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The study examines whether the quality of international Financial Reporting Standards (IFRS) based
published financial information in Nigeria increased in the post-IFRS era. The study examines the
guality of IFRS-based financial reports in improving the information required from financial statements.
In other words, it evaluates the quality of published financial reports after IFRS adoption in Nigeria
using annual reports of 87 non-financial companies for 10 years (2007-2016). We find that information
provided in post-IFRS published financial statements is of higher value to investors/shareholders. The
result was confirmed using trend analysis of and pre-and post-IFRS adjusted R?, which confirm that
public financial statements in the post-IFRS era have increased value relevance. These findings imply
that adopting IFRS in Nigeria is justifiably undertaken as the objective of possible channelling funds,
for investment purposes, to the right channel is achieved. The finding indicates positive changes after
IFRS adoption. Based on these findings, we recommend that the Nigerian Financial Reporting Council,
Stock Exchange, Securities and Exchange Commission and other relevant authorities in the country
should ensure compliance with the ethos of IFRS adoption to ensure that the improved quality of
financial reporting achieved is consistently maintained.
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INTRODUCTION

The major objective of accounting records collected and
analysed is to provide valuable information to users. The
information provided will enable users of financial
statement, such as investors and auditors to have access

to firms in order to evaluate their true financial position
and performance. Isa (2014) enumerated the objectives
of Nigerian’s adoption of the IFRS to include reliability,
relevance, and comparability to aid investors’ (users)
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decisions. These objectives include increased value
relevance, improved transparency and reduced earnings
manipulations. Besides, improved financial reporting
quality leads to presentation of reliable financial
information comparable with other capital markets in a
globalized and competitive marketplace where scarce
resources are directed towards area of best possible
returns (Wurgler, 2000). On this note, Umoren and Enang
(2015) explained that the extent a financial statement
would be able to competently influence the decision of
investors depend on the value of information contained in
that financial statement. Vishnani and Shah (2008)
explained that value relevance is concerned with the
financial information ability to explain the stock market.

Holthausen and watts (2001) grouped the study of
value relevance studies into: comparative relationship
investigations, incremental relationship investigations and
marginal information investigations. The comparative
relationship investigations compare accounting nhumbers
that are prepared with different sets of accounting
standard and the relationship existing between stock
market returns or value. With these categories of studies,
research on value relevance usually focuses on net
income and equity book-value because they represent
the main drivers of a company’s valuation. Incremental
relationship investigation help to ascertain if accounting
figures deemed useful in elucidating stock market
returns and this numbers are deem to be value relevant if
its statistical regression coefficients are considerably
different from zero. While, The marginal information
investigation studies is used to examine if accounting
numbers disclosed are correlated with market returns
variations. Market price reactions are presumed to be
proof of value relevance (Li, 2010). The study examines
whether the quality of international Financial Reporting
Standards (IFRS)-based published financial information
in Nigeria increased in the post-IFRS era. This study
applies the comparative relationship investigation and the
marginal information investigation approach.
Consequently, the study examines the relationship
between figures prepared using adopted IFRS and the
value relevance of financial information.

This study contributes to the literature by empirically
examining the effect of the adoption of IFRS in Nigeria on
the quality of published financial statements through
transparent and qualitative value relevance financial
information. In reviewing related literatures, no
researcher specifically addressed the measurement of
improved value relevance of published financial data
except the study of Umoren and Enang (2015) who
examined IFRS Adoption and Value Relevance of
Financial statements of Nigerian listed banks. However,
the study of Umoren and Enang (2015) was directed at
the banking industry excluding sectors of the economy.
Other researchers either did an exploratory study with
guestionnaires administered or a conceptual study such
as Edogbanya and Kamardin (2014). It can be argued
that administration of questionnaires does not capture the

real state of activities of firms which are only available in
published annual reports. Furthermore, questionnaires
are targeted at individuals whose responses are guided
by their subjective norms and cannot reflect behaviour of
firms in real market.

Thus, the impact of value relevance is not effectively
examined in emerging markets regarding the adaptation
of IFRS. Therefore, this study will examine the effect of
the adoption of IFRS in Nigeria on the quality of
published financial statements through transparent and
gualitative value relevance financial information. The
study examines the quality of IFRS-based financial
reports in improving the information required from the
financial statements. The rest of the paper is structured
thus: Section two provides a literature review of related
studies and the hypotheses of the research. Section
three presents the methodology of the study. Section four
discusses the empirical findings and policy implications
while section five is conclusions and recommendations.

RELEVANCE OF PUBLISHED FINANCIAL

STATEMENTS

The relevance value of financial accounting information is
determined mostly by its quality which makes accounting
information of great interest to its users such as
managers, shareholders, investors and customers (Barth
et al., 2008). For example, for a reporting company,
better-quality accounting information can translate into
lower cost of capital (Sengupta, 1998) whilst to an
investor, it can translate into a more profitable allocation
of capital (Barth et al., 2008). Accounting quality has
been defined as the quality of accounting information as
the capability of accounting measures to reflect a
company’s true economic position and the level of its
performance (Verleun et al.,, 2011; Barth et al., 2008;
Penman and Zhang, 2002; Watts, 2003). Their definition
focuses on relevance of accounting information reported
by entities only when the information they provide
ensures reliability; such that it protects users of the
information from any form of management opportunistic
behaviour. Other definitions focus on relevance of
information which is equally important (Li, 2010; Irvine
and Lucas, 2006). Balance must be stricken between
these two for accounting information to be of quality
hence, its usefulness to stakeholders. The friction
generated in balancing these two (accounting information
and accounting quality) has existed for many years as
they appear contradictory rather than complementary
(Barth et al., 2008). Barth et al. (2008) resolve this
conflict when they view accounting quality as relating to
both a company’s true economic position as well as its
performance which means that the quality of accounting
information does affect both the statement of financial
position as well as the income-statements of a company.
Consequently, they argue that it is possible that an
increase in value relevance of information in the



statement of financial position may as well come along
with an increase in reliability in the financial income
statement information reported. Due to the possibility of
increase in both relevance and reliability, we provide
multiple measures in this study to capture this.

In principle, the quality of accounting information is not
something that can be detected easily in the financial
statements, appropriate proxies have to be formulated or
developed (Kargin, 2013). Consequently, prior empirical
studies have identified a number of accounting quality
measures like forecast made by securities analysts,
value-relevance, conservatism and earning management
(Barth et al., 2008; Lang et al., 2003). More-also,
Muhibudeen (2015) rates value relevance as measures
with better ability to measure accounting quality as it
enables financial information disclosed to explain how a
firm value is measured. Therefore, we adopt value
relevance measures using the financial information
reported and the stock market value (Kargin, 2013).
latridis (2010) has studied the impact of IFRS adoption in
the United Kingdom and established that the application
of IFRS does strengthen the quality of accounting
statements and it improves the value relevance of
accounting information reported. The value relevance
measures we are using in this study, is in line with the
accounting quality explanation provided by Barth et al.
(2008). The empirical study of Abubakar et al. (2017)
study examines the relationship between accounting
disclosure and market value under new accounting
reporting. The study finds that disaggregated assets and
liabilities strongly correlate with the stock price. Similarly,
it concludes that adjusted R? has a more significant
association with a stock price after adopting IFRS.

The study of Aderin and Otakefe (2015) evaluates the
impact of the adaptation of IFRS on Nigerian firms' quality
of financial reporting. The study uses 23 listed companies
for four (4) years, using regression analysis to evaluate
R? statistics.

The results show that financial reporting quality
increased after the adaptation of IFRS. In addition, latridis
(2010) focuses on the value relevance in adopting IFRS
from GAAP in the United Kingdom. The study suggests
less information asymmetry and earning manipulation
would lead to more relevant accounting measures.
Similarly, Kargin (2013) concludes that value relevance
has improved in the post-IFRS period in Turkish firms. In
the same vein, Miller (2014) investigated the impact of
mandatory adaptation of IFRS on the listed firms on the
European stock markets of London, Paris, and Frankfurt
stock exchanges. The results show increased value
relevance after adopting IFRS, leading to better
compliance with corporate governance principles,
disclosure quality, and transparency.

Hypothesis of the study

As a result of the above, the study will consider these two
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hypotheses (in their null forms):

Ho1: Financial statements prepared using IFRS are not
more value relevant than financial statements prepared
under the Nigerian GAAP.

H,2: Financial statements prepared over the period of the
study did not show increasing trend in value relevance.

Signalling theory

This paper uses signalling theory to underpin the
research. The golden idea behind signalling theory
describes a situation when company management
decides to send information about their performance to
stakeholders or other financial statements users to attract
their attention (Watts and Zimmerman, 1978). Signalling
theory is mainly focused on problems involving
information asymmetry in the market, at the same time,
how this information asymmetry can be abridged by the
party that has the most information signalling to the other
party (Morris, 1987). Consistently, we would argue that
the eventual value of the shares of these companies will
be closer to their intrinsic value arising from possibly
bridging information gaps between the companies and
their shareholders from pre- to post- IFRS era.

METHODOLOGY

This study adopts a longitudinal research design in seeking to
describe the pattern of variation that exists in the quality of financial
statements in lieu of the adoption of IFRS in Nigeria. To achieve
meaningful results, the time periods used in this study were divided
into two: (a) Before IFRS adoption in Nigeria (also known as N-
GAAP years), and (b) After IFRS adoption. The population of the
study consist of 172 companies listed on the Nigeria Stock
Exchange (NSE). The sample, therefore, consisted of 87
companies. The study used archival data from secondary source.
Financial and insurance companies were exempted due to the
peculiarity of their financial reports and additional regulations.
Accounting variables were hand-sourced from the annual reports of
the sampled firms for the period 2007 to 2016. The share prices
were sourced from NSE fact book, Data Stream, and publications of
the Nigerian Securities and Exchange Commission (SEC).

The Ohlson (1995) model is classified as the most popular
valuation model use for measuring value relevance (Verleun et al.,
2011). The model is usually applicable when value relevance is
investigated over several periods of time because it is very
compatible with inter-periods comparison. The study adopted
Ohlson (1995) value relevance model as modified by Muller (2014)
to see the improvements on value relevance of quality of
accounting information in the pre- and post-IFRS periods. The
model consists of two key indicators from financial statements
report (that is, Statement of financial position and Income
statement) on stock price. The model is defined as follows:

(Pre-IFRS) SPi= Bo + B1iBVi+B2EPS: +BsCFir + BaNAw+ BsNIy + €
................................ 1)

(POSt-lFRS) SPy = Bo + BlBVit +BgEPSit +B3CFit +B4NAn+ BSNIit + &t
................................ @)
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Table 1. Descriptive statistics (2007-2016).

Statistic Share price Book value Net assets Net income EPS Cash flow
Mean 28.1 22,719,398.2 22,493,022.6 48,911,883.5 83.4 24,406,486.1
Std. Dev. 84.5 165382974 163676721.5 828664282.3 263.5 184712196.2
Minimum 1 -19,217,754 -19,025,576 -2,900,609,000 -2076 -25,060,091
Maximum 1200 4,580,000,000 4,532,359,473 21,735,465,000 40119 1,726,506,461
Obs 870 870 870 870 870

Source: Authors’ computation (2021).

SPi= share price at the fiscal year (proxy for quality of published
financial information)

BV = book value of company in year t

NIt = net income/share of company i in year t

NA;; = net assets of company in year t

CFi = cash flow of parent company/share of company i in year t
EPS;; = earnings per share of company i in year t

The combined value relevance metrics is measured by the
adjusted-R? and the regression coefficients of the Ohlson (1995)
model. Thus, after the accounting numbers are obtained for both
pre- and post-IFRS adoption a comparison can then be made
between these periods. In this manner, it can then be thoroughly
investigated whether there has been a change in the quality of
published financial information after the mandatory adoption of
IFRS in Nigeria. Given the fact that IFRS is a more principle-based
regulation, we expect an increase in value relevance after the
mandatory adoption of IFRS.

Since the study seeks to ascertain the effect of accounting
information on share price, and more than one accounting
information variable is employed, the study used the ordinary least
square (OLS) multiple regression method. However, the data
gathered has both cross-sectional and time series properties;
essentially a panel data.

RESULTS AND DISCUSSION
Descriptive statistics

Descriptive statistics is used to show trend behaviour of
the variables. The descriptive statistics for the preliminary
statistical properties of the variables considers the full
sample size (2007-2016) and the results are shown in
Table 1. During the period under study, the highest mean
value was recorded by net income with a value of 48.9
million. This is mainly attributed to the magnitude of the
earnings by the firms during the period. Companies’
activities tended to boost quality control thereby making
their stocks perform well in the capital market and hence,
the earnings were significantly larger during the period.
Next in the series is the cash flow of companies with a
mean value of 24.4 million. The book value of the
company’s equity, net assets of companies all maintained
positive averages within the period of study. It is also
worth noticing that the share price during this period
maintained a relatively healthy mean value. On the
fluctuation pattern, the net income was the most
fluctuating during the period which is understandable

because the period combines both pre- and post-IFRS
years and also, considering the volatility of the capital
market during these years, it is no surprise that the net
income, net assets, cash flow and book values exhibited
such volatility. The net income in this period had
staggering minimum and maximum values at -2.9 billion
and 21.7 billion respectively.

Empirical analysis of estimation results

Having looked at the descriptive statistics which
explained trend behaviour in the last paragraph, an
empirical analysis and estimation of the models earlier
specified will be done in this section. Due to the nature of
the data, for the first two models, the natural logarithm
(LN) of all the data were computed and used for the
panel regression. This was done to contain the degree of
extremes noticed in the data. The interpretation of the
panel regression results is done based on statistical and
econometric criteria. The model included the basic
factors affecting share price namely book value, Net
assets, net income, cash flow and earnings-per-share in
the pre-IFRS era. All the variables in the model conform
to the expected signs because of the positive influence
they have on share price. We cannot at this point observe
the effect of the adoption of IFRS on share price and
value relevance until we make an analysis of the post-
IFRS but before then, we take a look at the regression
coefficients, that is, the effects of the independent
variables on share price during this period (Table 2).
From the result, it can be seen that all the independent
variables impact share price positively. The t-ratios and
their respective p-values reveal that all the coefficients of
net income, book value, earnings-per-share and the
intercept are statistically significant at 1% significance
level that of cash flow is significant at 5%, while the
coefficient of net asset is not statistically significant. The
model has relatively decent explanatory and predictive
powers as suggested by the R? and the adjusted R?
values respectively considering the fact that the
regression is cross-sectional in nature. The R” value of
0.3347 suggests that about 33.47% of the systematic
variations in share prices can be explained jointly by book
value, net income, net assets, cash flow and earnings-
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Table 2. Panel regression — model 1: Pre-IFRS (2007 — 2011).

Dependent variable (Share price)

Variable -value
Co-efficient t-statistic P
1.500998***
Int t 5.07 0.0000
niercep (0.296022)
0.213399***
Book Val 7.01 .
ook Value (0.030450) 0 0.0000
0.008150
Net Assets 0.44 0.6570
(0.018355)
0.040929***
Net | 2.70 0.0070
etincome (0.015138)
0.025357**
Cash Fl 2.05 0.0410
ash Flow (0.012353)
*kk
Earnings per Share 0(02522226) 7.83 0.0000
F-stat. (5, 429) = 43.17 R’= 0.3347
Prob (F-stat) = 0.0000 Adj. R*= 0.3270
Total Panel Observations = 435 Root MSE = 1.3227

Standard errors in parenthesis. Significance levels: *<0.10, **<0.05, ***<0.01.

per-share. The adjusted R? value of 32.70% shows that
the model has a relatively good predictive power. The
goodness-of-fit of the model is further emphasized by the
statistical significance of the F-statistics which is 43.17
with a p-value of 0.0000 this means that all the
explanatory variables taken together are significant. In
summary, in the pre-IFRS era, the model is good and the
explanatory variables are good instruments for attaining a
high and positive share price. Next, we consider the post-
IFRS panel regression in Table 3.

First, looking at the regression coefficients, the result
here is quite like the earlier one in that all the
independent variables have a positive impact on share
price. However, upon further observation, it is found that
book value increases its influence on share prices under
IFRS with a positive and significant impact as a
percentage increase in book value leads to 34.41%
increase in share price. This is consistent with Paglietti
(2009) findings in a study that examined the effects of
mandatory adoption of IFRS on lItalian listed companies.
Likewise, net income, cash flow, net assets, and earnings
per share impacts share price. There is a general
observation that share price always moves up with an
increase in earnings per share and since this holds in
both the pre and post adoption periods, a major deciding
factor on the importance of IFRS adoption will depend on
whether value relevance is increased post-adoption or
not. However, the higher association between accounting
numbers and share prices in the post-adoption period

indicates that investors consider accounting information
useful for their economic decisions. Asymmetric
information on the quality of financial information is
effectively bridged in both pre- and post- IFRS with the
gap closer in the pre- era to justify the adoption of IFRS.
The intercept value of 1.6113 implies that without all the
independent variables used in this regression or if they
are held constant, then share price will be 1.6113. It can
be noticed that this value is higher than it was in the pre-
IFRS era. Using the coefficients t-statistic and their
respective p-values, the test of individual significance
reveals that the coefficients of book value, net income,
earnings per share and the intercept are statistically
significant at 1% level of significance, while the coefficient
of net assets and cash flow are not significant. The
magnitude of adjusted R in the post-IFRS period is
larger than that of the pre-IFRS era. This suggests that
our variable of interest provide information of higher value
to investors/shareholders for their investment decision in
post-IFRS era than in pre-IFRS era. It is, however,
interesting to note that in the pre and post adoption
periods, book value, net income and earnings per share
have significant effects on the share price thereby solving
the problem of information asymmetry. We document
greater use of information in the financial statements
produced by the companies by their shareholders which
brings the market value of the shares to its intrinsic state.
Aderin and Otakefe (2015) also had such findings and
their rationale for it was because these variables are very
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Table 3. Panel Regression — Model 2: Post-IFRS (2011 — 2016).

Dependent Variable — Share Price

Variables -value
Co-efficient t-statistic P
1.611340***
Int t 4.17 0.0000
niercep (0.386147)
0.344129***
Book Val 8.85 0.0000
ook vaiue (0.038876)
0.027796
Net Assets 1.28 0.2000
(0.021647)
0.073986***
Net | 517 0.0070
et income (0.014299)
0.007063
Cash FI 0.46 0.6470
ash Flow (0.025761)
0.168539***
Earnings per Share 6.54 0.0000
ngs p (0.386147)
F-stat. (5, 429) = 73.16 R?= 0.4602
Prob (F-stat.) = 0.0000 Adj. R*= 0.4539
Total Panel Observations = 435 Root MSE = 1.3211

Standard errors in parenthesis. Significance levels: *<0.10, **<0.05, ***<0.01.

Table 4. Incremental changes in the adjusted R? from 2007-2016.

PRE-IFRS (base year = 2007)

POST-IFRS (base year = 2012)

Year 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
AdjiR?z 0.4192  0.3243 0.2771  0.3984  0.4180 0.3413 04373 05254 05020  0.4012
%A (22.64%)  (33.90%)  (4.96%)  (0.29%) - 28.13% 53.94%  47.08%  17.55%

Source: Author’s computation (2019).

important indicators to investors of a firm’s performance.
If this is the case, then the value relevance provided by
such information cannot be overemphasised because this
is what will guide investors in making decisions in the
capital market.

The model has good explanatory and predictive powers
as suggested by the R? and the adjusted R? values. The
adjusted R? in this era is higher than the one in pre-IFRS
era. This indicates that in this era, there is an increase in
value relevance of firms and hence higher quality of
information and this suggests that IFRS adoption has a
significant positive effect on the quality of published
financial information. This agrees with the findings of
latridis, 2010; Kargin, 2013; Miller, 2014; Aderin and
Otakefe, 2015; Abubakar et al., 2017. Similarly, the
adjusted R’ value being higher in the post-IFRS era
suggests that the adoption of IFRS has a significant and
positive effect on the quality of published financial
information. Muller (2014) and Aderin and Otakefe (2015)

also made such discovery.

Robustness checks: value relevance test using trend
analysis

In this section, we look at the adjusted R? from the pre-
adoption period (2007-2011) to the post-adoption period
(2012 — 2016). Using 2007 as base year for pre-IFRS
and 2012 for post-IFRS, the percentage changes in
adjusted R?was consistently negative for pre-IFRS period
and consistently positive for post-IFRS period. The result
is presented in Table 4. The essence of this analysis is to
be able to answer the second research question which
asks if there have been incremental changes in value
relevance over the years due to the adoption of IFRS. For
the pre-adoption period, the percentage change all
through this era is negative, while in the post-IFRS
period, in 2013 precisely, a 28.13% (positive) increase



was noticed immediately after adoption and the
percentage increase in this entire period remained
positive. However, in 2016, there was a significant
decrease in the percentage change in the adjusted R’
and just like we explained in the previous section, this
decrease can be linked to the fact that Nigeria officially
entered into recession in 2015, this incidentally had some
impact on the financial performance of firms listed on the
Nigerian Stock Exchange. Essentially, given how the
percentage change in value relevance remained positive
all through the post-adoption period, we can infer from
the result that financial statements prepared over the
period of the study showed increasing trend in value
relevance in the post-adoption years, so the null
hypothesis is rejected, however, due to economic factors
such as the recession, there was a decline in this trend
and as a result, we cannot ascertain if the increase in
value relevance have continued if there was no recession.

CONCLUSION AND RECOMMENDATIONS

The need for high quality financial reports cannot be
overemphasised. This research focuses on the effect of
adoption of IFRS on the quality of financial reporting.
Consistent with the finding adaptation, IFRS is beneficial
to listed companies and enhance financial reporting
quality; high-quality financial reports will motivate
investors to invest more in companies in anticipation of
more important and qualitative disclosure. Adequate
financial disclosure will mitigate information asymmetry
between managers and shareholders, thereby increasing
the intrinsic value of listed firms. Furthermore, it should
be noted that the ultimate purpose of improving financial
reporting quality is to ensure that investors channel funds
into best use for the purpose of growth and development
of the economy. Thus, improving the quality of financial
reporting is not an end, but a means to an end. To
achieve this end, government must be totally committed
to providing enabling environment for investors, both
local and foreign, to use high quality financial statements
for investment decision. In sum, high quality reports are
not enough to guarantee economic development. The
government must ensure political and religious peace,
provision of infrastructure and security of lives of
properties.
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