diversity of information needs” (p.180)

The argument that: “accounting information of firms and their competitors aid managers and investors in identifying and evaluating investment opportunities” (Bushman & Smith, 2003 p.67) cannot be completely discountenanced as the “noise” in accounting information, according to Mattessich (2005) does not nullify the usefulness of accounting information as long as decision makers are conscious and wary of the noise within the information. It nonetheless, dashes a skeptic view at the reliability and relevance of accounting data in making informed decisions. Plethora of accounting fraud has been reported both prior and subsequent to the event of Enron. The causes of the eventualities, which are mostly not unconnected with cosmetic accounting, are made known to public which in turn hamper the confidence they have in the output of the profession thus having implications for public confidence in accounting profession.

More so, the regulatory and professional pronouncements cannot be considered absolutely infallible in the way they influence the transformation of accounting data into financial reports. Company and Allied Matters Act (CAMA) (1999 as amended) of Nigeria has its equivalent in almost all the countries of the world as enacted by concerned government bodies to enact laws that reshape financial accounting rules. The tendency is to set rules that satisfy government needs such as computing income taxes or demonstrating compliance with national government policies and macroeconomic plans (Ali & Hwang, 1999). This in many instances has run in conflict with accounting practices that are determined primarily by accountants, whose objective is more likely to be the integration of emerging accounting ideas into the existing structure of standards (Wyatt, 1997). Such is the case when the Nigeria’s CAMA requires the preparation of separate financial statements in respect of two companies within a group of companies but have dissimilar activities as against the requirement of the international Accounting Standard where it is explicitly stated that “A subsidiary is not excluded from consolidation because its business activities are dissimilar from those of the other entities within the group” (IAS 27 p.A615). Accounts prepared in compliance with either would not be considered incorrect when in actual fact may have produced conflicting profit figures.

2.2.2.The Enactment of FRCN Act1, IFRS adoption and Financial Reporting in Nigeria

In an effort to place accounting and financial reporting practices in Nigeria on the same footing as that of the world’s best practices, the “FRCN Act” was enacted. In the presentation of a paper in 2012 at a retreat with accounting lecturers in Nigerian Universities, the Director of the council, Jim Obazee Osaynade noted that the “council will require management assessment of internal controls, including Information Systems Controls with independent attestation” (p. 25). He stated further that as part of the FRC oversight of professionals, “the FRC requires a good code of ethics for financial officers and certification of financial statements by chief executive officers and chief financial officers” (Osayande, 2012 p. 23) of reporting entities. More so, the council will reinvigorate efforts in restoring public confidence in financial reporting as it “issues code of corporate governance and guidelines, and develop a mechanism for periodic assessment of the codes and the guidelines” (Osayande, 2012 p. 23). Arguing further for the enactment of the FRCN act, Anao (2012) “considers that the development is timely as “it expands the scope of financial regulation beyond traditional spheres of accounting and financial reporting and also spans auditing and corporate governance” (p. 5). The increased involvement of government in financial reporting presents a picture that is ardently passionate about the public interest. Perhaps, because of the plethora of bank fraud exposures recorded in recent times in Nigeria and the urgent need to align with international best practices.

2.2.3.IFRS adoption and the value-relevance of Accounting Information

Fair Value Accounting has shifted the paradigm of Accounting since “a major feature of IFRS qua standards is the extent to which they are imbued with fair value accounting” (Ball, 2005 p.19).In history, Fair value Financial Reporting Council of Nigeria Act was enacted on 7th June 2011 to repeal the Nigerian Accounting Standard Board Act, No.22 of 2003 hence, charged with the responsibility for, among other things, developing and publishing Accounting and Financial Reporting Standards to be observed in the preparation of financial statement of public entities in Nigeria; and for related matters. (FRCN Act,2011 p.A59

accounting “has played an important role in U.S. generally accepted accounting principles (GAAP) for more than 50 years” (Ryan, 2008 p.4). It has been described as “the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction” (IFRS 3), apparently, it departs from historical cost accounting”(Jensen 2007. p.307).Although it shares similar features with liquidation valuation, it is considered as a concurrent exit value because it does not take cognizance of the accompanying cost of liquidating underlying assets as in the case of liquidation values. Accounting literature is replete with arguments against fair valuation. It has mostly been criticized on the ground that it brings about “adjustment that cause enormous fluctuations in earnings, assets and liabilities that are washed out over time and never realized” (Jensen 2007. p.308). However, testimonies of its radicalism in improving the scope for market discipline, accounting information and corrective actions are countless. “It is increasingly acknowledged in both the academic literature and the supervisory debate that the discipline exercised by informed and uninsured investors is an essential complement of supervisory control” (European Central Bank, 2004 p.9) created by the fair value accounting. It has also been practically proven that fair value accounting aligns positively both during upturns and downturns. Barth, Gomez-Biscarri& Lopez-Epinosa (2012) observe:

“It leads to stronger cyclicality of accounting variable: in the upturns of the economy fair value would allow for revaluation of assets.........

and in downturns only fair value accounting would recognize bad news when fair value is above the cost” (p.1).

Hitz’s (2005) dual theoretical backdrop of the fair value paradigm is notable at this juncture. First, he considers fair-value-based accounting information as a complete embodiment of all the informational needs of a hypothetical market price thereby elevating accounting information to a strong form of market hypothesis. This is a counter current to the proposition of Cunningham (2005) who derogated accounting data as being “impounded into stock price” (p.3). Hitz (2005) presents fair value accounting to salvage the situation as he posits that “fair value paradigm presents market prices that aggregate in an efficient and virtually unbiased manner the consensus expectations of investors in the market concerning the cash flow pattern of the security” (p.8). Second, he argues that “investors can extract implicit consensus information from market prices in order to revise and improve their own projections” (p.8) thereby enabling users of accounting information to make accurate forecast and informed economic decision as paraded by the finance theory.

2.2.4.Empirical Framework

Extant research outputs are replete with empirical evidences that suggest the significance of IFRS to the value relevance of accounting information. A study conducted by Kim, Tsui & Cheong (2007) revealed that a sample of non-US borrowers who voluntarily switched to IFRS experienced lower borrowing costs in periods subsequent to the adoption. Christensen, Lee and

Walker (2008) made similar points with respect to the effect of voluntary adoption of IFRS and earnings management. They also discovered that timely loss recognition increases after voluntary IFRS adoption. More so, a survey of 10,017 firms in china comparing the pre and post IFRS adoption era by Lee, Walker&Zeng (2013) revealed that IFRS convergence had generally beneficial effects on value relevance of accounting information. Although the findings of Barth, Landsman & Lang (2008) is considered on international Accounting Standards and Accounting quality, their conclusion is consistent with the result of Lee, Walker & Zeng (2013) as they are also of the conclusion that firms applying IFRS exhibit less earnings smoothing, less managing of earnings towards a target, more timely recognition of losses, and a higher association of accounting amounts with share prices and returns.

According to Tarca (2008), the aim of adopting IFRS in australia was to improve the international comparability of australian companies financial reporting. Empirical findings have proven this as the conclusion of Brochet, Jagolinzer and Riedl (2011) shows that mandatory IFRS adoption reflects benefits attributable to improved comparability. Notable however is the submission of a contrary view as revealed by the work of Callao, Jarne & La´ınez (2007) who found that the main causes of the significant variation in current assets were the application of fair value to financial instruments, the reclassification of accounts, and changes in the scope of consolidation notwithstanding however that their own findings (Callao et al, 2007) is based on the comparability of IFRS and local SAS after adaptation to IFRS in the years of adoption. More so, the results of Wu and Zhang (2011) suggest that with greater globalization and accounting convergence firms likely increasingly turn to foreign peers as benchmarks for evaluating managers. “Comparability in financial statements is vital for investors to draw reasonable conclusions about the relative performance of entities” (Deloitte, 2012), perfect comparability may not be practicable but putting the preparation of reports on equal footing will enhace a more meaningful comparability and hence assist in cross-border decision making.A conceptual model from these assertions is presented below:

Learning from the framework presented in  figure  1,  the  above  figure captures how the enactment of Financial Reporting Council Act of Nigeria and the adoption of fair value accounting serve as a sieve that sieves out relevant and reliable accounting information from the accounting data input into the accounting system.

CHAPTER THREE

METHODOLOGY

Research Design
The paper adopted correlational research design using secondary data only. The population of the study is all the eight (8) conglomerate firms listed in Nigerian Stock Exchange and census sampling is adopted to study all the firms. 

Population and Sample
Data for the three (3) independent variables were extracted from the Annual Reports and Accounts of all the eight (8) conglomerate firms while that of the dependent variable from the website of cashcraft.com. The conglomerate firms were selected for the study, because of its importance and relevance in the economy. No much, if any, previous study was conducted earlier in this sector. 

Statistical analysis
In this study, multiple regression model has been used to analyze the data collected. Here more than one independent variable (x) is predicted to a dependent variable (y). This implies that the study intends to assess the influence of several variables (x) on a dependent variable y, that is, the share price can be influenced by book value (BV), Earnings (E) and change in earnings. The data are run with the aid of Statistical Packages for Social Sciences (SPSS) version 16.

Model specification
This study seeks to show empirically the extent to which accounting information contained in the financial statements of Nigerian listed conglomerate firms are relevant. In line with this, the study

formulated the following equation to find the multiple regression results using the Ohlson (1995) Model, where stock price is used as dependent variable; and book value per share, earnings per share, and change in earning per share as independent variables:

MKTPjt = ザ0 + ザ1 BVSHjt + ザ2 EPSjt + ザ3 るEPSjt+ ejt
Where:
MKTPjt = the market price per share (SP) of firm j at time t BVSHjt = Book value per share of firm j at time t

EPSjt
= Earnings before extraordinary items per share of firm j at time t

るEPSjt
= Change in earnings per share of firm j at time t

ザ0
= Constant or intercept.
ザ1-3
= Coefficients of explanatory variables
スjt
= Error term
The Market Share Prices in the study is the share price of the selected firms at exactly three (3) months after accounting year-ends. This is possible to ensure that the share prices adequately reflect the accounting information published by the selected firms (Abubakar, 2010). As for the Book Value per Share (BVSH), it is measured as a ratio of the shareholders☂ fund of each firm to the latest outstanding ordinary shares in issue. Change in earnings per share is the difference between earnings per share in year t and earnings per share in year t-1.

CHAPTER FOUR

Results and Discussion
The analysis begins with summary statistics on dependent variable and independent variables with minimum value, maximum value, mean and standard deviation presented in Table 1. Correlation matrix is presented in table 2 to show the relative correlation between the dependent variable and the independent variables; and the correlation (if any) among the independent variables. Table 3 contains summary of the regression results computed using SPSS 16.

Table 1: Summary of Descriptive Statistics

	
	MKTP
	BVSH
	EPS
	るEPS

	Minimum
	0.50
	0.11
	-2.50
	-6.50

	Maximum
	53.00
	16.06
	3.31
	6.48

	Mean
	15.7865
	5.7845
	0.7443
	-0.0055

	Std. Dev.
	13.12545
	4.06069
	1.09114
	1.10337

	Tolerance value
	NA
	0.467
	0.346
	0.527

	VIF
	NA
	2.140
	2.890
	1.897

	Observations
	40
	40
	40
	40


Source: Output of data analysis by author 2022 using SPSS

Table 1 reports the summary of three accounting variables and share prices of the entire eight (8) firms over 5 years. The average share price is N15.79 with the highest standard deviation of approximately N13.13. This reveals the high dispersion of share price from the mean to both sides by N13.13. The highest share price recorded on the last trading of 2007 is N53.00 by UACN PLC and the minimum is 50k. From the table, the average of book value is N5.79k with standard deviation of N4.06k. This means that book value of the studied firms can deviate from the mean by approximately N4.06k, which is still on the high side. The highest net book value for the period is N16.06 by UACN PLC in 2008. The overall mean of earnings is 74k with standard deviation of 109%. This means that the earnings deviate from mean to both sides by 109%. The highest earnings recorded during the period is 331k by UACN PLC in 2008 while the minimum is a loss of 250k.

To assess any multicolinearity between the independent variables of the study, the tolerance value and the variance inflation factor (VIF) are used. From table 1 above, the VIF and tolerance values are computed using SPSS. It was found that the VIF for book value, earnings and change in earnings are 2.140, 2.890, and 1.897 respectively, which are consistently smaller than ten indicating complete absence of multicolinearity (Neter, et al, 1996). This shows the appropriateness of fitting the model of the study with the three independent variables. In addition, the tolerance values are 0.467, 0.346, and 0.527 for book value, earnings, and change in earnings respectively, which are consistently smaller than 1.00 thus further substantiates the fact that there is complete absence of multicolinearity between the independent variables (Tobachnick, & Fidell, 1996).

Table 2 below contains the summary of correlation coefficient between the dependent variable and the independent variable.

Table 3: Summary of Coefficient of Correlation

	
	MKTP
	BVSH
	EPS
	るEPS

	Market price per share
	1
	
	
	

	Book value per share
	0.775**
	1
	
	

	Earnings per share
	0.638**
	0.589**
	1
	

	Change in earnings per share
	-0.100
	-0.068
	0.513**
	1


Source: Output of data analysis by author 2022 using SPSS 

Note: ** 1% level of significance;

The results presented in table 2 above confirm that two of the explanatory variables (book value per share and earnings per share) have positive correlation with the dependent variable (share price). The correlation coefficient of book value with share price is 78% and statistically significant at 1% level. This implies that an increase in book value of Nigerian listed conglomerate firms will result to increase in their share price. Just like book value, earnings is also correlated to share price but at 64% and significant at 1% level. That is, share price of the Nigerian listed conglomerate firms are expected to increase because of any increase in the earnings. On the other hand, change in earnings has negative correlation of 10% with the share price but it is not statistically significant at all. Thus, an increase in change in earnings of the Nigerian listed conglomerate firms will lead to decrease in their share price.

The results in table 2 also show that earnings per share has the highest positive correlation of about 59% with book value per share and significant at 1%. This is because the calculations of earnings and book values have one common surrogate, that is, the outstanding shares. On the other hand, earnings per share has positive correlation with change in earnings per share at about 51% and significant at 1%. This is for the simple reason that the latter is calculated from the former. However, the correlation between book value and change in earnings is a negative and insignificant correlation of 7%.

Table 3: Summary of Regression result

	Variable
Coeff.
	Std error
	t-values
	Probability

	CONSTANT
2.985
	2.019
	1.478
	0.148

	Book value per share
1.279
	.411
	3.115
	0.004**

	Earnings per share
7.226
	1.776
	4.068
	0.000**

	Change in earnings per share -4.538
	1.423
	-3.189
	0.003**

	R
0.853
	

	R-squared
0.728
	

	Adjusted R-squared
0.706
	

	Durbin-Watson statistic
2.014
	

	F-statistic
32.190
	

	Prob (F-significance)
0.000**
	


Source: Output of data analysis by author 2013 using SPSS

Note: ** 1% level of significance;

The regression equation as stated earlier is restated below:

MKTPjt = ザ0 + ザ1 BVSHjt + ザ2 EPSjt + ザ3 るEPSjt+ スjt
Substituting the computed beta values of the variables in the equation, we have:

Pjt = 2.985 + 1.279 BVSH + 7.226 EPS ♠ 4.538 るEPS + 7.11908
The results in table 3 show that the t-value for book value is 3.115 and its beta coefficient is 1.279 with a significant value of 0.004 (1% level of significance). This signifies that book value is significant in determining the share price of Nigerian listed conglomerate firms. It implies that the higher the book value of the firms, the more the investors are willing to pay for the share price of the firms. For every N1 increase in book value, the share price is expected to increase by approximately N1.28k. The result, therefore, provides an evidence of rejecting hypothesis one of the study, which states that book value has no significant impact on the share price of Nigerian listed conglomerate firms. This finding is in line with the studies of Collins et al. (1997), Omura (2005), and Gee-Jung, Kwon (2009) but contrary to Abubakar (2010).

The null hypothesis two was formulated to find out whether earnings has any significant impact on the share price of Nigerian listed conglomerate firms. From the above results in table 4, we have enough evidence to reject this hypothesis. This is for the fact that earning has a t-value of 4.068 and beta coefficient of 7.226 which is significant at 1% level of significance (P = 0.003 <.05). Hence, the higher the earnings of the Nigerian listed conglomerate firms the higher will be the share price. Earning has the largest beta coefficient of 7.226, which means that a N1 increase in earnings will lead to approximately N7.23K increase in share price. This finding is in line with the study of Maradun (2009), Oyerinde (2011), Abubakar (2011), and Abiodun (2012).

The results in table 3 also provide us with enough evidence to reject the null hypothesis three (3), which states that change in earnings has no significant impact on the share price of Nigerian listed conglomerate firms. This can be confirmed from its t-value of -3.189 also significant at 1% level of significance (probability value of 0.003). This implies that, the higher the change in earnings the lower the share price. The beta coefficient for change in earnings is -4.538 meaning that for every N1 increase in change in earnings, share price is expected to decrease by N4.54k. However, the intercept or slope (14.8%) indicates an insignificant relationship with the share price since the p-value is higher than 10%. Even though, all the three (3) explanatory variables are significant at 1%, earnings per share is more significant. This can be confirmed from the beta coefficient of earnings per share (7.226) which is higher than that of change in earnings per share (1.279), and book value per share (-4.538). This finding is in contrast with other researches (Collins, et al, 1997; Lev & Zarowin, 1999; Francis & Schipper, 1999) whose researches found that Book Value usually is more value relevant than Earnings as a result of divergent accounting standards.

Finally, the cumulative results above put together show that the degree of association between the regressors and the regressand (R) is 0.853. This signifies that the regressors are positively related to the regressand of up to 85%. The implication of this result is that for every change in the regressors, the regressand is bound to change. Thus for every increase in the regressors, the regressand also increases by 85%. In addition, the coefficient of determination (R2) value of 0.728 shows that the cumulative influence of regressors did explain the variation of the regressand. The regressors are able to explain the regressand up to about 73% as indicated by the value of the R2 and remaining 27% is controlled by other factors. Even after taking care of some abnormalities, the adjusted R2 stood at about 71% with only 2% decrease from the coefficient of determination.

Similarly, the result of the F- statistic value of 32.190 shows that the model is well fitted. This can be confirmed by the significant value of 0.000, which shows that the cumulative impact of the regressors is significant at 1% level of significant. This implies that accounting information variables of Nigerian listed conglomerate firms have positive and strong impact on their share price. The Durbin- Watson statistics of 2.014 indicates a complete absence of serial correlation within the period of the study because the value is within the range of 1.5 to 3.5.

CHAPTER FIVE

CONCLUSIONS AND RECOMMENDATIONS
The study has made an immense contribution to the value relevance literature by examining the value relevance of accounting information within the Nigerian listed conglomerate firms. Our results demonstrate that, at far as the Nigerian listed conglomerate firms are concerned, financial statements are qualitatively and quantitatively value relevant to investors in the public equity markets.

Three explanatory variables were used to ascertain their impact on share price of Nigerian listed conglomerate firms. All the explanatory variables - book value per share, earnings per share, and change in earnings per share - are statistically significant in influencing the share price of Nigerian listed conglomerate firms. Among the three explanatory variables, earnings is more significant in explaining share price of Nigerian listed conglomerate firms. It is therefore concluded that accounting information variables of Nigerian listed conglomerate firms have value relevance to the potential investors. It further explained that investors reaction to the share prices of Nigerian listed conglomerate firms is determined by the aggregate of these accounting information published in financial statements. Based on the findings and conclusion of this study, we recommend that the management of Nigerian listed conglomerate firms to maintain stability and consistency in their earning which will go a long way in increasing market value of the firms by drawing investors' confidence to the shares of the firms. The accounting standards setters should also enhance the quality of the financial reporting in order to increase the value relevance of financial statements.
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